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In the opinion of Nixon Peabody LLP, Bond Counsel, under existing law and assuming compliance with the tax covenants described herein,
and the accuracy of certain representations and certifications made by the City and the Authority described herein, interest on the Series 2009A
Bonds is excluded from gross income for Federal income tax purposes under Section 103 of the Internal Revenue Code of 1986, as amended (the
“Code”). Bond Counsel is also of the opinion that such interest is not treated as a preference item in calculating the alternative minimum tax
imposed under the Code with respect to individuals and corporations. Bond Counsel is further of the opinion that interest on the Series 2009A
Bonds is exempt from State of California personal income taxes. See “TAX MATTERS” herein regarding certain otheyr tax considerations.
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Secured by Wastewater System Net Revenues)

Dated: Date of Delivery Due: May 15, as shown on the inside cover page

The $453,775,000 Public Facilities Financing Authority of the City of San Diego Senior Sewer Revenue Bonds, Series 2009A (Payable Solely From
Installment Payments Secured by Wastewater System Net Revenues) (the “Series 2009A Bonds”) are being issued by the Public Facilities Financing Authority
of the City of San Diego (the “Authority”) pursuant to the provisions of the Joint Exercise of Powers Act (commencing with Section 6500) of the Government
Code of the State of California (the “State”) and an Indenture, dated as of May 1, 2009 (the “Indenture”), by and between the Authority and The Bank of New
York Mellon Trust Company, N.A., as trustee (the “Trustee”). The proceeds of the Series 2009A Bonds will be used to acquire certain capital improvements
to the Wastewater System (as defined herein), pay in full the Authority’s Subordinate Sewer Revenue Notes, Series 2007 (the “Series 2007 Notes”), refund a
portion of the Authority’s Sewer Revenue Bonds, Series 1997A and Sewer Revenue Bonds, Series 1997B, fund the Reserve Fund and pay costs of issuance with
respect to the Series 2009A Bonds. The Authority also expects to issue prior to June 30, 2009 its Senior Sewer Revenue Refunding Bonds, Series 2009B (Payable
Solely From Installment Payments Secured by Wastewater System Net Revenues) in an anticipated aggregate principal amount of approximately $500,000,000
to $600,000,000 to refund all or a portion of its then-outstanding Parity Bonds (herein defined) subject to market conditions.

THE SERIES 2009A BONDS SHALL BE LIMITED OBLIGATIONS OF THE AUTHORITY AND SHALL BE PAYABLE SOLELY FROM THE
REVENUES OF THE AUTHORITY AND AMOUNTS ON DEPOSIT IN THE FUNDS AND ACCOUNTS ESTABLISHED UNDER THE INDENTURE
(OTHER THAN AMOUNTS ON DEPOSIT IN THE REBATE FUND). EXCEPT AS AFORESAID, THE SERIES 2009A BONDS DO NOT CONSTITUTE
A DEBT OR LIABILITY OF THE AUTHORITY, THE CITY OR THE STATE AND NEITHER THE FAITH NOR CREDIT OF THE AUTHORITY,
THE CITY OR THE STATE ARE PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE SERIES 2009A BONDS. THE
AUTHORITY HAS NO TAXING POWER.

The Series 2009A Bonds are limited obligations of the Authority primarily secured by Revenues (herein defined) of the Authority, which consist primarily
of 2009A Installment Payments (herein defined) to be made by the City to the Authority pursuant to the Master Installment Purchase Agreement, dated as of
September 1, 1993, as amended and supplemented (the “Master Installment Purchase Agreement”), including as supplemented by the 2009-1 Supplement dated
as of May 1, 2009 to the Master Installment Purchase Agreement (the “2009-1 Supplement” and, together with the Master Installment Purchase Agreement, the
“Installment Purchase Agreement”), each by and between the City and the Authority, and amounts on deposit in the funds and accounts established under
the Indenture (other than amounts on deposit in the Rebate Fund). The City has pledged Net System Revenues (herein defined) of the Wastewater System
pursuant to the Installment Purchase Agreement to the payment of the Installment Payments (herein defined), including the 2009A Installment Payments. The
City’s pledge and assignment of and lien on the Net System Revenues securing the 2009A Installment Payments are, in all respects, on parity with the City’s
pledge and assignment of and lien on the Net System Revenues securing the other Parity Obligations (as described herein) under the Installment Purchase
Agreement. The principal of and interest on the Series 2009A Bonds and any premium upon the redemption of any thereof are not a debt of the City nor a
legal or equitable pledge, charge, lien or encumbrance upon any of its property or upon any of its income, receipts or revenues but are secured by and payable
solely from the Revenues of the Authority and amounts on deposit in the funds and accounts established under the Indenture (other than amounts on deposit
in the Rebate Fund).

Pursuant to the Installment Purchase Agreement, the City may incur additional Obligations, payments with respect to which will be on parity with or
subordinate in priority to the City’s obligation to make 2009A Installment Payments, subject to satisfaction of the conditions specified in the Installment
Purchase Agreement. As of May 13, 2009, subsequent to the incurrence of the 2009A Installment Payments and the refundings described herein, there will be
Outstanding Parity Obligations in the aggregate principal amount of $1,297,425,000 and Subordinated Obligations (as defined herein) in the aggregate principal
amount of $71,925,170. See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS - Outstanding Obligations” herein.

The Series 2009A Bonds will accrue interest from their date of delivery and interest thereon will be payable on May 15 and November 15 of each year,
commencing on November 15, 2009. The Series 2009A Bonds will bear interest at the respective rates per annum set forth on the inside cover page hereof. See
“DESCRIPTION OF THE SERIES 2009A BONDS — General” herein and Appendix C - “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS?” attached hereto.

The Series 2009A Bonds will be issued only in fully-registered form in denominations of $5,000 and any integral multiple thereof, and when issued, will be
registered in the name of Cede & Co., as the nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities depository
for the Series 2009A Bonds. Ownership interests in the Series 2009A Bonds may be purchased in book-entry form only. So long as DTC or its nominee is
the Owner of the Series 2009A Bonds, principal and redemption premium, if any, of and interest on the Series 2009A Bonds will be made as described in
Appendix F — “INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM” attached hereto.

The Series 2009A Bonds are subject to optional redemption and mandatory sinking fund redemption prior to maturity as described herein.
See “DESCRIPTION OF THE SERIES 2009A BONDS - Redemption” 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 2009A Bonds are offered when, as and if issued, subject to the legal opinion of Nixon Peabody LLP, Los Angeles, California, Bond Counsel.
Certain legal matters will be passed upon for the Authority by Hawkins Delafield & Wood LLP, Los Angeles, California, Disclosure Counsel, for the Authority
and the City by Jan I. Goldsmith, City Attorney, and for the Underwriters by their counsel, Stradling Yocca Carlson & Rauth, A Professional Corporation,
Newport Beach, California. It is anticipated that the Series 2009A Bonds will be available for delivery through the facilities of DTC in New York, New York on
or about May 13, 2009.

Banc of America Securities LLC
Citi Siebert Brandford Shank & Co., LLC

Fidelity Capital Markets Wedbush Morgan Securities

Dated: May 6, 2009



$453,775,000
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO
SENIOR SEWER REVENUE BONDS, SERIES 2009A
(Payable Solely From Installment Payments
Secured by Wastewater System Net Revenues)

MATURITY SCHEDULE
Maturity Date Principal Interest
(May 15) Amount Rate Yield Price CUSIP!

2010 $ 6,810,000 2.000% 0.640% 101.360% 79730AFE3

2011 7,075,000 2.750 1.830 101.803 79730AFF0

2012 5,000,000 2.750 2.230 101.503 79730AFG8
2012 9,560,000 4.000 2.230 105.117 79730AFW3
2013 5,000,000 3.000 2.530 101.779 79730AFH6
2013 10,090,000 5.000 2.530 109.352 79730AFX1
2014 5,100,000 3.250 2.900 101.619 79730AFJ2

2014 10,640,000 4.500 2.900 107.404 79730AFY9
2015 4,935,000 3.500 3.180 101.736 79730AFK9
2015 11,450,000 5.000 3.180 109.878 79730AFZ6
2016 1,890,000 3.500 3.380 100.742 79730AFL7
2016 3,395,000 4.000 3.380 103.838 79730AGA0
2016 11,840,000 5.000 3.380 110.030 79730AGL6
2017 4,640,000 4.000 3.590 102.830 79730AFM5
2017 13,285,000 5.000 3.590 109.735 79730AGBS8
2018 8,990,000 5.000 3.800 109.079 79730AFN3
2019 9,435,000 4.250 4.000 102.044 79730AFP8

2020 9,835,000 4.000 4.200 98.251 79730AFQ6
2021 10,230,000 5.000 4.350 105.227" 79730AGC6
2022 2,430,000 4.500 4.500 100.000 79730AFR4
2022 8,315,000 5.000 4.500 103.992" 79730AGJ1

2023 11,270,000 5.000 4.640 102.855" 79730AGD4
2024 11,830,000 5.000 4.780 101.733" 79730AFS2

2025 12,425,000 5.000 4.930 100.547" 79730AGE2
2026 13,040,000 5.000 5.050 99.433 79730AFTO0
2027 13,695,000 5.000 5.120 98.599 79730AGF9
2028 14,380,000 5.000 5.170 97.957 79730AGG7
2029 15,100,000 5.125 5.230 98.706 79730AFU7

$ 79,520,000 5.250% Term Bonds due May 15, 2034 — Priced to Yield: 5.370% — Price: 98.358 - CUSIP": 79730AGKS8
$ 8,655,000 5.375% Term Bonds due May 15, 2034 — Priced to Yield: 5.370% — Price: 100.037 — CUSIP': 79730AFV5
$113,915,000 5.250% Term Bonds due May 15, 2039 — Priced to Yield: 5.430% — Price: 97.348 — CUSIP": 79730AGHS5

"Priced to par call on May 15, 2019.

" Copyright, American Bankers Association. CUSIP data is provided by Standard & Poor’s CUSIP Service
Bureau, a Division of the McGraw-Hill Companies, Inc., and is set forth herein for convenience of reference
only. The City, the Authority and the Underwriters do not assume responsibility for the accuracy of such data.



No dealer, broker, salesperson or other person has been authorized by the City or the Authority 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 or the Authority. 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 2009A 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 a contract with the purchasers of the Series 2009A 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 herein has been furnished by the City and by other sources which are
believed 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 responsibility to investors under the Federal securities law 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, the
Authority or any other parties described herein since the date hereof. All summaries of the Series 2009A
Bonds, the Indenture, the Installment Purchase Agreement, the 2009-1 Supplement 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 execution and delivery of the Series
2009A Bonds referred to herein and may not be reproduced or used, in whole or in part, for any other

purpose.

The City maintains a website with investor information at
http://www.sandiego.gov/investorinformation. However, the information presented there is not 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 2009A Bonds.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT
OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE
SERIES 2009A 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 2009A 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 HEREOF AND
SAID PUBLIC OFFERING PRICE MAY BE CHANGED FROM TIME TO TIME BY THE
UNDERWRITERS.
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OFFICIAL STATEMENT

$453,775,000
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO
SENIOR SEWER REVENUE BONDS, SERIES 2009A
(Payable Solely From Installment Payments
Secured by Wastewater System Net Revenues)

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 Olfficial
Statement, 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 Official
Statement. References to and summaries of the laws of the State of California 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. All capitalized terms used in this Official Statement and not otherwise defined
herein have the meanings set forth in the Indenture and the Installment Purchase Agreement.

General

The $453,775,000 Public Facilities Financing Authority of the City of San Diego Senior Sewer
Revenue Bonds, Series 2009A (Payable Solely From Installment Payments Secured by Wastewater
System Net Revenues) (the “Series 2009A Bonds™) are being issued by the Public Facilities Financing
Authority of the City of San Diego (the “Authority”) pursuant to the provisions of the Joint Exercise of
Powers Act (commencing with Section 6500) of the Government Code of the State of California (the
“State”) and an Indenture, dated as of May 1, 2009 (the “Indenture”), by and between the Authority and The
Bank of New York Mellon Trust Company, N.A., as trustee thereunder (the “Trustee”). The proceeds of the
Series 2009A Bonds will be used to acquire certain capital improvements to the Wastewater System (as
defined herein), pay in full the Authority’s Subordinate Sewer Revenue Notes, Series 2007 (the “Series
2007 Notes™), refund a portion of the Authority’s Sewer Revenue Bonds, Series 1997A (the “Series 1997A
Bonds”) and Sewer Revenue Bonds, Series 1997B (the “Series 1997B Bonds”), fund the Reserve Fund
and pay costs of issuance with respect to the Series 2009A Bonds. The Authority also expects to issue prior
to June 30, 2009 its Senior Sewer Revenue Refunding Bonds, Series 2009B (Payable Solely From
Installment Payments Secured by Wastewater System Net Revenues) (the “Series 2009B Bonds™) in an
anticipated aggregate principal amount of approximately $500,000,000 to $600,000,000 to refund a portion
of its then-outstanding Parity Bonds (herein defined) subject to market conditions.

The Series 2009A Bonds

The Series 2009A Bonds will accrue interest from their date of delivery and interest thereon will
be payable on May 15 and November 15 of each year, commencing on November 15, 2009 (each, an
“Interest Payment Date”). The Series 2009A Bonds will bear interest at the respective rates per annum set
forth on the inside cover page hereof. See “DESCRIPTION OF THE SERIES 2009A BONDS — General”
herein and Appendix C — “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” attached hereto.

The Series 2009A Bonds will be issued only in fully-registered form in denominations of $5,000
and any integral multiple thereof, and when issued, will be registered in the name of Cede & Co., as the
nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities



depository for the Series 2009A Bonds. Ownership interests in the Series 2009A Bonds may be purchased
in book-entry form only. So long as DTC or its nominee is the Owner of the Series 2009A Bonds, the
principal and redemption premium, if any, of and interest on the Series 2009A Bonds will be made as
described in Appendix F — “INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM”
attached hereto.

Security and Sources of Payment for the Series 2009A Bonds

The City of San Diego (the “City””) owns the Wastewater System and operates such system
through its Metropolitan Wastewater Department (the “MWWD”). The City has expanded the
Wastewater System from time to time to satisfy its mission statement, which is to provide wastewater
collection, treatment, discharge and disposal. See “THE WASTEWATER SYSTEM - Wastewater
System Management”, “— Metropolitan Sub-System Facilities” and “— Municipal Sub-System Facilities”
herein.

The Series 2009A Bonds are limited obligations of the Authority primarily secured by Revenues
(herein defined) of the Authority consisting primarily of 2009A Installment Payments (herein defined) to
be made by the City, pursuant to the Master Installment Purchase Agreement, dated as of September 1,
1993, as amended and supplemented (the “Master Installment Purchase Agreement”), including as
supplemented by the 2009-1 Supplement dated as of May 1, 2009 to the Master Installment Purchase
Agreement (the “2009-1 Supplement” and, together with the Master Installment Purchase Agreement, the
“Installment Purchase Agreement”), each by and between the City and the Authority, and amounts on
deposit in the funds and accounts established under the Indenture (other than amounts on deposit in the
Rebate Fund). The City has pledged Net System Revenues (herein defined) of the Wastewater System
pursuant to the Installment Purchase Agreement to the payment of the Installment Payments, including
the 2009A Installment Payments. The pledge and assignment of and lien on the Net System Revenues
securing the 2009A Installment Payments are, in all respects, on parity with the pledge and assignment of
and lien on the Net System Revenues securing the other Parity Obligations (as defined in the Installment
Purchase Agreement; the bonds secured by such Parity Obligations are referred to herein as “Parity
Bonds™) under the Installment Purchase Agreement. See “SECURITY AND SOURCES OF PAYMENT
FOR THE SERIES 2009A BONDS” herein.

THE SERIES 2009A BONDS SHALL BE LIMITED OBLIGATIONS OF THE
AUTHORITY AND SHALL BE PAYABLE SOLELY FROM THE REVENUES OF THE
AUTHORITY AND AMOUNTS ON DEPOSIT IN THE FUNDS AND ACCOUNTS
ESTABLISHED UNDER THE INDENTURE (OTHER THAN AMOUNTS ON DEPOSIT IN THE
REBATE FUND). EXCEPT AS AFORESAID, THE SERIES 2009A BONDS DO NOT
CONSTITUTE A DEBT OR LIABILITY OF THE AUTHORITY, THE CITY OR THE STATE
AND NEITHER THE FAITH NOR CREDIT OF THE AUTHORITY, THE CITY OR THE
STATE ARE PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON
THE SERIES 2009A BONDS. THE AUTHORITY HAS NO TAXING POWER.

Redemption of the Series 2009A Bonds
The Series 2009A Bonds are subject to optional redemption and mandatory sinking fund

redemption prior to maturity as described herein. See “DESCRIPTION OF THE SERIES 2009A BONDS
— Redemption” herein.



Rate Covenant

The City has covenanted in the Installment Purchase Agreement to fix, prescribe and collect rates
and charges for the Wastewater Service (defined herein) which will be at least sufficient (i) to pay during
each Fiscal Year all Obligations (other than Parity Obligations) payable in such Fiscal Year, and (ii) to
yield during each Fiscal Year Net System Revenues equal to 120% of the Debt Service (defined in the
Installment Purchase Agreement generally to mean the aggregate amount of principal, sinking fund
payments and interest payable in respect of all Parity Obligations for such Fiscal Year) for such Fiscal
Year. The Wastewater Service rendered by the City includes services relating to the Metropolitan Sub-
System (herein defined), of which the Participating Agencies are a part. See “THE WASTEWATER
SYSTEM - Participating Agencies” for a description of the rates and charges paid and to be paid by the
Participating Agencies. See also “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES
2009A BONDS — Rate Covenant”, “WASTEWATER SYSTEM FINANCIAL OPERATIONS — Rate
Stabilization Fund and Other Reserves”, “RISK FACTORS — Rate-Setting Process Under Proposition
218” and “CONSTITUTIONAL LIMITATIONS ON TAXES AND WASTEWATER RATES AND
CHARGES - Articles XIIIC and XIIID” herein and Appendix C — “SUMMARY OF PRINCIPAL
LEGAL DOCUMENTS?” attached hereto.

Reserve Fund

The Indenture requires the Authority to establish and maintain a Reserve Fund and the Authority
must maintain therein or have credited thereto an amount of money equal to the Reserve Requirement.
“Reserve Requirement” is defined to be, as of any date of calculation, the least of (i) 10% of the proceeds
(within the meaning of Section 148 of the Internal Revenue Code of 1986, as amended (the “Code”)) of
the Series 2009A Bonds and any Additional Bonds (defined herein) issued under the Indenture
(collectively, the “Bonds™); (ii) 125% of average annual debt service on the then-Outstanding Bonds; or
(ii1) the Maximum Annual Debt Service for that and any subsequent Fiscal Year. See “SECURITY AND
SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS — Reserve Fund” herein for a description
of the Reserve Fund.

