REPORT From

OFFICE OF THE CITY ADMINISTRATIVE OFFICER

Date: April 11, 2013 CAO File No. 087000037
Council File No, 12-1861
Council District:  ALL

To: The Mayor
The Council |
From: Miguel A. Santana, City Administrative OfﬁceW d d ' A

Réference: Los Angeles Wastewater System Debt Financing Program

- Subject: REVISED RESOLUTION AND RELATED DOCUMENTS FOR THE LOS
ANGELES WASTEWATER SYSTEM COMMERCIAL PAPER PROGRAM CREDIT
FACILITIES

SUMMARY

The City Administrative Officer (CAO) requests approval of administrative amendments fo
documents previously approved as part of the recent replacement of credit facilities for the
Wastewater System Commercial Paper (CP) Program.

in December 2012, Council and the Mayor approved Bank of New York Mellon (BNY) and
Sumitomo Mitsui Banking Corporation (Sumitomo, and together, the Banks) to provide Letters of
Credit (LOCs) each for $100 million plus interest for the Wastewater CP Program. Subsequent to
the release of the CAQ report dated November 29, 2012 which included the documents for these
LOCs, the rating agencies submitted comments recommending technical clarifications to the
LOCs. Amendments to the Fifieenth Supplemental Resolution and Offering Memorandum are
necessary to memorialize these clarifications (Attachments A and B). It is also necessary to
execute a Lefter Agreement to replace references in the documents fo the Fifteenth
Supplemental Resolution with references to the Amended and Restated Fifteenth Supplemental
Resolution (Attachment C). in addition to the Banks, the parties subject to the Letter Agreement
include Samuel A. Ramirez and Co. and Wells Fargo Bank, N.A., as the current CP note dealers,
and Public Resources Advisory Group as the Financial Advisor to the Wastewater System.

These recommendations are in compliance with the City’s Financial Policies.
RECOMMENDATIONS
That the Council, subject to the approval of the Mayor:

1. ADOPT the Amended and Restated Fifteenth Supplemental Resolution and Amended
and Restated Offering Memorandum,;
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2. AUTHORIZE the City Administrative Officer to execute the Letter Agreement with Bank
of New York Mellon, Sumitomo Mitsui Banking Corporation, Samueil A. Ramirez and
Co., Wells Fargo Bank, N.A., and Public Resources Advisory Group; and

3. AUTHORIZE the City Administrative Officer to make technical changes to implement
the intent of the Council and Mayor.

FISCAL IMPACT STATEMENT

There is no impact on the General Fund as a result of the recommendations contained in this
report.

DEBT IMPACT STATEMENT

There is no debt impact to the City’s General Fund from the approval of the recommendations in
this report.

MAS:SMB.09130231

Attachments
Attachment A — Amended and Restated Fifteenth Supplemental Resolution

Attachment B — Amended and Restated Offering Memorandum
Attachment C — Letter Agreement



ATTACHMENT A

AMENDED AND RESTATED FIFTEENTH SUPPLEMENTAL RESOLUTION



THE COUNCIL OF THE CITY OF L.OS ANGELES

AMENDED AND RESTATED FIFTEENTH SUPPLEMENTAL RESOLUTION
Adopted by the Council of the City

SUPPLEMENTING AND AMENDING

THE WASTEWATER SYSTEM SUBORDINATE REVENUE BONDS
GENERAL RESOLUTION
and certain
SUPPLEMENTAL RESOLUTIONS thereto
Previousty Adopted by the Council of the City

$400,000,000
Maximum Aggregate Authorized Amount
City of Los Angeles
Wastewater System
Commercial Paper Revenue Notes
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AMENDED AND RESTATED
FIFTEENTH SUPPLEMENTAL RESOLUTION

RELATED TO THE

$400,000,000
Maximum Aggregate Authorized Amount
City of Los Angeles
Wastewater System
Commercial Paper Revenue Notes

WHEREAS, the Council (the “Council”) of the City of Los Angeles (the “City”) by
resolutions submitted to the voters of the City and such voters have authorized the issuance of an
aggregate amount of $3,500,000,000 of indebtedness pursuant to the procedures set forth in the
Revenue Bond Law of 1941, Government Code Sections 54300 et seq., to finance a portion of a
major wastewater system improvement program; and

WHEREAS, the Council determined that it was appropriate and beneficial to the City to
issue a portion of the authorized indebtedness in the form of Subordinate Bonds (defined below),
including commercial paper notes, and in connection therewith on March 26, 1991, the Council
adopted a resolution entitled the “WASTEWATER SYSTEM SUBORDINATE REVENUE
BONDS GENERAL RESOLUTION” (the “Subordinate General Resolution™) which sets forth
the basic terms under which the City may issue Subordinate Bonds (as defined in The
Subordinate General Resolution); and

WHEREAS, on March 26, 1991, the Council also adopted a resolution designated as the
“FIRST SUPPLEMENTAL RESOLUTION SUPPLEMENTING THE WASTEWATER
SYSTEM SUBORDINATE REVENUE BONDS GENERAL RESOLUTION” (the “First
Supplemental Resolution™) to, among other actions, authorize the issuance of such Subordinate
Bonds in the form of commercial paper notes which were designated therein as the “Commercial
Paper Notes” (the “Commercial Paper Notes™) in the maximum aggregate principal amount
outstanding from time to time of $130,000,000; and

WHEREAS, on August 13, 1996, the Council adopted a resolution entitled “SECOND
SUPPLEMENTAIL  RESOLUTION SUPPLEMENTING AND AMENDING THE
WASTEWATER SYSTEM SUBORDINATE REVENUE BONDS GENERAL RESOLUTION
AND THE FIRST SUPPLEMENTAL RESOLUTION” (the “Second Supplemental Resolution™)
pursuant to which the Council, among other actions, increased the maximum authorized
aggregate principal amount of Commercial Paper Notes to $200,000,000; and

WHEREAS, on September 3, 1997, the Council adopted a resolution entitled “THIRD
SUPPLEMENTAL  RESOLUTION SUPPLEMENTING AND AMENDING THE
WASTEWATER SYSTEM SUBORDINATE REVENUE BONDS GENERAL RESOLUTION
AND THE FIRST SUPPLEMENTAL RESOLUTION AND THE WASTEWATER SYSTEM
SECOND SUPPLEMENTAL RESOLUTION” (the “Third Supplemental Resolution™) to,
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among other actions, increase the maximum authorized amount of such Commercial Paper Notes
from $200,000,000 to $400,000,000; and -

WHEREAS, on August 15, 2000, the Council adopted a resolution entitled “FOURTH
SUPPLEMENTAL RESOLUTION SUPPLEMENTING AND AMENDING THE
WASTEWATER SYSTEM SUBORDINATE REVENUE BONDS GENERAL RESOLUTION.
AND CERTAIN SUPPLEMENTAL RESOLUTIONS THERETO” (the “Fourth Supplemental
Resolution”) to, among other actions, substitute a letter of credit with a line of credit as the
source of liquidity for the Commercial Paper Notes and to make certain other modifications to
the then existing Supplemental Resolutions which added to the covenants and agreements of the
City in such Supplemental Resolutions and which do not adversely affect the interests of the
Bondholders; and

WHEREAS, on January 21, 2003, the Counci! adopted a resolution entitled “SIXTH
SUPPLEMENTAIL  RESOLUTION SUPPLEMENTING AND AMENDING THE
WASTEWATER SUBORDINATE REVENUE BONDS GENERAL RESOCLUTION AND
CERTAIN SUPPLEMENTAL RESOLUTIONS THERETO” (the “Sixth Supplemental
Resolution™) to substitute a new line of credit agreement (the “2003 Credit Agreement”) for the
credit agreement then in place with respect to the Commercial Paper Notes; and

WHEREAS, on June 25, 2010, the Council adopted a resolution entitled “ELEVENTH
SUPPLEMENTAL RESOLUTION SUPPLEMENTING AND AMENDING THE
WASTEWATER SYSTEM SUBORDINATE REVENUE BONDS GENERAL RESOLUTION
AND CERTAIN SUPPLEMENTAL RESOLUTIONS THERETO?” (the “Eleventh Supplemental
Resolution” and together with the First Supplemental Resolution, the Second Supplemental
Resolution, the Third Supplemental Resolution, the Fourth Supplemental Resolution, the Fifth
Supplemental Resolution and the Sixth Supplemental Resolution, the “Previous CP
Supplemental Resolutions™) to (i) substitute a new Line of Credit Agreement, dated as of June 1,
2010 (the “2010 Credit Agreement” and, as amended by Amendment No. 1 (defined below) and
Amendment No. 2 (defined below), the “Prior Credit Agreement™), by and among the City, State
Street Bank and Trust Company (“State Street”), California State Teachers’ Retirement System
(“CalSTRS™), and Wells Fargo Bank, National Association (“Wells” and collectively with State
Street and CalSTRS, the “2010 Banks™) for the 2003 Credit Agreement; (ii) reappoint Morgan
Stanley & Co., Incorporated and Barclays Capital, Inc. (collectively, the “2010 Dealers™) as
dealers for the Commercial Paper Notes; (iii) approve a form of Offering Memorandum for the
Commercial Paper Notes; and (iv) approve the terms and form of an Amended and Restated
Issuing and Paying Agent Agreement, dated as of June 1, 2010 (the “2010 Paying Agent
Agreement”™) with U.S. Bank National Association, as issuing and paying agent (the “Issuing and
Paying Agent”), for the Commercial Paper Notes; and

WHEREAS, pursuant to an Amendment No. 1 to Line of Credit Agreement, dated as of
June 1, 2012 (“Amendment No. 17}, by and among the City and the 2010 Banks, the parties to
the 2010 Credit Agreement amended the 2010 Credit Agreement to eliminate CalSTRS as a
party thereto, to terminate CalSTRS’ Available Commitment thereunder and to make other
conforming amendments; and
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WHEREAS, pursuant to Amendment No. 2 to Line of Credit Agreement, dated as of
September 1, 2012 (“Amendment No. 2”), by and among the City, Wells and State Street, the
parties amended ScheduleI to the 2010 Credit Agreement to add Wells Fargo Bank, National
Association (“Wells Fargo Securities™) and Samuel A. Ramirez & Co., Inc. (“Ramirez”) to the
schedule of dealers; and

WHEREAS, pursuant to two separate dealer agreements, each dated as of September 1,
2012, the City has appointed each of Wells Fargo Securities and Ramirez as a non-exclusive
dealer to replace the 2010 Dealers in connection with the offering and sale of the Commercial
Paper Notes; and

WHEREAS, effective June 12, 2012, pursuant to Section 2.7 of the Prior Credit
Agreement, State Street and Wells each extended the Commitment Expiration Date (as defined
in the Prior Credit Agreement) with respect to their respective commitments under the Prior
Credit Agreement, to December 28, 2012; and

WHEREAS, on December 11, 2012, the Council adopted a resolution entitled,
“FIFTEENTH SUPPLEMENTAL RESOLUTION SUPPLEMENTING AND AMENDING
THE WASTEWATER SYSTEM .SUBORDINATE REVENUE BONDS GENERAL
RESOLUTION AND CERTAIN SUPPLEMENTAL RESOLUTIONS THERETO
PREVIOUSLY ADOPTED BY THE COUNCIL OF THE CITY” (the “Original Fifteenth
Supplemental Resolution™) to (i) authorize the replacement of the Prior Credit Agreement and
(a) authorize the execution and delivery of the Reimbursement Agreement, dated as of
December 1, 2012, by and between the City and The Bank of New York Melion, a New York
state banking corporation (“BNYM?”) and the related Fee Letter, dated December 18, 2012, by
and between the City and BNYM, pursuant to which BNYM issued its irrevocable transferable
direct pay letter of credit, dated December 18, 2012, and (b) authorize the execution and delivery
of the Reimbursement Agreement, dated as of December 1, 2012, by and between the City and
Sumitomo Mitsui Banking Corporation acting through its New York Branch (“Sumitomo™) and
the related Fee Letter, dated December 18, 2012 by and between the City and Sumitomo,
pursuant to which Sumitomo issued #ts irrevocable transferable direct pay letter of credit, dated
December 18, 2012, (ii) authorize the execution and delivery of the Dealer Agreements with the
Dealers; (iii) authorize the execution and delivery of the Amended and Restated Paying Agent
Agreement, and (iv) give to any Authorized City Representative the discretion and approval to
appoint successor or replacement dealers from the City’s approved underwriting pool if it is
determined to be in the best interest of the City; and

WHEREAS, the City now desires to amend and restate the Original Fifteenth
Supplemental Resolution in its entirety with this Amended and Restated Fifteenth Supplemental
Resolution in order to make technical clarifications requested by the rating agencies, which were
inadvertently omitted from the Original Fifteenth Supplemental Resolution; and

WHEREAS, Section 11.02 of the Subordinate General Resolution permits the City by
supplemental resolution to amend and supplement the Subordinate General Resolution and any
Supplemental Resolution thereto provided that certain conditions set forth in Section 11.02 of the
Subordinate GGeneral Resolution have been met, and the City has been advised by bond counsel
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that the proposed terms of this Amended and Restated Fifteenth Supplemental Resolution do not
adversely affect the interests of the Bondholders and all such conditions have been met;

NOW, THEREFORE, BE IT RESOLVED by the Council of the City of Los Angeles
as follows:

. ARTICLE I
SUPPLEMENT AND AMENDMENT TO DEFINITIONS CONTAINED
IN THE PREVIOUS CP SUPPLEMENTAL RESOLUTIONS

The Previous CP Supplemental Resolutions are hereby amended to supplement and
modify the definitions of the terms contained in the Previous CP Supplemental Resolutions, and
the Original Fifteenth Supplemental Resolution is hereby amended and restated, replaced in its
entirety and superceded by this Amended and Restated Fifteenth Supplemental Resolution. All
capitalized terms i this Amended and Restated Fifteenth Supplemental Resolution that are not
otherwise designated or defined below or in the preambles above shall have the meanings
ascribed to them in the Subordinate General Resolution, the Original Fifteenth Supplemental
Resolution and the Previous CP Supplemental Resolutions, the provisions of which, except as
otherwise provided herein, are hereby ratified and confirmed or in the respective Credit
Agreement (as defined below), as appropriate.

“Amended and Restated Issuing and Paying Agent Agreement” means that certain
amended and restated issuing and paying agent agreement as authorized for execution pursuant
to Section 4.03 hereof, and as subsequently amended and supplemented, including as amended
and supplemented by the Letter Agreement.

“Authorized City Representative means any of the Mayor, the City Treasurer, the City
Clerk, and the City Administrative Officer or any Assistant City Administrative Officer.

“Bank” means, individually, each of The Bank of New York Mellon and Sumitomo
Mitsui Banking Corporation, acting through its New York Branch, or their respective successors
and assigns, and “Banks” means, collectively, The Bank of New York Mellon and Sumitomo
Mitsui Banking Corporation, acting through its New York Branch, or their respective successors
and assigns, as Banks under the respective Credit Agreement.

“Bank Notes™ shall have the meaning ascribed to such term in the respective Credit
Agreement, and as subsequently amended and supplemented, including as amended and
supplemented by the Letter Agreement.

“Credit Agreement” means, individually and collectively, as applicable, those certain
Reimbursement Agreements, each dated as of December 1, 2012, by and between the City and
the respective Bank, as authorized for execution pursuant to Section 3.01 hereof and any and all
modifications, amendments and supplements thereto, including as amended and supplemented by
the Letter Agreement.

“Credit Facility” means, individually and collectively, as applicable, those certain
irrevocable transferable direct pay letters of credit issued by the respective Bank, and any and all
modifications, amendments and supplements thereto, including the Letter Agreement.

5
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“Dealer” means any of Wells Fargo Bank, National Association and Samuel A.
Ramirez & Co., Inc. or any subsequent successor or assign to any one or more of such entities as
permitted under the respective Dealer Agreements, or any other dealer for all or part of the
Commercial Paper Notes which is appointed by the City and has entered into a Dealer
Agreement. : ‘

“Dealer Agreement” means, with respect to each Dealer, the Dealer Agreement dated as
of December 1, 2012, by and between the City and any such Dealer, and any and all
modifications, amendments and supplements thereto, including the Letter Agreement, or any
other Dealer Agreement entered into by the City and a Dealer with respect to the Commercial
Paper Notes. :

“Fee Letter” means, individually and collectively, as applicable, those certain Fee Letters,
each dated as of December 18, 2012, by and between the City and the respective Bank, as
authorized for execution pursuant to Section 3.01 hereof and any and all modifications,
amendments and supplements thereto.

“Letter Agreement” means that certain Letter Agreement, dated May 1, 2013, by and
among the City, Sumitomo, BNYM, Wells Fargo Securities; Ramirez, U.S. Bank National
Association, and Public Resources Advisory Group.

“Related Bank™ means the Bank whose Credit Facility is to support the payment. of
specific Series or subseries of Commercial Paper Notes. '

“Reimbursement Obligations” shall have the meaning set forth in the respective Credit
Agreement.

“Series” means any series of Commercial Paper Notes,

ARTICLE II
AUTHORIZATION AND SECURITY

The Commercial Paper Notes, the Reimbursement Obligations and City’s obligations to
pay the Bank Notes together with interest thereon under the respective Credit Agreement are
hereby designated as “Subordinate Bonds” issued under the terms of the Subordinate General
Resolution and are secured by and entitled to the security and the rights granted by the
Subordinate General Resolution. The Commercial Paper Notes will be issued in two Serjes, each
Series in the maximum principal amount as set forth in the Amended and Restated Issuing and
Paying Agent Agreement, and a particular Series may be issued bearing interest at tax-exempt
and/or taxable rates. The Commercial Paper Notes of each Series may be further designated by
subseries as directed by the City.

The City’s obligation to pay principal of and interest on the Commercial Paper Notes, to
pay the Reimbursement Obligations and to pay each Bank Note and to pay interest thereon in
accordance with the terms of the respective Credit Agreement (collectively, the “Second Lien
Obligations™) shall be and are special obligations of the City and the City shall be obligated to
pay the Second Lien Obligations solely from the Revenues and from amounts in the SCM Fund,
the CP Debt Service Fund and the CP Construction Funds into which the Revenues and
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proceeds of the Commercial Paper Notes are deposited; provided that the payment of the Second
Lien Obligations from the Revenues and from amounts in the SCM Fund shall be subordinate to
the payment of the Senior Lien Bonds, and shall be on a parity with the City’s obligations with
respect to any Subordinate Bonds that are outstanding from time io time. THE GENERAL
FUND OF THE CITY IS NOT LIABLE FOR THE PAYMENT OF THE PRINCIPAL OF,
INTEREST ON OR PREMIUM, IF ANY, ON THE SECOND LIEN OBLIGATIONS.
NEITHER THE FULL FAITH AND CREDIT NOR THE TAXING POWER OF THE CITY IS
PLEDGED TO PAY THE SECOND LIEN OBLIGATIONS.

In addition to the lien granted to secure Subordinate Bonds under the Subordinate
General Resolution (and referred to in Section 3.02 hereof), to secure the payment of the Second
Lien Obligations, the City hereby pledges to the Holders of the Commercial Paper Notes and to
the Banks, and places a first lien upon and assigns to the Holders of the Commercial Paper Notes
and to the Banks, the proceeds of the issue of subsequent Commercial Paper Notes, the proceeds
of drawings under the related Credit Facility, and all moneys and securities held in the CP Debt
Service Fund and the CP Construction Funds. All amounts in the CP Debt Service Fund which
have become due and payable but have not been presented for payment shall be held in trust
solely as security for such specific Second Lien Obligations and shall be used to pay only such
Second Lien Obligations and shall not be pledged as security for or be available to pay other
obligations.

ARTICLE II¥
AUTHORIZATION OF CREDIT FACILITY AND CREDIT AGREEMENT AND
OBLIGATIONS UNDER THE CREDIT AGREEMENT

Section 3.01. Authorization of Credit Facility and Credit Agreement. The Council
hereby determines that the marketability of the Commercial Paper Notes will be enhanced if the
City provides assurance to the purchasers of the Commercial Paper Notes that the City has ready
access to sufficient funds to pay maturing Commercial Paper Notes by providing credit support
for the Commescial Paper Notes. The Council hereby determines that the payment, interest rate,
currency, security, default, remedy and other terms and conditions of two separate
reimbursement agreements and the repayment of Reimbursement Obligations and any Bank
Notes and interest thereon shall be as set forth in this Amended and Restated Fifteenth
Supplemental Resolution and in the respective Credit Agreement, the respective Credit Facility
and the respective Bank Notes., The Council hereby approves the terms of each Credit
Agreement, each Fee Letter, each Credit Facility and the Bank Notes, forms of which are on file
with the City Clerk, and the Council hereby authorizes any one or more of the Authorized City
Representatives to execute and deliver the respective Credit Agreement, the respective Fee Letter
and the respective Bank Notes in substantially such forms, but with such modifications and
changes therein as the Authorized City Representatives executing such documents shall approve,
and to incur the obligations represented thereby and authorizes the incurrence of the obligations
therein and approves the form of each Credit Facility. The execution and delivery of the
respective Credit Agreement and the respective Fee Letter by an Authorized City Representative
shall be conclusive proof of the approval of any modifications and changes therein by the
Authorized City Representative executing such document and by this Council.
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Section 3.02. Obligations Under the Credit Agreement. The City’s obligations to
repay Reimbursement Obligations and the Bank Notes and to pay interest thereon as set forth in
the respective Credit Agreement are issued under, secured by and subject to the terms of the
Subordinate General Resolution and are secured on a basis subordinate to the Senior Lien Bonds
and on a parity with all Outstanding Subordinate Bonds, as provided in the Subordinate General
Resolution, The City’s obligations to pay the Reimbursement Obligations and the Bank Notes
and to pay interest thereon as set forth in the respective Credit Agreement are special obligations
of the City payable only from the Revenues, the SCM Fund, the CP Debt Service Fund, the CP
Construction Funds and the proceeds of the Commercial Paper Notes and not from the general
fund of the City and the City is not obligated to repay Advances or any Bank Notes nor the
interest thereon from any other source. The Second Lien Obligations shall be paid as and when
due from the SCM Fund for purposes of, subject to and in accordance with Section 5.03 and
Section 6.06 of the Subordinate General Resolution, and from the other funds and accounts
described above. The City shall create and maintain or cause the Issuing and Paying Agent to
create and maintain funds and accounts for the purpose of making payments on the Second Lien
Obligations as and when due under the respective Credit Agreements; the Revenues and other
funds shall be deposited in and used and withdrawn from such funds and accounts as set forth in
this Amended and Restated Fifteenth Supplemental Resolution, the Amended and Restated
Issuing and Paying Agent Agreement and in the respective Credit Agreements with respect to
such payments on Second Lien Obligations.

Section 3.03. Drawings. The Issuing and Paying Agent is hereby authorized and
directed on each day any Commercial Paper Note of any Series and subseries matures to deliver
to the Related Bank no later than 10:00 a.m. New York City time a drawing certificate (as
provided in the related Credit Facility) and accompanying documentation and to take such action
as necessary to comply with the terms of the related Credit Facility, if required, and to demand
payment be made under such Credit Facility on such maturity date at such time and in such
amount not in excess of the Stated Amount so as to be timely and sufficient to pay the entire
amount of principal and interest becoming due on all Commercial Paper Notes on such date;
provided that, in each case any certificates of the Issuing and Paying Agent shall be signed by
one who states therein that such person is a duly authorized officer of the Issuing and Paying
Agent.

ARTICLE IV
DEALERS; OFFERING MEMORANDUM;
PAYING AGENT AGREEMENT; LETTER AGREEMENT

Section 4.01. Dealers. The City hereby reappoints, as Dealers, Wells Fargo Bank,
National Association and Samuel A. Ramirez & Co., Inc., and the City will enter into a Dealer
Agreement with each of the Dealers.

The Council hereby authorizes any one or more of the Authorized City Representatives to
execute and deliver the Dealer Agreements in substantially the form presented to this session of
the Council with such modifications thereto as the Authorized Representative executing such
Dealer Agreement shall approve. The execution and delivery of such Dealer Agreements by an
Authorized City Representative shall be conclusive proof of the approval of any modifications
therein by the Authorized City Representative executing such document and by this Council.
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The Council hereby authorizes any one or more of the Authorized City Representatives
the discretion and approval to take all action required and otherwise necessary to replace one or
more of the Dealers with any dealer from the City’s approved underwriting pool if it is
determined to be in the best interest of the City.

Section 4.02, Qffering Memorandum. There has been presented to this session of the
Council a form of Offering Memorandum describing the Commercial Paper Notes and providing
certain information concerning the City and the SCM Fund. The Council hereby authorizes the
distribution of such Offering Memorandum in connection with the offer and sale of the
Commercial Paper Notes, with such modifications and changes therein as the Authorized City
Representatives shall approve. The execution and delivery of the Offering Memorandum by an
Authorized City Representative shall be conclusive proof of the approval of any modifications
and changes therein by the Authorized City Representative executing such document.

Section 4.03. Amended and Restated Issuing and Paving Agent Agreement. The
Council hereby reappoints U.S. Bank National Association as issuing and paying agent for the
Commercial Paper Notes and authorizes any one or more of the Authorized City Representatives
to enter into an amended and restated issuing and paying agent agreement with the Issuing and
Paying Agent to provide for the drawing and payment arrangements contemplated by the Credit
Facility. The Council hereby approves the terms of the Amended and Restated Issuing and
Paying Agent Agreement, a form of which was presented to the session of Council when the
Council approved the Original Fifteenth Supplemental Resolution, as modified by the Letter
Agreement, and hereby authorizes any one or more of the Authorized City Representatives to
execute and deliver the Amended and Restated Issuing and Paying Agent Agreement in the form
presented to this Council, but with such modifications and changes therein as the Authorized
City Representatives executing such document shall approve. The execution and delivery of the
Amended and Restated Issuing and Paying Agent Agreement by an Authorized City
Representative shall be conclusive proof of the approval of any modifications and changes
therein by the Authorized City Representative executing such document by this Council.

Section 4.04. Letter Agreement. The Council hereby approves the terms of the Letter
Agreement, a form of which has been presented to this session of the Council, and hereby
authorizes any one or more of the Authorized City Representatives to execute and deliver the
Letter Agreement in the form presented to this Council, but with such modifications and changes
therein as the Authorized City Representatives executing such document shall approve. The
execution and delivery of the Letter Agreement by an Authorized City Representative shall be
conclusive proof of the approval of any modifications and changes therein by the Authorized
City Representative executing such document by this Council.

ARTICLE V
NOTICES AND OTHER ACTIONS REGARDING
SUBSTITUTION OF CREDIT FACILITY

The Council hereby ratifies all action taken by the Authorized City Representatives under
the Original Fifteenth Supplemental Resolution, including the substitution of the Banks for the
2010 Banks and the replacement of the Prior Credit Agreement with each Credit Facility issued
pursuant to the respective Credit Agreement and the entry into all documents relating thereto,
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including the Credit Agreements and the Fee Letters with each respective Bank, and the Council
hereby ratifies and confirms any such actions taken by the Authorized City Representatives prior
to adoption of the Original Fifteenth Supplemental Resolution, including but not limited to,
causing notice of the substitution and replacement to have been provided to the Dealers, the
Issuing and Paying Agent and the Holders of the Commercial Paper Notes.

ARTICLE VI
NON-PARITY OBLIGATIONS

Section 6.01. Priority _of Payments; Obligations under the respective Credit
Agreements and Fee Letters Not Constituting Parity Obligations; Pledge of Revenues.
Obligations under the respective Credit Agreements and the Fee Letters other than the obligation
to pay the principal of and interest on the Commercial Paper Notes and the Reimbursement
Obligations and the obligation to pay the Bank Notes and interest thereon (collectively, the
“Other Obligations™) shall be and are special, limited obligations of the City and shall be
subordinated obligations pursuant to Section 6.06 of the Subordinate General Resolution payable
solely from Revenues on a basis junior and subordinate to the Subordinate Bonds as to the lien
on and source and security for payment from the Revenues. To secure the payment of all Other
Obligations, the City hereby pledges and places a third len upon the Revenues as defined in the
Subordinate General Resolution and the Revenues held in the SCM Fund including the earnings
on such Revenues, subject to the provisions of the General Resolution, the Subordinate General
Resolution and this Amended and Restated Fifteenth Supplemental Resolution permitting the
application thereof for the purposes and on the terms and conditions set forth therein and subject
to the prior pledge and, assignment and lien thereon granted by the General Resolution to secure
the Senior Lien Bonds and the prior subordinate pledge and assignment thereof and lien thereon
granted by the Subordinate General Resolution to secure the Subordinate Bonds. The pledge of
and lien on Revenues granted hereby to secure Other Obligations shall rank on a parity with the
pledge of and third lien on such Revenues granted under the Fourteenth Supplemental Resolution
supplementing the Wastewater System Subordinate Revenue Bonds General Resolution with
respect to the particular obligations identified thereunder, and shall be subordinate only to the
Senior Lien Bonds and the Subordinate Bonds. Nothing in this Amended and Restated Fifteenth
Supplemental Resolution shall be deemed to limit the ability of the City to create additional liens
on and pledges of the Revenues on a parity with the pledge of and lien on such Revenues granted
hereby to secure the Other Obligations, provided that the terms and conditions of the General
Resolution, the Subordinate Resolution and this Amended and Restated Fifteenth Supplemental
Resolution are met.

Such Other Obligations shall be paid as and when due from the SCM Fund subject to and
in accordance with Section 5.03 and Section 6.06 of the Subordinate General Resolution. The
City shall create and maintain or cause the Issuing and Paying Agent to create and maintain
funds and accounts for the purpose of making payments on Other Obligations and other
payments; provided the Revenues may be used to fund such funds and accounts only if the
conditions for the use of excess amounts in the SCM Fund are met as provided in Section 5.03 of
the Subordinate General Resolution. Subject to the foregoing, Revenues shall be deposited in
and used and withdrawn from such funds and accounts as set forth in this Amended and Restated
Fifteenth Supplemental Resolution and the respective Credit Agreements, with respect to such
payments on Other Obligations.

10
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Section 6.02. Rate Covenant. The City further acknowledges that all Other Obligations
shall constitute payments described under Section 6.03(a)(3) of the Subordinate General
Resolution,

Section 6.03. Tests for Issuance of Subordinate Bonds. The City agrees that with
respect to any money obligations included in Other Obligations, for purposes of calculating
Maximum Annual Debt Service for compliance with Section 3.11 of the Subordinate General
Resolution, such obligations will be treated as interest coming due in the year in which such
obligations are first payable.

ARTICLE VII
AMENDMENT OF FIRST SUPPLEMENTAL RESOLUTION

The first two paragraphs of Section 3.03 of the First Supplemental Resolution shall be
amended and restated in their entirety to read as follows:

Section 3.03. Terms of the Commercial Paper Notes; Signature. The
Commercial Paper Notes shall be dated the date of their respective authentication
and issuance; shall be issued in bearer form or registered to bearer; shall be issued
in minimum denominations of $100,000 and $1,000 increments in excess thereof;,
and interest on the Commercial Paper Notes shall be separately stated by rate and
amount on the face of each Commercial Paper Note. Commercial Paper Notes of
a subseries shall bear interest from their respective dates, at etther the apphcable
tax-exempt or taxable rates, payable on their respective maturity dates.

Commercial Paper Notes (i) shall bear interest payable at maturity at an
annual rate not in excess of 12% per annum (calculated, with respect to
Commercial Paper Notes bearing interest at tax-exempt rates, on the basis of a
year consisting of 365 or 366 days and actual number of days elapsed, and, with
respect to Commercial Paper Notes bearing interest at taxable rates, on the basis
of a year consisting of 360 days and actual number of days elapsed) or such lesser
rate permitted by the Revenue Bond Law at the time of issuance of the respective
Commercial Paper Note, (ii) shall mature not more than 270 days after their
respective issuance dates, but in no event later than 15 days prior to the
Termination Date of the related Credit Facility and (iii) shall be sold at a price of
not less than 100% of the principal amount thereof. The stated interest rate,
maturity date and other terms of each Commercial Paper Note, so long as not
inconsistenit with the terms of this Amended and Restated Fifteenth Supplemental
Resolution, shall be as set forth in the Issuance Request required by Section 3.08
hereof directing the issuance of such Commercial Paper Note.

ARTICLE VIII
MISCELLANEOUS

Section 8.01. Additional Actions. All actions heretofore taken by any officers,
employees, agents or directors of the City, with respect to the negotiation, execution and delivery
of each Credit Agreement and each Fee Letter and the Bank Notes, or in connection with any
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amendment thereto, including the Letter Agreement, and the making of any filings with the
Municipal Securities Rulemaking Board, are hereby approved, confirmed and ratified; and the
officers of the City and their authorized representatives, and each of the foregoing acting alone
is, hereby authorized and directed, for and in the name and on behalf of the City, to do any and
all things and to take any and all actions, and to execute and deliver such documents, agreements
and certificates, which they, or any of them, may deem necessary or advisable to effectuate the
purposes of this Amended and Restated Fifteenth Supplemental Resolution.

Section 8.02. The Provisions of the Previous CP Supplemental Resolutions. Unless
the context indicates otherwise or unless otherwise amended herein, the provisions in the
Previous CP Supplemental Resolutions shall be incorporated herein by this reference and shall
apply to this Amended and Restated Fifteenth Supplemental Resolution and all of the
Commercial Paper Notes authorized pursuant hereto.

Section 8.03. Effective Date. This Amended and Restated Fifteenth Supplemental
Resolution shall take effect from and upon its adoption.

I hereby certify that the foregoing Resolution was duly adopted by the Council of the
City of Los Angeles this  day of , 2013,

JUNE LAGMAY
City Clerk

By:

Deputy

Approved as to Form
CARMEN A. TRUTANICH
City Attorney

By:

Assistant City Attorney
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ATTACHMENT B

AMENDED AND RESTATED OFFERING MEMORANDUM



Sidley Austin LLP

. Draft of 2/1/13
FULL BOOK-ENTRY Ratings: See “RATINGS” herein
£ | ' Tax-Exempt Commercial Paper

In connection with the adoption of the Amended and Restated Fifteenth Supplemental Resolution, Bond Counsel will deliver its letter advising that an
opinion previously rendered by Bond Counse! that the issvance of certain letters of credit would not adversely affect the exciusion from federal gross income of interest
on the Netes has not been changed or withdrawn by virtue of such adoption. See “TAX MATTERS” herein.

City of Los Angeles
Wastewater System Commercial Paper
Revenue Notes
$200,000,000 Maximum Aggregate
Principal Amount Quistanding at Any Time
Tax-Exempt Series A-1 and Tax-Exempt Series A-2
Taxable Series B-1 and Taxable Series B-2

The purpose of this Offering Memorandum is to provide certain information relating to the City of Los Angeles Wastewater System Commercial
Paper Revenue Notes (the "Notes™). The proceeds of the Notes are used to provide funds fo refund Notes previously isswed by the City of Los Angeles,
California {the “City").

The Notes are offered under the authority of the City Charter, voter approval at elections held in 1987, 1988 and 1992 authorizing the issuance of
up to $3.5 billion of wastewater system revenue bonds, 2 Wastewater System Subordinate Revenue Bonds General Resolution (the “Subordinate General
Resolution™) adopted by the Council of the City (the “City Councii”} on March 26, 1991, as amended and supplemented, and as further amended by an
Amended and Restated Fifteenth Supplemental Resolution adopted by the City Council on , 2013, and anr Amended and Restated Issuing and Paying
Agent Agreement, dated as of December I, 2012, as amended to date, by and between the City and U.S. Bank National Association, as issuing and paying
agent (the “Issuing and Paying Agent™).

. The maximum aggregate principal amount of Notes offered by this Offering Memorandum may not exceed $200,000,000,

The Notes are special, limited obligations of the City payable from and secured by a subordinate pledge of certain Revenues (as defined herein)
derived from the ownership and operation of the wastewater collection and treatment system of the City (the “System™). The pledge of Revenues with respect
to the Notes is subordinate to the pledge of Revenues which secures all Senjor Lien Bonds (as defined hersin) currently outstanding and those issued from
time to time in the future. The pledge of Revenues with respect to the Notes is on a parity with the pledge of Revenues which secures all Subordinate Bonds
(as defined herein) currently outstanding and those issued from time to time in the future.

The Notes of each subseries are additionally secured by a related letter of credit, as amended fo date (each, a “Letter of Credit” and collectively, the
“Letters of Credit™), issued pursuant to separate Reimbursement Agreements, each dated as of December I, 2012, as amended to date (each, a
“Reimbursement Agreement,” and collectively, the “Reimbursement Agreements™), with The Bank of New York Meilon, with respect to the Tax-Exempt
Series A-1 Notes and the Taxable Series B-1 Notes, and Sumitomo Mitsui Banking Corporation, acting through its New York Branch, with respect to the Tax-
Exempt Series A-2 Notes and the Taxable Series B-2 Notes (each a “Bank,” and collectively, the “Banks™), pursuant to which the respective Bank has
(individuatly, and not on a joint basis), agreed to issue to the Issuing and Paying Agent, for the benefit of the holders of the related Series of Notes, its own
Letter of Credit. See “THE LETTERS OF CREDIT” herein.

Fax-Exempt Series A-1 and Taxable Series B-1 ~ The Bank of New York Mellon—$100,000,000
Tax-Exempt Series A-2 and Taxable Series B-2 - Sumitomeo Mitsui Banking Corporation, acting through its New York Branch—
$1066,000,000

The expiration dates of the Letters of Credit issued by The Bank of New York Mellon and Sumitomo Mitsui Banking Corporation, acting through
its New York Branch, are December 18, 2015 and December 15, 2017, respectively, unless terminated earlier or extended pursuant to the terms of the related
Reimbursement Agreement. See “SECURITY AND SOURCE OF PAYMENT FOR THE NOTES-—General” herein.

The Notes shall be dated the date of their respective authentication and issuance and shall be issued in fully-registered form and when issued, wiil
be registered in the name of Cede & Co., as registered owner and nominee of The Depository Trust Company, New York, New York (“DTC”) and shall be
issued in minimum denominations of $100,000 and $1,000 increments in excess thereof. Interest on the Tax-Exempt Series A Notes shall be calculated on the
basis of a year consisting of 365 or 366 days and the actual number of days elapsed. Interest on the Taxable Series B Notes shall be calculated on the basis of
a year consisting of 360 days and the actual number of days elapsed. The Notes shall mature on a business day not more than 270 days after their respective
dates but in no event later than 15 days prior to the Termination Date (as defined in the respective Letter of Credit) of the related Letter of Credit or any
substitute liquidity arrangement.

The Notes are not subject to redemption prior to their maturity.

The General Fund of the City is not liable for the payment of the Notes and nejther the full faith and credit nor the taxing power of the
City is pledged to pay the Notes. The Notes do not constitute a debt of the City nor a Jegal or equitable pledge, charge, lien or encumbrance upon
any of the City’s property, or upon its income, receipfs or revenue, except to the extent of the subordinate pledge of the Revenues and the pledge of
amounts on deposit in the CP Debt Service Fund and the CP Construction Funds, each as described herein, proceeds of the sale of new Notes and
payments under the related Letter of Credit.

This cover page contains information for guick reference only. It is not a summary of the issue. Potential purchasers must read the entire Offering
Memorandum and the information incorporated herein by reference to obtain information essential to making an informed investment decision. The Dealers
may from time to time have a long or short position in, and buy or sell and make a market in, securities of the City and its affiliates. The Dealers from time to
time may act as manager or co-manager of a public offering of such securities and perform investment banking and other services to the issuer of such
securities. .

Wells Fargo Securities Ramirez & Co., Inc,



Dated: 2013



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

This Offering Memorandum is not to be construed as a contract with the purchasers of the Notes.
Statements contained in this Offering Memorandum 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 a
representation of facts,

The information set forth in this Offering Memorandum under the caption “THE BANKS” has been
provided by the Banks. None of the City, the Dealers or any of their respective counsel, officers, agents or
employees make any representations as to the accuracy or sufficiency of such information.

The information set forth in this Offering Memorandum has been obtained from the City, and other sources
which are believed by the City to be reliable. The Dealers have provided the following sentence for inclusion in this
Offering Memorandum. The Dealers have reviewed the information in this Offering Memorandum in accordance
with, and as part of, their responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Dealers do not guaraniee the accuracy ov completeness of such
information.

Certain statements included or incorporated by reference in the Offering Memorandum constitute “forward-
looking statements.” Such statements are generally identifiable by the terminology used such as “plan,” “expect,”
“estimate,” “budget” or other similar words. The achievement of certain results or other expectations contained in
such forward-looking statements invoilve known and unknown risks, uncertainties and other factors which may
cause actual results, performance or achievements described to be materially different from any future results,
performance or achievements expressed or implied by such forward-looking statements. Although such
expectations reflected in such forward-looking statements are reasonable, there can be no assurance that such
expectations will prove to be correct. The City is not obligated to issue any updates or revisions to the forward-
looking statements if or when its expectations, or events, conditions or circumstances on which such statements are
based occur.

The information and expressions of opinion herein are subject to change without notice, and neither the
delivery of this Offering Memorandum nor any sale made hereunder shall under any circumstances create any
implication that there has been no change in the affairs of the City since the date hereof. All summaries of the
Notes, the resolutions and other documents summarized herein, are made subject to the provisions of such
documents respectively and do not purport to be complete statemenis of any or all of such provisions. See
“FURTHER INFORMATION" herein,
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OFFERING MEMORANDUM

The City of Los Angeles
Wastewater System Commercial Paper
Revenue Notes

$2006,000,000 Maximum Aggregate
Principal Amount Outstanding at Any Time
Tax-Exempt Series A-1 and Tax-Exempt Series A-2
Taxable Series B-1 and Taxable Series B-2

INTRODUCTION

This introduction is not a summary of this Offering Memorandum. It is only a brief description of
and guide to, and is qualified by, more complete and detailed information contained in the entire Offering
Memorandum, including the cover page, and appendices hereto, and the documents described herein. All
statements contained in this introduction are qualified in their entirety by reference to the entire Offering
Memorandum. References fo, and summaries of provisions of the Constitution and laws of the State of
California (the “State”) and any documents referred to herein do not purport to be complete and such
references ave qualified in their entirety by reference to the complete provisions.

This Offering Memorandum, including the cover page and appendices hereto, is being furnished
in connection with the offering by the City of Los Angeles, California (the “City”) of its Wastewater
System Commercial Paper Revenue Notes (the “Notes™) to be offered in two series (each a “Series”) and
four subseries (each a “Subseries”™). The Notes are issued under the authority of the City Charter, voter
approval at elections held in 1987, 1988 and 1992 authorizing the issuance of up to $3.5 billion of
wastewater system revenue bonds, a Wastewater System Subordinate Revenue Bonds General Resolution
(the “Subordinate General Resolution™) adopted by the Council of the City (the “City Council”) on
March 26, 1991, as amended and supplemented, and as further amended by an Amended and Restated
Fifteenth Supplemental Resolution adopted by the City Council on , 2013, and an Amended and
Restated Issuing and Paying Apent Agreement, dated as of December 1, 2012, as amended to date (the
“Issuing and Paying Agent Agreement”), by and between the City and U.S. Bank National Association, as
issuing and paying agent (the “Issuing and Paying Agent™).

The maximum aggregate principal amount of Notes offered by this Offering Memorandum may
not exceed $200,000,000. '

The Notes are special, limited obligations of the City payable from and secured by a subordinate
pledge of certain Revenues (as defined herein) derived from the ownership and operation of the
wastewater collection and treatment system of the City (the “System”). The pledge of Revenues with
respect to the Notes is subordinate to the pledge of Revenues which secures all Senior Lien Bonds (as
defined herein) currently outstanding and those issued from time to time in the future. The pledge of
Revenues with respect to the Notes is on a parity with the pledge of Revenues which secures all
Subordinate Bonds (as defined herein) currently outstanding and those issued from time to time in the
future.

The payment of the Tax-Exempt Series A-1 Notes and the Taxable Series B-1 Notes
(collectively, the “BNY Mellon Notes”) and the Tax-Exempt Series A-2 Notes and the Taxable Series B-
2 Notes (collectively, the “SMBC Notes™) is additionally secured by a related letter of credit, as amended
to date (each, a “Letter of Credit,” and collectively, the “Letters of Credit™), issued pursuant to a related
Reimbursement Agreement, each dated as of December 1, 2012, as amended to date (each, a



“Reimbursement Agreement,” and collectively, the “Reimbursement Agreements™), with The Bank of
New York Mellon (“BNY Mellon™), with respect to the BNY Mellon Notes, and Sumitomo Mitsui
Banking Corporation, acting through its New York Branch ("SMBC;” each, a “Bank,” and, collectively,
the “Banks™), with respect to the SMBC Notes, pursuant to which the respective Bank has agreed (on an
individual, and not 2 joint basis) to issue to the Issuing and Paying Agent, for the benefit of the holders of
the related Notes, a Letter of Credit.

The expiration dates of the Letters of Credit issued by BNY Mellon and SMBC are December 18,
2015 and December 15, 2017, respectively, unless terminated earlier or extended pursuant to the terms of
the related Reimbursement Agreement. See “LETTERS OF CREDIT” herein. The City expects to
request an extension of the termination date of the Letters of Credit or negotiate and enter into one or
more new credit facilities to secure the respective Subseries of Notes prior to the expiration date of the
related Letters of Credit.

The City may issue wastewater system revenue bonds from time to time, the proceeds of which
may be used to refund a portion of the Notes then outstanding. The City may also issue additional
commercial paper notes from time to time, depending on market conditions. As a result of the adoption
of a new City Charter effective on July 1, 2000, the issuance of wastewater system revenue bonds and
commercial paper notes no longer requires a vote of the electorate, but can be authorized through a
procedural ordinance.

The General Fund of the City is not liable for the payment of the Notes and neither the full faith
and credit nor the taxing power of the City is pledged to pay the Notes. The Notes do not constitute a
debt of the City nor a legal or equitable pledge, charge, lien or encumbrance upon any of the City’s
property, or upon its income, receipts or revenue, except to the extent of the subordinate pledge of the
Revenues and the pledge of amounts on deposit in the CP Debt Service Fund (as defined herein) and the
CP Construction Funds (as defined herein), proceeds of the sale of new Notes and payments under the
related Letters of Credit.

Certain information regarding the City and the System can be found in the City’s Official
Statement dated May 17, 2012 and attached hereto as Appendix A within Appendix A within
APPENDIX A and in the City of Los Angeles Sewer Construction and Maintenance Fund Basic Financial
Statements with Independent Auditor’s Report for the Fiscal Years Ended June 30, 2011 and 2010 and
Debt Service Compliance Report for the Fiscal Year Ended June 30, 2011 attached to the May 17, 2012
Official Statement as Appendix E thereto. No assurances can be given as to the absence of material
adverse changes or events that affect the accuracy or adequacy of the information relating to the System
in the City’s Offering Memorandum attached hereto as APPENDIX A. No attempt has been made to
update the information relating to the System in APPENDIX A in this Offering Memorandum.

THE COMMERCIAL PAPER NOTES

The Notes shall be dated the date of their respective authentication and issuance and shall be
issued in fully-registered form and when issued, will be registered in the name of Cede & Co., as
registered owner and nominee of The Depository Trust Company, New York, New York (“DTC”) and
shall be issued in minimum denominations of $100,000 and $1,000 increments in excess thereof. See
“BOOK-ENTRY SYSTEM” herein.

The Notes shall bear interest payable at maturity at an annual rate not in excess of 12% per
annum or such lesser rate permitted by the 1941 Act at the time of issuance of a Note. Interest on the
Tax-Exempt Series A Notes shall be calculated on the basis of a year consisting of 365 or 366 days and
the actual number of days elapsed. Interest on the Taxable Series B Notes shall be calculated on the basis
of a year consisting of 360 days and the actual number of days elapsed. The Notes shall mature on a



Business Day not more than 270 days afier their respective dates but in no event later than 15 days prior
to the Termination Date of the related Letter of Credit or any substitute liquidity arrangement.

The Notes will be available for countersignature and issuance, and will be payable, at the offices
of the Issuing and Paying Agent: U.S. Bank National Association, 100 Wall Street, Suite 1600, New
York, New York 10005. The purchase price payable by an investor is required to be made, and the
amount payable by the City at maturity, will be paid, in immediately available fimds. Notes must be
presented to the Issuing and Paying Agent by 1:00 p.m. New York time to assure same-day payment.

The Notes are not subject to redemption prior to maturity.
SECURITY AND SOURCE OF PAYMENT FOR THE NOTES
General

The Notes are payable on a subordinate basis from the Revenues derived by the City from the
ownership or operation of the System and from amounts, if any, on deposit in the “CP Debt Service
Fund” and the “CP Construction Funds” created pursuant to the Subordinate General Resolution. The CP
Debt Service Fund currently consists of three separate accounts designated as the “CP Interest Account,”
the “CP Principal Account” and the “CP Matured Note Account.” Pursuant to the terms of the Issuing
and Paying Agent Agreement, the Issuing and Paying Agent will establish within the CP Debt Service
Fund a new separate account designated as the “CP Bank Payment Account.” All Revenues (as defined
herein) of the System received by the City are deposited, after collection, into the Sewer Construction and
Maintenance Fund (the “SCM Fund”) held by the City Treasurer. The SCM Fund has been operated as a
special fund of the City since 1970. See “FURTHER INFORMATION” herein.

Payment of the principal of and interest on the BNY Mellon Notes and the SMBC Notes offered
pursuant to this Offering Memorandum is additionally secured by the related Letter of Credit. See “THE
LETTERS OF CREDIT” herein. The City expects to request an extension of the termination date of each
of the Letters of Credit or negotiate and enter into one or more new credit facilities to secure the
respective Subseries of Notes prior to the expiration date of the related Letters of Credit.

Pursuant to the Issuing and Paying Agent Agreement, the Issuing and Paying Agent will establish
within the CP Interest Account, the CP Principal Account, the CP Matured Note Account and the CP
Bank Payment Account, a separate subaccount {each, a “Subaccount™) for each Subseries of the Notes.
The proceeds of the Notes of a Subseries and Drawings (as defined in the related Reimbursement
Agreement) related to such Subseries made by the related Bank under the related Letter of Credit are
pledged to the payment of Notes of the related Subseries. Moneys deposited into each Subaccount for a
Subseries are held in trust solely to pay the principal of and interest on the Notes of such Subseries and
cannot be used to pay the principal of and interest on the Notes of the other Subseries.

System Revenues; Senior and Other Subordinated Debt

“Revenues” are defined in the Subordinate General Resolution as all revenues of the SCM Fund
and revenues otherwise attributable to the System, including, but not limited to, those revenues currently
arising as a result of the imposition of sewer service charges, industrial waste surcharge and inspection
fees, sewage disposal contract charges, sewage facilities charges and bonded sewer fees and all other
income and receipts derived by the City from ownership or operation of the System or arising from the
System and including amounts attributable to extensions, additions and improvements to the System and
all other amounts received by the City in payment for providing wastewater collection, treatment and/or
disposal services; and all earnings received from the investment of the SCM Fund, the Debt Service Fund
(as defined in the Senior Lien General Resolution, defined below), the Reserve Fund (as defined in the



Senior Lien General Resolution) and the Emergency Fund (as defined in the Senior Lien General
Resolution); and all earnings received on the Debt Service Funds and, if any, Reserve Funds (as defined
in the Senior Lien General Resolution) created for the Subordinate Bonds provided, however, that
Revenues shall not include: (i) any amount received from the levy or collection of taxes; (ii) amounts
received under contracts or agreements with governmental or private entities and designated for capital
costs; (iil) grants received from the United States of America, from the State or other political bodies;
(iv) earnings on the CP Consfruction Funds and earnings on the Construction Funds (as defined in the
Senior Lien General Resolution); (v) the proceeds of borrowings; and (vi) proceeds of insurance. The
Subordinate General Resolution provides that Revenues include amounts paid to the City under the
Service Charge Agreements entered into by the City and other political entities which provide for the
payment of supplemental service charges or other payments in recognition of the City’s increased
expenses as a result of providing System improvements and/or expansions which benefit the contracting
political entities.

Under the provisions of the Wastewater System Revenue Bonds General Resolution adopted by
the City Council on November 10, 1987, as amended and supplemented (the “Senior Lien General
Resolution™), the City has previously pledged and assigned the Revenues and granted a senior lien upon
the Revenues to secure Wastewater System Revenue Bonds (the “Senior Lien Bonds™), including Senior
Lien Bonds issued from time to time in the future. The pledge, assignment and lien on the Revenues
granted to secure the Senior Lien Bonds shall, in all respects, be prior to the pledge, assignment, and lien
on the Revenues granted to secure the Notes, Subordinate Bonds and the Senior Lien Bonds shall be
payable from the Revenues on a priority basis.

The City may issue additional Senior Lien Bonds provided certain requirements in the Senior
Lien General Resolution are satisfied, including the requirement that Net Revenues (adjusted as provided
in the Senior Lien General Resolution) for the immediately preceding Fiscal Year, or for any 12
consecutive months out of the 18 consecutive months preceding the issuance of such proposed additional
Senior Lien Bonds, must have been equal to at least 125% of the Maximum Annual Debt Service for all
Senior Lien Bonds which will be outstanding after their issuance. “Net Revenues” are defined in the
Senior Lien General Resolution and in the Subordinate General Resolution as Revenues less Expenses (as
defined in the Senior Lien General Resolution and in the Subordinate General Resolution). The City
plans to continue to issue Senior Lien Bonds secured by Revenues. See “INTRODUCTION” herein.

In addition, the Subordinate General Resolution permits the City to issue additional commercial
paper notes and Subordinate Bonds secured on a parity basis with the Notes provided certain
requirements are satisfied, including the requirement that the Net Revenues (adjusted as provided in the
Subordinate General Resolution) for the immediately preceding Fiscal Year, or for any 12 consecutive
months out of the 18 consecutive months preceding the issuance of such proposed additional Subordinate
Bonds, must have been equal to at least 110% of the Maximum Annual Debt Service for all Senior Lien
Bonds and Subordinate Bonds which will be outstanding after their issuance. The City plans to continue
to issue Subordinate Bonds secured by Revenues. See “INTRODUCTION™ herein.

As of September 1, 2012, the City had $1,146,930,000 of Senior Lien Bonds oufstanding
(including refunding bonds) under the Senior Lien General Resolution and $1,307,115,000 of Subordinate
Bonds (excluding the Notes) outstanding under the Subordinate General Resolution. None of such
Subordinate Bonds will have any interest in the Letters of Credit, which secure solely the Notes offered
by this Offering Memorandum. As of the date hereof, there are $80,000,000 in Notes outstanding,

The City has agreed that it will at all times impose and collect ra;tes, fees and charges at levels at
least sufficient to allow it to comply with its covenants set forth in the Senior Lien General Resolution
and Subordinate General Resolution. The City is required by the Senior Lien General Resolution to



establish rates and charges for the use of the System to produce Net Revenues in each year at least equal
to 125% of actual debt service on Senior Lien Bonds in such year. The City is also required by the
Subordinate General Resolution to establish rates and charges for the use of the System to produce Net
Revenues each year at least equal to 110% of actual debt service on Senior Lien Bonds and Subordinate
Bonds in such year. -

Rates and charges for use of the System are established by the City Council by ordinance and are
not subject to regulatory approval by any other governmental entity. See also APPENDIX A — “THE
DECEMBER 2012 OFFERING MEMORANDUM—Appendix A-—THE SEPTEMBER 2012
OFFERING MEMORANDUM-—Appendix A—THE 2012 OFFICIAL STATEMENT—FINANCIAL
OPERATIONS OF THE WASTEWATER SYSTEM-—Sewer Rates and Revenues” and “—THistorical
Sewer Rates and Charges.”

THE LETTERS OF CREDIT

General

The City has entered into separate Reimbursement Agreements with each Bank, pursuant to
which the respective Bank has (individually but not jointly) agreed to issue fo the City for the benefit of
the holders of the related Subseries of Notes from time to time, a Letter of Credit in the amount shown in
the table below:

Original Principal Maximum Letter of
Subseries Letter of Credit Bank Amount of Series Credit Amount
Tax-Exempt Series A-1 BNY Mellon $100,000,000 $109,000,000
and Taxable Seriﬁ_:s B-1
Tax-Exempt Series A-2 SMBC $100,000,000 $109,000,000

and Taxable Series B-2

The two Letters of Credit are collectively referred to as the “Letters of Credit.” Unless extended,
the Letters of Credit issued by BNY Mellon and SMBC expire on December 18, 2015 and December 15,
2017, respectively, or on the earlier occurrence of certain events as described below. The City expects to
request the extension of the termination date of each of the Letters of Credit or negotiate and enter into
one or more new credit facilities to secure the respective Subseries of Notes prior to the respective
expiration dates of the Letters of Credit.

The Letter of Credit issued by BNY Mellon (the “BNY Mellon Letter of Credit”) shall expire at
5:00 p.m., New York City time, on the date (the “BNY Mellon Termination Date”) that is the carliest of:
(a) December 18, 2015 (as such date may be extended in a notice from BNY Mellon to the Issuing and
Paying Agent and the City), (b) the date of payment of a Drawing, not subject to reinstatement, which
equals the then Stated Amount (as defined in the BNY Mellon Reimbursement Agreement) and (c) the
Bank’s receipt of a certificate purportedly signed by a duly authorized officer of the Issuing and Paying
Agent, appropriately completed, providing that the Issuing and Paying Agent has accepted a substitute
Credit Facility (as defined in the BNY Mellon Reimbursement Agreement) or that no Commercial Paper
Notes remain outstanding under the Issuing and Paying Agent Agreement and the City has notified the
Issuing and Paying Agent that the City does not intend to issue any additional Commercial Paper Notes
and desires to terminate the BN'Y Mellon Letter of Credif. All Drawings under the BN'Y Mellon Letter of
Credit shall be paid from immediately available funds of BNY Mellon.
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The Letter of Credit issued by SMBC (the “SMBC Letter of Credit”) shall expire at 5:00 p.m.
New York City time on the date (the “SMBC Termination Date™) which is the earliest to occur of: (a)
December 15, 2017 (the “SMBC Letter of Credit Expiration Date”), as such date may be extended in a
notice from SMBC to the Issuing and Paying Agent and the City; (b) the date of payment of a Drawing
(as defined in the SMBC Letter of Credit), not subject to reinstatement, which when added to all other
Drawings honored under the SMBC Letter of Credit which were not subject to reinstatement as provided
in the SMBC Letter of Credit, in the aggregate equals the Stated Amount (as defined in the SMBC Letter
of Credit) on the date of issuance of the SMBC Letter of Credit as adjusted pursuant to the terms and
conditions of the SMBC Letter of Credit; (c) the date on which SMBC receives a termination certificate
signed by a duly authorized officer of the Issuing and Paying Agent certifying that the Issuing and Paying
Agent has accepted an alternate credit facility (after SMBC honors any properly presented and
conforming Drawing, if any, on such date); (d) the date on which SMBC receives a termination certificate
signed by a duly authorized officer of the Issuing and Paying Agent that the SMBC Notes are wholly
defeased or no SMBC Notes remain outstanding under the Issuing and Paying Agent Agreement and the
Resolution; (e) the earlier of (i) the 15th calendar day {or if such date is not a Business Day as defined in
the SMBC Letter of Credit, the immediately succeeding Business Day) after the date on which the Issuing
and Paying Agent receives the Tier One Final Drawing Notice (as defined in the SMBC Letter of Credit)
from SMBC, and (ii) the date on which the Drawing resulting from the delivery of the Tier One Final
Drawing Notice is honored under the SMBC Letter of Credit; or (f) the earlier of (i) the 60th day after the
date on which the Issuing and Paying Agent receives a Tier Two Termination Notice (as defined in the
SMBC Letter of Credit) from SMBC, (or if such date is not a Business Day, the immediately succeeding
Business Day) in respect of a Tier Two Termination Notice that has not been rescinded and has not been
superseded by a subsequent Tier Two Termination Notice relating to a New Tier Two Termination Date
(as defined in the SMBC Letter of Credit) (after SMBC honors any properly presented and conforming
Drawing, if any, on such date) and (ii) the new date specified in a New Tier Two Termination Notice (as
defined in the SMBC Letter of Credit) which the Issuing and Paying Agent receives from SMBC (or if
such date is not a Business Day, the immediately succeeding Business Day) in respect of a New Tier Two
Termination Notice that has not been rescinded or superseded (after SMBC honors any properly presented
and conforming Drawing, if any, on such date). All Drawings under the SMBC Letter of Credit shall be
paid from immediately available funds of SMBC.

The respective Letter of Credit may be extended at the related Bank’s sole and absolute discretion
upon presentation of certain written requests of the City to such Bank as specified in the related
Reimbursement Agreement. The City may at any time and at its sole option replace either or both
Letter(s) of Credit and terminate the related Bank’s conmmitment thereunder upon 30 days prior written
notice to the applicable Bank and to the Issuing and Paying Agent, provided the terms and conditions set
out in the Subordinate General Resolution, the Issuing and Paying Agent Agreement and the related
Reimbursement Agreement are met. Prior to the replacement of a Letter of Credit or termination of the
related Bank’s commitment, the City is required, pursuant to the Subordinate General Resolution, to
provide written notice to Holders of the related Subseries of Notes of such replacement or termination and
to pay the principal of the related maturing Notes including such related Notes outstanding at the time of
replacement of such Letter of Credit or termination of such Bank’s respective commitment.

Events of Default and Termination Events

The occurrence and continuation of one or more of the following events shall constitute an Event
of Default (“Event of Defanlt™) under the related Reimbursement Agreement. Capitalized terms used in
this section and not otherwise defined herein shall have the meanings ascribed thereto in the related
Reimbursement Agreement.



(a) the City fails to pay, or cause to be paid, when due any prmc:pal of or interest on
any Drawing or any Advance;

(b) the City fails to pay, or cause to be paid, when due any Letter of Credit Fee or
any other Obligation within five (5) calendar days of the date such Letter of Credit Fee is due or
other Obligation, as applicable, is due;

(c) any representation or warranty made by or on behalf of the City in the related
Reimbursement Agreement or in any other Program Document or in any certificate or statement
delivered thereunder shall be incorrect or untrue in any material respect when made or deemed to
have been made or delivered;

(d) the City shall defauli in the due performance or observance by it of any
Incorporated -Provision and/or default in the due performance or observance of any of certain
specified covenants set forth in the related Reimbursement Agreement;

(e) the City shall (i) default in the due performance or observance of any other term,
covenant or agreement contained in a specific covenant of the related Reimbursement Agreement
relating to reporting requirements and such default shall remain unremedied for a period of five
(5) Business Days after the occurrence thereof and/or (ii) default in the due performance or
observance of any other term, covenant or agreement contained in the related Reimbursement
Agreement or any other Program Document and such default shall remain um'emedled for a
period of thirty (30) calendar days after the occurrence thereof;

3 the City shall (i) have entered involuntarily against it an order for relief under the
United States Bankruptcy Code, as amended, (ii) become insolvent or shall not pay, or be unable
to pay, or admit in writing its inability to pay, its debts generally as they become due, (iii) make
an assignment for the benefit of creditors, (iv) apply for, seek, consent fo, or acquiesce in, the
appointment of a receiver, custodian, trustee, examiner, liquidator or similar official for it or any
substantial part of its Property (including, without limitation, the System), (v) institute any
proceeding seeking to have entered against it an order for relief under the United States
Bankruptcy Code, as amended, to adjudicate it insolvent, or seeking dissolution, winding up,
liquidation, reorganization, arrangement, marshalling of assets, adjustment or composition of it or
its debts under any law relating to bankruptcy, insolvency or reorganization or relief of debtors or
fail to file an answer or other pleading denying the material allegations of any such proceeding
filed against i, (vi) take any corporate action in furtherance of any matter described in parts (i)
through (v) above, or (vii) fail to contest in good faith any appointment or proceeding described
in subparagraph (g) below under this subcaption “Events of Default and Termination Events™ ;

() a custodian, receiver, trustee, examiner, liquidator or similar official shall be
appointed for the City or any substantial part of its Property (including, without limitation, the
System), or a proceeding described in clause (v) of subparagraph (f) above under this subcaption
“Events of Default and Termination Events” shall be instituted against the City and such
proceeding continues undischarged or any such proceeding continues undismissed or unstayed for
a period of thirty (30) or more calendar days;

(h) a debt moratorium, debt restructuring (other than a refinancing or refunding in
the ordinary course of the Cify's business), debt adjustment or comparable restriction is imposed
on the repayment when due and payable of the principal of or interest on any Debt of the City by
the City or any Governmental Authority with appropriate jurisdiction; ‘



(i) (i) any provision of the related Reimbursement Agreement or any Program
Document related to (A) payment of principal of or interest on the related Subseries of Notes or
other Obligations or any Parity Debt or Senior Debt or (B) the validity or enforceability of the
pledge of the Revenues, Trust Assets or any other pledge or lien created by the Resolution shall at
any time for any reason cease to be valid and binding on the City as a result of a finding or ruling
by a court or Governmental Authority with competent jurisdiction, or shall be declared, in a final
nonappealable judgment by any court of competent jurisdiction, to be null and void, invalid or
unenforceable;

(i) the validity or enforceability of any material provision of the related
Reimbursement Agreement or any Program Document related to (A) payment of
principal of or interest on the related Subseries of Notes or other Obligations or any
Parity Debt or Senior Debt, or (B) the validity or enforceability of the pledge of the
Revenues, Trust Assets or any other pledge or lien created by the Resolution shall be
publicly contested by the City; or

(iti)  any other material provision of the related Reimbursement Agreement or
any other Program Document, other than a provision described in clause (i) above, shall
at any time for any reason cease to be valid and binding on the City as a result of a ruling
or finding by a court or a Governmental Authority with competent jurisdiction or shall be
declared in a final non appealable judgment by any court with competent jurisdiction to
be null and void, invalid, or unenforceable, or the validity or enforceability thereof shall
be publicly contested by the City;

)] dissolution or termination of the existence of the City or the System;

&) the City shall (i) default on the payment of the principal of or interest on any
Parity Debt or Senior Debt including, without limitation, any regularly scheduled payments on
Swap Agreements which constitute Parity Debt or Senior Debt, beyond the period of grace, if
any, provided in the instrument or agreement under which such Parity Debt or Senior Debt was
created or incurred; or (i) default in the observance or performance of any agreement or
condition relating to any Parity Debt or Senior Debt or contained in any instrument or agreement
evidencing, securing or relating thereto, or any other default, event of default or similar event
shall occur or condition exist, the effect of which default, event of default or similar event or
condition is to cause (determined without regard to whether any notice is required) any such’
Parity Debt or Senior Debt to become immediately due and payable in full or enables the holder
thereof to accelerate such Parity Debt or Senior Debt (in each such case whether by the
acceleration, mandatory redemption or mandatory tender of such Parity Debt or Senior Debt);

O the City shall (i) default on the payment of the principal of or interest on any
Debt secured by or payable from Revenues (other than Parity Debt or Senior Debt) including,
without limitation, any regularly scheduled payments on Swap Agreements, aggregating in excess
of $10,000,000, beyond the period of grace, if any, provided in the instrument or agreement under
which such Debt was created or incurred; or (ii) default in the observance or performance of any
agreement or condition relating to any Debt secured by or payable from Revenues (other than
Parity Debt or Senior Debt) aggregating in excess of $10,000,000, or contained in any instrument
or agreement evidencing, securing or relating thereto, or any other default, event of default or
similar event shall occur or condition exist, the effect of which default, event of defauli or similar
event or condition is to cause (determined without regard to whether any notice is required) any
such Debt to become immediately due and payable in full or enables the holder thereof to



accelerate such Debt (in each such case whether by acceleration, mandatory redemption or
mandatory tender of such Debt);

(m)  any final non-appealable judgment or judgments, writ or writs or warrant or
warrants of attachment, or any similar process or processes, which are not covered in full by
msurance, with written acknowledgement of such coverage having been provided by the provider
of such insurance coverage 1o the related Bank, in an aggregate amount not less than $25,000,000
payable from Revenues shall be entered or filed against the City or against any of its Property
(including, without limitation, the System) and remain unsatisfied, unvacated, umbonded or
unstayed for a period of ninety (90) calendar days;

(n) any Event of Default under any Program Document (as defined respectively
therein, other than the related Reimbursement Agreement) shall have occurred;

(o) any of Fitch, Moody’s or S&P shall have downgraded its rating of any long term
unenhanced Parity Debt or Senior Debt of the City to below “Baa2” (or its equivalent) by
Moody’s or “BBB” (or its equivalent) by S&P or Fitch, or suspended or withdrawn or made
unavailable any such rating for credit-related reasons;

() any of the funds or accounts established pursuant to the Subordinate General
Resolution or any funds or accounts on deposit, or otherwise to the credit of, such funds or
accounts shall become subject to any stay, writ, judgment, warrant of attachment, execution or
similar process by any of the creditors of the City and such stay, writ, judgment, warrant of
attachment, execution or similar process shall not be released, vacated or stayed within thirty (30)
calendar days after its issue or levy;

(q) any event which materially and adversely affects the financial condition of the
System and the City’s ability to observe and perform its obligations under the related
Reimbursement Agreement and the other Program Documents shall have occurred and be
continuing; or

§3) the Lien created by the Resolution or the related Reimbursement Agreement shall
at any time and for any reason not constitute a valid and perfected Lien on the Trust Assets with
the priority purported to be created thereby or the City shall so assert in writing.

