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FILE NO. 121127 - RESOLUTION NO.

[Wastewater Revenue Bonds Issuance - Public Utilities Commission - Not to Exceed
$670,000,000]

Resolution approvfng the issuance of wastewater revenue bonds to be issued by the
Public Utilities Commission of the City and County of San Francisco in aggregate
principal amounts not to exceed $250,000,000.to refund outstanding wastewater
revenue bonds pursuant to the Charter of the City and California Government Code
Sections 53580 et seq., and not to exceed $420,000,000 to finance capital projects
benefiting the Wastewater Enterprise pursuant to amendments to the Charter of the
City and County of San Francisco enacted by voters on November 5, 2002, as
Proposition E; affirming covenants contained in the indenture pursuant to which the
wastewater revenue bonds are iséued; authoﬁzing the taking of appropriate actionrs in

connection therewith; and related matters.

WHEREAS, Pursuant to-Section 9.109 of the Charter of the City (the “Charter”) and
California Government Code Sections 53580 et seq., the Board of Supervisors of the City (the
“Board”) is authorized to provide for the issuance of bonds of the City for the purpbse of
refunding any revenue bonds (including other evidence of indebtedness) of the City then
outstanding without voter approval, provided that such refunding is expected to result in net
debt service savings to the City on a present value basis; and | v

WHEREAS, At a dUIy called and held revenue bond election on November 5, 2002, ‘a
majority of voters ‘voting on the measure approved Proposition E (“Pfoposition E of 2002") to
authorize the Commission to issue its revenue bonds, including notes, commercial paper or
other forms of indebtedness, when authorized by ordinance approved by a two-thirds vote of
the Board, for the purpose of reconstructing, replacing, expanding, repairing or improving

water and clean water facilities under the jurisdiction of the Commission; and

Mayor Lee : . v
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WHEREAS, On March 30, 201‘0, the Board passed by a two-thirds vote Ordinance No.
68-10 (“Ordinance No. 68-10"), signed by the Mayor of the City on April 8, 2010, apprdving
the issuance and sale of wastewater revenue bonds pursuant to Proposition E of 2002 to
finance various capital projects benefiting the Wastewater Enterprise, as well as paying the
costs of issuance and other incidental costs relating thereto, in an aggregate principal amoﬂnt
not to exceed $282,400,000; and

WHEREAS, On April 27, 2010, the Board passed by a two-thirds vote Ordinance No.}
93-10 (“Ordinance No. 93-10"), signed by the Mayor of the City on May 3, 2010, approving the
issuance and sale of wastewater revenue bonds pursuant to Proposition E of 2002 to finance
various capital projects benefiting the Wastewater Enterprise, as weli as paying the cbsts of
issuance and other incidental costs relating thereto, in an aggregate principal amount not to
exceed $297,756,235, which ordinance became effective on June 3, 2010; and

WHEREAS, The Commission h‘as not previously issued any wastewater revenue
bonds, pursuant to Ordinance No. 93-10, and an aggregate principal amount not to exceed
$297,756,235 remains authorized by the Board and unissued by the Commission;. and

WHEREAS, On June 8, 2010, pursuant to Ordinance No. 68-10 and Proposition E of
2002, the Commission issued $47,050,000 Public Utilities Commission of the City and County
of San Francisco Wast'ewater Revenue Bonds, 2010'Series A and $192,515,000 Public
Utilities Commission of the City and County of San Francisco Wéstewater Revenue Bonds,
2010 Series B (Federally Taxable — Build America Bonds — Direct Payment); and

WHEREAS, On June 12, 2012, the Board pgssed by a two-thirds vote Ordinance No.
115-12 (“Ordinance No. 115-12") approving the issuance and sale of wastewater revenue
bonds by the Commission pursuant to Proposition E of 2002, in an aggregate principal
amount not to exceed $522,810,000, to finance capital projects beneﬁting the Wastewater

Enterprise, ‘which ordinance became effective on July 12, 2012; and

Mayor Lee
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WHEREAS, The Commission has not previdusly issued any wastewater revenue
bonds, pursuant to Ordinance No. 115-12, and an aggregate principal amount not to exceed
$522,810,000 remains authorized by the Board and unissued by the Commission; and

WHEREAS, On August 28, 2012, the Commission passed Resolutidn No. 12-0154 |
declaring its intention, for federal tax purposes, to issue up to $570,000,000 of wastewater
revenue bonds; ahd »

WHEREAS, Proposition E of 2002 (Section 8B.124) allows for the iséuance of revenue
bonds and other forms of indebtedness, subject to the provision of certain cerﬁﬁcaﬁons of an
independent engineer retained by the Commission and certain certifications by the San
Francisco Planning Department, which certifications make the findings and determinations set
forth in Section 8B.124; and

’WHEREAS, Certificates intended to meet the requirements set forth in Section 8B.124
have been presented for review by this Board (the “Certificates”), the Certificates are on file
with the Clerk of the Board in File No. ____and are on file with the Clerk of the Commission in
File No. ___ , and this Board finds such Certificates fully compliant with Section 8B.124; and

WHEREAS, 'I;he Commission, pdrsuant to the terms of Resolution No. 12-0210
adopted by the Commission on October 23, 201\2 (the “Comhission Resolution”), has
aufhorized: (A) the issuance of: (i) Public Utilites Commission of the City and County of San
Francisco Wastewater Revenue Bonds in an aggregate prihcipal amount not to exceed
$250,000,000 for the purpose of refunding outstanding wastewater revenue bonds (including
certain outstanding State Revolving Fund Ioahs used to finance various capital projects
benefiting the Wastewater Enterprise), funding reserve accounts, if any, and paying costs of |
issuance and other incidental costs therefor, with the title and series designations to be
determined by the General Manager of the Commission, provided that the applicable

requirements of the policies and procedures of the Commission and Charter of the City and

Mayor Lee
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California Government Code Sections 53580 et seq., aré satisfied (the “Refunding Bonds”’); :
and (ii) Public Utilities Commission of the City and County of San Francisco Wastewater
Revenue Bonds in an aggregate principal amount not to exceed $420,000,000 for the purpose
of financing or refinancing (through the retirement of commercial paper notes) varieus capital
projects benefiting the Wastewater Enterprise (including reimbursing the Commission for
certain capital costs previously paid with the proceeds of wastewater commercial paper notes
or from other moneys), funding reserve accounts, if any, funding capitalized interest, and
paying costs of issuance and other incidental costs therefor, with the title and seriee
designations to be determined by the General Manager of the Commission (the “New Money
Bonds” and together with the Refunding Bonds, the “Bonds”); (B) the form of one or more |
Supplemental Indentures (the “Supplemental Indentures”), by and between the Commission

and U.S. Bank National Association, as trustee (the “Trustee”), which supplements the

Il Indenture dated as of January 1, 2003, as amended and supplemented (collectively With the

Supplemental Indentures, the “Indenture”) by and between the Commission and the Trustee;
and other related actions and matters necessary to provide for the issuance of the Bonds; and

WHEREAS, The Commission Resolution, among other things, establishes a maximum
rate of interest for the Bonds of twelve percent (12%) per annum; now, therefore, be it

RESOLVED, By the Board of Supervisors of the City and County of San Francisco, as
follows:

Section 1. Recitals. All of the recitals herein are true and correct.

Section 2. Approval and Authorization of Bonds. The Board further authorizes and
approves the issuance by the Commission of the Refunding Bonds, in an aggregate principal
amount not to exceed $250,000,000, in one or more series'and on one or more dates, ata
maximum rate or rates of interest not to exceed twelve percent (12%) per annum, provided

that each such Refunding' Bond issue is permitted under the applicable policies and

Mayor Lee
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‘procedures of the Commission and authorized by Section 9.109 of the Charter and California
Government Code Sections 53580 et seq; and provided the Refuhding Bonds achieve at least
3% present value debt service savings. The Refunding Bonds may be issued as tax-exempt
bonds or taxable bonds, or ény combination thereof; and such Refunding Bonds may be sold
on a competitive or negotiated basis as thé Commission acting through its General Manager
shall determine is in its best financial interest.
The Board hereby authorizes and apprdves the issuance by the Commission of New

Money Bonds, in an aggregate principal amount not to exceed $420,000,000, in one or more

series and on one or more dates, pursuant to Proposition E of 2002, Ordinance 93-10 and

1l Ordinance No. 115-12, at a maximum rate or rates of interest not to exceed twelve percent

(12%) per annum. The New Money Bonds may be issued as tax-exempt bonds or taxable
bonds, or any combination thereof; and such New Money Bonds may be sold on a corﬁpetitive
or negotiated basis as the‘ Commission acting through its General Manager shall determine is
in its best financial interest.
| The forms of the Bonds, in substantially the forms presented to the Board, as set forth
in the exhibits to the Supplemental Indentures, are hereby approved. The General Manager
of the Commission or the designee of either, }and the Controller of the City or any deputy
thereof, are hereby authorized and directed to approve and to execute the Bonds by manual
or facsimile signature, with -such changes, additions, an‘iendments or modifications therein
which he or she may approve with the advice of the City Attorney, such approval to be
conclusively evidenced by the execution and delivery of the Bpnds. ‘

Section 3. Affirmation of Existing Bond Covenants. The Board hereby confirms
Section 5.01(c) of the Indenture which sets forth the disposition of Revenues (as defined in
the Ihdenture) applicable to the Bonds and covenants with the holders of the Bonds that the

Revenues shall be appropriatéd and expended as set forth in Section 5.01 (c) of the Indenture.

Mayor Lee
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The Board also hereby declares that the City will comply with all of the terms, provisions and
covenants contained in the Indenture, as the same may be amended from time to time,
including the covenants to establish, fix, prescribe and collect rates, fees and charges
sufficient to enable the Commission to comply with the terms, conditions and covenants of the
Indenture. |

Section 4. Approval of Financing Documents. In accordance with the authorization
contained in Ordinance 93-10 and Ordinance No. 115-12, the forms of Supplemental
Indentures for the Refunding Bonds and-the New Money Bonds, Official thices of Sale,
Notices of Intention, Bond Purchase Agreements, Official Statements for the Refunding Bonds
and the New Money Bonds, Escrow Agreements and Continuing Disclosure Certificates
relating to the Bonds, submitted to this Board and on file with the Clerk of the Board, 'are
hereby approved. Any of the Controller, the Treasurer, the City Attorney and the officers of
the Commission authorized by resolution of the Commission, and their designees, are hereby |
authorizéd to execute, attest, publish and deliver (as appropriate) each such docuhent, with

such changes thereto as the officer executing or publishing the same shall approve with the

| advice of the City Attorney, such approval to be conclusively evidenced by the execution and

delivery, or the publication, as applicable, of such document.

| Section 5. Proposition P. Pursuant to Proposition P, approved by the voters of the City
in'Novembe‘r 2002, this resolution and the Bonds (excluding the Refunding Bonds) are subject
to, and incorporate by reférence, the provisions of Section 5A.30 et seq. (“Public Utilities
Revenue Bond Oversight Committee”) of Chapter V of the San Francisco Administrative Code
(the “Proposition P Requirements”). Pursuant to the Proposition P Requirements, to the
extent permitted by law, one-twentieth of one percent (0.05%) of the gross proceeds of the
Bonds (excluding the Refunding Bonds) shall be deposited in a fund established by the |
Controllefs Office and appropriated by the Board at the direction of the Public Utilities

Mayor Lee
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Revenue Bond Oversight Committee established by Proposition P Requirements to cover the
costs of said committee. ,

Section 6. General Authority. The Controller of the City, the Treasurer of the City, the
City Attorney, and all other appropriate officers, employees, representatives ahd agents of the
City, the Commission, and all other appropriate officers, employees,.representatives and
agents of the Commission are hereby authorized and directed to do everything necessary or
desirable to provide for the issuance and sale of and security for the Bonds, including, but not
limited to, approval of one or more Preliminary Official Statements and one or more Official
Statements for the Refunding Bonds and the New Money Bonds, and executing and
delivering such other certificates and other documents as they may deem necessary or
advisable, including without limitation any custody agreements or filing agent agreements

required by the Trustée.