Outstanding Obligations

As of May 13, 2009, subsequent to the incurrence of the 2009A Installment Payments and the
refundings described herein, there will be outstanding $1,297,425,000 aggregate principal amount of
Parity Obligations (the “Outstanding Parity Obligations”) and $71,925,170 aggregate principal amount of
Subordinated Obligations (the “Outstanding Subordinated Obligations”). The Outstanding Parity
Obligations and the Outstanding Subordinated Obligations were incurred to finance the costs of certain
improvements relating to the Wastewater System. The Outstanding Parity Obligations will consist of
Installment Payments relating to seven series of bonded indebtedness (including the Series 2009A
Bonds). The Outstanding Subordinated Obligations will consist of Subordinated Installment Payments
relating to eleven State Revolving Fund Loans (each, an “Existing SRF Loan” and collectively, the
“Existing SRF Loans”). See “PLAN OF FINANCE” and “SECURITY AND SOURCES OF PAYMENT
FOR THE SERIES 2009A BONDS — Outstanding Obligations” herein.

Incurrence of Additional Obligations

Pursuant to the Installment Purchase Agreement, the City may incur additional Obligations,
payments with respect to which will be on parity with or subordinate in priority to the City’s obligation to
make 2009A Installment Payments, subject to satisfaction of the conditions specified in the Installment
Purchase Agreement. The MWWD applied for an additional State Revolving Fund Loan in the principal
amount of $40 million in calendar year 2008 (the “Additional SRF Loan”) to finance a grit processing



project at the Point Loma Plant (herein defined), which is a part of the Wastewater System CIP (herein
defined). The Additional SRF Loan, if received and approved by the City Council, is expected to
constitute a Parity Obligation under the Installment Purchase Agreement. The Authority also expects to
issue prior to June 30, 2009 its Series 2009B Bonds in an anticipated aggregate principal amount of
approximately $500,000,000 to $600,000,000 to refund a portion of any then-outstanding Parity Bonds
subject to market conditions. In connection with the issuance of the Series 2009B Bonds, the City will
incur additional Obligations under the Installment Purchase Agreement to secure the Series 2009B Bonds.
The City also expects to incur additional Obligations from time to time to finance a portion of the capital
improvements to the Wastewater System, as described under the caption “WASTEWATER SYSTEM
CAPITAL IMPROVEMENT PROGRAM — Background” herein.

See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS -
Incurrence of Additional Obligations” herein.

Continuing Disclosure

The City has agreed to provide, or cause to be provided, in accordance with Rule 15¢2-12(b)(5),
promulgated by the U.S. Securities and Exchange Commission under the Securities Exchange Act of
1934, as amended (the “Rule”), certain annual financial information and operating data and, in a timely
manner, notice of certain material events. These covenants have been made in order to assist the
Underwriters in complying with the Rule. Beginning in March 2004, the City failed to comply with
various filing deadlines for a number of undertakings due to the unavailability of audited financial
statements for the City. Each required annual report and audited financial statement was subsequently
filed. The City is current with its filings and is in compliance with its continuing disclosure obligations.
See “CONTINUING DISCLOSURE” herein.

Feasibility Study for the Series 2009A Bonds

Malcolm Pirnie, Inc., Carlsbad, California (the “Feasibility Consultant), was retained to prepare
the “Feasibility Study for 2009 Series Wastewater Revenue Bonds”, dated April 23, 2009 (the
“Feasibility Study”), for inclusion in this Official Statement as Appendix B. The Feasibility Study was
prepared prior to the pricing of the Series 2009A Bonds and included assumptions regarding the amount
of Series 2009A Bonds to be issued to finance certain capital improvements to the Wastewater System
(the “New Money Portion”) and repay the Series 2007 Notes (the “2007 Notes Repayment Portion”). The
Feasibility Study has not been revised to reflect actual annual debt service associated with the New
Money Portion and 2007 Notes Repayment Portion of the Series 2009A Bonds, which is lower in every
year than the assumed annual debt service for the Series 2009A Bonds in the Feasibility Study. In
addition, the Feasibility Study does not reflect any debt service savings which the City anticipates will
result from the issuance of the Series 2009A Bonds and the anticipated issuance of the Series 2009B
Bonds and the refundings in connection therewith. See “PLAN OF FINANCE” herein. Subject to the
qualifications set forth therein, the Feasibility Study states that the projections of revenues and expenses
reviewed in comparison with historical data were found to be reasonable and consistent with the stated
assumptions. The Feasibility Study also states that, with the anticipated annual rate increases described
herein and in the Feasibility Study, those already adopted by the City for Fiscal Years 2009 and 2010 and
those included in the last three years of the forecast period (which are subject to City Council approval),
the assumptions utilized for the forecast period are reasonable. Further, the Feasibility Consultant
determined that both the MWWD forecast and the sensitivity analyses prepared demonstrate the
reasonableness of the expected financial results including the 1.20x Debt Service Coverage requirement
on Parity Obligation debt, the 1.10x Debt Service Coverage requirement on Existing SRF Loans, and
established internal cash reserve targets. See “THE FEASIBILITY STUDY” herein and Appendix B —
“FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER REVENUE BONDS” attached hereto.



Recent Events Regarding the City

There have been various investigations regarding the City and certain of its financial statements.
Such investigations led to the restatement of the City’s financial statements for the Fiscal Year 2002,
including portions relating to the City’s wastewater utility enterprise fund. However, the investigations,
including the investigations of the U.S. Securities and Exchange Commission (the “SEC”) into the City
did not, to the knowledge of the City, specifically relate to the security for or sources of payment of any of
the City’s Senior Sewer Revenue Bonds.

Investigations Regarding Misleading Disclosures

In early 2004, the City filed three voluntary disclosure filings with the Nationally Recognized
Municipal Securities Information Repositories. The first two filings, on January 27, 2004, revised prior
disclosure regarding the unfunded accrued actuarial liability of the City’s pension system (see
“WASTEWATER SYSTEM FINANCIAL OPERATIONS — San Diego City Employees’ Retirement
System” herein), and described certain errors discovered in the comprehensive annual financial report (the
“CAFR”) of the City as of June 30, 2002 and the financial statements of the Metropolitan Wastewater
Utility as of June 30, 2002 and 2001. A subsequent filing, on March 12, 2004, described numerous errors
in the notes of the City’s audited annual financial reports for Fiscal Year 2002 (the City’s fiscal year,
beginning on July 1 and ending on June 30 of the following year, is referred to herein as “Fiscal Year”).

As a result of the January 27 filings, on February 13, 2004, the SEC began an investigation into
the City’s disclosure practices relating to the funding of the San Diego City Employees’ Retirement
System (“SDCERS”). At the same time, the United States Attorney’s office for the Southern District of
California began its own investigation into the same matters. In addition, over the course of calendar
years 2004 and 2005, the City hired various consultants to conduct investigative reports and to make
appropriate recommendations to the City Council.

On November 14, 2006, the City entered into a cease-and-desist order (the “Order”) with the SEC
relating to violations of the antifraud provisions of the Federal securities laws in connection with the offer
and sale of municipal securities in calendar years 2002 and 2003, and other related public financial
disclosures concerning its pension and retiree health care liabilities. The SEC concluded that the “City,
through its officials, acted with scienter,” because “City officials acted recklessly in failing to disclose
material information regarding [pension and retiree health care] liabilities.” The Order imposed certain
remedial sanctions, including the retention of an independent consultant to review and assess the City’s
policies, procedures and internal controls with respect to bond offerings, including disclosures made in its
financial statements. On January 16, 2007, the City retained Stanley Keller of the law firm of Edwards
Angell Palmer & Dodge, LLP to serve as Independent Consultant. The Independent Consultant is
required to conduct annual reviews of the City’s policies, procedures and internal controls for a three year
period, and provide copies of such annual reports to the SEC. The reports provided to date, including the
Independent Consultant’s second annual report issued on April 24, 2009, have included recommendations
with respect to, among other things, finalizing and providing for the staffing needs attendant to the City’s
internal audit function, completing the formation of the City’s Audit Committee improving as necessary
such committee’s review of the City’s CAFR, adopting an improper influence ordinance, implementing
internal controls remediation and financial reporting enhancements, coordinating and integrating such
efforts with the City’s overall business processes, continuing to improve the quality of the City’s financial
disclosure and adopting any necessary modifications to the communication process and information flow
between the City and representatives of the City’s pension system. The Mayor and the City Council have
begun to implement the recommendations and continue to work towards establishing a policy of best
practices in the City’s financial reporting and disclosure.



The City established in 2004 its Disclosure Practices Working Group, a collaborative, consensus-
based group formed to address the City’s disclosure requirements. The purpose of DPWG is to ensure the
compliance by the City (including the City Council, City officers, and staff) with Federal and State
securities laws and to promote the highest standards of accuracy in disclosures provided by the City
relating to securities issued by the City or by its related entities. DPWG consists of five voting members
(the Chief Operating Officer, the Chief Financial Officer, the City Director of Debt Management, the City
Attorney and the Deputy City Attorney for Finance and Disclosure) and two non-voting members (the
City’s outside Disclosure Counsel and the City Auditor). The City’s Independent Budget Analyst or,
from time to time, that official’s designee, is an ex officio participant of DPWG. The Independent Budget
Analyst is appointed by majority vote of the City Council. The Office of the Independent Budget Analyst
was created in 2006 to assist the City Council in the conduct of budgetary inquiries and in the making of
budgetary decisions, which includes providing budget oversight on legislative initiatives that have policy
and financial impacts. The Office of the Independent Budget Analyst was made a permanent component
of the City’s governance structure pursuant to voter-approved amendments to the City Charter in June
2008. These amendments to the City Charter also created a separate Office of the City Auditor whose
purpose is to advance open and accountable government through accurate, independent, and objective
audits that seek to improve the economy, efficiency, and effectiveness of City government.

The City understands that other investigations by the SEC or other government agencies may still
be ongoing as to entities or individuals other than the City. On December 11, 2007, the Commission filed
a settled civil fraud action against the City’s Independent Auditor, Thomas J. Saiz and his firm Calderon,
Jaham & Osborn, in connection with the City’s false and misleading financial statements in five bond
offerings in calendar years 2002 and 2003. On April 7, 2008, the SEC filed securities fraud charges
against five former City officials, including the former City Manager, former Auditor and Comptroller,
former Assistant Auditor and Comptroller, former Deputy City Manager and former City Treasurer for
allegedly giving false and misleading statements regarding City bond offerings in calendar years 2002 and
2003. On December 19, 2008, however, the SEC notified four former members of the City Council, the
former Mayor and a current City Councilmember that it had concluded its investigation into their
involvement in the five bond offerings in years 2002 and 2003 and did not intend to recommend charges
against them.

Audited Financial Reports

As a result of the investigations into the City, the completion and release of the City’s audited
financial statements were substantially delayed. The City issued its CAFRs for Fiscal Years 2003
through 2007 during the period from June 2007 through December 2008 and released the Fiscal Year
2008 CAFR on March 26, 2009, which was received and filed by the City Council on April 13, 2009.

City Ratings

A further consequence of the City’s voluntary disclosures and the ensuing investigations was a
series of actions taken by the rating agencies. Beginning in 2004, Moody’s Investors Service, Inc.
(“Moody’s”), and Fitch Ratings (“Fitch”) began to downgrade the credit ratings on the City’s obligations
and changed the outlook on those ratings to negative. Standard & Poor’s Ratings Services, a division of
The McGraw-Hill Companies, Inc. (“S&P”), placed the City’s credit rating, including the credit rating of
Bonds secured by Net System Revenues of the Wastewater System, on negative outlook and subsequently
suspended its credit ratings on all City obligations. The City’s credit ratings were reinstated in May 2008
in connection with the release of its CAFRs for Fiscal Years 2003 through 2006. The City currently
maintains ratings on its bonds and other City debt obligations, including ratings on the Bonds secured by
Net System Revenues of the Wastewater System, from all three rating agencies. See “RATINGS” herein
for a description of the ratings assigned to the Series 2009A Bonds.



The Authority

The Authority is a California joint exercise of powers authority established pursuant to a Joint
Exercise of Powers Agreement by and between the City and the Redevelopment Agency of the City of
San Diego. The Authority was organized, in part, to finance, acquire, construct, maintain, repair, operate
and control certain capital facilities improvements for the City.

Forward-Looking Statements

Certain statements included or incorporated by reference in this 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 such expectations reflected in such forward-
looking statements are reasonable, there can be no assurance that such expectations will prove to be
correct in whole or in part. Neither the City nor the Authority is obligated to issue any updates or
revisions to the forward-looking statements if or when expectations, or events, conditions or
circumstances on which such statements are based do or do not occur.

LIRS

Tax Matters

In the opinion of Nixon Peabody LLP, Bond Counsel, under existing law and assuming
compliance with the tax covenants described herein, and the accuracy of certain representations and
certifications made by the City and the Authority described herein, interest on the Series 2009A Bonds is
excluded from gross income for Federal income tax purposes under Section 103 of the Internal Revenue
Code of 1986, as amended (the “Code”). Bond Counsel is also of the opinion that such interest is not
treated as a preference item in calculating the alternative minimum tax imposed under the Code with
respect to individuals and corporations. Bond Counsel is further of the opinion that interest on the Series
2009A Bonds is exempt from State of California personal income taxes. See “TAX MATTERS” herein
regarding certain other tax considerations.

Miscellaneous

Copies of the Indenture, the Installment Purchase Agreement, the 2009-1 Supplement, other
financing documents and additional information may be obtained upon request from the Trustee at The
Bank of New York Mellon Trust Company, N.A., 700 S. Flower Street, 5Sth Floor, Los Angeles,
California 90017.

PLAN OF FINANCE

The proceeds of the Series 2009A Bonds will be used to acquire certain capital improvements to
the Wastewater System (see “WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM”
herein), pay in full the Series 2007 Notes on its maturity date, refund a portion of the Series 1997A Bonds
and the Series 1997B Bonds, each as specified in the following table, fund the Reserve Fund and pay
costs of issuance with respect to the Series 2009A Bonds.



REFUNDED OBLIGATIONS

Maturity Principal Prepayment Redemption/

Series Date(s) Amount Price Payment Date CUSIP'
Series 1997A Bonds May 15, 2012 $ 5,345,000 100% May 15, 2009 797263BM9
May 15, 2013 5,625,000 100 May 15, 2009 797263BN7

May 15, 2014 5,920,000 100 May 15, 2009 797263BP2

May 15, 2015 6,240,000 100 May 15, 2009 797263BQO

May 15, 2016 6,575,000 100 May 15, 2009 797263BR8

May 15, 2017 6,930,000 100 May 15, 2009 797263BS6

Series 1997B Bonds May 15, 2012 1,955,000 100 May 15, 2009 797263CK2
May 15, 2013 2,060,000 100 May 15, 2009 797263CLO
May 15, 2014 2,170,000 100 May 15, 2009 797263CM8

May 15, 2015 2,285,000 100 May 15, 2009 797263CN6

May 15, 2016 2,405,000 100 May 15, 2009 797263CP1

May 15, 2017 2,535,000 100 May 15, 2009 797263CQ9
2007A Notes May 15, 2009 223,830,000 100 May 15, 2009 79730AEX2

i Copyright, American Bankers Association. CUSIP data is provided by Standard & Poor’s CUSIP Service Bureau, a Division of the McGraw-Hill
Companies, Inc., and is set forth herein for convenience of reference only. The City, the Authority, the Corporation and the Underwriters do not assume
responsibility for the accuracy of such data.

ESTIMATED SOURCES AND USES OF FUNDS

The proceeds of the Series 2009A Bonds and their expected uses are set forth below:

SOURCES:

Principal Amount of the Series 2009A Bonds
Prior Bond Funds
Net Premium

Total Sources

USES:

Deposit to 2009A Acquisition Account
Deposit into Reserve Fund
Payment of Series 2007 Notes
Refunding of Series 1997A Bonds and 1997B Bonds
Costs of Issuance"
Total Uses

()

$453,775,000.00

1,335,593.75

3.880.530.50
$458,991,124.25

$145,003,819.21

35,764,569.42

223,830,000.00

51,380,593.75

3.012.141.87
$458.991,124.25

Includes Underwriters’ discount, trustee fees, financial advisor fees, rating agency fees, bond counsel fees and

expenses, disclosure counsel fees and expenses, printing costs and other miscellaneous expenses.



DESCRIPTION OF THE SERIES 2009A BONDS
General

The Series 2009A Bonds will be issued as fully-registered bonds in denominations of $5,000 and
any integral multiple thereof and when issued, will be registered in the name of Cede & Co., as the
nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities
depository for the Series 2009A Bonds. Ownership interests in the Series 2009A Bonds may be purchased
in book-entry form only. So long as DTC or its nominee is the Owner of the Series 2009A Bonds,
principal of redemption premium, if any, and interest on the Series 2009A Bonds will be made as
described in Appendix F — “INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM”
attached hereto.

The Series 2009A Bonds will accrue interest from their date of delivery and interest thereon will
be payable on May 15 and November 15 of each year, commencing on November 15, 2009. The Series
2009A Bonds will bear interest at the respective rates set forth on the inside cover page hereof. See
Appendix C — “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” attached hereto.

Interest on the Series 2009A Bonds shall be calculated on the basis of a 360-day year, comprised
of twelve thirty-day months. Interest coming due on a date which is not a Business Day shall be payable
on the immediately following Business Day. Each Series 2009A Bond shall bear interest from the
Interest Payment Date next preceding the date of authentication thereof, unless such date of authentication
is during the period commencing after a Record Date through and including the next succeeding Interest
Payment Date, in which event it shall bear interest from such Interest Payment Date, or unless such date
of authentication is on or before the first Record Date, in which event it shall bear interest from its dated
date; provided, however, that if on the date of authentication of any Series 2009A Bonds, interest is then
in default on the Outstanding Series 2009A Bonds, such Series 2009A Bonds shall bear interest from the
Interest Payment Date to which interest has previously been paid or made available for payment on the
Outstanding Series 2009A Bonds. Payment of interest on the Series 2009A Bonds due on or before the
maturity or prior redemption thereof shall be made to the Owner or Owners of record as of the Record
Date preceding the applicable Interest Payment Date, on the registration books kept by the Trustee, such
interest to be paid by check mailed by first class mail on such Interest Payment Date to such Owner at his
address as it appears on such books; provided, that in the event the ownership of such Series 2009A
Bonds is no longer maintained in book-entry form by the Depository, such payment shall be made by
wire transfer to any Owner of at least $1,000,000 in aggregate principal amount of Series 2009A Bonds,
in immediately available funds to an account in the continental United States designated in writing by
such Owner to the Trustee prior to the applicable Record Date.

Redemption

Optional Redemption. The Series 2009A Bonds maturing on and before May 15, 2019 are not
subject to optional redemption prior to their stated maturities. The Series 2009A Bonds maturing on and
after May 15, 2020 shall be subject to optional redemption, in whole or in part, at the option of the
Authority (upon the direction of the City), on any date on or after May 15, 2019, from and to the extent of
prepaid Series 2009A Installment Payments paid pursuant to the Indenture, at a redemption price equal to
the principal amount of Series 2009A Bonds called for redemption, together with interest accrued thereon
to the date fixed for redemption, without premium.