Remedies

Upon the occurrence of an Event of Default under the related Reimbursement Agreement, the
related Bank, in its sole discretion, may do any, none or all of the following. Capitalized terms used in
this section and not otherwise defined herein shall have the meanings ascribed thereto in the related
Reimbursement Agreement.

(a) by notice to the City, declare all Obligations to be, and such amounts shall
thereupon become, immediately due and payable without presentment, demand, protest or other
notice of any kind, all of which are hereby waived by the City; provided that upon the occurrence
of an Event of Default described under subparagraphs (), (g) and (h) under the subcaption
“Events of Default and Termination Events” above, such acceleration shall automatically occur
(unless such automatic acceleration is waived by the related Bank in writing);

(b) by notice of the occurrence of any Event of Default to the Issuing and Paying
Agent (which notice shall constitute a “Stop Issuance Instruction” under the BNY Mellon



Reimbursement Agreement or a “Tier One Stop Issuance Instruction” under the SMBC
Reimbrusement Agreement for purposes of the Supplemental Resolution and Issuing and Paying
Agent Agreement) prohibit, until such time, if any, as the related Bank shall withdraw (in writing)
such notice, the issuance of additional related Subseries of Notes, reduce the Stated Amount of
the related Letter of Credit to the principal amount of the then Outstanding related Subseries of
Notes supported by the related Letter of Credit and interest payable thereon at maturity of such
related Subseries of Notes (with respect fo the SMBC Notes only, pursuani to an Event of
Default under SMBC Reimbursement Agreement and Permanent Reduction Notice in the form
attached to the SMBC Letter of Credit) and/or terminate and/or permanently reduce such Stated
Amount as the then Ouistanding related Subseries of Notes are paid;

(©) with respect to the SMBC Notes only, issue the Tier One Final Drawing Notice
(the effect of which shall be to cause the Termination Date of the related Letter of Credit to occur
on the 15th day after the date of receipt thereof by the Issuing and Paying Agent);

(d) pursue any rights and remedies it may have under the Program Documents; or
(e) pursue any other action available at law or in equity.
THE BANKS

The following information concerning the Banks has been provided by the respective
representatives of the Banks and has not been independently confirmed or verified by the City or the
Dealers. No representation is made herein as to the accuracy or adequacy of such information or as to
the absence of material adverse changes in such information subsequent to the date hereof or that the
information given below or incorporated herein by reference is correct as of any time subsequent to its
date.

The Bank of New York Meilon

The following four paragraphs were provided by BNY Mellon:

The Bank of New York Mellon, a New York state chartered bank (“BNY Mellon”™), is one of the
two principal banking subsidiaries of The Bank of New York Mellon Corporation (NYSE: BK), a bank
holding company and a financial holding company (the "BNY Mellon Holding Company"). BNY Mellon
is a global financial services company. focused on helping clients manage and service their financial
assets, operating in 36 countries and serving more than 100 markets. The BNY Mellon Holding
Company is a leading provider of financial services for institutions, corporations and high-net-worth
individuals, offering investment management and investment services through a worldwide team.

As of September 30, 2012, the BNY Mellon Holding Company had $27.9 trillion in assets under
custody and administration and $1.4 trillion in assets under management, serviced $11.6 trillion in
outstanding debt and processed global payments averaging $1.4 trillion per day. Additional information
is available at www.bnymellon.com.

The BNY Mellon Holding Company’s and BNY Mellon’s ratings information is available at
http://www bnymellon.com/investorrelations/creditratings. html. A debt rating is not a recommendation to
buy, sell or hold securities, and may be subject to revision or withdrawal at any time by the assigning
rating organization. Each rating should be evaluated independently of any other rating.

The BNY Mellon Holding Company’s principal office is located at One Wall Street, New York,
New York 10286. A copy of the most recent Annual Report on Form 10-K of the BNY Mellon Holding
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Company may be obtained from the BNY Mellon Holding Company’s Public Relations Department, One
Wall Street, 31st Floor, (212) 635-1569. For additional information about the BNY Mellon Holding
Company, please refer to the reports filed with the Securities Exchange Commission, including the BNY
Mellon Holding Company’s Form 10-K, proxy statement, quarterly reports on Form 10-Q and current
reports on Form 8-K, available at www.sec.gov.

Sumitomo Mitsui Banking Corporation
The following six paragraphs were provided by SMBC:

General. Sumitomo Mitsui Banking Corporation (Kabushiki Kaisha Mitsui Sumitomo Ginko)
(“SMBC”) is a joint stock corporation with limited lability (Kabushiki Kaisha) under the laws of Japan.
The registered head office of SMBC is located at 1-2, Marunouchi 1-chome, Chiyoda-ku, Tokyo 100-
0003, Japan.

SMBC was established in April 2001 through the merger of two leading banks, The Sakura Bank,
Limited and The Sumitomo Bank, Limited. In December 2002, Sumitomo Mitsui Financial Group, Inc.
(“SMFG”) was established through a stock transfer as a holding company under which SMBC became a
wholly owned subsidiary. SMFG reported ¥ 138,120,170 million (USD1,736,705,268) in consolidated
total assets as of June 30, 2012. '

SMBC is one of the world’s leading commercial banks and provides an extensive range of
banking services to its customers in Japan and overseas. In Japan, SMBC accepts deposits, makes loans
and extends guarantees to corporations, individuals, governments and governmental entities. It also offers
financing solutions such as syndicated lending, structured finance and project finance. SMBC also
underwrites and deals in bonds issued by or under the guarantee of the Japanese government and local
government authorities, and acts in various administrative and advisory capacities for certain types of
corporate and government bonds. Internationally, SMBC operates through a network of branches,
representative offices, subsidiaries and affiliates to provide many financing products including syndicated
lending and project finance.

The New York Branch of SMBC. is licensed by the State of New York Banking Department to
conduct branch banking business at 277 Park Avenue, New York, New York, and is subject to
examination by the State of New York Banking Department and the Federal Reserve Bank of New York.

Financial and Other Information. Audited consolidated financial statements for SMFG and its
consolidated subsidiaries for the fiscal years ended March 31, 2012, as well as other corporate data,
financial information and analyses are available in English on the website of SMFG at
www.smig.co.jp/english.

The information herein has been obtained from SMBC, which is solely responsible for its content.
The delivery of this Offering Memorandum shall not create any implication that there has been no change
in the affairs of SMBC since the date hereof, or that the information contained or referred herein is correct
as of any time subsequent to its date.

THE SYSTEM
General
The System provides wastewater collection, treatment and disposal services for an area of

approximately 600 square miles including most of the City. The wastewater service area within the Los
Angeles Basin is determined by natural drainage patterns and does not generally conform to political
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boundaries. Parts of the City are served by other agencies and likewise the City provides wastewater
service for other communities and adjacent areas because of the economics associated with gravity flow.
Areas within the City limits that are not served by the City are served by Los Angeles County Sanitation
Districts. Certain information regarding the City and the System can be found in the City’s Official
Statement dated May 17, 2012 and attached hereto as Appendix A within Appendix A within
APPENDIX A and in the City of Los Angeles Sewer Construction and Maintenance Fund Basic Financial
Statements with Independent Auditor’s Report for the Fiscal Years Ended June 30, 2011 and 2010 and
Debt Service Compliance Report for the Fiscal Year Ended June 30, 2011 attached to such Official
Statement as Appendix E thereto. No assurances can be given as to the absence of material adverse
changes or events that affect the accuracy or adequacy of the information in the City’s Offering
Memorandum relating to the System attached hereto as APPENDIX A. No attempt has been made to
update the information in APPENDIX A relating to the System in this Offering Memorandum.

BOOK-ENTRY SYSTEM

The information concerning DTC and DTC’s book entry system has been obtained from DTC and
the City takes no responsibility for the completeness or accuracy thereof. The City cannot and does not
give any assurances that DTC, DTC Participants or Indirect Participants (as defined herein) will
distribute to the Beneficial Owners (as defined herein) (a) payments of interest, principal or premium, if
any, with respect to the Notes, (b) certificates representing ownership interest in or other confirmation or
ownership interest in the Notes, or (c) redempiion or other notices sent to DTC or Cede & Co., its
nominee, as the registered owner of the Notes, or that they will so do on a timely basis, or that DTC, DTC
Participants or DTC Indirect Participants will act in the marnner described herein. The current “Rules™
applicable to DTC are on file with the Securities and Exchange Commission and the currvent
“Procedures” of DTC to be followed in dealing with DTC Participants are on file with DTC,

Book-Entry System

DTC will act as securities depository for the Notes. The Notes 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-registered security certificate will be
issued for each Series of the Notes, in the aggregate principal amount of the Notes for each Series, and
will be deposited with DTC.

DTC, the world’s largest depository, is a limited-purpose trust company organized under the New
York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a
member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York
Uniform Commercial Code, and a “clearing agency” registered 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. This eliminates the need for physical movement of securities
certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of
The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the holding company for DTC,
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are
registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the
DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers,
banks, trust companies, and clearing corporations that clear through or maintain a custodial relationship

12



with a Direct Participant, either directly or indirectly (“Indirect Participants™). DTC has been rated AA+
by Standard & Poor’s. The DTC Rules applicable to ifs Participants are on file with the Securities and
Exchange Commission. More information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of the Notes under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Notes on DTC’s records. The ownership interest of each actual
purchaser of each Note (“Beneficial Owner™) is in tum to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of
the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
through which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the
Notes are to be accomplished by entries made on the books of Direct and Indirect Participants acting on
behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership
interests in the Notes, except in the event that use of the book-entry system for the Notes is discontinued.

To facilitate subsequent transfers, all Notes deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be
requested by an authorized representative of DTC. The deposit of the Notes with DTC and their
registration in the name of Cede & Co. or such other DTC nominee do not effect any change in beneficial
ownership. DTC has no knowledge of the actual Beneficial Owners of the Notes; DTC’s records reflect
only the identity of the Direct Participants to whose accounts such Notes are credited, which may or may
not be the Beneficial Owners. The Direct and Indirect Participants will remain responsible for keeping
account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners will' be governed by arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time. Beneficial Owners of the Notes may wish to take
certain steps to augment the fransmission to them of notices of significant events with respect to the
Notes. For example, Beneficial Owners may wish to provide their names and addresses to the registrar
and request that copies of notices be provided directly to them.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to
the Notes unless authorized by a Direct Participant in accordance with DTC’s Procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the 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 the Notes are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Payments of principal of and interest on the Notes will be made to Cede & Co., or such other
nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit Direct
Participants” accounts upon DTC’s receipt of funds and corresponding detail information from the City or
the Issuing and Paying Agent, on payable date in accordance with their respective holdings shown on
DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instructions
and customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC (nor its
nominee), the Issuing and Paying Agent, or the City, subiect to any statutory or regulatory requirements
as may be in effect from time to time. Payment of principal of and interest evidenced by the Notes to
Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is the
responsibility of the City or the Issuing and Paying Agent, disbursement of such payments to Direct
Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial
Owners will be the responsibility of Direct and Indirect Participants.
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NEITHER THE CITY, THE DEALERS NOR THE ISSUING AND PAYING AGENT WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO DTC PARTICIPANTS, INDIRECT
PARTICIPANTS OR BENEFICIAL OWNERS WITH RESPECT TO THE PAYMENTS OR THE
PROVIDING OF NOTICE TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR BENEFICIAL
OWNERS.

None of the City, the Dealers nor the Issuing and Paying Agent can give any assurances that
DTC, DTC Participants, Indirect Participants or others will distribute payments of principal of and
interest on the Notes paid to DTC or its nominee, as the registered Owner, or any redemption or other
notice, to the Beneficial Owners or that they will do so on a timely basis or that DTC will serve and act in
a manner described in this Offering Memorandum.

Discontinuation of the Book-Entry Oniy System

DTC may discontinue providing its services as securities depository with respect to the Notes at
any time by giving reasonable notice to the City or the Issuing and Paying Agent. Under such
circumstances, in the event that a successor securities depository is not obtained, Note certificates will be
printed and delivered as described in the Issning and Paying Agent Agreement.

The Citj may decide to discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, Note certificates will be printed and delivered as described
in the Issuing and Paying Agent Agreement.

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE NOTES, AS NOMINEE
OF DTC, REFERENCES HEREIN TO THE OWNERS OR HOLDERS OF THE NOTES (OTHER
THAN UNDER THE CAPTION “TAX MATTERS” HEREIN) SHALL MEAN CEDE & CO. AND
SHALL NOT MEAN THE BENEFICIAL OWNERS OF THE NOTES.

NEITHER THE CITY, THE ISSUING AND PAYING AGENT, NOR THE DEALERS WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO DTC DIRECT PARTICIPANTS, INDIRECT
PARTICIPANTS, OR TO ANY BENEFICIAL OWNER WITH RESPECT TO (I) THE ACCURACY
OF ANY RECORDS MAINTAINED BY DTC, ANY DTC DIRECT PARTICIPANT, OR INDIRECT
PARTICIPANT; (II) THE DELIVERY OF ANY NOTICE THAT IS PERMITTED OR REQUIRED TO
BE GIVEN TO THE OWNERS OF THE NOTES UNDER THE ISSUING AND PAYING AGENT
AGREEMENT; (III})THE PAYMENT BY DTC OR ANY DTC DIRECT PARTICIPANT OR
INDIRECT PARTICIPANT OF ANY AMOUNT WITH RESPECT TO THE PRINCIPAL OR
INTEREST DUE WITH RESPECT TO THE NOTES; (IV) ANY CONSENT GIVEN OR OTHER
ACTION TAKEN BY DTC AS THE REGISTERED OWNER OF NOTES; OR (V) ANY OTHER
MATTER. '

LITIGATION

There is no controversy of any nature now pending against the City or, to the knowledge of its
respective officers, threatened, seeking to restrain or enjoin the issuance, sale, execution or delivery of the
Notes or in any way contesting or affecting the validity of the Notes or any proceedings of the City taken
with respect to the issuance or sale thereof, or the pledge or application of any moneys or security
provided for the payment of the Notes or the use of the proceeds of the Notes.

See APPENDIX A - “THE DECEMBER 2012 OFFERING MEMORANDUM---Appendix A-—
THE SEPTEMBER 2012 OFFERING MEMORANDUM-—Appendix A—THE 2012 OFFICIAL
STATEMENT—LITIGATION" for a description of certain claims and lawsuits (with any potential loss
exceeding $5,000,000) pending against the SCM Fund for construction claims and certain other alleged

14



liabilities arising during the ordinary course of operations of the System. The modified total cost claim
against the City that was remanded to the trial court following the jury verdict in the Dillingham-Ray
Wilson, etc. v. City of Los Angeles case described in Appendix A has been settled, with the City agreeing
to pay $31.5 million to the claimants. The City has paid $27 million of this amount and will pay the
balance in three years.

The City believes that in no event should these claims and lawsuits result in judgments or
settlements which, in the aggregate, would have a material adverse effect on the SCM Fund’s financial
position.

CONTINUING DISCLOSURE

The Notes are exempt from the rules of the Securities and Exchange Commission relating to
continuing disclosure of annual financial information and certain material events. In connection with
prior issues of the Senior Lien Bonds and Subordinate Bonds (collectively, the “Bonds”), the City has
agreed to provide to the Municipal Securities Rulemaking Board (the “MSRB™) for the purposes of
Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission audited financial statements of
the City for the SCM Fund and other financial and operating data relating to the System and notice of
certain listed events with respect to the Bonds. Holders of the Notes may obtain from the MSRB such
information provided by the City in connection with such Bonds so long as such Bonds are outstanding.

RATINGS

Moody’s Investors Service, Inc. (“Moody’s”™), Standard & Poor’s, a Standard & Poor’s Financial
Services LLC business (“S&P”), and Fitch, Inc. (“Fitch™) have assigned their ratings of “P-1,” “A-1+”
and “F1+,” respectively, to the BNY Mellon Notes, with the understanding that the related Letter of
Credit will be issued by BNY Mellon. Moody’s, S&P and Fitch have assigned their ratings of “P-1,” “A-
1” and “F1,” respectively, to the SMBC Notes, with the understanding the the related Letter of Credit will
be issued by SMBC. Such ratings reflect only the views of such organizations and are not a
recommendation to buy, sell or hold the Notes. Explanations of the significance of such ratings may be
obtained only from the respective organizations at: Moody’s Investors Services, Inc., 99 Church Street,
New York, New York, 10007, Standard & Poor’s, 55 Water Street, New York, New York 10004 and
Fitch Ratings, One State Street Plaza, New York, New York 10004, 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 that such ratings will continue for any given period or that they will not be
revised downward or withdrawn entirely by the respective rating agencies, if in the judgment of each such
rating agency, circumstances so watrant. Any such downward revision or withdrawal of such ratings may
have an adverse effect on the market price of the Notes.

TAX MATTERS

On September 13, 2012, Sidley Austin LLP, Bond Counsel to the City (“Bond Counsel”),
delivered its opinion in connection with the offering of the Notes, that under then existing law, and
subject to certain conditions, assumptions and limitations, interest on the Notes would not be includable
in the gross income of the owners of the Notes for federal income tax purposes. Such opinion also stated
that interest on the Notes would not be treated as an item of tax preference for purposes of the alternative
minimum tax on ndividuals and corporations (although Bond Counsel observed that such interest would
be included as an adjustment in the calculation of corporate alternative minimum taxable income). A copy
of such opinion is included in the Offering Memorandum attached hereto as Appendix A to
APPENDIX A.
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On December 18, 2012, in connection with the reoffering of the Notes, Bond Counsel delivered
its opinion that the issuance of the BNY Mellon Letter of Credit and the SMBC Letter of Credit would
not adversely affect the exclusion from gross income for federal income tax purposes of the interest on
the Series A Notes (the “No Adverse Effect Opinion™). A copy of such opinion is attached hereto as
Appendix B to APPENDIX A.

In connection with the adoption of the Amended and Restated Fifteenth Supplemental Resolution,
Bond Counsel will deliver its letter advising that its No Adverse Effect Opinion has not been changed or
withdrawn by virtue of such adoption. A copy of such letter is attached hereto as APPENDIX B.

Other than as described above, Bond Counsel will express no opinion as to the current exclusion
from gross income of the interest on the Series A Notes for federal income tax purposes. Further, Bond
Counsel has not been engaged to make, and has not made, any inquiry or investigation with respect to any
circumstances that may have occurred since the date of issuance of the Series A Notes that would
adversely affect the exclusion from gross income of the interest on the Series A Notes for federal income
tax purposes.

THE DEALERS

The City has appointed Wells Fargo Securities and Samuel A. Ramirez & Co., Inc., each as a
non-exclusive dealer with respect to the offering and sale of the Notes.

Wells Fargo Securities is the trade name for certain capital markets and investment banking
services of Wells Fargo & Company and its subsidiaries, including Wells Fargo Bank, National
Association.

FINANCIAL ADVISOR

Public Resources Advisory Group (the “Financial Advisor”) has served as financial advisor to the
City in connection with the authorization and issuance of the Notes,

The Financial Advisor has assisted the City in matters relating to the planning, structuring and
issuance of the Notes. The Financial Advisor has not audited, authenticated or otherwise independently
verified the information set forth in the Offering Memorandur, or any other related information available
to the City, with respect to accuracy and completeness of disclosure of such information. The Financial
Advisor makes no guaranty, warranty or other representation respecting accuracy and completeness of the
Offering Memorandum.

LEGAL MATTERS

The Notes are subiect to approval as to their legality by Sidley Austin LLP, Bond Counsel. A
copy of the proposed form of letter of Bond Counsel is attached as APPENDIX B. Certain legal matters
will be passed upon for the City by the City Attorney of the City of Los Angeles.

FURTHER INFORMATION

Copies of the Subordinate General Resolution, the Senior General Resolution, the form of the
Reimbursement Agreements and other documents referred to herein may be obtained from the City by
contacting the Office of the City Administrative Officer, 200 North Main Street, Room 1500, City Hall
East, Los Angeles, California 90012, Attention: Debt Management Group, (213) 485-2881. Reference is
made to the legal documents listed above for the definitions of capitalized terms used and not otherwise
defined herein. ‘
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This Offering Memorandum has been duly approved, executed and delivered by the City.

By:

City Administrative Officer
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FULL BOOK-ENTRY Ratings: Sce “RATINGS™ herein
[y Tax-Exempt Commercial Paper

In cennection with the offering of the Notes, Sidley Austin LLP, Bond Counsel, wil deliver its opinion that the issuance of the BNY Mellon Letter
of Credit and the SMBC Letter of Credit will not adversely affect the exclusion from gross income for federal income tax purposes of the interest on the
Series A Notes. See “TAX MATTERS” herein.

City of Los Angeles
Wastewater System Commercial Paper
Revenue Notes
$200,000,006 Maximum Aggregate
Principal Amount Cutstanding at Any Time
Tax-Exempt Series A-1 and Tax-Exempt Series A-2 — $100,0600,000
Taxable Series B-1 and Taxable Series B-2 — $100,000,000

The purpose of this Offering Memorandum is to provide certain information relating to the City of Los Anpeles Wastewater System Commerciat
Paper Revenue Notes (the "Notes™). The proceeds of the Notes are used to provide funds to refund Notes previousty issued by the City of Los Angeles,
California (the “City™). ‘ :

The Notes are offered under the authority of the City Charter, voter approval at elections heid in 1987, 1988 and 1992 authorizing the issuance of
up to $3.5 biflion of wastewater system revenue bonds, a Wastewater Systern Subordinate Revenue Bonds General Resolution (the “Subordinate General
Resolution™) adopted by the Council of the City (the “City Council™y on March 26, 1991, as amended and supplemented, and as further amended by a
Fifteenth Supplementai Resolution adopted by the City Council on December 11, 2012, and an Amended and Restated Issving and Paying Agent Agreement,
dated as of December 1, 2012, by and between the City and U.S. Bank National Association, as issuing and paying agent (the “Issuing and Paying Agent™),

The maximum aggregate principal amount of Notes offered by this Offering Memorandum may not exceed $200,000,000.

The Notes are special, limited obligations of the City payable from and secured by a subordinate pledge of certain Revenues (as defined herein)
derived from the ownership and operation of the wastewater collection and treatment system of the City (the “System™). The pledge of Revenues with respect
1o the Notes is subordinate 1o the pledge of Revenues which secures all Senior Lien Bonds (as defined herein} currently outstanding and those issued from
time to time in the future. The pledge of Revenues with respect to the Notes is on a parity with the pledge of Revenues which secures all Subordinate Bonds
{as defined herein) currently outstanding and those issued from time o time in the future.

The Notes of each subseries are additionaily secured by a related letter of credit (each, a “Letter of Credit” and collectively, the “Letters of Credit™)
issued pursuant to separate Reimbursemént Agreements, each dated as of December 1, 2012 (each, a “Reimbursement Agreement,” and collectively, the
“Reimbursement Agreements”), with The Bank of New York Mellon, with respect to the Tax-Exempt Series A-1 Notes and the Taxable Series B-1 Notes,
and Sumitorno Mitsui Banking Corporation, acting through its New York Branch, with respect to the Tax-Exempt Series A-2 Notes and the Taxable Serjes B-
2 Notes {each a “Bank,” and collectively, the “Banks™}, pursuant to which the respective Bank has (individually, and not on a joint basis), agreed to issue to
the Issuing and Paying Agent, for the benefit of the holders of the related Series of Notes, its own Letter of Credit. See “THE LETTERS OF CREDIT”
kerein.

‘Fax-Exempt Series A-1 and Taxable Series B-1 — The Bank of New York Mellon
Tax-Exempt Series A-2 and Taxable Series B-2 — Sumitomo Mitsui Banking Corporation, acting through its New York Branch

The expiration dates of the Letters of Credit issued by The Bank of New York Mellon and Sumitomo Mitsui Banking Corporation, acting through
its New York Branch, are December 18, 2015 and December 15, 2017, respectively, unless terminated earlier or extended pursuant to the terms of the related
Reimbursement Agreement. See “SECURITY AND SOURCE OF PAYMENT FOR THE NOTES--General” herein.

The Notes shall be dated the date of their respective authentication and issuance and shall be issued in fully-registered form and when issued, wilt
be registered in the name of Cede & Co., as registered owner ané nominee of The Depository Trust Company, New York, New York (“DTC™) and shall be
issued in minimuam derrominations of $100,000 and $1,000 increments in excess thereof. Interest on the Tax-Exempt Series A Notes shali be caleulated on the
basis of a year consisting of 365 or 366 days and the actual sumber of days elapsed. Interest on the Taxable Series B Notes shall be calculated oz the basis of
a year consisting of 360 days and the actual nsmber of days elapsed. The Notes shall mature on & business day not more than 270 days after their respective
dates but in no event later than 15 days prior to the Termination Date (as defined in the respective Letter of Credit) of the refated Letter of Credit or any
substitute liquidity arrangement.

The Notes are not subject fo redemption prior to their maturity.

The General Fund of the City is not liable for the payment of the Notes and neither the full faith and credit nor the taxing power of the
City is pledged to pay the Notes. The Netes do not constitute a debt of the City nor a legal or equitable pledge, charge, lien or encumbrance upon
any of the City’s property, or upon ifs inconte, receipts or revenue, except to the extent of the subordinate pledge of the Revenues and the pledge of
amounts on deposit in the CP Debt Service Fund and the CP Construction Funds, each as described herein, proceeds of the sale of new Notes and
payments under the related Letter of Credit,

This cover page contains information for quick reference only. It is not a summary of the issue. Potential purchasers must read the entire Offering
Memorandum and the information incorporated herein by reference to obtain information essential to making an informed investment decision. The Dealers
may from time to time have a long or short position in, and buy or sell and make a market in, securities of the City and its affiliates. The Dealers from time to
time may act ag manager or co-manager of a public offering of such securities and perform investment banking and other services to the issuer of such
securities.

Wells Fargo Securities Ramirez & Co., Inc.

Dated: December 18,2012



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

This Offering Memorandum is not to be construed as a confract with the purchasers of the Notes,
Statements contained in this Offering Memorandum 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 a
representation of facts.

The information set forth in this Offering Memorandum under the caption “THE BANKS” has been
provided by the Banks. None of the City, the Dealers or any of their respective counsel, officers, agents or
employees make any representations as to the accuracy or sufficiency of such information.

The information set forth in this Offering Memorandum has been obtained from the City, and other sources
which are believed by the City to be reliable. The Dealers have provided the following sentence for inclusion in this
Offering Memorandum. The Dealers have reviewed the information in this Offering Memorandum in accordarce
with, and as part of, their responsibilities to mvestors under the federal securities laws as applied to the facts ond
circumstances of this transaction, but the Dealers do not guarantee the accuracy or completeness of such
information.

Certain statements included or incorporated by reference in the Offering Memorandum constitute “forward-
looking staternents.” Such statements are generally identifiable by the terminology used such as “plan,” “expect,”
“estimate,” “budget” or other similar words. The achievement of certain results or other expectations contained in
such forward-looking statements invelve known and unknown risks, uncertainties and other factors which may
cause actual results, performance or achievements described to be materially different from any future results,
performance or achievements expressed or implied by such forward-looking statements. Although such
expectations reflected in such forward-looking statements are reasonable, there can be no assurance that such
expectations will prove to be correct. The City is not obligated to issue any updates or revisions to the forward-
looking statements if or when its expectations, or events, conditions or circumstances on which such statements are
based occeur.

, The information and expressions of opinion herein are subject to change without notice, and neither the

delivery of this Offering Memeorandum nor any sale made hereunder shall under any circumstances create any
implication that there has been no change in the affairs of the City since the date hereof. All summaries. of the
Notes, the resolutions and other documents summarized herein, are made subject to the provisions of such
documents respectively and do not purport to be complete. statements of any or all of such provisions. See
“FURTHER INFORMATION” herein.
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OFFERING MEMORANDUM

The City of Los Angeles
Wastewater System Commercial Paper
Revenue Notes

$260,008,000 Maximum Aggregate
Principal Amount Outstanding at Any Time
Tax-Exempt Series A-1 and Tax-Exempt Series A-2 — $100,600,600
Taxable Series B-1 and Taxable Series B-2 — $100,000,000

INTRODUCTION

This introduction is not a summary of this Offering Memovandum. It is only a brief description of
and guide to, and is qualified by, more complete and detailed information contained in the entire Offering
Memorandum, including the cover page, and appendices hereto, and the documents described herein. All
Statements contained in this introduction are gqualified in their entirety by reference to the entire Offering
Memorandum. References to, and summaries of provisions of the Constitution and laws of the State of
California (the “State”) and any documents referred to herein do not purport to be complete and such
references are qualified in their entirety by reference to the complete provisions.

This Offering Memorandum, including the cover page and appendices hereto, is being furnished
in connection with the offering by the City of Los Angeles, California (the “City”) of its Wastewater
System Commercial Paper Revenue Notes (the “Notes”) to be offered in two series (each a “Series”) and
four subseries (each a “Subseries”). The Notes are issued under the authority of the City Charter, voter
approval at elections held in 1987, 1988 and 1992 authorizing the issuance of up to $3.5 billion of
wastewater system revenue bonds, a Wastewater System Subordinate Revenue Bonds General Resolution
(the “Subordinate General Resolution”) adopted by the Council of the City (the “City Council”) on
March 26, 1991, as amended and supplemented, and as further amended by a Fifteenth Supplemental
Resolution adopted by the City Council on December 11, 2012, and an Amended and Restated Issuing
and Paying Agent Agreement (the “Issuing and Paying Agent Agreement”), dated as of December 1,
2012, by and between the City and U.S. Bank National Association, as issuing and paying agent {the
“Issuing and Paying Agent™).

The maximum aggregate principal amount of Notes offered by this Offering Memorandum may
not exceed $200,600,000.

The Notes are special, limited obligations of the City payable from and secured by a subordinate
pledge of certain Revenues (as defined herein) derived from the ownership and operation of the
wastewater collection and treatment system of the City (the “System™). The pledge of Revenues with
respect to the Notes is subordinate to the pledge of Revenues which secures all Senior Lien Bonds (as
defined herein) curtenily outstanding and those issued from time to time in the future. The pledge of
Revenues with respect to the Notes is on a parity with the pledge of Revenues which secures all
Subordinate Bonds (as defined herein) currently outstanding and those issued from time to time in the
future.

The payment of the Tax-Exempt Series A-1 Notes and the Taxable Series B-1 Notes
(collectively, the “BNY Mellon Notes™) and the Tax-Exempt Series A-2 Notes and the Taxable Series B-
2 Notes (collectively, the “SMBC Notes™) is additionally secured by a related letter of credit (each, a
“Letter of Credit,” and collectively, the “Letters of Credit™) issued pursuant to a related Reimbursement
Agreement, each dated as of December 1, 2012 (each, a “Reimbursement Agreement,” and collectively,



the “Reimbursernent Agreements”™), with The Bank of New York Mellon (“BNY Mellon™}, with respect
to the BNY Mellon Notes, and Sumitomo Mitsui Banking Corporation, acting through its New York
Branch (“SMBC;” each, a “Bank,” and, collectively, the “Banks™), with respect to the SMBC Notes,
pursuant to which the respective Bank has agreed (on an individual, and not a joint basis) to issue to the
Issuing and Paying Agent, for the benefit of the holders of the retated Notes, a Letier of Credit.

The expiration dates of the Letters of Credit issued by BNY Mellon and SMBC are December 18,
2015 and December 15, 2017, respectively, unless terminated earlier or extended pursuant to the terms of
the related Reimbursement Agreement. See “LETTERS OF CREDIT” herein. The City expects to
request an extension of the termination date of the Letters of Credit or negotiate and enter into one or
more new credit facilities to secure the respective Subseries of Notes prior to the expiration date of the
related Letters of Credit.

The City may issue wastewater system revenue bonds from time to time, the proceeds of which
may be wvsed to refund a portion of the Notes then outstanding. The City may also issue additional
commercial paper notes from time to time, depending on market conditions. As a result of the adoption
of a new City Charter effective on July 1, 2000, the issuance of wastewater system revenue bonds and
commercial paper notes no longer requires a vote of the electorate, but can be authorized through a
procedural ordinance.

The General Fund of the City is not liable for the payment of the Notes and neither the full faith
and credit nor the taxing power of the City is pledged to pay the Notes. The Notes do not constitute a
debt of the City nor a legal ov equitable pledge, charge, lien or encumbrance upon any of the City's
property, or upon its income, receipts or revenue, except to the extent of the subordinate pledge of the
Revenues and the pledge of amounts on deposit in the CP Debt Service Fund (as defined herein) and the
CP Construction Funds (as defined herein), proceeds of the sale of new Notes and payments under the
related Letters of Credit.

Certain information regarding the City and the System can be found in the City’s Official
Statement dated May 17, 2012 and attached hereto as Appendix A within APPENDIX A and in the City
of Los Angeles Sewer Construction and Maintenance Fund Basic Financial Statements with Independent
Auditor’s Report for the Fiscal Years Ended June 30, 2011 and 2010 and Debt Service Compliance
Report for the Fiscal Year Ended June 30, 2011 attached to the May 17, 2012 Official Statement as
Appendix E thereto. No assurances can be given as to the absence of material adverse changes or events
that affect the accuracy or adequacy of the information relating to the.System in the City’s Offering
Memorandum attached hereto as APPENDIX A. No attempt has been made to update the information
relating to the System in APPENDEX A in this Offering Memorandum.

THE COMMERCIAL PAPER NOTES

The Notes shall be dated the date of their respective authentication and issuance and shall be
issued in fully-registered form and when issued, will be registered in the name of Cede & Co., as
registered owner and nominee of The Depository Trust Company, New York, New York (“DTC”) and
shall be issued in minirmum denominations of $100,000 and $1,000 increments in excess thereof. See
“BOOK-ENTRY SYSTEM” herein.

The Notes shall bear interest payable at maturity at an annual rate not in excess of 12% per
annum or such lesser rate permitted by the 1941 Act at the time of issuance of a Note. Interest on the
Tax-Exempt Series A Notes shall be calculated on the basis of a year consisting of 365 or 366 days and
the actual number of days elapsed. Interest on the Taxabie Series B Notes shall be calculated on the basis
of a year consisting of 360 days and the actual number of days elapsed. The Notes shall mature on a



Business Day not more than 270 days after their respective dates but in no event later than 15 days prior
to the Termination Date of the related Letter of Credit or any substitute Hquidity arrangement.

The Notes will be available for countersignature and issuance, and will be payable, at the offices
of the Issuing and Paying Agent: U.S. Bank National Association, 100 Wall Street, Suite 1600, New
York, New York 10005. The purchase price payable by an investor is required to be made, and the
amount payable by the City at maturity, will be paid, in immediately available funds. Notes must be
presented to the Issuing and Paying Agent by 1:00 p.m. New York time to assure same-day payment.

The Notes are not subject to redemption prior to maturity.

SECURITY AND SOURCE OF PAYMENT FOR THE NOTES
General

The Notes are payable on a subordinate basis from the Revenues derived by the City from the
ownership or operation of the System and from amounts, if any, on deposit in the “CP Debt Service
Fund” and the “CP Construction Funds” created pursuant to the Subordinate General Resolution. The CP
Debt Service Fund currently consists of three separate accounts designated as the “CP Interest Account,”
the “CP Principal Account” and the “CP Matured Note Account.” Pursuamnt to the terms of the Issuing
and Paying Agent Agreement, the Issuing and Paying Agent will establish within the CP Debt Service
Fund a new separate account designated as the “CP Bank Payment Account.” All Revenues (as defined -
herein) of the System received by the City are deposited, after collection, into the Sewer Construction and
Maintenance Fund (the “SCM Fund”) held by the City Treasurer. The SCM Fund has been operated as a
special fund of the City since 1970. See “FURTHER INFORMATION” herein.

Payment of the principal of and inferest on the BNY Mellon Notes and the SMBC Notes offered
pursuant to this Offering Memorandum is additionally secured by the related Letter of Credit, See “THE
LETTERS OF CREDIT” herein. The City expects to request an extension of the termination date of each
of the Letters of Credit or negotiate and enter into one or more new credit facilities to secure the
respective Subseries of Notes prior to the expiration date of the related Letters of Credit.

Pursuant to the Issuing and Paying Agent Agreement, the Issuing and Paying Agent will establish
within the CP Interest Account, the CP Principal Account, the CP Matured Note Account and the CP
Bank Payment Account, a separate subaccount {each, a “Subaccount™) for each Subseries of the Notes.
The proceeds of the Notes of a Subseries and Drawings (as defined in the related Reimbursement
Agreement) related to such Subseries made by the related Bank under the related Letter of Credit are
pledged to the payment of Notes of the related Subseries. Moneys deposited into each Subaccount for a
Subseries are held in trust solely to pay the principal of and interest on the Notes of such Subseries and
cannot be used to pay the principal of and interest on the Notes of the other Subseries.

System Revenues; Senior and Other Subordinated Debt

“Revenues” are defined in the Subordinate General Resolution as all revenues of the SCM Fund
and revenues otherwise attributable to the System, including, but not limited to, those revenues currently
arising as a result of the imposition of sewer service charges, industrial waste surcharge and inspection
fees, sewage disposal contract charges, sewage facilities charges and bonded sewer fees and all other
income and receipts derived by the City from ownership or operation of the System or arising from the
Systerm and including amounts attributable to extensions, additions and improvements to the System and
all other amounts received by the City in payment for providing wastewater collection, treatment and/or
disposal services; and all earnings received from the investment of the SCM Fund, the Debt Service Fund
(as defined in the Senior Lien General Resolution, defined below), the Reserve Fund (as defined in the



Senior Lien General Resolution) and the Emergency Fund (as defined in the Senior Lien General
Resolution); and all earnings received on the Debt Service Funds and, if any, Reserve Funds (as defined
in the Senior Lien General Resolution) created for the Subordinate Bonds provided, however, that
Revenues shall not include: (i) any amount received from the levy or collection of taxes; (ii) amounts
received under coniracts or agreements with governmental or private entities and designated for capital
costs; (iii) grants received from the United States of America, from the State or other political bodies;
(iv) earnings on the CP Construction Funds and earnings on the Construction Funds (as defined in the
Senior Lien General Resolution), (v) the proceeds of borrowings; and (vi) proceeds of insurance. The
Subordinate General Resolution provides that Revenues include amounts paid to the City under the
Service Charge Agreements entered into by the City and other political entities which provide for the
payment of supplemental service charges or other payments in recognition of the City’s increased
expenses as a result of providing System improvements and/or expansions which benefit the contracting
political entities.

Under the provisions of the Wastewater System Revenue Bonds General Resolution adopted by
the City Council on November 10, 1987, as amended and supplemented (the “Senior Lien General
Resolution™), the City has previously pledged and assigned the Revenues and granted a senior lien upon
the Revenues to secure Wastewater System Revenue Bonds (the “Senior Lien Bonds™), including Senior
Lien Bonds issued from time to time in the future. The pledge, assignment and lien on the Revenues
granted to secure the Senior Lien Bonds shall, in all respects, be prior to the pledge, assignment, and lien
on the Revenues granted to secure the Notes, Subordinate Bonds and the Senior Lien Bonds shall be
payable from the Revenues on a priority basis.

The City may issue additional Senior Lien Bonds provided certain reguirements in the Senior
Lien General Resolution are satisfied, including the requirement that Net Revenues (adjusted as provided
in the Senior Lien (General Resolution} for the immediately preceding Fiscal Year, or for any 12
consecutive months out of the 18 consecutive months preceding the issuance of such proposed additional
Senior Lien Bonds, must have been equal 1o at least 125% of the Maximum Annual Debt Service for ail
Senior Lien Bonds which will be outstanding after their issuance. *Net Revenues” are defined in the
Senior Lien General Resolution and in the Subordinate General Resolution as Revenues less Expenses (as
defined in the Senior Lien General Resolution and in the Subordinate General Resolution). The City
plans to continue to issue Senior Lien Bonds secured by Revenues. See “INTRODUCTION” herein.

In addition, the Subordinate General Resolution permits the City to issue additional commercial
paper notes and Subordinate Bonds secured on a parity basis with the Notes provided certain
requirements are satisfied, including the requirement that the Net Revenues (adjusted as provided in the
Subordinate General Resolution) for the immediately preceding Fiscal Year, or for any 12 consecutive
months out of the 18 consecutive months preceding the issuance of such proposed additional Subordinate
Bonds, must have been equal to at least 110% of the Maximum Annual Debt Service for all Senior Lien
Bonds and Subordinate Bonds which will be outstanding after their issuance. The City plans to continue
to issue Subordinate Bonds secured by Revenues. See “INTRODUCTION” herein.

As of September 1, 2012, the City had $1,146,930,000 of Senior Lien Bonds outstanding
(including refunding bonds) under the Senior Lien General Resolution and $1,307,115,000 of Subordinate
Bonds (excluding the Notes) outstanding under the Subordinate General Resolution. None of such
Subordinate Bonds will have any interest in the Letiers of Credit, which secure solely the Notes offered
by this Offering Memorandum. As ofthe date hereof, there are $80,000,000 in Notes outstanding.

The City has agreed that it will at all times impose and collect rates, fees and charges at levels at
least sufficient to allow it to comply with its covenants set forth in the Senior Lien General Resolution
and Subordinate General Resolution. The City is required by the Senior Lien General Resolution to



establish rates and charges for the use of the System to produce Net Revenues in each year at least equal
" to 125% of actual debt service on Senior Lien Bonds in such year. The City is also required by the
Subordinate General Resolution to establish rates and charges for the use of the System to produce Net
Revenues each year at least equal to 110% of actual debt service on Senior Lien Bonds and Subordinate
Bonds in such year.

Rates and charges for use of the System are established by the City Council by ordinance and are
not subject to regulatory approval by any other governmental entity. See also APPENDIX A - “THE
SEPTEMBER 2012 OFFERING MEMORANDUM—Appendix A—THE 2012 OFFICIAL
STATEMENT-—FINANCIAL OPERATIONS OF THE WASTEWATER SYSTEM—Sewer Rates and
Revenues” and “—Historical Sewer Rates and Charges.”

THE LETTERS OF CREDIT
General

The City has entered into separate Reimbursement Agreements with each Bank, pursuant to
which the respective Bank has (individually but not jointly) agreed to issue to the City for the benefit of
the holders of the related Subseries of Notes from time to time, a Letter of Credit in the amount shown in
the table below: :

Original Principal Maximum Letter of
Subseries Letter of Credit Bank Ameunt of Series Credit Amount
Tax-Exempt Series A-1 BNY Mellon $100,000,000 $109,000,060
and Taxable Series B-1
Tax-Exempt Series A-2 SMBC $100,000,000 $109,000,000

and Taxable Series B-2

The two Letters of Credit are collectively referred to as the “Letters of Credit.” Unless extended,
the Letiers of Credit issued by BNY Mellon and SMBC expire on December 18, 2015 and December 15,
2017, respectively, or on the earlier occurrence of certain events as described below. The City expects to
request the extension of the termination date of each of the Letters of Credit or negotiate and enter into
one or more new credit facilities to secure the respective Subseries of Notes prior to the respective
expiration dates of the Letters of Credit.

The Letter of Credit issued by BNY Mellon (the “BNY Mellon Letter of Credit) shall expire at
5:00 p.m., New York City time, on the date (the “BNY Mellon Termination Date”) that is the earliest of:
(a) December 18, 2015 (as such date may be extended in a notice from BNY Mellon to the Issuing and
Paying Agent and the City), (b) the date of payment of a Drawing, not subject to reinstatement, which
equals the then Stated Amount (as defined in the BNY Mellon Reimbursement Agreement) and (c) the
Bank’s receipt of a certificate purportedly signed by a duly authorized officer of the Issuing and Paying
Agent, appropriately completed, providing that the Issuing and Paying Agent has accepted a substifute
Credit Facility (as defined in the BNY Mellon Reimbursement Agreement) or that no Commercial Paper
Notes remain outstanding under the Issuing and Paying Agent Agreement and the City has notified the
Issuing and Paying Agent that the City does not intend to issue any additional Commercial Paper Notes
and desires to terminate the BNY Mellon Letter of Credit. All Drawings under the BNY Mellon Letter of
Credit shall be paid from immediately available funds of BN'Y Mellon.



The Letter of Credit issued by SMBC (the “SMBC Letter of Credit”) shall expire at 5:00 p.m.
New York City time on the date (the “SMBC Termination Date™) which is the earliest to occur oft ()
December 15, 2017 (the “SMBC Letter of Credit Expiration Date™), as such date may be extended in a
notice from SMBC to the [ssuing and Paying Agent and the City; (b) the date of payment of a Drawing
(as defined in the SMBC Letter of Credit), not subject to reinstatement, which when added to all other
Drawings honored under the SMBC Letter of Credit which were not subject to reinstatement as provided
in the SMBC Letter of Credit, in the aggregate equals the Stated Amount (as defined in the SMBC Letter
of Credit) on the date of issuance of the SMBC Letter of Credit as adjusted pursuant to the terms and
conditions of the SMBC Letter of Credit; (¢) the date on which SMBC receives a termination certificate
signed by a duly authorized officer of the Issuing and Paying Agent certifving that the Issuing and Paying
Agent has accepted an alternate credit facility (after SMBC honors any properly presented and
conforming Drawing, if any, on such date); (d) the date on which SMBC receives a termination certificate
signed by a duly authorized officer of the Issuing and Paying Agent that the SMBC Notes are wholly
defeased or no SMBC Notes remain outstanding under the Issuing and Paying Agent Agreement and the
Resolution; (e) the earlier of (i) the 15th calendar day (or if such date is not a Business Day as defined in
the SMBC Letter of Credit, the immediately succeeding Business Day) after the date on which the Issuing
and Paying Agent receives the Tier One Final Drawing Notice (as defined in the SMBC Letter of Credit)
from SMBC, and (ii) the date on which the Drawing resulting from the delivery of the Tier One Final
Drawing Notice is honored under the SMBC Letter of Credit; or (f) the earlier of (i) the 60th day after the
date on which the Issuing and Paying Agent receives a Tier Two Termination Notice (as defined in the
SMBC Letter of Credit) from SMBC, {or if such date is not a Business Day, the immediately succeeding
Business Day) in respect of a Tier Two Termination Notice that has not been rescinded and has not been
superseded by a subsequent Tier Two Termination Nofice relating to a New Tier Two Termination Date
(as defined in the SMBC Letter of Credit) (after SMBC honors any properly presented and conforming
Drawing, if any, on such date) and (ii) the new date specified in a New Tier Two Termination Notice (as
defined in the SMBC Letter of Credit) which the Issuing and Paying Agent receives from SMBC (or if
such date is not a Business Day, the immediately succeeding Business Day) in respect of a New Tier Two
Termination Notice that has not been rescinded or superseded {after SMBC honors any properly presented
and conforming Drawing, if any, on such date). Al Drawings under the SMBC Letter of Credit shall be
paid from immediately available funds of SMBC.

The respective Letter of Credit may be extended at the related Bank’s sole and absolute discretion
upon presentation of certain written requests of the City to such Bank as specified in the related
Reimbursement Agreement. The City may at any time and at its sole option replace either or both
Letter(s) of Credit and terminate the related Bank’s commitment thereunder upon 30 days prior written
notice to the applicable Bank and to the Issuing and Paying Agent, provided the terms and conditions set
out in the Subordinate General Resolution, the Issuing and Paying Agent Agreement and the related
Reimbursement Agreement are met. Prior to the replacement of a Letter of Credit or termination of the
related Bank’s commitment, the City is required, pursuant to the Subordinate General Resolution, to
provide written notice to Holders of the related Subseries of Notes of such replacement or termination and
to pay the principal of the related maturing Notes including such related Notes outstanding at the time of
replacement of such Letter of Credit or termination of such Bank’s respective commitment.

Events of Default and Termination Events

The occurrence and comtinuation of one or more of the following events shall constitute an Event
of Default (“Event of Default™) under the related Reimbursement Agreement. Capitalized terms used in
this section and not otherwise defined herein shall have the meanings ascribed thereto in the related
Reimbursement Agreement.



{a) the City fails to pay, or cause to be paid, when due any principal of or interest on
any Drawing or any Advance;

{b) the City fails to pay, or cause to be paid, when due any Letter of Credit Fee or
any other Obligation within five (5) calendar days of the date such Letter of Credit Fee is due or
other Obligation, as applicable, is due;

(c) any representation or warranty made by or on behalf of the City in the related
Reimbursement Agreement or in any other Program Document or in any certificate or statement
delivered thereunder shall be incorrect or untrue in any material respect when made or deemed to
have been made or delivered;

(d) the City shall default in the due performance or observance by it of any
Incorporated Provision and/or default in the due performance or observance of any of certain
specified covenants set forth in the related Reimbursement Agreement;

(e) the City shall (i) default in the due performance or observance of any other term,
covenant or agreement confained in a specific covenant of the related Reimbursement Agreement
relating to reporting requirements and such default shall remain unremedied for a period of five
(5) Business Days after the occurrence thereof and/or (ii) default in the due performance or
observance of any other term, covenant or agreement contained in the related Relmbursement
Agreement or any other Program Pocument and such default shall remain unremedied for a
period of thirty (30) calendar days after the occurrence thereof}

(&3] the City shall (i) have entered involuntarily against it an order for relief under the
United States Bankruptcy Code, as amended, (ii) become insolvent or shall not pay, or be unable
to pay, or admit in writing its inability to pay, its debts generally as they become due, (ili) make
an assignment for the benefit of creditors, (iv) apply for, seek, consent to, or acquiesce in, the
appointment of a receiver, custodian, trustee, examiner, liquidator or similar official for it or any
substantial part of its Property (including, without limitation, the System), (v) institute any
proceeding seeking to have entered against it an order for relief under the United States
Bankruptcy Code, as amended, to adjudicate it insolvent, or seeking dissolution, winding up,
liquidation, reorganization, arrangement, marshalling of assets, adjustment or composition of it or
its debts under any law relating to bankruptey, insolvency or reorganization or relief of debtors or
fail to file an answer or other pleading denying the material allegations of any such proceeding
filed against it, (vi) take any corporate action in furtherance of any matter described in parts (i)
through (v) above, or (vil) fail to contest in good faith any appointment or proceeding described
in subparagraph (g) below under this subcaption “Events of Default and Termination Events™ ;

(2) a custodian, receiver, frustee, examiner, liquidator or similar official shall be
appeinted for the City or any substantial part of its Property (including, without limitation, the
System), or a proceeding described in clause (v} of subparagraph (f) above under this subcaption
“Events of Default and Termination Events” shall be instituted against the City and such
proceeding continues undischarged or any such proceeding continues undismissed or unstayed for
a period of thirty (30) or more calendar days;

(h} a debt moratorium, debt restructuring (other than a refinancing or refunding in
the ordinary course of the City's business), debt adjustment or comparable restriction is imposed
on the repayment when due and payable of the principal of or interest on any Debt of the City by
the City or any Govermmental Authority with appropriate jurisdiction;



i) (i) any provision of the related Reimbursement Agreement or any Program
Document related to (A) payment of principal of or interest on the related Subseries of Notes or
other Obligations or any Parity Debt or Senior Debt or {B) the validity or enforceability of the
pledge of the Revenues, Trust Assets or any other pledge or Hen created by the Resolution shall at
any time for any reason cease to be valid and binding on the City as a result of a finding or ruling
by a court or Governmental Authority with competent jurisdiction, or shall be declared, in a final
nonappealable judgment by any court of competent jurisdiction, to be null and void, invalid or
unenforceable;

(i) the validity or enforceability of any material provision of the related
Reimbursement Agreement or any Program Document related to (A) payment of
principal of or interest on the related Subseries of Notes or other Obligations or any
Parity Debt or Senior Debt, or (B) the validity or enforceability of the pledge of the
Revenues, Trust Assets or any other pledge or lien created by the Resolution shall be
publicly contested by the City; or

(iii)  any other material provision of the related Reimbursement Agreement or
any other Program Document, other than a provision described in clause (i) above, shall
at any time for any reason cease to be valid and binding on the City as a result of a ruling
or finding by a court or a Governmental Authority with competent jurisdiction or shall be
declared in a final non appealable judgment by any court with competent jurisdiction to
be mull and void, invalid, or unenforceable, or the validity or enforceability thereof shall
be publicly contested by the City;

6} dissolution or termination of the existence of the City or the System;

(k) the City shall (i) default on the payment of the principal of or interest on any
Parity Debt or Senior Debt including, without limitation, any regularly scheduled payments on
Swap Agreements which constitute Parity Debt or Senior Debt, beyond the period of grace, if
any, provided in the instrument or agreement under which such Parity Debt or Senior Debt was
created or incurred; or (ii) default in the observance or performance of any agreement or
condition relating to any Parity Debt or Senior Debt or contained in any instrument or agreement
evidencing, securing or relating therefo, or any other default, event of default or similar event
shall occur or condition exist, the effect of which default, event of default or similar event or
. condition is to cause (determined without regard to whether any notice is required) any such
Parity Debt or Senior Debt to become immediately due and payable in full or enables the holder
thereof to accelerate such Parity Debt or Senior Debt (in each such case whether by the
acceleration, mandatory redemption or mandatory tender of such Parity Debt or Senior Debt);

1)) the City shall (i) default on the payment of the principal of or interest on any
Debt secured by or payable from Revenues (other than Parity Debt or Senior Debt) including,
without limitation, any regularly scheduled payments on Swap Agreements, aggregating in excess
of $10,000,000, beyond the period of grace, if eny, provided in the instrument or agreement under
which such Debt was created or incurred; or (ii) default in the observance or performance of any
agreement or condition relating to any Debt secured by or payable from Revenues (other than
Parity Debt or Senior Debt) aggregating in excess of $10,000,000, or contained in any instrument
or agreement evidencing, securing or relating thereto, or any other default, event of default or
similar event shall occur or condition exist, the effect of which default, event of default or similar
event or condition is to cause {determined without regard to whether any notice is required) any
such Debt to become immediately due and payable in full or enables the holder thereof to



accelerate such Debt (in each such case whether by acceleration, mandatory redemption or
mandatory tender of such Debt);

(m)  any final non-appealable judgment or judgments, writ or writs or warrant or
“warrants of attachment, or any similar process or processes, which are not covered in full by
insurance, with written acknowledgement of such coverage having been provided by the provider
of such insurance coverage to the related Bank, in an aggregate amount not less than $25,000,000
payable from Revenues shall be entered or filed against the City or against any of its Property
(including, without limitation, the System) and remain unsatisfied, unvacated, unbonded or
unstayed for a period of ninety (90) calendar days;

(n) any Event of Default under any Program Document (as defined respectively
therein, other than the related Reimbursement Agreement) shall have occurred;

(o) any of Fitch, Moody’s or S&P shall have downgraded its rating of any long term
unenhanced Parity Debt or Semior Debt of the City to below “Baa2” (or its equivalent) by
Moody’s or “BBB” (or its equivalent) by S&P or Fitch, or suspended or withdrawn or made
unavailable any such rating for credit-related reasons;

m any of the funds or accounts established pursuant to the Subordinate General
Resolution or any funds or accounts on deposit, or otherwise to the credit of, such funds or
accounts shall become subject to any stay, writ, judgment, warrant of attachment, execution or
similar process by any of the creditors of the City and such stay, writ, judgment, warrant of
attachment, execution or similar process shall not be released, vacated or stayed within thirty (30)
calendar days after its issue or levy; ' '

(@ any event which materially and adversely affects the financial condition of the
System and the City’s ability to observe and perform its obligations under the related
Reimbursement Agreement and the other Program Documents shall have occurred and be
continuing; or

(r) the Lien created by the Resolution or the related Reimbursement Agreement shall
at any time and for any reason not constitute a valid and perfected Lien on the Trust Assets with
the priority purported to be created thereby or the City shall so assert in writing.

Remedies

Upon the occurrence of an Event of Default under the related Reimbursement Agreement, the
related Bank, in its sole discretion, may do any, none or all of the following. Capitalized terms used in
this section and not otherwise defined herein shall have the meanings ascribed thereto in the related
Reimbursement Agreement. ‘

(a) by notice to the City, declare all Obligations to be, and such amounts shall
thereupon become, immediately due and payable without presentment, demand, protest or other
notice of any kind, all of which are hereby waived by the City; provided that upon the occurrence
of an Event of Default described under subparagraphs (f), (g) and (h) under the subcaption
“Bvents of Default and Termination Events” above, such acceleration shall automatically occur
(unless such automatic acceleration is waived by the related Bank in writing);

{b) by notice of the occurrence of any Event of Default to the Issuing and Paying
Agent (which notice shall constitute a “Stop Issuance Instruction” under the BNY Mellon



Reimbursement Agreement or a “Tier One Stop Issuance Instruction” under the SMBC
Reimbrusement Agreement for purposes of the Supplemental Resolution and Issuing and Paying
Agent Agreement) prohibit, antil such time, if any, as the related Bank shall withdraw (in writing)
such notice, the issuance of additional related Subseries of Notes, reduce the Stated Amount of
the related Letter of Credit to the principal amount of the then Outstanding related Subseries of

* Notes supported by the related Letter of Credit and interest payable thereon at maturity of such
related Subseries of WNotes (with respect to the SMBC Notes only, pursuant to an Event of
Default under SMBC Reimbursement Agreement and Permanent Reduction Notice in the form
attached to the SMBC Letter of Credit) and/or terminate and/or permanently reduce such Stated
Amount as the then Outstanding related Subseries of Notes are paid;

(c) with respect to the SMBC Notes only, issue the Tier One Final Drawing Notice
(the éffect of which shall be to cause the Termination Date of the related Letter of Credit to ocour
on the 15th day after the date of receipt thereof by the Issuing and Paying Agent);

(d) pursue any rights and remedies it may have under the Program Documents; or
{e) pursue any other action available at law or in equity.
THE BANKS

The following information concerning the Banks has been provided by the respective
representatives of the Banks and has not been independently confirmed or verified by the City or the
Dealers. No representation is made herein as to the accuracy ov adequacy of such information or as to
the absence of material adverse changes in such information subsequent to the date hereof or that the
information given below or incorporated herein by reference is correct as of any time subseguent fo ifs
date.

The Bank of New York Mellon
The following four paragraphs were provided by BNY Mellon:

The Bank of New York Mellon, a New York state chartered bank (“BNY Mellon™), is one of the
two principal banking subsidiaries of The Bank of New York Mellon Corporation (NYSE: BK), a bank
holding company and a financial holding company (the "BNY Mellon Holding Company™). BNY Mellon
is a global financial services company focused on helping clients manage and service their financial
assets, operating in 36 countries and serving more than 100 markets. The BNY Mellon Holding
Company is a leading provider of financial services for institutions, corporations and high-net-worth
individuals, offering investment management and investment services through a worldwide team.

As of September 30, 2012, the BNY Mellon Holding Company had $27.9 trillion in assets under
custody and administration and $1.4 trillion in assets under management, serviced $11.6 trillion in
outstanding debt and processed global payments averaging $1.4 trillion per day. Additional information
is available at www.bnymellon.com.

The BNY Mellon Holding Company’s and BNY Mellon’s ratings information is available at
http://www. bnymellon.com/investorrelations/creditratings. html. A debt rating is not a recommendation to
buy, sell or hold securities, and may be subject to revision or withdrawal at any time by the assigning
rating organization. Each rating should be evaluated independently of any other rating.

The BNY Mellon Holding Company’s principal office is located at One Wall Street, New York,
New York 10286. A copy of the most recent Annual Report on Form 10-K of the BNY Melion Holding
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Company may be obtained from the BNY Mellon Holding Company’s Public Relations Department, One
Wall Street, 31st Floor, (212) 635-1569. For additional information about the BNY Mellon Holding
Company, please refer to the reports filed with the Securities Exchange Commission, inchiding the BNY
Mellon Holding Company’s Form 10-K, proxy statement, quarterly reports on Form 10-Q and current
reports on Form 8-K, available at www.sec.gov.

Sumitemo Mitsui Banking Corporation
The following six paragraphs were provided by SMBC:

General. Sumitomo Mitsui Banking Corporation (Kabushiki Kaisha Mitsui Sumitomo Ginko)
(“SMBC™) is a joint stock corporation with limited liability (Kabushiki Kaisha) under the laws of Japan,
The registered head office of SMBC is located at 1-2, Marunouchi 1-chome, Chivoda-ku, Tokyo 100-
0005, Japan.

SMBC was established in April 2001 through the merger of two leading banks, The Sakura Bank,
Limited and The Sumitomo Bank, Limited. In December 2002, Sumitomo Mitsui Financial Group, Inc.
(“SMFG™) was established through a stock transfer as a holding company under which SMBC became a
wholly owned subsidiary. SMFG reported ¥ 138,120,170 million (USD1,736,705,268) in consolidated
total assets as of June 30, 2012,

SMBC is one of the world’s leading comumercial banks and provides an extensive range of
banking services to its customers in Japan and overseas. In Japan, SMBC accepts deposits, makes loans
and extends guarantees to corporations, individuals, governments and governmental entities. It also offers
financing solutions such as syndicated lending, structured finance and project finance, SMBC also
underwrites and deals in bonds issued by or under the guarantee of the Japanese government and local
government authorities, and acts in various administrative and advisory capacities for certain types of
corporate and government bonds. Internationally, SMBC operates through a network of branches,
representative offices, subsidiaries and affiliates to provide many financing products including syndicated
lending and project finance.

The New York Branch of SMBC is licensed by the State of New York Banking Department to
conduct branch banking business at 277 Park Avenue, New York, New York, and is subject to
examination by the State of New York Banking Department and the Federal Reserve Bank of New York.

Financial and Other Information. Audited consolidated financial statements for SMFG and its
consolidated subsidiaries for the fiscal years ended March 31, 2012, as well as other corporate data,
financial information and analyses - are available in English on the website of SMFG at
www.smfg.co.jp/english.

The information herein has been obtained from SMBC, which is solely responsible for its content.
The delivery of this Offering Memorandum shall not create any implication that there has been no change
in the affairs of SMBC since the date hereof, or that the information contained or referred herein is correct
as of any time subsequent to its date.

THE SYSTEM
General
The System provides wastewater collection, treatment and disposal services for an area of

approximately 600 square miles including most of the City. The wastewater service area within the Los
Angeles Basin is determined by natural drainage patterns and does not generaily conform to political
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boundaries. Parts of the City are served by other agencies and likewise the City provides wastewater
service for other communities and adjacent areas because of the economics associated with gravity flow.
Areas within the City Hmits that are not served by the City are served by Los Angeles County Sanitation
Districts. Certain information regarding the City and the System can be found in the City’s Official
Statement dated May 17, 2012 and attached hereto as Appendix A within APPENDIX A and in the City
of Los Angeles Sewer Construction and Maintenance Fund Basic Financial Statements with Independent
Auditor’s Report for the Fiscal Years Ended June 30, 2011 and 2010 and Debt Service Compliance
Report for the Fiscal Year Ended June 30, 2011 attached to such Official Statement as Appendix E
thereto. No assurances can be given as to the absence of material adverse changes or events that affect
the accuracy or adequacy of the information in the City’s Offering Memorandum relating to the System
attached hereto as APPENDIX A. No attempt has been made to update the information in APPENDIX A
relating to the System in this Offering Memorandum.