APPROVED AS TO FOR
DENNIS RRERA City Attorney

\/MARPTE) BLAKE/
Deputy City Attorney

Mayor Edwin M. Lee 7
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. BUDGET AND FINANCE COMMITTEE MEETING DECEMBER 5, 2012

Item 9 " | Department: Public Utilities Commission (PUC)
File 12-1127 : '

: Legislative Objective
The proposed resolution would (a) approve San Francisco Public Utilities Commission’s
(PUC) issuance of Wastewater Revenue Bonds in a total not-to-exceed amount of
$670,000,000, including (1) $250,000,000 to refund outstanding Wastewater Revenue Bonds -
pursuant to the Charter of the City and California Government Code Sections 53580 et seq.,
and (2) $420,000,000 to finance various capital projects under the PUC Sewer System
Improvement Program (SSIP), (b) affirming covenants contained in the indenture pursuant to
which the Wastewater Revenue Bonds are issued; and (c) related matters.

Key Points

e The PUC’s Wastewater Annual Capital Improvement Program (CIP) identifies and |

" prioritizes capital and renewal and replacement needs. The Wastewater Enterprise is now in

the process of completing the $386.3 million CIP and is in the beginning stages of the $6.9
billion Sewer System Improvement Program (SSIP).

e The Board of Supervisors has previously authorized the PUC to issue up to $820,566,235 in
Wastewater Revenue Bonds. However, the Wastewater Revenue Bond issuance in the
proposed resolution would be the first such issuance under this authority. ‘

e The proposed resolution would authorize the issuance -of up to $250,000,000 in Wastewater
Revenue Refunding Bonds (“2013A Refunding Bonds”), which the PUC would use to
refinance outstanding Wastewater Revenue Bonds and State Revolving Fund loans at a
lower interest rate, generating an estimated a net total present value savings of $30,470,560.

e The proposed resolution would also authorize the issuance of up to $420,000,000 in
Wastewater Revenue Bonds (“2013B New Money Bonds™), which the PUC would use for
the purpose of financing or refinancing, through the retiring of commercial paper, various
CIP and SSIP projects.

: Fiscal Impact

e The PUC estimates that the debt service for 2013A Refunding Bonds would total an
- estimated $222,873,102 over a 13-year period, including $192,215,000 in principal and
$30,658,102 in interest. This new debt service would reduce the average single-family’s
residential wastewater bill by $0.60 per month over the repayment period. The PUC would
fully repay the 2013 A Refunding Bonds in FY 2025-26.

e Debt service for the up to $420,000,000 Wastewater Revenue Bonds issuance would total an
estimated $750,909,805 over 30 years, including $355,060,000 in principal and
$395,849,805 in interest. The PUC estimates the average annual debt service for the |
Refunding Bonds would be $25,156,875 per year for 30 years. According to Mr. Brown,

'2013B New Money Bonds would increase the average single-family’s residential
wastewater bill by $5.03 per month over the 30-year repayment period. These projected
costs are already assumed in adopted sewer rates through FY 2013-14 and projected rates
included in the PUC’s 10-Year Financial Plan.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING DECEMBER 5, 2012

e The PUC has proposed delaying repayment of the principal on the 2013B New Money
Bonds for the first 10 years of the repayment period, paying only the interest. The purpose
of this repayment structure is to create smaller, stabilized rate increases for San Francisco
‘residential and commercial ratepayers through the SSIP period financing period. According
to the PUC’s financial analyst, delaying repayment of the principal on the 2013B New

. Money Bonds will result in an additional total cost of approximately $58 million over the
30-year life of the bonds, saving the average single-family’s residential wastewater bill

~ $0.71 per month in the first 10 years of bond repayment, but costing $1.03 per month more
in the final 18 years of repayment.

Recommendation

e Approve the issuance of the $250,000,000 2013A Refunding Bonds, affirming covenants
contained in the indenture pursuant to which the Water Revenue Bonds are issued, and
related matters.

e Because the $420,000,000 proposed 2013B New Money Bond repayment structure
stabilizes wastewater utility rates while increasing the overall debt service, approval of the
2013B New Money Bond issuance is a policy matter for the Board of Supervisors.

MANDATE STATEMENT & BACKGROUND

Mandate Statement

Under Section 9.109 of the City Charter and California Government Code Sections 53580 et
seq., the Board of Supervisors is authorized to approve the issuance of bonds for the purpose of
refunding any outstanding revenue bonds without voter approval, provided that such refundmg is
expected to result in net debt service savings to the City on a present value basis.

Under San Francisco Charter Section 8B.124 '(Proposition E, November 5, 2002), the PUC is
authorized to issue revenue bonds, including notes, commercial paper or other forms of
indebtedness for the purpose of reconstructing, replacing, expanding, repairing or improving
water facilities or clean water facilities, subject to approval by two-thirds of the Board of
Supervisors. The Board of Supervisors authority to authorize an issuance of debt under Charter
Section 8B.124 is subject to (a) cettification from an independent engineer that (i) the projects to
be financed by such debt meet utility standards and (ii) estimated net revenue will be sufficierit to
meet - operating, - maintenance, debt service coverage and other indenture or resolution
requirements, and (b) certification by the San Francisco Planning Départment that facilities
under the PUC’s jurisdiction that are to be funded by the debt will comply with the California
Environmental Quality Act (CEQA). '

Background

The PUC’s Wastewater Enterprise is responsible for the operations, maintenance, capital
improvements and repair/replacement of the following wastewater facilities and assets:

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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e Four Water Pollution Control Plants including: Southeast Treatment Plant, Oceanside
Treatment Plant, North Point Wet-Weather Facility, and Treasure Island Treatment Plant;

e 27 Pump Stations in San Francisco and 29 on Treasure Island,;
 Eight Transport/Storage Facilities for combined sewage;
K Three Bay/Ocean Outfalls off of San Francisco;
e One Outfall off cf Treasure Island;
e 36 combihed Sewer Discharge Structure;
e 50 stormwater outfalls on Trcasure and Yerba Buena Islands;
o 993 miles of Sewers, Tunnels, and Force Mains; and
o The Soﬁtheast Community Facility.

The PUC’s Wastewater Annual Capital Improvement Program (CIP) identifies and prioritizes
capital and renewal and replacement needs. The CIP also includes the development of
Wastewater Enterprise asset management objectives, standards, policies, and procedures. The
Wastewater Enterprise is now in the process of completing the $386.3 million CIP and is in the
beginning stages of the Sewer System Improvement Program (SSIP), which will be constructed
from 2011 through 2040 at an estimated cost of $6.9 billion

As is noted in the Mandate Statement section above, on November 5, 2002, San Francisco voters

approved Proposition E, authorizing the PUC. to issue revenue bonds and other forms of

- financing for water and clean water facilities and services, subject to approval by two-thirds of

the Board of Supervisors. The Wastewater Revenue Bond debt is financed from sewer fees -
charged by the PUC to San Francisco’s residents and businesses.

The Board of Supervisors approval of appropriation and bond issuance legislation related to the
proposed resolution is summarized in Table 1, below. As shown in Table 1 above, the Board of
Supervisors . has previously authorized the PUC to issue up to $820,566,235 in Wastewater
Revenue Bonds. However, according to Mr. Mike Brown, Capital Finance Analyst for the PUC,
the wastewater bond issuance proposed in the subJect resolution would be the first such issuance
under this authorlty

Furthermore, to date the SFPUC has been able to take advantage of its $300 million Wastewater
Commercial Paper program to provide interim financing at an average financing cost of
approximately 1% per year. That program will continue, but refunding of the Wastewater
Commercial Paper is now needed to provide encumbrance capacity for other approved and
approprlated sewer pI'OJeCtS

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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-Table 1. Relevant Wastewater Capital Improvement Program and Sewer System
Improvement Program Appropriation and Debt Issuance Legislation Previously Approved
by the Board of Supervisors

Item No. | Approval * Summary of Board Action : Amdunt

Date
Appropriation Authority
g Appropriation of $348,064,054 to fund wastewater
19 0339 | 4/27/2010 capital improvements in FY 2010-11 and FY 2011-12 $207,756,235
11-0284 3/29/2011 Approval of the City’s Ten Year Capital Expenditure N/A

Plan, including PUC Wastewater Capital Projects

_ Approved Citywide Consolidated Budget and Annual ‘
11-0626 7/26/2011 | Appropriation Ordinance, including $30,000,000 for 30,000,000
bond-funded wastewater capital improvements.

1'2_0 428 | 6/12/2012 | Appropriation of $587,756,000 to fund wastewater

capital improvements in FY 2012-13 and FY 2013-14 587,756,000
Total Appropriation Authority $915,512,235
Bond Issuance Authority
Authorization for the PUC to issue $297;756,235 in .
10-0340 4/27/2010 | Wastewater Revenue Bonds for wastewater capital $297,756,235
. improvements.
o * | Authorization for the PUC to issue $522,810,000 in
12-0469 6/12/2012 | Wastewater Revenue Bonds for wastewater capital 522,810,000
improvements.
Total Revenue Bond Issuance Authority : $820,566,235

DETAILS OF PROPOSED LEGISLATION

The proposed resolution would (a) approve San Francisco Public Utilities Commission’s (PUC)
issuance of Wastewater Revenue Bonds in a total not-to-exceed amount of up to $670,000,000, -
including (1) up to $250,000,000 to refund outstanding Wastewater Revenue Bonds pursuant to
the Charter of the City and California Government Code Sections 53580 et seq., and (2) up to
$420,000,000 to finance various capital projects under the PUC Capital Improvement Program
(CIP) and Sewer System Improvement Program (SSIP), (b) affirming covenants contained in the
indenture pursuant to which the Wastewater Revenue Bonds are issued; and (c) related matters.