Mandatory Sinking Fund Redemption. The Series 2009A Bonds which are Term Bonds (herein
defined) shall be subject to mandatory redemption, on each date which a sinking account payment for
such Term Bonds is payable from sinking account payments set forth below, by lot, in an amount equal to



such sinking account payments, plus accrued interest to the redemption date and without premium. At the
option of the Authority, it may credit against any sinking account payment requirement Term Bonds or
portions thereof which are of the same maturity as the Term Bonds subject to redemption and which, prior
to said date, have been purchased, with funds other than moneys in the Redemption Account, at public or
private sale or redeemed and cancelled by the Authority and not theretofore applied as a credit against any
mandatory sinking account payment requirement. The principal amount of Term Bonds that have been
redeemed at the option of the Authority pursuant to the Indenture will be credited against the sinking
account payments of such Term Bonds as may be specified by the City on behalf of the Authority.

The Series 2009A Bonds maturing on May 15, 2034 and bearing interest at 5.250% (the “2034
5.250% Series 2009A Term Bonds™) are subject to mandatory sinking fund redemption prior to their
stated maturity, in part by lot, from sinking account payments deposited in the Redemption Account, on
each May 15 commencing on May 15, 2030 at a redemption price equal to the principal amount thereof,
plus interest accrued to the date fixed for redemption, without premium, in the principal amounts as
follows:

Series 2009A Term Bonds Maturing on May 15, 2034 Bearing Interest at 5.250%

Sinking Fund Payment Dates

(May 15) Sinking Account Payments
2030 $14,325,000
2031 15,070,000
2032 15,865,000
2033 16,695,000
2034 17,565,000

i Maturity.

The Series 2009A Bonds maturing on May 15, 2034 and bearing interest at 5.375% (the “2034
5.375% Series 2009A Term Bonds”) are subject to mandatory sinking fund redemption prior to their
stated maturity, in part by lot, from sinking account payments deposited in the Redemption Account, on
each May 15 commencing on May 15, 2030 at a redemption price equal to the principal amount thereof,

plus interest accrued to the date fixed for redemption, without premium, in the principal amounts as
follows:

Series 2009A Term Bonds Maturing on May 15, 2034 Bearing Interest at 5.375%

Sinking Fund Payment Dates

(May 15) Sinking Account Payments
2030 $1,550,000
2031 1,640,000
2032 1,725,000
2033 1,820,000
2034 1,920,000

t Maturity.
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The Series 2009A Bonds maturing on May 15, 2039 (the “2039 Series 2009A Term Bonds” and,
together with the 2034 5.250% Series 2009A Term Bonds and the 2034 5.375% Series 2009A Term
Bonds, the “Term Bonds”) are subject to mandatory sinking fund redemption prior to their stated
maturity, in part by lot, from sinking account payments deposited in the Redemption Account, on each
May 15 commencing on May 15, 2035 at a redemption price equal to the principal amount thereof, plus
interest accrued to the date fixed for redemption, without premium, in the principal amounts as follows:

Series 2009A Term Bonds Maturing on May 15, 2039

Sinking Fund Payment Dates

(May 15) Sinking Account Payments
2035 $20,515,000
2036 21,590,000
2037 22,725,000
2038 23,915,000
2039" 25,170,000

f Maturity.

Notice of Redemption. Pursuant to the Indenture, each notice of redemption will be mailed to the
Owners not more than 60 days nor less than 30 days prior to the redemption date and will state the date of
such notice, the redemption price (including the name and appropriate address of the Trustee), and, in the
case of Series 2009A Bonds to be redeemed in part only, the respective portions of the principal amount
thereof to be redeemed. Each such notice will also state that on said date there will become due and
payable on each of said Series 2009A Bonds thereof and in the case of a Series 2009A Bond to be
redeemed in part only, the specified portion of the principal amount thereof to be redeemed, together with
interest accrued thereon to the redemption date, and that from and after such redemption date, interest
thereon will cease to accrue, and will require that such Series 2009A Bonds be then surrendered at the
address of the Trustee specified in the redemption notice. Notice of redemption may be conditioned upon
the occurrence of one or more events and may be revoked prior to the redemption date. Notice of
redemption may be conditioned upon the occurrence of future events, including but not limited to the
issuance of refunding bonds, and may be given and rescinded by the Trustee prior to the redemption date,
upon written instruction of the Authority.

Effect of Redemption. 1f notice of redemption has been duly given as provided in the Indenture
and money for the payment of the redemption price of the Series 2009A Bonds called for redemption is
held by the Trustee, then on the redemption date designated in such notice, the Series 2009A Bonds will
become due and payable, and from and after the date so designated, interest on the Series 2009A Bonds
so called for redemption will cease to accrue, and the Owners of such Series 2009A Bonds will have no
rights in respect thereof except to receive payment of the redemption price thereof. A deficiency in any
such notice will not affect the sufficiency of the proceedings for redemption. All Series 2009A Bonds
redeemed pursuant to the provisions of the Indenture will be cancelled by the Trustee and will not be
reissued, and the Trustee will thereupon deliver a certificate of cancellation to the Authority.

SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS
Source of Payment; Priority of Pledge of Net System Revenues
The Series 2009A Bonds shall be limited obligations of the Authority payable solely from the

Revenues of the Authority and amounts on deposit in the funds and accounts established under the
Indenture (other than amounts on deposit in the Rebate Fund). “Revenues” means all amounts received
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by or due to be paid to the Authority pursuant to or with respect to the Installment Purchase Agreement in
connection with the Bonds and all interest or gain derived from the investment of money in any of the
funds (other than the Rebate Fund) established under the Indenture. The 2009A Installment Payments are
secured by and payable solely from Net System Revenues and are required to be paid by the City to the
Authority. See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS — Net
System Revenues” herein for a description of Net System Revenues.

The pledge and right of payment from Net System Revenues securing the 2009A Installment
Payments (which, in turn, secure the Series 2009A Bonds) is on parity with the pledge and right of
payment from Net System Revenues securing the Installment Payments represented by the Authority’s
Outstanding Parity Obligations, which will be outstanding in the aggregate principal amount of
$1,297,425,000 as of May 13, 2009, subsequent to the incurrence of the 2009A Installment Payments and
the refundings described herein, and any other Parity Obligations that may be issued from time to time in
accordance with the Installment Purchase Agreement. See “PLAN OF FINANCE” and “SECURITY
AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS - Incurrence of Additional
Obligations” and “— Parity Obligations” herein. All Parity Obligations, including Parity Installment
Payment Obligations, shall be secured by a first priority lien on and pledge of Net System Revenues. All
Parity Obligations shall be of equal rank with each other without preference, priority or distinction of any
Parity Obligations over any other Parity Obligations.

The pledge and right of payment from Net System Revenues securing the 2009A Installment
Payments (which, in turn, secure the Series 2009A Bonds) is senior to the pledge and right of payment
from Net System Revenues securing the Subordinated Obligations, consisting of the Existing SRF Loans,
which will be outstanding in the aggregate principal amount of $71,925,170 as of May 13, 2009,
subsequent to the incurrence of the 2009A Installment Payments and the refundings described herein. See
“PLAN OF FINANCE” herein. All Subordinated Obligations shall be secured by a second priority lien
on and pledge of Net System Revenues that are junior and subordinate to the lien on and pledge of Net
System Revenues securing Parity Obligations. All Subordinated Obligations shall be of equal rank with
each other without preference, priority or distinction of any Subordinated Obligations over any other
Subordinated Obligations. The Installment Purchase Agreement provides that, subject to satisfaction of
the requirements set forth therein for the incurrence of additional Obligations of the City, nothing therein
shall limit the ability of the City to grant liens on and pledges of Net System Revenues that are
subordinate to the liens on and pledges of Net System Revenues for the benefit of Parity Obligations and
Subordinated Obligations contained in the Installment Purchase Agreement. See Appendix C —
“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” attached hereto.

The Additional SRF Loan in the principal amount of $40 million applied for by the City, if
received and approved by the City Council, and any other State Revolving Fund Loans subsequent thereof
are expected to constitute Parity Obligations. See “SECURITY AND SOURCES OF PAYMENT FOR
THE SERIES 2009A BONDS — Outstanding Obligations™ herein.

Sewer Revenue Fund

The City accounts for its wastewater operations through an enterprise fund known as the “Sewer
Revenue Fund” (also referenced as the “Sewer Utility Fund” in the City’s CAFRs). The Sewer Revenue
Fund was established by an amendment to the Municipal Code of the City (the “City Municipal Code”)
on August 2, 1956. All System Revenues are deposited in the Sewer Revenue Fund.

All moneys in the Sewer Revenue Fund must first be used to pay: (1) directly or as otherwise

required all Maintenance and Operation Costs of the Wastewater System; (2) to the Trustee amounts due
in respect of Parity Installment Obligations for deposit in the Payment Fund for Parity Installment
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Obligations, the amounts specified in any Issuing Instrument, as payments due on account of Parity
Obligations; (3) to the obligee specified therein, any payment due as to any Parity Obligation that is not a
Parity Installment Obligation (including any Credit Provider Reimbursement Obligations designated as
Parity Obligations), other than (A) payments due on account of Qualified Take or Pay Obligations and
(B) payments due by the City under a Qualified Swap Agreement; (iv) to the obligee specified therein,
any payment due as to Qualified Take or Pay Obligations; and (v) to the counterparty specified in any
Qualified Swap Agreement, the amounts or payments due under such Qualified Swap Agreement as
Parity Obligations. In the event there are insufficient Net System Revenues to make all of the payments
contemplated by clauses (2), (3), (4) and (5) of the immediately preceding sentence, then said payments
shall be made as nearly as practicable, pro rata, based upon the respective unpaid principal amounts of
said Parity Obligations. After such payments have been made, any remaining Net System Revenues must
be used to make up any deficiency in the Reserve Funds or Reserve Accounts for Parity Obligations.

Notwithstanding anything in the Installment Purchase Agreement to the contrary, no payments
from the Sewer Revenue Fund will be made in respect of any Subordinated Obligations unless the
following conditions are met: (1) all Maintenance and Operation Costs of the Wastewater System are
being and have been paid and are then current and (2) all deposits and payments contemplated by the
Installment Purchase Agreement have been made in full and no deficiency in any Reserve Fund or
Reserve Account for Parity Obligations shall exist, and there shall have been paid, or segregated within
the Sewer Revenue Fund, the amounts payable during the current month pursuant to the Installment
Purchase Agreement; provided, however, that if the amounts payable during any month pursuant to the
Installment Purchase Agreement are not able to be determined at the time of the payment of any
Subordinated Obligation due to periods in which the actual interest rate accruing in respect of any Parity
Obligations cannot yet determined, then no payments from the Sewer Revenue Fund shall be made in
respect of any Subordinated Obligations unless there shall have been made segregated within the Sewer
Revenue Fund the maximum amount that may be payable in that month under the Installment Purchase
Agreement as specified in the Issuing Instruments of the Parity Obligations and in accordance with
applicable law.

Subject to the Installment Purchase Agreement, the City will apply any amounts thereafter
remaining in the Sewer Revenue Fund (A) to the payment of Subordinated Credit Provider Expenses and
(B) to the obligee specified therein, any payment due as to any Subordinated Obligations. In the event that
there are insufficient Net System Revenues remaining in the Sewer Revenue Fund after the payments
described in the Installment Purchase Agreement to make all payments contemplated by clause (B) of the
immediately preceding sentence, then said payments shall be made as nearly practicable, pro rata based
on the respective unpaid principal amounts of said Subordinated Obligations.

There are no Outstanding Qualified Take or Pay Obligations or Qualified Swap Agreements and
there will be no such obligations or agreements as of the date of issuance of the Series 2009A Bonds.

Net System Revenues

“Net System Revenues” means, for any Fiscal Year, System Revenues for such Fiscal Year less
Operation and Maintenance Costs of the Wastewater System for such Fiscal Year.

The term “System Revenues” is defined in the Installment Purchase Agreement to include all
income, rents, rates, fees, charges and other moneys derived from the ownership or operation of the
Wastewater System, including, without limiting the generality of the foregoing, (1) all income, rents,
rates, fees, charges (including standby and capacity charges), or other moneys derived by the City from
the wastewater services, facilities, and commodities or byproducts sold, furnished or supplied through the
facilities of or in the conduct or operation of the business of the Wastewater System, and including,
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without limitation, investment earnings on the operating reserves to the extent that the use of such
earnings is limited to the Wastewater System by or pursuant to law, earnings on any Reserve Fund for
Obligations, but only to the extent that such earnings may be utilized under the Issuing Instrument for the
payment of debt service for such Obligations; (2) the proceeds derived by the City directly or indirectly
from the lease of a part of the Wastewater System; (3) any amount received from the levy or collection of
taxes which are solely available and are earmarked for the support of the operation of the Wastewater
System; and (4) amounts received under contracts or agreements with governmental or private entities
and designated for capital costs; and (5) grants received from the United States of America or from the
State of California; provided, however, that System Revenues shall not include: (a) in all cases,
customers’ deposits or any other deposits or advances subject to refund until such deposits or advances
have become the property of the City; and (b) the proceeds of borrowings. Notwithstanding the
foregoing, there shall be deducted from System Revenues any amounts transferred, into a Rate
Stabilization Fund as contemplated by the Installment Purchase Agreement, and there shall be added to
System Revenues any amounts transferred out of such Rate Stabilization Fund to pay Maintenance and
Operation Costs of the Wastewater System.

“Maintenance and Operation Costs of the Wastewater System” is defined in the Installment
Purchase Agreement to include: (a) a Qualified Take or Pay Obligation and (b) the reasonable and
necessary costs spent or incurred by the City for maintaining and operating the Wastewater System,
calculated in accordance with generally accepted accounting principles, including (among other things)
the reasonable expenses of management and repair and other expenses necessary to maintain and preserve
the Wastewater System in good repair and working order, and including administrative costs of the City
attributable to the Project and the Installment Purchase Agreement, salaries and wages of employees,
payments to employees retirement systems (to the extent paid from Wastewater System Revenues),
overhead, taxes (if any), fees of auditors, accountants, attorneys or engineers and insurance premiums,
and including all other reasonable and necessary costs of the City or charges required to be paid by it to
comply with the terms of the Obligations, including this Installment Purchase Agreement, including any
amounts required to be deposited in the Rebate Fund pursuant to the Tax Certificate, fees and expenses
payable to any Credit Provider (other than in repayment of a Credit Provider Reimbursement Obligation),
and expenses incurred or accrued incident to the formation of an entity to which the City may transfer
substantially all of the Metropolitan Sub-System pursuant to the Installment Purchase Agreement, but
excluding in all cases (i) depreciation, replacement and obsolescence charges or reserves therefor, (ii)
amortization of intangibles or other bookkeeping entries of a similar nature, (iii) costs of capital additions,
replacements, betterments, extensions or improvements to the Wastewater System which under generally
accepted accounting principles are chargeable to a capital account or to a reserve for depreciation, (iv)
charges for the payment of principal and interest on any general obligation bond heretofore or hereafter
issued for Wastewater System purposes, and (v) charges for the payment of principal and interest on any
debt service on account of any obligation on a parity with or subordinate to the Installment Payments.

Obligation of City under Installment Purchase Agreement

Pursuant to the Installment Purchase Agreement, the City commits, absolutely and
unconditionally, to make Installment Payments (including the 2009A Installment Payments) to the
Authority solely from Net System Revenues until such time as the Purchase Price has been paid in full (or
provision for the payment thereof has been made pursuant to the Installment Purchase Agreement). The
City will not discontinue or suspend any 2009A Installment Payments required to be made by it under the
Installment Purchase Agreement when due, whether or not the Project or any part thereof is operating or
operable or has been completed, or its use is suspended, interfered with, reduced or curtailed or
terminated in whole or in part, and such 2009A Installment Payments will not be subject to reduction
whether by offset or otherwise and will not be conditioned upon the performance or nonperformance by
any party of any agreement for any cause whatsoever.
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Under the Installment Purchase Agreement, the City has retained the right to transfer ownership
of substantially all of the Metropolitan Sub-System, including amounts in the Sewer Revenue Fund
attributable to the Metropolitan Sub-System and any amounts in the Rate Stabilization Fund agreed upon
by the City and the transferee as being attributable to the Metropolitan Sub-System, to the MWWD or any
other governmental agency whose primary purpose is to provide wastewater treatment and disposal
services upon the satisfaction of certain conditions. See “WASTEWATER SYSTEM — General” herein
and Appendix C — “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS — Master Installment Purchase
Agreement — Covenants of the City — Transfer of Metropolitan Sub-System Components” attached hereto.

Rate Covenant

The City has covenanted in the Installment Purchase Agreement to fix, prescribe and collect rates
and charges for Wastewater Service, which will be at least sufficient (i) to pay during each Fiscal Year all
Obligations (other than Parity Obligations) payable in such Fiscal Year, and (ii) to yield during each
Fiscal Year Net System Revenues equal to 120% of the Debt Service (defined in the Installment Purchase
Agreement generally to mean the aggregate amount of principal, sinking fund payments and interest
payable in respect of all Parity Obligations for such Fiscal Year) for such Fiscal Year (the “Rate
Covenant”). See Appendix C — “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS -
DEFINITIONS” attached hereto. The Wastewater Service rendered by the City includes services relating
to the Metropolitan Sub-System, of which the Participating Agencies are a part. See “THE
WASTEWATER SYSTEM - Participating Agencies” for a description of the rates and charges paid and
to be paid by the Participating Agencies. Obligations include Subordinated Obligations and other
obligations. The City may make adjustments from time to time in such rates and charges and may make
such classification thereof as it deems necessary to the fullest extent permitted by law, but the City will
not reduce the rates and charges then in effect unless the Net System Revenues from such reduced rates
and charges will at all times be sufficient to meet the requirements of Installment Purchase Agreement.
Pursuant to the Installment Purchase Agreement, from time to time the City may deposit into the Rate
Stabilization Fund, from current System Revenues, such amounts as the City shall determine and the
amount of available current System Revenues shall be reduced by the amount so transferred. Amounts
may be transferred from the Rate Stabilization Fund solely and exclusively to pay Maintenance and
Operation Costs of the Wastewater System, and any amounts so transferred will be deemed System
Revenues when so transferred. All interest or other earnings upon amounts in the Rate Stabilization Fund
may be withdrawn therefrom and accounted for as System Revenues. See “WASTEWATER SYSTEM
FINANCIAL OPERATIONS — Rate Stabilization Fund and Other Reserves” herein and Appendix C —
“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” attached hereto. See also “RISK FACTORS —
Rate-Setting Process Under Proposition 2187 and “CONSTITUTIONAL LIMITATIONS ON TAXES
AND WASTEWATER RATES AND CHARGES — Articles XIIIC and XIIID” for a description of State
Constitutional limits upon the City’s rate-setting process.