BOOK-ENTRY SYSTEM

The information concerning DTC and DTC’s book entry system has been obtained from DTC and
the City takes no responsibility for the completeness or accuracy thereof. The City cannot and does not
give any assurances that DTC, DTC Participants or Indirect Participants {as defined herein) will
distribute to the Beneficial Owners (as defined herein) (a) payments of interest, principal or premium, if
any, with respect to the Notes, (b) certificates representing ownership inferest in or other confirmation or
ownership interest in the Notes, or (c) redemption or other notices sent fo DIC or Cede & Co., its
nominee, as the registered owner of the Notes, or that they will so do on a timely basis, or that DTC, DTC
Participants or DTC Indirect Participants will act in the manner described herein. The current “Rules”
applicable to DTC are on file with the Securities and Exchange Commission and the current
“Procedures” of DTC to be followed in dealing with DTC Participants are on file with DTC.

Book-Entry System

DTC will act as securities depository for the Notes. The Notes 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-registered security certificate will be
issued for each Series of the Notes, in the aggregate principal amount of the Notes for each Series, and
will be deposited with DTC. ‘

DTC, the world’s iargest depository, is a limited-purpose trust company organized under the New
York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a
member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York
Uniform Commercial Code, and a “clearing agency” registered 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 posi-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. This eliminates the need for physical movement of securities
certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of
The Depository Trust & Clearing Corporation (“DTCC™). DTCC is the holding company for DTC,
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are
registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the
"DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers,
banks, trust companies, and clearing corporations that clear through or maintain a custodial relationship
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with a Direct Participant, either directly or indirectly (“Indirect Participants”). DTC has been rated AA+
by Standard & Poor’s. 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.dtc.org.

Purchases of the Notes under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Notes on DTC’s records. The ownership interest of each actual
purchaser of each Note (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confimmation from DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of
the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
through which the Beneficial Owner entered into the fransaction. Transfers of ownership interests in the
Notes are to be accomplished by entries made on the books of Direct and Indirect Participants acting on
behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership
interests in the Notes, except in the event that use of the book-entry system for the Notes is discontinued.

To facilitate subsequent transfers, all Notes deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be
requested by an authorized representative of DTC. The deposit of the Notes with DTC and their
registration in the name of Cede & Co. or such other DTC nominee do not effect any change in beneficial
ownership. DTC has no knowledge of the actual Beneficial Owners of the Notes; DTC’s records refiect
only the identity of the Direct Participants to whose accounts such Notes are credited, which may or may
not be the Beneficial Owners. The Direct and Indirect Participants will remain responsible for keeping
account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners will be governed by arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time. Beneficial Owners of the Notes may wish to take
certain steps to augment the transmission to them of notices of significant events with respect to the
Notes. For example, Beneficial Owners may wish to provide their names and addresses to the registrar
and request that copies of notices be provided directly to them.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to
the Notes unless authorized by a Direct Participant in accordance with DTC’s Procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the 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 the Notes are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Payments of principal of and interest on the Notes will be made to Cede & Co., or such other
nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit Direct
Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the City or
the Issuing and Paying Agent, on payable date in accordance with their respective holdings shown on
DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instructions
and customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC (nor its
nominee), the Issuing and Paying Agent, or the City, subiect to any statufory or regulatory requirements
as may be in effect from time to time. Payment of principal of and interest evidenced by the Notes to
Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is the
responsibility of the City or the Issuing and Paying Agent, disbursement of such payments to Direct
Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial
Owners will be the responsibility of Direct and Indirect Participants.
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NEITHER THE CITY, THE DEALERS NOR THE ISSUING AND PAYING AGENT WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO DTC PARTICIPANTS, INDIRECT
PARTICIPANTS OR BENEFICIAL OWNERS WITH RESPECT TO THE PAYMENTS OR THE
PROVIDING OF NOTICE TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR BENEFICIAL
OWNERS.

None of the City, the Dealers nor the Issuing and Paying Agent can give any assurances that
DTC, DTC Participants, Indirect Participants or others will distribute payments of principal of and
interest on the Notes paid to DTC or its nominee, as the registered Owner, or any redemption or other
notice, to the Beneficial Owners or that they will do so on a timely basis or that DTC will serve and act in
a manner described in this Offering Memorandum.

Discontinuation of the Book-Entry Only System

DTC may discontinue providing its services as securities depository with respect to the Notes at
any time by giving reasonable notice to the City or the Issuing and Paying Agent. Under such
circumstances, in the event that a successor securities depository is not obtained, Note certificates will be
printed and delivered as described in the Issuing and Paying Agent Agreement.

The City may decide to discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, Note certificates will be printed and delivered as described
in the Issuing and Paying Agent Agreement.

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE NOTES, AS NOMINEE
OF DTC, REFERENCES HEREIN TO THE OWNERS OR HOLDERS OF THE NOTES (OTHER
THAN UNDER THE CAPTION “TAX MATTERS” HEREIN) SHALL MEAN CEDE & CO. AND
SHALL NOT MEAN THE BENEFICIAL OWNERS OF THE NOTES.

NEITHER THE CITY, THE ISSUING AND PAYING AGENT, NOR THE DEALERS WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO DTC DIRECT PARTICIPANTS, INDIRECT
PARTICIPANTS, OR TO ANY BENEFICIAL OWNER WITH RESPECT TO (I) THE ACCURACY
OF ANY RECORDS MAINTAINED BY DTC, ANY DTC DIRECT PARTICIPANT, OR INDIRECT
PARTICIPANT; {(II} THE DELIVERY OF ANY NOTICE THAT IS PERMITTED OR REQUIRED TO
BE GIVEN TO THE OWNERS OF THE NOTES UNDER THE ISSUING AND PAYING AGENT
AGREEMENT; (II) THE PAYMENT BY DTC OR ANY DTC DIRECT PARTICIPANT OR
INDIRECT PARTICIPANT OF ANY AMOUNT WITH RESPECT TO THE PRINCIPAL OR
INTEREST DUE WITH RESPECT TO THE NOTES; (IV) ANY CONSENT GIVEN OR OTHER
ACTION TAKEN BY DTC AS THE REGISTERED OWNER OF NOTES; OR (V) ANY OTHER
MATTER.

LITIGATION

There is no controversy of any nature now pending against the City or, to the knowledge of its
respective officers, threatened, seeking to restrain or enjoin the issuance, sale, execution or delivery of the
Notes or in any way contesting or affecting the validity of the Notes or any proceedings of the City taken
with respect to the issuance or sale thereof, or the pledge or application of any moneys or security
provided for the payment of the Notes or the use of the proceeds of the Notes.

See APPENDIX A — “THE SEPTEMBER 2012 OFFERING MEMORANDUM—Appendix A—
LITIGATION” for a description of certain claims and lawsuits (with any potential loss exceeding
$5,000,000) pending against the SCM Fund for construction claims and certain other alleged liabilities
arising during the ordinary course of operations of the System. The modified total cost claim against the
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City that was remanded to the trial court following the jury verdict in the Dillingham-Ray Wilson, etc. v.
City of Los Angeles case described in Appendix A has been settled, with the City agreeing to pay $31.5
" million to the claimants. The City has paid $27 million of this amount and will pay the balance in three
years.

The City believes that in no event should these claims and lawsuits result in judgments or
settlements which, in the aggregate, would have a material adverse effect on the SCM Fund’s financial
position.

CONTINUING PISCLOSURE

The Notes are exempt from the rules of the Securities and Exchange Commission relating to
continuing disclosure of annual financial information and certain material events. In connection with
prior issues of the Senior Lien Bonds and Subordinate Bonds (collectively, the “Bonds™), the City has
agreed to provide to the Municipal Securities Rulemaking Board (the “MSRB”) for the purposes of
Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission audited financial statements of
the City for the SCM Fund and other financial and operating data relating to the System and notice of
certain listed events with respect to the Bonds. Holders of the Notes may obtain from the MSRB such
information provided by the City in connection with such Bonds so long as such Bonds are outstanding.

RATINGS

Moody’s Investors Service, Inc. (*Moody’s”™), Standard & Poor’s, a Standard & Poor’s Financial
Services LLC business (*“S&P™), and Fitch, Inc. (“Fitch”) have assigned their ratings of “P-1,” “A-1+"
and “F1+,” respectively, to the BNY Mellon Notes, with the understanding that the related Letter of
Credit will be issued by BNY Mellon. Moody’s, S&P and Fitch have assigned their ratings of “P-1,” “A-
1”7 and “F1,” respectively, to the SMBC Notes, with the understanding the the related Letter of Credit will
be issued by SMBC. Such ratings reflect only the views of such organizations and are not a
recommendation to buy, sell or hold the Notes. Explanations of the significance of such ratings may be
obtained only from the respective organizations at: Moody’s Investors Services, Inc., 99 Church Street,
New York, New York, 10007, Standard & Poor’s, 55 Water Street, New York, New York 10004 and
Fitch Ratings, One State Street Plaza, New York, New York 10004, 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 that such ratings will continue for any given period or that they will not be
revised downward or withdrawn entirely by the respective rating agencies, if in the judgment of each such
rating agency, circumstances so warrant. Any such downward revision or withdrawal of such ratings may
have an adverse effect on the market price of the Notes.

TAX MATTERS

On September 13, 2012, Sidley Austin LLP, Bond Counsel to the City (“Bond Counsel”),
delivered its opinion in connection with the offering of the Notes, that under then existing law, and
subject to certain conditions, assumptions and limitations, interest on the Notes would not be includable
in the gross income of the owners of the Notes for federal income tax purposes. Such opinion also stated
that interest on the Notes would not be treated as an item of tax preference for purposes of the alternative
minimum tax on individuals and corporations (although Bond Counsel observed that such interest would
be included as an adiustient in the calculation of corporate alternative minimum taxable income). A copy
of such opinion is included in the Offering Memorandum attached hereto as APPENDIX A.
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In connection with the offering of the Notes, Bond Counsel will deliver its opinion that the
issuance of the BNY Mellon Letter of Credit and the SMBC Letter of Credit will not adversely affect the
exclusion from gross income for federal income tax purposes of the interest on the Series A Notes. A
copy of such opinion is attached hereto as APPENDIX B.

Other than as described above, Bond Counsel will express no opinion as to the current exclusion
from gross income of the interest on the Series A Notes for federal income tax purposes. Further, Bond
Counsel has not been engaged to make, and has not made, any inquiry or investigation with respect to any
circumstances that may have occurred since the date of issuance of the Series A Notes that would
adversely affect the exclusion from gross income of the interest on the Series A Notes for federal income
tax purposes.

THE DEALERS

The City has appointed Wells Fargo Securities and Samuel A. Ramirez & Co., Inc., each as a
non-exclusive dealer with respect to the offering and sale of the Notes.

Wells Fargo Securities is the trade name for certain capital markets and investment banking
services of Wells Fargo & Company and its subsidiaries, including Wells Fargo Bank, National
Agsociation..

FINANCIAIL ADVISOR

Public Resources Advisory Group (the “Financial Advisor”) has served as financial advisor to the
City in connection with the authorization and issuance of the Notes.

The Financial Advisor has assisted the City in matters relating to the planning, structuring and
isswance of the Notes. The Financial Advisor has not andited, authenticated or otherwise independently
verified the information set forth in the Offering Memorandum, or any other related information available
to the City, with respect to accuracy and completeness of disclosure of such information. The Financial
Advisor makes no guaranty, warranty or other representation respecting accuracy and completeness of the
Offering Memorandum.

LEGAL MATTERS

The Notes are subject to approval as to their legality by Sidley Austin LLP, Bond Counsel. A
copy of the proposed form of opinion of Bond Counsel is attached as APPENDIX B. Certain legal
matters will be passed upon for the City by the City Attorney of the City of Los Angeles.

FURTHER INFORMATION

Copies of the Subordinate General Resolution, the Senior General Resolution, the form of the
Reimbursement Agreements and other documents referred to herein may be obtained from the City by
contacting the Office of the City Administrative Officer, 200 North Main Street, Room 1500, City Hall
East, Los Angeles, California 90012, Attention: Debt Management Group, (213) 485-2881. Reference is
made to the legal documents listed above for the definitions of capitalized terms used and not otherwise
defined herein.
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This Offering Memorandum has been duly approved, executed and delivered by the City.

By: _/s/ Raymond P, Ciranna

City Administrative Officer
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THE SEPTEMBER 2012 OFFERING MEMORANDUM
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FULL BOOK-ENTRY Ratings: Sce “RATINGS" herein
e | B Tax-Exempt Commercial Paper

In the opinion of Sidley Austin LLP, San Francisco, Califomia, Bond Counsel, under current law and assuming compliance with certain covenants in the
Subordinate General Resolution and other documents pertaining to the Notes (defined herein) and requirements of the Internal Revenue Code of 1986, as amended, as
described herein, interest on the Notes is not includable in the gross income of the holders of the Notes for federal income tax purposes. In the further opinion of Bond
Counsel, interest on the Notes is not treated as an item of tax preference in caloulating the federal alternative minimum taxebie income of individueals and corporations. -
Interest on the Notes, however, is included in the calculation of federal corporate alternative minimum taxable income and may therefore affect a corporation’s federal
alternative minimum fax Hability. In the further opinion of Bond Counsel, interest on the Notes is exempt from persenal income taxes imposed by the State of
California.

City of Los Angeles
Wastewater System Commercial Paper
Revenue Notes
$200,060,000 Maximum Aggregate
Principal Amount Quistanding at Any Time
Series A — $100,000,000
Series C - $100,060,000

The purpose of this Offering Memorandum is to provide certain information relating to the City of Los Angeles Wastewater System Commercial Paper
Revenue Netes (the "Notes™). The proceeds of the Notes are used to provide funds to réfund Notes previously issued by the City of Los Angeles, California (the
“‘City”}. N

The Notes are offered under the authority of the City Charter, voter approval at elections held in 1987, 1988 and 1992 authorizing the issuance of up to
$3.5 billion of wastewater system revenue bonds, a Wastewater System Subordinate Revenue Bonds General Resolution {the “Subordinate General Resolution™)
adopted by the Council of the City {the “City Council) on March 26, 1991, as amended and supplemented, and as further amended by an Bleventh Supplemental
Resolution adopted by the City Council on June 18, 2010, and an Amended and Restated Issuing and Paying Agent Agreement, dated as of September 1, 2012, by and
between the City and U.S. Bank National Association, as issuing and paying agent.

The maximum aggregate principal amount of Notes offered by this Offering Memorandum may not exceed $200,000,000,

The Notes are special, limited obiigations of the City payable from and secured by a subordinate pledge of certain Revenues (as defined herein) derived from
the ownership and operation of the waslewater collection and treatment system of the City (the “System™). The pledge of Revenues with respect to the Notes is
subordinate fo the pledge of Revenues which secures all Senjor Lien Bonds (as defined hereir) currently outstanding and those issued from time fo {ime in the future,
The pledge of Revenues with respect to the Notes is on a parity with the pledge of Revenues which secures all Subordinate Bonds (as defined herein) currently
outstanding and those issued from time te fime in the future.

The Notes of each Series are additionaily secured by a related line of credit (each, a “Line of Credit” and collectively, the “Lines of Credit”) issued pursuant
10 a Line of Credit Agreement, dated as of June 1, 2610, as amended by that certain Amendment No. 1 fo Line of Credit Agreement, dated as of June 1, 2012 (as so
amended, the “Credit Agreement™), with State Street Bank & Trust Company and Wells Fargo Bank, National Association {collectively, the “Banks™), pursuant to
which each of the Banks has severally, but not jointly, agreed to exiend to the City, for the benefit of the holders of a particular Serfes of Notes {as identified below), a
revelving Ling of Credit. See “LINES OF CREDIT” herein.

Series A — State Street Bank & Trust Company
Series C — Wells Fargo Bank, N.A,

The expiration date of the Lines of Credit is December 28, 2012 unless terminated earlier or exterided pursuant to the lerms of the Credit Agreement. See
“SECURITY AND SOURCE OF PAYMENT FOR THE NOTES—General” herein.

The Notes shall be dated the date of their respective avthentication and Issuance and shall be issued in fully-registered form and when issoed, will be
registered in the name of Cede & Co., as registered owner and nominee of The Depository Trust Company, New York, New York (“DFC”) and shall be issued in
minimum denominations of $100,000 and $1,000 increments in excess thereof. Interest on the Notes shall be calculated on the basis of a year consisting of 365 or
366 days and the actual number of days elapsed. The Notes shall mature on a business day not more than 270 days afier their respective dates but in no event later than
one business day immediately prior to the expiration date of the Credit Agreement or any substitute liquidity arrangement,

The Notes are not subject to redemption prier to their maturity.

The General Fund of the City is not jiable for the payment of the Notes and neither the full faith and credit nor the taxing power of the City is
pledged to pay the Notes. The Notes do not constitute a debt of the City nor a legal or equitable pledge, charge, lien or encumbrance upon any of the City’s
property, or upon its ircome, receipts or revenue, except to the extent of the subordinate pledge of the Revenues and the pledge of amounts on deposit in the
CP Debt Service Fund and the CP Consirnction Funds, each as described herein, procceds of the sale of new Notes and payments under the reiated Line of
Credit.

This cover page contains information for quick reference only. It is not a summary of the issue. Potential purchasers must read the entire Offering
Memorandum and the information incorporated kerein by reference to obtain information essential to making an informed investment decision. The Dealers may from
time to fime have a long or short position in, and buy or sel] and make a market in, securities of the City and its affiliates. The Dealers from time to time may act as
manager or co-manager of a public offering of such securities and perform investment banking and other services to the issuer of such securities.

Wells Fargo Securities Ramirez & Co., Inc.

Dated: September 13, 2012



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

This Offering Memorandum is not fo be construed as a contract with the purchasers of the Notes.
Statements contzined in this Offering Memorandum 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 a
representation of facts.

The information set forth in this Offering Memorandum under the caption “THE BANKS” has been
provided by the Banks. None of the City, the Dealers or any of their respective counsel, officers, agents or
employees make any representations as to the accuracy or sufficiency of such information.

The information set forth in this Offering Memorandum has been obtained from the City, and other sources
which are believed by the City to be reliable. The Dealers have provided the foilowing sentence for inclusion in this
Offering Memorandum. The Dealers have reviewed the information in this Offering Memorandum in accordance
with, and as part of, their responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Dealers do not guarantee the accuracy or completeness of such
information.

Certain statements included or incorporated by reference in the Offering Memorandum constitute “forward-
looking statements.” Such siatements are generally identifiable by the terminology used such as “plan,” “expect,”
“estimate,” “budget” or other similar words. The achievement of certain results or other expectations contained in
such forward-looking statements involve known and unknown risks, uncertainties and other factors which may
cause actual results, performance or achievements described to be materially different from any future results,
performance or achievements expressed or implied by such forward-looking statements. Although such
expectations reflected in such forward-looking statements are reasonable, there can be no assurance that such
expectations will prove to be correct. The City is not obligated to issue any updates or revisions to the forward-
looking statements if or when its expectations, or events, conditions or circumstances on which such statements are
based occur.

The information and expressions of opinion herein are subject to change without notice, and neither the
delivery of this Offering Memorandum nor any sale made hereunder shall under any circumstances create any
implication that there has been no change in the affairs of the City since the date hereof. All summaties of the
Notes, the resolutions and other documents summarized herein, are made subject to the provisions of such
documents respectively and do not purport {o be complete statements of any or all of such provisions. See
“FURTHER INFORMATION" herein.



CITY OF LOS ANGELES

Mayor

Antonio R, Villaraigosa

City Council
Ed Reyes {District 1) Tony Cérdenas (Pistrict 6) Bill Rosendahl (District 11)
Paul Krekorian (District 2) Richard Alarcon (District 7) Mitchelt Englander (District 12}
Dennis P, Zine (District 3) Bernard C. Parks (District 8) Eric Garcetti (District 13)
Tom LaBonge (District 4) Jan Perry (District 9) Jose Huizar (District 14)
Paul Korefz (District 5) Herb J, Wesson, Jr. (District 10) Joe Buscaino (District 15)

CI'W Officials

Carmen A. Trutanich, City Atrorney
Wendy Greuel, City Controller
Miguel A. Santana, City Administrative Officer
Antoinette Christovale, City Treasurer
June Lagmay, City Clerk

Board of Public Works
Andrea A. Alarcon, President

Jerilyn Lopez Mendoza, Vice President Steven T, Nutter, Commissioner
John J. Choi, Commissioner Valerie Lynne Shaw, Commissioner
Bureau of Engineering Bureau of Sanitation Office of dccounting
Gary Lee Moore, P.E. Enrigue C, Zaldivar Victor A, Santiago
City Engineer Director Director
SPECIAL SERVICES
BOND COUNSEL
Sidley Austin LLP

San Francisco, California

CITY DEPARTMENT ISSUING DEBT
City Administrative Officer of the City of Los Angeles
Debt Management Group
Los Angeles, California

FINANCIAL ADVISOR ISSUING AND PAYING AGENT
Public Resources Advisory Group 11.S. Bank National Association
Los Angeles, California New York, New York



TABLE OF CONTENTS

Page
IINTRODTUICTEON coeieeieo et teevsssssse i riaeassssssennssseesssssssssssssssesssssssmssssanstessssssssssssansesesssinsssrsnssnnes 1
THE COMME R CIAL PAPTE R N T E S oottt eeeteettisets s s s secisaetssss s sosreeeaanessasesassanssnns 2
SECURITY AND SOURCE OF PAYMENT FOR THE NOTES......ccoieeeeerererrrereseenereeeeenns 3
(GENERAL .1vivievirrisiseeererresossbtsssssscrsssasrsassssssssseesmsssssssesssessssreessssssssnssisrsssssnsesenesssssemsssasesesssrressens 3
SYSTEM REVENUES; SENIOR AND OTHER SUBORDINATED DEBT....covvvrmrrrrenreerinernrrassnesesternnas 3
FINES OF CRIEDIT ..oieeeiiiierssceieettesssessseessssessssssssseasaaatesssssssassaaassesssssssssssmsnttessessssessaessssssenssssns 5
(IENERAL 11eeeeereeresrrseeeeresmossssaseessestaesesersassasssssatessaessssessssssrasssasstaessessresressasasessssnrssessatrassessssses 5
EVENTS OF DEFAULT AND TERMINATION EVENTS . .ottiirieeeeeeieectetrrrsereeesasessssssreesssssssnersessssssseas 5
THE BANKS ..o e unEEetetretetete LR a——tatate i h Rt rataeete e bR —tataaees e R bbb et eeesaesee et anrenees 7
ST ATE STREET BANEK .oeirecrivieiieeesiessirisssrrtsseesssrsssssssessreremasssssssessssmmissunssssesssssssesssasasesssnssessasans 8
WELLS FARGO BANK, NATIONAL ASSOCIATION . ..uvttitreceieiiiisssssssssriisssssssenessarassssssssssssssses 9
T E QY ST .. cieeeeeeeeiereeeeisvaeersestasessserreessstessasarnnaesessssssstensseneserattetsasannn s nrassiaseneessnnnesesstssnresas 9
GEINERAL 11vveiiroetrreeesssesissassssseeesssssinssresssnesssssessstasssstesesssssssassnssssanssssinsssssnsmmenssssresssssssnnesesrrereansn 9
BOOK-ENTRY SYSTEM . oovvveooooveeeoovesoosoeeesesssessooeeesessesssssssseesessseseseensssosessessssessosssesseneesess s 1O
B E N TR Y SV STEM ivteiioaecisrrrerrrertseessissssssrssstseeassssssrnrrnntstessisssssesessssssmmssssrssnssessssssssssssssnne 10
DISCONTINUATION OF THE BOOK-ENTRY ONLY SYSTEM ottt sisssssieeiessssssssessssenens i2
G A T TN oottt et e et es s e s e s teaeessssaassm e e e et ta2eaassm e s enetsebaaasmnmnnsaeesasasssannnnaanreetnsens 12
CONTINUDNG DISCLOSURE ...ttt et eattnn e sataesastasessasas st ssnassarssassrsssesssaneeesneens 13
R A TN G oottt e et ssea s a et eeesetas bbb e et ey s aeessan R mee e s e e e ke b e lomnnrseeetsseessnntessaeeasssnasnns 13
A R LA T T R S eeeeee e eee et e st ersseaeseet e e et e snaaaaanees e e eessamasnamne s s e et s semaesasanresaeessnanssnsetbbaaesrasaes 13
INOTES ettt eeteeseeeteteseeeeaasasanetseeseesaasssssseasssssssar i asaes s sssssesseaestneasssesssanann tosbtsenssssssnn b s ebesaaaenses 13
INFORMATION REPORTING AND BACKUP WITHHOLDING ...viticeerrreeerrsssscsssssnssnsrresassssessssssseeeses 14
ST ATE T AX B M TION e tieeititriesrrerssseieissssssssessssusiessssssssssssssssssssssssssssssssssssssssnsssnnnssssssssssnssnnnnn 14
BT URE D W E L O PMENTS 1t iveeetrrreerteeseesesssssreetsstessarsasmmnsssstessssssssmnsssssssssssssnnsentassesassssnsnnnnesenns 15
THE DEALERS oottt ecaessrr e e e eetaeseaanreseseosasesssasasaessssnseseraansasssssnsesesastntanassrateeseesannen 15
FINANCIAL ADVISOR oottt cctieeeseeseteesstsrraessesaassssererassseesassstsssrnnnsesesstassesssssnssasserersesees 15
L G AL M A T T E R S ettt r e ve e e e s s et ee st s s aaserenetsans s ssssnte s eesansessensnreaesasnssrseessamnnens 16
FURTHER INFORM A TION oot eee oo vcitteesssseeessssssssesnnnsessesastessrsnsnseseesssatsssnnnsessesaasens 16
APPENDICES
APPENDIX A: THE 2012 OFFICIAL STATEMENT ..ootiiiiitiittmmmeeeiotrstesesianmmnreetesississtnmmmamresieiissostnnsnrmnmmemeeeseioss A-1
APPENDIX B: PROPOSED FORM OF QPINION OF BOND COUINSEL ..voviemecteiiirieriseessssiossesssessenresneemessssssorares B-1



OFFERING MEMORANDUM

The City of Los Angeles
Wagstewater System Commercial Paper
Revenue Notes

$200,600,000 Maximum Aggregate
Principal Ameant Outstanding at Any Time
Series A — $100,000,060
Series C — $106,000,000

INTRODUCTION

This introduction is not a summary of this Offering Memorandum. If is only a brief description of
and guide to, and is qualified by, more complete and detailed information contained in the entive Offering
Memorandum, including the cover page, and appendices hereto, and the documents described herein. All
Statements contained in this introduction are qualified in their entirety by reference to the entive Offering
Memorandum. References to, and summaries of provisions of the Constitution and laws of the State of
California (the “State”) and any documents referred to herein do not purport to be complete and such
references are qualified in their entirety by reference fo the complete provisions.

This Offering Memorandum, including the cover page and appendices hereto, is being furnished
in connection with the offering by the City of Los Angeles, California (the “City”) of its Wastewater
System Commercial Paper Revenue Notes (the “Notes”) to be offered in three series (each a “Series”).
The Notes are issued under the authority of the City Charter, voter approval at elections held in 1987,
1988 and 1992 authorizing the issuance of up to $3.5 billion of wastewater system revenue bonds, a
Wastewater System Subordinate Revenue Bonds General Resolution (the “Subordinate General
Resolution™) adopted by the Council of the City (the “City Council™) on March 26, 1991, as amended and.
supplemented, and as further amended by an Eleventh Supplemental Resolution adopted by the City
Council on June 18, 2010, and an Amended and Restated Issuing and Paying Agent Agreement (the
“Issuing and Paying Agent Agreement”™), dated as of September 1, 2012, by and between the City and
U.S. Bank National Association, as issuing and paying agent (the “Issuing and Paying Agent™).

The maximum aggregate principal amount of Notes offered by this Offering Memorandum may
not exceed $200,000,000.

The Notes are special, limited obligations of the City payable from and secured by a subordinate
pledge of certain Revenues {(as defined herein) derived from the ownership and operation of the
wastewater collection and freatment system of the City (the “System™). The pledge of Revenues with
respect to the Notes is subordinate to the pledge of Revenues which secures all Senior Lien Bonds (as
defined herein) currently outstanding and those issued from time to time in the future. The pledge of
Revenues with respect to the Notes is on a parity with the pledge of Revenues which secures all
Subordinate Bonds (as defined herein) currently outstanding and those issued from time to time in the
future.

The payment of each Series of Notes is additionally secured by a related line of credit (each, a
“Line of Credit” and collectively, the “Lines of Credit™) issued pursuant to a Line of Credit Agreement,
dated as of June 1, 2010, as amended by that certain Amendment No. I to Line of Credit Agreement,
dated as of June 1, 2012 (as so amended, the “Credit Agreement™), with State Street Bank & Trust
Company (“State Street”) and Wells Fargo Bank, National Association (“Wells Fargo,” and together with
State Street, the “Banks™), pursuant to which each of the Banks has severally, but not jointly, agreed to



extend to the City, for the benefit of the holders of a particular series of Notes, a revolving Line of Credit.
The Series A and C Notes are secured by the Lines of Credit issued by State Street and Weiis Fargo,
respectively. See “LINES OF CREDIT” herein.

The expiration date of the Lines of Credit is December 28, 2012 unless terminated earlier or
extended pursuant to the terms of the Credit Agreement. See “LINES OF CREDIT” herein. The City
expects to pegotiate and enter into one or more new credit facilities to secure the Notes prior to the
expiration date of the Lines of Credit.

The City may issue wastewater system revenue bonds from time to time, the proceeds of which
may be used to refund a portion of the Notes then outstanding. The City may also issue additional
commercial paper notes from time to time, depending on market conditions. As a result of the adoption
of a new City Charter effective on July 1, 2000, the issuance of wastewater system revenue bonds and
corumercial paper notes no longer requires a vote of the electorate, but can be authorized through a
procedural ordinance.

The General Fund of the City is not liable for the payment of the Notes and neither the full faith
and credit nor the taxing power of the City is pledged to pay the Notes. The Notes do not constitule a
debt of the City nor a legal or equitable pledge, charge, lien or encumbrance upon any of the City's
property, or upon its income, receipls or revenue, except to the extent of the subordinate pledge of the
Revenues and the pledge of amounts on deposit in the CP Debt Service Fund (as defined herein) and the
CP Construction Funds (as defined herein), proceeds of the sale of new Notes and payments under the
related Line of Credit.

Certain information regarding the City and the System can be found in the City’s Official
Statement dated May 17, 2012 and attached hereto as APPENDIX A and in the City of Los Angeles
Sewer Construction and Maintenance Fund Basic Financial Statements with Independent Auditor’s
Report for the Fiscal Years Ended June 30, 2011 and 2010 and Debt Service Compliance Report for the
Fiscal Year Ended June 30, 2011 attached to such Official Statement as Appendix E thereto. No
assurances can be given as to the absence of material adverse changes or events that affect the accuracy or
adequacy of the information relating to the System in the City’s Official Statement attached hereto as
APPENDIX A. No attempt has been made to update the information relating to the System in
APPENDIX A in this Offering Memorandum.

THE COMMERCIAL PAPER NOTES

The Notes shall be dated the date of their respective authentication and issuance and shall be
issued in fully-registered form and when issued, will be registered in the name of Cede & Co., as
registered owner and nominee of The Depository Trust Company, New York, New York (“DTC™) and
shall be issued in minimum denominations of $100,000 and $1,000 increments in excess thereof. See
“BOOK-ENTRY SYSTEM” herein.

The Notes shall bear interest payable at maturity at an annual rate not in excess of 12% per
annum or such lesser rate permitted by the 1941 Act at the time of issuance of a Note. Interest on the
Notes shall be calculated on the basis of a year consisting of 365 or 366 days and the actual number of
days elapsed. The Notes shall mature on a Business Day not more than 270 days after their respective
dates but in no event later than one Business Day immediately prior to the expiration date of the Credit
Agreement or any substitute liquidity arrangement.

The Notes will be available for countersignature and issuance, and will be payable, at the offices
of the Issuing and Paying Agent: U.S. Bank National Association, 100 Wall Street, Suite 1600, New
York, New York 10005. The purchase price payable by an investor is required to be made, and the



amount payable by the City at maturity, will be paid, in immediately available funds. Notes must be
presented to the Issuing and Paying Agent by 1:00 p.m. New York time to assuwre same-day payment.

The Notes are not subject to redemption prior to maturity.
SECURITY AND SOURCE OF PAYMENT ¥OR THE NOTES
General

The Notes are payable on a subordinate basis from the Revenues derived by the City from the
ownership or operation of the System and from amounts, if any, on deposit in the “CP Debt Service
Fund” and the “CP Construction Funds” created pursuant to the Subordinate General Resolution. The CP
Debt Service Fund consists of three separate accounts designated as the “CP Interest Account,” the “CP
Principal Account” and the “CP Matured Note Account.” All Revenues (as defined herein) of the System
received by the City are deposited, after collection, into the Sewer Construction and Maintenance Fund
(the “SCM Fund™) held by the City Treasurer. The SCM Fund has been operated as a special fund of the
City since 1970. See “FURTHER INFORMATION” herein.

Payment of the principal of and interest on each Series of Notes offered pursuant to this Offering
Memorandum is additionally secured by a related Line of Credit. See “LINES OF CREDIT” herein. The
City expects to negotiate and enter into one or more new credit facilities to secure the Notes prior fo the
expiration date of the Lines of Credit.

Pursuant to the Issuing and Paying Agent Agreement, the Issuing and Paying Agent will establish
within the CP Interest Account, the CP Principal Account and the CP Matured Note Account, a separate
subaccount {each, a “Subaccount™) for each Series of the Notes. The proceeds of the Notes of a Series
and Advances (as defined in the Credit Agreement) related to such Series made by any related Bank
under a Line of Credit are pledged to the payment of Notes of the related Series. Moneys deposited into
each Subaccount for a Series are held in trust solely to pay the principal of and interest on the Notes of
such Series and cannot be used to pay the principal of and interest on the Notes of any other Series.

System Revenues; Senior and Other Subordinated Debt

“Revenues” are defined in the Subordinate General Resolution as all revenues of the SCM Fund
and revenues otherwise attributable to the System, including, but not limited to, those revenues currently
arising as a result of the imposition of sewer service charges, industrial waste surcharge and inspection
fees, sewage disposal contract charges, sewage facilities charges and bonded sewer fees and all other
income and receipts derived by the City from ownership or operation of the System or atising from the
System and including amounts attributable to extensions, additions and improvements to the System and
all other amounts received by the City in payment for providing wastewater collection, treatment and/or
disposal services; and all earnings received from the investment of the SCM Fund, the Debt Service Fund
{(as defined in the Senior Lien General Resolution, defined below), the Reserve Fund (as defined in the
Senior Lien General Resolution) and the Emergency Fund (as defined in the Semior Lien General
Resolution); and all earnings received on the Debt Service Funds and, if any, Reserve Funds (as defined
in the Semior Lien General Resolution) created for the Subordinate Bonds provided, however, that
Revenues shall not include: (i) any amount received from the levy or collection of taxes; (ii) amounts
received under contracts or agreements with governmental or private entities and designated for capital
costs; (iii) grants received from the United States of America, from the State or other political bodies;
{iv) earnings on the CP Construction Funds and earnings on the Construction Funds (as defined in the
Senior Lien General Resolution); (v) the proceeds of borrowings; and (vi) proceeds of insurance. The
Subordinate General Resolution provides that Revenues include amounts paid to the City under the
Service Charge Agreements entered into by the City and other political entities which provide for the



payment of supplemental service charges or other payments in recogunition of the City’s increased
expenses as a result of providing System improvements and/or expansions which benefit the contracting
political entities,

Under the provisions of the Wastewater System Revenue Bonds General Resolution adopted by
the City Council on November 10, 1987, as amended and supplemented (the “Senior Lien General
Resolution™), the City has previously pledged and assigned the Revenues and granted a senior lien upon
the Revenues to secure Wastewater System Revenue Bonds (the “Senior Lien Bonds™), including Senior
Lien Bonds issued from time to time in the future, The pledge, assignment and lien on the Revenues
granted to secure the Senior Lien Bonds shall, in all respects, be prior to the pledge, assignment, and lien
on the Revenues granted to secure the Notes, Subordinate Bonds and the Sepior Lien Bonds shall be
payable from the Revenues on a priority basis.

The City may issue additional Senior Lien Bonds provided certain requirements in the Senior
Lien General Resolution are satisfied, including the requirement that Net Revenues (adjusted as provided
in the Senior Lien General Resolution) for the immediately preceding Fiscal Year, or for any 12
consecutive months out of the 18 consecutive months preceding the issuance of such proposed additional
Senior Lien Bonds, must have been equal to at least 125% of the Maximum Annual Debt Service for all
Senior Lien Bonds which will be outstanding after their issnance. “Net Revenues” are defined in the
Senior Lien General Resolution and in the Subordinate General Resolution as Revenues less Expenses (as
defined in the Senior Lien General Resolution and in the Subordinate General Resolution). The City
plans to continue to issue Senior Lien Bonds secured by Revenues. See “INTRODUCTION™ herein.

In addition, the Subordinate General Resolution permits the City to issue additional commercial
paper notes and Subordinate Bonds secured on a parity basis with the Notes provided certain
requirements are satisfied, including the requirement that the Net Revenues (adjusted as provided in the
Subordinate General Resolution) for the immediately preceding Fiscal Year, or for any 12 consecutive
months out of the 18 consecutive months preceding the issuance of such proposed additional Subordinate
Bonds, must have been equal to at least 110% of the Maximum Annual Debt Service for all Senior Lien
Bonds and Subordinate Bonds which will be outstanding after their issuance. The City plans o continue
fo issue Subordinate Bonds secured by Revenues. See “INTRODUCTION” herein.

As of September 1, 2012, the City had $1,146,930,000 of Senior Lien Bonds outstanding
{including refinding bonds) under the Senior Lien General Resotution and $1,307,115,000 of Subordinate
Bonds (excluding the Notes) outstanding under the Subordinate General Resolution. None of such
Subordinate Bonds will have any interest in the Lines of Credit, which secure solely the Notes offered by
this Offering Memorandum. As of the date hereof, there are no Notes outstanding.

The City has agreed that it will at all times impose and collect rates, fees and charges at levels at
least sufficient fo allow it to comply with its covenants set forth in the Senior Lien General Resolution
and Subordinate General Resolution. The City is required by the Senior Lien General Resolution to
establish rates and charges for the use of the System to produce Net Revenues in each year at least equal
to 125% of actual debt service on Senior Lien Bonds in such year. The City is also required by the
Subordinate General Resolution to establish rates and charges for the use of the System to produce Net
Revenues each year at least equal to 110% of actual debt service on Senior Lien Bonds and Subordinate
Bonds in such year.

Rates and charges for use of the System are established by the City Council by ordinance and are
not subject to regulatory approval by any other governmental entity. See also APPENDIX A — “THE
2012 OFFICIAL STATEMENT—FINANCIAL OPERATIONS OF THE WASTEWATER SYSTEM-—
Sewer Rates and Revenues™ and “—Historical Sewer Rates and Charges.”



LINES OF CREDIT
General
The City has entered into the Credit Agreement with the Banks, pursuant to which each of the

Banks has each severally, but not jointly, agreed to extend to the City for the benefit of the holders of a
related Series of Notes from time to time, a Line of Credit in the amount shown in the table below:

Original Principal Maximum Amount of

Series Line of Credit Bank Amount of Series Line of Credit Amount
A State Street $100,000,000 ' $108,876,712.33
C Wells Fargo $100,000,000 $108,876,712.33

The two Lines of Credit are collectively referred to as the “Lines of Credit.” Unless extended, the
Lines of Credit expire on December 28, 2012 or on the earlier occurrence of certain events as described
below. The City expects to negotiate and enter into one or more new credit facilities to secure the Notes
prior to the expiration date of the Lines of Credit.

Each Line of Credit may be extended at the related Bank’s sole and absolute discretion upon
presentation of certain written requests of the City to the Banks as specified in the Credit Agreement. The
City may at any time and at its sole option replace any Line of Credit and terminate any of the Bank’s
respective commitment thereunder upon 15 days prior written notice to the applicable Bank and to the
Issuing and Paying Agent, provided the terms and conditions set out in the Subordinate General
Resolution, the Issuing and Paying Agent Agreement and the Credit Agreement are met. Prior to the
replacement of any Line of Credit or termination of any Bank’s respective commitment the City is
required, pursuant to the Subordinate General Resolution, to provide written notice to Holders of the
Notes of such replacement or tenmination and to pay the principal of maturing Notes including Notes
outstanding at the time of replacement of any Line of Credit or termination of any Bank’s respective
commitment.

Events of Default and Termination Events

The occurrence and continuation of one or more of the following events shall constitute an Event
of Default (“Event of Default”) under the Credit Agreement:

(a) The City fails to pay, or cause to be paid, when due (i) any principal and interest due
under the Credit Agreement, including under a Bank Note (as defined in the Credit Agreement) or (ii) any
other amounts due under the Credit Agreement; or

(b) (i) The City fails to perform or observe any term, covenant or agreement contained in
Section 8.2(g), (h) or (j), 8.11, 8.13, 9.1 or 9.2 of the Credit Agreement or (ii) the City fails to perform or
observe any term, covenart or agreement contained in the Credit Agreement (other than those referred to
in Section 10.1(a) and (b){(i) of the Credit Agreement) and any such failure is irremediable or, if
remediable, remains unremedied for 30 days after notice thereof to the City; or

(c) (i) The City shall fail to make any payment in respect of any of its Senior Lien Bonds or
Subordinate Bonds when due (whether by scheduled maturity, required prepayment, acceleration, demand



or otherwise) (excluding for purposes of Section 10.2(a) of the Credit Agreement only any failure to make
a payment of principal on any Note and any other commercial paper note payable from Revenues that has
liquidity support from an entity other than the City) and such failure shall continue after the applicable
grace period, if any, specified in the Senior Lien General Resolution or the Subordinate General
Resolution or, if applicable, in any other resolution, agreement, contract, lease or other instrument relating
to such Senior Lien Bond or Subordinate Bond or other debt senior to or on a parity with the Subordinate
Bonds, evidenced by bonds, notes or other similar instrument; or (i) an “Event of Default” as defined in
the Senior Lien General Resolution or the Subordinate Resolution or any other “event of default” under
any other Program Document (as defined in the Credit Agreement) shall have occurred and be continuing;
or

(d) The City has taken or permitted to be taken any action which would materially adversely
affect the enforceability of the Credit Agreement, either Bank Note, the Subordinate General Resolution
or Senior Lien General Resolution against the City or the legal ability of the City to pay Payment
Obligations (as defined in the Credit Agreement), the Notes or any Senior Lien Bonds or Subordinate
Bonds when due; or

(e) A court of competent jurisdiction shall enter a final, non-appealable order or judgment to
the effect that (i) any Senior Lien Bonds are illegal or unenforceable, or (ii) Subordinate Bonds are illegal
or unenforceable; or

(f) The issuance of any Senior Lien Bonds or Subordinate Bonds shall result in a violation
by the City of any material law, rule or regulation, or any order of any court, governmental agency or
regulatory body, or any indenture or loan or credit agreement (including the Credit Agreement), or any
other agreement or instrument, applicable to the City or to such issuance; or

(g) Any representation or warranty on the part of the City contained in any Program
Document or in any certificate, letter or other writing or instrument furnished or delivered by the City to
the Banks pursuant to the Credit Agreement or thereto or in connection with the Credit Agreement or
therewith, shall at any time prove to have been incorrect in any material respect when made or when
effective or when reaffirmed, as the case may be, whether by misstatement or omission; or

(h) (i) Any provision of the Senior Lien General Resolution relating to or otherwise affecting
the City’s obligation to pay the principal of or interest on any Senior Lien Bonds or the Senior Lien
General Resolution, shall at any time for any reason cease to be valid and binding on the City or shail be
declared to be null and void by any court or governmental authority or agency having jurisdiction over the
City, or (ii) the validity or the enforceability of any provision of the Senior Lien General Resolution
relating to or otherwise affecting the City’s obligation to pay the principal of or interest on any Senior
Iien Bond or the pledge of Revenues shall at any time be contested by the City in a judicial or
administrative proceeding, or (jii) the Credit Agreement, the Issuing and Paying Agent Agreement, any
Bank Note, any Note, the Subordinate General Resolution, or any provision of the foregoing relating to or
otherwise affecting the City’s obligation to pay the principal of or interest on any Subordinate Bond or the
pledge of Revenues, shall at any time for any reason cease to be valid and binding on the City or shall be
declared to be null and void by any court or governmental authority or agency having jurisdiction over the
City, or the validity or the enforceability thereof shall be contested by the City, in a judicial or
administrative proceeding; or

1 The City fails to pay when due a final, nonappealable judgment or order against it, which
judgment is payable from Revenues and is in, excess of $10,000,000 and for which insurance proceeds
shall not be available shall be rendered against the City or the System that are payable from Revenues and



such judgement or order shall continue unstayed, undischarged, unbounded or unsatisfied for a period of
90 days; or

i) (i) the City imposes a debt moratorium, debt restructuring, debt adjustment or comparable
restriction on repayment when due and payable of the principal of or interest on any Senior Lien Bond or
Subordinate Bond, or {ii) under any existing or future law of any jurisdiction relating to bankruptey,
insolvency, reorganization or relief of debtors, the City seeks to have an order for relief entered with
respect to it or the System or seeking to adjudicate it or the System insolvent or bankrupt or seeking
reorganization, arrangement, adjustment, winding-up, liquidation, dissolution, composition or other relief
with respect to it or the System or its debis or those of the System, or (iii) the City seeks appointment of a
receiver, trustee, custodian or other similar official for itself or the System or for any substantial part of
the City’s property, or the City shall make a general assignment for the benefit of its creditors, or
(iv) there shall be commenced against the City or the System any case, proceeding or other action of a
nature referred to in clause (ii) and the same shall remain undismissed, or (v) there shall be commenced
against the City or the System any case, proceeding or other action seeking issuance of a warrant of
attachment, execution, distraint or similar process against all or any substantial part of its property which
results in the entry of an order for any such relief which shall not have been vacated, discharged, or stayed
or bonded pending appeal, within sixty (60) days from the entry thereof, or (vi) the City takes action in
furtherance of, or indicating its consent to, approval of, or acquiescence in, any of the acts set forth in
clause (i} (i1), (iii), {iv), (v) above, or (vii) the City or the System shall generally not, or shall be unable to,
or shall admit in writing its inability to, pay its debts as they become due; or

(k) Each of the Rating Agencies suspends, withdraws or downgrades the Senior Lien Bonds
or the Subordinate Bonds ratings below investment grade.

O Any of the Rating Agencies suspends, withdraws or downgrades the Senior Lien Bonds
or Subordinate Bond ratings below investment grade.

In the case of any Event of Default specified in clause (a)(1), {c)(i), (e)(iD), (h)(ii), (h)(iii), (1),
(j) or (k) specified above that has occurred (each such event a “Termination Event™), (i) the Commitment
of the Banks under the Credit Agreement shall immediately terminate automatically and each Available
Commitment (as defined in the Credit Agreement) shall be reduced to zero and (ii) all amounts due under
the Credit Agreement and under the Bank Notes shall immediately become due and payable; provided,
that (i) the Event of Default described in clause (a) or (c) above shall constitute a Termination Event only
if the unpaid principal or interest referred to in such clause has become due and payable other than by
reason of acceleration of the maturity thereof. Upon such termination, the Banks shall send a notice
thereof to the City; provided, further, however, that failure to send or receive such notice shall not affect
the termination of the Commitment as provided under the Credit Agreement.

In the case of any Event of Default, including any Termination Event, that has occurred and is
continuing, the Banks, in their discretion, may exercise cerfain other rights and remedies specified in the
Credit Agreement. Except as expressly provided in the Credit Agreement, procurement, demand, protest
and all other notices of every kind are expressly waived in the Credit Agreement.

THE BANKS

The jfollowing information concerning the Banks has been provided by the respective
representatives of the Banks and has not been independently confirmed or verified by the City or the
Dealers. No representation is made herein as to the accuracy or adeguacy of such information or as to
the absence of material adverse changes in such information subsequent to the date hereof or that the



information given below or incorporated herein by reference is correct as of any time subsequent fo its
date.

State Street Bank

State Street is a wholly-owned subsidiary of State Street Corporation (the “Corporation™). The
Corporation (NYSE: STT) is the world's leading provider of financial services to institutional investors
including investment servicing, investment management and investment research and trading. With
$21.81 trillion in assets under custody and administration and $1.86 triilion in assets under management,
the Corporation operates in 29 countries and more than 100 markets worldwide. The consolidated total
assets of State Street as of December 31, 2011 accounted for approximately 98% of the consolidated total
assets of the Corporation as of the same date. As of December 31, 2011, the Corporation had
consolidated total assets of $216.83 billion, total deposits (including deposits in non-U.8. offices) of
$157.29 billion, total loans and leases, net of unearned income and aHowance for loan losses, of
$10.03 billion and total shareholders’ equity of $19.40 billion.

State Street’s Consolidated Reports of Condition and Income for A Bank With Domestic and
Foreign Offices Only - FFIEC 031 at December 31, 2011 (the “Call Reports™), as filed with the Federal
Deposit Insurance Corporation, are incorporated by reference in this Appendix and shall be deemed 1o be
a part hereof,

In addition, all Call Reports filed by State Street pursuant to 12 U.S8.C. §324 after the date of this
Offering Memorandum shall be deemed to be incorporated herein by reference and shall be deemed to be
a part hereof from the date of filing of any such report.

Additional information, including financial information relating to the Corporation and State
Street, is set forth in the Corporation’s Annual Report on Form 10-K for the year ended December 31,
2011. The Form 10-X can be found on the Corporation’s web site, www.statestreet.com. Such report and
all reports filed by the Corporation pursuant to Section 13 or 15(d) of the Securities Exchange Act of
1934, as amended, after the date of this Offering Memorandum are incorporated herein by reference and
shall be deemed a part hereof from the date of filing of any such report. The Line of Credit is an
obligation of State Street and not of the Corporation.

Any statement contained in any document incorporated or deemed to be incorporated by
reference herein shall be deemed to be modified or superseded for purposes of this Offering
Memorandum to the extent that a statement contained herein or in any subsequently filed document that
also is or is deemed to be incorporated by reference herein modifies or supersedes such statement. Any
statement so modified or superseded shall not be deemed, except as so modified or superseded, to
constitute a part of this Offering Memorandum.

State Street hereby undertakes to provide, without charge to each person to whom a copy of this
Offering Memorandum has been delivered, on the written request of any such person, a copy of any or all
of the documents referred to above which have been or may be incorporated in this Offering
Memorandum by reference, other than exhibits to such documents. Written requests for such copies
should be directed to Investor Relations, State Street Corporation, One Lincoln Street, Boston,
Massachusetts 02111, telephone number 617-786-3000.

Neither State Street nor its affiliates make any representation as to the contents of this Offering
Mermorandum (except as to this Appendix to the extent it relates to State Street), the suitability of the
Notes for any investor, the feasibility or performance of any project or compliance with any securities or
tax laws or regulations.



Welis Fargo Bank, National Association

The information under this heading has been provided solely by Wells Fargo and is believed to be
reliable. This information has not been verified independently by the City or the Dealers. The City and
the Dealers make no representation whatsoever as fo the accuracy, adequacy or completeness of such
information.

Wells Fargo is a national banking association organized under the laws of the United States of
America with its main office at 101 North Phillips Avenue, Sioux Falls, South Dakota 57104, and
engages in retail, commercial and corporate banking, real estate lending and trust and investment services.
Wells Fargo is an indirect, wholly-owned subsidiary of Wells Fargo & Company (“Wells Farge &
Company™), a diversified financial services company, a financial holding company and a bank holding
company registered under the Bank Holding Company Act of 1956, as amended, with its principal
executive offices located in San Francisco, California.

Wells Fargo prepares and files Call Reports on a quarterty basis. Each Call Report consists of a
balance sheet as of the report date, an income statement for the year-to-date period to which the report
relates and supporting schedules. The Call Reports are prepared in accordance with regulatory
instructions issued by the Federal Financial Institutions Examination Council. While the Call Reports are
supervisory and regulatory documents, not primarily accounting documents, and do not provide a
complete range of financial disclosure about Wells Fargo, the reports nevertheless provide important
information concerning Wells Fargo’s financial condition and results of operations. Wells Fargo’s Call
Reports are on file with, and are publicly available upon written request to the FDIC, 550 17th Street,
N.W., Washington, D.C. 20429, Attention: Division of Insurance and Research. The FDIC also maintains
an internet website that contains fhe Call Reports. The address of the FDIC’s website is
http:/fwww. fdic.gov. Wells Fargo’s Call Reports are also available upon written request to the Wells
Fargo & Company Corporate Secretary’s Office, Wells Fargo Center, MAC N9305-173, 90 South 7th
Street, Minneapolis, MN 55479,

The Lire of Credit will be solely an obligation of Wells Fargo and will not be an obligation
of, or otherwise guaranteed by, Wells Fargo & Company, and no assets of Wells Fargo & Company
or any affiliate of Wells Fargo or Wells Fargo & Company will be pledged te the payment thereof.
Payment of the Line of Credit will not be insared by the FDIC,

The information contained in this section, including financial information, relates to and has been
obtained from Wells Fargo, and is furnished solely to provide limited introductory information regarding
Wells Fargo and does not purport to be comprehensive. Any financial information provided in this
section is gualified in its entirety by the detailed information appearing in the Call Reports referenced
above. The delivery hereof shall not create any implication that there has been no change in the affairs of
Wells Fargo since the date hereof.

THE SYSTEM
General

The System provides wastewater collection, treatment and disposal services for an area of
approximately 600 square miles including most of the City. The wastewater service area within the Los
Angeles Basin is determined by natural drainage patterns and does not generally conform to political
boundaries. Parts of the City are served by other agencies and likewise the City provides wastewater
service for other communities and adjacent areas because of the economics associated with gravity flow.
Areas within the City limits that are not served by the City are served by Los Angeles County Sanitation
Districts. Certain information regarding the City and the System can be found in the City’s Official



Statement dated May 17, 2012 and attached hereio as APFENDIX A and in the City of Los Angeles
Sewer Construction and Maintenance Fund Basic Financial Statements with Independent Auditor’s
Report for the Fiscal Years Ended JTune 30, 2011 and 2010 and Debt Service Compliance Report for the
Fiscal Year Ended June 30, 2011 attached to such Official Statement as Appendix E thereto. No
assurances can be given as to the absence of material adverse changes or events that affect the accuracy or
adequacy of the information in the City’s Official Statement relating to the System attached hereto as
APPENDIX A. No attempt has been made to update the information in APPENDIX A relating to the
System in this Offering Memorandum.

BOOK-ENTRY SYSTEM

The information concerning DTC and DTC's book entry system has been obtained from DITC and
the City takes no responsibility for the completeness or accuracy thereof The City cannot and does not
give any assurances that DTC, DITC Participants or Indirect Participants (as defined herein) will
distribute to the Beneficial Owners (as defined herein} (a) payments of interest, principal or premium, if
any, with respect to the Notes, (b) certificates representing ownership interest in or other confirmation or
ownership interest in the Notes, or (c¢) redemption or other notices sent to DTC or Cede & Co., its
nominge, as the registered owner of the Notes, or that they will so do on a timely basis, or that DTC, DTC
Participants or DTC Indirect Participants will act in the manner described herein. The current “Rules”
applicable to DTC are on file with the Securities and Exchange Commission and the current
“Procedures " of DTC to be followed in dealing with DTC Participants are on file with DTC.

Book-Entry System

DTC will act as securities depository for the Notes. The Notes 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-registered security certificate will be
igsued for each Series of the Notes, in the aggregate principal amount of the Notes for each Series, and
will be deposited with DTC.

DTC, the world’s largest depository, is a limited-purpose trust company organized under the New
York Banking Law, a “banking organization™ within the meaning of the New York Banking Law, a
member of the Federal Reserve Systemn, a “clearing corporation” within the meaning of the New York
Uniform Commercial Code, and a “clearing agency” registered pursuant 1o 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. This eliminates the need for physical movement of securities
certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of
The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the holding company for DTC,
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are
registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the
DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers,
banks, trust companies, and clearing corporations that clear through or maintain a custodial relationship
with a Direct Participant, either directly or indirectly (“Indirect Participants™). DTC has been rated AA+
by Standard & Poor’s. 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.dtc.org.
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Purchases of the Notes under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Notes on DTC’s records. The ownership interest of each actual
purchaser of each Note (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect
Participanis® records. Beneficial Owners will not receive written confirmation from DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of
the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
through which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the
Notes are to be accomplished by entries made on the books of Direct and Indirect Participants acting on
behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership
interests in the Notes, except in the event that use of the book-entry system for the Notes is discontinued.

To facilitate subsequent transfers, all Notes deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be
requested by an authorized representative of DTC. The deposit of the Notes with DTC and their
registration in the name of Cede & Co. or such other DTC nominee do not effect any change in beneficial
ownership. DTC has no knowledge of the actual Beneficial Owners of the Notes; DTC’s records reflect
only the identity of the Direct Participants to whose accounts such Notes are credited, which may or may
not be the Beneficial Owners. The Direct and Indirect Participants will remain responsible for keeping
account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners will be governed by arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time. Beneficial Owners of the Notes may wish to take
certain steps to augment the transmission to them of notices of significant events with respect to the
Notes. For example, Beneficial Owners may wish to provide their names and addresses to the registrar
and request that copies of notices be provided directly to them.

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

Payments of principal of and interest on the Notes will be made to Cede & Co., or such other
nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit Direct
Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the City or
the Issuing and Paying Agent, on payable date in accordance with their respective holdings shown on
DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instructions
and customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC (nor its
nominee), the Issuing and Paying Agent, or the City, subject to any statutory or regulatory requirements
as may be in effect from time to time. Payment of principal of and interest evidenced by the Notes to
Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is the
responsibility of the City or the Issuing and Paying Agent, disbursement of such payments to Direct
Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial
Owners will be the responsibility of Direct and Indirect Participants.

NEITHER THE CITY, THE DEALERS NOR. THE ISSUING AND PAYING AGENT WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO DTC PARTICIPANTS, INDIRECT
PARTICIPANTS OR BENEFICIAL OWNERS WITH RESPECT TO THE PAYMENTS OR THE
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PROVIDING OF NOTICE TO DTC PARTICI?}\NTS, INDIRECT PARTICIPANTS OR BENEFICIAL
OWNERS.

None of the City, the Dealers nor the Issuing and Payving Agent can give any assurances that
DTC, DTC Participants, Indirect Participants or others will distribute payments of principal of and
interest on the Notes paid to DTC or its nominee, as the registered Owner, or any redemption or other
notice, to the Beneficial Owners or that they will do so on a timely basis or that DTC will serve and act in
a manner described in this Offering Memorandum.

Discontinuation of the Boek-Entry Only System

DTC may discontinue providing its services as securities depository with respect to the Notes at
any time by giving reasonable notice to the City or the Issuing and Paying Agent. Under such
" circumstances, in the event that a successor securities depository is not obtained, Note certificates will be
printed and delivered as described in the Issuing and Paying Agent Agreement.

The City may decide to discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, Note certificates will be printed and delivered as described
in the Issuing-and Paying Agent Agreement. :

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE NOTES, AS NOMINEE
OF DTC, REFERENCES HEREIN TO THE OWNERS OR HOLDERS OF THE NOTES (OTHER
THAN UNDER THE CAPTION “TAX MATTERS” HEREIN) SHALL MEAN CEDE & CO. AND
SHALL NOT MEAN THE BENEFICIAL OWNERS OF THE NOTES.

NEITHER THE CITY, THE ISSUING AND PAYING AGENT, NOR THE DEALERS WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO DTC DIRECT PARTICIPANTS, INDIRECT
PARTICIPANTS, OR TO ANY BENEFICIAL OWNER WITH RESPECT TO (I) THE ACCURACY
OF ANY RECORDS MAINTAINED BY DTC, ANY DTC DIRECT PARTICIPANT, OR INDIRECT
PARTICIPANT; (II) THE DELIVERY OF ANY NOTICE THAT IS PERMITTED OR REQUIRED TO
BE GIVEN TO THE OWNERS OF THE NOTES UNDER THE ISSUING AND PAYING AGENT
AGREEMENT; (III) THE PAYMENT BY DTC OR ANY DTC DIRECT PARTICIPANT OR
INDIRECT PARTICIPANT OF ANY AMOUNT WITH RESPECT TO THE PRINCIPAL OR
INTEREST DUE WITH RESPECT TO THE NOTES; (IV) ANY CONSENT GIVEN OR OTHER
ACTION TAKEN BY DTC AS THE REGISTERED OWNER OF NOTES; OR (V) ANY OTHER
MATTER.

LITIGATION

There is no controversy of any nature now pending against the City or, to the knowledge of its
respective officers, threatened, seeking to restrain or enjoin the issuance, sale, execution or delivery of the
Notes or in any way contesting or affecting the validity of the Notes or any proceedings of the City taken
with respect to the issuance or sale thereof, or the pledge or application of any moneys or security
provided for the payment of the Notes or the use of the proceeds of the Notes.

See APPENDIX A - “THE 2012 OFFICIAL STATEMENT—LITIGATION” for a description of
certain claims and lawsuits (with any potential loss exceeding $5,000,000) pending against the SCM Fund
for construction claims and certain other alleged liabilities arising during the ordinary course of
operations of the System.
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The City believes that in no event should these claims and lawsuits result in judgments or
settlements which, in the aggregate, would have a material adverse effect on the SCM Fund’s financial
position.

CONTINUING DISCLOSURE

The Notes are exempt from the rules of the Securities and Exchange Commission relating fo
continuing disclosure of annual financial information and certain material events. In connection with
prior issues of the Senior Lien Bonds and Subordinate Bonds (collectively, the “Bonds™), the City has
agreed to provide to the Municipal Securities Rulemaking Board (the “MSRB”) for the purposes of
Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission audited financial statements of
the City for the SCM Fund and other financial and operating data relating to the System and notice of
certain listed events with respect to the Bonds. Holders of the Notes may obtain from the MSRB such
information provided by the City in connection with such Bonds so long as such Bonds are outstanding.

RATINGS

Moody’s Investors Service, Inc. (“Moody’s”), Standard & Poor’s, a division of The McGraw-Hill
Companies (“S&P”), and Fitch, Inc. (“Fitch”) have assigned their ratings of “P-1,” “A-1+" and “F1+”
respectively, to the Notes, with the understanding that the Lines of Credit will be issued by the Banks.
Moody’s has assigned an underlying rating of “MIG 17 to the Notes. Moody’s, S&P and Fitch have
assigned their ratings of “Aa2,” “AA+" and “AA+,” respectively, to the Senior Lien Bonds and ratings of
“Aa3,” “AA” and “AA” respectively, to the Subordinate Bonds. Such ratings reflect only the views of
such organizations and are not a recommendation to buy, sell or hold the Notes. Explanations of the
significance of such ratings may be obtained only from the respective organizations at: Moody’s Investors
Services, Inc., 99 Church Street, New York, New York, 10007, Standard & Poor’s, 55 Water Street, New
York, New York 10004 and Fitch Ratings, One State Street Plaza, New York, New York 10004,
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 that such ratings will continue for any given period or that they will not be
revised downward or withdrawn entirely by the respective rating agencies, if in the judgment of each such
rating agency, circumstances so warrant. Any such downward revision or withdrawal of such ratings may
have an adverse effect on the market price of the Notes,

TAX MATTERS
Notes

In the opinion of Sidley Austin LLP, San Francisco, California, Bond Counsel, based on existing
statutes, regulations, rulings and judicial decisions and assuming compliance with certain covenants set
forth in the Subordinate General Resolution and other documents pertaining to the Notes and
requirements of the Internal Revenue Code of 1986, as amended, regarding the use, expenditure and
investment of proceeds of the Notes and the timely payment of certain investment earnings to the United
States, interest on the Notes is not inctudable in the gross income of the owners of the Notes for federal
income tax purposes. Failure to comply with such covenants and requiremernts may cause interest on the
Notes to be included in gross income retroactively to the date of issuance of the Notes.

In the further opinion of Bond Counsel, interest on the Notes is not treated as an item of tax
preference in calculating the federal alternative minimum taxable income of individuals and corporations.
Interest on the Notes, however, is included in the calculation of federal corporate alternative minimum
taxable income and may therefore affect a corporation’s federal alternative minimum tax liability.
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Ownership of, or the receipt of interest on, tax-exempt obligations may result in collateral income
tax consequences to certain taxpayers, including, without limitation, financial institutions, property and
casualty insurance companies, certain foreign corporations doing business in the United States, certain S
corporations with excess passive income, individual receipts of Social Security or Railroad Retirement
benefits, and taxpayers that may be deemed to have incurred or continued indebtedness to purchase or
carry tax-exempt obligations and taxpayers who may be eligible for the earned income tax credit. Bond
Counsel expresses no opinion as to any collateral tax consequences and, accordingly, prospective
purchasers of the 2012 Program Notes should consult their tax advisors as to the applicability of any such
collateral tax consequences.

Certain requirements and procedures contained or referred to in the Issuing and Paying Agent
Agreement, the Subordinate General Resolution, the Tax Certificate of the City or other documents
pertaining to the 2012 Program Notes may be changed, and certain actions may be taken or not taken
under the circumstances and subject 1o the terms and conditions set forth in such documents, upon the
advice or with the approving opinion of counsel nationally recognized in the area of state and local
obligations. Bond Counsel expresses no opinion as to the effect of any change to any document
pertaining to the 2012 Program Notes or of any action taken or not taken where such change is made or
action is taken or not taken without Bond Counsel’s approval, or in reliance upon the advice of counsel
other than Bond Counsel with respect to the exclusion from gross income of interest on the 2012 Program
Notes for federal income tax purposes.