The proposed resolution would authorize the issuance of up to $250,000,000 in Wastewater

Revenue Refunding Bonds (“2013 A Refunding Bonds™), which the PUC would use to refinance

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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(refund) outstanding Wastewater Revenue Bonds and State Revolving Fund loans' at a lower
interest rate, generating savings. Any issuance of Wastewater Revenue Refunding Bonds would
need to meet the City’s minimum refunding bond standards of 3% savings at the time of sale. At
this time, the PUC’s objective is to use Wastewater Revenue Refunding Bonds to refinance the
PUC’s outstanding Series 2003A Wastewater Revenue Bonds and State Revolving Fund loans,
in an amount totaling up to $250,000,000, including costs of issuance. The PUC estimates it will
be able to achieve more than the 3% required savings by refunding the Series 2003A Wastewater
Revenue Bonds and State Revolving Fund loans, as discussed in the Fiscal Impacts section
below.

The proposed resolution would also authorize the issuance of up to $420,000,000 in Wastewater
Revenue Bonds, which the PUC would use for the purpose of financing or refinancing, through
the retiring of commercial paper, various CIP and SSIP projects. These capital projects were
previously approved by the Board of Supervisors under the four pieces of appropriation
authorization shown in Table 1 above (Files 10-0339, 11-0284, 11-0626, and 12- 0428) A list of
the individual pro_lects and costs is shown in Attachment I to this report.

As is noted in the Mandate Statement section above, the Board of Supervisors authority to
authorize an issuance of debt under Charter Section 8B.124 is subject to (A) certification from an
independent engineer that (i) the projects to be financed by such debt meet utility standards and
(ii) estimated net revenue will be sufficient to meet operating, maintenance, debt service
coverage and other indenture or resolution requirements, and (B) certification by the San
Francisco Planning Department that facilities under the PUC’s jurisdiction that are to be funded
by the bonds will comply with the California Environmental Quality Act (CEQA). According to
Mr. Brown, these documents will have been filed with the Clerk of the Board prior to the
December 5, 2012 Board of Supervisors Budget and Finance Committee meeting.

FISCAL IMPACTS

The proposed resolution would approve San Francisco Public Utilities Commission’s (PUC)
issuance of Wastewater Revenue Bonds in a total not-to-exceed amount of up to $670,000,000,
including (a) up to $250,000,000 in Wastewater Revenue Refunding Bonds (“2013A Refunding
Bonds) and (b) up to $420,000,000 in new Wastewater Revenue Bonds (“2013B New Money
Bonds™).

Series 2013A Refunding Bonds

The 2013A Refunding Bonds would enable the PUC to refund up to $250,000,000 of
Wastewater Revenue Bonds and State Revolving Fund loans, including bond issuance and
related costs, if market rates were favorable to such an exchange. According to PUC Deputy
Chief Financial Officer Mr. Charles Perl, the PUC estimates that the refunding of the outstanding
2003A Bonds would allow for an average annual debt service savings of $2,980,047, and a net

! The PUC used State Revolving Fund loans to finance various capital projects benefiting the Wastewater
Enterprise. o
SAN FRANCISCO BOARD OF SUPERVISORS ’ BUDGET AND LEGISLATIVE ANALYST
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total present value savings of $30,470,560, as shown in Attachment II. Although the PUC’s
estimates are based on a borrowing cost of 5.0%, according to Mr. Perl, the PUC estimates that
its borrowing cost will be closer to 2.0% on the Series 2013A Refunding Bonds. ‘

As is shown in Attachment II, the PUC estimates that the debt service for 2013A Refunding
Bonds would total an estimated $222,873,102 over a 13 year period, including $192,215,000 in
principal and $30,658,102 in interest. According to Mr. Brown, this new debt service would
reduce the average single-family’s residential wastewater bill by $0.60 per month over the
repayment period. The PUC would fully repay the 2013A Refunding Bonds in FY 2025-26.

Series 20.13B New Money Bonds

The PUC proposes to sell up to $420,000,000 in 2013B New Money Bonds in mid-to late . -
January 2013, after the sale of the 2013A Refunding Bonds. Proceeds from the 2013B. New
Money Bond sale would be used to fund in Wastewater Capital Projects previously approved by
the Board of Supervisors (Files 10-0339, 11-0284, 11-0626, and 12-0428), plus bond issuance
and related costs. The proceeds will also be used to reimburse the PUC’s Wastewater Enterprise -
for allowable expenditures as authorized by the Reimbursement Resolution approved by the PUC
Commission on August 28, 2012. Although the PUC’s estimates are based on a borrowing cost
of 5.0%, according to Mr. Perl, the PUC estimates that its borrowing cost will be closer to 4.0%
on the Series 2013B New Money Bonds.

As is shown in Attachment III, debt service for the up to $420,000,000 Wastewater Revenue
Bonds issuance would total an estimated $750,909,805 over 30 years, including $355,060,000 in
principal and $395,849,805 in interest. The PUC estimates the average annual debt service for
the Refunding Bonds would be $24,222,897 per year for 30 years. According to Mr. Brown, the
2013B New Money Bonds would increase the average single-family’s residential wastewater bill
by $5.03 per month over the 30-year repayment period.

Pfoposed Delay in Repayment of Principal for 10 Years

The PUC has proposed that the 2013B New Money Bonds would be structured in such a way
that reduces the initial impact on ratepayers, but that will ultimately cost more over the 30-year
borrowing period. As is shown in the “Principal” column in Attachment III, the PUC has
proposed delaying repayment of the principal for the first 10 full years of the Bonds, paying only
the interest on the 2013B New Money Bonds until 2024, rather than beginning to repaying the
principal immediately. As a result, gross debt service for the first 10 full years of repayment of
the 2013B New Money Bonds would be $17,553,700, increasing to more than $27,000,000, on
average, from 2024 to 2041, and increasing again to $41,394,625 in 2042 and 2043, the final two
years of repayment. Additional discussion of the structure of the 2013B New Money Bonds is
considered in the Policy Considerations section, below. '

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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Debt Service Reserve Fund Savings

According to Mr. Perl, refunding all of the PUC’s outstanding 2003A Bonds will legally allow
the PUC to re-calibrate the debt service reserve fund (DSRF) requirement for all wastewater

“revenue bonds, which will provide ongoing savings to PUC ratepayers. The PUC’s financial
advisors have indicated that the PUC can issue the proposed 2013A Refunding Bonds and the
proposed 2013B New Money Bonds with zero DSRF, which would result in an estimated
savings of $13,500,000, including approximately $1,600,000 of the $30,470,560 estimated -
savings from the 2013A Refunding Bonds, and an additional $11,900,000 in savings for the
proposed 2013B New Money Bonds. ' :

POLICY CONSIDERATION

As Proposed, the PUC Would Not Begin Paying Down the Principal on the
$420,000,000 2013B New Money Bonds Until the 11" Year of Repayment

- As is noted above and shown in Attachment III, the PUC has proposed that the 2013B New
Money Bonds would be structured in such a way that reduces the initial impact on residential and
commercial ratepayers, but that will ultimately cost more over the 30-year borrowing period. As
is shown in the “Principal” column in Attachment III, the PUC has proposed delaying repayment
of the principal for the first 10 full years of the Bonds, paying only the interest on the 2013B
New Money Bonds until 2024, rather than beginning to repay the principal immediately. By

- delaying repayment of the principal, the 2013B New Money Bonds will incur more interest
expense over the lifetime of repayment. According to the PUC’s financial analyst, delaying
repayment of the principal on the 2013B New Money Bonds will result in an additional total cost
of approximately $58 million over the 30-year life of the bonds, saving the average single-
family’s residential wastewater bill $0.71 per month in the first 10 years of bond repayment, but
costing $1.03 per month more in the final 18 years of repayment, than repaying the principal
immediately. '

Mr. Brown providéd the following explanation for the 2013B New Money Bond repayment
structure: : ' '

“To minimize pressure on Wastewater ratepayers, the SFPUC is recommending that the 2013B bonds
be structured so that principal repayment begins after year 10 when there’s a falling off of overall
debt service. Deferring principal will result in more level overall debt service going forward.
Although this will result in a higher TIC (true interest cost)for the 2013B Bonds due to the back
Joading of principal in the later years where interest rates are higher, given the very low interest rate
environment, this would be a prudent time to execute this capital financing strategy. This is
commonly done by other utilities for the financing of their large, long-term capital programs, and was
done for the same reason by the SFPUC’s Water Enterprise in the recently-issued 2012A and 2012B
Water Bonds.

“The Wastewater Enterprise is about to embark on a large capital improvement program - Phase 1 of
the Sewer System Improvement Program (SSIP) is $2.7B alone. Leveling the Enterprise’s overall

SAN FRANCISCO BOARD OF SUPERVISORS " BUDGET AND LEGISLATIVE ANALYST
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debt profile allows for predictable and smaller rate increases through the SSIP financing period, and
provides generational rate relief to future ratepayers who will also be asked to pay for these long-life
capital assets.” .-

Because the City’s proposéd 2013B New Money Bond repayment structure stabilizes wastewater
utility rates while increasing the overall debt service, approval of the proposed resolution is a
policy matter for the Board of Supervisors.

RECOMMENDATION |

1. Approve the issuance of the $250,000,000 2013A Refunding Bonds, affirming covenants
_contained in the indenture pursuant to which the Water Revenue Bonds are issued, and
related matters. : ‘
2. Because the proposed $420,000,000 2013B New Money Bond repayment structure stabilizes
wastewater utility rates while increasing the overall debt service, approval of the 2013B New
Money Bond issuance is a policy matter for the Board of Supervisors.