Reserve Fund

The Indenture requires the Authority to establish and maintain in the Reserve Fund an amount of
money which, together with the amount already on deposit therein, including the stated amount of a
Surety Bond, if any, then on deposit, is equal to the Reserve Requirement. The “Reserve Requirement” is
defined to be, as of any date of calculation, the least of (i) ten percent (10%) of the proceeds (within the
meaning of Section 148 of the Code) of the Bonds; (ii) 125% of average annual debt service on the then-
Outstanding Bonds; or (iii) the Maximum Annual Debt Service for that and any subsequent Fiscal Year.
The Authority may fund the Reserve Requirement by depositing into the Reserve Fund cash from a
portion of the proceeds of Bonds issued under the Indenture or a Surety Bond. The Authority anticipates
that in connection with the issuance of the Series 2009A Bonds it will initially fund the Reserve Fund
through a deposit of $35,764,569.42 from proceeds of the Series 2009A Bonds.
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Outstanding Obligations

As of May 13, 2009, subsequent to the incurrence of the 2009A Installment Payments and the
refundings described herein, there will be outstanding $1,297,425,000 aggregate principal amount of
Outstanding Parity Obligations and $71,925,170 aggregate principal amount of Outstanding Subordinated
Obligations. The Outstanding Parity Obligations and the Outstanding Subordinated Obligations were
issued to finance the costs of certain improvements relating to the Wastewater System. The Outstanding
Parity Obligations consist of Installment Payments relating to seven series of bonded indebtedness
(including the Series 2009A Bonds). The Outstanding Subordinated Obligations consist of the Existing
SRF Loans.

Table 1 below sets forth the Outstanding Parity Bonds, Subordinated Notes and Existing SRF
Loans secured by Net System Revenues of the Wastewater System.

TABLE 1
CITY OF SAN DIEGO METROPOLITAN WASTEWATER DEPARTMENT
OUTSTANDING PARITY BONDS, SUBORDINATED NOTES AND EXISTING SRF LOANS

As of May 13, 2009

Original Remaining Scheduled

Principal Principal Interest Total Principal Final

Name of Issue Amount Outstanding(l) Paymentsm and Interest'” Maturitv(l)

Series 1993 Bonds $ 250,000,000 $ 167,955,000 $ 72,532,198 $ 240,487,198  May 15,2023
Series 1995 Bonds 350,000,000 265,540,000 128,696,623 394,236,623  May 15,2025
Series 1997A and B Bonds® 250,000,000 146,755,000 97,651,283 244,406,283  May 15,2027
Series 1999A and B Bonds 315,410,000 263,400,000 160,789,789 424,189,789  May 15, 2029
Series 2007 Notes® 223,830,000 - - - -
Series 2009A Bonds 453,775,000 453,775,000 404,733,620 858,508,620  May 15, 2039
Existing SRF Loans” 98,991,000 71,925.170 10,192.334% 82.117.504  April 30, 2026
TOTAL $1.942.006,000 $1,369,350,170  $874.595.847  $2.243.946,017

Source: Metropolitan Wastewater Department, City of San Diego.

(" Amounts prior to the payment of the Series 2007 Notes and the refunding of a portion of the Series 1997 Bonds, as described
herein. See “PLAN OF FINANCE” herein.

A portion of the proceeds of the Series 2009A Bonds will be used to refund $36,635,000 aggregate principal amount of Series
1997A Bonds and $13,410,000 aggregate principal amount of Series 1997B Bonds. A portion of the proceeds of the Series
2009A Bonds will be used to pay in full the Series 2007 Notes. See “PLAN OF FINANCE” herein.

Data reflects the aggregate amount of the eleven Existing SRF Loans which are currently outstanding.

Reflects aggregate interest payments required to be paid under the Existing SRF Loans, regardless of the date of payment or
prepayment by the City. See Note 6 — “Business-Type Activities Long-Term Liabilities” contained in Appendix A-1 — “BASIC
FINANCIAL STATEMENTS AND REQUIRED SUPPLEMENTARY INFORMATION FROM THE COMPREHENSIVE
ANNUAL FINANCIAL REPORT OF THE CITY OF SAN DIEGO FOR FISCAL YEAR 2008” attached hereto for a schedule
of the Existing SRF Loans and their effective interest rates.

April 30, 2026 is the final scheduled maturity date for the Existing SRF Loan with the furthest scheduled maturity date.

2

3)
)

)

Incurrence of Additional Obligations

Pursuant to the Installment Purchase Agreement, the City may incur additional Obligations,
payments with respect to which will be on parity with or subordinate in priority to the City’s obligation to
make 2009A Installment Payments, subject to satisfaction of the conditions specified in the Installment
Purchase Agreement.
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Parity Obligations. The City may not create any Obligations the payments of which are senior or
prior to the pledge and right of payment from Net System Revenues securing the Parity Obligations. The
City may at any time and from time to time issue or create any other Parity Obligations, so long as there
shall not have occurred and be continuing (i) an Event of Default under the Installment Purchase
Agreement or any Issuing Instrument or (ii) an Event of Default or Termination Event (as defined in any
Qualified Swap Agreement) under any Qualified Swap Agreement; and the City obtains or provides a
certificate or certificates, prepared by the City or at the City’s option by a Consultant, showing that:

(1) the Net System Revenues as shown by the books of the City for any 12 consecutive
month period out of the 18 consecutive months ending immediately prior to the incurring of such
additional other Parity Obligations shall have amounted to at least 1.20 times the Maximum
Annual Debt Service on all Parity Obligations Outstanding during such period; and

(2) the estimated Net System Revenues for the next 12 months following the date of
issuance of such other Parity Obligations will be at least equal to 1.20 times the Maximum
Annual Debt Service for all Parity Obligations which will be Outstanding immediately after the
issuance of the proposed Parity Obligations.

The certificate or certificates described above in clause (2) above will not be required if the Parity
Obligations being issued are for the purpose of refunding (i) then-Outstanding Parity Obligations if at the
time of the issuance of such Parity Obligations a certificate of an Authorized City Representative is
delivered showing that the sum of Debt Service in each Fiscal Year on all Parity Obligations Outstanding
after the issuance of the refunding Parity Obligations will not exceed Debt Service in each corresponding
Fiscal Year on all Parity Obligations Outstanding prior to the issuance of such refunding Parity
Obligations; or (ii) then-Outstanding Balloon Indebtedness, Tender Indebtedness or Variable Rate
Indebtedness, but only to the extent that the principal amount of such indebtedness has been put, tendered
to or otherwise purchased by a standby purchase or other liquidity facility relating to such indebtedness.
For additional information relating to the terms and conditions for the issuance of the Parity Obligations
under the Installment Purchase Agreement, see Appendix C — “SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS?” attached hereto.

Subordinated Obligations. The City may at any time issue or create Subordinated Obligations
that are payable from Net System Revenues on a basis subordinate to the payment by the City of the
Installment Payments securing the Outstanding Parity Bonds (as defined in the Installment Purchase
Agreement), so long as no Event of Default has occurred and is continuing and no event of default or
Termination Event (as defined in any Qualified Swap Agreement) under any Qualified Swap Agreement
has occurred and is continuing, and provided the City obtains or provides a certificate or certificates,
prepared by the City or at the City’s option by a Consultant, showing that:

(1) the Net System Revenues as shown by the books of the City for any 12-consecutive
month period out within the 18-consecutive months ending immediately prior to the incurring of
such additional other Subordinated Obligations shall have amounted to at least 1.00 times the
Maximum Annual Debt Service on all Obligations Outstanding immediately after the issuance of
the proposed Subordinated Obligations; or

(2) the estimated Net System Revenues for the five Fiscal Years following the earlier of
(a) the end of the period during which interest on those Subordinated Obligations is to be
capitalized or, if no interest is to be capitalized, the Fiscal Year in which the Subordinated
Obligations are issued; or (b) the date on which substantially all new facilities financed with such
Subordinated Obligations are expected to commence operations, will be at least equal to 1.00
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times the Maximum Annual Debt Service on all Obligations which will be Outstanding
immediately after the issuance of the proposed Subordinated Obligations.

The certificate or certificates described above in clause (2) above will not be required if the
Subordinated Obligations being issued are for the purpose of refunding (i) then-Outstanding Parity
Obligations or Subordinated Obligations if at the time of the issuance of such Subordinated Obligations a
certificate of an Authorized City Representative is delivered showing that the sum of Debt Service for all
remaining Fiscal Years on all Parity Obligations and Subordinated Obligations Outstanding after the
issuance of the refunding Subordinated Obligations will not exceed the sum of Debt Service for all
remaining Fiscal Years on all Parity Obligations and Subordinated Obligations Outstanding prior to the
issuance of such refunding Subordinated Obligations; or (ii) then-Outstanding Balloon Indebtedness,
Tender Indebtedness or Variable Rate Indebtedness, but only to the extent that the principal amount of
such indebtedness has been put, tendered to or otherwise purchased by a standby purchase or other
liquidity facility relating to such indebtedness. For additional information relating to the terms and
conditions for the issuance of the Subordinated Obligations under the Installment Purchase Agreement,
see Appendix C — “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” attached hereto.

The obligation of the City to make all payments required by the Existing SRF Loans to the State
Water Board is a Subordinated Obligation under the Installment Purchase Agreement and payable solely
from Net System Revenues. Pursuant to the Existing SRF Loans, the City may incur additional Parity
Obligations (the payments of which are senior or prior in right to the payment by the City of its
obligations required by the Existing SRF Loans, and all other contracts between the City and the State
Water Board that, by their terms, expressly provide therefor), including the 2009A Installment Payments,
provided that (1) all Parity Obligations (including the Parity Obligations proposed to be incurred) shall
have an “A” rating (without regard to any refinement or gradation of such rating category by a numerical
modifier or otherwise) or better by at least two nationally recognized rating agencies; and (2) the City
fixes, prescribes and collects rates and charges for Wastewater Service which will be sufficient to ensure
that Net System Revenues to pay the obligations required by the Existing SRF Loans are at least 1.10
times the current year’s debt service on the Existing SRF Loans.
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Annual Debt Service Requirements on Parity Bonds

Table 2 below sets forth the amounts required in each Fiscal Year for the payment of principal of
and interest on the Outstanding Parity Bonds, excluding the principal of and interest on the portion of the
Series 1997A Bonds and the Series 1997B Bonds to be refunded as set forth under “PLAN OF
REFUNDING” herein, and amounts payable on the Series 2009A Bonds. See “SECURITY AND
SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS” herein.

TABLE 2
DEBT SERVICE ON ALL PARITY BONDS
Outstanding Parity Bonds" Series 2009A Bonds
Fiscal Year Total Total
ending Principal and Principal and Total Debt
June 30 Principal Interest Interest Principal Interest Interest Service®
2009 $ 31,700,000 $ 44,020,043 $ 75,720,043 $ 75,720,043
2010 33,200,000 41,175,778 74,375,778 $ 6,810,000 $ 22,168,120 $ 28,978,120 103,353,897
2011 34,870,000 39,507,600 74,377,600 7,075,000 21,909,444 28,984,444 103,362,044
2012 29,355,000 37,723,128 67,078,128 14,560,000 21,714,881 36,274,881 103,353,009
2013 30,850,000 36,226,890 67,076,890 15,090,000 21,194,981 36,284,981 103,361,871
2014 32,395,000 34,682,710 67,077,710 15,740,000 20,540,481 36,280,481 103,358,191
2015 34,065,000 33,012,113 67,077,113 16,385,000 19,895,931 36,280,931 103,358,044
2016 35,795,000 31,282,938 67,077,938 17,125,000 19,150,706 36,275,706 103,353,644
2017 37,610,000 29,465,900 67,075,900 17,925,000 18,356,756 36,281,756 103,357,656
2018 49,465,000 27,583,975 77,048,975 8,990,000 17,506,906 26,496,906 103,545,881
2019 51,995,000 25,055,563 77,050,563 9,435,000 17,057,406 26,492,406 103,542,969
2020 54,630,000 22,417,100 77,047,100 9,835,000 16,656,419 26,491,419 103,538,519
2021 57,420,000 19,624,500 77,044,500 10,230,000 16,263,019 26,493,019 103,537,519
2022 60,325,000 16,724,438 77,049,438 10,745,000 15,751,519 26,496,519 103,545,956
2023 63,370,000 13,677,588 77,047,588 11,270,000 15,226,419 26,496,419 103,544,006
2024 50,255,000 10,476,888 60,731,888 11,830,000 14,662,919 26,492,919 87,224,806
2025 52,800,000 7,930,238 60,730,238 12,425,000 14,071,419 26,496,419 87,226,656
2026 31,895,000 5,254,563 37,149,563 13,040,000 13,450,169 26,490,169 63,639,731
2027 33,520,000 3,622,263 37,142,263 13,695,000 12,798,169 26,493,169 63,635,431
2028 18,600,000 1,906,750 20,506,750 14,380,000 12,113,419 26,493,419 47,000,169
2029 19,535,000 976,750 20,511,750 15,100,000 11,394,419 26,494,419 47,006,169
2030 -- - - 15,875,000 10,620,544 26,495,544 26,495,544
2031 - - - 16,710,000 9,785,169 26,495,169 26,495,169
2032 - - - 17,590,000 8,905,844 26,495,844 26,495,844
2033 -- -- - 18,515,000 7,980,213 26,495,213 26,495,213
2034 - - - 19,485,000 7,005,900 26,490,900 26,490,900
2035 - - - 20,515,000 5,980,538 26,495,538 26,495,538
2036 - -- -- 21,590,000 4,903,500 26,493,500 26,493,500
2037 -- - - 22,725,000 3,770,025 26,495,025 26,495,025
2038 - - - 23,915,000 2,576,963 26,491,963 26,491,963
2039 - -- - 25,170,000 1,321,425 26,491,425 26,491,425

Total®: $843,650,000 $482,347,710  $1,325,997,710  $453,775,000 $404,733,620 $858,508,620 $2,184,506,330

Source: City of San Diego, Department of Debt Management.
(" Reflects the refunding of a portion of the Series 1997A Bonds and the Series 1997B Bonds with a portion of the proceeds of the
Series 2009A Bonds.

@ Amounts may not total due to rounding.
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THE FEASIBILITY STUDY

The Feasibility Consultant has been retained by the City to prepare the Feasibility Study for
inclusion in this Official Statement as Appendix B. The Feasibility Consultant is a consulting
engineering firm specializing in partnering with clients to deliver major environmental capital projects
and providing utility management services. The Feasibility Study contains a review and analysis of
technical, economic and environmental aspects of the Wastewater System and other related matters. The
review presented in the Feasibility Study is an assessment of current and recent actions, plans and
approaches to the management and operation of the Wastewater System, taking into account future
conditions that could impact the management and operation of the Wastewater System. The estimates,
opinions and conclusions expressed in the Feasibility Study are based upon certain assumptions,
calculations and qualifications set forth therein, and the Feasibility Study should be read in its entirety.
While the Feasibility Consultant believes these assumptions to be reasonable for purposes of the
Feasibility Study, the assumptions may vary significantly from actual future conditions due to
unanticipated events and circumstances. To the extent that actual future conditions vary from those
assumed in the Feasibility Study, the actual results will vary from those contained in the Feasibility
Study. The Feasibility Study was prepared prior to the pricing of the Series 2009A Bonds and included
assumptions regarding the New Money Portion and the 2007 Notes Repayment Portion. The Feasibility
Study has not been revised to reflect actual annual debt service associated with the New Money Portion
and 2007 Notes Repayment Portion of the Series 2009A Bonds which is lower in every year than the
assumed annual debt service for the Series 2009A Bonds in the Feasibility Study. In addition, the
Feasibility Study does not reflect any debt service savings which the City anticipates will result from the
issuance of the Series 2009A Bonds and the anticipated issuance of the Series 2009B Bonds and the
refundings in connection therewith. See “PLAN OF FINANCE” herein.

The following sets forth the summary and conclusions of the Feasibility Consultant set forth in
the Feasibility Study (see Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER
REVENUE BONDS — Executive Summary — Summary of Conclusions” attached hereto) prepared by the
Feasibility Consultant and attached as Appendix B hereto. A full review should be made of the entire
Feasibility Study. The City, the Authority and the Underwriters do not accept any responsibility for the
accuracy or completeness of the following information

Based on information gained by the Feasibility Consultant through site visits, discussions with
the MWWD’s engineering, administrative, and operating personnel, reviews of planning documents,
reports, and studies prepared by external consultants for the MWWD, reviews of regulatory requirements
and performance documents, and financial forecasts, including the five-year Wastewater System CIP:

1. The MWWD is organized in a manner which provides satisfactory and reliable wastewater
management services that meet public needs. The organizational structure provides for appropriate
delegation of management authority. Positions are staffed with qualified and trained personnel.

2. The technology employed by the MWWD at its wastewater treatment facilities meets or
exceeds that of most other comparable utilities, is appropriate for its application, and results in adequate
wastewater treatment.

3. Together with the Engineering and Capital Projects Department, the MWWD has the
requisite staffing, experience and qualifications to plan and execute and to operate the Wastewater System

projects within the projected Wastewater System CIP.

4. Generally, facilities were found to be well-maintained and properly staffed.
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5. The Wastewater System satisfies current Federal, State, regional, County of San Diego and
City regulations. However, future regulations may require operational modifications and additional
capital improvements. The Wastewater System CIP has provisions for planned and unplanned
improvements to meet these regulations. The Wastewater System CIP also incorporates projects that will
allow MWWD to meet the requirements of the Final Consent Decree (as further described under the
caption entitled “WASTEWATER SYSTEM REGULATORY REQUIREMENTS - Collection of
Sewage” herein) related to sanitary sewer overflows. MWWD has obtained or has applied for the
required wastewater system permits. MWWD also has an outstanding environmental compliance record
for effluent quality.

6. The wastewater treatment facilities have adequate capacity to meet customer requirements
and anticipated future requirements through the planning period. Furthermore, the Wastewater System
CIP incorporates projects to improve effluent quality from the water reclamation facilities, thus providing
for future customer requirements.

7. The MWWD is addressing the near-term physical needs of the Wastewater System during
the Wastewater System CIP planning process as well as planning for future needs. The Wastewater
System CIP planning process represents a prudent capital planning process that reflects industry
standards.

8. The Wastewater System CIP is reasonable to address near and long-term capacity objectives
of the Wastewater System, effecting necessary rehabilitation and replacement work, and general
compliance with regulatory standards.

9. Projections of revenues and expenses reviewed in comparison with historical data were
found to be reasonable and consistent with the stated assumptions.

10. With the anticipated annual rate increases, being those already adopted by the City for Fiscal
Year 2009 and Fiscal Year 2010 and those proposed by the MWWD in the last three years of the forecast
(which are subject to City Council approval); the assumptions utilized for this forecast period are
reasonable. Further, both the MWWD forecast and the sensitivity analyses prepared demonstrate the
reasonableness of the expected financial results including the 1.20x Debt Service Coverage requirement
on Parity Obligation debt, the 1.10x Debt Service Coverage requirement on current State Revolving Fund
Loans, and established cash reserve targets.

11. Application of the additional bonds test requirements to the Series 2009A Bonds as stated in
the Installment Purchase Agreement and the Rate Covenant, indicate that Net System Revenues are
sufficient to achieve a debt service coverage ratio of 1.20x on Parity Obligation debt.