From time to time, in accordance with Treasury Regulations applicable to the issuance of
commercial paper notes, the City “re-declares” the “program” (for federal income tax purposes) under
which the Nofes are issued. It is possible that the City may also issue Notes after the end of the 18-month
period beginning on the date of first issuance after the date hereof (the “deemed date of issuance™). Bond
Counsel’s opinions above may continue to be relied upon after 18 months from the deemed date of
issuance date only if there has been a “re-declaration” by the City of its commercial paper program and,
in that event, only to the extent that (i) there has been no change in existing law subsequent to the date
hereof, and (ii) no amendment has been made to the Subordinate General Resolution or the Paying Agent
Agreement without our prior written consent.

Information Reporting and Backup Withholding

Interest paid on tax-exempt obligations is subject to information reporting in a manner similar to
interest paid on taxable obligations. While this reporting requirement does not, by itself, affect the
excludability of interest from gross income for federal income tax purposes, the reporting requirement
causes the payment of interest with respect to the Notes to be subject to backup withholding if such
interest is paid to beneficial owners that (a) are not “exempt recipients,” and (b) either fail to provide
certain identifying information (such as the beneficial owner’s taxpayer identification number) in the
required manner or have been ideniified by the IRS as having failed to report all interest and dividends
required to be shown on their income tax returns. Generally, individuais are not exempt recipients,
whereas corporations and certain other entities are exempt recipients. Amounts withheld under the backup
withholding rules from a payment to a beneficial owner are allowed as a refund or credit against such
beneficial owner’s federal income tax liability so long as the required information is furnished to the IRS.

State Tax Exemption

In the further opinion of Bond Counsel, interest on the Notes is exempt from personal income
taxes imposed by the State of California.
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Future Developments

Future or pending legislative proposals, if enacted, regulations, rulings or court decisions may
cause interest on the Notes to be subject, directly or indirectly, to federal income taxation or to state or
Jocal income taxation, or may otherwise prevent beneficial owners from realizing the full current benefit
of the tax status of such interest. Legislation or regulatory actions and future or pending proposals may
also affect the economic value of the federal or state tax exemption or the market value of the Notes.
Prospective purchasers of the Notes should consult their tax advisors regarding any future, pending or
proposed federal or state tax legislation, regulations, rulings or litigation as to which Bond Counsel
expresses no opinion.

For example, based on a proposal by the President, the Senate Majority Leader introduced a bill,
S.1549 (the “Proposed Legislation™), which, if enacted, would subject interest on bonds or other
obligations that is otherwise excludable from gross income for federal income tax purposes, including
interest on the Notes, to a tax payable by certain noteholders that are individuals, estates or trusts with
adjusted gross income in excess of thresholds specified in the Proposed Legislation in tax years beginning
after December 31, 2012. The Proposed Legistation would also provide special rules for such noteholders
that are also subject to the alternative minimum tax. It is unclear if the Proposed Legislation will be
enacted, whether in its current or an amended form, or if other legislation that would subject interest on
the Notes to a tax or cause interest on the Notes to be included in the computation of a tax, will be
introduced or enacted. Prospective purchasers should consult their tax advisors as to the effect of the
Proposed Legislation, if enacted, in its current form or as it may be amended, or such other legislation on
their individual situations.

A copy of the form of opinion of Bond Counsel is attached hereto as APPENDIX B.

THE DEALERS

The City has appointed Wells Fargo Securities and Samuel A. Ramirez & Co,, Inc., each as a
non-exclusive dealer with respect to the offering and sale of the Notes.

Wells Fargo Securities is the trade name for certain capital markets and investment banking
services of Wells Fargo & Company and its subsidiaries, including Wells Fargo Bank, National
Association. Wells Fargo Bank, National Association is serving as both a dealer and line of credit
provider for the Notes.

FINANCIAL ADVISOR

Public Resources Advisory Group (the “Financial Advisor™) has served as financial advisor to the
City in connection with the authorization and issuance of the Notes.

The Financial Advisor has assisted the City in matters relating to the planning, structuring and
issuance of the Notes. The Financial Advisor has not audited, authenticated or otherwise independently
verified the information set forth in the Offering Memorandum, or any other reiated information available
to the City, with respect to accuracy and completeness of disclosure of such information. The Financial
Advisor makes no guaranty, warranty or other representation respecting accuracy and completeness of the
Offering Memorandum.
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LEGAL MATTERS

The Notes are subiect to approval as to their legality by Sidley Austin LLP, Bond Counsel. A
copy of the proposed form of opinion of Bond Counsel is attached as APPENDIX B, Certain legal
matters will be passed upon for the City by the City Attorney of the City of Los Angeles.

FURTHER INFORMATION

Copies of the Subordinate General Resolution, the Senior General Resolution, the form of Credit
Agreement and other documents referred to herein may be obtained from the City by contacting the
Office of the City Administrative Officer, 200 North Main Street, Roorn 1500, City Hall East, Los
Angeles, California 90012, Attention: Debt Management Group, (213} 485-2881. Reference is made to
the legal documents listed above for the definitions of capitalized terms used and not otherwise defined
herein.

This Offering Memorandum has been duly approved, executed and delivered by the City.

By: /s/ Miguel A. Santana
City Administrative Officer
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THE 2012 OFFICIAL STATEMENT



RATINGS:
NEW ISSUE - BOOK-ENTRY ONLY SYSTEM : Series 2012-A Series 2012-C

Senior Lien Bonds Subordinate Bonds
Moody's: “Aa2” “Aa3”
Fitch: “AAF" “AAY
S&P' “AA*” ‘&AA”

Bee “Ratings™ herein.

In the opinion of Sidley Austin LLP, San Froncisco, Colifornia, Bond Counsel, under current loaw and assuming complionce with
certain covenants in the documents perloining to the Series 2012 Bonds and requivements of the Internal Revenue Code of 1986, as amended,
as described herein, interest on the Series 2012 Bonds is not includable in the gross income of the owners of such Series 2012 Bonds for
Jederal income tax purposes. In the further opindon of Bond Counsel, interest on the Series 2012 Bonds is not treated as an item of tox
preference in calculating the federal alternative mindmum taxable dncome of individuals and corporations, Interest on the Series 2012
Bonds, however, is included as an adjustment ir the caleulation of federal corporate alternative minimum taxzable income and may therefore
affect a corporation’s aliernative mindtmum fax Hobility. In the further opinion of Bond Counsel, interest on the Series 2012 Bonds is evempt
JSrom personal income toxes imposed by the Stute of California. Rond Counsel expresses no opindon regarding any other Lor consequences
related to the ownerskip or disposition of, or the acerual or receipt of interest on the Series 2012 Bonds. See “Tax Matters™ herein for further
information.

$49,650,000 $133,715,000
CITY OF LOS ANGELES CITY OF LOS ANGELES
Wastewater System Revenue Bonds, Wastewater System Subordinate Reventne Bonds,
Refunding Series 2012-A Refunding Series 2012-C
Dated: Date of Delivery Due: June E, as shown on the jnside cover

The $49,650,000 City of Los Angeles Wastewater System Revenue Bonds, Refunding Series 2012-A (the “Series 2012-A Senior Lien Bonds™) and the
$133,715,000 City of Los Angeles Wastewater System Subordinate Revenue Bonds, Refunding Series 2012-C (the “Series 2012.C Subordinate Bonds”,
togethey with the Series 2012-A Senior Lien Bonds, the “Series 2012 Bonds™) are being issued by the City of Los Angeles (the “City”) pursuant to the Charter
of the City of Los Angeles {the “City Charter™) and California Government Code Sections 53570 et seq. {(as amended, the "Refunding Law™). The Series
2012-A Senior Lien Bonds are issued pursuant to the Wastewater System Revenue Bonds General Resolution, adopted by the Council of the City {the “City
Council”) on November 10, 1987, as amended and supplemented (the “General Resolution™), including as amended and supplemented by the Twenty-Sixth
Supplemental Resolution, adopted by the City Council on March 23, 2012, The Series 2012-C Subordinate Bonds are issued pursuant to the Wastewater
Systen: Subordinate Revenue Bonds General Resolution, adopted by the City Council on March 26, 1991, as amended and supplemented (the “Subordinate
General Resolution™), including as amended and supplemented by the Thirteenth Supplementat Resolution, adopted by the City Council on March 23, 2012,

‘The proceeds of the Series 2012-A Senior Lien Bonds and the Series 2012-C Subordinate Bonds, together with certain other amounts described
herein, will be used %o (i} pay the purchase price of certain cutstanding Sentor Lien Bonds and Subordinate Bonds to be purchased by the City pursvant
10 a tender offer therefor, and (ii) pay certain costs of issuing the Series 2012-A Senior Lien Bonds and the Series 2012-C Subordinate Bonds, respectively.
See “Plan of Finance” herein.

The pledge, assignment and lien on the Revenues (herein defined) granted pursuant to the General Resolution to secure the Series 2012-A Senior
Lien Bonds and other Senjor Lien Bonds (herein defined) issued and to be issued under the General Resolution are, in all respects, prior to the pledge,
assigiment and lien on the Revenues granted pursuant to the Subordinate General Resolution, including the pledge, assignment and len with respect to
the Series 2012-C Subordinate Bonds and other Subordinate Bonds issued and o be issued pursuant to the Subordinate General Resolution. In addition
to the Series 2012 Bonds, to achieve debt service savings or other desired debt restructurings, the City has issued its Wastewater System Subordinate
Revenue Bonds, Refunding Series 2012-A (the “Series 2012-A Subordinate Bonds™ and intends to issue its Wastewater System Subordinate Revenue
Bonds, Refunding Series 2012.B (the “Series 2012-B Subordinate Bonds™). 'The Series 2012-A Sendor Lien Bonds, when issued pursuant to the General
Resolution, will be payabie solely from Revenues on parity with the Senior Lien Bonds issued and to be issued under the General Resolution and prior to all
Subordinate Bonds, including the Series 2012-A Subordinate Bonds, the Series 2012-B Subordinate Bonds and the Series 2012-C Subordinate Bonds, issued
and to be issued under the Subordinate General Resolution. The Series 2012-B Subordinate Bonds, when issued pursuant to the Subordinate General
Resolution, will be payable solely frem: Revenues on a basis subordinate to the Sendor Lien Bonds, including the Series 2012-A Senior Lien Bonds, and
on parity with the Series 2012-C Subordinate Bonds and all other Subordinate Bonds issued and o be issued under the Subordinate General Resolugion.,

The Series 2012-A Senior Lien Bonds are special, limited obligations of the City payable from the Revenues and amounts on deposit
in the Sewer Construction and Maintenance Fund, Debt Service Fund, Reserve Fund and Construction Funds as defined in the General
Resolution, The Series 2012-C Sabordinate Bonds are special, limited obligations of the City payable golely from the Revenues, on a basis
subordinate to the Senior Lien Bonds, and from amounts on deposit in the 2012 Subordinate Debt Service Fund created pursuant to the
Subordinate General Resolution. The City is not obligated to make payment from any other source. The Series 2012 Bonds are not payable
from the general fund of the City and are not a general obligation of the City, and neither the ful} faith and credit nor the taxing power of
the City is pledged to the payment of any amounts due on the Series 2012 Bonds.

Interest on the Series 2012 Bonds will be payable on June I and December §, commencing on Pecember 1, 2012, The Series 2012 Bonds wili be issued
a5 fully-registered bonds, will mature in the principai amounts in each year (subject to prior redemptior), and will bear interest at the respective rates per
angum as sel forth on the inside cover of this Official Statement The Series 2012 Bonds wil be registered in the name of Cede & Co., a3 nominee of The
Pepository Trust Company (“DTCM. DTFC will act as securities depositery for the Series 2012 Bonds, Ownership interests in the Bonds may be purchased
in bool-eniry form only. So long as DTC or #ts nominee is the Owner of the Serfes 2012 Bonds, payments of the principal of, redemption premiurn, if any,
and interest on the Series 2012 Bonds will be made as described in APPENDIX G ~ “Beok-Entry Only System” sttacked hereto.

Fhe Series 2012 Bonds are subject to optional redemption prior to matarity, See “Redemption of the Series 2012 Bonds™ herein.

This cover page contains information for general reference only. Potential purchasers are advised to read the entire Official Statement
to obtain information essential to making an informed investment decision.

The Series 2012 Bonds are offered when, as and if issued, subject to the approval of legality by Sidley Austin LLP, San Francisco, California, Bond
Counsel. Certain legal matiers will be passed upon for the City by Hawkins Delafield & Wood LLP, Los Angeles, California, Disclosure Counsel to the
City, and by Carmen A. Trutanick, City Attorney, and for the Underwriters by their counsel, Stradling Yocca Carlson & Rauth, a Professional Corporation,
Sacramento, California. It is anticipated that the Series 2012 Bonds will be available for delivery te DTC in New York, New York on or about May 24, 2012,

De La Rosa & Co. Wells Fargo Securities
Dated: May 17, 2012



MATURITY SCHEDULLS

$49,650,000 Series 2012-A Senior Lien Bonds

Year Principal Interest CUSIP
(June 1) Amount Rate Yield (Base: 544653)
2024° $49,650,000 5.000% 2.510% AAb6

$133,715,000 Series 2012-C Subordinate Bonds

Year Principal Interest cusIp!
(June 1) Amount Rate Yield {Base: 544653)
2014 $ 2,615,000 4.000% 0.380% AB4
2015 685,000 4.000 0.560 AC2
2016 2,440,000 4.000 0.710 ADO
2017 7,380,000 4,000 0.960 AES
2018 3,050,000 4.000 1.170 AF5
2019 2,845,000 4.000 1.420 AG3
2020 595,000 4.000 1.730 AH1
2021 6,225,000 4.000 2.040 AJ7
2021 22,275,000 5.000 2.040 AK4
2022 11,520,000 5.000 2.260 AL2
2023 2,500,000 4,000 2,510 AMO
2023 11,835,000 5.000 2.460 ANS
20257 34,405,000 5.000 2.730 AP3
2026 400,000 4.000 2.980 AQl
2026 20,045,000 5.000 2.830 AR9

2027 4,900,000 5.000 2.910 AS7

" Priced to par call on June 1, 2022.

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



No dealer, broker, salesperson or other person has been authorized by the City to give any
information or to make any representations other than those contained herein and, if given or made, such
other information or representations must not be relied upon as having been authorized by the City. This
Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor shall there
be any sale of the Series 2012 Bonds by a person in any jurisdiction in which it is unlawful for such
person to make an offer, solicitation or sale.

This Official Statement is not {0 be construed as a contract with the purchasers of the Series 2012
Bonds. 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 a representation of facts.

The information set forth in this Official Statement has been obtained from the City and other
sources which are believed by the City to be reliable. The Underwriters have provided the following
sentence for inclusion in this Official Statement. The Underwriters have reviewed the information in this
Official Statement in accordance with, and as part of, their responsibilities to investors under the federal
securities laws as applied to the facts and circumstances of this transaction, but the Underwriters do not
guarantee the accuracy or completeness of such information. The information and expressions of opinion
herein are subject to change without notice, and neither the delivery of this Official Statement nor any
sale made hereunder shall under any circumstances create any implication that there has been no change
in the affairs of the City since the date hereof. All sumnmaries of the Series 2012 Bonds, the Resolutions
{(as defined herein) and other documents summarized herein, are made subject to the provisions of such
documents respectively and do not purport to be complete statements of any or all of such provisions.

This Official Statement is submitted in connection with the issuance of the Series 2012 Bonds
referred to herein and may not be reproduced or used, in whole or in part, for any other purpose.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT
OR EFFECT TRANSACTIONS WHICH STABHL.IZE OR MAINTAIN THE MARKET PRICE OF THE
SERIES 2012 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 UNDERWRITERS MAY OFFER AND SELL THE SERIES 2012 BONDS TO
CERTAIN DEALERS AND DEALER BANKS AND BANKS ACTING AS AGENT AT PRICES
LOWER THAN THE PUBLIC OFFERING PRICE STATED ON THE COVER PAGE HEREQF AND
SAID PUBLIC OFFERING PRICE MAY BE CHANGED FROM TIME TO TIME BY THE
UNDERWRITERS. ' ' :

The City maintains a website at www.lacity.org. The information presented therein is not a part
of this Official Statement, is not incorporated by reference herein, and should not be relied upon in
making an investment decision with respect to the Series 2012 Bonds.
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OFFICIAL STATEMENT

$49,650,000 $133,715,000
CITY OF L.OS ANGELES CITY OF L.OS ANGELES
Wastewater System Revenue Bonds, Wastewater System Subordinate
Refunding Series 2012-A Revenue Bonds,

Refunding Series 2612-C

INTRODUCTION

This introduction is not a summary of this Official Statement. It is only a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire Official
Statement, including the cover page and appendices hereto, and the documents described herein. All
statements contained in this introduction are gualified in their entirety by reference to the entire Official
Statement. References to, and summaries of, provisions of the Constitution, the City Charter and laws of
the State of California and any documents referred to herein do wnot purport to be complete and such
references are qualified in their entirety by reference to the complete provisions. All capitalized terms
used in this Official Statement and not otherwise defined herein have the meanings set forth in the
Resolutions.

General

Authorization and Description of the Series 2012 Bonds. The $49,650,000 City of Los Angeles
Wastewater System Revenue Bonds, Refunding Series 2012-A (the “Series 2012-A Senior Lien Bonds™)
and the $133,715,000 City of Los Angeles Wastewater System Subordinate Revenue Bonds, Refunding
Series 2012-C (the “Series 2012-C Subordinate Bonds”, together with the Series 2012-A Senior Lien
Bonds, the “Series 2012 Bonds™) are being issued by the City of Los Angeles (the “City™) pursuant to the
Charter of the City of Los Angeles (the “City Charter”) and California Government Code Sections 53570
et seq. (as amended, the “Refunding Law™). The Series 2012-A Senior Lien Bonds are issued pursuant to
the Wastewater System Revenue Bonds General Resolution, adopted by the Council of the City (the “City
Council™) on November 10, 1987, as amended and supplemented (the “General Resolution”), including as
amended and supplemented by the Twenty-Sixth Supplemental Resclution, adopted by the City Council
on March 23, 2012 (the “Twenty-Sixth Supplemental Resolution™) pertaining to the Series 2012-A Senior
Lien Bonds. The Series 2012-C Subordinate Bonds are issued pursuant to the Wastewater System
Subordinate Revenue Bonds General Resolution, adopted by the City Council on March 26, 1991, as
amended and supplemented (the “Subordinate General Resolution” and, together with the General
Resolution, the “Resolutions”), including as amended and supplemented by the Thirteenth Supplemental
Resolution, adopted by the City Council on March 23, 2012 (the “Thirteenth Supplemental Resolution™)
pertaining to the Series 2012-C Subordinate Bonds and the other Series 2012 Subordinate Bonds (herein
described).

Under the General Resolution, the City will have issued thirty series of Senior Lien Bonds (the
“Existing Senior Lien Bonds”) in the original aggregate principal amount of $4,823,761,473.50, of which
$1,186,760,000 will be Outstanding subsequent to the issuance of the Series 2012 Bonds and the Series
2012-B Subordinate Bonds and the completion of the refundings relating thereto. Under the Subordinate
General Resolution, the City will have issued twenty-four series of Subordinate Bonds (the “Existing
Subordinate Bonds™) having a lien on Revenues (herein defined) subordinate to that of the Senior Lien
Bonds, in the original aggregate principal amount of $2,449,385,000, of which $1,325,660,000 will be
Outstanding subsequent to the issuance of the Series 2012 Subordinate Bonds and the completion of the
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refundings relating thereto. Under the Subordinate General Resolution, the City has alse authorized a
maximum of $400,000,000 aggregate principal amount of Subordinate Bonds in the form of commercial
paper notes (the “CP Notes”). The maximum amount of CP Notes that may be Outstanding at any
particular time under the existing Line of Credit (the “Line of Credit™) for the CP Notes is $300,000,000.
No CP Notes are currently Outstanding. See “Financial Operations of the Wastewater System —
Outstanding Indebtedness” herein. Additional Senior Lien Bonds and Subordinate Bonds may be issued
pursuant to the provisions of the General Resolution and the Subordinate General Resolution,
respectively, subject to satisfaction of the conditions precedent set forth therein. See “Security and
Sources of Payment for the Series 2012 Bonds — Additional Senjor Lien Bonds” and “~ Additional
Subordinate Bonds” herein. '

Use of Proceeds of the Series 2012 Bonds. The proceeds of the Series 2012-A Senior Lien
Bonds, together with certain other amounts described herein, will be used to (i) pay the purchase price of
certain of the City’s Wastewater System Revenue Bonds, Refunding Series 2003-B (the “Series 2003-B
Senior Lien Bonds”) to be purchased by the City pursuant to a tender offer therefor, and (ii) pay certain
costs of issuing the Series 2012-A Senior Lien Bonds. The proceeds of the Series 2012-C Subordinate
Bonds, together with certain other amounts described herein, will be used to (i) pay the purchase price of
certain of the City’s Series 2003-B Senior Lien Bonds, Wastewater System Subordinate Revenue Bonds,
Refunding Series 2003-A, and Wastewater System Subordinate Revenue Bonds, Refunding Series 2003-
B (the “Series 2003-B Subordinate Bonds™), to be purchased by the City pursuant o a tender offer
therefor, and (i) pay certain costs of issuing the Series 2012-C Subordinate Bonds. See “Plan of

. Finance” herein.

Addifional Anticipated 2012 Issuances. As described herein under “Plan of Finance,” in
addition to the Series 2012-A Senior Lien Bonds and the Series 2012-C Subordinate Bonds, the City is
undertaking several refundings of its Senior Lien Bonds and Subordinate Bonds to achieve debt.service
savings or other desired debt restructurings. As part of this plan of finance, the City has issued its
Wastewater System Subordinate Revenue Bonds, Refunding Series 2012-A (the “Series 2012-A
Subordinate Bonds™) and intends to issue its Wastewater System Subordinate Revenue Bonds, Refunding
Series 2012-B (the “Series 2012-B Subordinate Bonds,” together with the Series 2012-A Subordinate
Bonds, the “Additional Series 2812 Subordinate Bonds”; and the Additional Series 2012 Subordinate
Bonds and the Series 2012-C Subordinate Bonds are referred to herein as the “Series 2012 Subordinate
Bonds”). The pledge, assignment and lien on the Revenues (herein defined) granted pursuant to the
General Resolution to secure the other Senior Lien Bonds (herein defined) issued and to be issued under
the General Resolution will be, in all respects, on parity with the pledge, assignment and lien on the
Revenues securing the Series 2012-A Senior Lien Bonds and prior to the pledge, assignment and lien on
the Revenues granted pursuant to the Subordinate General Resolution, including the pledge, assignment
and lien with respect to the Series 2012-C Subordinate Bonds and the Additional Series 2012 Subordinate
Bonds. The Series 2012-B Subordinate Bonds, when issued pursuant to the Subordinate General
Resolution, will be payable solely from Revenues on a basis subordinate to the Senior Lien Bonds,
including the Series 2012-A Senior Lien Bonds, and on parity with the Series 2012-C Subordinate Bonds,

The System

The City owns and operates the wastewater collection and treatment system (the “System”™),
which serves an approximately 600 square mile area with a population in excess of 4 million. The System
has two distinct service areas: the Hyperion System and Terminal Island System (each as described
herein). Total average daily flow during Fiscal Year 2011 was 383 million gallons per day. The System
also provides wastewater conveyance, treatment and disposal services to 29 sanitation districts, cities,
governmental entities and private businesses which adjoin the City. The System consists of more than
6,700 miles of sewers and interceptors, four treatment plants and various other facilities.



Security and Sources of Payment for the Series 2012 Bonds

Series 2012-A Senior Lien Bonds. The Series 2012-A Senior Lien Bonds are revenue bonds
secured by and payable from certain limited revenues of the City received from the ownership and/or
operation of the System. The Series 2012-A Senior Lien Bonds, the Existing Senior Lien Bonds, and any
other bonds issued in the future under the General Resolution (collectively, the “Senior Lien Bonds™) are
secured by a pledge of and first lien on (i) Revenues {defined below); and (ii) all amounts held in the
Reserve Fund, the Debt Service Fund (except for amounts segregated for the payment of specific Senior
Lien Bonds that have become due and payable or that have been called for redemption, which amounts
are held in trust for such specific Senior Lien Bonds only), and the Construction Funds. “Revenues”
consist of all revenues of the City’s Sewer Construction and Maintenance Fund (the “SCM Fund™) and
revenues otherwise attributable to the System, including earnings received from investments in the SCM
Fund, the Debt Service Fund, the Reserve Fund and the Emergency I'und, provided that Revenues shall
not include any amount received from the levy or collection of taxes, amounts designated for capital costs
received under confracts with confracting agencies, moneys received ag granis, earnings on the
Construction Funds or the proceeds of borrowings or insurance. See “Security and Sources of Payment
for the Series 2012 Bonds™ herein.

Pursuant to the General Resolution, Revenues in the SCM Fund are to be used on an ongoing
basis to pay or provide for the ordinary and reasonable expenses of the operation and maintenance of the
System including, without limitation, refunds and the reasonable expenses of management, repair and
other expenses necessary to maintain and preserve the System in good repair and working order when
such amounts become due in the ordinary course of business. On or before the twenty-fifth day of each
month, the City is to transfer amounts from the SCM Fund to the Debt Service Fund, Reserve Fund, and
Emergency Fund (all held under the General Resolution for the Senior Lien Bonds), amounts sufficient to
make the deposits therein required under the General Resolution.

Series 2012-C Subordingte Bonds. The Series 2012-C Subordinate Bonds, the Existing
Subordinate Bonds and any bonds issued in the future under the Subordinate General Resolution
(collectively, the “Subordinate Bonds™) are secured by a pledge of and second lien on the Revenues, on a
basis subordinate to the pledge of and lien on Revenues to the Senior Lien Bonds. The pledge, assignment
and lien on the Revenues granted to secure the Senior Lien Bonds is, in all respects, prior to the pledge,
assignment and lien granted by the Subordinate General Resolution for the benefit of the Subordinate
Bonds. The Revenues, including Revenues held in the SCM Fund and the earnings on such Revenues,
will be used first to pay the Senior Lien Bonds as the same become due, and to make current deposits into
the funds held pursuant to the General Resolution before such Revenues will be available for deposit into -
the funds and accounts held under the Subordinate General Resolution for the benefit of the Subordinate
Bonds. The Series 2012-C Subordinate Bonds are also secured by a pledge and lien on the 2012
Subordinate Debt Service Fund created pursuant to the Thirteenth Supplemental Resolution. See
“Security and Sources of Payment for the Series 2012 Bonds” herein, No reserve fund is established for
payment of the Series 2012-C Subordinate Bonds.

Limited Obligations. The Series 2012-A Senior Lien Bonds are special, limited obligations of the
City payable from the Revenues and amounts on deposit in the SCM Fund, Debt Service Fund, Reserve
Fund and Construction Funds as defined in the General Resolution. The Series 2012-C Subordinate
Bonds are special, limited obligations of the City payable solely from the Revenues, on a basis
subordinate to the Senior Lien Bonds, and from amounts on deposit in the 2012 Subordinate Debt Service
Fund created pursuant to the Subordinate General Resolution. The City is not obligated to make payment
from any other source. The Series 2012 Bonds are not payable from the general fund of the City and are.
not a general obligation of the City, and neither the full faith and credit nor the taxing power of the City is
pledged to the payment of any amounts due on the Series 2012 Bonds.



Forward-Looking Statements

Certain statements included or incorporated by reference in the Official Statement constitute
“forward-looking statements.” Such statements are generally identifiable by the terminology used such as
“plan,” “expect,” “estimate,” “budget,” “projected” or other similar words. The achievement of certain
results or other expectations contained in such forward-looking statements involve known and unknown
risks, uncertainties and other factors which may cause actual results, performance or achievements
described to be materially different from any future results, performance or achievements expressed or
implied by such forward-looking statements. Although the City believes that such expectations reflected
in such forward-looking statements are reasonable, there can be no assurance that such expectations will
prove to be correct. The City is not obligated to issue any updates or revisions to the forward-looking
statements if or when its expectations, or events, conditions or circumstances on which such statements
are based occur.

Continuing Disclosure

For purposes of assisting the Underwriters in complying with Rule 15¢2-12(b)(5) adopted by the
Securities and Exchange Commission (the “Rule™), the City has agreed to provide audited financial
statements of the City for the SCM Fund and other financial and operating data relating to the System, not
later than the June 30 after the end of each Fiscal Year, commencing on June 30, 2013 for the report for
Fiscal Year 2011-12, or if the Fiscal Year-end changes from June 30, not later than 365 days after the end
of the City’s Fiscal Year, to the Electronic Municipal Market Access (“EMMA™) database maintained by
the Municipal Securities Rulemaking Board (the “MSRB"), and to provide notices to the MSRB through
EMMA of the occurrence of certain enumerated events, as required by the Rule. See “Continuing
Disclosure” herein and Appendix H — “Form of Continuing Disclosure Certificate” attached hereto.

Miscellaneous

Copies of the resolutions and additional information may be obtained upon request from the
Office of the City Administrative Officer, City of Los Angeles, 200 North Main Street, City Hall East,
Room 1500, Los Angeles, California 90012, Attention: Debt Management Group, (213) 485-2881.
Certain capitalized terms used herein have the meanings ascribed to such terms in Appendix B —
“Glossary of Defined Terms” attached hereto. See also Appendix D — “Glossary of System Terms”
attached hereto.

PLAN OF FINANCE

General. The City has undertaken and is undertaking several refundings of its Senior Lien Bonds
and Subordinate Bonds in order to achicve debt service savings or other desired debt restructurings. The
Series 2012-A Senior Lien Bonds and the Series 2012-C Subordinate Bonds are expected to be the final
series of such bonds to be issued under this financing plan.

Series 2012 Bonds. The proceeds of the Series 2012-A Senior Lien Bonds and the Series 2012-C
Subordinate Bonds will be used to (i) pay the purchase price of the Purchased Senior Lien Bonds and the
Purchased Subordinate Bonds (as such terms are defined below) and (ii) pay certain costs of issuing the
Series 2012-A Senior Lien Bonds and the Series 2012-C Subordinate Bonds, respectively. In addition,
certain amounts currently held under the General Resolution and the Subordinate General Resolution will
be used for the payment of the Purchased Bonds. See “Estimated Sources and Uses of Funds” herein.



The City and EJ. De La Rosa & Co., Inc., as dealer-manager (the “Dealer-Manager”), have
entered into a Dealer-Manager Agreement pursuant to which the Dealer-Manager facilitated the
solicitation of offers for tender for purchase by the City of certain Outstanding Senior Lien Bonds and
certain Qutstanding Subordinate Bonds. The City caused an Invitation to Tender Bonds, dated March 26,
2012, to be distributed to the holders of the Existing Senior Lien Bonds and Existing Subordinate Bonds
set forth in the table. The Senior Lien Bonds and the Subordinate Bonds that were tendered and will be
purchased are referred to herein as the “Purchased Senior Lien Bonds” and the “Purchased Subordinate
Bonds,” respectively,

The Purchased Senior Lien Bonds and Purchased Subordinate Bonds consist of the following:

Series 2003-B Senior Licn Bonds

Maturity Date Principal CUSIP No." ’

(June 1) Amount (Base: 544652)
2014 $ 2,355,000 U32
2015 245,000 U40
2016 1,130,000 Us7
2017 50,000 Ue6s
2018 75,000 u73
2019 25,000 U8l
2021 1,080,000 99
2022 1,665,000 V23
2023 250,000 V3l
2024 54,810,000 V49

Series 2003-A Suberdinate Bonds

Maturity Date Principal CUSIP No.’
{June 1) Amount (Base: 544652)
2014 $ 430,000 N63
2015 465,000 - ONT1
2016 895,000 Ng9
2017 8,055,000 N97
2018 3,255,000 P20
2019 2,935,000 P38
2020 250,000 P46
2021 30,630,000 P53
2025 38,235,000 P61
2026 22,715,000 P79
2027 5,445,000 P87



Series 2003-B Subordinate Bonds

Maturity Date Principal CUSIP No.!
{June 1) Amount {Base: 544652)
2014 $ 105,000 R69
2016 705,000 R85
2017 85,000 R93
2018 35,000 527
2019 220,000 535
2020 - 435,000 $43
2022 11,210,000 S50
2023 15,670,000 568

t  Copyright 2003, American Bankers Association. CUSIP® is a registered trademark of the American Bankers Association.
CUSIP data herein is provided by the CUSIP Service Bureau, managed on behalf of the American Bankers Association by
Standard & Poor’s. This data is not intended to create a database and does not serve in any way as a substitute for the
CUSIP Services Bureau, CUSIP numbers have been assigned by an independent company not affiliated with the City and
are included solely for the convenience of the registered owners of the referenced bonds. Neither the City nor the
Underwriters are responsible for the selection or uses of these CUSIP numbers, and no representation is made as to their
correctness on the applicable bonds or as included herein.

On the date of delivery of the Series 2012-A Senior Lien Bonds and the Series 2012-C
Subordinate Bonds, the City will deposit a portion of the proceeds of the Series 2012-A Senior Lien
Bonds and the Series 2012-C Subordinate Bonds into certain escrow accounts (collectively, the “Escrow
Accounts™) to be held by U.S. Bank National Association (the “Escrow Agent™) in an amount sufficient to
pay the purchase price of the Purchased Bonds, determined as described in the Invitation to Tender
Bonds, through and including the seftlement date, being the date after the issuance of the Series 2012
Bonds (the “Settlement Date”). The Escrow Accounts will be established under an escrow deposit
agreement (the “Escrow Agreement™) between the City and the Escrow Agent. After the deposit into the
Escrow Accounts of such proceeds of the Series 2012-A Senior Lien Bonds and Series 2012-C
Subordinate Bonds and certain other amounts described herein, the City will be discharged from all
obligations with respect to the Purchased Bonds. Upon purchase, the Purchased Bonds will be promptly
surrendered to the Paying Agent for cancellation in accordance with the Resolutions. The purchase of the
Purchased Bonds is expected to occur on the day after the date of issuance of the Series 2012-A Senior
Lien Bonds and the Series 2012-C Subordinate Bonds.

Additional 2012 Issnances. The City has heretofore issued its Series 2012-A Subordinate Bonds
and used the proceeds thereof to (i) current refund a portion of the City’s Wastewater System Subordinate
Revenue Bonds, Variable Rate Refunding, Series 2008-A, Series 2008-B, Series 2008-C, Series 2008-D,
Series 2008-E and Series 2008-F-1 (the “Series 2008-A-F1 Bonds” and the refunded portion thereof being
referred to herein as the “Refunded 2008 Bonds™) and (ii) fund the termination payment with respect to a
partial termination of the swap agreements relating to the Refunded 2008 Bonds. The City expects to
issue its Series 2012-B Subordinate Bonds and use the proceeds thereof, together with certain other
amounts, to advance refund all of the City’s Wastewater System Revenue Bonds, Refunding Series 2003-
A and a portion of the Series 2003-B Subordinate Bonds.



ESTIMATED SOURCES AND USES OF FUNDS

The Series 2012 Bond proceeds, together with certain other amounts, are expected to be applied

as set forth below:

Series 2012-A
Senior Lien Bonds

Series 2012-C

Subordinate Bonds

Fotal

Estimated Sources of Funds

Principal Amount $49,650,000.00

$133,715,000.00

$183,365,000.00

Original Issue Premium 10,891,720.50 26,467,434.30 37,359,154.80
Funds on Deposit under Resolutions :

for the Purchased Bonds 1,269,67583 3,447, 106.09 4,716,78 1.92
Total $61,811,396.33 $163,629,540.39 $225,440,936.72
Estimated Uses of Funds
Pay Purchase Price for Purchased

Senior Lien Bonds and Purchased

Subordinate Bonds $61,320,576.83 $162,318,976.19 $223,639,553.02
Costs of Issuance™” 49(,819.50 1,310,564.20 1,801,383.70
Total $61,811,396.33 $163,629,540.39 $225,440,936.72

M Includes underwriters’ discoumt, financial advisors fees, rating agency fees, escrow agent fees, bond counsel fees and
expenses, disclosure counsel fees and expenses, printing costs and other miscellaneous expenses.

DESCRIPTION OF THE SERIES 2012 BONDS

The Series 2012 Bonds will be dated and will bear interest from their date of delivery. Interest on
the Series 2012 Bonds will be payable semi-annually on June 1 and December 1, commencing on
December 1, 2012. Interest will be calculated on the basis of a year of 360 days and twelve 30-day
months, The Series 2012 Bonds will be issuable as fully-registered bonds, will mature in the principal
amounis in each year (subject to prior redemption), and will bear interest at the respective rates per annum
as set forth on the inside cover of this Official Statement.

The Series 2012 Bonds will be registered in the name of Cede & Co., as nominee of The
Depository Trust Company, New York, New York (“DTC™). DTC will act as securities depository for the
Series 2012 Bonds. Ownership interests in the Series 2012 Bonds may be purchased in book-entry form
only. So long as DTC or its nominee is the Owner of the Series 2012 Bonds, payments of the principal of,
redemption premium, if any, and interest on the Series 2012 Bonds will be made as described in
Appendix G ~ “Book-Entry Only System” attached hereto.

REDEMPTION OF THE SERIES 2012 BONDS
Redemption of the Series 2012 Bonds

Optional Redemption. The Series 2012-A Senior Lien Bonds are subject to redemption, as a
whole or in part as designated by the City, or, absent such designation, pro rata among maturities and by
lot within any one maturity if less than all of the Series 2012-A Senior Lien Bonds of such maturity are to
be redeemed, prior to their respective maturity dates, at the option of the City, on any date on or after June



1, 2022, at a redemption price equal to the principal amount of the Series 2012-A Senior Lien Bonds to be
redeemed plus accrued interest thereon to the date of redemption, without premium.

The Series 2012-C Subordinate Bonds maturing on or before Fune 1, 2022 are not subject to
redemption before their stated maturities. The Series 2012-C Subordinate Bonds maturing on or after June
I, 2023 are subject to redemption, as a whole or in part as designated by the City, or, absent such
designation, pro rata among maturities and by lot within any one maturity if less than all of the Series
2012-C Subordinate Bonds of such maturity are to be redeemed, prior to their respective maturity dates, at
the option of the City, on any date on or after June 1, 2022, at a redemption price equal to the principal
amount of the Series 2012-C Subordinate Bonds to be redeemed plus accrued interest thereon to the date
of redemption, without premium.

Selection of Series 2012 Bonds for Redemption. The Series of Series 2012 Bonds that are
subject to optional redemption will be selected among such maturities as the City may designate, or,
absent such designation, shall be redeemed pro rata among maturities. The Series of Series 2012 Bonds
shall be redeemed by lot within any maturity, in any manner the City shall deem appropriate.

Notice of Redemption of Series 2012 Bonds

At least 30 days and no more than 60 days before each date of redemption, the City will give
notice by mail to each owner of a Series 2012 Bond to be redeemed at the owner’s registered address. So
long as DTC is the registered owner of Series 2012 Bonds to be redeemed, notice of redemption shall be
sent to DTC. Failure to give any required notice of redemption will not affect the validity of the call for
redemption of any Series 2012 Bond in respect of which no failure occurs.

The notice of redemption shall (i) specify the Series 2012 Bonds to be redeemed, the redemption
date, the redemption prices, or if applicable, a description of the mechanism or method for obtaining the
redemption price and the place or places where amounts due upon such redemption will be payable and, if
less than all of the Series 2012 Bonds of a Series are to be redeemed, the numbers of the Series 2012
Bonds, and the portions of Series 2012 Bonds, to be redeemed; (ii) state any condition to such redemption
or, if applicable, a description of the mechanism or method for determining the redemption price; (iii)
state that on the redemption date, and upon the satisfaction of any such condition, the Series 2012 Bonds
to be redeemed shall cease to bear interest; (iv) the CUSIP numbers of all Series 2012 Bonds or portions
thereof being redeemed; (v) the date of original issuance of the Series 2012 Bonds; (vi) the rate of interest
borne by the Series 2012 Bonds being redeemed; (vii) the maturity date of the Series 2012 Bonds being
redeemed; and (viii) any other descriptive information to identify accurately the Series 2012 Bonds or -
portions thereof being redeemed.

Any notice of redemption may be rescinded by written notice given by the City no later than five
Business Days prior to the date specified for redemption. The City shall give notice of such rescission in
the same manner, and to the same persons, as notice of such redemption was given,

Effect of Redemption of Series 2012 Bonds

On the date designated for redemption, notice having been given in the manner and under the
conditions provided in the Resgolutions and moneys for payment of the redemption price being held in
trust to pay the redemption price, the Series 2012 Bonds called for redemption shall become due and
payable, interest on such Series 2012 Bonds shall cease to accrue, such Series 2012 Bonds shall cease to
be entitled to any lien, benefit or security under the General Resolution or the Subordinate General



Resolution, as applicable, and the owners of such Series 2012 Bonds shall have no rights in respect
thereof except to receive payment of the redemption price.

SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2012 BONDS
Sources of Payment

All Revenues received by the City from the ownership and operation of the System (less
collection fees paid to the Department of Water and Power (“DWP™)) are deposited, after collection, into
the SCM Fund held by the City Treasurer. The SCM Fund has been operated as a special fund of the City
since it was created by an ordinance adopted by the City Council in 1970. For the City’s internal
purposes, the City has also created a Sewer Operation and Maintenance Fund and a Sewer Capital Fund
into which amounts from the Sewer Construction and Maintenance Fund may be transferred, and the City
may create other funds into which Revenues (as defined below) are deposited or held. All of such funds
are collectively referred to as the “SCM Fund,” and amounts in all of such funds will be held and used as
the SCM Fund. All expenditures related fo the construction, operation, maintenance and repair of the
System are accounted for in the SCM Fund. Audited financial statements of the SCM Fund for the Fiscal
Years ended June 30, 2011 and 2010 are attached as Appendix E hereto. The City is required to prepare
annually audited financial statements of the SCM Fund.

“Revenues” means all revenues of the SCM Fund and revenues otherwise atiributable to the
System, including, but not limited to, those revenues currently arising as a result of the imposition of
sewer service charges, industrial waste surcharge and inspection fees, sewage disposal coniract charges,
sewerage facility charges and bonded sewer fees and all other income and receipts derived by the City
from the ownership or operation of the System or arising from the System and including amounts
attributable to extensions, additions and improvements to the System and all other amounts received by
the City in payment for providing wastewater collection, treatment and/or disposal services; and all
earnings received from the investment of the SCM Fund, the Debt Service Fund, the Reserve Fund and
the Emergency Fund; provided, however, that Revenues do not include:

6] any amount received from the levy or collection of taxes;

(ii)  amounts received under confracts or agreements with governmental or private entities and
designated for capital costs;

(i)  moneys received as grants from the United States of America or from the State of
California;

(iv)  earnings received from the investment of the Construction Funds;

) the proceeds of borrowings; and

(vi)  proceeds of insurance.
Pledge of Revenues for the Series 2012-A Senior Lien Bonds

Under the terms of the General Resolution and the Revenue Bond Law, the City has pledged the
Revenues to secure the payment of the Senior Lien Bonds, including the Series 2012-A Senior Lien
Bonds. The City also has pledged to the payment of the Senior Lien Bonds all moneys and securities held

in the Reserve Fund, the Debt Service Fund and the Construction Funds as well as all Revenues held in
the SCM Fund. Such pledge is for the equal and proportionate benefit and security of all Senior Lien



Bonds regardless of the time or times of their issuance or maturity, and all Senior Lien Bonds shall be of
equal rank without priority as to any Senior Lien Bond over any other Senior Lien Bond. Notwithstanding
the foregoing, the General Resolution permits the issuance of obligations secured by the Revenues on a
subordinated basis.

The Revenue Bond Law, prior to amendment in 1990, provided that the payment of principal of
and interest on bonds issued pursuant to the Revenue Bond Law would be secured by an “exclusive”
pledge, charge and len upon “all” of the revenues of the financed enterprise. Such provision has been
amended to delete the references to an exclusive pledge of all of the revenues. The City, at the time of the
adoption of the General Resolution, (1) limited the revenues which are pledged to pay the General
Resolution Bonds to those revenues within the definition of Revenues as set forth above; (2) granted the
lien to secure all Additional Bonds, whether issued under the Revenue Bond Law or uader other
authority; and (3) provided for the issuance of subordinated obligations which may be secured by a
subordinated lien on the Revenues.

In the General Resolution, the City represents and states that it has not previously pledged the
Revenues, and the City covenants that, until all of the Senior Lien Bonds and the interest thereon shall
have been paid or are deemed to have been paid, it will not (except for Additional Bonds issued as
provided in the General Resolution) incur any obligations payable from the Revenues prior to or on a
parity with the payment of the Senior Lien Bonds, except for operation and maintenance expenses, and
will not grant any prior or parity pledge of Revenues or voluntarily create or permit to be created any
charge or lien on the Revenues ranking prior to or on a parity with the charge and lien which secures all
Senior Lien Bonds issued under the General Resolution. The City may, however, create or permit to be
created a charge and lien on the Revenues ranking junior and subordinate to the charge or lien of the
Senior Lien Bonds. The City also covenants in the Resolutions that it will continue to provide the System
as the primary system and as a complete and operational system for the collection, transportation,
treatment and disposal of sewage, wastewater and industrial wastewater within the City and will not sell,
transfer or otherwise dispose of the System or any part thereof essentjal to the proper operation of the
System except under the conditions described in the General Resolution. See Appendix C - “Summary of
Certain Provisions of the Resolutions” attached hereto.

No Pledge of Refundable Credits

The City previously issued $177,420,000 aggregate principal amount of Wastewater System
Revenue Bonds Series 2010-A (the “Series 2010-A Senior Lien Bonds™} and designated such bonds as
“Build America Bonds” under the provisions of the American Recovery and Reinvestment Act of 2009,
The City has received and expects to continue to receive periodic payments (“Refundable Credits™) from
the United States Treasury equal to 35% of the interest payable on the Series 2010-A Senior Lien Bonds.
The City previously issued $89,600,000 aggregate principal amount of Wastewater System Revenue
Bonds Series 2010-B (the “Series 2010-B Senior Lien Bonds™) and designated such bonds as “Recovery
Zone Economic Development Bonds” under the provisions of the American Recovery and Reinvestment
Act of 2009. The City has received and expects to continue to receive periodic Refundable Credits from
the United States Treasury equal to 45% of the interest payable on the Series 2010-B Senior Lien Bonds.

The Refundable Credits constitute amounts payable by the Federal government under Section
6431 of the Code, and which, in the case of the Series 2010-A Senior Lien Bonds, the City has elected to
receive under Section 54AA(g)(1) of the Code. All of the Refundable Credits received by the City are to
be deposited upon receipt into the debt service account established with respect to the Series 2010-A
Senjor Lien Bonds and the Series 2010-B Senior Lien Bonds to which they relate, and are pledged to the
payment of the Series 2010-A Senior Lien Bonds and the Series 2010-B Senior Lien Bonds only. The
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Refundable Credits are not pledged to the payment of the Series 2012 Bonds. The Refundable Credits are
included in the calculation of Revenues under the General Resolution.

Senior Lien Bonds Rate Covenani

The City has covenanted in the General Resolution that it will, at all times while any of the Senior
Lien Bonds remain Qutstanding, establish, fix, prescribe and collect rates, fees and charges in connection
with the use of the System so that in each Fiscal Year the Revenues will be at least sufficient to pay the
following amounts: (1) the interest on and principal of the Outstanding Senjor Lien Bonds as they become
due and payable; (2) all other payments required for compliance with the terms of the General Resolution
and of any Supplemental Resolution including, but not limited to, the required deposits to the Debt
Service Fund, Reserve Fund and Emergency Fund; (3) all other payments to meet any other obligations of
the City which are charges, liens or encumbrances upon, or payable from, the Revenues; and (4) all
current operation and maintenance costs of the System (but not including such operation and maintenance
costs as are scheduled to be paid by the City from moneys other than Revenues). The City further agrees
that it will establish, fix, prescribe and collect rates, fees and charges in connection with the use of the
System so that during each Fiscal Year the Net Revenues are equal to at least 125 percent of the actual
debt service becoming due on Outstanding Senior Lien Bonds in such year. “Net Revenues” for any given
period consist of the Revenues for such period less the Expenses for such period, but excluding any
profits or losses on the early extinguishment of debt or on the sale or other disposition, not in the ordinary
course of business, of investments or fixed or capital assets. “Expenses™ consist of the total operating
expenses of the System as determined in accordance with generally accepted accounting principles,
except to the extent such items are included in such operating expenses, depreciation, interest on
Outstanding Senior Lien Bonds and amortization of financing expenses.

Reserve Fund for Senior Lien Bonds

Under the terms of the General Resolution, the Reserve Fund is required to be created and funded
in an amount equal {0 Maximum Annual Debt Service on all Senior Lien Bonds issued and Outstanding
“under the General Resolution. The Reserve Fund is valued annually under the General Resolution on or
about January 15. Upon issuance of the Series 2012-A Senior Lien Bonds, amounts in the Reserve Fund
will be at least equal to the Reserve Requirement, which shall equal $107,080,146.

Moneys held in the Reserve Fund are to be used for the purpose of paying principal and interest
on the Senior Lien Bonds if on any principal or interest payment date the amounts in the Debt Service
Fund available therefor are insufficient to pay in full the amounts then due. Moneys held in the Reserve
Fund may also be used to make any deposit required to be made to a Rebate Fund if the City does not
have other funds available from which such deposit can be made. The City shall annually, on or about
January 15, value the Reserve Fund on the basis of the market value thereof. If upon any vajuation, the
value of the Reserve Fund exceeds the Reserve Fund Requirement, the excess amount shall be withdrawn
and deposited into the Debt Service Fund; if the value is less than the Reserve Fund Requirement,
additional deposits shall be made to the Reserve Fund. For purposes of determining the amount on deposit
in the Reserve Fund, any Reserve Fund Insurance Policy shail be deemed to be a deposit in the face
amount of the policy or the stated amount of the credit facility provided, as reduced by any payment made
thereunder and not reinstated. The Reserve Fund does not currently include any Reserve Fund Insurance
Policy.

The City may satisfy the Reserve Fund Requirement in whole or in part by depositing into the
Reserve Fund a Reserve Fund Insurance Policy that satisfies the requirements of the General Resolution.
Amounts in the Reserve Fund in excess of the Reserve Fund Requirement are to be transferred to the Debt
Service Fund for the Senior Lien Bonds. A “Reserve Fund Insurance Policy” is an insurance policy, a
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letter of credit or surety bond deposited in the Reserve Fund in licu of or partial Substitution for cash or
securities. Debt backed by the entity providing such Reserve Fund Insurance Policy shall be rated in one
of the two highest classifications by both Moody's and S&P (without reference to gradations thereof such
as “plus” or “minus”).

At such time as a Series of Senior Lien Bonds is to be paid in full or deemed to be paid in full, if,
as a result, the amount in the Reserve Fund will exceed the Reserve Fund Requirement, the excess may at
such time be used to pay or provide for the payment of the Senior Lien Bonds of such Series.

Additional Senior Lien Bonds

In addition to the Existing Senior Lien Bonds and the Series 2012-A Senior Lien Bonds, the City
may authorize one or more other series of Additional Senior Lien Bonds which are secured by the pledge
of Revenues made under the General Resolution equally and ratably with Senior Lien Bonds previously
issued,

As a condition to the issuance of Additional Senior Lien Bonds, except with respect to certain
refunding bonds, the City shall first be required to obtain a certificate or certificates prepared by a
Consultant or by Consultants showing (i) that the Net Revenues for the immediately preceding Fiscal Year
or for any 12 consecutive months out of the 18 consecutive months immediately preceding the issuance of
the proposed Additional Senior Lien Bonds were at least equal to 125 percent of the Maximum Annual Debt
Service for all Senior Lien Bonds which will be Outstanding immediately after the issuance of the proposed
Bonds, and (ii) that the estimated Net Revenues for the Fiscal Year immediately following the date of
issuance of such Series of Senior Lien Bonds will be at Jeast equal to 125 percent of Maximum Annual Debt
Service for all Senior Lien Bonds which will be Outstanding immediately after the issuance of the proposed
Senior Lien Bonds.

For purposes of the computations to be made as described in subsection (i) and in subsection (i)
of the preceding paragraph, the determination of Net Revenues may take into account as adjustments any
increase in rates and charges and shall take into account any reductions in such rates and charges which
relate to the System and which have been authorized by the City to be implemented and which will for
purposes of the test described in (i) of the preceding paragraph, be effective prior to or at the time of
issuance of such proposed Bonds and for purposes of the test described in (ii) of the preceding paragraph
be effective during the Fiscal Year for which such estimate is made.

Refunding Sénior Lien Bonds

Notwithstanding the provisions described above, the General Resolution provides that additional
series of Senior Lien Bonds may be issued for the purpose of refunding any Outstanding Senior Lien
Bonds without compliance with the tests set forth above if, prior to the issuance of such Senior Lien
Bonds, an Authorized City Representative shall have delivered a certificate showing that the Maximum
Annual Debt Service on all Senior Lien Bonds Qutstanding after the issuance of the refunding Senior
Lien Bonds will be equal to or less than the Maximum Anmual Debt Service on all Senior Lien Bonds
Outstanding prior to the issuance of such Senior Lien Bonds.

Subordinate Pledge of Revenues for the Series 2612-C Subordinate Bonds

To secure the payment of all Subordinate Bonds issued pursuant to the terms of the Subordinate
General Resolution, the City has pledged, placed a second lien upon and assigned to the Owners of the
Subordinate Bonds (1) the Revenues and (2) the Revenues held in the SCM Fund including the earnings
on such Revenues. The City has previously pledged and assigned the Revenues and granted a lien upon
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the Revenues to secure all Senior Lien Bonds, whenever issued, including Senior Lien Bonds issued
subsequent to the issuance of Subordinate Bonds (including the Series 2012-C Subordinate Bonds). The
pledge, assignment and lien on the Revenues granted to secure the Senior Lien Bonds is, in all respects,
prior to the pledge, assignment and lien granted by the Subordinate General Resolution. The Revenues,
including Revenues held in the SCM Fund and the earnings on such Revenues, will be used first to pay
the Senior Lien Bonds as the same become due and make current deposits into the funds held pursuant to
the General Resolution before such Revenues will be available to pay Subordinate Bonds. This pledge of
and lien upon the Revenues will be for the equal and proportionate benefit and security of all Subordinate
Bonds issued under the terms of the Subordinate General Resolution, all of which, regardless of the time
or times of their authentication and delivery or maturity, will be of equal rank without preference, priority
or distinction as to lien or otherwise. The pledge and lien granted by the Subordinate General Resolution
will remain effective for so long as any Subordinate Bonds are Qutstanding thereunder. Amounts in the
Subordinate Debt Service Fund and Construction Fund established for any Series of the Subordinate
Bonds are pledged to secure such Subordinate Bonds in accordance with the terms of the applicable
Supplemental Resolution.

In the Subordinate General Resolution, the City represents and states that except for the pledge
granted to secure the Senior Lien Bonds, the City has not previously pledged the Revenues or the SCM
Fund nor created any lien thereon, and the City covenants that, until all the Subordinate Bonds issued
under the provisions of the Subordinate General Resolution and the interest thereon will have been paid or
are deemed to have been paid, it will not, except to the extent additional Senior Lien Bonds are issued
under the terms of the General Resolution, grant any prior or parity pledge of Revenues of the SCM Fund,
or create or permit to be created any charge or lien on the Revenues ranking prior to or on a parity with
the charge and lien which secures the Subordinate Bonds issued pursuant to the Subordinate General
Resolution. The City will not, by the provisions of the Subordinate General Resolution, be restricted or
limited in its ability to issue additional Senior Lien Bonds, all of which will rank prior to the Subordinate
Bonds with respect to the pledge of, lien on and assignment of the Revenues. The City may create or
permit to be created a charge or lien on the Revenues ranking junior and subordinate to the charge and
lien which secures the Subordinate Bonds issued pursuant to the Subordinate General Resolution.

Subordinate Bonds Rate Covenant

The City covenants in the Subordinate General Resolution that it will at all times while any
Subordinate Bonds remain Outstanding, establish, fix, prescribe and collect rates. fees and charges in
connection with the use of the System so that Revenues for each Fiscal Year will be at least sufficient to
pay the following amounts: (1) the interest on and principal of the Outstanding Senior Lien Bonds and
Subordinate Bonds as they become due and payable; (2) all other payments required for compliance with
the terms of the Sepior Lien Resolution and the Subordinate General Resolution and of any Supplemental
Resolutions issued thereunder; (3) all other payments to meet any other obligations of the City which are
charges, liens, or encumbrances upon, or payable from, the Revenues; and (4) all current operation and
maintenance costs of the System (but not including such operation and maintenance costs as are
scheduled to be paid by the City from moneys other than Revenues, such moneys to be clearly available
for such purpose). The City further agrees that it will establish, fix, prescribe and collect rates, fees and
charges in connection with the use of the System so that during each Fiscal Year the Net Revenues are
equal to at least 110% of the actual debt service becoming due on Outstanding Senior Lien Bonds and
‘Subordinate Bonds in such year provided that for such purposes, the principal amount of Senior Lien
Bonds and Subordinate Bonds becoming due in such year which is paid from the proceeds of other
borrowings shall not be included as debt service becoming due in such year.
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No Reserve Fund for Series 2012-C Subordinate Bonds

There is no reserve fund for any Subordinate Bonds (including the Series 2012-C Subordinate
Bonds). Moneys held in the Reserve Fund (as defined in the General Resolution) and attributable to the
Senior Lien Bonds may not be used to pay the principal of, premium, if any, and interest on the Series
2012-C Subordinate Bonds.

Additional Subordinate Bonds

As a condition to the issuance of any additional Subordinate Bonds, the City will first be required
to obtain a certificate or certificates prepared by a Consultant or by Consultants showing that the Net
Revenues for the inwnediately preceding Fiscal Year or for any 12 consecutive months out of the 18
consecutive months immediately preceding the issuance of the proposed Subordinate Bonds were at least
equal to 110% of the Maximum Annual Debt Service for all Senior Lien Bonds and Subordinate Bonds
which will be Outstanding immediately after issuance of the proposed Subordinate Bonds. For purposes
of preparing the certificate or certificates described above, the Consultant or Consultants may rely upon
financial statements prepared by the City that have not been subject to audit by an independent certified
public accountant if audited financial statements for the Fiscal Year or period are not available.

For purposes of the computations to be made as described in the preceding paragraph, the
determination of Net Revenues may take into account any increases in rates and charges which relate to
the System and will take into account any reductions in such rates and charges, which increases or
decreases have been authorized by the City to be implemented and which will be effective prior to or at
the time of issuance of such proposed Subordinate Bonds.

Except as described in the last sentence of this paragraph, the certificate or certificates described
above will not be required if the Subordinate Bonds being issued are for purposes of refunding the
Outstanding Senior Lien Bonds or Subordinate Bonds, and if at the time of the issuance of such
Subordinate Bonds, a certificate of an Authorized City Representative will be delivered showing that
Maximum Annual Debt Service on all Senior Lien Bonds and Subordinate Bonds Ouistanding after the
issuance of the refunding Subordinate Bonds will not exceed Maximum Annuwal Debt Service on all
Senjor Lien Bonds and Subordinate Bonds Quistanding prior to the issuance of such Subordinate Bonds.
The exception provided by this paragraph will not apply with respect to Subordinate Bonds not
constituting part of a Commercial Paper Program issued to refund Subordinate Bonds constituting part of
a Commercial Paper Program unless the authorized principal amount of the Commercial Paper Program is
reduced by an amount equal to the Subordinate Bonds refimded.

If any of the Outstanding Series of Subordinate Bonds or Senior Lien Bonds constitutes Variable
Rate Indebtedness, for purposes of the Subordinate General Resolution (except as otherwise provided in
the Subordinate General Resolution), such Subordinate Bonds or Senior Lien Bonds will be assumed to
bear interest at the rate quoted in The Bond Buyer Revenue Bond Index for the last week of the month
preceding the date of calculation of Maximum Annual Debt Service, as published in The Bond Buyer, or
if that index is no longer published, another similar index selected by the City, or if the City fails to select
a replacement index, an interest rate equal to 80% of the yield for outstanding United States Treasury
bonds having an equivalent maturity as the then Outstanding Subordinate Bonds or Senior Lien Bonds for
which the interest rate is to be assumed or having an equivalent maturity as the additional Subordinate
Bonds proposed to be issued, or if there are no such Treasury bonds having equivalent maturities, 100%
of the lowest prevailing prime rate of any of the five Jargest commercial banks in the United States ranked
by assets.
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Flow of Funds ﬂnder the General Resolution and the Subordinate Resolution

The SCM Fnnd. The City has agreed under the General Resolution that so long as any Bonds
remain Outstanding it will continue to maintain the SCM Fund or another special fund or special funds
into which all Revenues will be deposited and any and all such funds into which Revenues are deposited
by the City shall be maintained and the amounts therein held and used as provided in the General
Resolution.,

Pursuant to the General Resolution, the City has agreed that it will deposit all Revenues (except
the earnings on the Debt Service Fund (as defined in the General Resolution) created and held under the
General Resolution and the Reserve Fund (as defined in the General Resolution) created and held under
the General Resolution for which the special provision is made in the General Resolution and except for
the earnings on funds created and held under Supplemental Resolutions for which special provision may
be made) as collected, into the SCM Fund. All Revenues in the SCM Fund shall be held by the City in
trust and applied as provided in the General Resolution, and pending such application, such amounts shall
be subject to a lien and charge in favor of the Holders of the Bonds issued and Cutstanding under the
General Resolution. ‘

Payment of Operation and Maintenance Expenses. Prior to making deposits into the Debt
Service Fund, Reserve Fund or Emergency Fund, Revenues on deposit to the credit of the SCM Fund will
be used to pay or provide for the ordinary and reasonable expenses of the operation and maintenance of
the System when such amounts become due in the ordinary course of business, including, without
limitation, refunds, the reasonable expenses of management, and repair and other expenses necessary to
maintain and preserve the System in good repair and working order.

Deposits to the Debt Service Fund, Reserve Fund and Emergency Fund Under the General
Resolution. On or before the twenty-fifth day of each month, the City must withdraw from the SCM Fund -
an amount sufficient to make the deposits described in (a), (b) and (c) below and to deposit such amount
to the credit of the following funds and in the priority lsted. If in any month available moneys are
insufficient to make all of such deposits, moneys will be deposited first to the Debt Service Fund and,
thereafter, to the Reserve Fund and, thereafter, to the Emergency Fund. Deposits from the SCM Fund are
required to be made as follows:

(&) to the credit of the Debt Service Fund, an amount equal to the Aggregate Accrued Interest
and Aggregate Accrued Principal for the current calendar month, less any Excess in the fund on the first
day of the month, plus any Deficiency existing on the first day of such calendar month, plus any amount
of interest or principal on Bonds which has become due and has not been paid and for which there are
insufficient funds in the Debt Service Fund or another special fund or account to be used to make such
payment;

(b) o the credit of the Reserve Fund, the following amounts, if any: (i) if, as of the most
recent valuation of the Reserve Fund, the value thereof was less than the Reserve Fund Requirement and
the amount of such deficiency has not previously been restored, then commencing with the first month of
the first Fiscal Year following such valuation and continuing until such deficiency has been eliminated
{which may be by subsequent valuation), one-twelfth of the difference between the Reserve Fund
Requirement and the value of the Reserve Fund on such valuation date, plus (ii) if any amount has been
withdrawn from the Reserve Fund during the preceding 12 months to prevent a default on the Bonds or 1o
make a deposit into the Rebate Fund and the Reserve Fund has not subsequently been restored to the
Reserve Fund Requirement, an amount equal to one-twelfth of the amount so withdrawn, plus (iii) if any
Bonds have been issued during the preceding 12 months and, at the time of such issuance, the City did not
deposit into the Reserve Fund the full amount necessary to increase the amount in the Reserve Fund to the
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Reserve Fund Requirement and the amount of such deficiency has not previously been deposited into the
Reserve Fund, an amount equal to one-twelfth of the difference between the Reserve Fund Requirement
due upon the issuance of such series of Bonds and the amount deposited into the Reserve Fund at the time
of issuance; and

) to the credit of the Emergency Fund, the following amounts, if any: (i) if, as of the most
recent valuation of the Emergency Fund, the value thereof was less than the Emergency Fund
Requirement and the amount of such deficiency has not previously been restored then commencing with
the first month of the first Fiscal Year following such valuation and continuing until such deficiency has
been eliminated (which may be by subsequent valuation), one-twelfth of the difference between the
Emergency Fund Requirement and the value of the Emergency Fund on such valuation date, plus (i) if
any amount has been withdrawn from the Emergency Fund during the preceding 12 months to pay
expenses arising from an emergency or a Hability claim and the Emergency Fund has not subsequently
been restored to the Emergency Fund Requirement, one-twelfth of the amount so withdrawn.

Deposit of Reverues to Funds and Accounts Under the Subordinate Resolution. So long as the
requirements set forth below are met, the City may, at any time, as provided by Supplemental Resolution,
withdraw amounts from the SCM Fund to make deposits to the debt service funds and reserve funds
created under Supplemental Resolutions or otherwise to make payments or provide for payments on
Subordinate Bonds. The foregoing provisions are, however, restricted to the extent that no amount will be
withdrawn from the SCM Fund to make deposits to funds created under Supplemental Resolutions or
otherwise make payments or provide for payments on Subordinate Bonds unless:

{a) all operation and maintenance expenses are being or have been paid as they
become due;

{n the monthly deposits to be made into the Debt Service Fund, the Reserve Fund
and the Emergency Fund (each such fund as defined in and held under the General Resolution) for all
prior months have been made in full and no deficiency exists with respect to the Debt Service Fund under
the General Resolution;

(c the amounts which are or will be required to be deposited into the Debt Service
Fund, the Reserve Fund and the Emergency Fund (each as defined in the General Resolution) and held
under the General Resolution during the then current calendar month have been deposited into such funds
or sach amounts are segregated within the SCM Fund to be used to make such deposits prior to the
withdrawal or use of funds for the purpose of paying or providing for the payment of Subordinate Bonds;
and -

(d) after any such withdrawal or segregation as provided in (c) above and after the
withdrawal for the purpose of paying or providing for the payment of Subordinate Bonds, there will
remain in the SCM Fund an amount at least equal to the amount reasonably estimated by the City to be
needed to provide for the System’s operation and maintenance expenses during the next 45 days.