SAN FRANCISCO BOARD OF SUPERVISORS ' _ BUDGET AND LEGISLATIVE ANALYST
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Fiscal Year 2010-11

ICIP CENMSCIC23 SUNNYDALE SEWER IMPROVEMENTS $7,000,000
Icip CENMSCIC31 SEWPCP 620 & 680 DIGESTER COMPRESSOR . 180,000
ICIP CENMSCIC34 FOLSOM ST SEWER REPLACEMENT 70,000
ICIP CENMSCIC36 WWE FACILITY SECURITY/EMERGENCY RESPONSE ) 3,750,000
ICIP CENMSCIC37 WWE FACILITY RELIABLILITY IMPROVEMENTS 11,609,200
ICIp CENMSCIC38 SEP SOLIDS HANDLING IMPROVEMENTS 2,625,000
icip - CENMSCIC39 OCEANSIDE SOLIDS HANDLING IMPROVEMENTS 11,671,815
ICIP CENMSCIC40 MARIPOSA/NORTHSHORE RELIABILITY ’ 5,904,100
ICIP CENMSCIC42 SWOO STABILIZATION EMERGENCY WORK -215,000
ICIP CENMSCIC43 RICHMOND DRAINAGE PH. 2- 465,000
ICIp CENMSCIC44 CESAR CHAVEZ PH. 2 100,000
ICiP CENMSCIC48 CHANNEL PUMP STATION PH. 3 5,405,385
ICIP CENMSCICS0 AS-NEEDED SEWER REPLACEMENT CONTRACT #1 ’ 3,116,012
ICIP CENMSCICS1 SPOT SEWER REPAIR CONTRACT #25 - 4,310,000
ICIp CENMSCIC53 DOWNTOWN DISTRICT SEWER REPAIR 840,000
ICIP CENMSCICS55 CHURCH ST/DUBOCE SEWER REPLACEMENT 1,035,000
ICIP CENMSCIC56 POWELL/MASON SEWER REPLACEMENT 510,000
ICIP CENMSCICS7 SEWER STAFF FACILITY IMPROVEMENTS . 376,400
[w] 4 CENMSCIC58 VACTOR WASTE STAGING AREA 198,600
ICIP CENMSCIC59 SPOT SEWER REPAIR #26 .4,230,718
cip CENMSCICSR SEWER REPAIR (Sunnydale Sewer Improvement Project) 2,242,270
ICIP CENMSCICTF TREATMENT FACILITIES IMPROVEMENTS 9,367,500
oclip . CENMSCSPO6 CLEAN WATER MASTER PLAN 6,212,000
oclip CWP11001 TREASURE ISLAND CAPITAL IMPROVEMENTS ' 3,000,000
ssip CWWBAEO1 BIOFUEL ALTERNATIVE ENERGY PROJECT 2,560,000
sSSP CWWLIDOO LOW IMPACT DESIGN PROJECT 29,019
ssip N CWWLIDO1 LOW IMPACT DESIGN PROJECT. 1,970,981
R&R . CWWRNRCS04  VARIOUS SEWER LOCATIONS #1 468,000
R&R CWWRNRCS22  BAKER/BLAKE/COOK-SEWER REPAIR/CPFRNR - 277,000
R&R CWWRNRCS23  AUBURN ST SEWER REPLACEMENT 170,300
R&R . CWWRNRCS25  215T/23RD/24TH-HAMPSHIRE/YORK 2,762,000
* R&R CWWRNRCS26  BALBOA ST SEWER REPLACEMENT . - 340,000
R&R CWWRNRCS27  SOMA ALLEY SEWER IMPROVEMENTS ) 238,000
R&R CWWRNRCS28  18TH ST EMERGENCY SEWER REPAIR 839,000
R&R - CWWRNRCS29 BUCHANAN/PIERCE/FILBERT/ 2,047,182
MARINA
R&R CWWRNRCS30  VARIOUS LOCATIONS SEWER REPL#3 1,685,518
R&R CWWRNRCS31  POST ST EMERGENCY SEWER REPAIR 680,000
.R&R CWWRNRCOIOL OUTFALL INSPECTION/RECEIVING WATER ' 3,192,000
ssip CWWSIPPLO1 PROGRAM MANAGEMENT . 5,413,000
Fiscal Year 2010-11 Subtotal ’ $107,106,000
Fiscal Year 2011-12 )
ICIP CENMSCICSR SEWER REPAIR $37,261,000
ICIp CENMSCICTF TREATMENT FACILITIES IMPROVEMENTS 52,050,000
OCIP CWP11001 TREASURE ISLAND CAPITAL IMPROVEMENTS ’ 3,000,000
sSSP CWWBAEOCO BIOFUEL ALTERNATIVE ENERGY PROGRAM 2,000,000
SSIP CWWLIDOO LOW IMPACT DESIGN PROJECT 1,500,000
R&R CWWRNRCS00 WWE RNR COLLECTION SYSTEM 7,445,550
ocIp CWWRNROIO1 ~ OUTFALL INSPECTION/RECEIVING WATER 3,500,000
ssie CWWSIPCTO0 CENTRAL BAYSIDE SYSTEM IMPROVEMENTS 15,000,000
SSIP . CWWSIPDPOO BIOSOLIDS/DIGESTER PROJECT BUDGET 13,000,000
ssip CWWSIPNCOO NORTHSHORE TO CHANNEL FORCE MAIN 15,000,000
Ssie CWWSIPPLOO SSIP PLANNING PROJECT 8,300,000
ssip . CWWSIPPSO0 BAYSIDE & WESTSIDE PUMP STATIONS 1,020,000
SSIP CWWSIPRBOO RICHMOND BASIN IMPROVEMENTS 1,000,000
SSip CWWSIPUWOD  URBAN WATERSHED ASSESSMENT PROJECT 4,000,000
Fiscal Year 2011-12 Subtotal . . $164,076,550

Fiscal Year 2012-13

oclIp CWWFAC-01 WWE COLLECTION SYSTEM DIVISION FACILITIES CONSOLIDATION $ 20,000,000
ocCip CWWFAC-02 SECF IMPROVEMENTS $ 2,500,000
SSIP . CWWSIPPRPC $S1P PROGRAM WIDE PROGRAM MANAGEMENT $ 9,000,000
R&R CV\(WRNRCSCA WWE R&R COLLECTION SYSTEM COND ASSESSMENT S 3,000,000
R&R CWWRNRCSSR  WWE R&R COLLECTION SYSTEM SEWER IMPRVMNTS S 40,323,000
R&R CWWRNRCSSS  WWE R&R COLLECTION SYSTEM SPOT SEWER RPR $ 8,000,000
R&R CWWRNRTFOO  WWE R&R TREATMENT PLANT IMPROVEMENTS $ 8,595,000

Fiscal Year 2012-13 Subtotal ’ $ 91,418,000
PROJECT COST SUBTOTAL - $362,600,550
Estimated Issuance Costs $57,399,450
COMBINED TOTAL ) $420,000,000
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San Francisco Public Utilities Commission
Wastewater Revenue Bonds, 2013 Series A& B
Summary of Debt Service and Savings by Fiscal Year

Series 2013B, New Money

ATTACHMENT Il

Gross Debt Capitalized

Principal Interest Service Interest Net Debt Service

Fiscal (No DSRF (No DSRF (No DSRF {No DSRF (No DSRF

Year Scenario) Scenario) Scenario) Scenario) Scenario)

6/30/2013 - % 2,633,055 § 2,633,055 $ 2,633,055 -

6/30/2014 - 17,553,700 17,553,700 17,553,700 -

6/30/2015 - 17,553,700 17,553,700 17,553,700 -
6/30/2016 - 17,553,700 17,553,700 8,776,850 $ 8,776,850
6/30/2017 - 17,553,700 17,553,700 17,553,700
6/30/2018 - 17,553,700 17,553,700 17,553,700
6/30/2019 - 17,553,700 17,553,700 17,553,700
6/30/2020 - 17,553,700 17,553,700 17,553,700
6/30/2021 - 17,553,700 17,553,700 17,553,700
6/30/2022 - 17,553,700 17,553,700 17,553,700
6/30/2023 - - 17,553,700 17,553,700 17,553,700
- 6/30/2024  $ 9,770,000 17,358,300 27,128,300 27,128,300

6/30/2025 10,160,000 16,959,700 - 27,119,700 27,119,700

6/30/2026 9,995,000 16,506,625 26,501,625 26,501,625
6/30/2027 11,305,000 15,974,125 27,279,125 27,279,125
6/30/2028 11,885,000 15,394,375 27,279,375 27,279,375
- 6/30/2029 12,495,000 14,784,875 27,279,875 27,279,875
6/30/2030 13,135,000 . 14,144,125 27,279,125 27,279,125
6/30/2031 13,810,000 13,470,500 27,280,500 27,280,500
6/30/2032 14,520,000 12,762,250 27,282,250 27,282,250
6/30/2033 15,265,000 12,017,625 27,282,625 27,282,625
6/30/2034 16,050,000 11,234,750 . 27,284,750 27,284,750
6/30/2035 . 16,870,000 10,411,750 27,281,750 27,281,750
6/30/2036 17,730,000 9,546,750 27,276,750 27,276,750
6/30/2037 18,640,000 8,637,500 27,277,500 27,277,500
6/30/2038 19,600,000 7,681,500 - 27,281,500 27,281,500
6/30/2039 20,600,000 6,676,500 1 27,276,500 27,276,500
6/30/2040 21,660,000 5,620,000 27,280,000 27,280,000
6/30/2041 22,770,000 4,509,250 27,279,250 27,279,250
6/30/2042 38,415,000 2,979,625 =~ 41,394,625 41,394,625
6/30/2043 40,385,000 1,009,625 41,394,625 41,394,625
Total $ 355,060,000 $ 395849805 $ 750,909,805 $ 46,517,305  $ 704,392,500

Average Annual Debt Service $ 24,222,897

$ 25156,875
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Public Utilities Commission

City and County of San Francisco

'DEPARTMENT Financial Services AGENDA NO. .10

MEETING DATE November 13, 2012

‘Wastewater Bond Sale Authorization: Regular Calendar
Project Manager: Charles Perl

Authorize the Issuance of Refunding Wastewater Revenue Bonds of up to $250.000,000 to

Refinance Wastewater Enterprise Revenue Bonds, Series 2003A and State Revolving

Fund Loans (SRF) to Achieve Ratepayer Savings, and the Issuance of up to $420,000,000

in new Wastewater Revenue Bonds under Proposition E to fund Wastewater_Capital

Projects

Summary of
Proposed
Commission
Action:

Discussion and possible action to authorize the issuance of up to $250,000,000 of
Refunding Wastewater Revenue Bonds to refinance outstanding Wastewater
Enterprise Revenue Bonds, Series 2003A and State Revolving Fund Loans (SRF),
to achieve ratepayer savings, and the issuance of up to $420,000,000 in New Money
Wastewater Revenue Bonds under Proposition E to fund previously authorized
Wastewater capital projects, in one or more series of bonds and subject to the further
approval of the Board of Supervisors; approving the form and authorizing the execution
and delivery of related documents; authorizing the General Manager to sell in one or
more series of bonds on either a competitive or negotiated basis, as the General
Manager determines is in the best financial interest of the San Francisco Public Utilities
Commission (SFPUC); delegating to the General Manager authorization to award each
series of bonds to the highest bidder (lowest cost); authorizing the General Manager to
submit a resolution to the Board of Supervisors authorizing the issuance of not-to-
exceed $420,000,000 aggregate principal amount of new money Wastewater Revenue
Bonds; provided the issuance of such Revenue Bonds shall be subject to the terms of
Proposition E (approved by the voters in November 2002).

Background:

Refunding Series 2013A- Bonds: The refunding bonds (the “2013A Bonds”) are
planned to be sold in January 2013, as the 2003A bonds are eligible for current
refunding as of January 1, 2013 and issued pursuant to San Francisco City Charter
Section 9.109 which authorizes the issuance of refunding bonds that generate savings.