THE WASTEWATER SYSTEM
General

The “Wastewater System” consists of two sub-systems, the Municipal Sub-System (the
“Municipal Sub-System”) and the Metropolitan Sub-System (the “Metropolitan Sub-System”). The
Municipal Sub-System is a municipal sewage collection system for the City’s residents and consists of all
elements required for the collection and conveyance of wastewater generated by the service area. The
Municipal Sub-System consists of the piping and pumping facilities that service the City and ultimately
discharge into the Metropolitan Sub-System. The Metropolitan Sub-System is a regional sewage
treatment and disposal system that serves the City and various other public agencies, including cities
situated within common drainage areas. The Metropolitan Sub-System includes all the facilities
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associated with treatment and disposal within the San Diego metropolitan area. The Metropolitan Sub-
System treats and disposes of the wastewater generated by the City and certain amounts from 15 other
cities and districts near the City. The Metropolitan Sub-System was designed to provide sufficient
capacity to accommodate a regional population in excess of 2.5 million. As of June 30, 2008, the
Wastewater System had approximately 275,000 customers, 15 Participating Agencies and approximately
$325 million in sewer service charge revenues. The Wastewater System is managed by the MWWD and
covers approximately 450 square miles, including most of the City, and stretches from Del Mar and
Poway to the north, Alpine and Lakeside to the east, and south to San Ysidro, California. The service area
within the City is serviced by the Municipal Sub-System and the service area for the Participating
Agencies is serviced by the Metropolitan Sub-System. The communities and agencies served by the
Wastewater System form the third largest integrated metropolitan area in the State, surpassed only by the
Los Angeles and San Francisco metropolitan areas. The map that follows the Table of Contents of this
Official Statement sets forth the sewer service area boundaries of the Wastewater System.

The City, as operator of the Wastewater System, is the holder of two National Pollutant
Discharge Elimination System (“NPDES”) permits, one for the discharge of sewage at the Point Loma
Wastewater Treatment Plant (the “Point Loma Plant”) (the NPDES permit relating to the Point Loma
Plant is referred to herein as the “Point Loma Discharge Permit”) and the other for the discharge of
sewage at the South Bay Water Reclamation Plant (the “South Bay Plant”) (the NPDES permit relating to
the South Bay Plant is referred to herein as the “South Bay Discharge Permit”). As the holder of such
permits, the City is responsible for complying with the discharge requirements under Federal law,
including the Clean Water Act (the “Clean Water Act”). The Metropolitan Sub-System provides
advanced primary treatment of sewage at the Point Loma Plant. See “WASTEWATER SYSTEM
REGULATORY REQUIREMENTS — Treatment of Sewage” herein for information regarding the waiver
from secondary treatment standards of the Clean Water Act and the City’s current application to renew
such waiver. The South Bay Plant and the North City Plant are designed to treat sewage to the tertiary
level and filter effluent to the secondary level. The North City Plant is also capable of providing treatment
beyond the tertiary level through the demineralization of a portion of the effluent, which is reclaimed
water, to reduce total dissolved solids. Reclaimed water from the South Bay Plant is not required to
undergo a demineralization process because the concentration of total dissolved solids from the plant is
below the City’s established limit of 1,000 milligrams per liter.

Wastewater System Management

General. The MWWD is a part of the City’s Public Utilities Group which reports to the City’s
Chief Operating Officer. The MWWD is led by the Public Utilities Director, who is responsible for the
MWWD and the City of San Diego Water Department (the “Water Department”). Five deputy directors
divide the organizational responsibilities of the MWWD and report to the Assistant Director of MWWD,
who reports to the Director of Public Utilities. In addition to the five Deputy Directors, there is an
Assistant Deputy Director in two of the divisions, Wastewater Collection and Wastewater Treatment and
Disposal, who share management responsibilities. The Water Department and the MWWD are examining
the feasibility of combining certain common services through the reorganization of certain of their
respective departments that support such activities as safety, long-range planning, engineering programs,
regulatory liaisons, training, human resources capabilities, administrative support, internal control and
financial services. The MWWD is considering the consolidation of components of the following
wastewater divisions with corresponding divisions of the Water Department by Fiscal Year 2010: the
Administrative Services Division, the Engineering and Program Management Division, the
Environmental Monitoring and Technical Services Division. There are no plans to merge the Water
Department’s Water Utility Fund and the MWWD’s Sewer Revenue Fund.

22



Divisions. The MWWD consists of five divisions, the Administrative Services Division (“AS”),
the Environmental Monitoring and Technical Services Division (“EMTS”), the Engineering and Program
Management Division (“EPM”), Wastewater Collection Division (“WWC”) and the Wastewater
Treatment and Disposal Division (“WWTD”). The WWTD is the first publicly-owned wastewater
treatment operation in the nation to receive ISO 14001 Certification, which provides a structure for
environmental management systems that ensures commitment to regulatory compliance, pollution
prevention and continual improvement. Subsequently, EMTS, WWC, all of the MWWD’s treatment
facilities and the City’s major pump stations have received ISO 14001 Certification for their continuing
commitment to the standards of the International Organization for Standardization in Geneva,
Switzerland.

AS administers the MWWD’s finances, including budgeting and rate-setting, grant development,
safety and training, human resources, information technology, and the collection and analysis of sewage
flow data. AS also administers all contracts with the Participating Agencies (defined herein) and manages
billing with the Participating Agencies. In addition, AS manages MWWD’s strategic planning and
programs to facilitate MWWD’s mission.

EMTS operates several programs in support of the treatment and disposal of wastewater. These
include the Industrial Wastewater Control Program, which regulates industrial discharges to the sewers
and a comprehensive ocean monitoring program that evaluates the effect on the ocean environment of the
discharges from the Point Loma Plant and the South Bay Plant. Additionally, EMTS produces all
required regulatory discharge reports, acts as a liaison with regulatory agencies, and performs laboratory
testing for process control and regulatory reporting purposes to ensure compliance with all regulatory
permits.

EPM provides engineering services for the Metropolitan Sub-System and the Municipal Sub-
System to ensure new facilities, repairs and upgrades are planned and implemented in a fiscally-sound
manner to meet regulatory and environmental standards. Specifically, EPM provides long-range master
planning, condition assessment, sewer modeling, planning and pre-design for infrastructure, energy
management, environmental support, and oversight of the implementation of the Wastewater System’s
Capital Improvement Program (the “Wastewater System CIP”).

WWC is responsible for safe and effective wastewater conveyance throughout the Municipal
Sub-System. WWC provides ongoing preventive cleaning, maintenance, and repair of the system,
emergency removal of sewer line stoppages, equipment overhaul and repair and on-site facility
inspections. WWC repairs and replaces sewer laterals in the public rights-of-way as well as sewer mains
throughout the collection system, operates and maintains 75 sewer pump stations and administers the
MWWD’s Food Establishment Waste Disposal Program.

WWTD is responsible for the operation and maintenance of all wastewater treatment facilities,
including treatment and water reclamation facilities, a bio-solids processing facility and major pump
stations providing regional wastewater treatment and disposal services for the City and the Participating
Agencies.

Officers. The current officers of the MWWD and their respective biographies are as follows:

Jim Barrett. Mr. Jim Barrett currently serves as the City’s Director of Public Utilities and
oversees the MWWD and the Water Department. Mr. Barrett holds an undergraduate degree in
Architecture from the University of Virginia and a graduate degree in Civil Engineering from Stanford
University. He is a licensed Professional Civil Engineer in the State of California and has been with the
City for approximately three years. Mr. Barrett is an appointed member on the Board of Directors for both
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the San Diego County Water Authority and the Metropolitan Water District of Southern California. He
also serves as a member of the Association of California Water Agencies Federal Affairs Committee.
Prior to joining the City, Mr. Barrett served as Vice President of Federal Programs with Earth Tech,
Incorporated. He retired from the United States Navy with extensive experience in infrastructure, contract
and utilities management after more than twenty years of service.

Robert Ferrier. Mr. Robert Ferrier currently serves as the Assistant Director of the MWWD. In
his capacity as Assistant Director, Mr. Ferrier oversees the day-to-day operations of the MWWD. Mr.
Ferrier’s responsibilities also include operation and maintenance of the sewage collection system. Prior to
becoming Assistant Director in November 2001, Mr. Ferrier served in the unclassified service as the
Deputy Director of the Refuse Disposal Division, Environmental Services Department; Park
Development Division, Park and Recreation Department; Systems Division, Water Utilities Department
and as a Labor Relations Manager with the Office of the City Manager. Mr. Ferrier began his career with
the City of San Diego in 1968. He holds both a Bachelor of Arts and a Master’s Degree in Public
Administration from San Diego State University.

Darlene Morrow-Truver. Ms. Darlene Morrow-Truver is the Deputy Director for the MWWD’s
Administrative Services Division. Ms. Morrow-Truver has an active Certified Public Accountant license
in the State of California. Ms. Morrow-Truver began her career with the City of San Diego in 1981 as an
accountant in the Auditor and Comptroller Office and subsequently held various positions in the
Accounting Division and Financial Systems Division. Ms. Morrow-Turner served as a Payment Services
Division Manager beginning in 1996, the Audit Division Manager beginning in 2001 and served as the
Acting Assistant Director from July 2004 — July 2005. Ms. Morrow-Truver earned a Bachelor of Science
Degree in Business Administration with an emphasis in Accounting from San Diego State University in
1980 and a teaching credential from United States International University in 2000.

Alan Langworthy. Mr. Alan Langworthy currently serves as the Acting Deputy Director for the
MWWD’s Environmental Monitoring and Technical Services Division. Mr. Langworthy is responsible
for the regulation of industrial discharges to the Municipal Sub-System, regulatory permitting, monitoring
and compliance, and laboratory process control support to operating wastewater treatment facilities. Prior
to retiring from his position as a Deputy Director of the MWWD in December 2008, Mr. Langworthy had
worked with the City for 31 years including 15 years with the Water Department in which he occupied
various positions with respect to wastewater research, water filtration and operations and maintenance. He
is a member and past chairman of the Board of Directors (Commission) for the Southern California
Coastal Water Research Project and has participated on the Environmental Engineering Curriculum
Advisory Committee for San Diego State University. Mr. Langworthy holds a Bachelor of Science degree
in Chemistry from San Diego State University. MWWD expects to hire a Deputy Director for the
Environmental Monitoring and Technical Services Division to succeed Mr. Langworthy by the end of
summer 2009.

Ann Sasaki. Ms. Ann Sasaki is the Deputy Director for the MWWD’s Engineering and Program
Management Division. In this capacity, Ms. Sasaki is responsible for planning, developing and overseeing
projects for the Wastewater System CIP, Energy Management, Environmental Review and Development
Review. Ms. Sasaki was appointed to the position of Deputy Director in August 2001 after serving for
two years as an Assistant Deputy Director. Ms. Sasaki began her career with the City of San Diego in
1986, as a Junior Engineer in the Water Utilities Department and later served as a Senior Civil Engineer.
Ms. Sasaki earned a Bachelor of Science degree in Civil Engineering from California State University,
Long Beach and a Masters in Business Administration from the University of San Diego. She is a
licensed Professional Civil Engineer in the State of California.

24



Christopher Toth. Mr. Christopher Toth is the Deputy Director for the MWWD’s Wastewater
Collection Division. Mr. Toth is responsible for a field organization of 241 positions with an operating
budget of $48.7 million for Fiscal Year 2009. Mr. Toth has spent 25 years with the City of San Diego.
For more than seventeen years, he has managed both wastewater treatment and wastewater collection
system infrastructure. Mr. Toth has particular expertise in managing large, municipal government field
organizations. Mr. Toth holds a Bachelor of Science Degree in Chemical Engineering from Oregon State
University and a Master of Science Degree in Civil Engineering from San Diego State University. He is a
licensed Professional Civil Engineer in the State of California.

William Denhart. Mr. William Denhart is the Assistant Deputy Director for MWWD’s
Wastewater Collection Division. He has served as an Assistant Deputy Director since September 2002,
after serving for eleven years as a District Refuse Collection Supervisor in the Collection Services
Division of the Environmental Services Department. Mr. Denhart’s current management responsibilities
include assisting the Deputy Director of the Wastewater Collection Division oversee its 241 budgeted
positions. Mr. Denhart began his career with the City of San Diego in 1972 as a seasonal summer worker
while attending San Diego State University. He joined the City on a full-time basis in 1977 after earning
his Bachelor’s Degree in Social Science from San Diego State University. Mr. Denhart received his
Masters Degree in Public Administration in 1983 from San Diego State University.

Jesse Pagliaro. Mr. Jesse Pagliaro is the Deputy Director for the MWWD’s Wastewater
Treatment and Disposal Division. Mr. Pagliaro holds a Grade V Wastewater Treatment Plant Operator
Certificate issued by the State of California and is a credited contributor to the sixth edition of the Water
Environment Federation’s Operation of Municipal Wastewater Treatment Plants Manual of Practice 11.
In his capacity as Deputy Director, Mr. Pagliaro is responsible for management of the Point Loma Plant,
the Metropolitan Biosolids Center, the North City Plant, the South Bay Plant and eight large pump
stations. Mr. Pagliaro began his career with the City of San Diego in 1988 as a Wastewater Plant Operator
and subsequently served in progressively responsible positions. Prior to his appointment as Deputy
Director of WWTD in 2008, Mr. Pagliaro served as Assistant Deputy Director of WWTD.

Christopher McKinney. Mr. Christopher McKinney is the Assistant Deputy Director for the
WWTD. Mr. McKinney was appointed Assistant Deputy Director of WWTD in February 2009. Mr.
McKinney has been an employee of the MWWD since 2002. Prior to his appointment as Assistant
Deputy Director of WWTD, Mr. McKinney worked for six years as an Electrical Engineer in the Energy
Group of the Engineering and Program Management Division. Beginning in 2007, Mr. McKinney has
served as an MWWD Asset Management Coordinator. Mr. McKinney holds both a Bachelor of Science
degree and a Masters of Engineering in Electrical Engineering and Computer Science from the
Massachusetts Institute of Technology.

Oversight. The Independent Rates Oversight Committee (“IROC”) was established by ordinance
in 2007 to assume and expand upon the oversight previously undertaken by the Public Utilities Advisory
Commission, which no longer exists. There are 11 members on the IROC, all of whom are appointed by
the Mayor and confirmed by the City Council. The membership of IROC consists of representatives of
each rate class and professional experts in such fields as finance, engineering, construction and the
environment. IROC serves as an official advisory body to the Mayor and the City Council on issues
relating to the oversight of the MWWD and the Water Department operations including, but not limited
to, resource management, planned expenditures, service delivery methods, public awareness and outreach
efforts, efforts to achieve high quality and affordable utility services provided by the MWWD and the
Water Department. IROC’s duties and functions include reviewing reports from staff and an independent
audit organization on rates and bond proceed expenditures, advising on the efficiency and performance of
the Wastewater System and Water System, advising on future cost allocation models and the preparing an
annual public report on such issues to the Mayor and City Council. Adjustments to sewer service charges
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and rates are not subject to approval by IROC. IROC meets at least every other month to review activities
and issues for the MWWD and the Water Department.

On February 10, 2009, IROC issued its “Annual Report on the San Diego Water Department
(SDWD) and Metropolitan Wastewater Department (MWWD) for the Fiscal Year 2008 (the “2008
IROC Report”). The 2008 IROC Report included a series of recommendations related to water
conservation and wastewater reuse, including recommendations that the MWWD and the Water
Department begin planning the upgrade of certain water treatment processes to fully implement indirect
potable reuse strategies, develop additional capacity for such reuse and facilitate the transportation of the
resulting purified water. The 2008 IROC Report also recommended adopting rate structures that
encourage reuse of wastewater and reduced water consumption, and disclosing to ratepayers the potential
financial impact of a failure to reduce water usage. With respect to capital improvements, the 2008 IROC
Report recommended that the MWWD and the Water Department develop capital improvement programs
that account for the risks associated with deferred maintenance and suboptimal rates of capital investment
and exclude revenue constraint considerations to the extent possible, with a view towards reviewing and
modifying their respective approaches to capital projects as risks and revenue constraints are realized.
The 2008 IROC Report also recommended that the MWWD and the Water Department begin to fully
fund a set of reserves based on risks to ratepayers posed by any deferred maintenance and suboptimal
investments. See “WASTEWATER SYSTEM FINANCIAL OPERATIONS — Rate Stabilization Fund
and Other Reserves” herein for a description of the recommendations relating to the Dedicated Reserve
for Efficiency and Savings.

In addition, the 2008 IROC Report recommended that, should the 2008 Tentative Order (defined
herein) with respect to the Point Loma Plant be approved, the MWWD continue to pursue reasonable
alternatives to ensure the granting of future variances or develop cost-effective alternatives to meet the
requirements currently waived under the terms of the Modified Permit (defined herein). Further, the
IROC recommended that the MWWD continue to monitor, clean, rehabilitate and replace portions of the
Wastewater System on a priority basis to minimize the conditions that lead to sewer spills. The MWWD
is currently considering the recommendations set forth in the 2008 IROC Report.

Participating Agencies

Regional Wastewater Disposal Agreement. The Metropolitan Sub-System provides “wholesale”
treatment services, including some sewage transportation, treatment and disposal operations, to the cities
of Chula Vista, Coronado, Del Mar, El Cajon, Imperial Beach, La Mesa, National City and Poway, and
the East Otay Sewer Maintenance District, the Lakeside/Alpine Sanitation District, Lemon Grove
Sanitation District, the Otay Water District, the Padre Dam Municipal Water District, the Spring Valley
Sanitation District and the Winter Gardens Sewer Maintenance District (such cities and districts are
collectively referred to as the “Participating Agencies”) pursuant to the Regional Wastewater Disposal
Agreement, effective June 24, 1998 (the “Regional Wastewater Disposal Agreement”). The Regional
Wastewater Disposal Agreement replaced separate sewage disposal agreements between the City and the
Participating Agencies (other than the East Otay Sewer Maintenance District) that were entered into as
early as 1960 and applies to all facilities of the Metropolitan Sub-System required to comply with the
Clean Water Act and the Ocean Pollution Reduction Act of 1994 (“OPRA”). See “WASTEWATER
SYSTEM REGULATORY REQUIREMENTS - Treatment of Sewage” herein. The Regional
Wastewater Disposal Agreement expires on December 31, 2050. On or before December 31, 2040, the
parties will begin discussions on an agreement to provide wastewater treatment services beyond the year
2050. See “WASTEWATER SYSTEM FINANCIAL OPERATIONS — Management’s Discussion and
Analysis” herein. The City has full ownership of the Metropolitan Sub-System, including all additions to
the Metropolitan Sub-System and facilities constructed pursuant to the Regional Wastewater Disposal
Agreement. In addition, the City has the authority to sell the Metropolitan Sub-System to a governmental
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entity or divest a portion of the Metropolitan Sub-System, subject to the Participating Agencies’ right of
first refusal and the provisions of the Installment Purchase Agreement. See Appendix C — “Summary of
Principal Legal Documents — Master Installment Purchase Agreement” attached hereto.