So long as the conditions (&), (b), (¢), and (d) above are met, then the City may at any time and,
subject to the conditions set forth above, shall, as required by Supplemental Resolutions, withdraw from
the SCM Fund such amounts as are needed to pay debt service on Subordinate Bonds and fulfill other
funding requirements contained in Supplemental Resolutions under which Subordinate Bonds have been
issued.

Moneys Remaining in the SCM Fund. In addition to paying operation and maintenance
expenses and making the deposits to the Debt Service Fund, Reserve Fund and Emergency Fund, amounts
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in the SCM Fund may, from time to time, be used to pay capital expenses of the System or may be used
for any other lawful purpose related to the System, but if and only if all of the following conditions are
met prior to any such withdrawal:

(a) all operation and maintenance expenses are being or have been paid as they become due;

(b} the monthly deposits to be made pursuant to certain provisions of the General Resolution
for all prior months have been made in full and no Deficiency (as defined in the General Resolution)
exists with respect to the Debt Service Fund as defined in and created under the General Resolution; and
all payments to be made to pay or provide for payment of Subordinate Bonds under the terms of
Supplemental Resolutions which payments have become due have been paid in full and no deficiency
then exists in any Debt Service Fund or Reserve Fund;

{c) the amounts which are or will be required to be deposited pursuant to certain provisions
of the General Resolution during the then current calendar month are deposited as provided in the General
Resolution or such amounts are segregated with the SCM Fund to be used to make such deposits prior to
the withdrawal or use of funds for other purposes under this paragraph; and all amounts to be paid on the
Subordinate Bonds or otherwise required under the terms of Supplemental Resolutions to be deposited to
provide for the payment of Subordinate Bonds during the then current calendar month have been paid or
deposited or such amounts (which may be an estimated amount deemed appropriate by the City) are
segregated within the SCM Fund to be used to make such deposits prior to the withdrawal or use of funds
for other purposes under this paragraph; and

(d) after such withdrawal, there will remain in the SCM Fund an amount at least equal to the
amount reasonably estimated by the City to be needed to provide for the System’s operation and
maintenance expenses during the next 45 days.

Any amounts in the SCM Fund which are not Revenues may be withdrawn at any time and
without restriction and such amounts may be withdrawn without regard to the requirements of the
preceding paragraph, it being the intent of the General Resolution and the Subordinate Resolution, that
the various funds described in the General Resolution and the Subordinate Resolution, respectively, and
the balances required to be maintained in the SCM Fund are to be maintained from the Revenues.

Books and Accounts

The City prepares annual financial statements of the SCM Fund in accordance with generally
accepted accounting principles which are audited by an independent certified public accountant. See
Appendix E — “City of Los Angeles Sewer Construction and Maintenance Fund Basic Financial
Statements with Independent Auditor’s Report for the Fiscal Years Ended June 30, 2011 and 2010 and
Debt Service Compliance Report for the Fiscal Year Ended June 30, 20117 aftached hereto. The City will
make the financial statements available for examination by any Bondholder or any Beneficial Owner and
will furnish a copy of the financial statements to any Bondholder or any Beneficial Owner upon request.
The City may charge a fee to cover the cost of copying.

The City is also required to prepare and adopt a budget for the SCM Fund annually prior to the
beginming of the Fiscal Year and a five-year capital plan or capital budget setting forth in reasonable
detail the amount expected to be expended in each year for capital needs of the System and the purposes
for which such amounts are expected to be expended. '
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Operation and Maintenance of the System

The City covenants that it will maintain and preserve the System in good repair and working
order, in conformity with standards customarily followed for munijcipal wastewater systems of like size
and character. The City also covenants that it will from time to time make all necessary and proper
repairs, renewals, replacements and substitutions to the properties of the System, so that at all times
business carried on in connection with the System will and can be properly and advantageously conducted
in an efficient manner and at reasonable cost.

Emergency Fund

In 1987, the City established an Emergency Fund in connection with the issuance of the initial
series of Bonds and deposited therein $5 million. The City has never withdrawn money from the
Emergency Fund and the Emergency Fund is currently funded at its original amount of $5 million.
Amounts in the Emergency Fund may be used by the City, if other funds are not readily available and
sufficient, to pay extraordinary and unexpected repair or replacement expenses of the System or liability
claims related to the System. Amounts will be withdrawn from the Emergency Fund only after delivery to
the Treasurer of a certificate signed by an Authorized City Representative stating that an extraordinary
and unexpected event has ocourred or that an amount is die as a result of a Hability claim, that the
expense resulting from such event or the claim which is to be paid is in excess of $500,000, that other
funds are not readily available to pay such expense or claim, and that the expenditure of such funds has
been duly authorized in accordance with City procedures. The Treasurer will annually, on or about
January 15 of each year, and at such other times as the City deems appropriate, value the Emergency
Fund on the basis of the market value thereof. I, upon any valuation of the Emergency Fund, the value
thereof is less than the Emergency Fund Requirement or if the City withdraws funds from the Emergency
Fund and such withdrawal reduces the balance in such fund below the Emergency Fund Requirement,
then deposits shall be made into the Emergency Fund from the SCM Fund as provided in the General
Resolution. Such deposits will be made after deposits to the Debt Service Fund and Reserve Fund
pursuant to the General Resolution and prior to the withdrawal or use of funds for the purpose of paying
or providing for the payment of Subordinate Bonds. See “Security and Sources of Payment for the Series
2012 Bonds — Flow of Funds Under the General Resolution and the Subordinate General Resolution”
herein.

Insurance and Condemnafion

The City agrees that it will maintain commercial insurance or provide a self-insurance reserve
against loss or damage to the System from fire, storm or other causes to the extent that such insurance or
reserves are customary for sewer systems in metropolitan areas. However, the City is not required o
maintain insurance against earthquake damage if it determines that earthquake insurance is not available
on the open market, from reputable companies at a reasonable price. The City does not currently maintain
earthquake insurance on the System and does not anticipate obtaining such coverage in the future. The
City is not required to maintain liability insurance or self-insurance reserves in lieu of liability insurance
in any period for which the City agrees to hold the SCM Fund harmless from all general, automobile, and
public liability claims filed during such period.

The City carries commercial insurance with an equipment breakdown limit of $100 million for
loss to boiler and machinery, excluding damage caused by earthquake and flood. The deductible for this
policy is $1 million and is paid from amounts in the SCM Fund. The City carries all risk property
coverage with limits of $1 billion for damage 1o real and personal property, excluding damage to real and
personal property is insured up to $100 million per occurrence, excluding damage caused by earthquake
and flood. The deductible for this policy is §1 million which is covered by the SCM Fund. These
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insurance policies do not include business interruption protection. The City carries property terrorism
coverage with limits of $100 million for certified and non-certified acts of terrorism. The deductible for
this policy is $100,000 and is paid from amounts in the SCM Fund.

The General Resolution provides that the proceeds of any property damage insurance will be
applied to the restoration, replacement or reconstruction of the property or facility lost or damaged, unless
the City determines that such property or facility is not necessary to the efficient or proper operation of
the System and therefore determines not to restore, replace or reconstruct such property or facilities. Any
proceeds of such insurance not applied to restoration, replacement or reconstruction or remaining after
such work is completed will be deposited in the SCM Fund and be available for other proper uses of
funds deposited in the SCM Fund. Proceeds of any liability insurance will be applied by the City in
satisfaction of the applicable claim. If the City has elected to self-insure its property damage risks, then,
unless the City determines not to restore, replace or reconstruct such property or facilities, amounts in the
self-insurance fund will be withdrawn and used to restore, replace or reconstruct the property or facility
Tost or damaged as a result of a casualty for which such fund was created, If the City has elected to self-
insure its liability risk, then amounts in the self-insurance fund of the SCM Fund will be withdrawn and
applied in satisfaction of claims arising as a result of events for which such fund was created.

The General Resolution provides that if any property or facilities comprising part of the System
will be taken through the exercise of the power of eminent domain, the City will apply the proceeds of
any award received on account of such taking to the replacement of the property or facilities so taken,
unless the City determines that such property or facility is not necessary to the efficient or proper
operation of the System and therefore determines not to replace such property or facilities. Any proceeds
of such award not applied to replacement or remaining after such work has been completed will be
deposited in the SCM Fund and be available for other proper uses of funds deposited in the SCM Fund.

Asmendment to the Resolutions Relating to the Refundable Credits

The City has amended each of the Resolutions to provide for an offset to Revenues in the amount
of the Refundable Credits. The Resolutions, as amended, provide that (i) for the purpose of calculating
Maximum Annual Debt Service, in determining the amount of interest coming due during any twelve-
month period ending June 30 on any Series of Subordinate Bonds or Senior Lien Bonds, as applicable,
that were issued as Build America Bonds or Recovery Zone Economic Development Bonds (collectively,
“Direct Subsidy Bonds™), such amount shall be reduced by an amount equal to the Refundable Credits the
City is scheduled to receive with respect to such Subordinate Bonds issued as Direct Subsidy Bonds or
Senior Lien Bonds issued as Direct Subsidy Bonds, as applicable, during each such twelve-month period
ending June 30 (and to avoid double counting, an equivalent amount shall be deducted from Revenues for
the purpose of such calculation); and (ii) with respect to the Rate Covenant, for the purpose of calculating
actual debt service becoming due on Outstanding Senior Lien Bonds (in the case of the amendment to the
General Resolution), or QOutstanding Senior Lien Bonds and Subordinate Bonds {in the case of the
amendment to the Subordinate General Resolution), in determining the amount of interest coming due
during any twelve-month period ending June 30 on any Series of Subordinate Bonds or Senior Lien
Bonds, as applicable, that were issued as Direct Subsidy Bonds, such amount shall be reduced by an
amount equal to the Refundable Credits the City is scheduled to receive with respect to Subordinate
Bonds or Senior Lien Bonds, as applicable, during each such twelve-month period ending June 30 {and to
avoid double counting, an equivalent amount shall be deducted from Revenues for the purpose of such
calculation).

These amendments are not yet effective. These amendments shall become effective on the date

on which the written consent of the Owners of not less than 51% in aggregate principal amount of
Qutstanding Senior Lien Bonds and of each Insurer or Credit Provider thereof, if any (in the case of the
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General Resolution) and the written consent of the Owners of not less than 51% in apgregate principal
amount of Outstanding Subordinate Bonds and of each Insurer or Credit Provider thereof, if any (in the
case of the Subordinate General Resolution), has been obtained, and the other requirements of the General
Resolution and Subordinate General Resolution, as applicable, have been satisfied. Purchasers of bonds
issued on and affer October 21, 2010, including purchasers of the Series 2012 Bonds, will be deemed to
have granted such consent by their purchase of such bonds. Prior to the issuance of the Series 2012
Bonds, there has been obtained, in the case of the General Resolution, the consent of 10.38 percent in
aggregate principal amount of Outstanding Senior Lien Bonds and, in the case of the Subordinate General
Resolution, the consent of 7.77 percent in aggregate principal amount of Qutstanding Subordinate Bonds.
No Insurers and Credit Providers have consented to the amendments,

Swap Agreements

The City has entered into two Swap Agreements (the “Swap Agreements”) that are associated
with the Series 2008-A-F1 Bonds. The City’s payments under the Swap Agreements are special, limited
obligations of the City payable from Revenues of the System and are subordinated obligations pursuant to
the Subordinate General Resolution which are junior and subordinate to the Subordinate Bonds as to the
lien on and source and security for the payment from the Revenues. Payments received by the City under
the Swap Agreements constitute Revenues of the System. However, such payments are not a source of
credit or security for the Series 2012 Bonds. The City’s obligation to pay the principal of, premium, if
any, and the interest on the Series 2008-A-F1 Bonds is not affected by any failure of a Swap Counterparty
to perform its obligations under the respective Swap Agreement. In certain circumstances, the City could
be required to make an unanticipated termination payment to a Swap Counterparty and such termination
payment could be substantial. See “Financial Operations of the Wastewater System — Swap Agreements”
herein. Upon the delivery of the Series 2012-A Subordinate Bonds, the City partially terminated and
reduced the notional amount payable under each Swap Agreement relating to the Refunded 2008 Bonds
such that the remaining outstanding notional amount is $75,542,500. The City financed the termination
payment with a portion of the proceeds of the Series 2012-A Subordinate Bonds. See “Plan of Finance”
herein.

THE WASTEWATER SYSTEM
Service Area

The System provides wastewater collection, treatment and disposal services for an area of
approximately 600 square miles that includes most of the City. The wastewater service area within the
Los Angeles Basin is detenmined by natural drainage patterns and does not generally conform to political
boundaries. Because of the economics associated with gravity flow, parts of the City are served by other
agencies and likewise the City provides wastewater service for other communities and adjacent areas.
Areas within the City limits that are not served by the City are served by Los Angeles County Sanitation
Districts. See page 23 herein for a map of the System.

Existing Facilities

Treatment Plants. The City’s four wastewater treatment plants receive flows from two distinct
service areas. Central, western and northern areas of the City are tributary to a coastal plant, the Hyperion
Treatment Plant (“HTP"), and to two inland plants along the Los Angeles River, the Donald C. Tillman
Water Reclamation Plant (“DCTWRP”) and the Los Angeles-Glendale Water Reclamation Plant
{“LAGWRP"). The southern harbor area of the City is tributary to the Terminal Island Water Reclamation
Plant (“TIWRP"). For ease of reference, the two service areas are referred to herein as the Hyperion
System and the Terminal Island System.
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The following table sets forth the approximate first year of operation, the current design
capacities and the influent flows of the Hyperion System treatment facilities and the Terminal Island
System treatment facilities:

TABLE 1
EXISTING WASTEWATER TREATMENT FACILITIES
Current
Approximate Design Average
First Year Capacity Flow
Treatment Facility of Operation {mgd) 12 {mgd) 3
HYPERION SYSTEM
Hyperion® 1923 450 300
Los Angeles-Glendale™ 1976 20 20
Tillman® 1984 80 47
Total Hyperion System 230 367
TERMINAL ISLAND SYSTEM
Terminal Island® 1935 _30 _16
TOTAL BOTH SYSTEMS 580 383

Source: City of Los Angeles, Bureau of Sanitation.

@ “mgd” means million gallons per day.

' These numbers are average flows for Fiscal Year 2011,

G} This facility utilizes activated sludge secondary treatment.

) These facilities utilize activated sludge secondary treatment followed by coapuiation, filtration, chlorination and
dechlorination.

©)  This facility utilizes activated sludge secondary treatment, microfiltration and reverse osmosis.

Collection System. The Wastewater collection and conveyance system consists of more than
6,700 miles of mainline sewers, in excess of 100,000 maintenance holes, 44 wastewater pumping plants,
and other miscellaneous facilities. Sixty-seven percent of the sewers have been in service for 50 years or
more with the oldest pipes installed about 125 years ago.

The City has 24 pumping plants in the Hyperion System and 20 pumping plants in the Terminal
Island System all of which form an integral and essential part of the conveyance system. The collection
system is designed with redundancy in the form of standby pumps and power supplies. Certain plants are
provided with storage retention basins or emergency bypass lines to address potential collection failures.

The City’s storm water collection and conveyance system is separate from the wastewater
collection and conveyance system. Storm water is discharged into the Santa Monica Bay and Los Angeles
Harbor through a series of storm drains. Under certain circumstances, some dry weather urban runoff is
diverted to the wastewater collection system for treatment at the HTP.

Hyperion Service Area. The Hyperion service area congists of a series of local, collector and
interceptor sewers terminating at the HTP. The seven main interceptor sewers in the Hyperion service
area are the Central Quifall Sewer (“COS™), the Coastal Interceptor Sewer (“CIS”), the East Central
Interceptor Sewer (“ECIS™), the Northeast Interceptor Sewer (“NEIS”), the North Central Outfall Sewer
(*NCOS™), the North Outfall Sewer (“NOS™), and the North Outfall Replacement Sewer (“NORS™).

Hyperion Treatment Plant. The existing HTP, designed for an average flow of 450 mgd,
currently treats an average flow of approximately 300 mgd. The HTP has a total wet weather flow
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capacity of 850 mgd. The HTP provides secondary treatment utilizing the pure oxygen activated sludge
process.

The City has entered into two agreements with DWP to provide for steam and power to the HTP,
Pursuant to a gas transfer/power purchase agreement between the City and DWP, the City delivers to
DWP its surplus methane gas from the HTP in exchange for power from DWP at a significantly reduced
rate, Pursuant to an operating agreement between the City and DWP, the DWP supplies steam from its
Scattergood Generating Station to the adjoining HTP in return for a conversion charge. A steamline has
been constructed between the Scattergood Generating Station and the adjoining HTP to provide the HTP
with the inexpensive process steam. The DWP has notified the City of its intent to terminate the steam
and power agreements at the end of 2014, The City is evaluating alternatives for digester gas reuse and
steam production, including a contemplated digester gas utilization project (the “DGUP”) at the HTP.
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Donald C, Tillman and Los Angeles-Glendale Water Reclamation Plants. The DCTWRP is
designed to provide tertiary treatment for an average dry weather flow of 80 mgd and a peak wet weather
flow of 160 mgd. The purpose of the DCTWRP is to treat all of the wastewater flow from the Additional
Valley Outfall Relief Sewer (*“AVORS”) and the East Valley Interceptor Sewer (“EVIS”), providing flow
relief for downstream reaches of the interceptor system. The LAGWRP is designed to provide tertiary
treatment for an average dry weather flow of 20 mgd and a peak wet weather flow of 30 mgd. This plant
is able to provide flow relief for the NOS interceptor system by treating a portion of the flow from the
eastern section of the San Fernando Valley and the cities of Burbank and Glendale, Sludge produced by
the two water reclamation plants is returned to the interceptor system for treatment at the HTP. In Fiscal
Year 2011, the DCTWRP and the LAGWRP returned a total of 8.6 mgd of sludge to the HTP for
treatment.

Terminal Island Service Area and Water Reclamation Plant, The service area for the TIWRP
consists of the Harbor area of the City located approximately 20 miles sowth of downtown Los Angeles.
This area includes the communities of Wilmington and San Pedro, Terminal Island, and a portion of
Harbor City. As it is geographically isolated from the rest of the City, this area requires a separate
collection, treatment and disposal system. The TIWRP is designed to treat an average dry weather flow
of 30 mgd and a peak wet weather flow of 55 mgd. The TIWRP has provided tertiary treatment since
December 1996, The TIWRP also contains advanced wastewater treatment facilities that use
microfiltration and reverse osmosis to recycle 5 mgd of wastewater, Reclaimed water from the TIWRP is
sold by DWP for its own account,

The following table sets forth the System wastewater flows for Fiscal Years 2002 through 2011
for each treatment plant,

TABLE 2
HISTORIC WASTEWATER FLOW
(Amounts in Million Gallons Per Day)

Fiscal Year
¥nded June 30 HTP LAGWRP DCTWRP TIWRP TOTAL

2002 342 18 52 15 427
2003 342 16 61 16 435
2004 339 16 61 15 431
2005 358 16 57 16 447
2006 337 15 54 16 422
2007 341 17 54 16 428
2008 322 17 48 16 443
2009 34 19 43 16 397
2010 300 20 48 16 384
2011 300 20 47 16 383

Source: City of Los Angeles, Bureau of Sanitation,
Subscribing Agencies

Universal Terms Contracts. The City currently provides wastewater conveyance, treatment and
disposal services on a wholesale basis to 20 agencies (the “Agencies™) pursuant to Universal Terms

Contracts, The Agencies include the Cities of Beverly Hills, Burbank, Culver City, El Segundo, Giendale,
La Caflada Flintridge, Long Beach, San Fernando and Santa Monica, the Crescenta Valley Water District,
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the Las Virgenes Municipal Water District, several Los Angeles County Sanitation Districts, the
community of Marina Del Rey and Universal City. ‘

The Universal Terms Contracts include the following key provisions: (i) the Agencies will pay
shares of the costs of the City’s amalgamated wastewater system facilities, including sewers with
diameters that are 36 inches or larger and pay shares of half the costs of sewers with diameters that are 30
to 36 inches in diameter, regardless of which facilities actually {reat and convey their wastewater, {ii) the
Agencies’ shares of treatment costs will reflect the flow and quality of their wastewater, (iii) the
Agencies’ shares of conveyance costs will reflect their flows and distances to the treatment plants, (iv) the
Agencies’ charges will be based on their actual wastewater flow and quality, (v) there will be no
limitation on the wastewater that an Agency can discharge into the System, {vi) the Agencies and the City
will share the connection fee income paid by new customers discharging to the System, (vii) interest and
penalties will be added to late payments by the Agencies, (viii) each Agency may have access to a share
of the reusable water produced by the City’s water reclamation plants, and (ix) the contract will have a
thirty-year term, except that the parties may initiate renegotiations after ten years for certain changed
conditions. All of the Universal Terms Contracts are in effect through 2029,

Sewage Disposal Contracts. The City also serves nine other agencies (each, an “SDC Entity” and
together with the Agencies, the “Entities”™) on a wholesale basis pursuant to the older Sewage Disposal
Contracts {“SDCs” and together with the Universal Terms Contracts, the “Wastewater Service
Contracts™. The nine SDC Entities operating under the older SDCs account for 0.5 mgd, which is 1% of
the 29 Entities’ total flow. These customers include the Veteran's Administration and several smail SDC
Entities. Although each SDC varies somewhat as to its terms and conditions, in general each SDC
requires payment of operation and maintenance expenses and capital costs attributable to those
components of the sewer system used by the SDC Entity. See “Financial Operations of the Wastewater
System — Sewer Rates and Revenues — Wastewater Service Contracts” herein for a description of
Revenues relating thereto.

Flow Contributed by the Entities. The Entities contributed approximately 13 percent of the
System flow in Fiscal Year 2011, The five largest Entities (Beverly Hills, Los Angeles County Sanitation
District Number 4, Culver City, Glendale and Santa Monica) accounted for approximately 79 percent of
the 29 Entities” total flow. The next five largest Entities accounted for approximately 14 percent of the
major subscribing Entities’ total flow. The following table seis forth the largest Entities and the flow
contributed by each.
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TABLE 3
MAJOR SUBSCRIBING ENTITIES AND FLOW CONTRIBUTED

Fiscal Year 2011
Actual

Entities Flow (mgd)"
Glendale 14.67
Santa Monica 11.27
Beverly Hills 5.06
Los Angeles County Sanitation District #4 4,57
Culver City 3.69
San Fernando 1.79
E! Segundo 1.49
Crescenta Valley Water District 1.41
Marina Del Rey 1.27
Burbank® 1.03
Los Angeles County Sanitation District #5 0.85
Univeysal City 0.62
Los Angeles County Sanitation District #16 0.50
Veterans Administration 0.38
Las Virgenes Municipal Water District (.36
[.os Angeles County Sanitation District #9 0.27
All Others _0.53

Total 4976

Source: City of Los Angeles, Bureau of Sanitation.
B o d” means mitlion gallons per day.
@ Burbank flow shown is from Fiscal Year 2008 due to flow monitoring issues that are still being resolved.

Other Treatment Facilities. The City of Burbank independently owns and operates a wastewater
treatment facility capable of treating up to nine mgd of Burbank’s wastewater flow, The remaining flow
and the biosolids from Burbank’s plant are deposited into the System. Burbank could expand ifs facilities
to treat all of the wastewater now produced in Burbank. However, any biosolids generated by Burbank
could still be discharged to the Systern for treatment and disposal.

The City of Glendale is responsibie for 50 percent of the operation and maintenance expenses and
50 percent of all non-expansion related capital improvement costs associated with the LAGWRP that is
owned and operated by the City. The City is responsible for the remainder of the operation and
maintenance expenses and non-expansion related capital improvement costs and all expansion related
capital improvement costs associated with this plant.
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Contract Receipts. The following table sets forth WSC cash receipts from the 29 Entities for
Fiscal Years 2007 through 2011. These amounts constituted approximately 4% of total System revenues
in Fiscal Year 2011,

TABLE 4
SEWER CONSTRUCTION AND MAINTENANCE FUND
CONTRACTUAL WASTEWATER SERVICES RECEIPTS

CASH BASIS (UNAUDITED)
(in Thousands)
Wastewater Service
Contract Receipis Fiscal Year Ended June 30
2007 2008 2009 2010 20131

Operation and Maintenance $19,9057  $13,041  $12,887 $16,097  $12,991
Capital 27.814 14,942 13,411 15,382 9,757

Total® $47.719 $27.982 $26298 331479 522,748

Scurce: City of Los Angeles, Department of Public Works — Office of Accounting, from records of the City Controller.
M Inciudes payments relating to higher than usual wastewater flows from certain Agencies.
@ Total may not equal sum of components due to rounding,

Security of the System

The System. is subject to safety and security inspections on a continuing basis by the City. All
four treatment plants in the System are maintained as secured facilities, with fences, gates and security
guards. All pumping plants with above-ground structures have security fences. Subterranean pumping
plants have padlocked hatches. Improved communications systems are being implemented. However, the
City does not represent that any existing or additional safety and security measures will be adequate in the
event that terrorist activities are directed against the System or that costs of security measures will not be
greater than currently anticipated. Further, damage to components of the System couid have a material
adverse impact on the City’s expenditures for repairs to the System. See “Security and Sources of
Payment for the Series 2012 Bonds ~ Insurance and Condemnation” herein for a description of insurance
for the System.

ORGANIZATION AND MANAGEMENT OF THE SYSTEM
General

The City is the planning agency, owner and operator of the System. The governing body consists
of the Mayor, who is chief executive of the City, and a 15-member full-time City Council, which is the
legislative body. The Mayor, the members of the City Council, the City Controller and City Attorney are
elected officials.

The Board of Pubiic Works manages and controls the Department of Public Works, which
administers the City’s water pollution control policy and is responsible for operation of the following
bureaus: Contract Administration, Engineering, Sanitation, Street Lighting and Street Maintenance. The
Board of Public Works is composed of five full-time salaried members appointed by the Mayor for a term
of five years.
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The Board of Public Works advertises and invites proposals for bids, awards contracts for the
construction of public facilities, and coordinates the issuance of certain activity permits for use of City-
owned property. An organization chart of the structure of the City government, the Department of Public
Works, the Bureau of Engineering and the Bureau of Sanitation is on the following page.
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Office of Accounting

The Office of Accounting of the Board of Public Works (the “Office of Accounting™) provides
the accounting and financial services to the Department of Public Works for all its funds and programs,
including the SCM Fund and the wastewater program. The Office of Accounting bills and collects
revenues from grant agencies and recipients of City services, processes appropriation and encumbrance
budgetary documents, initiates payments to contractors, service providers, other City departments and
employees, and assures expenditure compliance within appropriations. The Office of Accounting also
prepares SCM Fund financial reports and statements, analyzes and provides information on accounting
and financial matters, and operates systems to provide general ledger and cost data to departmental users.

Bureau of Engineering

The Bureau of Engineering prepares environmenial assessments, preliminary designs, final plans
and specifications and estimates for all storm drains, sewers, wastewater treatment plants, bridges, service
yards and other public improvements. The Bureau of Engineering handles all contract documents and
certain contractual relationships for the aforementioned items during construction. The Bureau of
Engineering acquires rights of way and easements required for the various City projects, negotiates and
administers short-term rentals of property acquired by the City, sells City-owned properties and examines
titles and processes title transfers. For major design projects, such as the current Air Treatment Facilities
and the rehabilitation of the North Outfall Sewer, the Bureau of Engineering’s staff is augmented through
the use of engineering consuitants. The City Engineer directs the operations of the Bureau of Engineering
and is assisted by the Chief Deputy City Engineer and various Deputy and Division Engineers.

Bureau of Sanitation

The Bureau of Sanitation is responsible for the operation and maintenance of all facilities
required for the conveyance, treatment, and disposal of wastewater, including various technical services
related to wastewater. The Bureau of Sanitation also has responsibility for the collection and disposal of
refuse and other solid waste and for maintenance of local storm drains.

A Director and four Assistant Directors, who together constitute the Bureau of Sanitation’s
Executive Office, head the Bureau of Sanitation. There are Assistant Directors in charge of the HTP,
DCTWRP, LAGWRP and TIWRP; the Collection System, engineering services and watershed
management; Technical Services; and Solid Resources Management. All Assistant Directors report
directly to the Director.

Wastewater treatment plant operations and maintenance activities are the responsibility of plant
managers assigned to each of the four treatment plants. The manager of the Wastewater Collection
Systems Division is responsible for operating the pump stations and for routine and emergency
maintenance on both the separate sanitary sewer and local storm drain systems. The manager of
Wastewater Engineering Service Division is responsible for integrated planning for the System.

Technical Services includes five divisions with wastewater functions. The Regulatory Affairs
Division monitors legisiation, renews and updates permits, and serves as liaison with the various
regulatory agencies on matters affecting the Bureau of Sanitation’s operations and facilities. The
Environmental Monitoring Division is responsible for treatment plant performance monitoring, water
quality monitoring, and reporting functions. The Industrial Waste Management Division conducts
industrial waste discharge ordinance compliance monitoring and enforcement. The Information/Control
Systems Division produces and maintains the data processing and information control systems. The
Industrial Safety and Compliance Division develops and implements training and safety programs,
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The Financial Management Division handles financial matters including the development and
implementation of policies and procedures. The manager of this division and the manager of the
Administrative Division report directly to the Director of the Bureau of Sanitation.

Bureau of Contract Administration

General, The Bureau of Contract Administration is responsible for administering contracts and
permits for construction of all public works projects, incinding providing inspection services at
construction sites, preparing statements of payments due on contracts, recommending acceptance of
public improvement projects, and reviewing contractor compliance with affirmative action and minority
business enterprise requirements on City projects.

Contractor Procurement, The City contracts for a variety of services related to the wastewater
program, including general engineering consulting services, project design, construction management and
scheduling and construction. The Fiscal Year 2012 Capital Program includes approximately 87 separate
projects, which require the procurement of many contractors. Construction contracts are awarded by
competitive bid and require satisfactory bonds. All firms doing business with the City must show proof
of insurance in amounts as determined by the City Risk Manager. Required insurance includes but is not
limited to general liability, automobile liability and worker’s compensation. Additionally, a waiver of
subrogation is generally required. Any firm doing business with or in the City must comply with the City
business tax statutes.

WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM
General

The Wastewater System Capital Improvement Program (the “CIP™) is an ongoing, ten-year,
capital expenditure program. The general objectives of the CIP are {o meet federal and State requirements
and City policy regarding water pollution control, to provide satisfactory levels of service to users of the
System, and to maintain the integrity of the System, The CIP currently includes such improvements to the
System as the installation of major interceptor sewers, the renovation or replacement of other major
sewers and pumping stations, and the modernization and upgrading of wastewater treatment or
rectamation facilities. The City estimates that the total non-labor cost for these projects will be
approximately $849 million during the five-year period from Fiscal Year 2012 through Fiscal Year 2016.
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Prior Year Expenditures

The following table sets forth the capital expenditures made by the City for the CIP from Fiscai
Years 1987 through 2011,

TABLE 5
WASTEWATER CAPITAL IMPROVEMENT PROGRAM EXPENDITURES
Fiscal Years 1987 through 2011 (Unaudited)
(in Thousands)

System-Wide
Fiscal Year Collection Wastewater Treatment Major Caprtal Capital
Ended June 30 and Pumping Hyperion Other® Total Improvement™ Labor®™ Total®

Prior Years @ § 908,761  $1,759,104 $211,355 §$1,970,459 $2.879,220 § 964,673 $3,843,893
2002 190,685 12,525 8,591 21,116 211,801 58,210 270,011
2003 239,377 29,6381 8,101 37,782 277,159 63,310 340,469
2004 172,032 27,120 8,303 35,423 207,435 67,024 274,479
2005 112,566 17,089 25,276 42,365 154,931 71,141 226,072
2006 142,976 26,251 31,373 57,824 200,800 76,717 277,517
2007 111,754 27,784 60,572 88,356 200,110 84,933 285,063
2008 112,571 8,461 31,624 40,085 152,656 79,431 232,087
2009 155,827 38,458 12,311 50,769 206,596 69,938 276,534
2010 104,190 27,188 21,489 48,677 152,867 75,538 228,405
20117 83.180 44248 9,301 53,749 136,929 61,349 198,478

Total $2,333,919  $2,017,909 $428,696 $2,446,605  $4,780,524 $1,672.484  $6.463,008

Source City of Los Angeles, Bureau of Sanitation and Office of Accounting,
Actual expenditures on a cash basis. Includes the costs of issuance for bonds issued to finance capital improvements,

(2) Tncludes capital improvements from Fiscal Year 1987 through Fiscal Year 2001,

) Includes LAGWRP, DCTWRP, and TIWRP projects.

@ Represents the sum of System-wide collection and pumping expenditures and wastewater treatment expenditures.

©) Includes retirement contributions for System staff who work on the CIP. See “Financial Operations of the Wastewater
System — Retirement and Other Postemployment Benefits Contributions™ herein for a description of the System’s
contributions, through the City, to LACERS.

€ Represents the sum of major capital improvement expenditures and capital labor expenditures,

® Capital expenditures in Fiscal Year 2011 were reduced pending the outcome of the rate adjustment process.

Current Major Projects of the Wastewater Capital Improvement Program

Projects under Construction. The following projects are currently under construction. The cost
estimates set forth below may be increased and expected completion dates may be delayed due to
unexpected events, circumstances or conditions. See “~ Financing Plans for the Wastewater Capital
Improvement Program” herein.

Air Treatment Facilities. The City is constructing three air treatment facilities along large
interceptor sewers at an estimated cost of $45 miliion, of which $15 million remains to be spent.
Construction of the first two air treatment facilities has been completed. Construction of the third facility
is scheduled to begin in Qctober 2012, with completion scheduled for June 2014,

Donald C. Tillman Water Reclamation Plant Wet Weather Underground Storage Tank. The City
began construction of a storage tank in June 2010 to restore peaking capacity at an estimated cost of $13

miition, of which $5 million remains to be spent. The project is scheduled for completion in August 2012.
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Wastewater Control System Replacement Projects. The City has two projects to repiace and
upgrade the existing distributed control system and supervisory control and data acquisition system at an

estimated cost of $40 million to be spent before 2016.

Venice Pumping Plant Dual Force Main. The City is planning the construction of a dual force
main to handle the peak wet weather flow at the pumping plant. The estimated cost of this project is $53
million, The start date for this project is unknown because of litigation relating to requirements under the
California Environmental Quality Act.

Secondary Sewer Renewal Program. In addition to these individual projects, the City’s
Secondary Sewer Renewal Program (“SSRP”) will comprise a large pottion of the CIP. The City has
agreed to renew a rofling three-year average of 60 miles of sewers per year starting from Fiscal Year 2008
through 2014 pursuant to the Collection System Settiement Agreement (“CSSA”). The majority of these
projects will be renewals of secondary sewers. The SSRP includes 69 projects for Fiscal Years 2012
through 2016 and is projected to cost an aggregate $90 million. See “Regulatory Requirements Affecting
Operation of the System~ Collection System Settlement Agreement” herein.

Additional Projects. In addition to the above, the City plans to spend $646 million through Fiscal
Year 2016 to fund over 67 additional projects. These projects include sewer rehabilitations, new sewers
and rehabilitations and process enhancements at the four treatment plants.

Proposed CIP Expenditures. The Bureau of Sanitation annually prepares a Wastewater System
Capital Improvement Expenditure Program budget for the System, which is included for funding in the
City’s current adopted budget. The following table seis forth a summary of the proposed CIP
expenditures for Fiscal Years 2012 through 2016,

TABLE 6
SUMMARY OF CAPITAL IMPROVEMENT PROGRAM
Fiscal Years 2012 through 2016

{in Thousands)

Fiscal
Year Major Capital Im}grovementm

Ending  Collection and Wastewater Sub-Total Capital

June 30 Pumping  Treatment™ Svstem-wide Non-Labor Labor® Total
2012@ $ 46,500 $ 49,000 $ 19,400 $114,900 $ 71,200 § 186,100
2013 60,800 51,300 27,200 139,300 75,000 214,300
2014 93,900 61,500 24,200 179,600 77,700 257,300
2015 118,900 71,500 17,100 207,500 82,700 290,200
2016 114,100 77,500 16,000 207,600 86,500 294,100

Total $434.200 $310.800

Source: City of Los Angeles, Bureau of Sanitation.
0 Estimated.

@ includes the HTP, LAGWRP, DCTWRP, and TIWRP projects,

®) Includes retirement contributions for System staff who work on the CIP. See “Financial Operations of the Wastewater
System - Retirement and Other Postemployment Benefits Contributions” herein for a description of the System's
contributions, through the City, 1o LACERS (herein defined).

Capital expenditures in Fiscal Year 2012 were reduced pending the outcome of the rate adjustment process.

$848,900  $393,100  $1.242.000

@

Integrated Resources Plan. In 2006, the City completed an Integrated Resources Plan (*IRP”)
for the period through Fiscal Year 2020 that evaluated the needs of the System in conjunction with water
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reclamation, groundwater recharge, and storm water management, The projects set forth under the IRP
constitute a portion of the projects to be completed pursuant to the City’s CIP, which accounts for
projects for the next ten years. The timing and cost of individual projects depends on actual and projected
wastewater flow, and other factors affecting operation and maintenance. Additional projects may be
required pursuant the IRP depending on system flow, regulatory requirements and other factors. The IRP
proposes capital improvements in the last five years of the plan (2016 through 2020) that are currently
estimated to cost $257 million. As described above, the CIP includes an additional $849 million of
capital projects,

The City is currently preparing a five-year review of the IRP, scheduled to be completed in June,
2012. Any modifications to the IRP resulting from the review may cause projects to be delayed and a
reduction in the [RP-related expenditures contained herein. For a discussion of the projected funding
sources for capital projects pursuant to the IRP, see “— Financing Plans for the Wastewater Capital
Improvement Program” below,

Program Review

The Bureau of Sanitation is responsible for final decisions relating to Wastewater Program costs
and priorities. A Program Review Committee (“PRC”) consisting of the Director, Assistant Directors, and
Financial Manager of the Bureau of Sanitation and the Wastewater Deputy City Engineer annuaily
evaluates the CIP and meets monthly to consider any changes affecting the scope, cost, schedule, and
overall implementation of the program. From time to time, the City Controller audits various departments
and bureaus of the City. The last such audit of the Bureau of Sanitation, dated January 13, 2009
(“Controller’s Audit”), found that the Bureau of Sanitation has adequately planned for infrastructure
needs to serve the City’s wastewater demands and the CIP for the System addresses the facilities,
upgrades, programs and strategies necessary to move the City’s sewage from homes and businesses
through the primary and secondary sewer drainage basins to the wastewater treatment and water
reclamation plants.

Financing Plans for the Wastewater Capital Improvement Program

There are four primary funding sources available for the CIP: (i) System Revenues, (ii)
wastewater setvice contracts, (iif) proceeds of debt issuances, and (iv) Federal Emergency Management
Agency (“FEMA") and other federal grants and reimbursements.

System Revenues derived from user fees will continue to finance a portion of capital
improvements. Wastewater service contract capital payments made under agreements or contracts with 29
regional entities include reimbursement for certain capital improvements and related engineering and
contract administration costs. Debt financing (primarily revenue bonds and commercial paper) will
provide supplemental funds required by the CIP. The City estimates that a total of approximately $724
million of the CIP expenditures from Fiscal Years 2012 through 2016 (updated from the $744 million
estimate set forth in the Preliminary Official Statement dated March 26, 2012 {the “Preliminary Official
Statement”) relating to the Series 2012 Bonds) will be financed through the issuance of bonds, notes or
other forms of indebtedness.

Senior Lien Bonds and Subordinate Bonds are issued pursuant to the Charter of the City and the
authority of elections held in the City in 1987, 1988 and 1992 {collectively, the “Authorizations™} under
which the voters of the City authorized the issuance of wastewater system revenue bonds and noies in an
aggregate principal amount of $3,500,000,000, of which $116,855,691 remains to be issued. The voters of
the City subsequently approved a new Charter which became effective July 1, 2000, Under the new
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Charter additional revenue bonds and notes of the City may be issued without regard to the
Authorizations and without any further autherization by the voters of the City.

The City had $177 million aggregate principal amount of outstanding loans from the Clean Water
State Revolving Fund (the “SRF”) as of March 1, 2012, The City’s existing SRF Clean Water loans will
be paid through Fiscal Year 2025, The City is currently in negotiations with the State Water Resources
Control Board (“SWRCB?”) to obtain a $3 million SRF loan for an upcoming sewer rehabilitation project,
a loan which will be forgiven by the SWRCB if the City complies with the terms of the loan, The SRF
Clean Water loans are secured on a basis subordinate to all outstanding and hereinafter issued Senior Lien
Bonds and the Subordinate Bonds, including CP Notes.

As of March 1, 2012, the SCM Fund had received a total of $170 million in FEMA and State
disaster reimbursements related to earthquake repairs for the System. All earthquake repair projects have
been completed. The SCM Fund may receive approximately $41 million in reimbursements from FEMA,
the State and other City funds, subject to eligibility determinations and the availability of funds. The
financial projections set forth in this Official Statement include the receipt of $35 million reimbursement
from FEMA. The City continually evaluates opportunities for grant funds, but is not currently
constructing any large projects funded by federal or State grants.

The following table sets forth the projected major funding sources for the CIP for Fiscal Years
2012 through 2016.

TABLE 7
PROJECTED MAJOR FUNDING SOURCES FOR
WASTEWATER CAPITAL IMPROVEMENT PROGRAM
(in Thousands)""

Fiscal Year Ending June 30

Description 2012 2013 2014 2015 2016 Total
Net Debt Financing®® $ 62,492 $114,458 $176,093 $190,632  $180,580  $ 724,255
Grants / FEMA 6,000 20,000 9,000 0 0 35,000
WSC® Capital Payments 12,118 12,989 13,977 14,692 16,051 69,827
System Revenues 31,799 63,912 53,636 79,515 92,144 321,006
Interest Income 3,094 2,941 4,594 5,361 5,325 21,315
Other:

Usge of available fund balances 70,597 0 0 0 0 70.597
Total™ $186,100  $214.300 $257,300 $290200  $294100  $1.242.000

Sou;ce City of Los Angeles, Bureau of Sanitation.
Updated from the data set forth in the Preliminary Official Statement to reflect revised Net Debt Financing and other
amounts as a result of the refundings described herein.

®  Gee Table 21 hereof for projected debt financings and assumptions relating thereto.

O Wastewater Service Contracts,

® Excludes prior fiscal year’s ending fund balance. Total may not equal sum of components due to individua! rourding.
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FINANCYAL OPERATIONS OF THE WASTEWATER SYSTEM
Sewer Rates and Revenues

General. The City’s user fee gystem consists of a sewer service charge, industrial wastewater
surcharge and fees, a sewerage facilities charge, wastewater service contracts and miscellaneous fees, as
summarized below. In addition to the foregoing fees and charges, the City recovers the cost of System
operations and maintenance (including replacement) and a portion of major capital expenditures through
federal Clean Water and FEMA Grants, interest earnings and miscellaneous revenues.

\ Sewer Service Charge: This charge is based on metered water usage and includes reduced
rates for low income households and a compensating surcharge for non-low income
households and commercial customers.

® Industrial Wastewater Surcharge and Fees: The Quality Surcharge Fee is designed to
recover the costs related to suspended solids (“S8”) and biochemical oxygen demand
(“BOD™ strengths above normal or domestic strength values as well as costs for
administering and maintaining the surcharge program. Industrial Wastewater Permit
Application Fees are designed to recover the cost required to process permit applications
for applicable users. Inspection and Control Fees are designed to recover the costs of
necessary inspections of permitted users. Significant Industrial User fees recover a
portion of additional costs incurred in the monitoring and inspection of certain industrial
users subject to EPA categorical pretreatment requirements.

e Sewerage Facilities Charge: The Sewerage Facilities Charge (“SFC”) is designed to
recover the cost of the System capacity required by new sewer connections and increases
in capacity required by current System users.

© Wastewater Service Contracts: The wastewater service contracts with the Entities provide
for cost reimbursement of capital and operation and maintenance expenses.

* Miscellaneous Fees: These fees include bonded sewer fee, septage fees, sewer tap fees,
and other miscellaneous revenue sources,

Pursuant to the Municipal Code of the City, all revenues derived from these user fees and charges
are deposited into the SCM Fund and expended “only for sewer and sewage-related purposes, including
but not limited to industrial waste control and water reclamation purposes.” All interest eamings on
moneys held in the SCM Fund are retained in the Fund. The methodology for developing the fee
schedules for the above outlined charges is governed in part by the Municipal Code of the City of Los
Angeles and the SWRCR, acting on behaifl of the United States Environmental Protection Agency (“US
EPAM).

While the Municipal Code requires that the income from the fees and charges assessed for sewer
services equal the overall cost of operation, maintenance, coverage and capital improvements of the
System, the SWRCB and the US EPA impose additional requirements, relating to cost recovery, on
specific components of the City’s wastewater income structure. In accordance with State and federal
guidelines, operation and maintenance costs, including renewal and replacement (“OM&R™), are
recovered solely from the OM&R component of the sewer service charge, the OM&R component of the
industrial waste surcharge and inspection and control fees, the OM&R component of the significant
industrial user fee and the OM&R component of the sewage disposal contract fees. Specific revenue
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calculation requirements and policies for specific components of the City’s sewer charges are described
below.

Sewer Service Charge. The City currently imposes a Sewer Service Charge (“SSC”) based on a
rate of $3.27 per 100 cubic feet of wastewater discharged into the System. As described below, the City
has adopted a series of annual SSC rate increases that will go into effect through Fiscal Year 2021,
beginning with an increase in the SSC to $3.42 per 100 cubic feet of wastewater discharged into the
System effective April 6, 2012, The adopted SSC rate increases are expected 1o provide approximately
$1.89 billion in additional revenues over the next ten vears to fund $1.73 billion additional capital projects
and debt financing relating thereto. The SSC is expected to provide approximately $481 million in
revenue for Fiscal Year 2012. This amount is approximately 90 percent of estimated Revenues for Fiscal
Year 2012. See “Financial Operations of the Wastewater System — Projected Statement of Revenues and
Expenditures” herein.

The current SSC rate and the annual SSC rate increases adopted by the City through Fiscal Year
2021 are set forth in the following table.

TABLE 8
SEWER SERVICE CHARGE RATE INCREASES
SSC Rate Percentage Increase
Effective Date ($/hef) from Prior Year
Current Rate 3.27 --
April 6, 2012 3.42 4.5%
haly 1, 2012 3.57 4.5
July 1, 2013 3.73 4.5
July 1, 2014 3.97 6.5
July 1, 2015 4.23 6.5
July 1, 2016 4.51 6.5
July 1,2017 4.30 6.5
July 1,2018 5.11 6.5
July 1, 2019 5.44 6.5
July 1, 2020 5.80 6.5

The determination of the Sewer Service Charge (the “SSC”) for residential customers, including
multiple family dwellings up to four units, is based on winter water uses, which is established annually to
determine each residential customer’s minimum daily water consumption. Once established, each
residential customer’s minimum daily water consumption is presumed to closely approximate the sewer
discharge and will be used to compute the SSC for the ensuing Fiscal Year. Qualifying low-income
residential customers receive a 31 percent discount on the first 1,800 cubic feet of bimonthly wastewater
volume. Low-income discounts are offset by a 0.84 percent surcharge applied to the SSC of all other
users whoe do not qualify as low-income residential customers.

The winter water use method does not apply to commercial customers, including multiple family
dwellings of five or more units, industrial, governmental and other non-residential users, who are billed at
the rate of $3.42 per 100 cubic of 93 percent of total metered water usage effective April 6, 2012. The
default percentage discharge may be adjusted within a range of 90 to 94 percent based on DWP updates to
its water conservation policies, which currently includes a mandatory water conservation ordinance that
imposes increased rates on water usage above certain specified levels. Users whose water does not enter
the sewer system are not billed for that water usage.
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The ten largest customess of the System for Fiscal Year 2011 provided approximately four
percent of the SSC revenue. The following table sets forth the SSC for each of the ten largest customers:

TABLE 9
SEWER SERVICE CHARGE BILLED TO
TEN LARGEST CUSTOMERS
Fiscal Year 2011
User Customer Type SSC Billed
City of Los Angeles Government $3,776,154
County of Los Angeles Government 3,527,734
Los Angeles Unified School District School district 2,827,736
Anheuser-Busch, Inc. Brewing company 2,442,524
ConocoPhillips Petroleum product refiner 2,175,434
University of California — Los Angeles Education 1,790,024
Henry Weiss Property maintenance; real 1,287,486
estate agents and managers
University of Southern California Education 1,254,505
Park La Brea Apartment complex 1,081,775
Kaiser Foundation Health-reiated services 1,016,358
TOTAL $21.179,730%

Source: City of Los Angeles, Bureau of Sanitation.
) Total cash basis SSC revenue for Fiscal Year 2011 was $477,117,751.

Through 2011, certain governmental agencies were generally not charged the capital component
of the §SC because of ambiguities regarding the definition of “capital fees” in the California Government
Code. The California Government Code has been modified to clarify the types of capital fees that cannot
be charged to these public agencies. As a result, the City’s capital component of the S§C wiil be charged
to such governmental entities, including State agencies, the Los Angeles County Offices of Education,
community coflege districts, the California State University system and the University of California,
These agencies previously received a 38% discount on the SSC. This discount was discontinued and
removed from the System’s rate structure effective April 6, 2012.

Quality Surcharge Fees, Inspection and Control Fees, Industrial Wastewater Permit
Application Fees and Significant Industrial User Fees. Pursuant to Section 64,30 of the Municipal Code
of the City and the Revenue Program Guidelines for Wastewater Agencies published by the SWRCE,
Division of Water Quality, the City assesses a Quality Surcharge Fee (“QSF”) on users of the wastewater
system whose wastewater discharge strength, as measured by SS and BOD, is higher than 265 milligrams
per liter of BOD and/or 275 milligrams per liter of SS (domestic sirength). Treatment of “high strength”
wastewater results in additional operating costs, such as the cost of additional chemicals, power and solids
storage capacity and final disposal. Since July 1, 2008, the QSF rates have been $0.349/1b for BOD and
$0.351/1b for SS.

The City has adopted a series of annual QSF rate increases that will go into effect through Fiscal
Year 2021, which increases are expected to provide approximately $122 million in additional revenues
over the next ten years. The QSF is expected to provide approximately $7 million in revenue for Fiscal
Year 2012, This amount is approximately one percent of estimated Revenues for Fiscal Year 2012. See
“Financial Operations of the Wastewater System — Projected Statement of Revenues and Expenditures”
herein.
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The current QSF rate and the annual QSF rate increases adopted by the City through Fiscal Year
2021 are set forth in the following table.

TABLE 10
QUALITY SURCHARGE FEES RATE INCREASES
Percentage Percentage
BOD Rate Increase from S8 Rate Increase from
Effective Date ($/pounds of BOD)  Prior Year (3/pounds of S8) Prior Year
Current Rate $0.349 - $0.351 -
April 6, 2012 0.363 4.0% 0.365 4.0%
July 1, 2012 0.377 4.0 0.380 4.0
July 1, 2013 0.393 4.0 (.395 4.0
July 1,2014 0.416 6.0 0.419 6.0
July 1, 2015 0.441 6.0 0.444 6.0
July 1, 2016 0.470 6.5 0.472 6.5
July 1, 2017 0.500 6.5 0.503 6.5
July 1, 2018 0.533 6.5 0.536 6.5
July 1, 2019 0.567 6.5 0.571 6.5
July 1, 2020 0.604 6.5 0.608 6.5

Most of the QSF revenue is attributable to certain large customers of the System. A single
industrial user, Anheuser-Busch, Inc., with a total surcharge of $3,175,017, accounted for approximately
50 percent of the QSF revenue in Fiscal Year 2011. Baxter Healthcare Corporation is the second largest
QSF revenue contributor with a fotal surcharge of $1,156,856. Juanita Foods, Coca Cola, and Interstate
Brands followed with total surcharges of $532,580, $257.783 and $256,030 in Fiscal Year 2011,
respectively.

The wastewater strength unit costs applied to QSF customers are also applied to users who
participate in the low-strength SSC and “zero-based” QSF program. Under this program, users with one
or both wastewater strength parameters below domestic strength values can petition for a “low-strength™
SSC rate that includes only the flow component of the unit SSC. These low-strength customers are then
billed for the strength component of the SSC by paying a “zero-based” QSF eqgual to the freatment cost
for the actual concentrations of BOD and SS in their discharge.
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The current “low-strength” SSC rate and the annual “low-strength” SSC rate increases adopted by
the City through Fiscal Year 2021 are set forth in the following tabie.

TABLE 11
“LOW-STRENGTH” SSC RATE INCREASES
“Low-Strength” SSC Rate Percentage Increase

Effective Date ($/hcf) From Prior Year
Current Rate . 2.268 -

April 6, 2012 2370 4.5%

July 1, 2012 2.477 45

July 1, 2013 2.588 4.5

July 1, 2014 2.756 6.5

July 1, 2015 2.936 6.5

July 1, 2016 3,126 6.5

July 1, 2017 3.330 6.5

July 1, 2018 3.546 6.5

July 1, 2019 3.777 6.5

July 1, 2020 4,022 6.5

In addition to the strength charges, when applicable, the City charges three other industrial waste
related fees, including an Inspection and Control Fee for each industrial user (“IU”) in possession of a
valid Industrial Wastewater Permit. This fee is designed to recover the cost of inspecting and monitoring
IUs and is set by ordinance. The Inspection and Control Fee currently ranges from $244 to $2,928 per [U
per year based on the number of site visits that are needed for each class of 1Us. The City administers the
Industrial Waste Source Control Program to reduce the introduction of all regulated pollutants and
prevent the discharge of all prohibited pollutants into the sewer system. All IUs must obtain permits to
discharge into the System. For Fiscal Year 2011, 16,146 local IUs were permitted to discharge to the
System. Permit Application Fees are currently $356. The City also has established Significant Industrial
User (“SIU”) fees. All [Us with discharges in excess of 25,000 gallons per day of process wastewater, and
all IUs that are subject to the Federal Categorical Pretreatment Standards established by the US EPA
regardless of their discharge amounts, are classified as SIUs. There are 230 SIUs currently regulated by
the City. Existing SIU fees range from $2,219 to $4,191, depending on the SIU classification. The City
has adopted a series of annual increases through Fiscal Year 2021 for the three fees described in this
paragraph. The scheduled increases and percentage increase are the same as those set forth in Table 10.
The City estimates that the QSF, inspection and control fees, permit application fees and SIU fees will
account for approximately three percent of estimated Revenues for Fiscal Year 2012,

The City has implemented a commercial and industrial grease contro! ordinance, known as the
Fats, Oils and Grease Control Program (“FOG Control Program”). The goal of this program is to reduce
the amount of grease that accumulates in sewers, leading to blockages and potential overflows. As of
June 30, 2011, approximately 9,671 food service establishments (“FSEs™) were regulated under the FOG
Control Program. These businesses are required to obtain an Industrial Wastewater Permit, pay a one-time
application fee of $370 and pay an annual Inspection and Control Fee of $254,

As of June 2011, the City also permits and regulates approximately 1,549 dental offices in the
City to control the potential discharge of certain heavy metals into the sewer system. These offices must
obtain an Industrial Wastewater Permit and follow best management practices (“BMPs™) for capture of
certain elements, Dental offices meeting the BMPs are inspected every 5 years and businesses not
complying with the BMPs are inspected every year and are subject to higher fees.
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Sewerage Facilities Charge. The SFC is a fee collected when a customer is initially connected to
the City’s sewer system. The “System Buy-In Approach” is used to determine SFCs for new connections
and increased usage of the System. The parameters used to calculate the SFC are set forth in an ordinance
adopted by the City Council. These parameters permit charges for wastewater strength to be determined
separately. A customer’s SFC is based on two measures of wastewater strength, BOD and S8, in addition
to the customer’s flow. This approach determines the SFC based on flow and strength proportionate to
shares of the equity of the wastewater system, as originally contributed by the existing system customers.
The SFC is based on the reproduction cost, less depreciation value of the existing facilities, and the
applicable portion of wastewater system reserve funds, minus the outstanding debt of the wastewater
- system. Revenue from the SFC is dependent on growth and new construction within the City.

The SFC base rates are currently $344 per 100 gallons per day of flow, $159 per pound per day of
BOD, and $147 per pound per day of SS. Applying the base raies to the sewage generation factors for
typical three and four-bedroom single-family residences results in SFCs of $950 and $1,136, respectively.
The City estimates that the SFC will account for approximately one percent of estimated Revenues for
Fiscal Year 2012.

Wastewater Service Contracts. The City provides wastewater conveyance, freatment, and
disposal services to 29 local Entities pursuant to Sewage Disposal Contracts and Universal Terms
Contracts executed and in force with each Entity. The capital charge component of Wastewater Service
Contracts payments is not treated as Revenue to the SCM Fund and is not available to pay debt service on
the Senior Lien Bonds or the Subordinate Bonds, including the Series 2012 Bonds. These contracts
generally extend through the useful life of the facilities which transport or treat the respective Entity’s
wastewater. However, all Sewage Disposal Contracts are subject to renegotiation as described below, See
“The Wastewater Service Area and Facilities — Subscribing Agencies” herein. The City estimates that
WSC operation and maintenance payments will account for approximately three percent of estimated
Revenues for Fiscal Year 2012,
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Historical Sewer Rates and Charges

The following table sets forth the City’s 8SC, QSF and SFC from Fiscal Years 2008 through

2012.
TABLE 12
SEWER CONSTRUCTION AND MAINTENANCE FUND RATES AND CHARGES
Fiscal Year 2008 through 2012
Sewer Sewerage Facilities Typical Monthly
" Fiscal Year Service Quality Surcharge Fees® Charge Single Family

Ended June30  Charge® BOD S8 (per 100 gal. avg, flow)®  Residential SSC*
2008 $3.05 $0.326 $0.328 $325.00 $28.01
2009 3.27 0.349 0.351 325.00 29.97
2010 3.27 0.349 0.351 325.00 29.97
2011 3.27 0.349 0.351 325.00 29.97
2012% 3.42 0.363 0.365 413.00 30.78

Source: City of Los Angeles, Bureau of Sanitation.

" This charge is based on dollars per 100 cubic feet (hef or hundred cubic feet) of billable wastewater volume. For residential
customers, including multiple-family dwellings up 1o four units, this charge is applied to each customer’s minimum daily
water usage during the winter water use period, For commercial customers, including multiple family dwellings of five or
more units, this charge was applied 1o 90% of total metered water usage through Fiscal Year 2011, See “Financial
Operations of the Wastewater Systern — Sewer Rates and Revenues” herein for 2 description of adjustments to the default
percentage discharge for commercial customers beginning April 6, 2012.

@ The surcharge is based on a rate per pound of BOD or 58 in excess of domestic strength wastewater,

& Sewerage Facilities Charge includes strength charges based on 265 mg/L BOD and 275 mg/L SS.

¥ These figures do not reflect effects of low-income assistance program. Amounts based on average billable wastewater
volumes of approximately 9 kel per month, projected as of the end of 2012.

) Rates and charges effective as of April 6, 2012 through the end of fiscal year 2012, The rates and charges will be increased
on July 1, 2012 and cach year thereafter untii 2020. See “Financial Operations of the Wastewater System — Sewer Rates and
Revenues” herein,

Rate Setting Process

The City is required by the General Resolution to establish rates and charges for the use of the
System to produce Net Revenues in each year at least equal to 125 percent of actual debt service on ali
Senior Lien Bonds in such year, and by the Subordinate General Resofution to establish rates and charges
to produce Net Revenues in each year at least equal to 110 percent of actual debt service on Senior Lien
Bonds and Subordinate Bonds, in such year. The SSC, the QSF, the SFC, Industrial Waste Inspection and
Control Fees, Bonded Sewer Fees and other miscellaneous fees and charges are established by ordinance
adopted by a matority vote of the City Council and approved by the Mayor and become effective after a
posting period of 30 days from the date of its publication.

The Bureau of Sanitation annually reviews the System’s rates and charges as part of the
budgetary process. The Mayor and City Council may enact rate increases as part of the budgetary process
or at any time upon recommendation by the Bureau of Sanitation and City Administrative Officer. The
Mayor is required each year to submit a proposed budget to the City Council by April 20. The proposed
budget is prepared by the City Administrative Officer and reflects the Mayor’s budget priorities as
established by the Mayor’s budget policy letter distributed to City departiments early in the Fiscal Year.

The Mayor’s proposed budget is reviewed by the Budget and Finance Committee of the City
Council, which recommends the proposed budget, with any modification, to the City Council. The City
Council is required under the City Charter, to adopt the proposed budget, as modified, by June 1. The
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Mayor has five working days after adoption to veto any items modified by the City Council. The City
Council then has five working days to override by a two-thirds vote any items changed by the Mayor.

The adopted budget is subject to mid-year revisions to reflect passage of the State budget and any
resulting increases or decreases in State payments to the City, any changes in revenue projections and
unexpected adjustments in expenditures,

The City has adopted a series of rate increases for the SSC, SFC and QSF that will go into effect
from April 6, 2012 through July I, 2020 without further action by the City. See “Financial Operations of
the Wastewater System — Sewer Rates and Revenues” herein. The City complied with the notice and
hearing requirements of Proposition 218 {see “Proposition 218" below) in setting the new rates for the
Sewer Service Charge and the Quality Surcharge Fee, the only user fees to which Proposition 218 applies.

Proposition 218

On November 5, 1996, California voters approved an initiative known as the Right to Vote on
Taxes Act (“Proposition 218") that added Articles XIIIC and XIIID to the California Constitution,
Proposition 218 limits the application of property-related fees and charges and requires them to be
submitted to property owners for approval or rejection, after notice and public hearing. Proposition 218
also extended the initiative power to reducing or repealing local property-related fees and charges,
regardless of the date such fees and charges were imposed. Fees and charges for sewer, water and refuse
collection services are excepted from the voter approval provisions of Proposition 218 pursuant to
Articie XIID.

Section 1 of Article XIIIC requires majority voter approval for the imposition, extension or
increase of general faxes and Section 2 thereof requires two thirds voter approval for the imposition,
extension or increase of special taxes. Section 3 of Article XIIIC expressly extends the initiative power to
give voters the power to reduce or repeal local taxes, assessments, fees and charges, regardless of the date
such taxes, assessments, fees or charges were imposed. Section 3 expands the initiative power to include
reducing or repealing assessments, fees and charges, which had previously been congidered administrative
rather than legislative matters and therefore beyond the initiative power. This extension of the initiative
power is not limited by the terms of Article XIHIC to fees imposed after November 6, 1996, the effective
date of Proposition 218, and absent other legal authority could result in the reduction in any existing
taxes, assessments or fees and charges imposed prior to November 6, 1996.

“Fees” and “charges™ are not expressly defined in Article XIIIC or in SB 919, the Proposition 218
Omaibus Implementation Act enacted in 1997 to prescribe specific procedures and parameters for local
jurisdictions in complying with Article XIIIC and Article XIID (“SB 919”). However, on July 24, 2006,
the California Supreme Court ruled in Bighaorn-Desert View Water Agency v. Verjil (Kelley) (the
“Bighorn Decision™) that charges for ongoing water delivery are property-related fees and charges within
the meaning of Article XIIID and are also fees or charges within the meaning of Section 3 of Article
KIHC. The California Supreme Court held that such water service charges may, therefore, be reduced or
repealed through a local voter initiative pursuant to Section 3 of Article XIIC.

In the Bighorn Decision, the California Supreme Court did state that nothing in Section 3 of
Article XHIC authorizes initiative measures that impose voter-approval requirements for future increases
in fees or charges for water delivery. The California Supreme Court stated that water providers may
determine rates and charges upon proper action of the governing body and that the governing body may
increase a charge which was not affected by a prior initiative or impose an entirely new charge. The
Supreme Court further stated in the Bighorn Decision that it was not holding that the initiative power is
free of all limitations and was not determining whether the initiative power is subject to the statutory
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provision requiring that water service charges be set at a level that will pay debt service on bonded debt
and operating expenses, Such initiative power could be subject to the limitations imposed on the
impairment of contracts under the contract clause of the United States Constitution. Additionally, SB 919
provides that the initiative power provided for in Proposition 218 “shall not be construed to mean that any
owner or beneficial owner of & municipal security, purchased before or after [the effective date of
Proposition 218] assumes the risk of, or in any way consents to, any action by initiative measure that
constitutes an impairment of contractual rights” protected by the United States Constitution. No assurance
can be given that the voters of the City will not, in the future, approve initiatives which repeal, reduce or
prohibit the future imposition or increase of assessments, fees or charges, including the City’s SSC, which
are a significant source of Revenues pledged to the payment of debt service on Series 2012 Bonds.

Notwithstanding the fact that the SSC may be subject to reduction or repeal by voter initiative
undertaken pursuant to Section 3 of Article XIIIC, the City has covenanted to establish, fix, prescribe and
collect rates, fees and charges in connection with the use of the System which meet the requirements of
the Resotutions and in accordance with applicable law.

Article XIIID defines a “fee” or “charge” as any levy other than an od valorem tax, special tax, or
assessment imposed upon a parcel or upon a person as an incident of property ownership, including a user
fee or charge for a property-related service. A “property-related service” is defined as “a public service
having a direct relationship to a property ownership.” In the Bighorn Decision, the California Supreme
Court held that a public water agency’s charges for ongoing water delivery are fees and charges within
the meaning of Article XIIID. Article XIIID requires that any agency imposing or increasing any
property-related fee or charge must provide written notice thereof 1o the record owner of each identified
parcel upon which such fee or charge is to be imposed and must conduct a public hearing with respect
thereto. The proposed fee or charge may not be imposed or increased if a majority of owners of the
identified parcels file written protests against it. As a result, the local government’s ability to increase
such fee or charge may be limited by a majority protest.

In addition, Article XHID also includes a number of limitations applicable to existing fees and
charges including provisions to the effect that (i) revenues derived from the fee or charge shall not exceed
the funds required to provide the property-related service; (i} such revenues shall not be used for any
purpose other than that for which the fee or charge was imposed; (iii) the amount of a fee or charge
imposed upon any parcel or person as an incident of property ownership shall not exceed the proportional
cost of the service attributable to the parcel; and (iv) no such fee or charge may be imposed for a service
unless that service is actually used by, or immediately available to, the owner of the property in question.
Property-related fees or charges based on potential or future use of a service are not permitted.