Based on the current interest rate environment, a réfunding of the remaining outstanding

| 2003A Bonds and State Revolving Fund loans (SRF), with a total par amount not-to-

exceed $250,000,000, is projected to result in significant economic benefit to the
SFPUC’s retail ratepayers. A refunding of these bonds is projected to meet or exceed
the City Policy of at least 3% present value savings. Estimated present value savings

APPROVAL.:

COMMISSION
SECRETARY

Donna Hood




Execute Agreement: Author he Issuance of Wastewater Enterprise Refun , and New Money Revenue Bonds
Commission Meeting Date: Nhovember 13, 2012 .

based on current market conditions is 14% or $31M.

Another significant benefit to the issuance of the Series 2013A Refunding Bonds is that
by refunding all of the outstanding 2003 A Bonds, the SFPUC will have the flexibility of
re-calibrating the debt service reserve fund requirement to further provide current and
future savings to SFPUC ratepayers for all wastewater revenue bonds (including the
Series 2013A Refunding Bonds). Given the SFPUC’s strong credit rating and
‘performance, our financial advisors have indicated that the bond rating would not be
adversely affected by implementing a zero-based debt service reserve. Prevailing
market conditions and preferences indicate that the SFPUC can issue the Series 2013A
Refunding Bonds and, once in effect, the series 2013B New Money Bonds, with no debt
service reserve fund, which would represent a significant economic benefit to the
SFPUC and ratepayers. The savings resulting from implementing this on the 2013B
new money bonds on a present value basis is $11.9M alone. The savings on the 2013A
refunding bonds is $1.6M of the $31M present value savings previously noted.

New Money Series 2013B Bonds: The new money bonds (the “2013B Bonds™) are
planned to be sold in mid-to late January 2013, after the sale of the 2013A Refunding
Bonds, and will be used to fund previously approved Wastewater Capital Projects
budgeted in Fiscal Years 2010-11, 2011-12, and 2012-13. The proceeds will also be
used to reimburse the Enterprise for allowable expenditures as authorized by the
Reimbursement Resolution approved by the Commission on August 28, 2012.

.| The New Money bonds will be issued pursuant to Proposition E of 2002, approved by
the voters of the City and County of San Francisco on November 5, 2002, and codified |-
as Article VIIIB of the Charter of the City, which among other things, authorized the
San Francisco Public Utilities Commission of the City to issue revenue bonds when
authorized by ordinance approved by a two-thirds vote of the Board of Supervisors, for
the purpose of reconstructing, replacing, expanding, repairing or improving water
facilities or clean water facilities, or combinations of water and clean water facilities,
under the jurisdiction of the Commission. The Board of Supervisors previously
authorized the issuance of bonds under Proposition E through two ordinances with a
combined not-to-exceed amount of $820,566,235: Ordinance 93-10 approved on May 3,
2010 and Ordinance 115-12 approved on June 18, 2012.

Analysis of Financing Alternatives: SFPUC Finance staff analyzed the financing
requirements for the capital projects of the Wastewater Enterprise, as well as ways to
make the Wastewater Enterprise’s outstanding debt portfolio more cost-effective and
efficient. SFPUC staff have determined that both new money and refundirig bond
issuances at this time would be necessary and advantageous to meet contract award and
construction schedules as well as maximize ratepayer affordability by m1n1rmzmg
borrowing costs and generating significant savings through refundings.

SFPUC Finance staff continually conduct market analysis for funding of each
enterprise’s capital program, taking into consideration capital program funding needs
and timing, available financing alternatives, market conditions and impacts on our
ratepayers. For each financing, SFPUC Finance staff examine pay-as-you-go (revenue,
or cash, funding) versus debt financing, short-term versus long-term debt financing,
variable-rate versus fixed-rate debt financing, public versus private borrowing,
availability of State (SRF) loans, grants and other sources.




Execute Agreement: Authorize . Issuance of Wastewater Enterprlse Refundir 1d New Money Revenue Bonds
Commission Meeting Date: November 13, 2012 - .

SFPUC Finance staff have concluded, and recommend, that this phase of the
Wastewater Enterprise’s capital program should be primarily funded through revenue
bonds. Given the continuing historically low interest rate environment, this continues to
be an excellent time to lock in very low interest rates to fund projects, as well as lock in
refunding savings on outstanding bonds to benefit ratepayers.

Schedule: In order for the 2013B Bonds to be issued with no debt service reserve fund
requirement, the Series 2013 A Refunding Bonds need to be issued first. Consequently,

the plan of finance is to sell and close the Series 2013A Refunding Bonds in early-to-

mid January 2013, followed by a sale and closing of the 2013B New Money Bonds
approximately two weeks later, in mid-to-late January, 2013 .

| Bond Documents: The Commission is being asked to approve the form and authorize

the execution of documents relating to the bond sale. These documents are described
below.

1) Second and Third Supplemental Indentures — The Indenture is the bond document
providing both the legal structure and security for the bonds, including pledge of
revenues, covenants, default and remedy provisions, flow of funds (priority for use
of pledged revenues) and provisions to issue additional debt. The Supplemental
Indentures set forth the terms of each individual series of bonds, including
maturities, interest rates and terms of early redemption.

2) Official Statements (Preliminary/Final) — Primary disclosure document for bidders,
rating agencies, and investors regarding terms of bonds, security, risk factors,
financial and operating results and projections and background information. The
document is substantially final (except for certain pricing information and
projection updates that may occur prior to sale) and through this resolution the
General Manager is permitted to make such changes as are necessary to update the
document.

3) Official Notice of Sale — Document inviting bids, if sold on a competitive bid basis,
- and describing details of the bonds, including the method of delivering bids, the
date, time and place of bid opening, and the basis for determining the winning bid.

4) Notice of Intention to Sell ~ Brief document published up to 15 days prior to sale
date alerting prospective investors and bidders of sale.

5) Continuing Disclosure Certificate — Document containing commitments to
providing annual financial and operating data disclosure, and interim disclosure in
the event of certain enumerated events, for the benefit of bondholders.

6) Bond Purchase Contract — In the event that the bonds need to be sold on a
negotiated basis, the. document between the SFPUC and the undwerwriter(s)
providing the terms of the bond sale.

7) Escrow Agreement — Agreement used with bond reﬁmdiﬁgs to outline the role and
responsibility of the trustee to pay debt service on refunded bonds.

Result of -

Inaction:

A delay or denial in approving this agenda item will adversely impact the SFPUC’s
ability to realize sewer ratepayer savings through bond refundings and proceed with the
timely implementation of the Wastewater Enterprise’s Capital Program.
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Description of

Scope of Services:

SFPUC Finance staff has analyzed the capital requirements of the Wastewater
Enterprise, financing alternatives, and ways to achieve savings for ratepayer through the

-| refunding of outstanding bonds and loans, and determined that the issuance of refunding

and new money bonds at this time would be both necessary and advantageous to
maximize savings as well as meet anticipated contract award dates and construction
schedules, in a cost-effective manner to promote ratepayer affordability.

SFPUC Finance worked collaboratively with outside financial advisors, as well as the
City Attorney’s Office and outside bond and disclosure counsel, to develop all aspects
of the documents associated with the sale of water revenue bonds, including all
attachments. The individuals and firms working with the SFPUC on this financing are
as follows:

City Attorney of the City and County of San Francisco
Disclosure Counsel: Jones Hall, A Professional Law Corporation
Co-Bond Counsel: Sidley Austin LLP and Curls Bartling P.C.
Co-Financial Advisors: PRAG and Kitahata & Company
Trustee: U.S. Bank National Association |

Environmental
Review:

On February 28, 2012 the Environmental Review Officer issued a Certificate of the
City and County of San Francisco Planning Department granting authority for the
issuance of the debt to the Board of Supervisors. By issuance of the Certificate the
Environmental Review Officer has concluded the projects to be funded under this debt
either comply with applicable requirements of CEQA or are not considered to be
projects under CEQA at this time and will undergo CEQA review and compliance if
and when they are defined. Additional CEQA <Certification is being sought for
additional previously authorized projects and it will be completed and filed prior to
Board of Supervisor action.

Recommendation:

SFPUC staff recommends that the Commission adopt the attached resolution.

Attachments:

1) SFPUC Resolution — Bond Authorization

2) Form of Corresponding Board of Supervisors Resolution

3) Form of Preliminary Official Sfatement (POS)

4) Form of Second and Third Supplefnental Indentures

5) Form of Official Notice of Sale

6) Form of Notice of Intention to Sell

7) Form of Continuing Disclosure Certificate (see POS Appendix)
8) Form of Bond Purchase Agreement

9) Form of Escrow Agreement

10) Wastewater Bonds Presentation




PUBLIC UTILITIES COMMISSION
City and County of San Francisco

RESOLUTION NO. 12-0210

WHEREAS, pursuant to Section 9.109 of the Charter of the City and County of
~ San Francisco (the “City”) and California Government Code Sections 53580 et seq., the
Board of Supervisors of the City (the “Board™) is authorized to provide for the issuance
of bonds of the City for the purpose of refunding any revenue bonds of the City then
outstanding without voter approval, provided that such refunding is expected to result in
net debt service savings to the City on a present value basis; and,

WHEREAS, at a duly called and held eiection on November 5, 2002, a majority
of voters voting on the measure approved Proposition E (“Proposition E of 2002"),
codified as Article VIIIB of the Charter of the City, which, among other things,
authorized the San Francisco Public Utilities Commission (the “Commission™) of the
~ City to issue its revenue bonds, including notes, commercial paper or other forms of
indebtedness, when authorized by ordinance approved by a two-thirds vote of the Board,
for the purpose of reconstructing, replacing, expanding, repairing or improving water
facilities or clean water facilities, or combinations of water and clean water facilities
under the jurisdiction of the Commission; and, : :

WHEREAS, on March 30, 2010, the Board passed by a two-thirds vote its
Ordinance No. 68-10, signed by the Mayor of the City on April 8, 2010, approving the
issuance and sale of wastewater revenue bonds pursuant to Article VIIB of the Charter

of the City to finance various capital projects benefiting the Wastewater Enterpnse as

well as paying the costs of issuance and other incidental costs relating thereto, i an
aggregate pnnc1pal amount not to exceed $282,400, 000 and,

‘WHEREAS, on April 27, 2010, the Board passed by a two-thirds vote its
Ordinance No. 93-10, signed by the Mayor of the City on May 3, 2010, approving the
issuance and sale of wastewater revenue bonds pursuant to Article VIIIB of the Charter
of the City to finance various capital projects benefiting the Wastewater Enterprise, as
well as paying the costs of issuance and other incidental costs relating thereto, in an
aggregate principal amount not to exceed $297,756,235; and,

WHEREAS, the Commission has not previously issued any wastewater revenue
bonds pursuant to Ordinance No. 93-10, and an aggregate principal amount not to exceed
5297 756,235 remains authorized by the Board and unissued by the Commission; and,