Pursuant to the Regional Wastewater Disposal Agreement, the Participating Agencies are
required to pay their respective share of planning, design and construction of Metropolitan Sub-System
facilities and costs relating to the operation and maintenance of the Metropolitan Sub-System by the City.
The amount to be paid by the Participating Agencies is calculated based on a Sewer System Charge and a
New Contract Capacity Charge (each as herein defined). The “Sewer System Charge” is a charge that is
calculated annually, billed quarterly and based on flow and strength coming into the Metropolitan Sub-
System. The “New Contract Capacity Charge” is an amount to be paid by any Participating Agency for
the right to discharge any new or additional capacity into the Metropolitan Sub-System beyond its
existing allotted capacity. The New Contract Capacity Charge is not expected to generate revenues in the
near future because the Participating Agencies have not expressed any recent interest in new or additional
capacity. Pursuant to the Regional Wastewater Disposal Agreement, the Participating Agencies pay their
proportionate costs of the Metropolitan Sub-System, including operation and maintenance costs of all
Metropolitan Sub-System facilities, based on flow and strength for all facilities, including water
reclamation facilities (but excluding any water reclamation distribution pipelines) necessary to expand the
Wastewater System as specified in the Regional Wastewater Disposal Agreement, and Wastewater
System CIP costs, the aggregate costs of which constituted approximately 32% of the total Metropolitan
Sub-System’s operation and maintenance costs and Wastewater System CIP costs for the Fiscal Year
2008.  Annual costs attributable to the Participating Agencies include those associated with
administration, operation, maintenance, replacement, annual debt service costs and other periodic
financing costs and charges, capital improvement, insurance premiums, claims payments and claims
administration costs of the Metropolitan Sub-System.

The MWWD and the Participating Agencies are currently reviewing the Participating Agencies’
obligation to pay their proportionate share of the cost of the Metropolitan Sub-System’s share of
maintaining the operating reserve and debt coverage pursuant to the City’s current rate case projections.
The MWWD is working with the Participating Agencies through the Metropolitan Commission (the
“Metropolitan Commission”), a coalition comprised of the Participating Agencies that was formed in
1998, to clarify that the Metropolitan Sub-System’s share of maintaining the operating reserve and debt
coverage pursuant to the City’s current rate case projections is included in the operation and maintenance
costs payable under the Regional Wastewater Disposal Agreement. The MWWD expects the
modification to result in approximately $15 million to $20 million in additional operation and
maintenance charges from the Participating Agencies. However, such increased charges are expected to
be revenue-neutral because the increase will correspond with decreased collections from customers of the
Municipal Sub-System. The City plans to deposit any such collections into the DRES (defined herein).
See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS - Rate
Covenant”, “WASTEWATER SYSTEM FINANCIAL OPERATIONS - Rate Stabilization Fund and
Other Reserves” herein and “THE WASTEWATER SYSTEM — Metropolitan Sub-System Facilities”
herein.

The Participating Agencies have historically paid charges due and payable under the Regional
Wastewater Disposal Agreement in a timely manner. Further, the Participating Agencies may only
dispute amounts owed after payment of the amounts set forth in their respective invoices from the City.

Transportation Agreements. The Participating Agencies and the City are responsible for the
retail collection operations within their respective jurisdictions. The Participating Agencies also transport
collected sewage through large municipal trunk lines to the Metropolitan Sub-System. The collection
systems and many of the transport trunk lines outside City limits are owned by the individual
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Participating Agencies. Transportation of wastewater through the Municipal Sub-System to the
Metropolitan Sub-System is facilitated by 13 separate transportation agreements (each, a “Transportation
Agreement” and, collectively, the “Transportation Agreements”’) each between the City and a
Participating Agency. The City is in the process of negotiating eleven of the Transportation Agreements,
which have expired. The City and the Participating Agencies with expired Transportation Agreements
have agreed to continue their operations pursuant to mutually acceptable terms until new agreements are
executed. All parties have, however, agreed upon an updated rate for the transportation of sewage. Such
rate is calculated at the unit transportation rate per million gallons of flow for each mile the flow is
transported in the Municipal Sub-System and by calculating the Participating Agency’s respective share
of any Wastewater System CIP costs incurred for municipal infrastructure utilized by its flow. Over the
last five fiscal years, revenues from such transportation charges, which cover maintenance and operations
costs, have varied from $77,000 in Fiscal Year 2008 to $641,000 in Fiscal Year 2007. The MWWD
expects revenues from transportation charges to range from $200,000 to $366,000 for Fiscal Years 2009
to 2013. The City and the Participating Agencies expect to adjust this rate annually for inflation in
accordance with the California Consumer Price Index as determined by the State of California’s
Economic Forecast Index. The City expects to finalize all Transportation Agreements during calendar
year 2009. The Transportation Agreement by and between the City and the City of Del Mar is scheduled
to expire in 2013. The Transportation Agreement by and between the City and the East Otay Sewer
Maintenance District is scheduled to expire in 2011. The City does not and will not have Transportation
Agreements with the Spring Valley Sanitation District or the Otay Water District because such entities do
not transport collected sewage through the Municipal Sub-System.

The City is also in negotiations with many of the Participating Agencies for payment of past
capital improvement projects on portions of the Municipal Sub-System through which wastewater from
such Participating Agencies flows. The Participating Agencies contribute to capital improvements for the
Metropolitan Sub-System on a pay-as-you-go basis and by making annual debt service payments on
Outstanding Obligations payable from the Sewer Revenue Fund based upon their respective allocable
share of benefits derived from such improvements. Participating Agencies are only obligated to contribute
to capital projects on portions of the Municipal Sub-System’s infrastructure they use. The City expects to
receive between $20 million and $30 million from the Participating Agencies through periodic payments
from Fiscal Year 2010 to Fiscal Year 2014 for their respective shares of the past municipal infrastructure
costs pursuant to the Transportation Agreements.

For the Fiscal Year 2008, of a total average daily sewage flow of approximately 170 million
gallons per day (“mgd”), the total City flow through the Metropolitan Sub-System was approximately 110
mgd, which is 65% of the total average flow. None of the Participating Agencies are currently utilizing all
of their capacity rights for sewage treatment and disposal. The City of Chula Vista expects that it will
exceed its capacity rights in 2013. The MWWD expects the proportion of sewage flow from the City and
the Participating Agencies to continue at their current levels.
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The Participating Agencies in the Metropolitan Sub-System, their respective estimated
population, current capacity rights and the percentage of total capacity represented by the capacity rights

are set forth in the Table 3 below.

TABLE 3
METROPOLITAN SUB-SYSTEM

CITY AND PARTICIPATING AGENCIES FLOW AND CAPACITY RIGHTS

Fiscal Year 2008
(Unaudited)
Capacity Average % of Total

Estimated Rights % of Total Flow Average
Participating Agencies Population (in mgd) Capacity (mgd) Flow
City of Chula Vista 233,903 19.843 8.268% 16.765 9.855%
City of Coronado 16,650 3.078 1.283 2.004 1.178
City of Del Mar 4,548 0.821 0.342 0.614 0.361
City of El Cajon 98,000 10.260 4.275 9.116 5.358
City of Imperial Beach 28,300 3.591 1.496 2.180 1.281
City of La Mesa 57,375 6.634 2.764 5.278 3.102
City of National City 57,900 7.141 2.975 4.521 2.657
City of Poway 46,076 5.630 2.346 3.444 2.024
East Otay Mesa Sewer Maintenance
District"” 2,875 1.000 0.417 0.000 0.000
Lakeside/Alpine Sanitation District 41,250 4.586 1.911 3.198 1.880
Lemon Grove Sanitation District 26,000 2.873 1.197 2.156 1.267
Otay Water District 4,800 1.231 0.513 0.274 0.161
Padre Dam Municipal Water District 72,000 5.882 2.451 3.103 1.824
Spring Valley Sanitation District 83,125 9.808 4.087 6.159 3.620
Winter Gardens Sewer Maintenance
District 11,688 1.241 0.517 0.885 0.520
SUBTOTAL 784,490 83.619 34.841 59.697 35.090
City of San Diego 1,297,000 156.381 65.159 110.427 64.910
TOTAL: 2,081,490 240.000  100.000% 170.124%  100.000%

Sources: County Facility Plan for population figures for the Lakeside/Alpine Sanitation District, the Spring Valley Sanitation
District and the Winter Gardens Sewer Maintenance District; the San Diego Association of Governments for all other

population figures; the Metropolitan Wastewater Department, City of San Diego for capacity rights and flow data.
This Participating Agency completed its wastewater facilities in 2008. Average flow data is not available.
Excludes flow through plants that are not part of the Metropolitan Sub-System - Escondido Plant (defined herein) and Solana

(1
@

Beach (which is serviced by the San Elijo Plant (defined herein)), and flow of reclaimed water through the North City Plant

(defined herein).

The City has the right to make all decisions with respect to the planning, design, construction,
operation and maintenance of the Metropolitan Sub-System. Decisions on issues that impact the
Participating Agencies are made with the advice of the Metropolitan Commission. The Metropolitan
Commission consists of one representative from each Participating Agency and advocates for fair rates
and other issues of importance to the Participating Agencies. Although the Metropolitan Commission
may make recommendations to the City, the City retains ownership and decision-making authority over
all elements of the Metropolitan Sub-System, including the capital improvements for the Metropolitan

Sub-System.



Metropolitan Sub-System Facilities

General. The current Metropolitan Sub-System infrastructure, with the exception of the South
Metropolitan Interceptor Pipeline, is located within the jurisdictional boundaries of the City and is
concentrated along a kidney-shaped corridor running from Mission Bay to the north, and along the
perimeter of the San Diego Bay to the south. The map that follows the Table of Contents of this Official
Statement shows the geographic concentration of the Metropolitan Sub-System’s infrastructure and
identifies the major trunk lines that service the Participating Agencies. The Metropolitan Sub-System’s
infrastructure currently consists of three wastewater treatment plants, two ocean outfalls, a biosolids
center, four pump stations and force mains and gravity flow interceptors. The Metropolitan Sub-System
infrastructure also includes two interceptors, which collect and route wastewater to the Point Loma Plant
from the Municipal Sub-System and the Participating Agencies. See Appendix B — “FEASIBILITY
STUDY FOR 2009 SERIES WASTEWATER REVENUE BONDS” attached hereto. The Wastewater
System CIP is dependent upon maintaining certain permits and waivers with respect to the Wastewater
System under Federal and State law. If existing permits and waivers are not maintained, the City could
incur costs in addition to those currently included in the City’s budgets and projections. See
“WASTEWATER SYSTEM REGULATORY REQUIREMENTS — Treatment of Sewage” herein. The
following is a summary description of the Metropolitan Sub-System’s current facilities and their
respective primary functions.

Point Loma Plant. The Point Loma Plant began operation in 1963. The site is part of the Fort
Rosecrans military reservation and was acquired by the City from the U.S. Department of the Interior,
Bureau of Land Management. The Point Loma Plant is the principal treatment facility in the Metropolitan
Sub-System, with a permitted treatment capacity of 240 mgd flow with 432 mgd peak wet weather flow.
During Fiscal Year 2008, the Point Loma Plant had an average daily flow rate of 163 mgd, including
return flows from the Metropolitan Biosolids Center, North City Plant and South Bay Plant. The average
daily flow rate at the Point Loma Plant accounted for approximately 92.4% of the wastewater flow
generated within the Metropolitan Sub-System. Almost all the inflow to the Point Loma Plant is conveyed
through the Metropolitan Sub-System’s Pump Station No. 2, which is the terminus for the North
Metropolitan Interceptor Pipeline and South Metropolitan Interceptor Pipeline. Flow from the North City
Plant which is not distributed to reclaimed water users is returned to the sewage conveyance system and is
treated at the Point Loma Plant. In addition, the Point Loma Plant serves as a standby facility for the
North City Plant and the South Bay Plant in the event one or both of these facilities is taken off-line for
maintenance purposes. See Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER
REVENUE BONDS?” attached hereto.

The Point Loma Plant currently provides advanced primary treatment of sewage in accordance
with a waiver from the secondary treatment standards of the Clean Water Act, which was originally
received by the City in 1995, and renewed on September 13, 2002 for the period through June 2008. The
City applied for an extension of the waiver and, in December 2008, the City received a tentative decision
from the United States Environmental Protection Agency (the “U.S. EPA”) that the Point Loma Plant and
Point Loma Ocean Outfall (defined herein) be granted a renewed waiver. A final determination is
expected in mid-2009. The Point Loma Plant continues to operate under the current waiver through the
consideration and public comment process. See “WASTEWATER SYSTEM REGULATORY
REQUIREMENTS — Treatment of Sewage” herein. Treated wastewater from the Point Loma Plant is
discharged through the Point Loma Ocean Outfall (“Point Loma Outfall”), which was built in 1963. In
1993, the Point Loma Outfall was extended 2.0 miles from its original length, which resulted in the
present length of 4.5 miles. See “— Point Loma Ocean Outfall” herein. Ongoing capital improvements to
the Point Loma Plant are included in the Wastewater System CIP. See “WASTEWATER SYSTEM
CAPITAL IMPROVEMENT PROGRAM” herein.
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Operations at the Point Loma Plant are monitored and controlled from a distributed, computer-
based control system located in the Point Loma Plant’s control center. Local control stations are also
strategically located around the Point Loma Plant and can be used to access the entire plant control
system. See Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER REVENUE
BONDS?” attached hereto.

Presently, the Point Loma Plant is capable of removing 85% to 90% of total suspended solids
(“TSS”). The Point Loma Plant has increased its TSS removal rates through operational improvements of
its chemical treatment processes. The wastewater treatment process currently employed at the Point Loma
Plant consists of advanced primary treatment and a digester gas utilization facility. Dewatering of sludge
is provided at the Metropolitan Biosolids Center (described below). Methane gas produced during the
digestion is fed to a City-owned cogeneration plant where it is converted to electricity and used to provide
power to operate the plant. Excess energy is sold back to the local electrical power grid. See “ —
Metropolitan Biosolids Center” herein.

North City Water Reclamation Plant. The North City Water Reclamation Plant (the “North
City Plant”) is a sewage treatment facility that is capable of processing sewage to both secondary and
tertiary treatment levels. The North City Plant commenced operations in 1997 and is located adjacent to
Interstate 805 and Miramar Road in the northwestern quadrant of the City. The North City Plant operates
pursuant to a “Waste Discharge and Water Recycling Requirements for the Production and Purveyance of
Recycled Water”, Order No. 97-03, Addendum No. 1, which was adopted by the California Regional
Water Quality Board (the “Regional Water Board”) on June 11, 2003 (the “North City Plant Permit”).
The North City Plant Permit, as amended, is effective until it is revoked or further modified.

The North City Plant receives influent through the North City Tunnel Connector and from the
Penasquitos Pump Station. The North City Plant process includes screening, grit removal, settling, flow
equalization, activated sludge processing, tertiary filtration and effluent disinfection. The Metropolitan
Biosolids Center (described below) digests and dewaters the sludge that is produced at the North City
Plant. Support facilities of the North City Plant include an administration building, operation and
maintenance building and chemical building. The North City Plant has a permitted capacity of 30 mgd
average daily flow and operated at a flowrate of approximately 23 mgd during Fiscal Year 2008. The
North City Plant is producing an average of 6 mgd of reclaimed water each day that is distributed to users
through the Water Department’s Northern Water Distribution System. The North City Plant limits its
production of reclaimed water to the amount the Water Department expects to sell. Sewage that is treated
at the North City Plant for conversion to reclaimed water flows to the Water Department’s Northern
Water Distribution System and sewage that is treated at the North City Plant for discharge into the ocean
flows to the Point Loma Plant. Approximately 13 mgd of return flow to the Wastewater System results
from excess secondary effluent from the North City Plant, which is returned to the collection system for
disposal via the Point Loma Plant. See “ — Point Loma Plant” herein. The solids that are removed during
the sewage treatment process, either by sedimentation or biological oxidization, are pumped to the
Metropolitan Biosolids Center for further treatment. See “— Metropolitan Biosolids Center” herein and
Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER REVENUE BONDS”
attached hereto.

In March 2006, an independent advisory panel authorized by the City Council published its “City
of San Diego Water Reuse Study” (the “Water Reuse Study”), which concluded that indirect potable
reuse is a viable method to maximize reclaimed water use at the lowest unit cost to the City. Revenues
from the sale of reclaimed water are collected by the Water Department for deposit in the Water Utility
Fund and used to pay for the cost of the reclaimed water distribution system and then operations and
maintenance costs for the distribution system. The North City Plant currently produces water that serves
approximately 440 retail end users and 2 wholesale users that resell the reclaimed water for landscape
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irrigation. Reclaimed water is also used for dual plumbing. The City has initiated a pilot indirect potable
reuse demonstration project to determine the feasibility of using highly treated reclaimed water to
augment the City’s drinking water supply; such project is not expected to materially affect the
Wastewater System in the near future.

South Bay Water Reclamation Plant. The South Bay Plant commenced operations in 2002.
This plant, located on Dairy Mart Road west and north of the International Border with Tijuana, Mexico,
is a sewage treatment facility that is capable of processing sewage to both secondary and tertiary
treatment levels. The South Bay Plant operates under an NPDES permit for the treatment and disposal of
wastewater through the shared South Bay Ocean Outfall and Reclaimed Water Permit No. 2000-203 (the
“Reclaimed Water Permit”), which authorizes water reclamation from the South Bay Plant. The
Reclaimed Water Permit, as previously amended, is effective until it is revoked. See “WASTEWATER
SYSTEM REGULATORY REQUIREMENTS — General” herein.

Untreated wastewater is pumped to the South Bay Plant’s headworks from the Otay River Pump
Station and the Grove Avenue Pump Station, which divert flow from the South Metropolitan Interceptor
Pipeline. The average influent flows treated during 2008 were approximately 8.7 mgd with 2.8 mgd
discharged to ocean outfall and 4.8 mgd reclaimed water distributed. The South Bay Plant has a rated
capacity of 15 mgd and operated at approximately 9 mgd during Fiscal Year 2008. The South Bay Plant
uses a phased tertiary process that allows the tertiary portion of the plant to be bypassed when reclaimed
water is not being produced, which increases efficiency and reduces plant operations and maintenance
costs. The South Bay Plant discharges all of its flows to the reclaimed water system or to the South Bay
Ocean Outfall. Accordingly, it does not treat its own solids and cannot discharge its solids to the
Metropolitan Biosolids Center directly. Primary sludge is pumped to the South Metropolitan Interceptor
Pipeline and conveyed to the Point Loma Plant for further treatment and from there to the Metropolitan
Biosolids Center for processing. See “ — Point Loma Plant” and “ — Metropolitan Biosolids Center”
herein. The Metropolitan Biosolids Center returns centrate streams to the Point Loma Plant for treatment,
which causes an increase in the solids measured at the Point Loma Plant. Flows from the South Bay Plant
are treated to secondary effluent requirements and discharged through the South Bay Ocean Outfall. See
“— South Bay Ocean Outfall” herein.

The South Bay Plant limits its production of reclaimed water to the amount the Water Department
expects to sell. The City is seeking to increase use of reclaimed water generated by the South Bay Plant
and has entered into an agreement with the Otay Water District pursuant to which the Otay Water District
may purchase up to 6 mgd of reclaimed water for resale by the Otay Water District for landscape
irrigation. During 2008, 54% of the treated sewage was beneficially reused by the Otay Water District,
the International Wastewater Treatment Plant, a federally owned and operated treatment facility in the
Tijuana River Valley, or used for in-plant purposes. During warmer periods of the year, almost the entire
amount of wastewater treated at the South Bay Plant is reused.