The City believes that current sewer fees and charges that are subject to Proposition 218 should
comply with the provisions thereof or are immune from legal challenge and that the City will continue to
comply with the rate covenant set forth in the General Resolution in conformity with the provisions of
Article XHID of the California State Constitution. The City aiso believes that its sewer connection
charges, Industrial Wastewater Permit Application Fees, Inspection and Control Fees and Sewerage
Facilities Charges are not subject to the requirements of Article XHID. Should it become necessary to
increase the sewer fees and charges above current levels, the City would be required to comply with the
requirements of Article XIIID in connection with such proposed increase. No assurance can be given that
the voters of the City will not, in the future, approve initiatives which repeal, reduce or prohibit the future
imposition or increase of assessments, fees or charges, including the City’s service fees and charges.

Implementing legislation pertaining to Proposition 218 may be iniroduced in the State legistature

from time to time. Moreover, Proposition 218 was adopted as a measure that qualified for the ballot
pursuant to California’s initiative process. From time to time other initiative measures could be adopted to
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modify Proposition 218. No assurance may be given as to the terms of such legislation or initiatives or
their potential impact on the various fees and charges that constitute Revenues of the System, however,
there could be a material negative impact on the City’s ability to collect such Revenues.

On November 2, 2010, voters of the State approved Proposition 26 (“Proposition 26™), which
amended Article XIIIC of the State Constitution to expand the definition of a “tax™ so that certain fees
and charges imposed by governmental entities are subject to approval by two-thirds of each house of the
State Legislature or approval by local voters, as applicable. Proposition 26 lists several exceptions to
such definition of “tax”, including property-related fees imposed in accordance with Article XIHD
(Proposition 218), reasonable regulatory costs of performing investigations and inspections, and charges
imposed as a condition of property development. The City believes that Proposition 26 does not apply to
any of the User Fees imposed by the City because such fees are within various exceptions to Proposition
26.

Water Usage

General, The ability of the System to operate effectively is affected by the water supply for the
City. DWP's Los Angeles Aqueduct supply deliveries have, over the years, been reduced to fulfill
enlvironmental restoration commitments in the Mono Basin and Owens Valley. As a result, DWP has
increased its purchase of water from The Metropolitan Water District of Southern California (“MWD™), a
wholesale water supplier for the Southern California region. The DWP is working with MWD to develop
supply reliability for the City and ali of MWD’s service area. MWD has developed an Integrated
Resources Plan that seeks to implement a balanced water supply mix which will allow it to provide a
reliable, long-term water supply for Southern California. However, the adequacy of MWD’s overall
future supply reliability is dependent upon maintaining the supply of water available to MWD from the
Colorado River and northern California, through the State Water Project’s California Aqueduct operated
by the State of California Departiment of Water Resources. See also “~ Number of Customers and
Wastewater Usage,” below.

The adequacy of DWP’s water supply is affected by many factors, including but not limited to
annual snowpack and rainfall, population growth, water use, groundwater basin quality and recharge
trends, federal and State environmental rules and regulations, environmental restoration commitments,
water quality, climate change, and area of origin issues. Sustained drought conditions or continued low
water levels could adversely affect DWP's water supply, water rates and demand for water services.
Additionally, any natural disaster or other physical calamity, including acts of terrorism, earthquake, earth
movements, floods, extreme weather or gradual climate change, may have the effect of reducing water
availability, quality and/or distribution capabilities of DWP, impair the financial stability of DWP, affect
infrastructure and other public improvements and private improvements and the continued habitability
and enjoyment of such private improvements thus affecting revenues of DWP through damage to the
Water System and to the economy of the surrounding area. See “Risk Factors — Risks Relating to the
Water Supply™ herein.

City Water Supply Plan. The City has developed a Water Supply Action Plan (the “Water Supply
Plan™) to address Los Angeles’ water needs through 2030 through, among other things, water
conservation and water recycling. The Water Supply Action Plan seeks to develop water supply
sustainability to the City through development of local resources and no net increase in imported water
supply deliveries. The City expects that, with coordinated efforts with MWD and DWP, MWD’s and
DWP’s water supplies will be sufficient to meet the City’s future demands.
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Number of Customers and Billable Wastewater Volume

The following table sets forth the number of wastewater system customers and billabie
wastewater vojume subject to SSC during the past five Fiscal Years.

TABLE 13
WASTEWATER SYSTEM CUSTOMERS AND
BILLABLE WASTEWATER VOLUME

Number of Customers
Fiscal Year Ended June 30

Customer Class 2007 2008 2009 2010 2011
Single Family 463,450 461,988 461,209 463,999 474,442
Small Multifamily 72,083 72,114 72,063 71,909 71,471
Large Multifamily 43,253 43,442 43,429 43,391 43,749
Commercial/Industrial 57,175 57,204 56,818 56,406 56,221
All Others : 4,748 4,911 4,963 4,992 4,974
Total Customers 640 709 639,659 638,482 640.697 630,857

Billable Wastewater Volume"

Fiscal Year Ended June 30

Customer Class 2007 2008 2009 2010 2011
Single Family @ 55,640 56,702 54,230 55,736 51,125
Small Muitifamily® 14,841 13,903 14,496 14,727 14,183
Large Multifamily® 51,634 50,210 49,003 46,032 45,836
Commercial/Industrial® 37,734 36,523 34,533 31,912 31,767
All Others® 4,730 4,862 4,790 3.942 4,276
Total Biliable Wastewater Volume 164,579 162,201 157,052 152,349 147,187

Source City of Los Angeles, Bureau of Sanitation.
In thousands of hef (hundred cubic feet).

(2) Billable wastewater volume for single family and mulfi-family dwellings of up to four units are based on each residential
customer’s minimum average daily water consumption dusing the winter water use, further reduced by a dry weather
compensation factor.

3 Billable wastewater volume was generaily equal to 90 percent of total annual water sales volume. All customers who can
demonstrate that their billable wastewater velume is less thar 72 percent of annual water sales were billed at the lower estimate.
See “Financial Operations of the Wastewater System — Sewer Rates and Revenues” for a description of adjustments to the defanlt
percentage discharge for commercial customers beginning April 6, 2012,

Reductions in billable wastewater volume in Fiscal Years 2008, 2009 and 2010 were caused by
stight reductions in the number of customers and the success of water conservation measures, which were
voluntary in Fiscal Years 2008 and 2009 and mandatory beginning June 1, 2009. Although the number of
customers increased in 2010 and 2011, the billable wastewater volume continued to decrease due to water
conservation. The lower billable wastewater volumes resulted in reductions in revenue that would
otherwise have been generated had the wastewater volume not declined in Fiscal Years 2008 through
2011 of approximately $7 million, $24 million, $40 million, and $57 million, respectively. However, the
adiustment to the default percentage discharge for commercial customers and projected population
increases are expected to result in an increase of billable wastewater volume in the future. See “Financial
Operations of the Wastewater System — Sewer Rates and Revenues - Sewer Service Charge” herein.
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The following table sets forth the projected number of System customers and biliable wastewater
volume subject to SSC for Fiscal Years 2012 through 2016.

TABLE 14
PROJECTED WASTEWATER SYSTEM CUSTOMERS AND
BILLABLE WASTEWATER VOLUME

Number of Customers
Fiscal Year Ended June 30

Customer Class'” 2012 2013 2014 2015 2016
Single Family 474,600 474,800 475,000 475,200 475,400
Small Multifamily 71,500 71,500 71,500 71,500 71,500
Large Multifamily 43,800 43,800 43,800 43,800 43,900
Commercial/Industrial 56,200 56,300 56,300 56,300 56,300
All Others 5,000 5,000 5,000 5.000 5,000

Total Customers 651,100 651,400 651,600 651,800 652,100

Billable Wastewater Volume®
Fiscal Year Ended June 30

Customer Class'” 2012 2013 2014 2015 2016
Single Family™ 51,014 51,034 51,055 51,075 51,096
Small Multifamily® 14,412 14,414 14,416 14,418 14,419
Large Multifamily® 46,572 47,629 47,685 47,741 47,797
Commercial/Industrial®” 32,282 32,794 32,807 32,819 32,831
All Others™ 4,476 5,082 5,086 5,090 5,094

Total Billable Water Sales 148,756 150,953 151,049 151,143 151,237

Source City of Los Angeles, Bureau of Sanitation.
Assumes growth rate of 0.04 percent.
: “’4 In thousands of hef (hundred cubic feet).

) Billable wastewater volume for single family and multifamily dwellings of up to four units are based on sach residential

customer’s minimum average Gaily water consumption during the winter water use period, as adjusted by a dry weather
compensation factor.
Biilable wastewater volume is generally equal to 93 percent of total annual water sales volume, subject to adjustment in
connection with DWP water conservation policy changes. See “Financial Operations of the Wastewater System - Sewer
Rates and Revenues” for a description of adjustments to the default percentage discharge for commercial customers
beginning April 6, 2012, All customers who can demonstrate that their billable wastewater volume is less than 74 percent of
annual water sales are billed at the lower estimate.

@

Billing and Collection

Sewer Service Charge. Billing and collection services for the SSC are provided by the DWP.
Residential customers are predominately billed bimonthly and commercial customers are generally billed
on a monthly basis. Some customers whose biils are disputed are billed by the Office of Finance. The
DWP prepares a single bill covering charges for water, electric, sewer, solid waste collection and
recycling services, multi-family bulky item collection, and State and local taxes, The DWP transfers
projected SSC revenue to the SCM Fund on a weekly basis. The first three transfers of the month are
based on expected revenues, The last payment of the month is adjusted for the actual revenues received
for the month, iess a monthly billing and collection fee of $248§,400.
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If a customer pays less than the amount billed for a billing period, then the payment is credited to
the various utility services in the order set forth in the preceding paragraph. Payments received for the
following billing pefiod are credited first to the services in arrears, and then to the current services in the
order set forth in the preceding paragraph. This procedure in effect brings any customer’s delinquent
sewer service charges current, prior to applying payments against current charges, including water and
electric.

The DWP policy for most customers is that when a utility accounts receivable (water or electric)
in arrears is $150 or greater, a late payment charge of 18 percent per anaum is applied. When the total
accounts receivable in arrears reaches $250, a collection procedure is started. The first step in this
procedure is a “final notice.” This notice is mailed to the customer 20 days after the current bill’s issue
date, when the past due balance of the account reaches a certain threshold in arrears (varies depending on
the customer’s credit standing with DWP). This notice provides the customer a ‘last day to pay’, typicaily
two weeks from the date this final notice is issued.

A five-day shut off notice is issued to the customer after the ‘last day to pay’ date, which is
approximately 37 days from the bill issue date, if the delinquent amount remains over $250. A customer’s
failure to pay by the conclusion of the five-day period leads to a temporary shut off of water and/or
electrical service on the first field call. Should the bill remain unpaid ten days after the inftial shut off, the
water andfor electrical service may be permanently discontinued if a follow-up check in the field
confirms this customer is no longer at the service location.

Certain DWP customers receive water and electric service by means of a master meter which may
serve multiple dwelling units. Water and electrical service to multiple dwelling unit residences served by
a master meter may be disconnected for non-payment. In February 1998, the DWP implemented the
Utility Maintenance Program as an alternative to the termination of master-metered service. This program
is an extension of the existing Rent Escrow Accounts Program. Tenants who participate in the program
have the option of putting their rent into an escrow trust fund established by the Los Angeles Housing
Department to maintain utility services untif such time as the delinquent bill is paid in fuil.

Customer accounts where the water and/or electrical service are disconnected due to non-payment
are monitored by DWP collections personnel. Unless a customer vacates the service location, DWP
collections personnel will continue to regard the customer’s account as an active account and attempt
collection of the delinquent amount, Should the customer vacate the service location, a closing bill is
generated which initiates further collection efforts. An outside collection agency may be used on accounts
with $10.00 to $4,999.99 outstanding as soon as 45 days after the closing bill is issued. Accounts with
$5,000.00 or more outstanding are referred o the City Attorney for legal action. If the delinquent amount
remains outstanding approximately three months after the closing bill has been issued, the amount owed
is transferred into “write off”, where collection efforts will be maintained for up to four years from the
closing bill issue date. The four year period may be extended by up to one year under certain
circumstances.

Sewerage Facilities Charge. The SFC is collected along with Bended Sewer Fees and Tapping
Fees as part of the building permit and sewer connection permit application procedures. Permits are not
granted until the SFC payment has been received. The SFC, Bonded Sewer Fees, and Tapping Fees are
deposited by the Department of Public Works directly into the SCM Fund as received by the City.

Industrial Waste Charges. Billings for QSF, Inspection and Control Fees and SIU Fees are
prepared by the Bureau of Sanitation, Industrial Waste Management Division. All customers are billed
quarterly in arrears except for dental offices that are billed annually in advance. Payments are remitted to
the Department of Public Works and deposited directly into the SCM Fund.
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All fees that are not paid by the end of the month in which they are due become delinquent and a
delinquency charge of 2.5 percent of the principal balance owed is added to the amount due. The
delinquent dates are February 1, May 1, August 1 and November 1. Delinquent accounts are referred to a
collection agency or to the Office of Finance for collection activities within 45 days of the delinquent
date.

Wastewater Service Contract Charges. Billings under the Universal Terms Contracts and the
older Sewage Disposal Contracts are prepared annually by the Departiment of Public Works according te
the contractual obiigation of each Agency or Entity (as described in “The Wastewater Service Area and
Facilities-Subscribing Agencies” herein) to pay its contractual share of operation and maintenance
(“O&M™) expenses and capital costs of the System. Allocations of O&M expenses and capital costs are
prepared by the Bureau of Sanitation, Under contractual provisions, O&M and capital bilis for those
Agencies with Universal Terms Contracts are payable in advance with a later reconciled bill to adjust for
actual costs. For other Entities, O&M and capital bills are payable in arrears. Some of the Sewage
Disposal Contracts do not specify the timing of capital bills and, in nearly all such cases, they are billed
semiannually in arrears.

The City has certain billed accounts receivable with respect to these charges, The Universal
Terms Contracts between the City and most Agencies allow the City to collect Iate payment charges. Late
payment charges are not authorized under the older contracts, which provide less than one percent of the
total billings to the Agencies and other Entities. It is the City’s policy to carefully monitor its accounts
receivable. If payment is not made by the contractual due date, overdue notices are sent and telephone
contact made to determine why payment was not made. The City has not terminated service when an
Entity failed to pay these charges because of the essential nature of the service provided to the Entities by
the System. In those cases whete late payments do occur, the City has imposed late charges sufficient to
offset any lost revenues as a result of such delinquencies.

Labor and Employment

Several City departments and bureaus contribute labor and employee time to the operation of the
System. See “Organization and Management of the System” herein. The primary [abor and employment
budget for the System is that of the Bureau of Sanitation, whose authorized workforce is as shown in the
following table:

TABLE 15
BUREAU OF SANITATION AUTHORIZED POSITIONS

Fiscal Year Ending Authorized Number

June 30 of Positions
2008 1,465
2009 1,475
2010 1,350
2011 1,318
2012 1,251

The Bureau of Sanitation workforce is 99% unionized under the Coalition of Los Angeles City
Unions, the non-coalition Engineers and Architects Association, and the non-coalition Service Employees
International Union — Units 8 and 17. The City’s memorandum of understandings with the Coalition of
Los Angeles City Unions and the Service Employees International Union ~ Units 8 and 17 are effective
through Fiscal Year 2014, The City’s contract with the Engineers and Architects Association expired on
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June 30, 2011, Members of the Engineers and Architects Association are continuing to work under the
terms of the expired contract until a new contract is executed. See Appendix A “City of Los Angeles
Information Statement ~ Financial Operations ~ Labor Relations” attached hereto.

Puring Fiscal Year 2010, many employees performing work for the System received work hour
reductions ranging from 59.5 howrs to 26 days. These reductions were not continued in Fiscal Year 2011
and no work hour reductions are expected for Fiscal Year 2012. The System has not experienced any
work stoppage since 2006 and does not anticipate any work stoppage.

Retirement and Other Postemployment Benefits Contributions

The City’s annual required contribution to the Los Angeles City Employee’s Retirement System
(“LACERS")} includes amounts related to the retirement benefits and other postemployment healthcare
benefits (“OPEB”) of City employees who work on the System, which are attributable to the SCM Fund.
See Appendix A — “City of Los Angeles Information Statement — Financial Operations — Retirement and
Pension System” and “~ Other Post-Employment Benefits” attached hereto. Such System-related
expenses are first paid from the City’s General Fund and subsequentiy reimbursed from the SCM Fund
through application of a Cost Allocation Plan (“CAP”), which is subject to approval each year by the
Federal government in connection with on-going grant compliance procedures. The CAP is based on
historical data from the prior two years. Annual OPEB amounts attributable to the SCM Fund are
included in the retirement calculations for the CAP rates applicable to the System.

As of June 30, 2011, the System’s percentage share of the City’s pension and OPEB costs was
6.72%. The System’s percentage share of such costs may increase or decrease from year to year
depending on, among other things, the number of covered emplioyees attributable to the SCM Fund, the
overall number of City employees and the retirement benefits accruing to the respective employees. The
following table sets forth retirement and OPEB contributions from the SCM Fund for Fiscal Years 2007
through 2011,

TABLE 16
SEWER CONSTRUCTION AND MAINTENANCE FUND
RETIREMENT AND OPEB CONTRIBUTIONS

Total City Wastewater System Wastewater System
Fiscal Year Contribution Contribution™ Percentage
2007 $342,993,000 $25,328,581 7.38%
2008 338,914,000 23,802,612 7.02
2009 312,658,000 22,726,656 7.27
2010 298,215,060 21,539,812 7.22
2011 339,135,429 22,787,102 6.72

Source: City of Los Angeles, Office of the City Administrative Offtcer,
®  Based on the City’s overhead rates for the respective Fiscal Year for budget purposes.

The System’s contribution to the City’s pension and OPEB costs for Fiscal Year 2012 is expected
to be $28,896,535, which is approximately 7.32% of the City’s pension cost and 4.03% of the System’s
budget. The City is currently projecting significant increases to the amount it will contribute to LACERS
over the next three years. See Appendix A — “City of Los Angeles Information Statement — Financial
Operations — Retirement and Pension System” and “— Other Post-Employment Benefits” attached hereto
for a description of the City’s historical and current projected pension and OPEB contributions. Because
of the manner in which the SCM Fund retirement and OPEB contributions are determined, the City’s
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projected retirement and OPEB contribution increases will impact the SCM Fund beginning in Fiscal
Year 2013, The System’s projected share of the City’s projected contributions to LACERS are included in
the pro forma statement of financial operations included herein. See *“—~ Projected Operation and
Maintenance Expenses” herein.

The labor-related projections set forth in the forepart of this Official Statement include projected
retirement cost components that were based on data available as of June 1, 2011, Such projected
retirement costs preceded the City’s current retirement coniribution projections, as set forth in
Appendix A, which are expected to change based on the strategies used by the City to address ils
projected retirement contribution increases. The City’s current retirement contribution projections, as set
forth in Appendix A, are based on information provided by LACERS® actuary. As described in Appendix
A, LACERS has adopted actuarial assumptions based on the results of its recent triennial experience
study for three-year period from Juiy 1, 2008 through June 30, 2011, dated September 30, 2011. These
assumptions include a reduced assumed investment rate of retwn (from 8% to 7.75%), which became
effective with the actuarial valuation for the year ended June 30, 2011 and will be phased in over five
years. Actual retirement and OPEB costs attributable to the SCM Fund may be more or less than and
may vary materially from the amounts included in the projections for the System. The System has
experienced similar fluctuations in expenditures in the past and will make adjustments to revenues and
expenditures as necessary to address any such changes in expenditures. There can be no assurance that
the retirement and OPEB costs attributable to the SCM Fund wiil not materially increase.

Cash Receipts and Disbursements

The following table sets forth unaudited cash receipts and disbursements of the SCM Fund for
Fiscal Years 2007 through 2011,

51



TABLE 17
SEWER CONSTRUCTION AND MAINTENANCE FUND
SUMMARY OF OPERATIONS AND DEBT SERVICE COVERAGE
CASH BASIS (UNAUDITED) (in Thousands)

Fiscal Year Ended June 30

2007 2008 2009 2010 2011

OPERATING RECEIPTS

Sewer Service Charge $453,341 $468,964  $480,840 $478,333  $477,118

Sewerage Facilities Charga 10,116 10,520 6,082 4,172 10,219

Industrial Waste Fees'" 17,421 17,016 17,516 16,065 17,135

Wastewater Service Contracts®® 19,905 13,041 12,887 16,097 . 12,991

Interest Income® 11,507 16,695 6,310 3,743 3,789

Other 5,131 4,201 2.743 7,890 4317

Total Operating Receipts $517,421  §530,437  $526,378 $526,300  $525,569

Non-Operating Revenues™ 3,381 3.401 1,179 2,756 6,179
TOTAL REVENUES $520,802  $533,838  $533,557 $529,056  $531,748
LESS OPERATING EXPENSES®™ 232,332 _257.592 275,179 238635 _254.727
NET REVENUES $288.470 $276.246  $258.378 $290.421 $277,021
SENIOR DEBT

Debt Service' $ 79,585 § 80,433 $ 82,176 $102,818  $107,579

Debt Service Coverage'® 3.62% 3.43x 3.14% 2.82x 2.58%
SUBORDINATE DEBT SERVICE

Commercial Paper Notes $ 1,354 § 3,677 $ 4206 $ 875 & 301

Variable and Fixed Rate Subordinate Bonds 70,066 72,424 54,121 56,760 59,010

State Revolving Fund Loan 9,000 13,605 13,605 13,605 13,605
TOTAL DEBT $160,005 3$170,139  $154,108 $174,058  $180,495

Debt Service without SRF Loans'® 151,005 156,534 140,503 160,453 166,890

Debt Service Coverage® 1.91x 1.76% 1.84 1.81x 1.66x
NET REVENUES AFTER DEBT SERVICE 3128465 $106.107 3104270 $116.3 5. 96,326
NON-OPERATING REVENUES

Grant Reimbursement $ 3,633 $§ 3471 3% 0 % o0 % 0

Wastewater Service Contracts” 27,814 14,942 13,411 15,382 9,757

FEMA Reimbursement 18,167 2,922 211 5 1,088

Total Non-operating Revenues $ 49614 $21,334 § 13622 § 15387 $ 10845

NON-OPERATING EXPENSES

Deposits to Escrow Accounts® $ 0 §$ 1412 § 3628 $ 0 4,335
BALANCE AVAILABLE® $178,079 $126,020 $114.264 $131,750  $103.036

Souwc City of Los Angeles, Office of Accounting.
Includes Quality Surcharge Fees, Permit Application Fees, Inspection and Control Fees, and SIU Fees,
Operations and maintenance portion of Wastewater Service Contract payments {excluding capital charge component, which is not
treated as Revenues).
®) Interest on all SCM funds except construction funds.
% TIncludes non-operating revenues considered in the debt service coverage caleulation as defined in the Wastewater General Resolution.
) Dperating expenses for Fiscal Years 2007, 2008, 2009, 2010 and 2011 include SSC refunds of approximately $4,724,000, $1,221,000,
$404,000, $1,003,000 and $149,000, respectively. Operating expenses in 2010 were lower due to mandatory 10% staff furloughs.
©  Excludes SRF loan, which is subordinate to the Senior Lien Bonds, the Subordinate Bonds and the CP Notes.
™ This category includes only the capital portion of Wastewater Service Contract paymenis, net of credits from the SRF Loan which
' amosanted to $4,243,283 in Fiscal Year2008.
Release of Debt Service Fund and Reserve Fund monies in connection with the refunding of certain Prior Bonds.
Amount represents surpius Revenues equal to the balance of operating and non-operating revenues available for capital costs or other
purposes. This category does not include prior Fiscal Year's ending fund balance or interest on all construction funds,

(2}

(8
@)
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Sewer Construction and Maintenance Fund Cash Balances

The following table sets forth the cash balances of the Sewer Construction and Maintenance
Fund’s unrestricted and restricted funds.

TABLE 18
SEWER CONSTRUCTION AND MAINTENANCE FUND
CASH BALANCES IN ALL FUNDS (UNAUDITED)
(in Thousands)

As of June 30
2007 2008 2009 2010 2011
UNRESTRICTED FUNDS
Sewer Construction and
Maintenance'” $ 54,076 $130,693 $ 13,137 $ 56,768  $ 63,457
Sewer Operation and Maintenance® 42,106 9,073 7,898 31,124 27,595
Sewer Capital™ 17.628 _ 13,361 11.856 25,496 19,947
Total Unrestricted Funds $113,810 $153.127 $32.891“ § 113388  $110,999
RESTRICTED FUNDS
Construction Funds® $ 75511 % 4,511 $120,362 $ 94,099 § 95412
Reserve Funds® 89,010 89,610 98,651 95902 107,605
Debt Service Funds 16,876 15,091 18,043 13,298 19,045
Operation and Maintenance Reserve 30,899 33,355 34,962 34,277 34,277
Insurance and Liability Claims
Funds®™ 3,000 3,000 3,000 3,000 3,000
Emergency Fund 5,000 5,000 5,000 5,000 5,000
Rebate Funds 431 431 532 431 431
Total Restricted Funds $220.721 $150998 $280.552 § 246,007  §264.770
TOTAL FUNDS $334.531 $304.125 $313.443 $ 359395  $375.769

Source City of Los Angeles, Office of Accounting, from records of the City Controller.
All Revenues are deposited into this account.

(2) O&M expenses are paid from revenues transferred from the SCM Fund.

@ Grant receipts and Wastewater Service Contract capital payments are deposited into this account,

) The reduction in total unrestricted funds for Fiscal Year 2009 was caused by the City delaying debt issuance for the System
due to market condifions, and instead using cash to finance a farger than expected percentage of construction projects during
the year, Proceeds of debt issuances late in Fiscal Year 2009 and during Fiscal Year 2010 were used for construction
projects, allowing the balance of the unrestricted funds to increase,

®) These funds are funded with proceeds of the Senior Lien Bonds and CP Notes.

©  These funds are funded with proceeds of Sentor Lien Boads.

M Amounts in these funds are restricted by City accounting practices and not by the General Resolution,
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Property, Plant and Equipment

The City has consistently invested in its property, plant and equipment. Expenditures for
property, plant and equipment of the System (at cost) was $6.7 billion in Fiscal Year 2011, representing
an approximate 39 percent increase in investment in the last ten Fiscal Years. Net debt represented
approximately 64 percent of net plant as of June 30, 2011, which is down from a high of approximately
71 percent as of June 30, 1992 and up from the percentages over most of the last fen years. The following
table sets forth the City’s expenditures on property, plant and equipment and the balances in the total debt
attributable thereto for the last ten Fiscal Years.

TABLE 19
SEWER CONSTRUCTION AND MAINTENANCE FUND
GROWTH IN PROPERTY, PLANT AND EQUIPMENT

(in Thousands)
Net
Property, Property, Plant Net
Plant and and Debt as
Fiseal Year Equipment Equipment Total Net Percent of
Ended June 30  (at cost) (depreciated) Debt Debt™ Net Plant
2002 $4,822,399 $3,203,436 $2,033,780 $1,893,679 59.11%
2003 5,122,144 3,334,472 2,297,320 2,161,327 64.82
2004 5,369,047 3,451,307 2,217,464 2,129,139 61.69
2003 5,513,835 3,493,370 2,289,594 2,197,393 62.90
2006 5,711,808 3,557,060 2,246,306 2,157,866 60.66
2007 5,902,111 3,655,261 2,202,492 2,113,482 57.82
2008 6,063,168 3,715,623 2,271,653 2,182,043 58.73
2009 6,332,843 3,831,965 2,405,516 2,306,865 60.20
2010 6,541,977 3,891,258 2,505,709 2,409,807 61.93
2011 6,684,116 3,865,081 2,567,085 2,459,480 63,63

Source: City of Los Angeles, Office of Accounting.
M Total debt net of balances in debt service reserve funds,
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Projected Operation and Maintenance Expenses

The following table sets forth the projection of fotal wastewater system operation and
maintenance expenses by major service category and expense for Fiscal Years 2012 through 2016,

TABLE 20
PROJECTED OPERATION AND MAINTENANCE EXPENSES
(in Thousands)

As of June 3
2012 2013 2014 2015 2016

Conveyance System $32,844 $34,587 $35395 $36,998 § 38,250
Wastewater Treatment:

Hyperion System 111,776 115,116 116,642 119,735 122,043

Terminal Island System 12,910 13,388 13.619 14,093 14,452

Total Treatment $124.086 $128.504 §130.261  §133.828 $136.495

Industrial Waste Management 15,314 16,504 17,078 18,267 19,200

Environmental Monitoring and Regulation 16,195 17,041 17,491 18,422 19,149

Administration and General™® 75,656 173,861 77,081 84,972 92,109

City Support Services” 14,604 _ 18988 _ 22.076 25377 _ 28,624

Total O&M Expenses" $279.200 $280.485 $299.382  $317.864 $333.827

Source City of Los Angeles, Bureau of Sanitation.
Includes Wastewater Engineering Services, Executive, Administration, Financial Management, Information & Control
Systems, and Industrial Safety and Compliance Divisions of the Bureau of Sanitation and other Bureau support services
such as solid resources management. Reflects projected reductions in retirersent and postemployment healthcare benefits
costs in Fiscal Year 2013 due to increased employee contributions. See Appendix A — “City of Los Angeles Information
Statement — Financial Operations ~ Retirement and Pension Systems™ and “~ Other Post-Employment Benefits”,

@ Includes support services from City Departments or Offices outside of the Bureau of Sanitation. Also includes allowances

for 85C refunds and billing services provided by the DWP.

Includes the System’s projected share of the City’s projected contributions to LACERS, based on projected contributions as

of June I, 2011. See “Financial Operations of the Wastewater System — Retirement Contributions™ herein.

G}

The foregoing projection is based upon City estimates which reflect, as of the date of projection,
analysis of historical costs, known and expected changes in future service requirements, increased costs
due to treatment plant modifications and expanded operational procedures, and an overall estimate of
future price escalation.

Projected Statement of Revenues and Expenditures

The following table sets forth a projected operations statement based on revenue and expenditure
proiections developed by the Bureau of Sanitation. This protected operations statement includes a number
of assumptions, including that the number of customers will remain approximately the same as it is at this
time. The achievement of certain results or other expectations contained in the following table involve
known and unknown risks, uncertainties and other factors which may cause actual results, performance or
achievements reflected in the following table to be materially different from any future resuits,
performance or achievements expressed or implied by such table. Although, in the opinion of the Bureau
of Sanitation, such projections are reasonable, there can be no assurance that any or all of such projections
will be realized or predictive of future results,
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TABLE 21
PRO FORMA STATEMENT OF FINANCIAL OPERATIONS
UNDER INDICATED REVENUE LEVELS
{in Thousands)

Fiscal Year Ending June 30

Description 2612 2013 2014 2015 2016
REVENUES
Total User Charges Revenue!” $487,628  $525,157 $549,172  $583,972  $622,365
BABs and RZEDB subsidies 5,343 6,390 6,390 6,390 6,390
Other Revenue® 44,096 45,186 46,021 47,079 48,378
Total Revenues $337,067  $576,733 $601,583  $637.441 $677.133
EXPENDITURES
Operation & Maintenance Expense(3) $279,299 $289,485 $299.382 $317,864 $333,827
Debt Service
Senior Lien Bonds
Existing Senior Lien Bonds® 105,989 99,547 96,722 98,946 92,457
Series 2012-A Senior Lien Bonds®™ 0 2,531 2,483 2,483 2,483
Additional Senior Lien Bonds 0 0 6,075 15,600 25,225
Subordinate Bonds
Existing Subordinate Bonds“" 64,300 73,883 73,212 83,343 87,812
Series 2012-C Subordinate Bonds 0 6,523 9,013 6,979 8,706
Accruals for Subsequent Years® 5,977 (8) 1,536 755 742
CP Notes™ 650 5,933 7,847 8,000 8,000
SRF Clean Water Loans 13,605 13,605 13,605 13,605 13,605
Operating Reserve 158 1,256 1,220 2,279 1,968
Cash Financing of Construction 31,799 63,912 53,636 79,515 92,144
Additions to Minimum Operating Balance 35,250 20.066 36,852 8.073 10,163
Total Expenditures"'” $537.067 576733 $601.583  $637.441  $677.133

Souzce City of Los Angeles, Bureau of Sanitation.

(2)

O]

)

)

©

lu}

(8}
&)

Includes increases effective on each of July 1 from 2012 tbrough 2015,

Includes revenue from the O&M portion of wastewater service contract payments, the SFC, industrial wastewater fees, interest income
o all funds except Construction Funds, bonded sewer fees, and miscellancous revenue.

See Table 20 (Projected Operation and Maintenance Expenses) herein for the components of the O&M expense. Includes the System’s
projected share of the City’s projected contributions to LACERS, based on prejected contributions as of June i, 2011, See “Financial
Operations of the Wastewater System — Retirement and Other Postemployment Benefits Contributions™ herein.

Represents principal and interest becoming due and payable on all Senior Lien Bonds issued and Outstanding i each Fiscal Year
subsequent to the issuance of the Series 2012 Bonds and the Series 2012-B Subordinate Bonds and the completion of the refundings
relating thereto described under “Plan of Finance”.

Assumes interest rate of 5.0 percent for additional Senior Lien Bond issuances and 30-year wrapped debt service principal amortization
structures, Assuimes issuances of $162 mitlion, $216 million and $207 million in 2014, 2015 and 2016, respectively.

Represents principal and interest becoming due and payable on all Subordinate Bonds issued and Outstanding in each Fiscal Year
subsequent to the issusnce of the Series 2012 Subordinate Bonds and the completion of the refundings relating thereto described under
“Plan of Finanee”.

Assumes the payment by the Swap Counterparties to the City of a variable interest rate equal to a variable index identified in the Swap
Agreements and the payment by the City to the respective Swap Counterparties of a fixed interest rate, accounting for compietion of the
partial termination of the Swap Agreements relating to the Refunded 2008 Bonds described under “Plan of Finance”. Includes interest at
an assumed annuat interest rate of 5.0 percent on the Series 2008F2-H Subordinate Bonds.

Additional deposits in the Debt Service Fund; amounts are in excess of required monthiy principal and interest deposits.

Interest at an assumed annual interest rate of 4.0 percent on projected CP Notes for Fiscal Years 2013 through 2016,

U9 Fotal may not equal sum of components due fo individual rounding,
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OCutstanding Indebtedness

The City Charter, approved by the voters and effective on July 1, 2000, allows for revenue bonds
and notes of the City, including Senior Lien Bonds and Subordinate Bonds, to be issued upon adoption of
a procedural ordinance. The City will have issued a total of $4,823,761,473.50 principal amount of Senior
Lien Bonds, of which $1,186,760,000 will be Outstanding subsequent to the issuance of the Series 2012
Bonds and the Series 2012-B Subordinate Bonds and the completion of the refundings relating thereto,
The City will have issued a total of $2,449,385,000 principal amount of Subordinate Bonds in the form of
fixed and variable rate bonds, of which $1,325,660,000 will be Outstanding subsequent to the issuance of
the Series 2012 Subordinate Bonds and the completion of the refundings refating thereto. In addition, the
City has also authorized a maximum of $400,000,000 aggregate principal amount of Subordinate Bonds
in the form of CP Notes. The maximum amount of CP Notes that may be Qutstanding at any particular
time under the Lines of Credit for the CP Notes is $300,000,000. No CP Notes are currently Qutstanding,
The foliowing table sets forth the Wastewater System Revenue Bonds and CP Notes issued to date and
the respective principal amounts Outstanding, if any.
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CITY OF LOS ANGELES WASTEWATER SYSTEM

TABLE 22

REVENUE BONDS AND COMMERCIAL PAPER REVENUE NOTES
AMOUNTS ISSUED AND OUTSTANDING
(in Thousands) (as of May 30, 2012)®

Issue Amount Issued
Series 1987 $ 125,000
Series 1988 130,000
Series 1989 160,076
Series 1990-A 108,715
Series 1990-B 190,000
Series 1991-A 112,410
Series 1991-B 112,875
Series 1991-C (Refunding) 87,125
Series 1991-D 200,000
Series 1992-A (Refunding) 91,890
Series 1992-B 200,000
Series 1993-A (Refunding) 301,015
Series 1993-B 150,000
Series 1993-C (Refunding) 76,885
Series 1993-D {(Refunding) 388,290
Series 1994-A 150,000
Series 1996-A (Refunding) 72,520
Series 1997-A {(Refunding) 35,250
Series 1998-A 253,955
Series 1998-B (Refunding) 120,855
Series 1998-C (Refunding) 63,705
Series 1999-A (Refunding) 88,390
Series 2001-A, B, Cand D
(Subordinate Refunding) 308,600
Series 2002-A (Refunding) 102,850
Series 2003-A (Subordinate Refunding) 365,510
Series 2003-A (Refunding) 204,333
Series 2003-B (Subordinate Refunding) 269,450
Series 2003-B (Refunding) 225,510
Series 2005-A (Refunding) 300,655
Series 2006-A, B1, B2, C, and D
(Subordinate Refunding) 316,785
Series 2008 A, B, C, D, B, F-1, F-2, G and
H (Subordinate Refunding)® 444,600
Series 2009-A (Refunding) 454,785
Series 2010-A 177,420
Series 2010-B 89,600
Series 2010-A (Subordinate) 199,750
Series 2012-A (Subordinate Refunding) 157,055
Series 2012-B {Subordinate Refunding) 253,880
Series 2012-A (Refunding) 49,650
Series 2012-C (Subordinate Refunding) 133,715
CP Notes™ 300.000
Cotal $7.573.146
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Amount
Qutstanding

17,140

37,110
249,980M

50,3801
109,040
280,450

280,8608
426,350
177,420
39,600
199,790
157,055
253,380
49,650
133,715
0

$2.512.420

T Tncludes the issuance of the Series 2012 Bonds and Additional Series 2012 Subordinate Bonds and the completion of the
refundings relating thereto described under “Plan of Finance” herein.

The Serics 2008-A Subordinate Bonds, the Series 2008-B Subordinate Bonds, the Series 2008-C Subordinate Bonds, the
Series 2008-D Subordinate Bonds and the Series 2008-E Subordinate Bonds are secured by and payable from separate
irrevocable direct-pay letters of credit issued by JPMorgan Chase. The Series 2008-F-1 Subordinate Bonds, Series 2008-F-2
Subordinate Bonds, Series 2008-G Subordinate Bonds, and Series 2008-H Subordinate Bonds are secured by and payeble
from separate irrevocable direct-pay letters of credit issued by Bank of America, N.A. See “— Variable Raie Bonds™ herein.
The City has authorized a maximum of $400,000,000 aggregate principal amount of Subozdinate Bonds in the form of CP
Notes. However, the maximum amount of CP Notes that may be Outstanding at any particular time under the existing Line
of Credit for the CP Notes is $300,000,000.
Ne longer Quistanding.

Final Matority
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6/1/2013

*

*

6/1/2022
6/1/2027
*
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*
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6/1/2039
6/1/2039
6/1/2040
6/1/2032
6/1/2024
61172032
6/1/2024
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Annual Debt Service Requirements

The following table sets forth the amounts required in each Fiscal Year ending June 30 for the
payment of principal and interest on all Outstanding Senior Lien Bonds and Subordinate Bonds.

DEBT SERVICE ON ALL SENIOR LIEN BONDS AND SUBORDINATE BONDS®

TABLE 23

CITY OF 1LOS ANGELES

WASTEWATER SYSTEM REVENUE BONDS

Fiscal Year Series 2012-A Series 2012-C Existing All Total Debt
Ending Senior Lien Existing Senior  All Senior Lien Subordinate Subordinate  Suberdinate Service on
June 30 Bonds Lien Bonds Bonds Bonds Bonds Bonds All Bonds

2012 b G $ 105,989,321 $ 105,989,321 § 0 $ 64,299,957 $64,299957  $170,289,279
2013 2,530,771 99,546,828 102,077,598 6,522,813 73,882,723 80,405,536 182,483,135
2014 2,482,500 96,722,309 99,204,809 9,013,400 73,211,498 82,224,898 181,429,707
20615 2,482,500 98,946,059 101,428,559 6,978,800 83,342,973 90,321,773 191,756,332
2016 2,482,500 92,457,109 94,939,609 8,706,400 87,811,723 96,518,123 191,457,732
2017 2,482,500 77,621,459 80,103,959 13,548,800 97,170,943 110,719,743 190,823,701
2018 2,482,500 77,609,459 80,091,959 8,923,600 102,101,933 111,025,533 191,117,492
2019 2,482,500 55,534,296 58,016,796 8,596,600 122,389,358 130,985,958 189,002,754
2020 2,482,500 65,732,953 68,215,453 6,232,800 116,297,083 122,529,883 190,745,336
2021 2,482,500 81,249,690 83,732,190 34,114,000 70,615,208 104,729,208 188,461,398
2022 2,482,560 99,591,015 102,673,515 15,771,250 71,518,539 87,289,789 189,363,304
2023 2,482,500 51,174,015 53,656,515 18,010,250 113,409,089 131,419,339 185,075,854
2024 52,132,500 48,847,415 100,979,515 2,983,500 81,577,739 84,561,239 185,541,154
20625 0 48,845,990 48,845,990 37,388,500 101,448,714 138,837,214 187,683,204
2026 0 48,843,828 48,843,828 21,708,250 118,886,635 140,594,885 189,438,713
2027 0 48,845,328 48,845,328 53,145,000 124,857,576 130,002,576 178,847,904
2028 0 48,845,978 48,845,978 0 87,053,418 87,053,418 135,899,396
2029 0 61,758,128 61,758,128 0 77,174,925 71,174,925 138,933,052
2030 0 61,795,434 61,795,434 0 76,481,750 76,481,750 138,277,184
2031 0 61,833,459 61,833,459 0 75,803,750 75,803,750 137,637,209
2032 0 61,759,334 61,759,334 0 75,062,347 75,062,347 136,821,681
2033 0 107,079,509 107,079,509 0 0 0 107,679,509
2034 0 107,080,146 107,080,146 G o 0 107,080,146
2035 0 107,079,371 107,079,371 0 0 0 107,079,371
2036 0 86,300,146 86,306,146 0 0 0 86,306,146
2037 0 85,310,529 85,310,529 0 0 0 85,310,529
2038 0 84,282,799 84,282,799 0 0 6 84,282,799
2039 0 83,221,400 83,221,400 0 0 0 83,221,400
2040 3] 60,562.071 60,562,071 0 0 g 60,562,071
TOTAL® $79.488, 271 $2214471.375 $2,293,959,646 3203643963 $1,894387 880 82098041 844 54392001490

0 Reflects issuance of the Series 2012 Bonds and the Additional Series 2012 Subordinate Bonds and the completion of the refunding
relating thereto described under “Plan of Finance™ herein.

Y Total may not equal sum of components due to individual rounding,
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Variable Rate Bonds

The Wastewater System Subordinate Revenue Bonds 2008 Series A-H (the “Series 2008 Variable
Rate Bonds™) are variable rate demand obligations whose interest rates periodically reset to the rate at
which such Series 2008 Variable Rate Bonds could be sold at par, as determined by the remarketing agent
for such 2008 Variable Rate Bonds. The Series 2008 Variable Rate Bonds are outstanding in the
aggregate principal amount of $280,860,000. Payment of the principal of and interest on the Series 2008
Variable Rate Bonds is secured by and payable from payments made under irrevocable letters of credit
issued by letter of credit providers for the benefit of the trustee of the applicable Series 2608 Variable
Rate Bonds. The City is obligated to reimburse draws on such letters of credit from Revenues as
described in the respective reimbursement agreements between the City and each letter of credit provider,
and such obligation is secured by a pledge of Revenues on a parity with the pledge of Revenues set forth
in the Subordinate General Resolution. Certain terms of the letters of credit relating to the Series 2008
Variable Rate Bonds are as follows:

TABLE 24
VARIABLE RATE BONDS CREDIT ENHANCEMENT
Series 2008 Variable Outstanding Scheduled Expiration
Rate Bonds Principal Letter of Credit Provider of Letters of Credit
. . . JPMorgan Chase Bank, ‘
Series A-E $118,200,000 National Association July 26, 2012

Series F-H $162,660,000 Bank of America, N.A. July 26, 2012

The City is in the process of renewing or replacing these letters of credit.

Owners of the Series 2008 Variable Rate Bonds have a right to tender their Series 2008 Variable
Rate Bonds for purchase at a price equal to par plus accrued interest, upon notice as described in the
resolution for the Series 2008 Variable Rate Bonds. In the event such tendered Series 2008 Variable Rate
Bonds cannot be remarketed, the letter of credit supporting payment thereof will be drawn on and the
proceeds of such draw will be used to pay the purchase price to the tendering holders of the Series 2008
Variable Rate Bonds. The obligation of the City to reimburse the letter of credit provider for such draw on
the letter of credit, assuming ne event of default under the applicable reimbursement agreement and
assuming certain other conditions are met, may convert the term of the Series 2008 Variable Rate Bonds
paid from such a draw into a term loan amortizabie over a period of three years, and bearing a variable
interest rate that could be significantly higher than the variable rate that was borne by the Series 2008
Variable Rate Bonds prior to the failed remarketing. The accelerated amortization and increased interest
rate would significantly increase the size of current debt service payments due and owing on the Series
2008 Variable Rate Bonds. See “Risk Factors — Risks Related to Variable Rate Bonds™ herein.

The City has entered into Swap Agreements intended to mitigate the variable rate risk with
respect to certain of the Series 2008 Variable Rate Bonds. See “~ Swap Agreements” herein.

Swap Agreements

The City has entered into a Swap Agreement with The Bank of New York Mellon (the “Bank of
New York Mellon™) and a Swap Agreement with Dexia Crédit Local, New York Branch (“Dexia™.
These swap agreements are currently associated with the Series 2008-A-F1 Bonds. The Bank of New
York Mellon is rated Aal/AA-/AA- by Moody’s, S&P, and Fitch, respectively, and Dexia is rated
Baa2/BBB/A+ by Moody’s, S&P, and Fitch, respectively. In connection with the issuance of the Series
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2012-A Subordinate Bonds and the completion of the refunding relating thereto, each Swap Agreement
was partially terminated and each has a remaining outstanding notional amount of §75,542,500, for a total
of $151,085,000, and a termination date of June 1, 2028. In each swap agreement, the City pays a fixed
rate of 3.34%, and the swap counterparty pays 64.1% of I-month USD-LIBOR, adjusted weekly. If the
variable rate received by the City, over time, approximates the variable rate inferest payment on the
bonds, the net effective cost of borrowing to the City will approximate the fixed rate paid under the swap
agreements by the City.

As of April 17, 2012, the remaining portion of each Swap Agreement had a market value of
approximately $(17,950,000), for a combined total market value of $(35,900,000), with negative amounts
indicating a City liability in the event of a termination requiring a termination payment, Such market
value changes with fluctuations in market interest rates, agreement duration, and other factors. The City
may terminate the swap agreement with Dexia in the event that any two of Meody’s, S&P or Fitcl: assign
ratings to Dexia’s senior, unsecured, unenhanced debt that is below Baal, BBB+ or BBB+, respectively.
However, in such instance, the City would be required to make a termination payment to Dexia.

The City’s payments under the Swap Agreements are special, limited obligations of the City
payable from Revenues on a basis subordinate to the Subordinate Bonds as to the lien on and source and
security of payment from the Revenues, See “Security and Sources of Payment for the Series 2012 Bonds
— Swap Agreements” herein. Swap agreements entail certain risks. See “Risk Factors — Swap
Agreements” herein.

Anticipated Financings

The City anticipates issuing additional Senior Lien Bonds and Subordinate Bonds (including CP
Notes) from time to time to finance capital improvenient projects. See “Plan of Finance” and “Wastewater
System Capital Improvement Program — Financing Plans for the Wastewater Capital Improvement
Program” herein,

Cash Basis Debt Service Coverage

The following table sets forth the projected cash basis debt service coverage for Fiscal Years
2012 through 2016. Such debt service coverage projections are based on a number of assumptions,
including that the number of customers wiil remain approximately the same as it is at this time. The
achievement of certain results or other expectations contained in the following table invelve known and
unknown risks, uncertainties and other factors which may cause actual results, performance or
achievements reflected in the following table to be materially different from any future results,
performance or achievements expressed or implied by such table. Although, in the opinion of the Bureau
of Sanitation, such projections are reasonable, there can be no assurance that any or all of such projections
will be realized or predictive of future results.
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TABLE 25

DEBT SERVICE COVERAGE PROJECTIONS

(in Thousands)

Fiscal Year Ending June 30

Category 2012 2013 2014 2015 2016
Net Revenues — Current Rates'” $247,678 $239,391  $230,779  $213,698 $199,078
Additional Revenue from Future Rate
Increases™ 4,763 41,688 65,366 99,828 137,884
Additional Interest Income®™ (16) (221) (334) (339) (46)
BABs and RZEDB Subsidies 5.343 6.390 6.390 6,390 6.390
Projected Net Revenue $257.768 $287.248  $302201  $319,577 $343,306
Debt Service
Existing Senior Lien Bonds'” $105,989 $99,547  $96,722  $98,946  $92,457
Senior 2012-A Lien Bonds 0 2531 2483 2,483 2.483
Additional Senior Lien Bonds © 0 0 6,075 15,600 _ 25,225
Total Senior Lien Bonds $105.989 $102 $105.280  $117 $120.165
Existing Subordinate Bonds'®” $ 64,300 $ 73,883  $ 73212 $ 83,343 § 87,812
Series 2012-C Subordinate Bonds 0 6,523 9,013 6,979 8,706
CP Notes® 650 5933 7.847 8,000 8,000
Total Subordinate Bonds and CP Notes  §_64.950 $. 80339 $.90072 § 98322 35104518
Total All Bonds and CP Notes $170,939 5188417  $195352  $215.351 $224.683
Projected Debt Service Coverage
Total Senior Debt " 243% 281% 287% 273% 286%
Total Senior, Subordinate and CP Debt 151% 152% 155% 148% 153%

Soume City of Los Angeles, Bureau of Sanitation.

(?-)

(3

@)

(5)

6

0]

{®)

Net Revenues, as defined by the General Resolution based on rates and charges currently in effect.

Includes projected increases effective on each of July 1 from 2012 through 2015, There is no assurance that debt service
coverage for Fiscal Years 2012 through 2016, inclusive, will be at the levels currently projected.

Includes assumed annual interest earnings of 3.5 percent on increased reserve funds resuiting from proposed additional
Bond sales.

Principal and interest becoming due and payable on all Senior Lien Bonds issued and outstanding in each Fiscal Year,
subsequent to the issuance of the Series 2012 Bonds and the Series 2012-B Subordinate Bonds and the compietion of the
refundings relating thereto. See “Plan of Finance”,

Principal and interest becoming due and pavable on projected additional revenue bonds in each Fiscal Year. Assumes
interest rate of 3.0 percent for additional Senior Lien Bond issuances and 30-year wrapped debt service principal
amortization structures. See Table 21 for additional information on projected debt issuance.

Debt service reflects the issuance of the Series 2012-A Subordinate Bonds and the Series 2012-B Subordinate Bonds and the
completion of the refundings relating thereto described under “Plan of Finance™.

Principal and interest becoming due on existing Subordinate Bonds in each Fiscal Year. Assumes the payment by the Swap
Counterparties to the City of & variable interest rate equal to a variable index identified in the Swap Agreements (as
modified after the issuance of the Series 2012-A Subordinate Bonds) and the payment by the City to the respective Swap
Counterparties of a fixed interest rate. Includes interest at an assumed annual interest rate of 5.0 percent on the Series
2008F2-H Subordinate Bonds.

Interest at an assumed annual interest rate of 4.0 percent on projected CP Notes for Fiscal Years 2012 through 2016,

62



REGULATORY REQUIREMENTS AFFECTING OPERATION OF THE SYSTEM
General

The City’s wastewater operations are subiect {0 regulatory requirements relating to the Federal
Water Pollution Control Act as amended (the “Clean Water Act™). The regulatory requirements are
administered by the US EPA through the SWRCB. Regulations of these agencies deal primarily with the
quality of effluent which may be discharged from the four wastewater treatment facilities, the recycling of
residual solids generated by the wastewater treatment plants, the reuse of reclaimed water for irrigation
and industrial uses to conserve poiable water, and the nature of waste material (particularly industrial
waste) discharged into the collection system. As a condition of having received federal EPA grant funds
under the Clean Water Act for planning, design, and construction of various wastewater projects, the City
is subject to additional requirements. Among the grant-related requirements are guidelines which must be
followed concerning planning methodologies, design criterla, procurement, construction activities, and
financing of facilities.

To comply with federally mandated effluent quality and disposal criteria, the City must operate
its wastewater treatment facilities according to discharge limitations and reporting requirements set forth
in National Pollutant Discharge Elimination System (“NPDES™) discharge permits. All wastewater
treatment plants currently comply with the requirements of their respective NPDES permits.

To comply with other federal regulations concerning the discharge of waste materials into the
sewer system, the City must administer and enforce industrial pretreatment limitation standards upon
users of the system. The City has had an industrial waste program in effect since the early 1940s. The
City has been approved by the State and the US EPA to administer its own industrial pretreatment
program.

The City’s industrial waste ordinance sets forth the water quality standards that industrial users
must meet and provides enforcement procedures for violators. The Industrial Waste Management
Division of the Bureau of Sanitation is currently responsible for monitoring industrial sites, food service
establishments, and dental offices located in the City, In addition, each Entity is required to permit and
monitor all industries within its respective service area. Agencies served under the Universal Terms
Contracts are now contractually required to meet the federal pretreatment requirements,

Another grant-related regulatory requirement is that the City has an approved user charge system.
Such user charge regulations require the City to recover annual operation, maintenance, and replacement
costs from users of the system in a proportionate manner according to the customer’s level of use. Such
factors as volume, flow rate, and strength of wastewater are to be considered in determining proportionate
use. User fee rates are reviewed periodically and established at a level necessary to generate sufficient
revenues to recover the annual operation, maintenance and replacement costs. User fee rates for all users,
except Entities stifl served by the old SDCs and certain City operations are established to recognize the
volume and strength characteristics of wastewater contributed to the system. The SWRCEB approved the
City’s original Revenue Program on September 23, 1987. The Agencies also must file their respective
revenue programs with the SWRCB in connection with the City’s Revenue Program. In order to comply
with SWRCB revenue program requirements for proportional cost recovery by user class, the outdated
SDCs are being renegotiated to reflect both volume and wastewater strength requirements.

In addition to federal requirements, the City must comply with State requirements which are
generally more stringent. The primary State law concerned with the control of water quality is the Porter-
Cologne Water Quality Control Act of 1969, as amended. The basic tenor of that act was set by the policy
that the waters of the State must be protected for use and enjoyment by the people of the State. The
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Porter-Cologne Act directly addresses the issue of water reciamation and reuse. A declared policy of the
law is that the people of the State have a primary interest in the development of facilities to reclaim
wastewater to supplement existing surface and underground water supplies in order to meet their water
requirements, The legislative intent was to undertake all possible development of water reclamation
facilities to make reclaimed water available for use. The law requires the State Department of Health
Services to establish statewide reclamation criteria for each type of use where such use involves public
health.

Biosolids Management

The City terminated the discharge of biosolids into the ocean in November 1987 as required by
the terms of the Amended Consent Decree. The City produces exceptional quality biosolids at HTP and
TIWRP, which will permit the continuation of land application. The City reuses biosolids, a byproduct or
residual of wastewater treatment, as a soil amendment at a City-owned farm in Kern County, pending
resolution of litigation relating to biosolids land application in Kern County. A Kern County voter-
approved initiative was passed in July 2006 that prohibits biosolids land application in the unincorporated
areas of Kern County. The City filed legal challenges to the validity of this initiative. See “Litigation”
herein. If the provisions of the initiative are upheld, the City would no longer be able to land apply
biosolids at its farm in Kern County and would have to landfill it, dispose of it out of state, or consider
other use options at an increased cost of approximately $3 million per year. The financial projections set
forth in this Official Statement do not include the potential costs related to alternate disposition of
biosolids.

~ The City is investigating and evaluating new beneficial use options, including injection of
biosolids deep below the geological subsurface at TIWRP pursuant to the Terminal Island Renewable
Energy Project. Since July 2008, over 130 million gallons of biosolids have been injected. The permit for
the TIWRP pilot program expired in November 2011 and the City has submitted an application for a new
five-year permit to the US EPA to continue the project with certain medifications. The US EPA is
reviewing the permit application but has allowed the City to continue operating the project under the
conditions of the expired permit. The City considers the likelihood of being granted a new permit to be
very high. The City also composts a portion of its biosolids at its Griffith Park compost facility.
Composting is the process by which organic materials such as biosolids are decomposed into a nuirient-
rich soil conditioner. The City is also exploring the feasibility of pelletizing biosolids for use as fuel.

Air Quality

South Coeast Air Quality Management District. The air quality issues relating to treatment plants
have been the subject of increased federal, State and local regulation. The Bureau of Engineering
coordinates and tracks South Coast Air Quality Management District (“SCAQMD™) permits to construct
many System capital improvement projects. The Bureau of Sanitation tracks federal and State air quality
legislation and proposed federal, State and regicnal regulations, prepares responses to issues that may
impact System operations and future development and coordinates SCAQMD permits to construct larger
System projects such as the DGUP at HTP.

Pollutant and Air Toxics Emissions. All of the City’s treatment plants monitor and report on
pollutant emissions and certain air toxics pursuant to SCAQMD requirements. SCAQMD requires Annuat
Emissions Reports (“*AERs”) of air contaminants from each of the City’s treatment plants. Pursuant to the
Air Toxics “Hot Spots” Information and Assessment Act (the “Hot Spots Act”) administered through
SCAQMD, an emission inventory or Hot Spots Report setting forth the types and quantities of certain
substances routinely released by the City’s treatment plants is submitted every four years. Under certain
circumstances, the SCAQMIDD may require a health risk assessment (“FHRA’), which is a comprehensive
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analysis of the dispersion of hazardous substances into the environment, the potential for human
exposure, and a quantitative assessment of both individual and population-wide health risks associated
with those levels of exposure. SCAQMD required a Health Risk Assessment for the HTP, which was last
updated in 2009. SCAQMD may determine that additional HRAs are required based on a facility’s air
toxics emissions. No issues have arisen and no issues are expected to arise from AERS, Hot Spots
Reports, HRAs or priority levels.

Priority Reserve Credits and Reserves. Since 2006, there have been various legal challenges to
SCAQMD’s Rules 1309.1 and 1315. Rule 1309.1 provides priority reserve credits o essential public
services, including wastewater treatment facilities. Rule 1315 had established a federally approved
banking or tracking system through which priority reserve offsets under Rule 1309.1 could be distributed
by the SCAQMD to enable essential public service entities, such as wastewater treatment plants, to
construct or modify facilities. The legal challenges have impacted the SCAQMD’s ability to issue
permits. The enactment of SB 827 in 2009 allowed SCAQMD to lift its permit moratorium on January 4,
2010 and continue issuing permits using the priority reserve credits through May 1, 2012, On February 4,
2011, the SCAQMD Governing Board adopted a new Rule 1315 and certified the associated CEQA
document, SCAQMD expects that the US EPA will approve the new ruie and CEQA in the next few
months. No assurance can be given that implementation of the new Rule 1315 will not be challenged by a
non-governmental organization.

National Ambient Air Quality Standards. The SCAQMD implements portions of the National
Ambient Air Quality Standards of the federal Clean Air Act, which sets forth duration limits for exposure
to certain criteria pollutants, On December 5, 2008, the SCAQMD Governing Board adopted Rule 317 to
implement Section 185 of the federal Clean Air Act, which requires that major stationary sources for
volatile organic compounds emissions or nifrogen oxides in non-attainment areas to either reduce their
emissions by 20% from a baseline amount or pay a fee. Pursuant to Rule 317, major stationary sources in
areas of severe or extreme non-attainment of the federal one-hour standard for ozone would be required to
pay fees for nitrogen oxides and volatile organic emissions that exceed 80 percent of the facility’s
baseline emissions. The fees would be based on annual emissions and begin two years after the
“attainment year”, which is 2010 for all entities in the South Coast Air Basin, and would not distinguish
between well-controlled emissions (those using the best-available control technology) and other
emissions, Rule 317, as adopted by the SCAQMD Governing Board, would have potentially resuited in
an additional $1 million per year assessed to the City’s System, depending on the nature of the HTP’s
DGUP and the final assessment arrangement.

Since then, the SCAQMD has amended Rule 317 to follow the US EPA’s fee-equivalency
approach, which would allow expenditures by US EPA, CARB and SCAQMD on surplus emission
reduction programs, such as truck replacement, ciean fuels and bus retrofit programs, to be used on a
dollar per dollar basis to offset the Section 185 fee obligations. The fee-equivalency approach has
experienced certain legal challenges and no assurance can be given that the SCAQMD will be permitted
to implement a fee-equivalency approach as set forth in Rule 317 or that revenues will be sufficient to pay
any penalties relating to noncompliance, Flowever, if Rule 317 is implemented, SCAQMD has indicated
that adequate equivalency funding appears to be available through 2020, when the one-hour ozone
standard is expected to be achieved, thereby avoiding any penalties under Section 185 of the federal
Clean Air Act,

California Air Resources Board. Since 2002, the City has been participating in the rule making
process with the California Air Resources Board ("CARB”) by providing information to CARB staff and
presenting the Bureau of Sanitation’s concerns with respect to proposed regulations being considered by
CARB. CARB adopted a rule in December 2007 that requires the reporting of greenhouse gas emissions
from the largest sources, including large facilities such as refineries, general stationary combustion
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facilities, and hydrogen plants that emit at least 25,000 metric tons of carbon dioxide per year, The City
has demonstrated to CARB that the System facilities are not subject to the State reporting rule because the
facilities’ emissions were considerably less than the 25,000 metric ton threshold. In 2010, CARB
amended its regulations to require that entities emitting between 10,000 and 25,000 metric tons of carbon
dioxide per year would be required to report emissions, but the reports would not be subject to third party
verification. Depending on which option is selected for the HTP DGUP, the HTP's carbon dioxide
emissions could increase to more than 10,000 metric tons, requiring the City to begin reporting its
emissions.

Southern California Alliance of Publicly Owned Treatment Works and California Wastewater
Climate Change Group. The City i5 a member of Scuthern California Alliance of Publicly Owned
Treatment Works (“SCAP”) consisting of the Los Angeles and Orange County Sanitation Districts, the
City, and many smaller cities and other jurisdictions. SCAP, through its membership in the California
Wastewater Climate Change Group (*CWCCG™), addresses climate change, greenhouse gases and
renewable energy-related issues of publicly owned treatment works and other issues that affect capital and
operations budgets for the Bureau of Sanitation. No assurance can be given that the cost of compliance
with future laws, regulations and orders relating to climate change, greenhouse gases and/or renewable
energy would not adversely affect the ability of the System to generate Revenues sufficient to pay debt
service on the Series 2012-A Subordinate Bonds.

NPDES Permits

The City’s four treatment plants are required to obtain five-year NPDES permits that are issued
by the Los Angeles Regional Water Quality Control Board (“LARWQCB”). All of the NPDES permits
for the City’s wastewater and water reclamation facilities have been renewed. The City received the
NPDES permit for TIWRP on May 6, 2010. HTP's permit was renewed on November 4, 2011,

The LARWQCE issued new permits for DCTWRP and LAGWRP on December 8, 2011
(coilectively, the “Permits”). The Permits incorporate certain provisions of the previous permits issued by
LARWQCE for DCTWRP and LAGWRP in December 2006 (the “2006 Permits™). The City had filed an
appeal of the 2006 Permits because they were “more stringent” than required under federal law and thus
should have been subject to “economic considerations™ by the LARWQCB. In March 2010, all parties to
the lawsuit agreed to a negotiated settlement agreement. As a result of the settlement agreement, most of
the Groundwater Monitoring Requirements in the DCTWRP and LAGWRP permits were removed and
both DCTWRP and LAGWRP were given additional time to comply with the provisions of the California
Toxics Rule, which sets forth numeric water quality criteria for priority toxic pollutants and other water
quality standards provisions to be applied to waters in the State, DCTWRP and LAGWRP currently
comply with their final permit limits for copper, and neither plant is expected to experience difficulty
meeting these new limits in the future. In anticipation of the expiration of the copper interim limits, the .
Cities of Burbank and Los Angeles completed a Copper Site-Specific Objective Study for the Los
Angeles River. The study was adopted by the LARWQCB on May 6, 2010. A water effects ratio
adjustment could be applied to the final copper limits if the plants have difficulty meeting their final
effluent limits in the future. Currently, both plants are meeting their final effluent {imits, However, if the
plants cannot meet future permit requirements, it is possible that the City may be required to instafl new
treatment processes at a substantial cost to the City. The City cannot currently estimate the cost of such
permit requirements, and such permit requirements are not included in the current capital improvement
program.

The 2006 Permits also required compliance with the Nitrogen Total Maximum Daily Loads

{“TMDLs™) and construction of Nitrification-Denitrification (“NDN”) facilities. NDN facilities have been
constructed and are operating in full NDN mode at DCTWRP and LAGWRP. An Ammonia Site-Specific
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Objective Study has been approved by the LARWQCB and adopted by the SWRCB, Office of
Administrative Law, and US EPA. The LARWQCB still needs to re-open the Nitrogen TMDLSs to revise
its Waste Load Allocations for Ammonia and incorporate the new limits in the permits. The final
adoption of this study will adjust the final effluent limits higher, which will allow operational flexibility
in the disinfection process. The revision of the ammonia TMDL is expected to take additional time;
meanwhile, the Bureau of Sanitation has received & time schedule order from the LARWQCB for the
ammonia effluent limit for the DCTWRP until the nitrogen TMDL has been revised. The Bureau of
Sanitation is also pursuing the possibility of de-listing the Los Angeles River, which would also provide
relief from the ammonia wasteload allocation. If the results of the study are not incorporated into the
permits, then plant operational flexibility may be limited. However, DCTWRP has consistently met its
final ammonia effluent limit in the past and, with the adoption of the new time schedule order by the
- LARWQCB, no major potential financial impact to the System is anticipated.