WHEREAS, on June 8, 2010, pursuant to Ordinance No. 68-10 and Article VIIIB
of the Charter of the City, the Commission issued $47,050,000 Public Utilities
Commission of the City and County of San Francisco Wastewater Revenue Bonds, 2010
Series A and $192,515,000 Public Utilities Commission of the City and County of San
Francisco Wastewater Revenue Bonds, 2010 Series B (Federally Taxable ~ Build
America Bonds ~ Direct Payment); and, ' ‘



WHEREAS, on June 12, 2012, the Board passed by a two-thirds vote its
Ordinance No. 115-12, signed by the Mayor of the City on June 18, 2012, approving the .
issuance and sale of wastewater revenue bonds pursuant to Article VIIIB of the Charter
of the City to finance various capital projects benefiting the Wastewater Enterprise, as
well as paying the costs of issuance and other incidental costs relating thereto, in an
aggregate principal amount not to exceed $522,810,000; and,

WHEREAS, (he Commission has not previously issued any wastewater revenue
bonds pursuant to Ordinance No. 115-12, and an. aggregate principal amount not to
exceed $522,810,000 remains authorized by the Board and unissued by the Commission;

and,

WHEREAS, the Board, at the request of the Commission, will consider a
resolution on and after the date hereof, to authorize (i) the issuance of not to exceed
$250,000,000 aggregate principal amount of wastewater revenue bonds for the purpose of
refunding outstanding wastewater  revente bonds (including certain outstanding State
Revolving Fund loans used to finance various capital projects benefiting the Wastewater
Enterprise), pursuant to Section 9.109 of the Charter of the City and California
Government Code Sections 53580 et seq., and (ii) the issuance of not to exceed
$420,000,000 aggregate principal amount of wastewater revenue bonds for the purpose of
financing or refinancing (through the retirement of commercial paper notes} various
capital projects benefiting the Wastewater Enterprise (including reimbursing the
Commission for certain capital costs previously paid with proceeds of wastewater
commercial paper notes or from other moneys), pursuant to Article VIIIB of the Charter
of the City and Ordinance No. 93-10 and Ordinance No. [15-12; and,

WHEREAS, under the authority granted or proposed to be granted under Section
9.109 of the Charter of the City and California Government Code Sections 53580 et seq.,
and Article VIIIB of the Charter of the City and by the ordinances and resolution
hereinabove mentioned, it is proposed that the Commission issue (i) one or more series of
wastewater revenue bonds, in an aggregate principal amount not to exceed $250,000,000,
fot the principal purpose of refunding outstanding wastewater revenue bonds (including
certain outstanding. State Revolving Fund loans used to finance various capital projects
benefiting the Wastewater Enterprise), (the “Refunding Bonds™), and (ii) one or more
series of wastewater revenue bonds, in an aggregate principal amount not to exceed
$420,000,000, for the principal purpose of financing or refinancing (through the
retirement of commercial paper notes) various capital projects benefiting the Wastewater
Enterprise (including reimbursing the Commission for certain capital costs previously
paid with the proceeds of wastewater commercial paper notes or other moneys) (the
“New Money Bonds” and together with the Refunding Bonds, the “Bonds™), all pursuant
to the Indenture, dated as of January 1, 2003 (as amended by the First Amendment to
Indenture, dated as of May 1, 2010, and as supplemented by the First Supplemental
Indenture dated as of May 1, 2010, the “Indenture”), by and between the Commission
and U.S. Bank National Association (formerly doing business as “U.S. Bank, N.A™), as
trustee (the “Trustee™), and one or more supplemental indentures as herein provided; and,



WHEREAS, each such refunding of the Commission’s outstanding wastewater
revenue bonds is proposed to be accomplished by depositing proceeds of the Refunding
Bonds and certain other amounts in an irrevocable escrow fund establishied and held in
trust by the trustee for the bonds to be refunded pursuant to an escrow agreement between

the Commission and said trustee (each, an “Escrow Agreement”), which moneys and the

investment income thereon are to be applied to pay the principal of and the interest and
redemption premium, if any, on the bonds to be refunded; and,

WHEREAS, it is proposed that such Bonds be issued as obligations the interest on
which is exempt from federal income tax pursuant to one or more supplemental

indentures, between the Cormmsslon and the Trustee (each, a “Supplemental Indenture’™);

and,

WHEREAS, it is proposed that such Bonds be sold in a competitive sale pursuant
to an official notice of sale (the “Official Notice of Sale”) and a notice-of intention to sell
bonds (the “Notice of Intention™), or a negotiated sale pursuant to a Bond Purchase
Contract (the “Bond Purchase Contract”™), or in some combmat:on of competxme and
negotiated sales; and,

WHEREAS, it is proposed that one or more official statements for the Refunding
Bonds and the New Money Bonds (each an “Official Statement™ and collectively the
“Official Statements”) be used in connection with the offering and sale of the Refunding
Bonds and the New Money Bonds from time to time; and,

WHEREAS, it is proposed that ‘a continuing disclosure certificate (the
“Continuing Disclosure Certificate”) be executed and delivered with respect to the Bonds
in order to assist the purchasers or underwriters thereof in complying with Securities and
Exchange Commission Rule 15¢2-12 (“Rule 15¢2-12"); and,

' WHEREAS, pursuant to Article' IX of the Indenture, the Indenture may be
amended from time to time upon the compliance with the terms and conditions provided

in said Article IX; and

WHEREAS, the voters of the City approved Proposition P in November 2002,
pursuant to which this resolution and the Bonds (excluding the Refunding Bonds) are
subject to the provisions of Section SA.30 et seq. (“Public Utilities Revenue Bond
Oversight Committee”) of Chapter V of the San Francisco Administrative Code (the
“Proposition P Requirements”), including the requirement that, to the extent permitted by
law, one-twentieth of one percent (0.05%) of the gross proceeds of the Bonds (excluding
the Refunding Bonds) shall be deposited in a fund established by the Office of the
Controlier of the City (the “Controller’s Office”) and appropriated by the Board at the
direction of the Public Utilities Revenue Bond Oversxght Committee to cover the costs of

said committee; and,

WHEREAS, the Commission haé been presented with and has examined the
proposed forms of a Supplemental Indenture for the Refunding Bonds, a Supplemental
Indenture for the New Money Bonds, an Official Notice of Sale, a Notice of Intention, a

i



Bond Purchase Contract, an Escrow Agreement, a Preliminary Official Statement for the
Refunding Bonds, a Preliminary Official Statement for the New Money Bonds and a

Continuing Disclosure Certificate; and,

WHEREAS, the Commission is duly authorized and empowered, pursuant to each
and every requirement of law, to authorize the foregoing transactions and issue the Bonds
and to authorize the publication, execution and delivery (as appropriate) of a
Supplemental Indenture for each series of Bonds, an Official Notice of Sale, a Notice of
Intention, .a Bond Purchase Contract, an Official Statement, an Escrow Agreement, a
-Continuing Disclosure Certificate and related documents for the purposes, in the manner
and upon the terms provided herein; and

WHEREAS, the Commission intends that interest on the Bonds used to finance or
refinance the cost of acquisition, construction and equipping of the projects be excludcd
from gross income for federal income tax purposes; and, .

WHEREAS, Section 1.150-2 of the United States Income Tax Regulations (the
“Treasury Regulations™) provides generally that proceeds of tax-exempt debt used to
reimburse an expenditure made prior to the issuance of such debt are treated as expended
only if certain procedures are followed, among which is a requirement that (with certain
exceptions), prior to the payment of any such expenditure, the issuer declares an intention

to reimburse such expenditure; and,

WHEREAS, on August 28, 2012, the Commission adopted Resolution No. 12-
0154, declaring its intention to reimburse expenditures made on and after the date of such
resolution (the “Expenditures™), in accordance with the Treasury Regulations (the

“Reimbursement Resolution™); and

v WHEREAS, Article VIIIB of the Charter of the City (Section 8B.124) allows for

the issuance of revenue bonds and other forms of indebtedness, subject to the provision
of certain certifications of an independent engineer retained by the Commission and
certain certifications by the San Francisco Planning Department, which certifications
make the findings and determinations set forth in Section 8B.124; and

‘WHEREAS, certificates intended to meet the requirements set forth in
Section 8B.124 will be presented for review by the Board (the “Certificates™), and the
Certificates will be filed with the Clerk of the Board and the Clerk of the Commission
prior to the issuance of the New Money Bonds; now, therefore be it

RESOLVED by the Public Utilities Commission of the City and COunty of San
Francisco, as follows;

Section 1. Issuance of the Bonds. The issuance of the Refunding Bonds, in one
or more series and on one or more dates, in an aggregate principal amount not to exceed
$250,000,000, is hereby authorized and approved by the Commission (subject to Board
approval), pursuant to Section 9.109 of the Charter of the City and California
Government Code Sections 53580 et seq., and subject to the limitations and conditions
provided herein. The Refunding Bonds may be issued for the purpose of: (a) refunding




the Commission’s outstanding wastewater revenue bonds (including certain outstanding

State Revolving Fund loans used to finance various capital projects benefiting the
Wastewater Enterprise), provided that such Refunding Bonds (i) satisfy the applicable
requirements of the Indenture and the City’s policies and procedures for refunding bonds,

and (ii) are authorized to be issued under Section 9.109 of the Charter and California -

Government Code Sections 53580 et seq. (including any related ordinances and
resolutions); and (b) paying costs of issuance of the Refunding Bonds. If determined to
be beneficial to the Commission by the General Manager, with the advice of Public
Resources Advisory Group and Kitahata & Company (the “Financial Advisors™), the
Refunding Bonds may also be issued for the secondary purposes of providing funds for
(y) the credit enhancement of any Refunding Bonds (including without limitation bond
insurance policies and/or reserve fund surety bonds or insurance policies), and (z) the
funding of debt service reserves for the Refunding Bonds, if any.

The issuance of the New Money Bonds, in one or more series and on one or more
dates, in an aggregate principal amount not to exceed $420,000,000, is hereby authorized
and approved by the Commission (subject to Board approval), pursuant to Article VIIIB
of the Charter of the City, Ordinance No. 93-10 and Ordinance No. 115-12 and subject to
the fimitations and conditions provided herein. The New Money Bonds may be issued -
for the purpose of (a) financing or refinancing (through the retirement of commercial
paper notes) various capital projects benefiting the Wastewater Enterprise (including
reimbursing the Commission for certain capital costs previously paid with the proceeds of
wasiewater commercial paper notes or other moneys), as may be determined by the
General Manager, (b) financing capitalized interest and (c) paying costs of issuance of the
New Money Bonds. If determined to be beneficial to the Commission by the General
Manager, with the advice of the Financial Advisors, the New Money Bonds may also be
issued for the secondary purposes of providing funds for (i) the credit enhancement of
any New Money Bonds (including without limitation bond insurance policies and/or
reserve fund surety bonds or insurance policies), and (ii) the funding of debt service

‘reserves for the New Money Bonds, if any.