The Participating Agencies have asserted that under the terms of the Regional Wastewater
Disposal Agreement they should be apportioned a percentage of the capacity fees and revenues from the
sale of reclaimed water from the South Bay Plant. The current amount in dispute is approximately
$2 million. The capacity fees and revenues from the sale of the reclaimed water are being held by the City
pending resolution of this matter. See “— Participating Agencies; Regional Wastewater Disposal
Agreement; Transportation Agreements” herein.

Operations at the South Bay Plant are monitored and controlled from a distributed, computer-

based control system located in the South Bay Plant’s control center. Local control stations are also
strategically located around the South Bay Plant and can be used to access the entire plant control system.
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Point Loma Ocean Outfall. The Point Loma Ocean Outfall was constructed in 1963 to provide
a method for disposal of all Point Loma Plant effluent. The original capacity of the 2.5 mile long, 108-
inch diameter outfall has been estimated at 390 mgd under the original design configuration. The Point
Loma Ocean Outfall Extension, a 2.0 mile extension of the original outfall, was completed in 1993,
resulting in a 4.5-mile long outfall discharging treated sewage effluent at an approximate depth of 320
feet of water at the discharge point and a capacity of 432 mgd. The Point Loma Ocean Outfall uses a Y-
shaped diffuser to provide for a wide dispersal of effluent into the ocean. It is one of the longest, deepest
ocean outfalls in the United States. The MW WD believes that the length, depth, design and location of the
Point Loma Ocean Outfall facilitates protection of ocean water beneficial uses.

South Bay Ocean Outfall. The South Bay Ocean Outfall discharges flows from the City’s South
Bay Plant and the International Boundary and Water Commission’s International Treatment Plant. The
South Bay Ocean Outfall consists of a land portion running 3.3 miles and an ocean portion discharging
3.5 miles off the coast at a depth of 95 feet. The outfall is jointly owned by the City and the International
Boundary and Water Commission. The City has a 40% ownership interest in the South Bay Ocean
Outfall, or approximately 133 mgd of the peak flow capacity of 333 mgd.

Metropolitan Biosolids Center. The Metropolitan Biosolids Center commenced operations in
1998 on a 39-acre site leased from the United States Navy within the Miramar Marine Corps Air Station
located off Highway 52 in the north central portion of the City. The Metropolitan Biosolids Center is
regulated under the Point Loma Plant’s Modified Permit (hereinafter defined) because all waste streams
from the Metropolitan Biosolids Center are sent to the Point Loma Plant for treatment. See
“WASTEWATER SYSTEM REGULATORY REQUIREMENTS — Treatment of Sewage” herein. The
lease with the United States Navy (the “Prime Lease”) expire in 2045. The United States Navy may
terminate the Prime Lease during its term without the payment of any compensation to the City without
cause only in the event of a national or military emergency or with cause if the City fails to cure any
breach of the lease within 30 days notice from the United States Navy. In the event the Prime Lease is
terminated during its term by the United States Navy, the City would be obliged to vacate the site and
relocate this facility elsewhere.

The Metropolitan Biosolids Center discharges side streams (centrate) from the raw sludge
thickening and biosolids (digested sludge) dewatering centrifuges as well as effluent from other internal
processes to the Point Loma Plant. The Metropolitan Biosolids Center is an essential part of the Modified
Permit described under the caption “WASTEWATER SYSTEM REGULATORY REQUIREMENTS —
Treatment of Sewage — Relief From Secondary Treatment Requirements” herein. The facility consists of
anaerobic digestors, storage tanks, screening and degritting systems, polymer injection systems, eight
dewatering centrifuges, five thickening centrifuges, a state of the art odor control facility, chemical
building, operations and maintenance building, and a privately operated cogeneration facility serving the
energy needs of the Metropolitan Biosolids Center. The facility thickens and digests sludge from the
North City Plant that is received through the 5-mile North City Raw Sludge Pipeline. In addition, the
facility mechanically dewaters the North City Plant’s digested sludge as well as the sludge that is digested
at the Point Loma Plant. The digested sludge from the Point Loma Plant is pumped to the Metropolitan
Biosolids Center through the 17-mile Miramar Pipeline.

Once sludge is thickened, digested and dewatered at the Metropolitan Biosolids Center, the
MWWD disposes of biosolids through landfill disposal, direct land application, or alternate daily cover.
See “WASTEWATER SYSTEM REGULATORY REQUIREMENTS - Grant and Loan-Related
Regulatory Requirements” herein. Due to the nature of operations at the Metropolitan Biosolids Center,
the facility employs extensive odor control facilities to treat the foul air from the major treatment
processes.
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The Metropolitan Biosolids Center and North City Plant have privatized cogeneration plants
which are owned and operated by Minnesota Methane San Diego, LLC (“MMSD”), a subsidiary of
Fortistar Methane Group, LLC. The City has subleased methane gas rights from the adjacent landfill (the
“Miramar Landfill”’) and the Metropolitan Biosolids Center’s digester gas to MMSD (the “Landfill Gas
Lease”), which burns the fuel in its cogeneration plants to produce electricity and heat. The City has
purchase contracts (the “Cogeneration Facility Agreements”) with MMSD to buy electricity for
operations at the Metropolitan Biosolids Center and the North City Plant. The Cogeneration Facility
Agreements are scheduled to expire in June 2019. Any excess power that is generated is sold by MMSD
to the power grid. This arrangement allows the Wastewater System, including portions used by the
Participating Agencies, to decrease its dependence on external sources of power and reduces energy
expenditures. The Participating Agencies do not receive revenues with respect to the Cogeneration
Facility Agreements. Under the Landfill Gas Lease and the Cogeneration Facility Agreements, the City
bears the risk of a possible termination of the Prime Leases. The Prime Leases allow the Federal
government to terminate such lease in the event the City breaches the terms thereof or, in some instances,
without breach by the City. If the United States Navy terminates the Prime Leases for its convenience, it
will owe the City an equitable adjustment of the City’s rent on the parcels on which the Miramar landfill
and the Metropolitan Biosolids Center stand. If the United States Navy terminates the Prime Leases for
any reason, then the City must purchase MMSD’s facilities, including the landfill gas collection system
installed by MMSD and the cogeneration plants at the Metropolitan Biosolids Center and the North City
Plant at a purchase price equal to the greater of a “stipulated purchase price” (provided by formula in the
contract, which takes into account such factors as initial and depreciated values) or the “fair market
value” of the facilities, as each of these terms is defined in the agreements with MMSD. The maximum
amount of exposure to the City for the loss of these facilities is estimated to be $28 million. Such a loss
would only arise upon the occurrence of a default by the City or termination by the United States Navy
for its convenience. The City believes that it is unlikely that the United States Navy will terminate the
Prime Leases for any reason other than an uncured breach by the City or in the event of a national or
military emergency in part because of the United States Navy’s reliance on the landfill and the City’s
substantial investments in placing regionally crucial wastewater infrastructure, such as the Metropolitan
Biosolids Center at Miramar. See “RISK FACTORS — Utility Costs” herein.

Pump Stations. There are four pump stations that service the Metropolitan Sub-System. Two
pump stations, Pump Station No. 1 and Pump Station No. 2, began operation in 1963. A third pump
station, the Grove Avenue Pump Station, began operations in 2002 to pump wastewater to the South Bay
Plant. The Otay River Pump Station was added to the Metropolitan Sub-System in 2003 to pump
wastewater to the South Bay Plant. In addition, the Metropolitan Sub-System is serviced by the East
Mission Gorge Pump Station, Sewage Pump Station No. 64, Sewage Pump Station No. 65 and
Penasquitos Pump Station, which are part of the Municipal Sub-System.

Interceptors. The Metropolitan Sub-System interceptors consist of two major branches, the
South Branch and the North Branch, which meet at Pump Station No. 2. Interceptor capacities are
adequate for current peak flows and the City models capacity consistent with all current regulations. Due
to capacity limitations at Pump Station No. 2, the MWWD initiated the Wet Weather Storage Facility
Project which is expected to be needed by 2011 in order to minimize the risk of sewage spills. The Wet
Weather Storage Project will include the construction of an underground storage tank with a capacity of
seven million gallons near Pump Station No. 2 to store excess wastewater flow during the peak wet
weather flow period to relieve the capacity constraint at Pump Station No. 2. An alternative to the Wet
Weather Storage Facility Project is the Wet Weather Intermittent Stream Discharge Project which the
MWWD is currently studying. The Wet Weather Intermittent Stream Discharge Project will include a
study of the feasibility of disposing the tertiary treated reclaimed water from the North City Plant to the
streams or canyons during the peak wet weather flow period to relieve the capacity constraint at Pump
Station No. 2. If MWWD deems that this project is feasible, the Wet Weather Intermittent Stream
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Discharge Project will require the acquisition of an NPDES permit from the Regional Water Board and
the modification of existing reclaimed water and sewer facilities. The Wet Weather Storage Project can be
deferred to 2015 if the Wet Weather Intermittent Stream Discharge Project is implemented.

Municipal Sub-System Facilities

The Municipal Sub-System consists of approximately 3,000 miles of trunk and collector mains,
79 sewer pump stations, including East Mission Gorge Pump Station, Sewage Pump Station No. 64,
Sewage Pump Station No. 65, and Penasquitos Pump Station, serving approximately 275,000 accounts
with connections to the sanitary sewer system. Approximately 83% of these connections are from
accounts relating to single family dwellings, 11% are from accounts relating to multifamily dwellings and
the remaining 6% are from accounts relating to commercial and industrial customers (these percentages
include multiple accounts at some locations). On average, these accounts generate 110 mgd of wastewater
which is conveyed by the Municipal Sub-System to the Metropolitan Sub-System for treatment and
disposal. The Municipal Sub-System also includes 54 permanent flow monitoring stations which are
utilized for multiple purposes, including strength-based billing, facility planning, sewer modeling,
criticality evaluation, infiltration/inflow analysis and spill detection.

Additional Contractual Capacity to the Escondido Plant and the San Elijo Plant

MWWD does not connect the Rancho Bernardo sewer service area to pipelines within the
Municipal Sub-System. Pursuant to a sewage disposal agreement with the City of Escondido entered into
in 1972, up to five mgd of sewage emanating from the Rancho Bernardo sewer service area of the City
may be treated at Escondido’s Hale Avenue Treatment Plant (the “Escondido Plant”). The Escondido
Plant is not owned by the City and is not part of the Municipal Sub-System. This agreement is scheduled
to terminate in 2022, fifty years from the date on which sewage flow commenced through the Escondido
Plant and may be extended at the City’s option for an unlimited number of ten-year periods. The
Escondido Plant, which can process up to 18 mgd of sewage, currently has capacity to treat approximately
3 mgd of flow from the City. The City of Escondido is considering options to increase its treatment
capacity to accommodate expected population growth.

Pursuant to a sewage disposal agreement with the Solana Beach Sanitation District entered into in
1974, as amended and supplemented in 1975, the City has the right to connect to sewer lines within the
Solana Beach Sanitation District. Pursuant to such agreement, the City may permit the connection to the
Solana Beach Sanitation District of up to 300 EDUs, or 84,000 gallons per day, of sewage emanating
from the portion of the City contiguous to Del Mar and Solana Beach may be treated at the San Elijo
Water Reclamation Plant (the “San Elijo Plant”). Sewage treated at the San Elijo Plant is disposed
through the San Elijo Ocean Outfall, which is owned by the City of Solana Beach and the Cardiff
Sanitation District and operated by the Solana Beach Sanitation District, the Cardiff Sanitation District
and the City of Escondido. The San Elijo Plant and the San Elijo Ocean Outfall are not owned by the City
and they are not part of the Municipal Sub-System. This sewage disposal agreement terminates in 2025
and contains no provisions for extension or renewal.
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Historical Wastewater System Flow

Table 4 below sets forth total annual system flow through the Wastewater System (including the
Point Loma Plant and the South Bay Plant) and through the City of Escondido to the Escondido Plant and
the City of Solana Beach to the San Elijo Plant, and total annual reclaimed water flow through the North

City Plant for Fiscal Years 1999 through 2008.

TABLE 4

WASTEWATER SYSTEM

TOTAL ANNUAL FLOW

(In Million Gallons)

Fiscal Year 1999 through Fiscal Year 2008

Participating Reclaimed
Fiscal City Flow Agency Flow City Flow  City Flow Water City Flow
Year Through Through Through Through Through Through Total Average
Ended Point Loma  Point Loma Escondido  San Elijo  North City  South Bay  System MGD For
June 30 Plant Plant Plant"” Plant” Plant Plant Flow The Year
1999 45,117 20,934 1,319 0 745 0 68,115 187
2000 44,771 21,489 1,401 0 1,267 0 68,928 189
2001 44,735 21,437 1,412 0 879 0 68,463 188
2002 43,395 21,326 1,316 0 958 0 66,995 184
2003 42,567 22,188 1,353 0 1,201 1,637 68,946 189
2004 40,665 21,688 1,342 32 1,182 1,702 66,611 182
2005 43,817 23,124 1,439 32 522 1,726 70,660 194
2006 42,240 22,270 1,279 32 1,259 1,632 68,712 188
2007 38,295 21,886 1,106 32 1,544 2,949 65,812 180
2008 37,207 21,849 1,096 32 1,749 3,210 65,143 178

Source: Metropolitan Wastewater Department, City of San Diego.
The City does not treat flows through the Escondido Plant or the San Elijo Plant.

1

WASTEWATER SYSTEM REGULATORY REQUIREMENTS

General

Wastewater System operations are subject to Federal, State, and local environmental regulations

that primarily address the quality of effluent that may be discharged from the Wastewater System, the
disposal of sludge generated by the Wastewater System, and the nature of waste material (particularly
industrial waste) discharged into the collection system. The Federal regulations that have the most
significant effect on the Wastewater System are the Clean Water Act, which is administered by the U.S.
EPA, the State Water Board and the Regional Water Board, the Federal Clean Air Act, and the Federal
Resource Conservation and Recovery Act. The Wastewater System is in compliance with the major
elements of each of the foregoing regulations and other programs managed by the Federal government
and the State. See Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER
REVENUE BONDS — Section 5 — Regulatory Requirements” attached hereto.

In addition to the general compliance mandates under the applicable Federal regulations, the City

is subject to the specific requirements of the Final Consent Decree (herein defined) among the U.S. EPA
and two environmental groups in connection with sewer spills from December 1996 to April 2001. See
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“— Collection of Sewage — The Municipal Sub-System Collection System” herein. To date, the City has
met the targets established as part of the Final Consent Decree. See Appendix B — “FEASIBILITY
STUDY FOR 2009 SERIES WASTEWATER REVENUE BONDS - Section 5 — Regulatory
Requirements” attached hereto.

Collection of Sewage

General. The Clean Water Act and the NPDES permit system, including the Point Loma
Discharge Permit and the South Bay Discharge Permit issued thereunder, set effluent limitations on the
discharge of pollutants at treatment plants and generally prohibit the discharge of pollutants into
navigable waterways. Such prohibited discharges from the collection system are also subject to
injunctive or penalty proceedings by the Regional Water Board.

The Municipal Sub-System Collection System. The Clean Water Act prohibits the discharge of
wastewater to surface waters, including discharges as a result of sanitary sewer overflows (“SSOs”) into
the collection system, except as authorized under an NPDES permit. The California Water Code has a
broader interpretation of SSOs, to include waste discharges that could affect the quality of State waters,
both surface and groundwater.

To provide a consistent, statewide regulatory approach to address SSOs, the State Water Board
adopted the Statewide General Waste Discharge Requirements for Sanitary Sewer Systems, Water
Quality Order No. 2006-0003 on May 2, 2006 (the “Sanitary Sewer Order”). The Sanitary Sewer Order
requires public agencies that own or operate sanitary sewer systems to develop and implement a Sewer
System Management Plan (“SSMP”’) and report all SSOs to the State Water Board’s SSO database. The
SSMP must include an operation and maintenance program, a current map of the sanitary sewer system, a
rehabilitation and replacement plan, a training plan and an inventory of equipment and replacement parts.

In March 2001, two environmental groups filed suit against the City alleging that the Municipal
Sub-System’s collection system was deficient as a result of sewer spills which had occurred since
December 1996. The U.S. EPA and the State filed similar suits against the City in July 2003. The
resulting settlements were memorialized in a Partial Consent Decree (the “Partial Consent Decree”)
which expired on June 30, 2006 and a Second Partial Consent Decree (the “Second Partial Consent
Decree”), which expired on June 30, 2007. Under the Partial Consent Decree and the Second Partial
Consent Decree, the City agreed to rehabilitate or replace 200 miles of sewer pipeline by June 30, 2007.
In 2007, the City, the United States, the EPA, the environmental groups entered into a final Consent
Decree (the “Final Consent Decree” and, together with the Partial Consent Decree and the Second Partial
Consent Decrees, the “Consent Decrees”).

The Final Consent Decree requires, among other things, increased sewer spill response and
tracking, increased root control and replacement or rehabilitation of an additional 250 miles of pipeline
between July 1, 2007 and June 30, 2013. The Final Consent Decree provides that the City will replace or
rehabilitate 30 miles of pipeline in Fiscal Year 2008, 45 miles of pipeline per year from Fiscal Year 2009
to Fiscal Year 2012, and 40 miles of pipeline in Fiscal Year 2013. The City has replaced or rehabilitated
approximately 41.2 miles of sewer pipeline, including 13.98 miles banked in Fiscal Year 2008, between
July 1, 2007 and January 31, 2009 and has awarded contracts for the completion of an additional 30.26
miles. The City may assert its right to extend the deadline to replace or rehabilitate 45 miles of sewer
pipeline during Fiscal Year 2009. The Final Consent Decree states that if more than the specified miles
of pipeline are replaced, rehabilitated or permanently repaired in one year, the City may apply the excess
amount against the requirement to replace, rehabilitate, or permanently repair pipeline in any future year.
In addition, the Final Consent Decree requires an analysis of the feasibility of relocating sewer lines out
of certain canyons by March 1, 2009, which has been completed. Further, the Final Consent Decree
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requires upgrades or replacement of more than 20 pump stations and force main upgrades, and court
supervision of these upgrades at least through July 2013. The costs for bidding, constructing and
completing the required work will depend on variables such as the cost of materials and labor. No civil
penalty payment was required under the Consent Decrees. However, the Final Consent Decree provides
that the City may be subject, at the discretion of the Federal government, to various stipulated penalties
for subsequent violations of the provisions relating to, among other things, reporting and plan
submissions, compliance milestone and SSOs. To date, the City has not been subject to any penalties
resulting from alleged violations of the Final Consent Decree. See Appendix A-1 — “BASIC FINANCIAL
STATEMENTS AND REQUIRED SUPPLEMENTARY INFORMATION FROM THE
COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY OF SAN DIEGO FOR FISCAL
YEAR 2008 attached hereto.