Total Maximum Daily Loads

The LARWQCR is required to develop TMDLs for impaired waterbodies. Section 303(d) of the
Clean Water Act requires every state to compile a list of waterbodies that are impaired with respect to
water quality and then implement mitigation efforts through the TMDL process. The TMDL for nitrogen
compounds and its related effects in the Los Angeles River and its tributaries was adopted by the
LARWOQCB in July 2003, and was adopted by SWRCB in November 2003. The TMDL became effective
on March 23, 2004, Interim limits for the discharge of nitrogen compounds also became effective for
DCTWRP and LAGWRP on March 23, 2004, The City is required to perform several studies relating to
this TMDL. The City has constructed nitrification/denitrification facilities that achieve compliance with
the TMDL.

The Los Angeles River Metals TMDL, as readopted, became effective October 29, 2008. The
TMDL assigned DCTWRP and LAGWRP Waste Load Allocations that are exceeded from time to time
and provided a compliance schedule of five years from the original effective date of the TMDL. However,
DCTWRP and LAGWRP are subject to more stringent final limits pursuant to their NPDES permits and
the California Toxics Rule, with which the DCTWRP and LAGWRP are in compliance. Various
watersheds in the [.os Angeles area have water body segments that are also listed as impaired due to
pollutants such as heavy metals, pesticides, ammonia, and nutrients, TMDLs are being developed by the
LARWQCB for these water bodies. It is difficult to predict their full impact on the NPDES effluent limits
at the City’s four treatment plants. However, it is expected that significant capital improvements funded
by the System may be required to comply with the TMDLs.

Collection System Settlement Agreement

In 1998, the Santa Monica BayKeeper (“BayKeeper™) filed a federal lawsuit asking for injunctive
relief and $549 million in penalties relating to spills from the City wastewater system that occurred during
the El Nifio storms of 1998, In January 2001, the US EPA, the LARWQCB and certain community
groups representing residents in South Los Angeles joined the BayKeeper in its lawsuit against the City.
This action was settled pursuant to the CSSA signed by all parties and approved and entered by the court
in October 2004, The CSSA builds on the Bureau of Sanitation’s existing 10-year, $2 billion plan to
maintain and enhance the City’s sewer system. The enhancements to the existing sewer program reguired
by the CSSA are expected to necessitate an additional $300 million over 10 years, which have already
occurred or are included in the financial projections included herein. See “Financial Operations of the
Wastewater System — Projected Operation and Maintenance Expenses,” “— Projected Statement of
Revenues and Expenditures,” and “Wastewater System Capital Improvement Program — Financing Plans
for the Wastewater Capital Improvement Program”™ herein. The additional cost is mainly due to the
increases in the number of sewers to be repaired under the settlement agreement. The CSSA requires a
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three-year rolling average of 60 miles of sewers per year to be renewed in Fiscal Years 2008 through
2014, In addition, the City is required to clean a three-year rolling average of 2,800 miles of sewers
annually {with a minimum of 2,600 miles each of the first two years), visually inspect at least 600 miles
of sewers annuaily, and continue odor mitigation efforts, including the construction of seven air treatiment
facilities. In each of the first four years of the CSSA, the City has exceeded the requirements for cleaning
and visual inspection. In Fiscal Year 2011, the City performed 62 miles of sewer rehabilitation, exceeding
the required annual minimum of 50 miles, In addition, the City has completed construction of 77 of the 88
required projects. Of the 11 remaining projects, four were cancelled and the remaining seven are on
schedule.

RISK FACTORS

The ability of the City to pay principal of and interest on the Series 2012 Bonds depends
primarily upen the receipt by the City of Revenues. Some of the events which could prevent the City from
receiving a sufficient amount of Revenues to enable it to pay the principal of and interest on the Series
2012 Bonds are summarized below, The following description of risks is not intended to be an exhaustive
list of the risks associated with the purchase of the Series 2012 Bonds and the order of the risks set forth
beiow does not necessarily reflect the relative importance of the various risks.

Limited Obligations

The obligation of the City to pay debt service on the Series 2012 Bonds is a limited obligation of
the City and is not secured by a legal or equitable pledge or charge or lien upon any property of the City
or any of its income or receipts, except the Revenues. The obligation of the City to pay debt service on the
Series 2012 Bonds does not constitute an obligation of the City to levy or pledge any form of taxation or
for which the City has levied or pledged any form of taxation, The City is obiigated under the Resolutions
to pay debt service on the Series 2012 Bonds solely from Revenues.

Factors that can adversely affect the availability of Revenues include, among other matters,
drought, general and local economic conditions, and changes in law and government regulations
(including initiatives and moratoriums on growth). The realization of future Revenues is also subject to,
among other things, the capabilities of management of the City, the ability of the City to provide
wastewater service to its retail customers and the Agencies, the ability of the City to establish, maintain
and collect charges for the wastewater service to its refail customers and the Agencies and the ability of
the City to establish, maintain and collect rates and charges sufficient to pay debt service on the Series
2012 Bonds. See “Financial Operations of the Wastewater System™ herein and Appendix E attached
hereto.

System Revenues and Expenditures

The operation and maintenance expenses of the System are expected to increase in the next five
years. See “Financial Operations of the Wastewater System — Operation and Maintenance Expenses”
herein. Actual operation and maintenance expenses may be greater or less than projected. Factors such as
changes in technology, regulatory standards, increased costs of material, energy, labor and administration
can substantially affect System expenses. Although the City has covenanted to prescribe, revise and
collect rates and charges for in amounts sufficient to pay debt service on the Series 2012 Bonds, there can
be no assurance that such amounts will be collected. Increases in System rates could resuit in a decrease
in demand for System usage.
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Rate-Setting and Initiative Processes Under Proposition 218

Proposition 218 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 be challenged by
initiative action authorized under Proposition 218. In the event that future proposed rate increases cannot
be imposed as a result of majority protest or initiative, the City might thereafter be unable to generate
Revenues in the amounts required to pay debt service on the Series 2012 Bonds. See “Financial
Operations of the Wastewater System — Proposition 218 herein.

Proposition 218, as incorporated in the California Constitution under Article XHIC, also provides
that the initiative power shall not be prohibited or otherwise limited in matters of reducing or repealing
any iocal tax, assessment, fee or charge and that the power of initiative to affect local {axes, assessments,
fees and charges shall be applicable to all local governments. See “Financial Operations of the
Wastewater System — Proposition 218" herein, Notwithstanding the fact that the SSC may be subject to
reduction or repeal by voter initiative undertaken pursuant to Section 3 of Article XIHIC, the City has
covenanted to establish, fix, prescribe and collect rates, fees and charges in connection with the use of the
System which meet the requirements of the Resolutions and in accordance with applicable law. No
assurance can be given that the voters of the City will not, in the future, approve initiatives which seek to
repeal, reduce or prohibit the future imposition or increase of assessments, fees or charges, including the
City’s SSC, which are a significant source of Revenues pledged to the payment of debt service on Series
2012 Bonds.

Statutory and Regulatory Compliance

Changes in the scope and standards for public agency wastewater systems, such as the System,
may lead to increasingly stringent operating requirements and the imposition of administrative orders
issued by Federal or State regulators. Future compliance with such requirements and orders can impose
substantial additional costs on the SCM Fund. See “Regulatory Requirements Affecting the Operation of
the System™ herein. In addition, claims against the System for failure to comply with applicable laws and
regulations could be significant, Such claims are payable from assets of the System or from other legally
available sources. No assurance can be given that the cost of compliance with such existing or future
laws, regulations and orders would not adversely affect the ability of the System to generate Revenues
sufficient to pay debt service on the Series 2012 Bonds.

Earthquakes and Other Natural Disasters

The System is located above or near a number of geological faults capable of generating
significant earthquakes. The area is characterized by a number of geotechnical conditions which represent
potential safety hazards, including expansive soils and areas of potential liquefaction and landslide. In
anticipation of such potential disasters, the City designs and constructs System facilities to the seismic
codes in effect at the time of design of the project.

In January 1994, an earthquake of magnitude 6.8 on the Richter Scale occurred in the northwest
San Fernando Valley on a previously unmapped fault, It caused widespread damage to commercial and
residential structures. No significant damage occurred to the System and sewer service was not
interrupted. Pipe fractures were detected using closed circuit television cameras and some portions of the
pipe collapsed. The City estimates that repairs to the System in connection with this earthquake cost
approximately $213 million.

Although the City has implemented disaster preparedness plans, there can be no assurance that
these or any additional measures will be adequate in the event that a natural disaster occurs, nor that costs
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of preparedness measures will be as currently anticipated. Further, damage to components of the System
could cause a material increase in costs for repairs or a corresponding material adverse impact on
Revenues. The City is not obligated under the Resolutions to maintain earthquake insurance on the
System, and the City does not now and does not plan to maintain, earthquake insurance on the System.

Risks Relating to the Water Supply

The ability of the Wastewater System to operate effectively can be affected by the water supply
available to the City, which is situated in an arid and semi-desert environment that is currently subject to
drought conditions. If the water supply decreases significantly, whether by operation of mandatory supply
restrictions, prohibitively high water costs or otherwise, flow within the Wastewater System will diminish
and Revenues may be adversely affected. See “Financial Operations of the Wastewater System — Water
Usage” herein. ‘

Security of the Wastewater System

Damage to the System resulting from vandalism, sabotage, or terrorist activities may adversely
impact the operations and finances of the System, There can be no assurance that the City’s security,
emergency preparedness and response plans will be adequate to prevent or mitigate such damage, or that
the costs of maintaining such security measures will not be greater than currently anticipated. See “The
Wastewater System Service Area and Facilities — Security of the System” herein, The City has established
the Emergency Fund, which may be used by the City, if other funds are not readily available and
sufficient, to pay extraordinary and unexpected repair or replacement expenses of the System or liability
claims related to the System. See “Security and Sources of Payment for the Series 2012 Bonds -
Emergency Fund” herein.

Utility Costs

No assurance can be given that any future significant reduction or loss of power would not
materially adversely affect the operations of the System. The volume of wastewater conveyed and treated
in the System on a daily basis requires a significant amount of electrical and thermal power. Electricity is
needed to run pumps, lights, computers, mechanical valves and other machinery. Thermal energy, usually
generated by electrical power or by burning natural gas, provides heat and cooling necessary for both
buildings and the wastewater treatment process. Prices for electricity or gas may increase, which could
adversely affect the System’s financial condition.

Impact of Current Economic Conditions on System Revenues

The major economic disruptions and recession of the past few years have adversely affected
economic activity of the region in general, in particular resulting in decreased economic activity,
increased unemployment and a reduction in residential and commercial construction. The City cannot
predict the extent of the fiscal probiems that will be encountered in this or in any future economic
downtumn. Reduction in System users’ ability to pay rates and charges, and reduction in the rate at which
new customers are added to the System, can adversely impact System Revenues.

Acceleration; Limitations on Remedies
The General Resolution and the Subordinate General Resolution provide that, upon and during
the continuance of an Event of Default, the principal of and interest accrued on all Senior Bonds and

Subordinate Bonds, respectively, subject to certain conditions, may be declared to be due and payable
immediately. The foregoing notwithstanding, the remedy of acceleration is subject to the limitations on
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legal remedies against public entities in the State, including a limitation on enforcement obligations
against funds needed to serve the public welfare and interest. Also, any remedies available to the Owners
of the Series 2012 Bonds upon the occurrence of an Event of Default under the respective Resolutions are
in many respects dependent upon judicial actions which are often subject to discretion and delay and
could prove both expensive and time consuming to obtain.

Further, enforceability of the rights and remedies of the Owners of the Series 2012 Bonds may
become subject to (i) the Federal bankruptcy code and applicable bankruptey, insoivency, reorganization,
moratorium, or similar laws relating to or affecting the enforcement of creditor’s rights generally, (i)
equity principles which may limit the specific enforcement of certain remedies, (iil) the exercise by the
United States of America of the powers delegated to it by the Constitution, and (iv) the exercise of the
state police powers. Remedies available to the Owners of the Series 2012 Bonds are in many respects
dependent upon judicial action which is often subject to discretion and delay and could prove both
expensive and time consuming te obtain.

Swap Agreements

The City is currently a party to two Swap Agreements related fo bonds issued under the
Subordinate General Resolution., Swap Agreements entail certain risks to the City, Actual interest rates
may vary from assumptions made at the time the swap transaction was executed, and the City may not
realize the expected financial benefits from the swap transaction. In addition, the potential future exposure
to the City relating to the difference in payments between the amounts the City receives and pays in
connection with a swap agreement, termination payments, or any non-scheduled payment cannot be
predicted. The respective counterparties may terminate any of the Swap Agreements upon the occurrence
of certain termination events or events of default, which may include fatlure of either the City or the
counterparty to maintain credit ratings at. specified levels. The City may terminate any of the Swap
Agreements at any time. If either the counterparty or the City terminates any swap, the City may be
required to make a termination payment to the counterparty, even if such termination is due to an event
affecting the counterparty, including the counterparty’s failure to maintain credit ratings at specified
levels, and there is no assurance that such payment by the City would not have a material adverse affect
on the Revenues. See “Financial Operations of the Wastewater System — Swap Agreements” herein for a
description of the counterparties to the City’s two Swap Agreements and the respective market values
thereof. The City has partially terminated the Swap Agreements relating to the Refunded 2008 Bonds and
financed the termination payment with a portion of the proceeds of the Series 2012-A Subordinate Bonds.
See “Plan of Finance” herein. The City may enter into additional swap agreements in the future.

Risks Related to Variable Rate Bonds

The variable rate of interest that is borne by the Series 2008 Variable Rate Bonds is dependent in
part upon the creditworthiness of the applicable letter of credit provider. A decline in the
creditworthiness of a letter of credit provider will likely result in an increase in the interest rate on the
Series 2008 Variable Rate Bonds secured by that letter of credit provider, as well as an increase in the risk
of a failed remarketing of such tendered Series 2008 Variable Rate Bonds. In the event the Series 2008
Variable Rate Bonds are not remarketed upon the tender thereof, the letter of credit supporting the
tendered Series 2008 Variable Rate Bonds will be drawn upon to make payments of the purchase price
thereof. The obligation of the City to reimburse the letter of credit provider for a draw on the letter of
credit may convert the term of the Series 2008 Variable Rate bonds paid from such a draw into a term
loan amortizable over a period of three years, and bearing a variable interest rate that could be
significantly higher than the variable rate that was borne by the Series 2008 Variable Rate Bonds prior to
the failed remarketing. The accelerated amortization and increased interest rate would significantly
increase the size of current debt service payments due and owing on such Series 2008 Variable Rate
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Bonds. In such a case, the City may seek to replace the letter of credit provider with one with a higher
credit rating, but there can be no assurance that such replacement credit enhancement could be obtained at
a reasonable cost, if at all, The City may also convert the Series 2008 Variable Rate Bonds to a fixed
interest rate or other rate not requiring credit enhancement, but there can be no assurance with respect to
the timing or terms of any such refunding.

The fetters of credit supporting the Series 2008 Variable Rate Bonds are scheduled to expire on
July 26, 2012, The City is in the process of renewing or replacing such letters of credit. See “Financial
Operations of the Wastewater System — Variable Rate Bonds” herein.

TAX MATTERS
General

In the opinion of Sidley Austin LLP, San Francisco, California, Bond Counsel, under existing
taws and assuming compliance with certain covenants in the General Resolution, the Subordinate General
Resolution, the Tax Certificate and other documents pertaining to the Series 2012 Bonds and
requirements of the Internal Revenue Code of 1986, as amended (the “Code”), regarding the use,
expenditure and investment of proceeds of the Series 2012 Bonds and the timely payment of certain
investment earnings to the United States, interest on the Series 2012 Bonds is not includable in the gross
income of the owners of the Series 2012 Bonds for federal income tax purposes. Failure to comply with
such covenants and requirements may cause interest on the Series 2012 Bonds to be included in gross
income retroactively to the date of issuance of the Series 2012 Bonds,

In the further opinion of Bond Counsel, interest on the Series 2012 Bonds is not treated as an item
of tax preference in calculating the federal alternative minimum taxable income of individuals and
corporations. Interest on the Series 2012 Bonds, however, is included as an adjustment in the calculation
of federal corporate alternative minimum taxable income and may therefore affect a corporation’s
alternative minimum tax Hability.

Ownership of, or the receipt of interest on, tax-exempt obligations may result in collateral tax
consequences to certain taxpayers, including, without limitation, financial institutions, property and
casualty insurance companies, certain foreign corporations doing business in the United States, certain S
corporations with excess passive income, individual recipients of Social Security or Railroad Retirement
benefits, taxpayers that may be deemed to have incurred or continued indebtedness to purchase or carry
tax-exempt obligations and taxpayers who may be eligible for the earned income tax credit. Bond
Counse! expresses no opinion with respect to any collateral tax consequences and, accordingly,
prospective purchasers of the Series 2012 Bonds should consult their tax advisors as to the applicability
of any collateral tax consequences.

Certain requirements and procedures contained or referred to in the General Resolution, the
Subordinate General Resolution or in other documents pertaining to the Series 2012 Bonds may be
changed, and certain actions may be taken or not taken, under the circumstances and subject to the terms
and conditions set forth in such documents, upon the advice or with the approving opinion of counsel
nationally recognized in the area of tax-exempt obligations. Bond Counsel expresses no opinion as to the
effect of any change to any document pertaining to the Series 2012 Bonds or of any action taken or not
taken where such change is made or action is taken or not taken without the approval of Bond Counsel or
in reliance upon the advice of counsel other than Bond Counsel with respect to the exclusion from gross
income of the interest on the Series 2012 Bonds for federal income tax purposes.
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Premivm Bonds

The excess, if any, of the tax adjusted basis of the Series 2012 Bonds purchased as part of the
initial public offering to a purchaser (other than a purchaser who holds such Series 2012 Bonds as
inventory, stock in trade or for sale to customers in the ordinary course of business) over the amount
payable at maturity is “bond premium.” Bond premium is amortized over the term of such Series 2012
Bonds for federal income tax purposes (or, in the case of a bond with bond premium callable prior to its

- stated maturity, the amortization period and yield may be required to be determined on the basis of an
eatlier call date that results in the lowest yield on such bond). Owners of Series 2012 Bonds with bond
premium are required to decrease their adjusted basis in such Series 2012 Bonds by the amount of
amortizable bond premium attributable to each taxable year such Series 2012 Bonds are held. The
amortizable bond premium on such Series 2012 Bonds attributable to a taxable year is not deductible for
federal income tax purposes. Such amortizable bond premium is treated as an offset to qualified stated
interest received on such Series 2012 Bonds, Owners of such Series 2012 Bonds should consult their tax
advisors with respect to the determination for federal income tax purposes of the treatment of bond
premium upon the sale or other disposition of such Series 2012 Bonds and with respect to the state and
local tax consequences of owning and disposing of such Series 2012 Bonds.

Information Reporting and Backup Withholding

Interest paid on the Series 2012 Bonds wili be subject to information reporting in a manner
similar to interest paid on taxable obligations. Although such reporting reguirement does not, in and of
itself, affect the excludability of such interest from gross income for federal income tax purposes, such
reporting requirement causes the payment of interest on the Series 2012 Bonds to be subject to backup
withholding if such interest is paid to beneficial owners who (&) are not “exempt recipients,” and (b)
either fail to provide certain identifying information (such as the beneficial owner’s taxpayer
identification number) in the required manner or have been identified by the Internal Revenue Service as
having failed to report all interest and dividends required to be shown on their income fax returns.
Generally, individuals are not exempt recipients. Amounts withheld under the backup withholding rules
from a payment to a beneficial owner would be aliowed as a refund or a credit against such beneficial
owner’s federal income tax liability provided the required information is furnished to the Internal
Revenue Service.

State Tax Exemption

In the further opinion of Bond Counsel, interest on the Series 2012 Bonds is exempt from
personal income taxes imposed by the State of California.

Future Developments

Future or pending legislative proposals, if enacted, regulations, rulings or court decisions may
cause interest on the Series 2012 Bonds to be subject, directly or indirectly, to federal income taxation or
to State or local income taxation, or may otherwise prevent beneficial owners from realizing the full
current benefit of the tax status of such interest. Legislation or reguiatory actions and future or pending
proposals may also affect the economic value of the federal or state tax exemption or the market value of
the Series 2012 Bonds. Prospective purchasers of the Series 2012 Bonds should consult their tax advisors
regarding any future, pending or proposed federal or State tax legislation, regulations, rulings or litigation
as to which Bond Counsel expresses no opinion.

For example, based on a proposat by the President, the Senate Majority Leader infroduced a bill,
S. 1549 (the “Proposed Legislation™), which, if enacted, would subject interest on Series 2012 Bonds that
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is otherwise excludable from gross income for federal income tax purposes, including interest on the
Series 2012 Bonds, to a tax payable by certain bondholders that are individuals, estates or trusts with
adjusted gross income in excess of thresholds specified in the Proposed Legislation in tax years beginning
after December 31, 2012.  The Proposed Legislation would also provide special rules for such
bondholders that are also subject to the alternative minimum tax. [t is unclear if the Proposed Legislation
will be enacted, whether in its current or an amended form, or if other legislation that would subject
interest on the Series 2012 Bonds to a tax or cause interest on the Series 2012 Bonds to be included in the
computation of a tax, will be introduced or enacted. Prospective purchasers should consult their tax
advisors as to the effect of the Proposed Legislation, if enacted, in its current form or as it may be
amended, or such other legislation on their individual situations.

Copies of the proposed forms of opinions of Bond Counsel are attached hereto as Appendix F.

CONTINUING DISCLOSURE

In order to provide certain continuing disclosure with respect to the Series 2012 Bonds in
accordance with the Rule, the City has executed a Continuing Disclosure Certificate (“Disclosure
Certificate™) for the benefit of the Owners of the Series 2012 Bonds, pursuant to which Digital Assurance
Certification, L.L.C. will serve as the initial dissemination agent. The form of Disclosure Certificate is
attached hereto as Appendix H. Under the Disclosure Certificate, the City will covenant for the benefit of
Owners and Beneficial Owners of the Series 2012 Bonds to provide certain annual financial information
and operating data, including its audited financial statements for the SCM Fund, relating to the System by
not fater than June 30 of each Fiscal Year, commencing on June 30, 2013 for the report for the 2011-12
Fiscal Year, or if the fiscal year-end changes from June 30, not later than 363 days after the end of the
City’s Fiscal Year (the “Annual Reports™), and to provide notices of the occurrence of certain enumerated
events (the “Listed Events™), if material. The Annual Reports and notices of Listed Events will be filed
with the Electronic Municipal Market Access (“EMMA?”) database maintained by the Securities and
Exchange Commission, pursuant to the Rule. These covenants will be made in order to assist the
Underwriters of the Series 2012 Bonds in complying with the Rule. The City has not failed in the past
five years to comply in all material respects with any previous undertakings with regard to the Rule to
provide annual reports or notices of material events.

LITIGATION

There is no confroversy of any nature now pending against the City or, to the knowledge of its
respective officers, threatened, seeking to restrain or enjoin the issuance, sale, execution or delivery of the
Series 2012 Bonds or in any way contesting or affecting the validity of the Series 2012 Bonds or any
proceedings of the City taken with respect to the issuance or sale thereof, or the pledge or application of
any moneys or security provided for the payment of the Series 2012 Bonds or the use of the proceeds of
the Series 2012 Bonds.

Certain Claims Against the SCM Fund

There are no pending lawsuits that in the opinion of the City Attorney challenge the validity of
the Series 2012-A Subordinate Bonds, the corporate existence of the City, or the title of the officers to
their respective offices. In this review attention has been given to litigation pending against the City and
against the City’s Board of Public Works. The Office of the City Attorney has prepared the following
summary, as of May 17, 2012, of certain claims and lawsuits (with any potential loss exceeding
$5,000,000) pending against the SCM Fund for construction claims and certain other alleged liabilities
arising during the ordinary course of operations of the System.
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e The City was notified by letter dated July 7, 2010 that the City is a potentially responsible party
in an action entitled Rev 973, LLC v. Mouren-Laurens, Case No. 98-10690 pending in the United
States District Court for the Central District of California. The action involves claims for
environmental contamination on two sites located in Compton, California, and it is alleged that
the City arranged for transport of hazardous materials from the Hyperion plant to one of the sites.
The City is not yet a named party; if sued, the City would be one of more than 1,500 potentially
responsible parties. The City believes that its potential loss in this matter, based on the quantities
of hazardous materials alleged to have been contributed by the City, would be significantly less
than $5,000,000; however, the ultimate outcome of the matter cannot now be predicted.

® Dillingham-Ray Wilson, etc. v. City of Los Angeles is an action brought in state court by the
general contractor and subcontractors of the C-741 construction project at the HTP, based on
contract and construction law. On June 19, 2006, a judgment on a jury verdict was entered for
the plaintiffs, and on July 8, 2010, after exhausting its appeals, the City paid $48,772,844 in full
payment of the judgment. The question whether the plaintiffs can bring a modified total cost
claim against the City has been remanded to the trial court and an adverse decision in any such
further proceeding could result in additional liability of the City in an amount the City estimates
at between $5,000,000 and $40,000,000. The City currently anticipates that any additional
liability wouid initially be satisfied through the issuance of commercial paper.

® City of Los Angeles et al. v. County of Kern et al is an action in State court (Tulare County)
stemming from a June 2006 ballot initiative (Measure E) that banned the land application of
biosolids within the unincorporated portions of Kern County, including the area where the City
land applies biosolids at its farm. A comparable lawsuit that the City previously filed in federal
court was dismissed on procedural grounds after the City’s motion for summary judgment had
been granted. The City’s current lawsuit challenges Kern County’s ban on the land application of
biosolids. Following a hearing on June 9, 2011, the court granted the City’s motion for a
preliminary injunction against the Kern County’s enforcement of Measure E, finding that the City
was likely to succeed on the merits of the lawsuit. Kern County has appealed the court’s granting
of the injunction and the appeal before the California Court of Appeal is pending. If Kern County
uitimately prevails, alternative methods of biosolids disposal could cost the City in excess of $3
million per vear.

In the view of the City, in no event should these claims and lawsuits result in judgments or
seitlements which, in the aggregate, would have a material adverse effect on the SCM Fund’s financial
position.

Claim Filed by the City

On July 23, 2008, the City filed a complaint in the Superior Court for the County of Los Angeles,
California, Case Number BC394944, which named a number of investment banking and other firms as
defendasnts, some of which are serving as underwriters of the Series 2012 Bonds and some of which have
been underwriters of the City’s Senior Lien Bonds and Subordinate Bonds in the past. The complaint
alleges that the defendants manipulated the derivative market by various means which decreased the
returns the City earned on guaranteed investment contracts and municipal derivative instruments, The
City cannot predict the outcome of the lawsuit.

Other Pending Legal Matters

Attached hereto as part of Appendix A is a list prepared by the Office of the City Attorney of
pending matters or cases relating to the City. This information is presented for general information
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purposes only. See Appendix A — “City of Los Angeles Information Statement ~ Litigation” attached
hereto.

LEGAL OPINION

The validity of the Series 2012 Bonds and certain other matters are subject o the approval of
legality by Sidley Austin LLP, San Francisco, California, Bond Counsel. A complete copy of the
proposed form of opinion of Bond Counsel is contained in Appendix F attached hereto. Bond Counsel
undertakes no responsibility for the accuracy, completeness or faimess of this Official Statement. Certain
legal matters will be passed upon for the City by Hawkins Delafield & Wood LLP, Los Angeles,
California, Disclosure Counsel, and by Carmen A. Trutanich, City Attorney, and for the Underwriters by
their counsel, Stradling Yocca Carlson & Rauth, a Professional Corporation, Sacramento, California.

RATINGS

Moody’s Investors Service, Inc. (“Moody’s™), Standard & Poor’s Ratings Services, a division of
The McGraw-Hill Companies, Inc. (“S&P™), and Fitch Ratings (“Fitch”) have assigned the Series 2012-A
Senior Lien Bonds their ratings of “Aa2,” “AA+" and “AA+,” respectively, and the Series 2012-C
Subordinate Bonds their ratings of “Aa3,” “AA™ and “AA,” respectively, Such ratings reflect only the
views of such organizations and any desired explanation of the significance of such ratings should be
obtained from the rating agency furnishing the same, at the following addresses: Moody’s Investors
Service, Inc., 7 World Trade Center at 250 Greenwich Street, New York, New York 10007, Standard &
Poor’s Ratings Services, 55 Water Street, New York, New York 10041; Fitch Ratings, One State Street
Plaza, New York, New York 10004, 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 the rating agencies, if in the judgment of such
rating agencies, circumstances so warrant. Any such downward revision or withdrawal of such ratings
may have an adverse effect on the market price of the Series 2012 Bonds.

UNDERWRITING

The Series 2012-A Senior Lien Bonds are being purchased by the Underwriters at a price of
$60,341,262.57 (which amount represents the principal amount of the Series 2012-A Senior Lien Bonds
of $49,650,000.00, plus an original issue premium of $10,891,720.50, and less an underwriters’ discount
of §200,457.93). The Series 2012-C Subordinate Bonds are being purchased by the Underwriters at a
price of $159,649,150.63 (which amount represents the principal amount of the Series 2012-C
Subordinate Bonds of $133,715,000.00, plus an original issue premium of $26,467,434.30, and less an
underwriters’ discount of $533,283.67). The Underwriters may offer and sell the Series 2012 Bonds to
certain dealers and others at prices lower than the offering prices stated on the inside cover page hereof.
The offering prices may be changed from time to tfime by the Underwriters.

The following two sentences have been provided by De La Rosa & Co., one of the underwriters
for the Series 2012 Bonds: De La Rosa & Co., one of the Underwriters of the Series 2012 Bonds, has
entered into separate agreements with Credit Suisse Securities USA LLC, UnionBanc Investment
Services LLC and City National Securities, Inc. for retail distribution of certain municipal securities
offerings, at the original issue prices. Pursuant to said agreement, if applicabie to the Series 2012 Bonds,
De La Rosa & Co. will share a portion of its underwriting compensation with respect to the Series 2012
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Bonds, with Credit Suisse Securities USA LLC, UnionBanc Investment Services LLC or City National
Securities, Inc.

The following two paragraphs have been provided by Wells Fargo Bank, N.A., one of the
underwriters for the Series 2012 Bonds.

Wells Fargo Securities is the frade name for certain capital markets and investment banking
services of Wells Fargo & Company and its subsidiaries, including Wells Fargo Bank, National
Association.

Wells Fargo Bank, National Association (“WFBNA™), one of the underwriters of the Series 2012
Bonds, has entered into an agreement (the “Distribution Agreement”) with Wells Fargo Advisors, LLC
(“WEA™ for the retail distribution of certain municipal securities offerings, including the Series 2012
Bonds. Pursuant io the Distribution Agreement, WFBNA will share a portion of its underwriting
compensation with respect to the Series 2012 Bonds with WFA. WFBNA and WFA are both subsidiaries
of Wells Fargo & Company.

FINANCIAL ADVISORS

Public Resources Advisory Group, and Frasca & Associates, L.L.C. have served as Financial
Advisors to the City in connection with the issuance of the Series 2012 Bonds. The Financial Advisors
have assisted the City in matters relating to the planning, structuring, issuance of the Series 2012 Bonds,
The Financial Advisors have not audited, authenticated or otherwise independently verified the
information set forth in the Official Statement, or any other related information available to the City, with
respect to accuracy and completeness of disclosure of such information. The Financial Advisors make no
guaranty, warranty or other representation respecting accuracy and completeness of the Official
Statement,

FINANCIAL STATEMENTS AND DEBT COMPLIANCE REPORT

The SCM Fund financial statements for the Fiscal Years ended June 30, 2011 and 2010, the
Independent Auditor’s Report regarding the financial statements and the Debt Service Compliance Report
for the Fiscal Year ended June 30, 2011 regarding the Debt Service Compliance Report are inciuded as
Appendix E. The financial statements of the SCM Fund for the Fiscal Years ended June 30, 2011 and
2010 have been audited by Simpson & Simpson, independent certified public accountants, as stated in
their report. Simpson & Simpson has not consented to the inclusion of its report as Appendix E and hag
not undertaken to update its report or to take any action intended or Hkely to elicit information concerning
the accuracy, completeness or fairness of the statements made in this Official Statement, and no opinion is
expressed by Simpson & Simpson with respect to any event subsequent to the date of the Independent
Auditor’s Report.

MISCELLANEOQUS
This Official Statement has been duly approved, executed and delivered by the City.

There are appended to this Official Statement a summary of certain provisions of the Resclutions,
a glossary of defined terms, a glossary of System terms, Audited Financial Statements of the SCM Fund,
the proposed form of opinion of Bond Counsel, and a general description of the City and a description of
the Book-Entry Only System. The Appendices are integral parts of this Official Statement and must be
read together with all other parts of this Official Statement,
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This Official Statement is not to be construed as a contract or agreement between the City and the
purchasers or holders of any of the Series 2012 Bonds. Any statements made in this Official Statement
involving matters of opinion, whether or not expressly so stated, are intended merely as an opinion and
not as representations of fact. The information and expressions of opinton herein are subject to change
without notice and neither the delivery of this Official Statement nor any sale made hereunder shall, under
any circumstances, create any implication that there has been no change in the affairs of the City since the
date hereof. All references to the City Charter and the Resolutions are brief outlines of certain provisions
thereof. Such outlines do not purport fo be complete and reference is made to such laws and such
documents for a full and complete statement of such provisions.

CITY OF LOS ANGELES

By: /s/ Raymond P. Ciranna
Assistant City Administrative Officer
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APPENDIX A

CITY OF LOS ANGELES
INFORMATION STATEMENT

The information contained in Appendix A is provided as general information
regarding the City of Los Angeles. Investors are advised that no funds or other financial resources of

the City discussed in Appendix A are pledged to the payment of the Series 2012 Bonds. The Series
2012 Bonds are limited obligations secured by and payable only from the sources of funds described in
the Official Statement. See “Security and Sources of Payment for the Series 2012 Bonds” in the

Jorepart of this Official Statement.
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INTRODUCTION

The City of Los Angeles, California (the “City™) is the second most populous city in the
United States with an estimated 2011 population of 3.8 million persons. Los Angeles is the
principal city of a metropolitan region stretching from the City of Ventura to the north, the City
of San Clemente to the south, the City of San Bernardino to the east, and the Pacific Ocean to the
west.

Founded in 1781, Los Angeles was for its first century a provincial outpost under
successive Spanish, Mexican and American rule. The City experienced a population boom
following its linkage by rail with San Francisco in 1876. Los Angeles was selected as the
Southern California rail terminus because its natural harbor seemed to offer little challenge to
San Francisco, home of the railroad barons. But what the region lacked in commerce and
industry, it made up in temperate climate and available real estate, and soon tens and then
hundreds of thousands of people living in the Northeastern and Midwestern United States
migrated to new homes in the region. Agricultural and oil production, followed by the creation of
a deep water port, the opening of the Panama Canal, and the completion of the City-financed
Owens Valley Aqueduct to provide additional water, all contributed to an expanding economic
base. The City’s population climbed to 50,000 persons in 1890, and then swelled to 1.5 million
persons by 1940. During this same period, the motor car became the principal mode of American
transportation, and the City developed as the first major city of the automotive age. Following
World War 11, the City became the focus of a new wave of migration, with its population
reaching 2.4 million persons by 1960,

The City and its surrounding metropolitan region have continued to experience growth in
population and in economic diversity. The City’s 470 square miles contain 11.5% of the area
and about 39% of the population of the County of Los Angeles (the “County”). Tourism and
hospitality, professional and business services, direct international trade, entertainment
(including motion picture and television production), and wholesale trade and logistics all
contribute significantly to local employment. Emerging industries are largely technology driven,
and include biomedical, digital information technology, and environmental technology. The
County is a top-ranked county in manufacturing in the nation. Important components of local
industry include apparel, computer and electronic components, transportation equipment,
fabricated metal, and food. Fueled by trade with the Pacific Rim countries, the Ports of Los
Angeles and Long Beach combined rank first in the nation in volume of cargo shipped and
received. As home to the film, television and recording industries, as well as important cultural
facilities, the City serves as a principal global cultural center.



ECONOMIC AND DEMOGRAPHIC INFORMATION

The economic and demographic information provided below has been collected from
sources that the City considers to be reliable, Because it is difficult to obtain timely economic
and demographic information, the City’s economic condition may not be fully apparent in all of
the publicly available local and regional economic statistics provided herein. In particular, the
economic statistics provided herein may not fully capture the negative impact of current
economic conditions.

Population

Table 1 summarizes City, County, and State of California (the “State”™) population,
estimated as of January 1 of each year. The population estimates for 2005 and later incorporate
2010 Census counts as the benchmark and, as a result, are noticeably lower than previously
published estimates.

Table 1
CITY, COUNTY AND STATE POPULATION STATISTICS

City of Arnnual County of Armual State of Annual
Los Angeles Growth Rate™ Los Angeles Growih Rage? California Growth Rate™

1980 2,968,579 - TATTA2Y - 23,667,836 -
1985 3,216,900 1.67% 8,121,000 1.72% 26,113,000 2.07%
1990 3,476,000 1.61 8,832,500 1,75 29,558,000 264
1995 3,544,966 (.40 9,103,896 0.61 31,617,770 1.39
2000 3,679,600 0.76 G.477.651 0.82 33,721,583 1.33
2008 3,769,130 0.49 9,816,153 0.71 15,869,173 1.27
2006 3,768,645 -0.01 9,798,609 .18 36,116,202 0.69
2007 3,764,062 -0.12 9,780,808 0.18 36,399,676 0.78
2008 3,774,497 0.28 9,785,474 0.05 36,704,395 .84
2009 3,781,951 020 9,801,096 G.16 16,966,718 0.7
2010 3,793,106 0.29 9,822,121 0.2} 37,223,900 0.70
2011 3,810,129 0,45 9,858,989 0.38 37,510,766 0.77

O For five-year time series, figures represent average annual growth rate for each of the five years.

Sources:  State of California, Department of Finance, Report 84 E-4 Population Estimates for California Counties and Cities, January |,
1976 through January i, 1980, Report 9C E-4 Population Estimates for California State and Counties January 1, 1981 to January 1,
1990; E-4 Historical Population Estimates for City, County and the Staie, 1991-2000, with 1990 and 2000 Censys Counts. E-4
Population Estimates {or Cities, Countics and the State, 2001-2010, with 2000 Benchmark. September 2011, State of California,
Department of Finance, E-1 Population Estimates for Cities, Counties and the State with Annual Percent Change - January 1,
2010 and 2011, Sacramento, California, May 2011,




Industry and Employment

Table 2 summarizes the average number of employed and unemployed residents of the
City and the County, based on the annual “benchmark,” an annual revision process in which
monthly labor force and payroll employment data, which are based on estimates, are updated
based on detailed tax records. The “benchmark” data is typically released in March for the prior
calendar year. Historically, the City’s unemployment rate has been higher than both the
County’s and the State’s rates.

The California Employment Development Department has reported preliminary
unemployment figures for February 2012 of 11.4% statewide, 12.1% for Los Angeles County,
and 13.3% for the City (not seasonally adjusted).

Table 2
ESTIMATED AVERAGE ANNUAL EMPLOYMENT AND
UNEMPLOYMENT OF RESIDENT LABOR FORCE Y

Civilian Labey Force 2007 2008 2009 2010 2011
City of Los Angeles
Employed 1,788,900 1,764,200 1,676,600 1,647,900 1,669,800
Unemployed 107,100 159.000 243,700 266,900 261,800
Total 1,895,900 1,923,200 1,920,300 1,914,700 1,931,500
County of Los Angeles
Employed 4,625,600 4,565,500 4,335,200 4,291,500 4,318,900
Unemployed 246,900 369,500 369,000 619,100 603,500
Total 4,872,500 4,934 800 4,904,300 4,910,500 4,924,400
Unemployment Rates
City 56% 8.3% 12,7% 13.9% 13.6%
County 5.1 15 116 12.6 12.3
State 54 7.2 il3 i24 117
United States 4.6 58 93 9.6 8.9

' March 2011 Benchmark repost; not seasonally adjusted,

Source:  California Employment Development Departiment, Labor Market Information Division for the State and County; U.S. Bureay of
Labor, Department of Labor Statistics for the U.§, Note: Based on surveys distributed to households; not directly comparable to
industry Employment data reported in Table 3. Items may not add to totals due to rounding.
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Table 3 summarizes the California Employment Development Department’s estimated
average annual employment for the County, which includes full-time and part-time workers who
receive wages, salaries, commissions, tips, payment in kind, or piece rates. Separate figures for
the City are not maintained. Percentages indicate the percentage of the total employment for
each type of employment for the given year. For purposes of comparison, the most recent
employment data for the State is also summarized.

The Trade, Transportation and Ultilities sector was the largest employment sector in the
County in 2011, employing 19.7% of wage and salary workers. Government, at 14.9%, was the
second highest employment sector in the County, followed by Professional and Business
Services, which employed 14.2% of wage and salary workers.

Table 3
LOS ANGELES COUNTY
ESTIMATED INDUSTRY EMPLOYMENT AND LABOR FORCE™

County State of California
% of % of % of
20060 Total 2011 Total 2011 Total
Agricultural 7,700 0.2% 5,500 0.1 385,300 2%
Natural Resources and Mining 3,400 ¢.1 4,000 0.1 28,500 0.2
Construction 138,700 32 103,500 2.7 553,700 3.8
Manufacturing 612,200 150 365,400 9.6 1,245,800 8.6
Trade, Transportation and Utilities 786,000 19.3 748,000 197 2,662,900 18.4
Information 243,700 6.0 195,600 5.1 432400 30
Financial Activities 222,800 55 209,400 5.5 761,500 53
Professional and Business Services 587,900 14,4 540,460 14.2 2,126,300 14,7
Educational and Heaith Services 418,500 10.2 534,800 14.1 1,833,600 127
Leisure and Hospitality 344,700 84 392,800 10.3 1,530,30¢ 13.6
Qther Services 140,000 34 135,000 3.6 486,900 34
Jovernment 381,306 _l42 565.200 14,9 2,398.700 156
Total® 4,079,800 100.0% 3,799,600 100.0% 14,445,700 100.0

' The California Econemic Development Department has converted employer records from the Standard Industrial Classification coding

system to the North American Industry Classification System,
@ Total may not equal sum of parts due to independent rounding,

Note: Based on surveys distributed 1o employers; not directly comparable to Civilian Labor Force data reperted in Table 2,

Source:  California Bmployment Development Department, Labor Market Information Division. Based on March 2011 Benchmark report
released March 9, 2012,
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Major Employers

The top 25 major non-governmental employers in the County are listed in Table 4. The
employees of these non-governmental employers represent approximately 6.9% of the labor
force (based on total employment in 2011). In addition, government employment represents
approximately 14.9% of the labor force (see Table 3 — Estimated Industry Employment and

Labor Force).
Table 4
LOS ANGELES COUNTY
2011 MAJOR NON-GOVERNMENTAL EMPLOYERS
Employer Product/Service Emplovees
Kaiser Permanente Nonprefit health care plan 33,600
Northrop Grumman Corp, Defense contragtor 21,600
University of Southem California Private universily 16,180
Target Corp. Retailer 15,000
Ralphs/Food 4 Less (Kroger Co. Division) Grocery retailer 13,500
Cedars-Sinai Medical Center Medical center 12,068
Bank of America Corp. Banking and financia} services 12,6000
Boeing Co. Integrated acrospace and defense systems 14,520
Providence Health & Services Southern Catifornia Health care 10,616
Home Depot Home improvement specialty retailer 10,250
Vons Retail grocer 10,152
Wells Fargo Diversified financial services 9,723
Edison International Electrie utility 9,171
ATET ine. Telecommunications 8,500
California Institute of Technology Private university; Operator of Jet Propulsion Laboratory 8,400
ABM Industries Inc. Facility services, janitorial, parking, security, engineering and §,300
lighting
FedBx Corp. Shipping and logistics 8,000
Catholic Healthcare West Hospitals 7,192
JPMorgan Chase Banking and financial services 6,500
Amgen Ing, Biotechnology 6,200
Costco Wholesale Membership chain of warehouse stores 5,608
American Apparel Inc. Apparel manufacturer and retailer 5,000
Toyota Motor Sales USA inc. Aute manufacturer 4914
urs Transportation and freight 4,761
99 Cents Only Stores Retailer 4,503

N Business Journal estimate,

Source:  Los Angeles Business Journal, Weekly Lists, originally published September 3, 201 1.
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Personal Income

The U.S. Census Bureau defines personal income as the income received by all persons
from all sources, and is the sum of “net earnings,” rental income, dividend income, interest
income, and transfer receipts. “Net earnings” is defined as wages and salaries, supplements to
wages and salaries, and proprietors’ income, less contributions for government social insurance,
before deduction of personal income and other taxes.

Table S summarizes the latest available estimate of personal income for the County, State
and United States.

Table 5
COUNTY, STATE AND U.S.
PERSONAL INCOME
Per Capita
Personal Income Personal Income

Year and Area (thousands of doflars) (dollars)
2605

County $ 357,186,377 § 36,433

State 1,387,661,013 38,731

United States 10,485,900,000 35,426
2006

County $ 385,724,212 $39519

State 1,495,533,388 41,518

United States 11,268,100,000 37,209
2007

County $ 400,366,343 $41,128

State 1,566,400,134 43211

United States 11,912,300,000 39,484
2008

County $ 412,638,667 $42,195

State 1,610,319,388 ) 43,993

United States 12,460,200,000 40,914
2009

Cousty $ 402,459,119 $ 40,867

State 1,528,457,253 41,353

United States 11,930,200,600 38,830
20194

County n/a a/a

State $ 1,590,279,298 $42,578

United States 12,393,500,000 39,944

D On September 30, 2011, the Bureau of Feonomic Analysis {BEA) undated its advance cstimates of per capita real GDP by metropolisan area
and per capita personal income by metropolitan area for 2000-2010 to incorporate the newly available intercensal county pepulation
estimates released by the US Census Bureau on September 28, 2011, The remaining local area per capita personal incomse estimates will not
be revised at this time. In April 2012, BEA is expected to release revised personal income estimates for 2008-2009 and estimates of per
capita personal income for 2000.20009, along with new estimates for 2010, for all focal areas,

Source: U8, Depariment of Commerce, Bureau of Economic Analysis, updated as of January 27, 2012,
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Retail Sales

As the largest ¢ity in the County, the City accounted for $34.8 billion {or 29.7%) of the
total $116.9 billion in County taxable sales for 2010. Table 6 sets forth a history of taxable sales
for the City for calendar years 2006 through 2010, 2010 being the last full year for which data is
currently available. The information under this section, including information in the table below,
has been revised since the Preliminary Official Statement to reflect retail sales data subsequently
released by the California State Board of Equalization.

The City experienced a 5.9% increase in sales tax receipts during Fiscal Year 2010-11,
suggesting growth in taxable sales. Sales tax receipts are projected to increase by 3.3% for
Fiscal Year 2011-12.

Table 6
CITY OF LOS ANGELES
TAXABLE SALES
(in thousands)

2006 2007 2008 2009 2010
Apparel stores $ 1,798,035 $ 1897411 $ 2,097,824 $ 2,404,735 $ 2,551,905
General merchandise stores 3,932,407 3,952,550 3,542,908 2,448,694 2,534,482
Food stores 1,736,111 1,834,470 1,888,581 2,126,677 2,123,626
Eating and drinking establishments 5,282,931 5,632,290 5,743,366 54377181 5,637,405
Home farnishings and appliances 1,300,167 1,294,546 1,338,890 1,566,716 1,590,667
Building materials and farm implements 2,430,287 2252227 1,924,786 1,700,820 1,711,735
Auto dealers and auto suppiies 4,158,144 4,077,862 3,302,737 2,760,647 2,865,868
Service stations 4,292,157 4,494,346 3,159,799 3,621,498 4,114,016
Other retail stores 5,002,642 5076023 4.183.989 3.425.579 3,451,949
Retail stores total 29,932,881 30,505,725 29,382,881 25,493,148 26,581,623
All other outlets® 9,440,519 9.626.679 9.909.316 8.098.716 2233833
TOTAL ALL QUTLETS® $39,373,400 $40,132,404 $39,292,197  $33,591,864 $34,815,457

B primarily manufacturing and wholesale businesses.
@ Ttems may not add to totals due to rounding.

Source; California State Board of Equalization, Research and Statistics Division.
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Residential Construction Activity

Table 7 provides a summary of residential building permit valuations and the number of
new units in the City by calendar year.

Table 7
CITY OF LOS ANGELES
RESIDENTIAL BUILDING PERMIT VALUATIONS AND NEW UNITS

2007 2008 2009 2010 2011
Valuationt"
Regidential @ $2.0719 $ 1,280 § 604 $ 878 $1,131
Miscellaneous ® 4 17 11 15 26
Total Valuation $2,083 $1,297 $ 615 $ 893 $1,157
Number of Units:
Single family @ 2,032 1,07¢ 781 772 726
Multi-family @ 1724 3333 1892 3.374 5258
Subtotal Residential 9,756 6,403 2,673 4,146 5,984
Miscellaneous © 746 278 185 370 390
Total Units 10,502 6,681 2,858 4,516 6,374

[SH)
@)
)
)
&)
®;

i millions of dollars, “Valuation” represents the total valuation of all construction work for which the buiiding permit is issued.

Valuation permits issued for Single-Family Dwellings, Duplexes, Apariment Buildings, Hotel/Motels, and Condominiums,

Valuation of permits issued for “Addition Creating New Units - Residential” and “Alterations Creating New Units ~ Residential,”

Number of dwelling units permitied for Single-Family Dwellings and Duplexes.

Number of dwelling units permitted for new Apartment Buiidings, Hotel/Motels, and Condominiums.

Number of dwelling units added includes “Addition Creating New Units — Residential” and “Alterations Creating New Units - Residential.”

Source:  City of Los Angeles, Department of Building and Safety.
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Commercial Real Estate Markets in Los Angeles

Table 8 shows the most recent information available regarding vacancy rates for non-
residential space in downtown Los Angeles and the remainder of the Los Angeles Metropolitan
Area.

Table 8
LOS ANGELES METROPOLITAN AREA
NON-RESIDENTIAL YACANCY RATES

Year® Downtown Suburban Metropolitan Industrial Availability
2007 13.7% 8.5% 9.3% 1.3%
2008 13.5 111 115 5.4
2009 149 14,7 14.8 17
2010 176 16,7 16,9 7.7
2011 ig.1 113 17.6 74

M Second quarter of year

Source:  California Depariment of Finance, California Economic Indicators

Education

The Los Angeles Unified School District (“LAUSD”) administers public instruction for
kindergarten through 12™ grade (“K-12"), adult, and occupational schools in the City and all or
significant portions of a number of smaller neighboring cities and unincorporated territory. The
LAUSD, which now encompasses approximately 710 square miles (making it significantly larger
than the City at 470 square miles), was formed in 1854 as the Common Schools for the City of
Los Angeles, and became a unified school district in 1960. The LAUSD is governed by a seven-
member Board of Education, elected by district to serve alternating four-year terms.

There are many public and private colleges and universities located in the City, Major
colleges and universities located within the City include the University of California at Los
Angeles, the University of Southern California, California State University at Los Angeles,
California State University at Northridge, Occidental College and Loyola Marymount
University. There are seven community colleges located within the City.

Seismic Considerations

Like most regions in the State, the City is subject to unpredictable and significant seismic
activity. A number of known faults run through the City, and the City lies near the San Andreas
Fault, which is the boundary between the Pacific and North American tectonic plates. The
complex Los Angeles fault system interacts with the alluvial soils and other geologic conditions
in the hills and basins. This interaction appears to pose a potential seismic threat for every part of
the City, regardless of the underlying geologic and soils conditions. In addition, there are likely
to be unmapped faults throughout the City. The most recent major earthquake, the Northridge
earthquake in 1994, occurred along a previously unmapped blind thrust fault.
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MUNICIPAL GOVERNMENT

Under the State Constitution, charter cities are generally independent of the State
Legislature in matters relating to municipal affairs. Charter cities, however, are subject to State
Constitutional restrictions. The City is a charter city originally incorporated in 1850. The most
recent charter was adopted in 1999, effective July 1, 2000.

The City is governed by the Mayor and the Council. The Mayor is elected at-large for a
four-year term. As executive officer of the City, the Mayor has the overall responsibility for
administration of the City, The Mayor recommends and submits the annual budget to the Council
and passes upon subsequent appropriations and transfers, approves or vetoes ordinances, and
appoints certain City officials and commissioners. He supervises the administrative process of
local government and works with the Council in matters relating to legislation, budget, and
finance. As prescribed by the Charter and City ordinances, the Mayor operates an executive
department, of which he is the ex-officio head. The current Mayor, Antonio R. Villaraigosa, was
elected on May 17, 2005 and took office on July [, 2005. He was re-clected Mayor on March 3,
2009 for a second 4-year term.

The Council, the legislative body of the City, is a full time council and enacts ordinances
subject to the approval of the Mayor. If the Mayor vetoes, the Council may override the veto of
the Mayor by a two-thirds vote. The Council orders elections, levies taxes, authorizes public
improvements, approves contracts, adopts zoning and other land use controls, and adopts traffic
regulations. The Council adopts or modifies the budget proposed by the Mayor, It authorizes the
number of employees in budgetary departments, creates positions and fixes salaries. The Council
consists of 15 members elected by district for staggered four-year terms.

The other two elective offices of the City are the Controller and the City Attorney, both
elected for four-year terms. The Controller is the chief accounting officer for the City. Wendy
Greuel assumed the office as of July 1, 2009. The City Attorney is attorney and legal advisor to
the Council and all officers, boards, and departments of the City, and prosecutes misdemeanors.
Carmen A, Trutanich assumed the office as of July 1, 2009.

The City Administrative Officer (“CAO”) is the chief fiscal advisor to the Mayor and
Council and reports directly to both. Migue! A. Santana has been serving as CAO since August
2009.

The City Treasurer (the “Treasurer”) receives, invests and is the custodian of the City’s
funds and those of affiliated entities. The Treasurer also serves as the City’s Investment Officer.
The Treasurer is appointed by the Mayor and confirmed by the Council. On July 1, 2011, the
Office of the Treasurer was consolidated into the Office of Finance. Antoinette Christovale, the
General Manager of the Office of Finance, also serves as the City Treasurer.

As of July 1, 2011, the City had 36 departments, bureaus, commissions and offices for
which operating funds are annually budgeted by the Council. 1n addition, four departments (the
Department of Water and Power (“DWP”), the Harbor Department, the Department of Airports,
and the Housing Authority of the City) are under the control of boards appointed by the Mayor
and confirmed by the Council. Two departments, the City Employees’ Retirement System
Department and the Fire and Police Pension System Department, are under the control of boards
whose membership is comprised of Mayoral appointees and representatives elected by system



members. The Community Redevelopment Agency of the City was abolished effective February
1, 2012, pursuant to State law.

Public services provided by the City include police; fire and paramedics; residential
refuse collection and disposal, wastewater collection and treatment, street maintenance, traffic
management, storm water pollution abatement, and other public works functions; enforcement of
ordinances and statutes relating to building safety; public libraries; recreation and parks;
community development; housing and aging services; and planning.

The City obtains water and electricity from DWP, the largest municipally-owned utility
in the nation.

FINANCIAL OPERATIONS

Workers’ Compensation, Employee Health Care and Other Human Resources Benefits

The City appropriates funds to a Human Resources Benefits Fund to account for various
programs to provide benefits to its employees, in addition to retirement and other post-
employment benefits as described below. The Fund is administered by the Personnel
Department, and does not account for retirement or other post-employment benefits. Total
benefits expenditures are shown in Table 9.

Table 9
HUMAN RESOURCES BENEFITS™
(in thousands)

Adopted Budget

2007-08 2008-09 200910 2010-11 201112

Workers” Compensation/Rehabilitation $128,452 $127,736 $131,000 $i39,152 $162,383
Civilian FLEX Program® 203,219 189,222 214,269 211,434 215,628
Supplemental Civilian Union Benefits 4954 4,756 5.088 4352 4,316
Police Health and Welfare Program 88,503 100,077 105,368 114,046 117,557
Fire Health and Welfare Program 37,219 41,037 41,725 43,675 44,664
Unemployment insurance 2,858 3672 8,000 14,764 7,650
Empioyee Assistance Program 1,304 1,137 1,331 1,277 1,290
Total $466,309 $467.637 £306,281 $.328.700 223,488
0 Cash basis.

@ Reflects all civitian health, dental, union supplemental benefit and life insurance subsidies.

Source:  City of Los Angeles, Office of the City Administrative Officer,

Labor Relations

In 1971, the City adopted an employee relations ordinance under the provisions of the
Meyers-Milias-Brown Act (“MMBA™). Under the MMBA, management must bargain with
recognized employee organizations on terms and conditions of employment, including wages,
hours, and other working conditions, The CAO is the formal management representative on
employee relations matters, representing the Mayor and Council in negotiations with bargaining
units, The CAO receives direction from the Executive Employee Relations Committee
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(“EERC™), consisting of the Mayor, the President of the Council, the President Pro-Tempore of
the Council and the chairpersons of the Council’s Budget and Finance and Personnei
Committees. Formal Memoranda of Understanding (“MOUs”) are executed between the City
and the bargaining units incorporating the negotiated wages and working conditions.

There are 42 individual MOUs, representing over 36,000 full-time City employees (these
bargaining units include employees of the Airport and Harbor departments, but exclude DWP
employees). The 42 MOUs are represented by 22 labor unions/employee associations and 769
employees are not represented. Employees that are members of the Los Angeles City
Employees’ Retirement System (“LACERS”) are considered to be “civilian” employees.
Employees that are members of the City of Los Angeles Fire and Police Pension Plan (“FPPP”)
are considered to be “sworn” or “safety” employees.

Over the last two fiscal years, the CAO, at the direction of the EERC, has worked with
labor unions to reduce the City’s labor expenses by reducing the workferce through an Early
Retirement Incentive Program (ERIP), reducing working hours for civilians (e.g., unpaid
holidays), deferring or eliminating cost-of-living adjustments, reducing or eliminating cash
overtime, changing active civilian employee healthcare benefits, and beginning to reform its
pension plans, including retiree healthcare benefits. During this time, the City also eliminated
funded positions, transferred hundreds of employees into vacant non-General Fund positions,
implemented furloughs on City civilian workers and executed layoffs. The City’s adopted
authorized staffing level for Fiscal Year 2011-12 is 32,271, the lowest level in 18 years, since
Fiscal Year 1993-94.

During Fiscal Year 2010-11, the City negotiated and implemented significant reductions
in the ongoing cost of its workforce. The City entered into an agreement with labor unions
representing nearly 14,000 full-time civilian employees that is anticipated to offset over $60
million in Fiscal Year 2011-12. The agreement secured a 4% active employee contribution
towards retiree healthcare, restructured cost-of-living-adjustments, decreased salaries by 1.5%,
and froze scheduled salary step increases for one year. In exchange, these employees will
receive future salary increases, including a 5.5% increase on January 1, 2014, and the City will
deem their post-employment health subsidy benefits as vested. The 5.5% salary increase is
anticipated to cost approximately $28 million in Fiscal Year 2013-14. In addition, the City
entered into a separate agreement with a labor union representing over 4,000 civilian employees
that was expected to offset $19 million by securing concessions, including 10 unpaid holidays,
changing employee healthcare benefits, flat-rating bonuses, and extending salary step movement
by an additional six months.

On May 27, 2011, the City adopted an Emergency Resolution, authorizing departments to
continue utilizing reduced work schedules or alternative means of generating payroll savings and
to reduce total employee compensation costs, including pension and retiree healthcare. The
reductions may be in the form of working hour reductions, layoffs, unpaid floating holidays,
office closures, abolishment of positions, or any other methods necessary to ensure and improve
the City’s fiscal stability. As a result of the Emergency Resolution, some civilian employees in
certain bargaining units are being furloughed in Fiscal Year 2011-12.  The City anticipates that
furloughs will save approximately $27 million in the current fiscal year.

In addition, the City has implemented significant reductions to its expenditures related to
sworn employees. In March 2011, voters approved a Charter amendment for a new sworn
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retirement tier that is anticipated to save $152 million over the next 10 years, Multi-year
agreements have also been reached with the Los Angeles Police Protective League, representing
approximately 9,800 sworn employees, and with the United Firefights of Los Angeles City,
representing 3,429 sworn employees. These contracts will expire in 2014 with salary increases
occurring in the out years (as shown on the table below). In addition to the MOU, an agreement
was reached that gives members the option to contribute an additional 2% (post-tax) toward
vesting their current retiree health benefit and any future increases; approximately 70% of the
eligible sworn workforce (representing 64% of the total sworn workforce) has elected to make
this contribution. Those that did not choose to make the additional contribution had their current
subsidy level frozen.

The City Administrative Officer is currently negotiating with those labor unions whose
contracts expired on June 30, 2011. If an agreement expires without a replacement, the terms of
the expired agreement remain operative. If the City is unable to reach mutually acceptable
agreements with its bargaining units, the City may elect to utilize the impasse procedure under
the City’s Employee Relations Ordinance and ultimately can impose its last, best and final offer.
The City cannot predict at this time with certainty the outcome of its negotiations or the impact
on the City’s long-term fiscal outlook.

The following table summarizes the membership and status of the largest unions and
employee associations.



Table 10

STATUS OF LABOR CONTRACTS

LARGEST EMPLOYEE ORGANIZATIONS
(As of July 1,2011)

Qrganization

Los Angeles Police
Protective League

United Firefighters of Los
Angeles City

Coalition of Los Angeles
City Unions'?

Engineers and Architects
Association

Service Employees
International Union ~ Units
8§ & 17

Municipal Construction
nspectors Association
(MCIA)

M Total authorized employees in all departments except WP,

Authorized Number of Number of
Bargaining
Unils

Ful-Time Employees
Represented

9,792

3,429

13,820

4,670

1,733

§37

Status of Memorandum
of Understanding

Contract expires 6/30/14

Contract expires 6/30/14

Contract expires 6/30/14
April/May 2011 contracts
restructured,

Currently in negotiations,
contract expired 6/30/1 1.

Coniract expires 6/30/14.

Contract expires 6/30/14.

Costof Living Adjustment
1% on 7/1/12
2% on 1/1/13
1% on 7113
1% on 1171113
2% on 3/1/14

1% on 7112
2% on 113
1% on 7/1/13
1% on £1/1/13
2% on 3/1/14

3% on 712010
2715% on 1/1/2011
2.25% on 7/1/11
2.25% on 7/1/12
1.75% cash payment on 11/1/12 converted
to time-off
1.75% deferral recovery on 7/1/13
55%on 1/1/14

2% on TN
3% on 6/30/13

2% on W3/ 11
1.5% first fulf pay period January 2013
1.5% first full pay period January 2014

& Excludes IBOE, Loval 501 and Deputy City Altomeys who maintain the original Coalition contract expiring 6/30/13. Remaining coalition member units are
represented by Service Employee International Union, Local 721, American Federation of State, County and Municipal Employees, Laberers’ Intertsational Union
of North America Local 777, Los Angeles/Orange County Building & Construction Trades Council, and the Teamsters, Local 911.

Source:

City of Los Angeles, Office of the City Administrative Officer.
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Table 11 shows total authorized City staffing for all departments except the City’s three
proprietary departments: Airports, Harbor, and DWP. The Police Department represents the
single largest department in terms of authorized positions.

Table 11
AUTHORIZED CITY STAFFING™

Adopted Budget

2007-08 2008-09 2009-10 2010-11 2011-12
Police 14,244 14,253 14,012 13,740 13,677
All Others 22,929 22718 21.852 19,225 18,594
Total 3T 36,971 35,864 32,965 32,271

' Excludes the Departments of Afrports, Harbor, and Water and Power.

Source: City of Los Angeles, Office of the City Administrative Officer.

Retirement and Pension System
General

The City contributes to three single-employer defined benefit pension plans created by
the City Charter: the Los Angeles City Employees’ Retirement System (“LACERS”), the City of
Los Angeles Fire and Police Pension Plan (“FPPP”), and the Water and Power Employees’
Retirement, Disability and Death Benefit Insurance Plan (the “Water and Power Plan™). No
General Fund monies of the City are allocated to the Water and Power Plan.

LACERS provides retirement, disability, death benefits, post-employment healthcare and
annual cost-of-living adjustments to plan members and beneficiaries, including employees of the
Wastewater System. As required by the City Charter, the actuarial valuations are prepared on an
annual basis and the applicable actuary recommends contribution rates for the fiscal year
beginning after the completion of that actuarial valuation. When approved by the board of
administration, these become the City’s contribution rates for such years. The City generally
makes its actuarially determined Annual Required Contribution (“ARC”), although from time to
time phasing-in of changes has resulted in a small net pension obligation or net OPEB obligation
for specific years.

The annual valuations determine the amount needed to fund the normal retirement costs
accrued for current employment and to amortize any unfunded actuarial accrued liability
(“UAAL”). The UAAL represents the difference between the present value of estimated future
benefits and the actuarial value of assets currently available to pay these liabilities. The
valuation for each plan is an estimate based on relevant economic and demographic assumptions,
with the goal of determining the contributions necessary to sufficiently fund over time the
accrued costs attributable to currently active, vested terminated and retired employees and their
beneficiaries. The valuation incorporates a variety of actuarial methods, some of which are
designed to reduce the volatility of contributions from year to year. Examples of the actuarial
assumptions that are used in this process are the assumed rate of earnings on the assets of the
plan in the future, the assumed rates of general inflation, salary inflation, and inflation in health
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care costs, assumed rates of disability, the assumed retirement ages of active employees, the
assumed marital status at retirement, and the post-employment life expectancies of retirees and
beneficiaries. As plan experience differs from adopted assumptions, the actual liabilities will be
more or less than the liabilities contemplated based on the assumptions. The contribution rates in
the next year’s valuations are adjusted to take into account actual performance in the current and
prior years. In addition, each plan performs an experience study every three years and further
adjusts its assumptions accordingly.