The Bonds shall be issued in accordance with this resolution, the Indenture and the
‘Charter. The General Manager is hereby authorized and directed to determine the
aggregate principal amount of Bonds to be issued from time to time (subject to the
maximum amount and further limitations and conditions set forth herein) and to
determine the various titles and series designations of the Bonds. The Bonds may be
issued as tax-exempt bonds or taxable bonds, or any combination thereof. The forms of
the Bonds, in substantially the forms set forth in the forms of the Supplemental
Indentures presented to this meeting, are hereby approved. The General Manager of the
Commission is hereby authorized and directed to approve and to execute the Bonds by.
manual or facsimile signature, and the Secretary of the Commission is hereby authorized
and directed to attest, by manual or facsimile signature, with such changes, additions,
amendments or modifications thereto which they may approve with the advice of the City
Attorney, such approval to be conclusively evidenced by the execution and delivery of
the Bonds, subject to the limitations set forth in Section 2 hereof, '
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Section 2. Sale of the Bonds. The sale of the Bonds, in one or more series and on
one or more dates, is hereby authorized and approved by the Commission, subject to
Board approval pursuant to the Charter and (in the case of Refunding Bonds, California
Government Code Sections 53580 et seq.) and subject to the limitations and conditions
provided herein. The Commission hereby delegates to the General Manager the authority
to determine, with the advice of the Financial Advisors, whether to sell the Bonds from
time to time by negotiated sale or competitive sale, provided that the General Manager
shall not approve the sale of the Bonds on a negotiated basis until he determines, upon
consultation with the Financial Advisors, that (i) the sale of the Bonds through a
- negotiated process is likely to enhance the ability of the Commission to timely sell the

Bonds or to achieve a lower overall cost to the Commission, or both, and (ii) the
requirements of Section VIII of the Commission’s Debt Management Policies and
Procedures, as the same may have been amended and in effect at the time of such
~determination, have been satisfied. The interest rate or rates on the Bonds shall not
exceed twelve percent (12%) and the final maturity of any Bonds shall not be later than

40 years after the issue date thereof,

Section 3. Escrow Agreements. The proposed form of Escrow Agreement
submitted to this Commission, and the terms and conditions thereof, is hereby approved.
- In order to implement any refunding authorized herein, the General Manager or his

designee is hereby authorized to enter into one or more Escrow Agreements with the
trustee of the wastewater revenue bonds to be refunded, substantially in the form
presented to this meeting and on file with the Secretary of the Commission, with such
changes and additions as the General Manager may approve upon consultation with the
City Attomey, each such approval to be evidenced conclusively by the delivery to the
trustee of such Escrow Agreement. The Secretary of the Commission is directed to file a
copy of said form of Escrow Agreement with the minutes of this meeting,

Section 4. Disposition of Revenues: Rate Covenant. Section 5.01(c) of the
Indenture, which sets forth the disposition of Revenues (as defined in the Indenture)
applicable to the Bonds relating to the Wastewater Enterprise is hereby confirmed by the
Commission and the Commission further confirms, pledges and covenants with the
holders of the Bonds that the Revenues shall be appropriated and expended in the order
of priority set forth in Section 5.01(c) of the Indenture, as the same may be amended from
time to time. This Commission also declares that the Commission will comply with all of
the terms, provisions and covenants contained in the Indenture, as the same may be
amended from time to time, including the covenants to establish, fix, prescribe and
collect rates, fees and charges sufficient to enable the Commission to comply with the
terms, conditions and covenants of the Indenture. :

. Section 5. Supplemental Indentures. The proposed forms of Supplemental

Indentures for the Refunding Bonds and the New Money Bonds submitted to- this
Commission, and the terms and conditions thereof, are hereby approved. The General
Manager of the Commission or their designees are authorized and directed to execute and
delu er and the Secretary of the Commission or the designee thereof is authorized to attest
one or more Supplemental Indentures in such forms, with such additions thereto or
changes therein which they may approve with the advice of the City Attorney, such




approval to be conclusively evidenced by the execution and delivery of such
Supplemental Indentures. The Secretary of the Commission is directed to file a copy of
each form of Supplemental Indenture with the minutes of this meeting. Subject to the
further limitations hereof, the principal amount, date, maturity date or dates, maximum
interest rate or rates, series designation, interest payment dates, forms, registration
privileges, place or places of payment, terms of redemption, insurance provisions and
other terms of the Bonds shall be as provided in the Indenture.

Section 6. Preliminary Official Statements and Official Statements,  The
Preliminary Official Statement for the Refuniding Bonds (the “Refunding POS”) and the
Preliminary Official Statement for the New Money Bonds (the “New Money POS” and
together with the Refunding POS, the “Preliminary Official Statements”), in substantially
the forms submitted to the Commission, are hereby approved, and the General Manager
or the General Manager’s designee is hereby authorized to certify from time to time, for
and on behalf of the Commission, that each Preliminary Official Statement, with such
changes, additions and supplements as they may deem necessary or appropriate in the
interest of the Commission, in consultation with the City Attorney, is deemed final as of
its date, within the meaning of Rule 15¢2-12 (except for the omission of certain final
pricing, rating and related information as permitted by Rule 15¢2-12). The Refunding
POS and the New Money POS are hereby authorized to be used from time to time in
connection with the marketing of the Refunding Bonds and the New Money Bonds,
respectively, and the Official Notice of Sale for the Bonds, if apphcable In connection
with the sale of all or a portion of the Bonds, the General Manager is hereby authorized
and directed, for and on behalf of the Commission, to execute one or more Official
- Statements for such Bonds, in substantially the form of the Refunding POS and New
Money POS, as applicable, and to cause the delivery of such Official Statement to the
purchasers of the Refunding Bonds and the New Money Bonds, respectively.

Section 7. Competitive Sale; Official Notice of Sale. If the General Manager |

determines to sell all ot a portion of the Bonds by competitive sale from time to time, the
proposed form of Official Notice of Sale inviting bids for such Bonds, submitted to this
Commission, is hereby approved, and the Financial Advisors are hereby authorized and
directed to disseminate the Official Notice of Sale to prospective bidders in connection
with each sale of Bonds, with such additions, changes and corrections thereto as the
General Manager shall approve with the advice of the City Attomney, such approval to be
conclusively evidenced by the dissemination thereof to prospective bidders. In a
competitive sale, sealed proposals shall be received on such date or dates as shall be

selected and changed as necessary by the General Manager for the purpose of the sale of

the Bonds, in accordance with the terms and conditions of the applicable Official Notice
of Sale. In a competitive sale, the General Manager is hereby authorized to award the
Bonds to be sold to the highest responsible bidder, so long as such bid shall provide a true
interest cost to-the Commission of not to exceed twelve percent (12%) per annum, and
the price to be paid to the Commission for such series of Bonds shall not be less than the
par value thereof, less a total discount of not to exceed five percent (5%). If such true
inferest cost and price are acceptable to the General Manager and satisfy the foregoing
criteria, the General Manager is hereby authorized and directed to accept, on behalf of the
Commission, the best responsive bid for such series of Bonds. The Secretary of the



Comrmssxon is directed to ﬁle a copy of the proposed form of Official ’\Fonce of Sale
with the minutes of this meeting.

Sect.ion 8. Notice of Intention. The proposed form of Notice of Intention,
submitted to this Commission, is hereby approved. If the General Manager determines to
sell all or a portion of the Bonds by competitive sale, the General Manager is hereby
authorized and directed to cause a Notice of Intention, subject to such corrections,
revisions or additions as may be approved by the General Manager (such approval to be
conclusively evidenced by the publication thereof), to be published once at least ten (10)
days before the date of sale of the applicable series of Bonds in a newspaper of general
circulation in the City and the Commission’s service area, and in a publication generally
circulated throughout the state or reasonably expected to be disseminated among
prospective bidders for the Bonds. The Secretary of the Commission is directed to file a
copy of said form of Notice of Intention with the minutes of this meeting.

Section 9. Negotiated Sale; Bond Purchase Contract. If the General Manager

determines to sell all or a portion of the Bonds by negotiated sale from time to time
pursuant to the authority granted in Section 2 hereof, the General Manager is hereby
authorized to select and appoint one or more underwriters (each, an “Underwriter” and,
collectively, the - “Underwriters”) from the Commission’s or the City’s pool of
prequalified underwriters in accordance with the City’s policies and procedures with
respect thereto, subject to the limits on underwriter compensation set forth below, The
General Manager is hereby authorized and directed, for and on behalf of and in the name
of the Commission, to sell at one or more negotiated sales, Bonds in such aggregate
principal amount as the General Manager may determine, subject to the further
limitations and conditions hereof. The General Manager or his designee is hereby
authorized to enter into a Bond Purchase Contract with one or more of the Underwriters,
individually or collectively as the General Manager deems appropriate, substantially in
the form presented at this meeting and on file with the Secretary of the Commission, with
such changes and additions as the General Manager may approve upon consultation with
the City Attomney, such approval to be evidenced conclusively by the execution and
delivery of each such Bond Purchase Contract: provided, however, that the total
compensation to the Underwriters shall not exceed one percent (1%) of the par value of
the Bonds. Bonds sold in a negotiated sale shall be delivered to the Underwriters upon
payment of the purchase price agreed upon in the apphcable Bond Purchase Contract,
together with accrued interest, if any.

Sec:tlon-lO. Continuing Disclosure Certificate. The proposed form of Continuing
Disclosure Certificate for the Bonds, submitted to this Commission, is hereby approved.
The General Manager or the General Manager’s designee is hereby authorized and
directed to execute the Continuing Disclosure Certificate for the Bonds from time to time,
substantially in the form submitted to this Commission, with such additions, changes and
corrections thereto as the General Manager or the designee thereof shall approve with the
advice of the City Attorney, such approval to be conclusively evidenced by the execution
and delivery of such Continuing Disclosure Certificate. The Secretary of the
Commission is directed to file a copy of said form of Continuing Disclosure Certificate

with the minutes of this meeting,




Section 11. Proposition P. Pursuant to Proposmon P approved by the voters of
the City in November 2002, this resolution and the Bonds (excluding the Refunding
Bonds) are subject to, and incorporate by reference, the Proposition P Requirements.
Pursuant to the Proposition P Requirements, to the extent permitted by law, one-twentieth
of one percent (0.05%) of the gross proceeds of the Bonds (excluding the Refunding
Bonds) shall be deposited in a fund established by the Controller's Office and
appropriated by the Board at the direction of the Public Utilities Revenue Bond Oversight
Committee established by Proposition P Requirements to cover the costs of said

committee.

Section 12. Reimbursement. Pursuant to the Reimbursement Resolution, the
Commission has declared its intent to reimburse itself with the proceeds of the Bonds for
the Expenditures. The Commission reasonably expected on the date of the
Reimbursement Resolution that it will reimburse the Expenditures with the proceeds of
the Bonds. The declaration made in the Reimbursement Reso[utmn is consistent with the
intent evidenced in the Consolidated Budget.