Based on the Rate Model as of March 26, 2009, the estimated average annual cost of the Final
Consent Decree for Fiscal Years 2009 through 2013 is $117 million for capital projects, including
pipeline repair and replacement and $48.7 million (based on the projected expenditures for WWC for
Fiscal Year 2009) for operations and maintenance, including increased cleaning of Wastewater System
facilities and funding for video-monitoring. Such estimated average annual costs are included in the
Wastewater System’s budget and the fiscal information set forth in Table 5 and Table 17. See
“WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM” and “WASTEWATER
SYSTEM FINANCIAL OPERATIONS — Financial Projections” herein. Some of the upgrades required
by the Final Consent Decree are under construction. Upgrades required by the Final Consent Decree will
be financed through the Wastewater System CIP, as described under “WASTEWATER SYSTEM
CAPITAL IMPROVEMENT PROGRAM - Background” herein, including with a portion of the
proceeds of the Series 2009A Bonds. See “WASTEWATER SYSTEM CAPITAL IMPROVEMENT
PROJECTS — Capital Improvement Projects — Municipal Sub-System Projects” herein.

In 2001, the MWWD initiated a program to reduce SSOs by maintaining a system-wide cleaning
schedule, video monitoring and assessing the condition of the oldest and most problematic sewer lines in
the Wastewater System and increasing the number of miles of sewer lines replaced or rehabilitated
annually. See Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER REVENUE
BONDS?” attached hereto. The MWWD has reduced sewer spills by 80% between calendar year 2000 and
calendar year 2008. During calendar year 2008, there were 62 SSOs in the Municipal Sub-System.

Treatment of Sewage

The Clean Water Act generally requires that all wastewater treatment plants provide secondary
treatment for sewage before it is discharged into waterways. The Clean Water Act allows wastewater
treatment plants to apply for a waiver from the secondary treatment standards for certain ocean discharges
(a “Treatment Waiver”). The Clean Water Act grants the U.S. EPA the discretion to grant or deny any
Treatment Waiver. The South Bay Plant complies with the secondary treatment requirements of the Clean
Water Act and therefore does not need a Treatment Waiver to operate. The City operates the Point Loma
Plant subject to a Treatment Waiver from the U.S. EPA that must be renewed every five years.

The City first applied for a Treatment Waiver for the Point Loma Plant in 1979. In July 1988,
subsequent to unsuccessful efforts by the City to obtain a Treatment Waiver, the United States of
America, acting through the Department of Justice and the EPA, and the State sued the City for alleged
violations of the Clean Water Act and the Point Loma Discharge Permit due to sewer overflows, failure to
meet the secondary treatment requirements of the Clean Water Act and alleged irregularities in the City’s
pretreatment program that regulates industrial waste. As a result of this lawsuit, the City paid a penalty of
$500,000, enacted a low flow toilet ordinance as a credit project, and agreed to a stipulated final order
(the “Final Order”) that required certain improvements to the Wastewater System, all of which the City

38



has completed. The Final Order was eligible for termination on June 30, 2003, but has not been
terminated because additional compliance orders were subsequently issued to address sewer spills. See
“— Collection of Sewage” herein.

In 1994, at the request of the City, the United States Congress adopted OPRA, amending the
Clean Water Act to allow the City to apply for a Treatment Waiver, subject to certain conditions. These
conditions required, among other things, that the City achieve a system capacity of 45 mgd of reclaimed
wastewater per day by January 1, 2010, remove not less than 80% of TSS (on a monthly average) in the
discharge of the Point Loma Plant, remove not less than 58% of the biochemical oxygen demand
(“BOD”) (on an annual average) in the discharge of the Point Loma Plant, and reduce the quantity of TSS
discharged by the Wastewater System into the Pacific Ocean during the period of modification.

The City applied for and was granted the Point Loma Plant Treatment Waiver on November 9,
1995 (such Treatment Waiver, granted pursuant to OPRA, is referred to herein as a “Modified Permit”).
The City must seek a renewal of its Modified Permit every five years if it seeks to renew the Point Loma
Discharge Permit without implementing secondary treatment. The City has satisfied the OPRA
requirements to achieve a system capacity of 45 mgd of reclaimed wastewater per day by constructing the
North City Plant, which has a capacity of 30 mgd, and the South Bay Plant, which has a capacity of 15
mgd. The Point Loma Plant has consistently met or exceeded the 80% removal requirement for TSS and
the 58% removal of BOD. The quantity of TSS discharged into the Pacific Ocean has conformed to
OPRA requirements and all other permit requirements. The City, the U.S. EPA and certain environmental
groups disagree on how the OPRA requirements may apply to future Modified Permits. Currently, there
are no active lawsuits or appeals with respect to the OPRA requirements.

The City filed a renewal application for a Modified Permit and received a Tentative Decision and
Tentative Order (the “2002 Tentative Order”) on February 11, 2002. Initially, the California Coastal
Commission objected to the consistency certification submitted by the City in connection with its request
for a Modified Permit. The California Coastal Commission noted three areas of concern that it believed
needed to be addressed in order for the discharges to be consistent with the applicable California Coastal
Management Plan standards: (1) reduction in permitted levels of mass emissions; (2) commitments for
water reclamation; and (3) additional monitoring provisions. Subsequently, the Regional Water Board
modified its staff-recommended permit conditions and (1) reduced the total permitted mass emission
loadings; (2) requested annual reports from its staff of the City’s progress towards implementing water
reclamation, which would be independent of the NPDES permit, and noted that it could impose future
reclamation requirements if adequate progress was not forthcoming; and (3) instructed its staff to review
and prepare for future adoption by the Regional Water Board modifications to the monitoring program,
including specific provisions for deep ocean receiving stations, human pathogens, and long term trends,
which would also be independent of the NPDES permit.

In separate proceedings, the City successfully appealed the actions of the California Coastal
Commission and the Regional Water Board. In May 2002, the City resubmitted its consistency
certification to the California Coastal Commission and appealed the Commission’s consistency
certification objection to the Secretary of Commerce. In addition, the City appealed the Regional Water
Board’s NPDES permit action modifying the mass emission limits to the State Water Board. In August
2002, the State Water Board ordered the mass emission limits to be returned to the originally drafted
levels. Subsequently, the City resubmitted its consistency certification for the waiver as modified and
ordered by the State Water Board. The State Water Board concluded that the Regional Water Board had
“...failed to make findings, either in its order or during its deliberations, that justify reducing the mass
emissions limit for TSS...in the waste discharge requirements.” The California Coastal Commission then
approved the consistency certification for the treatment waiver.
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The City appealed to the Environmental Appeals Board (“EAB”) the provision of the 2002
Tentative Order requiring the City to comply with OPRA’s requirements regarding reduction of the
quantity of TSS discharged by the Wastewater System into the Pacific Ocean over the period of
modification. Concurrent with the City’s appeal, three environmental groups filed challenges to the
Modified Permit contesting the maximum discharge limit of TSS and the EPA’s interpretation of the
OPRA requirements. The City’s challenge and all the challenges filed by such environmental groups
have been resolved by a Joint Stipulation for Withdrawal of Appeals (“Joint Stipulation for Withdrawal of
Appeals”) in which the City agreed to (a) evaluate improved ocean monitoring; (b) pilot test biological
aerated filters as a form of technology to increase solids removal; and (c) study increased water reuse.
The Joint Stipulation for Withdrawal of Appeals was approved by the EAB on March 29, 2004, and, as
approved, confirmed the provisions of the current Modified Permit through June 2008 and reserved each
of the parties’ respective position on OPRA to future permits.

Based upon the MWWD’s review of its annual biosolids reports from 2003 through 2007, the
MWWD determined that the Metropolitan Biosolids Center and Point Loma Plant satisfied the criteria for
biosolids disposal required by the Clean Water Act and for the use or disposal of sewage sludge that
includes the analytical results. In December 2007, the City submitted an application to the U.S. EPA to
request a renewal of the Modified Permit for the Point Loma Plant. The City’s renewal application
followed the same conventions as previous applications relative to OPRA. The U.S. EPA has permitted
the City to operate pursuant to the existing Modified Permit until it renders a final decision with respect to
the City’s renewal application because the City filed a renewal application in a timely manner. The City
received a Tentative Decision and Tentative Order to approve the Modified Permit for an additional five
years (the “2008 Tentative Order”) from the U.S. EPA on December 2, 2008. In January 2009, the City
Council approved a resolution authorizing the City to negotiate and execute an agreement with two local
environmental groups regarding the Modified Permit for the Point Loma Plant. Pursuant to such
agreement, the two environmental groups agreed not to challenge the 2008 Tentative Order and the City
is obligated to research options to increase the use of reclaimed wastewater and decrease discharges to the
Pacific Ocean from the Point Loma Plant for a total cost not to exceed $2 million. The Regional Water
Board will comment on the 2008 Tentative Order to ensure that all applicable State water quality
standards are satisfied. The U.S. EPA and the Regional Water Board held an initial, joint hearing in
January 2009 to accept public comment on the 2008 Tentative Order. Another hearing will be held in
mid-2009 to make a final decision to approve, deny or modify the 2008 Tentative Order, which, if
approved, would then be issued in final form within a few months of the decision. Modified Permits are
reviewed by the U.S. EPA every five years. See “THE WASTEWATER SYSTEM — Metropolitan Sub-
System Facilities — Point Loma Plant” herein.

Although the City has obtained two successive Modified Permits from the EPA, the City can give
no assurances that the U.S. EPA will renew or grant Modified Permits to the City in the future. If the
City does not obtain a renewal of the Modified Permit (or any subsequent Modified Permit), the City may
no longer be permitted to continue discharging sewage from the Point Loma Plant without complying
with the secondary treatment requirements of the Clean Water Act. The City considered two alternatives
to address this contingency. One of these contemplates upgrading the Point Loma Plant with conventional
secondary treatment capabilities. The City also considered, subject to verification of its effectiveness, an
alternative to implement a new process for treating sewage at the Point Loma Plant that may entail less
capital but greater maintenance and operation costs. The City could also be required to build additional
solids processing facilities to reduce the burden at the Point Loma Plant or bring the Point Loma Plant
into compliance with the secondary treatment requirements of the Clean Water Act if the quantity of TSS
that the Wastewater System discharges into the Pacific Ocean increases above the levels required by
OPRA, as finally determined by the EPA. Pursuant to the 2002 Tentative Order, a renewed Modified
Permit will be granted based on, among other things, the continued satisfaction of the conditions
established under OPRA, as set forth above.
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The City estimates the cost of the alternatives to bring the Point Loma Plant into compliance with
the secondary treatment requirements of the Clean Water Act will be between $800 million and
$1.5 billion in capital costs, based on Fiscal Year 2008 calculations, if the 2008 Tentative Order is
terminated and the Regional Water Board and U.S. EPA do not approve the Modified Permit. The larger
amount assumes that, among other things, the City cannot access land from the United States Navy or the
United States Park Service. Further, in the event the waiver is not approved for renewal, the City
estimates there would also be an increase in operating and maintenance costs of approximately
$40 million per year, including additional energy and personnel costs, once the Point Loma Plant is fully
operational at the secondary treatment level. Such estimated costs are not reflected in the financial
information included in Table 5 and Table 17. See “WASTEWATER SYSTEM CAPITAL
IMPROVEMENT PROGRAM” and “WASTEWATER SYSTEM FINANCIAL OPERATIONS -
Financial Projections” herein.

Discharge and Disposal of Sewage

Enacted in 1972, the Clean Water Act is a comprehensive revision of prior Federal water
pollution control legislation requiring operators of wastewater treatment plants to operate such facilities in
accordance with NPDES permits which set forth discharge limitations and reporting requirements
applicable to wastewater treatment facilities. The NPDES permit sets effluent limitations on what is
discharged into any public waters and prohibits any non-authorized discharges such as sewer system
overflows. The Point Loma Plant and the South Bay Plant must each obtain an NPDES permit authorizing
them to discharge sewage into the ocean because, at present, all of the Wastewater System’s sewage that
is discharged into the ocean is discharged through either the Point Loma Plant or the South Bay Plant.
The Regional Water Board adopted Waste Discharge Requirements (“WDR”) for the Point Loma Plant
on April 10, 2002, and authorized the U.S. EPA to issue the Point Loma Discharge Permit in conjunction
with the renewal of the Point Loma Plant’s NPDES permit for discharge to the Pacific Ocean pursuant to
the Clean Water Act. The conditions of the WDR were appealed to the State Water Board by the City.
The final permit was signed by the U.S. EPA Regional Administrator on September 13, 2002 and became
effective on October 16, 2002. The Regional Water Board approved an addendum to the Point Loma
Discharge Permit (“Addendum No. 1”) on June 11, 2003. Addendum No. 1 modified the monitoring and
reporting program of the Point Loma Discharge Permit to incorporate recommendations of the Southern
California Coastal Water Research Project’s Model Monitoring Program for Large Ocean Discharges in
Southern California. The Regional Water Board adopted waste discharge requirements for the South Bay
Plant on November 8, 2006, and authorized the issuance of the South Bay Discharge Permit for
discharges into the Pacific Ocean. The South Bay Discharge Permit became effective January 1, 2007 and
is scheduled to expire January 1, 2012.

In 1993, the U.S. EPA promulgated its “Standards for the Use or Disposal of Sewage Sludge”
(Code of Federal Regulations Title 40, Part 503), which established, among other things, pollutant
limitations, operational standards, management practices and other provisions intended to protect public
health. In addition to Federal requirements, the City must also comply with State Water Board adopted
Water Quality Order No. 2004-12-DWQ, which expands upon Federal regulations with respect to
biosolids and streamlines the regulatory process for the use of biosolids as a soil amendment. See
Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER REVENUE BONDS”
attached hereto.

The City must also comply with effluent water-quality based State requirements. The California
Water Code Article 4 (commencing with Section 13160) of Chapter 3 of Division 7 requires the State
Water Board to formulate and adopt a water quality control plan for the ocean waters of the State known
as the California Ocean Plan (the “Ocean Plan”). The Ocean Plan sets forth waste discharge limitations
and monitoring and enforcement guidelines to ensure that water quality objectives are met. Section
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303(c)(1) of the Clean Water Act and Section 13170.2(b) of the State Water Code require that ocean
water quality standards be reviewed at least once every three years. In the event significant changes to the
discharge requirement for TSS are approved with respect to the Ocean Plan, future waivers for the Point
Loma Plant may be threatened. In 2007, the State Water Board solicited comments regarding proposed
amendments to the Ocean Plan. Potential changes to the Ocean Plan are being considered but none has
been approved. See Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES WASTEWATER
REVENUE BONDS?” attached hereto.

The City’s proposed water reclamation projects are subject to the Porter-Cologne Water Quality
Control Act of 1969, as amended (the “Porter Cologne Act”) and are being designed in consultation with
State officials to comply with its requirements. The Porter-Cologne Act directly addresses the issues of
water reclamation and reuse. A declared policy of the law is the development of facilities to reclaim
wastewater to supplement existing surface and underground water supplies to meet their water
requirements. 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.

State law AB 939 required the City to divert at least 50% of all solid waste from landfill disposal
by December 31, 2000. For calendar year 2008, the City estimates that it diverted approximately 100% of
biosolids from landfill disposal. Biosolids diversion is an integral part of the City’s compliance with AB
939, as biosolids were disposed of in the City’s landfill during the baseline year used for calculating the
diversion rate. The City entered into a franchise disposal agreement with a private company pursuant to
which the company shall be responsible for the disposal of all biosolids generated at the Metropolitan
Biosolids Center through a combination of land application and alternative daily cover methods for
landfill use. The City is considering alternative sludge disposal methods to employ in the event
regulations change in the future.

Industrial Wastewater Control Program

The Point Loma Discharge Permit, the South Bay Discharge Permit and various Federal
regulations require that the City control discharges from the Wastewater System by implementing an
industrial wastewater control program (an “IWCP”). The Metropolitan Sub-System has had an IWCP in
effect since 1972. The Metropolitan Sub-System’s ICWP was formally approved by the U.S. EPA in
1983. The Metropolitan Sub-System’s ICWP administers and enforces Federal general and specific
discharge prohibitions, Federal categorical pretreatment standards, treatment plant-specific local limits
and local source control programs within the City. The City’s Industrial Waste Ordinance lists Federal
general and specific prohibitions and authorizes the issuance of permits, which include applicable Federal
and local discharge standards. The City’s Industrial Waste Ordinance also authorizes administrative
penalties and other enforcement measures in response to permit or ordinance violations. As required by
the EPA, the City has entered into inter-jurisdictional pretreatment agreements (each, a “Pretreatment
Agreement” and, collectively, the “Pretreatment Agreements”) with each of the Participating Agencies
whose sewage is treated by the MWWD. See Appendix B — “FEASIBILITY STUDY FOR 2009 SERIES
WASTEWATER REVENUE BONDS” attached hereto. The Pretreatment Agreements specify that each
Participating Agency must either implement an equivalent IWCP or authorize the City to administer an
IWCP in their respective agencies. The City currently administers the IWCP in each of the Participating
Agencies. Collectively, the IWCP operated by the City regulates 1,569 dischargers throughout the
Metropolitan Sub-System’s tributary area. In addition, inspections have determined that an additional
2,073 facilities do not require permits at this time. Annual audits by the U.S. EPA and the Regional
Water Board have determined that the IWCP is in compliance with the Point Loma Discharge Permit, the
South Bay Discharge Permit and Federal program requirements.
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Grant and Loan Related Regulatory Requirements

The City is subject to regulatory requirements, in addition to those described above, as a
condition of receipt of Federal grants received from the EPA, State grants and SRF low-interest loans
under the Clean Water Act for the planning and construction of various improvements to the Wastewater
System. Among other grant-related requirements are guidelines concerning planning methodologies,
design criteria, construction activities, and the operation, maintenance and financing of facilities.

In connection with an U.S. EPA grant of approximately $76 million that the City received and
used for the construction of the North City Plant and other wastewater projects, the grant contained a
condition that the City attempt to meet the goal of beneficial reuse of 25% of the flows treated at the
North City Plant by December 31, 2003 and 50% by December 31, 2010. The City has diligently reported
its progress and efforts to meet the goals set forth in the grant. The U.S. EPA has acknowledged the
City’s good faith efforts toward compliance with the beneficial reuse goals set forth in its grant and has
not imposed any penalties or sanctions under the grant agreement. During calendar year 2008, the City
achieved beneficial reuse of 26% of the flows treated at the North City Plant. The City is continuing to
explore alternative means to increase reclaimed water use. See “THE WASTEWATER SYSTEM -
Metropolitan Sub-System Facilities — North City Water Reclamation Plant” herein.

As a condition of certain other Federal grants, the State Water Board, as the delegate of the EPA,
must approve the sewer service charge structures of the City and the Participating Agencies. Such service
charge structures require the recovery of annual operations, 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, infiltration/inflow, delivery flow rate, and strength of sewage are to be considered for
determining proportionate use. Sewer service charge rates for all retail users are reviewed periodically
and established at a level necessary to generate sufficient revenues to recover the annual operations,
maintenance and replacement costs. Sewer service charge rates for users are established to recognize the
volume and strength characteristics of wastewater contributed to the Wastewater System. The City
Council has taken various actions to adjust the Wastewater System’s rate structure, including in
connection with periodic review of the distribution of cost of services. See “WASTEWATER SYSTEM
FINANCIAL OPERATIONS — City Council Actions Relating to Rate Changes” herein. The City’s rate
structure has been approved by the State Water Board and no grant funds or costs under grant funded
programs have been disallowed based on the nature of the rate structures.

WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM
Background

The MWWD prepares an 11-year Wastewater System CIP (consisting of the current budget year
and a 1