When measuring the value of assets for determining the UAAL, many pension plans,
including LACERS, “smooth” market value gains and losses over a period of years to reduce
volatility. These smoothing methodologies result in an actuarial valuation of assets that are
lower or higher than the market value of assets. As discussed below, both systems have recently
amended their smoothing methodologies to address extraordinary losses or gains in the market
value of assets.

LACERS has adopted asset allocation plans to guide their investments in stocks, bonds,
real estate, alternatives and cash equivalents over a three- to five-year period. The asset
aliocations of LACERS are summarized further below. Market value investment returns for the
past 10 fiscal years are shown in Table 12. The unaudited investment return for LACERS for the
current fiscal year through February 7, 2012 is a gain of 0.08%. Any return below the actuarial
assumed rate of return (currently 7.75% for LACERS) represents an actuarial investment loss.

Table 12
LACERS
HISTORICAL MARKET YALUE INVESTMENT RETURNS

Fiscal Year LACERSY
2001-02 {(5.25%
2002-03 3.61%
2003-04 18.84%
2004-05 9.71%
2005-06 1234%
2006-07 19.1%
2007-08 {5.8%)
2008-09 (20.3%)
2009-10 12.8%
2010-11 21.3%

@ The 10-year annualized average rate of return for LACERS is 6.2%. The 20-year average is 8.4%.

Source:  City of Los Asngeles, Office of the City Administrative Officer.

The City has never issued pension obligation bonds to fund any of its pension systems.

This section, “Retirement and Pension System,” and the following section, “Other
Post-Employment Benefits,” contain certain information relating to LACERS. The information
contained in these sections is primarily derived from information produced by LACERS and its
independent accountants and ijts actuaries. The City has not independently verified the
information provided by LACERS, The comprehensive annual financial reports, actuarial
valuations for retirement and health benefits, and other information concerning LACERS are



available on its website, at http/www.lacers.org/aboutlacers/reports/index.html.  Such information is
not incorporated by reference herein. For additional information regarding the City’s pension
systems, see also Note5 in the “Notes to the City’s Basic Financial Statements” in the City’s
Comprehensive Annual Financial Report for the Fiscal Year Ended June 30, 2010.

Investors are cautioned that, in considering information on LACERS, including the
amount of the UAAL for retirement and other benefits, the funded ratio, the calculations of
normal cost, and the resulting amounts of required contributions by the City, this is “forward
looking” information. Such “forward looking” information reflects the judgment of the board of
LACERS and its actuaries as to the amount of assets that LACERS will be required to
accumulate to fund future benefits over the lives of the currently active employees, vested
terminated employees, and existing retired employees and beneficiaries. These judgments are
based upon a variety of assumptions, one or more of which may prove to be inaccurate and/or be
changed in the future.

Los Angeles City Employees’ Retirement System (LACERS)

LACERS, established in 1937 under the Charter, is a contributory plan covering most
City employees except uniformed fire and police personnel and employees of the Department of
Water and Power. As of June 30, 2011, the date of its most recent actuarial valuation, LACERS
had 25,449 active members, 17,197 retired members and beneficiaries, and 5,623 inactive
members. The number of retired members was significantly increased, and the number of active
members significantly decreased, as a result of the City’s Early Retirement Incentive Program in
Fiscal Year 2009-10. LACERS is funded pursuant to the Projected Unit Credit Cost Method, a
method under which the projected benefits of each individual included in an actuarial valuation
are allocated by a consistent formula to valuation years.

A number of assumptions are made in calculating the actuarial valuation of retirement
benefits. The following are some of the key assumptions used by LACERS” actuary, The Segal
Company, in preparing LACERS’ actuarial report as of June 30, 2011.

Table 13
LOS ANGELES CITY EMPLOYEES’ RETIREMENT SYSTEM
Actuarial Assumptions
As of June 30, 2011

Investment rate of return 7.75%
inflation rate 3.50%
Real across-the-board salary increase 0.75%
Projected salary increases Ranges from 4.65% 0 11.25%
Cost of living adjustments for pensioners 3.00%

Source: LACERS Actuarial Valuation and Review of Pension and Other Postemployment Benefits {OPEB) as of June 30, 2011

Based on the results of its recent triennial experience study dated September 30, 2011 for
the three-year period from July 1, 2008 through June 30, 2011, LACERS adopted new actuarial
assumptions, inciuding a reduced assumed investment return from 8% to 7.75%. The impact of
these new actuarial assumptions would have increased the City’s contribution rate by
approximately 1.39% in Fiscal Year 2012-13. However, LACERS’ Board approved phasing in
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impacts of these changes in assumptions over 5 years, which will result in a projected 0.28%
increase to the City’s contribution rate beginning with Fiscal Year 2012-13.

In the past three years, LACERS’ Board took several actions to change its asset
smoothing method. First, it extended the period of time over which it recognizes market gains
and loss from five to seven years, effective with the June 30, 2010 actuarial evaluation. Under
this asset smoothing, only /7% of annual market gains or losses are recognized in the actuarial
value of assets each year. LACERS also amended the manner by which it recognizes
extraordinary losses or gains in the market value of assets. LACERS, like a number of pension
systems, maintains a policy that whenever market value falls outside a certain range or
“corridor™ relative to actuarial value, the excess portion must be recognized in that year’s
valuation. Previously, losses that resulted in market value being less than 80% of the calculated
actuarial value, or gains resulting in market values greater than 120% of actuarial values, had to
be recognized immediately. Because of investment losses for Fiscal Year 2008-09 of
approximately 20%, LACERS’ actuary estimated that the actuarial value would be greater than
120% of the market value of assets. Application of this corridor meant that losses would be
recognized more quickly than would occur under normal smoothing. LACERS’ Board adopted a
wider corridor, effective June 30, 2009, requiring immediate recognition of assets whose
actuarial value was greater than 150% of the market value or less than 50% of the market value.
The effect of this action was to defer the actuarial recognition of extraordinary market losses,
reducing the City’s Fiscal Year 2010-11 contribution by $84 million and reducing the
contribution by $80 million in Fiscal Year 2011-12. However, the unrecognized losses will have
to be paid in future years. In connection with the revised smoothing method discussed above,
LACERS again, as of June 30, 2010, revised its market corridor, narrowing it to 60%-140%.

The following table shows unrecognized gains and losses as of June 30, 201 1. As of the
valuation date, approximately $587.0 million of net investment return losses are being deferred,
These deferred losses will be reflected in future valuations and will likely increase the City’s
contribution in the future, unless offset by other favorable plan experience.



Table 14
LOS ANGELES CITY EMPLOYEES' RETIREMENT SYSTEM
CALCULATION OF UNRECOGNIZED RETURN DUE TO ASSET SMOOTHING

As of June 30, 2011

Year Ended June 30 Original Actuarial Gain (Loss) Percent Not Yet Phased in Amount Not Recognized
2011 $1,208,621,516 85.71% $1,035,961,299
2010 392,956,483 71.43% 280,683,202
2009 {2,964 832,484) 53.33% (1,581,243,951)
2008 (1,549,293,380) 36.06% {557,745,617)
2007 1,054,377,186 20.00% 210,875,437
2006 366,478,652 6.67% 24,431,910

Total unrecognized return (loss) 5 (587,837,766)

Source: LACERS Actuaria! Valuation and Review of Pension and Other Postemployment Benefits {OPEB) as of June 30, 2011

LACERS amortizes components that contribute to its UAAL over various periods of time,
depending on how the unfunded liability arose, layering separate, fixed amortization periods.
Existing liabilities as of July 1, 2003 have been amortized over a fixed period of 30 years. Under
current funding policy, actuarial losses and gains are amortized over fixed 15-year periods.
Liabilities or surpluses due to assumption changes are funded or credited over 15 or 30 years for
retiree health care benefits and retirement benefits, respectively. LACERS shortened certain
amortization periods beginning with the June 30, 2010 actuarial valuation; for example, liabilities
caused by early retirement incentives will be funded over 5 years; other benefit changes will be
amortized over 15 years.

Table 15 shows the actuarial value of the City’s liability for retirement benefits
(excluding retiree health care and other post-employment benefits), the actuarial value of assets
available for retirement benefits, and two indicators of funding progress for LACERS, the
funded ratio and the ratio of UAAL to annual payroll.



Table 15

LOS ANGELES CITY EMPLOYEES’ RETIREMENT SYSTEM

SCHEDULE OF FUNDING PROGRESS FOR RETIREMENT BENEFITS

ACTUARIAL VALUE BASIS

(Dollars in Thousands)

(1)

)
23

&)
@
&)

Actuarial
Valuation
As of June 30

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

Actuariai
Value of
Assels

$7,060,188
5,959,647
7,042,108
7,193,142
7,674,999
8,599,700
9,438,318
9,577,747
9,554,027
§691.011

Aciuarial

Accrued

Liability
(AALY

$7.252,11%
1,659,846
8,533,864
9,321,525
9,870,662
10,526,874
11,186,404
12,041,984
12,595,025
13,391,704

Underfunded

(Overfunded)

$

Or

AALP

19,930

660,199
1,491,756
2,128,383
2,195,663
1,927,174
1 748,085
2,464,237
3,040,998
3,700,693

Funded
Ratio™

97.4%
21.4%
82.5%
71.2%
71.8%
81.7%
84.4%
79.5%
75.9%
T2.4%

Covered
Payroli®

$1,334,335
1,405,058
1,575,285
1,589,306
1,733,340
1,896,609
1,977,645
1,816,871
1817,662
1,833,392

Table includes funding for retirement benefity only. Other Post-Employment Benefits (OPER) are not included,
Actuarial Accrued Liability minus Actuarial Value of Assets, commonly referred to as UAAL. Positive numbers represent a funded ratio

less than 100%.

Actuarial value of agsets divided by actuarial accrued liability.
Annual payroll for members of LACERS.

UAAL divided by covered payroll,

Underfunded or
(Overfunded) AAL
as a Percentage
Of Covered
Payroll®

i4.4%
47.0%
94.7%
133.9%
126.7%
101.6%
88.4%
1357%
167.3%
201.9%

Source:

The City of Los Angeles City Employees™ Retirement Systen Actuarial Valuation as of June 30, 2011,

The actuarial value of assets is different from the market value of assets as gains and
losses are smoothed over a number of years. Table 16 shows the funding progress of LACERS
based on the market value of the portion of system assets allocated to retirement benefits.
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Table 16

LOS ANGELES CITY EMPLOYEES’ RETIREMENT SYSTEM

SCHEDULE OF FUNDING PROGRESS FOR RETIREMENT BENEFITS

MARKET VALUE BASIS
(Doliars in Thousands)™"

o
2}
)
&
{8

Actuarial
Valuation

As of fune 30

2004
2005
2006
2097
2008
2009
2010
2011

Maiket
Vatue of

Asgsets

$6,879,278
71393707
8,204,603
9,708,718
9,059.551
7122911
7,804,223
9,186,697

Actuarial
Accrued
Liability
(AAL)Y

8,533,864
§,321,525
9,870,662
16,526,874
11,185,404
12,041,984
12,595,025
13,391,704

Unaderfunded
Cr Funded
{Overfunded) Ratio Covered
Liability® (Market Value}™ Payroll®?
$1,654,586 80.6% 1,575,285
1927818 79.3% 1,589,306
1,666,059 83.1% 1,733,340
818,156 92.2% 1,896,600
2,126,853 §1.0% 1,977,645
4919073 59.2% 1,816,171
4,790,802 62.0% 1,817,662
4,205,607 63.6% 1,833,392

Table inctudes funding for retirement benefits only. Other Post-Employment Benefits (OPER) are not included.

Actuarial Acerued Liability minus Market Value of Assets. Positive numbers represent a funded ratio less than 100%.

Market value of assets divided by actuarial accrued ability,
Annual payroli for members of LACERS,
Unfunded liability divided by covered payroll.

Unfunded Liabilisy
as a Percentage
Of Covered
Payroll (Market
Valye)™

105.03%
121.30%

96.12%

43.14%
107.54%
270.85%
263.57%
229.36%

Source:

The City of Los Angeles City Employees’ Retirement System Actuarial Valuation as of June 30, 2010
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Table 17 summarizes the City’s payments to LACERS over the past five years. This table
includes costs for retirement, as well as for retiree health care (see “FINANCIAL
OPERATICNS —Gther Post-Employment Benefits”), and other miscellaneous benefits.

Table 17
LOS ANGELES CITY EMPLOYEES® RETIREMENT SYSTEM
SOURCES AND USES OF CONTRIBUTIONS
(Doliars in Thousands)™"

Adopted
Budget™
2007-08 2008-08 2009-10 2010-11 201112
Sources of Contributions
Contributions for Council-Controlled $338,014 $312,661 $298,217 $339,136 $394,969
Deparfments
Airport and Harbor Departiments 58.542 37.527 57.548 72.701 87.530
Total $397.456 $370,188 $355,765 $411,837 $482,499
Percent of payroll : 22.8% 20.2% 19.4% 24.49% 27.66%
Uses of Contributions
Current Service Liability (Normal cost) $226,44} $235,148 $238,536 $230,398 $236,164
UAAL 170,527 134,527 116,618 180,559 245,569
Adjustments® 488 513 611 880 766
Total $307.456 $370,188 $355,765 $411,837 $482,499

M Includes funding for other post-employment henefits,

& tneludes the excess benefit plan, the family death benefit plan, and the limited torm plan find.

¥ The City contribution noted above reflects the projected contribution based on the City’s 201 1-12 Adopted Budget. The actual amount paid
to LACERS for Councit-Controiled Departments, Airports and Harbor was reduced to $417.5 million due to subsequent amendments fo
various employee agreements, (See “FINANCIAL OPERATIONS—Labor Relations, herein,”} The actuat contribution for Coungil-
Controlled Departments only totaled $341.5 miltion, which is about $53.4 million less than the Adopted Budget, due to revised contribution
amounts for different bargaining units.

Source: City of Los Angeles, Office of the City Administrative Officer.

The City makes its contributions to LACERS in July of each fiscal year. Recent civilian
labor agreements with unions representing approximately 70% of the civilian workforce will
have the effect of reducing the City’s contributions to LACERS. As a result of ongoing
negotiations with the remaining unions, the City’s payment to LACERS for Fiscal Year 2011-12
was reduced from the contribution assumed in the Adopted Budget of $395 million to $342
million. This was approximately $13.5 million less than LACERS reported as the ARC for
Fiscal Year 2011-12. The City has requested that LACERS recalculate a supplemental
contribution rate for Fiscal Year 2011-12 based on freezing retiree health care benefits for certain
employees. If LACERS recalculates the contribution rate, it is anticipated that the supplemental
rate will reduce the remaining balance of $13.5 million for the current vear,

The following table sets forth LACERS’ investments and asset allocation targets as of
June 30, 2011.
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Table 18
LOS ANGELES CITY EMPLOYEES' RETIREMENT SYSTEM
ASSET CLASS MARKET VALUE AND ALLOCATION
{in millions)
As of June 30, 2011

Asset Class Market Value Current Asset Alloeation Mix® Farget Asset Allocation Mix
.35, Equity
Common Stock $4,112.5 39,1% 37.0%
Non-U.S. Egquity
Common Stock 20763 19.7
Preferred Stock 36.5 0.3
{thers 0.3 0.0
20.0 20,0
Fixed Income Securities
Damestic 22396 213
International 2389 2.3
236 26.0
Alternative Investient
Doemestic 932.5 8.9
International 147.8 i4
10.3 94
Reai Estate 579.2 55 7.0
Unalocated Cash 1510 1.4 10
Tatal MV $10,5146 100.0% 100.0%

O Total does not add due to rounding.

Source: City of Los Angeles Comprehensive Annuat Financial Report for the Fiscal Year Ended June 30, 2011.

Other Post-Employment Benefits

Retired members and surviving spouses and domestic partners of LACERS members are
eligible for certain subsidies toward their costs of medical and dental insurance. These retiree
health benefits are accounted for as “Other Post-Employment Benefits” (“OPEB”).

The City began making payments to LACERS to pre-fund its OPEB obligations in Fiscal
Year 1989-90, in an amount then determined by LACERS and its actuaries. Since
implementation of GASB 43 and 45, the City has contributed its actuarially determined ARC in
each year. The calculations of OPEB liabilities are made by the same actuaries that perform the
analysis of LACERS, and generally rely on the same actuarial assumptions, other than those
assumptions specific to OPEB.

A-23



As of June 30, 2011, the unfunded healthcare benefits liabilities of LACERS are as
follows:

Table 19
OTHER POST-EMPLOYMENT BENEFITS
LOS ANGELES CITY EMPLOYEES' RETIREMENT SYSTEM
(Dollars in thousands)

Underfunded or
{Overfunded)
Actuarial Underfunded AAL
Actuarial Actuarial Accrued Or as a Percentage
Valuation Value of Liability {Overfunded) Funded Covered Of Covered

As of June 30 Assels (AAL) AALY Ratig® Payroll® Payrall®
2006 $ 990270 $1,730,799 $740,529 57.2% $1,733,340 42.7%
2007 1,185,544 1,730,400 544,856 68.5% 1,896,609 28.7%
2008 1,342,920 1,928,043 585,123 69.7% 1,977,645 29.6%
2009 1,342 497 2,058,177 715,680 65.2% 1,816,171 39.4%
2010 1,425,726 2,233,874 808,148 63.8% 1,817,662 44,5%
2011 1,546,884 1,968,708 421,824 78.6% 1,833,392 23.0%

M Actuarial Accrued Liability minus Actuarial Value of Assets, commonly referred to as UAAL. Positive numbers represent an actuarial
deficit.

@ Actuarial value of assets divided by actuarial accrued Habitity,

® Annual payroli against which UAAL amortized.

® UAAL divided by covered payroll.

Source:  The City of Los Angeles City Employees’ Retirement System Actuarial Vajuations.

Historically, plan members did not contribute towards healthcare subsidy benefits; all
such costs were funded from the employer’s contribution and investment returns thereon. The
City negotiated bargaining agreements that will reduce the City’s contributions for OPEB
benefits, that include a 4% active employee contribution toward retiree healthcare for 70% of its
civilian workforce and a 2% active employee contribution toward retiree healthcare for 70% of
its eligible sworn workforce (representing 64% of the sworn workforce). Employees who elected
to contribute will have their current retiree health benefits and any future subsidy increases
vested. For those civilian bargaining units and sworn employees that opted not to make an
additional contribution toward retiree healthcare, their retiree health subsidy has been frozen and
cannot surpass the current maximum subsidy level. The combined reduction to the City
contribution rate resulting from members electing the additional contribution or medical subsidy
freeze are projected to reduce City OPEB contributions by approximately $71 million in Fiscal
Year 2011-12 to both systems

On November 21, 2011, the California Supreme Court in Retired Employees Association
of Orange County, Inc. v. County of Orange held that a vested right to retiree health benefits may
be implied from an ordinance or resolution where the language therein or the circumstances
associated with its passage evidenced a clear legislative intent to create “private rights of a
contractual nature,” despite the absence of any express vesting language or other such guarantee.
The City does not believe that it has passed any legislation, ordinance or resolution from which a
vested right in health benefits for City retirees may be implied.
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Two lawsuits have been filed challenging the City’s actions relative to freezing OPEB
benefits (Los Angeles City Attorneys Association v. City of Los Angeles and Engineers &
Architects v. City of Los Angeles). Relying in part on the Orange County decision, the plaintiffs
allege that the City’s OPEB benefits, including increases to reflect medical inflation, are a vested
contractual retirement benefit. The plaintiffs seek, among other things, invalidation of the
ordinance which froze OPEB benefits for those employees who are not contributing to this
benefit. If the plaintiffs were to prevail, the City’s costs would increase; as noted above, the
benefit of freezing such benefits and instituting employee contributions toward retiree health
benefits is estimated to save the City approximately $71 million during Fiscal Year 2011-12.
The City continues to review the complaints and its potential financial impacts.

Projected Retirement and Other Post-Retirement Benefit Expenditures

Table 20 below sets forth the City’s projected contributions to LACERS for the next four
fiscal years, based on information provided by LACERS actuary and which take into account
recent labor negotiations and concessions by a majority of active LACERS members. These
contributions include the projected cost of both pension and other post-employment benefits.
These projections reflect deferred investment losses from the previous years and the actuarial
assumptions described above.

Tabie 20
LOS ANGELES CITY EMPLOYEES’ RETIREMENT SYSTEM
PROJECTED CONTRIBUTIONS
(Dollars in Thousands)

Adopted Budget
2011-12% 2012-13 2013-14 2014-15 201516
LACERS

Contributions for Council-
Controlled Departments® $194.969 848315 $386.488 427,64 67,149
Percentage of payroll 27.66% 24.14% 26.07% 28.47% 31.10%
Incresnental Change $53,834 (346,654} $38,173 $41,156 $39,5058
% Change (11.8%) 11.0% 10.6% 9.2%

B
&)
&

Includes the General Fund and various special funds.

Assumes 0% return on market value of assets for 2011-12 and 7.75% per year thereafler.

The City contribution noted above reflects the projected contribution based on the City’s 2011-12 Adopted Budget. The actual contribution
for Council-Controlled Departments totaled $341.5 million, which is about $53.4 miilion less than the Adopted Budget, due to revised
contribution amounts for different bargainiag units, (See “FINANCIAL OPERATIONS—Labor Relations, herein,)

Source: City of Los Angeles, Office of the City Administrative Officer,

The projections in Table 20 illustrate that the City’s contribution rates for LACERS will
increase substantially over the next few years. A number of factors will determine actual
contributions; for example, if investment returns are lower than investment assumptions, actual
contribution rates could be higher than these projections.

City Treasury Investment Practices and Policies

The Treasurer invests temporarily idle cash for the City, including that of the proprietary
departments, as part of a pooled investment program that combines general receipts with special
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funds for investment purposes and allocates interest earnings on a pro-rata basis when the
interest is earned and distributes interest receipts based on the previously established allocations.
The Treasurer also maintains a limited number of special pools established for specific purposes.

The City’s General Pool is further divided into a core pool and a reserve pool. The core
or liquidity portion is targeted at the City's net liquidity requirements for six months, All
investments in the core section of the portfolio have maturities of one year or less. The balance
of the General Pool not required for the City’s six-month liquidity requirement is invested in the

reserve portfolio. This portfolio holds investments ranging from one day to five years,

Table 21
POOLED INVESTMENT FUND -
GENERAL POOL
Investments as of January 31, 2012

Percent of Average
Deseription Par Value Market Value Total Funds Days
Bank Deposits®™” $96,846,988 $96,846,988 1.42% 1.0
Money Market Funds G ¢ 0.00% 1.0
LAIF {State of California) Y {} 0.00% 1.0
Subtotal Cash and Overnight Investments $96,846,988 $96,846,988 1.42% 1.0
BNY Sweep Account $ 0 3 0 0.60% 0.0
CDARS 6,000,000 6,000,000 0.09% 1350
Commercial Paper 490,508,000 490,351,760 T21% 38.0
Negotiable Certificates of Deposit 0 Q G.00% 0.0
Corporate Notes 202,969,000 207,440,186 3.05% 1870
U.S. Federal Agencies 477,510,000 478,191,694 T03% 56,0
ULS. Treasuries 100,003,000 101,199,169 {.49% 227.0
Subtotal: Pooled Investments $1,276,990,000 $1,283,182,808 18.87% 84,0
Totai Short Term Core Portfolio $1,373,836,988 $1,380,029,796 20.29% 780
BNY Sweep Account $ 0 $ 0 0.00% 0.0
Commercial Paper 0 0 0.00% 0.0
Negotiable Certificates of Deposit 0 0 0.00% 0.0
Corporate Notes 989,717,000 1,025,607,051 15.07% 1045.0
U.S. Federal Agencies 1,073,735,000 1,120,262,743 16.47% 982.0
U.S. Treasuries 3,147.000,000 3.275,633,541 48,16% 1020.0
Total Long-Term Reserve Portfolio $5,210,452,600 $5,420,903,335 79.71% 1017.0
‘Total Cash and Pocled Investments $6.584,288 988 $6.600,933,131 100,00% §26.0
Short-Term Core Portfolio Long-Term Reserve Portfolio Consolidated
Average Weighted Maturity 78 Days 2.8 Years 2.3 Years
Effective Yield 92% 1.65% 1.50%

®  Collected balance for Wells Fargo and Wachovia Active Accounts,

Seurce: City of Los Angeles, Office of the Treasurer,

The City’s treasury operations are managed in compliance with the California

Government Code and according to the City’s Statement of Investment Policy (the “Investment
Policy”), which sets forth permitted investment vehicles, liquidity parameters and maximum
maturity of investments. The Investment Policy is reviewed and approved by the Council on an
annual basis. The Association of Public Treasurers of the United States and Canada (formerly
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the Municipal Treasurers Association of the United States and Canada) has certified the City’s
Investment Policy.

The City’s General Investment Pool had maintained a AAAf/S! rating from Standard &
Poor’s Ratings Services since May 2002. On July 15, 2011, Standard & Poor’s placed that rating
on CreditWatch with negative implications, following its placement of the ratings of the United
States of America on CreditWatch Negative. Following its downgrade of the United States,
Standard & Poor’s lowered the rating of the City’s General Investment Pool to AAf/S1 on
August 8, 2011. This rating has subsequently been withdrawn at the City’s request.

The Treasurer does not invest in structured and range notes, securities that could result in
zero interest accrual if held to maturity, variable rate, floating rate or inverse floating rate
investments and mortgage-derived interest or principal-only strips.

The Investment Policy permits the Treasurer to engage custodial banks to enter into
short-term arrangements to loan securities to various brokers. Cash and/or securities (United
States Treasuries and Federal Agencies only) collateralize these lending arrangements, the total
value of which is at least 102% of the market value of securities loaned out. The securities
lending program is limited to a maximum of 20% of the market value of the Treasurer’s pool by
the City’s Investment Policy and the California Government Code.

LITIGATION

The following is a list prepared by the Office of the City Attorney updated as of
March 21, 2012, of completed, pending or threatened litigation involving the City, excluding
most personal injury cases and single plaintiff cases, in which the City has a possible financial
exposure of $5 million or more which, either individually or in the aggregate, could materially
affect the City’s General Fund financial position.

With regard to all other pending [itigation, the City Attorney expects that the final
determination of such litigation, either individually or in the aggregate, would not materially
affect the City’s General Fund financial position.

L. Fair Labor Standards Act Litigation: The City has been sued in six separate class action
cases for alleged violations of the Act. The various cases involve classes of police
officers, firefighters or Bureau of Sanitation employees, and involve allegations of failure
to compensate for time spent “donning and doffing” safety equipment, off-the-clock
hours worked, uncompensated overtime, meal breaks worked and retaliatory disciplinary
action. Resolution of these cases will not occur concurrently, but over an extended period
of time maximum cumulative liability could reach $90 miilion to the General Fund.

2. 640 South Main Street v. City of Los Angeles is an action in U. S. District Court
challenging the constitutionality of the City's ordinance (LAMC section 47.70 et seq.),
which prohibits the demolition or conversion of residential hotel units. The case was
settled and the lawsuit was dismissed. The City is not obligated to make any payments as
a result of the settlement.

3. A number of claims have been filed in connection with the City's utility users’ tax on
telephone services, which was recently amended to clarify such claims. Ardon v. City of
Los Angeles is a class action challenging the validity of the City’s telephone users’ tax
based on a federal government interpretation of the federal excise tax. On the issues
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related to class actions, the appellate court held that class actions against local taxes are
not permitted under State law. The plaintiffs appealed to the California Supreme Court,
which reversed the appellate court decision on July 25, 2011, The Supreme Court
concluded that class claims for tax refunds against a local governmental entity are
permissible, and remanded the matter back to the trial court. The class has not yet been
certified. If the class is certified and plaintiffs prevail on the merits, City liability could
be up to $750 million. In Nextel Boost of California LLC v. City of Los Angeles, the
plaintiff, a provider of prepaid wireless services, seeks a refund of $6.3 million, which it
alleges it overpaid for the period February 2007 through February 2008 in connection
with the telephone users’ tax. The matter has been stayed pending resolution of the
Ardon matter. In J2 Global Communications, Inc. v. City of Los Angeles, the plaintiff
seeks a $5.5 million refund for telephone users’ taxes incurred for the years 2005, 2006
and 2007. Plaintiffs argue that the City’s amendment to the Municipal Code was
improper prior to voter approval in 2008. The plaintiffs in the J2 Global
Communications, Inc. case filed a second lawsuit for $175,000 in damages in which they
claim that the City’s utility users tax as amended does not apply to telecommunications
services it purchased in connection with its service of delivering faxes to customers’
email accounts. The City prevailed on its motion for summary judgment and the plaintiff
recovered nothing, although the plaintiff intends to appeal. In Sprint Telephone PCS,
L.P. v. City of Los Angeles, the plaintiff seeks a refund in the amount of $8,320,000 for
overpaid telephone users tax for the period January 1, 1998 through December 1, 2003
(the “Refund Period”). Plaintiff argues that it was not subject to the federal excise tax
during the Refund Period. In TracFone Wireless, Inc. v. City of Los Angeles, the
plaintiff, a national vendor of prepaid telephone cards, filed a complaint in December
2006, seeking a refund of amounts remitted to the City. The trial court and Court of
Appeal have issued various decisions on various procedural matters. Sprint
Communications recently filed a lawsuit seeking a $2.5 million refund related to the
telephone users’ tax. The Nextel Boost, TracFone, Ardon, the first J2 Global case and the
two Sprint cases were consolidated and the trial court placed a stay on all but Ardon.
Sprint Communications filed a lawsuit for $2.5 million and T-Mobile filed a claim for
$1.4 million related to the utility users’ tax.

. Lee v. City of Los Angeles. The plaintiff firefighter alleges discrimination and retaliation
due to her race and sexual orientation. The trial court awarded the plaintiff $6.2 million
plus attorneys fees, but the City prevailed on appeal and the case was remanded to the
trial court. An unfavorable ultimate result could give rise to a liability of as much as $8
million.

. Lisker v. City of Los Angeles, et al. This case arises from plaintiff being arrested in 1983
and subsequently being convicted of murdering his mother. Plaintiff was released in
August 2009, after a federal court determined that plaintiff received ineffective assistance
of counsel and the evidence used against him was false. Plaintiff filed suit against the
City and two former detectives, alleging the investigating detectives fabricated evidence
and/or testified falsely at his trial, Potential loss to the City could be $25 million or more.

. Estate of Devin Leigh Petelski. This case is a wrongful death action arising from an
LAPD officer driving at a high rate of speed and hitting the deceased’s vehicle. The City
recently settled the case for $5 million.
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7. Los Angeles Unified School District.v. County of Los Angeles, et al. The Los Angeles
Unified School District (“LAUSD”) filed a Petition for Writ of Mandate against the
County of Los Angeles, thirteen redevelopment agencies, and 44 cities and special
districts, including the City, as real parties in interest. The Petition challenges the
County’s calculation of the amount of tax increment that LAUSD receives each year and
seeks to have the County recalculate LAUSD’s share of tax increment back to 1993 and
prospectively. LAUSD alleges it is entitled to an additional $2.4 billion in tax increment
funds, The trial court denied LAUSD’s petition on December 11, 2008, LAUSD
appealed and the Court of Appeal reversed and found in favor of LAUSD. The case has
been returned to the trial court for the determination of LAUSD’s claim for damages.
The potential damage liability of the City may be as high as $9 million. A similar
lawsuit, Los Angeles Community College District v. County of Los Angeles et al was
filed. The potential damage liability to the City is unknown at this time, but will be
significantly less than any liability arising from the LAUSD lawsuit because the plaintiff
receives a smaller share of tax increment and the plaintiff’s lawsuit was filed much later
than the LAUSD lawsuit.

8. Americans For Safe Access v. City of Los Angeles. The City is a party to approximately
44 related state court actions challenging the City's original medical marijuana ordinance
with this case as the lead case. On December 10, 2010, the trial court judge granted
plaintiffs an injunction halting enforcement of the ordinance, The case is now on appeal.
If plaintiffs prevail, the City could have liability in excess of $5 million. In a related case
in which Americans for Safe Access is also the primary plaintiff, the City's amended
medical marijuana ordinance was challenged; the City recently prevailed in the trial court
on this challenge.

9. The City Attorney has been advised by letter dated November 30, 2011, that the Civil
Fraud Section of the U.S. Department of Justice is currently investigating whether the
City violated the False Claims Act in connection with certifications to the U.S.
Department of Housing and Urban Development regarding compliance with federal
accessibility laws and regulations protecting individuals with handicaps. The City’s
participation in the investigation is in the preliminary stage. Potential lability could
exceed $5 miilion.

In addition to the cases listed above, the City has been sued by two organizations
representing employees of the City Attorney’s office (Los Angeles City Attorneys Association v.
City of Los Angeles) and members of the Engineers & Architects Association (Engineers &
Architects v, City of Los Angeles), challenging the City’s action to freeze the level of retiree
health benefits at current levels for employees who elected not to contribute to such benefits,
The plaintiffs allege that retiree health benefits, including increases to reflect medical inflation, is
a vested contractual retirement benefit, and seeks to invalidate the City’s prior action. (See
“FINANCIAL OPERATIONS—Other Post-Employment Benefits,” above). If the plaintiffs
were to prevail, the savings resulting from its retiree health benefit-related actions
(approximately $71 million in Fiscal Year 2011-12) would be reduced. The City continues to
review the complaints and its potential financial impacts.
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APPENDIX B
GLOSSARY OF DEFINED TERMS

The following are definitions of certain terms contained in the General Resolution, the
Subordinate General Resolution, the Twenty-Sixth Supplemental Resolution and the Thirteenth
Supplemental Resolution.

“Accrued Interest” as defined in the General Resolution means, for any calendar month, the
amount of interest which has acerued or will accrue on a Series of Outstanding Bonds during that month
less (i) any interest which accrues during such period, but is to be paid from moneys or Permitted
Investments or the earnings thereon, which moneys or Permitted Investments are on deposit in a separate
fund or account or are otherwise segregated for such purpose and (ii) interest which has accrued but is not
due and payable within the 12-month period immediately following such accrual; for purposes of this
definition interest which has accrued but is not due and payable within the 12-month period immediately
following such accrual shall be included as Accrued Interest in 12 equal consecutive monthly installments
commencing in the twelfth month preceding the payment date; with respect to the calcuiation of the
amount{ to be deposited into the Debt Service Fund for any given month for any Series of Bonds the
interest rate on which will or may fluctuate from the date of calculation to the end of such calendar
month, interest after the calculation date, for purposes of calculating Accrued interest for such month, will
be assumed to accrue at a rate equal to 110% of the rate of interest on such Bonds on the date of
calculation; for purposes of determining any Deficiency or Excess, interest accruing on fluctuating rate
Bonds for any prior month shall be calculated at the actual rate or rates for such month.

“Accrued Principal” as defined in the General Resolution means, for any calendar month, the
amount of principal which has “accrued” or will “accrue™ on a Series of Outstanding Bonds during that
month less any principal which accrues during such period but is to be paid from moneys or Permitted
Investments or the earnings thereon, which moneys or Permitted Investments are on deposit in a separate
fund or account or are otherwise segregated for such purpose; for purposes of this definition, it shall be
assumed that principal accrues in 12 equal monthly instailments commencing in the tweifth month
preceding the date on which payment is due, except that (i) with respect to principal on a Series of Bonds
which is payable more frequently than annually, principai shall accrue in equal monthly installments from
one payment date to the next and (ii) if the first principal payment date on a Series of Bonds is less than
12 months after the issuance of such Series, principal due on such first payment date shall accrue in equal
monthly installments from the date of issuance to the first payment date and (iii) with respect to Balloon
Indebtedness and commercial paper which is intended at the time of issuance to be paid with the proceeds
of a corresponding issue of commercial paper, the entire principal amount shall be deemed to accrue in
the month in which such Balloon Indebtedness or commercial paper is due and payable and not in
monthly installments prior to such date. In all events, principal shall be determined to accrue in amounts
sufficient to assure that the full amount due on any principal payment date and to be paid from the Debt
Service Fund will be on deposit in the Debt Service Fund on the payment date. For purposes of
determining Accrued Principal, a payment to be made on the basis of an accreted value shall be deemed 4
principal payment. If Bonds have been declared to be due and payable as provided in the General
Resolution, then, in each calendar month, the entire unpaid principal of all Bonds which have been
accelerated shall be deemed to have accrued in that calendar month,

“Aggregate Accrued Interest” as defined in the General Resolution means, for any calendar
month, the sum of the Accrued Interest for that month for all Series of Outstanding Bonds.

“Aggregate Accrued Principal” as defined in the General Resolution means, for any calendar
month, the sum of the Accrued Principal for that month for all Series of Outstanding Bonds.



“Authorized City Representative” means the Mayor, the City Clerk, the City Controller, the City
Administrative Officer or such other officer or employee of the City or other person who has been
designated as such representative by resolution of the City Council.

“Authorized Denominations” means denominations of $5,000 and any integral muitiples thereof.

“Batioon Indebtedness” means, with respect to any Series of Bonds or Subordinate Bonds, 25%
or more of the principal of which matures on the same date or within a 12-month petiod, that portion of
such Series which matures on such dafe or within such 12-month period; provided, however, that to
constitute Balloon Indebtedness the amount of indebtedness maturing on a single date or over a 12-month
period must equal or exceed 150% of the amount of such Series which matures during any preceding
12-month period. For purposes of this definition, the principal amount maturing on any dates shall be
reduced by the amount of such indebtedness which is required, by the documents governing such
indebtedness, to be amortized by prepayment or redemption prior fo its stated maturity date.

“Bond Counsel” means a firm of attorneys that are nationally recognized as experts in the area of
municipal finance.

“Bondholder,” “Holder,” “Owner” or “Registered Owner” means at any given time the person in
whose name a Bond or Bonds or Subordinate Bond or Subordinate Bonds are at such time registered on
the books maintained by the City or its Registrar, Beneficial Owners are not Bondhoiders, Holders,
Owners or Registered Owners within the meaning of the General Resolution or the Subordinate General
Resclution, as applicable, and shall, except as specifically provided in the General Resolution or the
Subordinate General Resolution, derive their rights only through the entity which is the Registered Owner
of the Bond or Subordinate Bond in which they are a Beneficial Owner.

“Bonds™ means bonds, notes and other indebtedness, obligations or securities of any kind or class
issued or incurred as provided in the General Resolution and secured by the General Resolution and the
pledge of Revenues granted thereby. The term “Bonds™ includes, but is not limited to, obligations in the
form of bonds, notes, contracts, lease obligations, bond anticipation notes, commercial paper and
certificates of participation. The term “Bond” or “Bonds™ does not include any obligations incurred by
the City on a subordinated basts.

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

“Commercial Paper Notes” or "CP Notes" means the City's Wastewater System Commercial
Paper Revenue Notes which the City has issued and will issue from time 1o time on a parity with the
Subordinate Bonds, as authorized as of the date hereof under the Subordinate General Resolution, a First
Supplemental Resolution adopted by the Council on March 26, 1991, a Second Supplemental Resolution
adopted by the Council on August 13, 1996, a Third Supplemental Resolution adopted by the Councif on
September 3, 1997, a Fourth Supplemental Resolution adopted by the Council on August 15, 2000, a
Sixth Supplemental Resclution adopted by the Council on Janvary 21, 2003 and an Eleventh
Supplemental Resolution adopted by the Council on June 23, 2010, none of which remain outstanding as
of the effective date of the Twenty-Sixth Supplemental Resolution.

“Construction Fund” as defined in the General Resolution means any of the Construction Funds
created as provided in the General Resolution for the purpose of serving as a depository of Bond proceeds
to be used to pay Project Costs. The General Resolution provides that a separate Construction Fund be
created for each Series if needed. The City has also created the General Wastewater System Construction
Fund into which amounts from the individual Series Construction Funds may be deposited and distributed
to pay Project Costs. “Construction Fund” as defined in the Subordinate General Resolution means any
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of the Construction Funds permitted by the Subordinate General Resolution to be created by a
Supplemental Resotution thereto.

“Consultant” means the consultant, consulting firm, engineer, architect, engineering firm,
architectural firm, accountant or accounting firm retained by the City to perform acts and carry out the
duties provided for such Consultant in the General Resolution or the Subordinate General Resolution.
Such consultant, consulting firm, engineer, architect, engineering firm, architectural firm, accountant or
accounting firm shall be nationally recognized within its profession for work of the character required.

“Continuing Disclosure Certificate” means each Continuing Disclosure Certificate executed by
the City and dated the date of issuance and delivery of any Series of Series 2012 Bonds, as originally
executed and as it may be amended from time to time in accordance with the terms thereof.

“Costs of Issuance” means ali costs and expenses incurred by the City in connection with the
issuance of any Series 2012 Bonds and the refunding of the Refunded Obligations, including, but not
limited to, costs and expenses of printing and copying documents and the Series 2012 Bonds, any fees
incurred in connection with agreements authorized by the Thirteenth Supplemental Resolution and the
Twenty-Sixth Supplemental Resolution, and the fees, costs and expenses of rating agencies, counsel,
accountants, verification specialists, underwriters, financial advisors, the escrow agent, insurance
consultants and other consultants and agents.

“Costs of Issuance Account” means the Costs of Issuance Account established under the Escrow
Agreement pursuant to the Twenty-Sixth Supplemental Resclution or the Thirteenth Supplemental
Resolution.

“Debt Service Fund™ as defined in the General Resofution means the Debt Service Fund created
under the General Resolution as a fund into which money is to be deposited to be used to pay debt service
on the Bonds., “Debt Service Fund” in the Subordinate General Resolution means any of the Debt Service
Funds permitted by the Subordinate General Resolution to be established pursuant to a Supplemental
Resolution thereto.

“Deficiency” as defined in the General Resolution means, at any time, the amount by which the
sum of the Aggregate Accrued Interest and the Aggregate Accrued Principal for all prior calendar months
with respect to unpaid interest and principal on all Qutstanding Bonds exceeds the amount on deposit in
the Debt Service Fund.

“Emergency Fund” means that fund required to be established as provided in the General
Resolution to be available for use for emergency needs of the System.

“Emergency Fund Requirement” means the sum of $5,000,000 or such greater amount as shall
from time to time be recommended by a Consultant and approved by the City, as provided in the General
Resolution.

“Escrow Agreement” means an agreement between the City and an Escrow Agent, and related to
the deposit, investment and use of a portion of the proceeds of any Series of Series 2012 Bonds and the
earnings thereon to pay principal of, and premium and interest on any Refunded Obligations and to pay
the Costs of Issuance of such Series of Series 2012 Bonds.

“Bvent of Default” means any occurrence or event specified in the General Resolution or

Subordinate General Resolution, as applicable, as described below under the captions “Events of Default
and Remedies.”
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“Excess” as defined in the General Resolution means, at any time, the amount by which the
amount on deposit in the Debt Service Fund exceeds the sum of the Aggregate Accrued Interest and
Aggregate Accrued Principal for all prior months with respect to unpaid interest and principal on all
Outstanding Bonds.

“Expenses” means the total operating expenses of the System as determined in accordance with
generally accepted accounting principles except, to the extent such items are included in such operating
expenses, depreciation, interest on Outstanding Bonds and amortization of financing expenses.

“Fiscal Year” means the period of time beginning on July ! of any given year and ending on
June 30 of the immediately subsequent year, or such other annual period as the City designates as ifs
fiscal vear.

“Greneral Resolution” means the “Wastewater System Revenue Bonds General Resolution”
adopted by the City Council on November 10, 1987, as amended and supplemented from time to time.

“Greneral Wastewater System Construction Fund” means that fund created by Ordinance No.
165924 of the City adopted on May 22, 1990 into which the City shall from time to time deposit either
directly or by payment from other funds Bond proceeds and the earnings thereon to be used to pay Project
costs.

“Government Obligations” means (i) direct obligations of, or obligations the principal of and
interest on which are unconditionally guaranteed by, the United States of America and (ii) securities or
receipts evidencing ownership interests in obligations or specified portions (such as principal or
interest) of obligations described in (i)

“Maximum Annual Debt Service” as defined in the Subordinate General Resolution means, at
any point in time, with respect to Subordinate Bonds and Sesnior Lien Bonds then Outstanding, the
maximum amount of principal and interest becoming due in the then current or any future Fiscal Year,
calculated by the City or by a Consultant as provided in this definition. For purposes of calculating
Maximum Annual Debt Service the following assumptions shall be used to calculate the principal and
interest becoming due in any Fiscal Year:

@ in determining the principal amount due in each year, payment shall (except to
the extent a different subsection of this definition applies for purposes of
determining principal maturities or amortization) be assumed to be made in
accordance with any amortization schedule established for such debt, including
any scheduled retirement of commercial paper not intended at the time of
calculation fo be repaid from the proceeds of a subsequent borrowing and
including any scheduled mandatory redemption or prepayment of Senior Lien
Bonds or Subordinate Bonds on the basis of acereted value, and for such purpose,
the redemption payment or prepayment shall be deemed a principal payment; in
determining the interest due in each year, interest payable at a fixed rate shall
{except to the extent subsection (ii) or (iii) of this definition applies) be assumed
to be made at such fixed rate and on the required payment dates;

(i) if all or any portion or portions of an Qutstanding Series of Subordinate Bonds or
Senior Lien Bonds constitutes Balloon Indebtedness or if all or any portion or
portions of a Series of Subordinate Bonds then proposed to be issued would
constitute Balloon Indebtedness, then, for purposes of determining Maximum
Annual Debt Service, each maturity which constitutes Balloon Indebtedness shall
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(iif)

(iv)

be treated as if it were to be amortized in substantially equal annual installments
of principal and interest over a term of 30 years commencing in the year the
stated maturity of such Balloon Indebtedness occurs; the interest rate used for
such computation shall be the rate quoted in The Bond Buyer Revenue Bond
Index for the last week of the month preceding the date of calculation, as
published in The Bond Buyer, or if that index is no longer published, another
similar index selected by the City, or if the City fails to select a replacement
index, an interest rate equal to 80% of the yield as of the date of calculation for
United States Treasury bonds maturing at least 25 years after the date of such
calculation, or if there are no such Treasury bonds having such maturities, 100%
of the lowest prevailing prime rate of any of the five largest commercial banks in
the United States ranked by assets; with respect to any Series of Subordinate
Bonds and Senior Lien Bonds only a portion of which constitutes Balloon
Indebtedness, the remaining portion shall be treated as described in (i) above and,
with respect to any Series or that portion of a Series which constitutes Balloon
Indebtedness, all payments of principal and interest becoming due prior to the
year of the stated maturity of the Balloon Indebtedness shall be treated as
described in (1) above;

if any of the Outstanding Series of Subordinate Bonds or Senior Lien Bonds
constitutes Tender Indebtedness or if Subordinate Bonds then proposed to be
issued would constitute Tender Indebtedness, then, for purposes of determining
Maximum Annual Debt Service, Tender Indebiedness shall be treated as if the
principal amount of such Subordinate Bonds were to be amortized in
substantially equal annual installments of principai and interest over a term of 30
years commencing in the year in which such Series is first subject to tender; the
interest rate used for such computation shali be the rate quoted in The Bond
Buyer Revenue Bond Index for the last week of the month preceding the date of
calculation, as published in The Bond Buyer, or if that index is no longer
published, another similar index selected by the City, or if the City fails to select
a replacement index, an interest rate equal to 80% of the yield as of the date of
calculation for United States Treasury bonds maturing at least 25 years after the
date of such calculation, or if there are no such Treasury bonds having such
maturities, 100% of the lowest prevailing prime rate of any of the five largest
commercial banks in the United States ranked by assets; with respect to all
principai and interest payments becoming due prior to the year in which such
Tender Indebtedness is first subject to tender such payments shall be treated as
described in (i) above unless the interest during that period is subject to
fluctuation, in which case the interest becoming due prior to such first tender date
shall be determined as provided in (iv} below;

if any of the Outstanding Series of Subordinate Bonds or Senior Lien Bonds
constitutes Variabie Rate Indebtedness or if Subordinate Bonds proposed to be
issued would constitute Variable Rate Indebtedness (except io the extent
subsection (ii} relating to Balloon Indebtedness, (iii) relating to Tender
Indebtedness or subsection (v) relating to a Commercial Paper Program apply),
then, such Subordinate Bonds or Senior Lien Bonds shall be assumed to bear
interest at the rate quoted in The Bond Buver Revenue Bond Index for the last
week of the month preceding the date of calculation of Maximum Annual Debt
Service, as published in The Bond Buyer, or if that index is no longer published,
another similar index selected by the City, or if the City fails to select a
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replacement index, an interest rate equal to 80% of the yield for outstanding
United States Treasury bonds having an equivalent maturity as the then
Outstanding Subordinate Bonds or Senior Lien Bonds for which the interest rate
is to be assumed or having an equivalent maturity as the additional Subordinate
Bonds proposed to be issued, or if there are no such Treasury bonds having
equivalent maturities, 100%, of the lowest prevailing prime rate of any of the five
largest commercial banks in the United States ranked by assets;

(v) if Outstanding Subordinate Bonds or Senior Lien Bonds are, or Subordinate
Bonds proposed to be issued will be, part of a Commercial Paper Program, such
bonds shall be deemed to be Balloon Indebtedness for purposes of this definition
of Maximum Annual Debt Service and the entire principal amount of such
obiigations shall be deemed to mature on the final date of the program, and, prior
to the final date of the program, interest shall be calculated as for Variable Rate
Indebtedness under (iv) above; provided, however, that if Subordinate Bonds are
issued to an Insurer or a liquidity provider as part of or in connection with a
Commercial Paper Program, if any calculation of Maximum Annual Debt
Service is made after the termination of the Commercial Paper Program but prior
to the time all obligations to the Insurer or liquidity provider have been satisfied,
then the Subordinate Bonds held by the Insurer or liquidity provider shall be
treated in accordance with provisions (i) through (iv) of this definition and not as
part of a Commercial Paper Program; for purposes of calculating Maximum
Annual Debt Service for a Commercial Paper Program, the entire maximum
authorized principal amount of the program shali be deemed to be Outstanding
and shall be included in the calculations as Quistanding whether or not such
amount has been issued and whether or not such amount is actually Qutstanding;
and

{(vi}  if moneys or Permitied Investments have been deposited by the City into a
separate fund or account or are otherwise held by the City or by a fiduciary to be
used to pay principal and/or interest on specified Subordinate Bonds or Senior
Lien Bonds, then the principal and/or interest 1o be paid from such moneys or
Permitted Investments or from the earnings thereon shall be disregarded and not
inciuded in calculating Maximum Annual Debt Service.

“Net Revenues” means, for any given period, the Revenues for such period less the Expenses for
such period, but excluding any profits or losses on the early extinguishment of debt or on the sale or other
disposition, not in the ordinary course of business, of investments or fixed or capital assets.

“1941 Act” means the Revenue Bond Law of 1941, Sections 543060 et seq. of the California
Government Code.

“Opinion of Bond Counsel” means an opinion of Counsel by Bond Counsel.
“Outstanding” as defined in the Subordinate General Resolution and when used with respect to
Subordinate Bonds or Senior Lien Bonds shali mean Subordinate Bonds which have been authenticated

and delivered under the Subordinate Resolution, or Senior Lien Bonds which have been authenticated and
delivered under the General Resolution, except:
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(1)

(i)

(iii)

(iv)

™)

(vi)

Subordinate Bonds or Senior Lien Bonds canceled or purchased by the City for
cancellation or delivered to or acquired by the City for canceilation and, in all cases, with
the intent to extinguish the debt represenied thereby;

Subordinate Bonds or portions of Subordinate Bonds which have been paid or are
deemed to be paid in accordance with the Subordinate General Resolution and Senior
Lien Bonds or portions of Senior Lien Bonds which have been paid or are deemed to
have been paid or are deemed to be paid in accordance with the terms of the General
Resolution;

Subordinate Bonds in Heu of which other Subordinate Bonds have been a{:theﬁticated
under the Subordinate General Resolution;

Subordinate Bonds or Senior Lien Bonds or portions of Subordinate Boends or Senior
Lien Bonds that have become due (at maturity or on redemption, acceleration or
otherwise) and for the payment of which sufficient moneys, including interest accrued to
the due date, are held by the City or an agent of the City separate and aparl for such
purpose;

Subordinate Bonds which, under the terms of the Supplemental Resolution pursuant to
which they were issued, are deemed to be no longer Outstanding; and

for purposes of any consent or other action to be taken by the holders of a specified
percentage of Subordinate Bonds under the Subordinate General Resolution, Subordinate
Bonds held by or for the account of City, unless such Subordinate Bonds are pledged to
secure a debt to an unrelated party, in which case such Subordinate Bonds shall, for
purposes of consents and other Bondholder action, be deemed to be Outstanding and
owned by the party to which such Subordinate Bonds are pledged.

“Paying Agent” means any paying agent appointed in accordance with the terms of the Twenty-
Sixth Supplemental Resolution or Thirteenth Supplemental Resolution.

“Paying Agent Agreement” means such trust agreement, paying agent agreement or such other
instrument or instruments executed and delivered in connection with the issuance of the Variable Rate
Subordinate Bonds which sets forth the terms and conditions of such Variable Rate Subordinate Bonds.

“Permitted Encumbrances” means:

N utility, access and other easements and rights-of-way, restrictions, encumbrances
and exceptions which do not materially interfere with or materially impair the
operation of the portion of the System affected thereby;

(i) any mechanic’s, laborer’s, materialman’s, supplier’s or vendor’s lien or right in
respect thereof if payment is not yet due under the contract in question or if such
lien is being contested; and

(iliy  such minor defects and irregularities of title which do not materially adversely

affect the value of, or materially impair, the property affected thereby for the
purpose for which it was acquired or is held by the City.
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“Permitted Investments” means (i) Government Obligations, (ii) obligations of any state or
territory of the United States or any agency or political subdivision thereof rated by S&P, if the Series of
Bonds which such Permitted Investments secure is then rated by S&P, and by Moody’s, if such Series is
then rated by Moody’s, at ieast as high as such Series of Bonds, (iif) obligations of any state or territory of
the United States or any agency or political subdivision thereof for the payment of the principal or
redemption price of and interest on which there shall have been deposited Government Obligations
maturing as to principal and interest at times and in amounts sufficient to provide such payment, (iv) time
certificates of deposit issued by a state or nationally chartered bank or trust company or a state or federal
savings and loan association, provided that such certificates of deposit shall be (1) continruously and fully
insured by the Federal Deposit Insurance Corporation or the Federal Savings and Loan Insurance
Corporation or (2) continuously and fully secured by Government Obligations, which securities shall
have a market value (exclusive of accrued interest) at all times at least equal to the principal amount of
such certificate of deposit, {v) bankers’ acceptances which are issued by a bank or trust company rated
“A” or higher by Moody’s and S&P; provided that such bankers’ acceptances may not exceed 270 days’
maturity, (vi) repurchase agreements with any bank or trust company or government bond dealer
reporting to, trading with and recognized as a primary dealer by the Federal Reserve Bank of New York,
which agreement is secured by Government Obligations, provided that the underlying securities are
required by the repurchase agreement to be held by any such bank, trust company or primary dealer
having a combined capital and surplus of at least $100,000,000 and being independent of the issuer of
such repurchase agreement, and provided that the securities are continuously maintained at a market value
of not less than the amount so invested, (vii) commercial paper of “prime” quality of the highest or of the
highest letter and numerical rating as provided by Moody’s and S&P, (viii) invesiment agreements with
(1) any bank or trust company or government bond dealer reporting to, trading with and recognized as a
primary dealer by the Federal Reserve Bank of New York, having a combined capital and surplus of at
least $100,000,000, or (2) any corporation that is organized and operating within the United States and
that has total assets in excess of $500,000,000 and that has an “A” or higher rating for its debt, other than
commercial paper, as provided by Moody’s and S&P, provided that such investment agreements shall be
continuously and fully secured by Government Obligations, which securities shall have a market vatue
(exclusive of accrued interest)at all times at least equal to the principal amount so invested,
(ix) government money market portfolios or money market funds restricted to obligations issued or
guaranteed as to payment of principal and interest by the full faith and credit of the United States, which
portfolios, unless held by the Treasurer for five business days or less, shall have a rating in the highest
two categories provided by Moody’s and S&P and (x) under the Subordinate General Resolution, with
respect to funds held in funds and accounts required under the terms of a specific Supplemental
Resolution or securing specific Subordinate Bonds or Subordinate Bonds of a specific Series of
Subordinate Bonds, such other securities or investment vehicles as are specified as Permitted investments
under the terms of the Supplemental Resolution creating such funds and accounts or setting forth the
terms of such Series,

“Prior Senior Bonds” means the Senior Lien Bonds which as of the date hereof consist of,
collectively, the Series 1987 Bonds, the Series 1988 Bonds, the Series 1989 Bonds, the Series 1990-A
Bonds, the Series 1990-B Bonds, the Series 1991-A Bonds, the Series 1991-B Bonds, the Refunding
Series 1991-C Bonds, the Series 1991-D Bonds, the Refunding Series 1992-A Bonds, the Series 1992.B
Bonds, the Refunding Series 1993-A Bonds, the Series 1993-B Bonds, the Refunding Series 1993-C
Bonds, the Refunding Series 1993-D) Bonds, the Series 1994-A Bonds, the Refunding Series 1996-A
Bonds, the Refunding Series 1997-A Bonds, the Series 1998-A Bonds, the Refunding Series 1998-B
Bonds, the Refunding Series 1998-C Bonds, the Refunding Series 1999-A Bonds, the Refunding Series
2002-A Bonds, the Refunding Series 2003-A Bonds, the Refunding Series 2003-B Bonds, the Refunding
Series 2005-A Bonds, the Refunding Series 2009-A Bonds, the Series 2010-A Bonds and the Series 2010-
B Bonds previously issued by the City pursuant to the General Resolution.
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“Prior Subordinate Bonds” means the Subordinate Bonds which as of the date hereof consist of,
coilectively, the Subordinate Refunding Series 2001-A Bonds, the Subordinate Refunding Series 2001-B
Bonds, the Subordinate Refunding Series 2001-C Bonds, the Subordinate Refunding Series 2001-D
Bonds, the Subordinate Refunding Series 2003-A Bonds, the Subordinate Refunding Series 2003-B
Bonds, the Subordinate Refunding Series 2006-A Bonds, the Subordinate Refunding Series 2006-B-1
Bonds, the Subordinate Refunding Series 2006-B-2 Bonds, the Subordinate Refunding Series 2006-C
Bonds, the Subordinate Refunding Series 2006-D Bonds, the Subordinate Refunding Series 2008-A
Bonds, the Subordinate Refunding Series 2008-B Bonds, the Subordinate Refunding Series 2008-C
Bonds, the Subordinate Refunding Series 2008-D Bonds, the Subordinate Refunding Series 2008-E
Bonds, the Subordinate Refunding Series 2008-F-1 Bonds, the Subordinate Refunding Series 2008-F-2
Bonds, the Subordinate Refunding Series 2008-G Bonds, the Subordinate Refunding Series 2008-H
Bonds and the Subordinate Series 2010-A Bonds, previously issued by the City pursuant to the
Subordinate General Resolution,

“Project” means any purpose for which a Series of Bonds is issued under the terms of the General
Resolution or the Subordinate General Resolution.

“Project Costs”™ means, with respect to the System, all or any part of the cost of construction,
acquisition, alteration, reconstruction, remodeling, maintaining and operating, including, without limiting
the generality of the foregoing, all labor, materials, machinery, equipment, iands, structures, real and
personal property, rights, rights-of-way, water rights, air rights, franchises, easements and interests
acquired or used by the Cify in connection with the work undertaken; the cost of any demolitions,
removals or relocations necessary in connection therewith; financing charges, insurance expenses,
Capitalized Interest for such period as shall be determined by the Council, reserves for debt service and
reserves for capital and current expenses; the cost of architectural, engineering, financial and legal
services, plans, specifications, appraisals, surveys, inspections, estimates of costs and revenues, and other
expenses necessary or incident to determining the feasibility or practicality of such undertaking;
organizational, professional, administrative, operating and other expenses incurred prior to the
commencement of and during such work; costs of the City properly allocated to a Project and with respect
to costs of employees or other labor costs, including the cost of medical, pension, retirement and other
benefits as well as salary and wages and the allocable cost of administrative, supervisory and managerial
personnel and the properly allocable cost of benefits provided for such personnel; costs of equipment,
supplies and training of operating personnel and other expense of completing such work and placing the
same in operation; working capital, and such other expenses as may be necessary or incidental to a
Project, the financing thereof, including, but not limited to, costs and expenses of consultants and advisors
including insurance consultants, accountants, engineers and aftorney, printing costs, rating agency fees
and expenses, insurance costs and related election expenses and expenses necessary or incidental to
placing a Project in operation and all other costs, expenses and charges related directly or indirectly to the
System for which the City is otherwise permitted to incur an obligation, including the financing of
working capital, whether or not the Project then under consideration involves the acquisition or
construction of physical propetties.

“Rebate Fund” means the Rebate Fund established by ordinance and more particularly described
in Appendix C hereto.

“Record Date” means, for a June 1 Interest Payment Date, the close of business on the preceding
May 15 and, for a December 1 Interest Payment Date, the close of business on the preceding November
15, whether or not such day is a Business Day, or such other record dates designated in Aftachment 1 with
respect to such Series.



“Refunded Obligations” means all or any of the Refunded Senior Bonds, the Refunded
Subordinate Bonds and the Commercial Paper Notes.

“Refunded Senior Bonds” means all or any of the Prior Senjor Bonds to be refunded by the Series
2012 Bonds.

“Refunded Subordinate Bonds™ means ali or any of the Prior Subordinate Bonds to be refunded
by the Series 2012 Bonds.

“Reserve Fund” as defined in the General Resolution shall mean the Debt Service Reserve Fund
which has been established pursuant the General Resolution and is held as a reserve from which payments
of principal and interest on the Bonds can be made if, on any principal or interest payment date on the
Bonds, the amounts in the Debt Service Fund available therefor are insufficient te pay the full amount
then due, or from which required deposits to the Rebate Fund may be made if other funds are not
available therefor,

“Reserve Fund Requirement” as defined in the General Resolution means an amount equal o
Maximum Annuai Debt Service with such modification in the assumptions therefor as are described in
this definition. For purposes of determining the Reserve Fund Requirement, the annual debt service with
respect to any Variable Rate Indebtedness shall, upon the issuance of such Series, be calculated on the
basis of the assumptions set forth in subsection (v) of the definition of Maximum Annuai Debt Service,
and the amount so determined shall not require adjustment thereafter except as appropriate to reflect
reductions in the Outstanding principal amount of such Series. For purposes of the Reserve Fund
Requirement, the annual debt service requirements assumed at the time of issuance of a Series of Bonds
containing Balloon Indebtedness or Tender Indebtedness shall not, with respect to such Series, require
subsequent increases.

“Revenues” means all revenues of the SCM Fund and revenues otherwise aftributable to the
System, including, but not limited to, those revenues currently arising as a result of the imposition of
sewer service charges, industrial waste surcharge and inspection fees, sewage disposal contract charges,
sewerage facility charges and bonded sewer fees and all other income and receipts derived by the City
from the ownership or operation of the System or arising from the System and including amounts
attributable to extensions, additions and improvements to the System and all other amounts received by
the City in payment for providing wastewater collection, treatment and/or disposal services; and all
earnings received from the investment of the SCM Fund, the Debt Service Fund, the Reserve Fund and
the Emergency Fund; provided, however, that Revenues shall not include:

(1) any amount received from the levy or collection of taxes;

(2) amounts received under contracts or agreements with governmental or private
entities and designated for capital costs;

(3) moneys received as grants from the United Starves of America or from the State
of California;

(4) earnings on the Construction Funds;
(5) the proceeds of borrowings; and

&) proceeds of insurance.
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“SCM Fund” means, collectively, the City’s Sewer Construction and Maintenance Fund, Sewer
Operation and Maintenance Fund and Sewer Capital Fund established under the terms of the City’s
Municipal Code as special funds in the City Treasury into which the Revenues are to be deposited, and
such term also includes any other fund or series of funds into which Revenues are deposited.

“Senior Lien Bonds” means all Bonds issued pursuant to the General Resolution and various
supplements thereto, whenever issued.

“Series” means Bonds or Subordinate Bonds, as applicable, issued at the same time or sharing
some other common term or characteristic and designated as a separate Series and, under the Subordinate
General Resolution, also means a Commercial Paper Program authorized by the Councii notwithstanding
the fact that the Subordinate Bonds constituting part of such program are issued at different times and
from time to time.

“Series 2012 Bonds” means the Series 2012 Senior Lien Bonds and the Series 2012 Subordinate
Bonds,

“Series 2012 Senior Lien Bonds” means the City of Los Angeles Wastewater System Revenue
Bonds, Series 2012 of each Series or subseries authorized to be issued pursuant to the Twenty-Sixth
Supplemental Resolution.

“Series 2012 Subordinate Bonds” means the City of Los Angeles Wastewater System .
Subordinate Revenue Bonds’ Series 2012 of each Series or subseries authorized to be issued pursuant to
the Thirteenth Supplemental Resolution.

“Subordinate Bonds” means any bonds or other obligations, including Commercial Paper Notes,
issued under the Subordinate General Resolution.

“Subordinate General Resolution” means the Wastewater System Subordinate Revenue Bonds
General Resolution adopted by the City Council on March 26, 1991, as amended and supplemented from
time to time.

“Supplemental Resolution™ means any supplemental resolution adopted by the City Council
providing for the issuance of a Series or multiple Series of Bonds or Subordinate Bonds, as applicable,
amending and/or supplementing the General Resolution or the Subordinate General Resolution,
respectively, or amending and/or supplementing another Supplemental Resolution.

“System” means the City’s entire wastewater collection, transportation, drainage, treatment and
disposal system, including ali sewers, pipes, buildings, systems, plants, works, equipment, improvements
and other facilities or undertakings of the City relating to the collection, transportation, treatment and
disposal of sewage, wastewater, industrial wastewater and infiltration/inflows incidental thereto,
including those facilities in existence at the time of adoption of the General Resolution and any and all
subsequent additions, extensions, improvements, acquisitions and replacements thereto and all facilities
and undertakings relating to or useful in connection with the cons