Section 13. Expenditures. Each Expenditure was and will be either (a) of a type
properly chargeable to a capital account under general federal income tax principles
(determined in each case as of the date of the Expenditure), (b) a cost of issuance with
respect to the Bonds, (c) a nonrecurring item that is not customarily payable from current
revenues, or (d) a grant to a party that is not related to or an agent of the Commission so
long as such grant does not impose any obligation or condition (directly or indirectly) to
repay any amount to or for the benefit of the Commission. :

Section 14. Allocation. The Commission will make a reimbursement aflocation,
which is a written allocation by the Commission that evidences the Commission’s use of
proceeds of the Bonds to reimburse an Expenditure, no later than 18 months after the
later of the date on which an Expenditure is paid or the capital project to which the
‘Expenditure relates is placed in service or abandoned, but in no event more than-three
years after the date on which the Expenditure is paid. The Commission recognizes that
exceptions are available for certain “preliminary expenditures,” costs of issuance, certain
de minimis amounts, and expenditures for construction projects of at least 5. years.

Section 15. General Authority. The General Manager, the Deputy General
Manager and Chief Operating Officer and the Assistant General Manager, Business
‘Services and Chief Financial Officer, of the Commission and the officers of the City are
hereby authorized and directed, each acting alone, for and in the name and on behalf of
this Commission, to execute and deliver any and all documents, certificates and
representations, including, but not limited to, signature certificates, no-litigation
certificates, tax certificates, letters of representation relating to book-entry registration,
custody agreements, filing agent agreements, and certificates concerning the contents of
the Official Statements and the Preliminary Official Statements, to contract for municipal
bond insurance for all or a portion of the Bonds if determined by the General Manager,
with the advice of the Financial Advisors, to be beneficial to the Commission, to contract
for one or more surety bonds or insurance policies for the debt service reserves, if any,
for the Bonds if determined by the General Manager, with the advice of the Financial




Advisors, to be beneficial to the Commission, to do any and all things and take any and
all actions which may be necessary or advisable, in their discretion, to effectuate the
issuance and sale of the Bonds, the financing or refinancing of the capital projects
benefiting the Wastewater Enterprise, the refunding of outstanding wastewater revenue
bonds or commercial paper, and the other actions which the Commission has approved in
this resotution. The General Manager is authorized to delegate any of the responsibilities
or duties set forth in this resolution to the Deputy General Manager and Chief Operating
Officer or to the Assistant General Manager, Business Services and Chief Financial

Officer, of the Commission.

Section 16. Ratification. All actions heretofore taken by the officials, employees
and agents of the Commission with respect to the authorization, sale and issuance of the
Bonds are hereby approved, confirmed and ratified.

Section 17. Effective Date. This resolution shall take effect from and after its
adoption. ' :



PASSED AND ADOPTED on NGl 1ber | 5 2012, by the following vote:

7 AYES: 3
NOES: (j

ABSENT: A zz .

President of the Public Utilities Commission
of the City and County of San Francisco

Attest:

of the City and County of San Francisco

APPROVED AS TO FORM:
DENNIS J. HERRERA, City Attomey

By:

Mark D. Blake
Deputy City Attorney




CERTIFICATE OF SECRETARY

I, Donna Hood, Secretary of the Public Utilities Commission of the City and County of
San Francisco, hereby certify that the foregoing is a full, true and correct copy of Resolution No.
PA- G2 duly adopted at the regular meeting of the Public Utilities Commission, duly and

regularly heldon i~ 13 . 2012, of which meeting all of the members of said

Commission had due notice.

I further certify that at least 72 hours prior to such meeting I caused to be delivered to the
Documents Department of the San Francisco Public Library two copies of the agenda for such
meeting to be posted immediately upon receipt by such Department at the place designated by
the City Librarian for the posting of agenda in the central public library, which place is
accessible to the public in accordance with Section 8.16 of the Administrative Code of the City
and County of San Francisco, and that a brief description of such resolution appeared as an xtem
on such agenda. : . 7

I further cemiy that I have carefully compared the foreaomg copy with the original
minutes of said meeting on file and of record in my office; that said copy is a full, true and

cortect copy of the original resolution adopted at said meeting and entered in said minutes; and
that said resolution has not been amended, modified or rescinded in any manner since the date of

its adoption, and the same is now in full force and effect.

IN WITNESS WHEREOF, | have executed this certificate of the Public Utilities )
Commission of the City and County of San Francisco thereto this 2 dayof _Mz i
2012, -

‘Donna Hood
Secretary of the Public Utilities Commission of the
City and County of San Francisco
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Moody’s: “__”
See “RATINGS”

In the opinion of Sidley Austin LLP, San Francisco, California, and Curls Bartling P.C., Oakland, California, Co-Bond Counsel, based on existing statutes,
regulations, rulings and judicial decisions, and assuming compliance with certain covenants in the documents pertaining (o the 2013 Series A Bonds and
requirements of the Internal Revenue Code of 1 986 (the *“Code”), as amended, as described herein, interest on the 2013 Series A Bonds is not includable in the
gross income of the owners of such Bonds for federal income tax purposes. In the further opinion of Co-Bond Counsel, interest on the 2013 Series A Bonds is not
treated as an item of tax preference in calculating the federal alternative minimum taxable income of individuals and corporations. Interest on the 2013 Series A
Bonds, however, is included as an adjustment in the calculation of federal corporate alternative minimum taxable income and may therefore affect a corporation’s
alternative minimum tax liability. In the further opinion of Co-Bond Counsel, interest on the 2013 Series A Bonds is exempt from personal income taxes imposed by

the State of California. Co-Bond Counsel express no opinion regarding any other tax consequences related fo the ownership or disposition of, or the accrual or
receipt of, interest on the 2013 Series A Bonds. See “TAX MATTERS.”

$ *
San Francsca

. Wator Public Utilities Commission
;1 ¥ of the City and County of San Francisco
‘ Wastewater Revenue Bonds,
2013 Series A
(Refunding)

Dated: Date of Delivery Due: October 1, as shown on inside front cover

Services of the San Francisca Public Utlities Commssion

A .

General. This cover pagé contains certain information for quick reference only. It is not intended to be a summary of the security or terms of the wastewater
revenue bonds captioned above (the “2013 Series A Bonds™). Investors are instructed to read the. entire Official Statement to obtain information essential to
making an informed investment decision.

Authority for Issuance. The Public Utilities Commission of the City and County of San Francisco (the “SFPUC”) is issuing the 2013 Series A Bonds pursuant to
authority granted by the Charter of the City and County of San Francisco (the “City™), and under a Second Supplemental Indenture dated as of

1, 2013, by and between the SFPUC and U.S. Bank National Association, as trustee (the “Trustee™), and which supplements the Indenture dated as of January 1,
2003, by and between the SFPUC and the Trustee (as supplemented and amended to date, the “Indenture”). See “SECURITY FOR THE BONDS.”

Purposes. The 2013 Series A Bonds are being issued primarily to refund and defease the outstanding bond issue of the SFPUC captioned “$396,270,000 Public

Utilities Commission of the City and County of San Francisco, Clean Water Revenue Bonds, 2003 Refunding Series A,” and to prepay certain outstanding State of

California Clean Water State Revolving Fund loans used to finance various capital projects benefiting the Wastewater Enterprise (as defined herein). Proceeds of
the 2013 Series A Bonds will also be applied to pay the costs of issuance of the 2013 Series A Bonds. See “PLAN OF FINANCE.” :

Denominations and Interest The 2013 Series A Bonds will be available in the denominations of $5,000 or any integral multiple thereof and will mature in the
years and amounts and accrue interest from their date of delivery at the rates set forth on the inside cover page of this Official Statement. Interest on the 2013
Series A Bonds is payable semiannually on April 1 and October 1 of each year, commencing April 1,2013. See “THE 2013 SERIES A BONDS.”

Book-Entry Onlp. The 2013 Series A Bonds will be issued as fully registered bonds, registered in the name of Cede & Co., as nominee of The Depository Trust
Company, New York, New York (“DTC™), and will be available to the ultimate purchasers (the “Beneficial Owners™), under the book-entry system maintained by
DTC. Beneficial Owners will not receive physical certificates representing their interests in the 2013 Series A Bonds. The principal of, premium, if any, and
interest on the 2013 Series A Bonds are payable to DTC by the Trustee, and, so long as DTC is acting as securities depository for the 2013 Series A Bonds,
disbursements of such payments to DTC Participants is the responsibility of DTC and disbursements of such payments to the Beneficial Owners is the
responsibility of DTC Participants. See “THE 2013 SERIES A BONDS.”

No Redemption. The 2013 Series A Bonds are not subject to redemption prior to maturity. See “THE 2013 SERIES A BONDS — No Redemption.”

Securify. Under the Indenture, the SFPUC has irrevocably pledged the Net Revenues of its Wastewater Enterprise to the punctual payment of principal of,
premium, if any, and interest on the Bonds, which consist of all outstanding parity revenue bonds issued under the Indenture, including the 2013 Series A Bonds,
subject to the allocation of funds provided in the Indenture. The 2013 Series A Bonds are payable on a parity with certain Outstanding Bonds previously issued by
the SFPUC under the Indenture. See “SECURITY FOR THE BONDS.” .

Limited Obligation. The SFPUC is not obligated to pay the principal of, premium, if any, or interest on the 2013 Series A Bonds from any source of funds
other than Net Revenues. The SFPUC has no taxing power. The General Fund of the City is not liable for the payment of the principal of, premium, if
any, or interest on the 2013 Series A Bonds, and neither the credit nor the taxing power of the City is pledged to the payment of the principal of, premium,
if any, or interest on the 2013 Series A Bonds. The 2013 Series A Bonds are not secured by a legal or equitable pledge of, or charge, lien, or encumbrance
upon, any of the property of the City or of the SFPUC or any of its income or receipts, except Net Revenues. See “SECURITY FOR THE BONDS.”

MATURITY SCHEDULE
(See inside cover)

The 2013 Series A Bonds are offered when, as and if issued by the SFPUC and received by the successful bidder, subject to the approval of validity by Sidley
Austin LLP, San Francisco, California, and Curls Bartling P.C., Oakland, California, Co-Bond Counsel to the SFPUC, and to certain other conditions. Certain
matters will be passed upon for the SFPUC and the City by Jones Hall, A Professional Law Corporation, San Francisco, California, Disclosure Counsel, and by the
City Attorney of the City and County of San Francisco. Public Resources Advisory Group, Los Angeles, Califoria, and Kitahata & Company, San Francisco,
California, Co-Financial Advisors to the SFPUC, assisted in the structuring of this financing. It is expected that the 2013 Series A Bonds in fully registered form
will be available for delivery in book-entry form in New York, New York, on or about __,2013.

-
The date of this Official Statement is 2013.

* Preliminary; subject to change.



MATURITY SCHEDULE*

2013 Series A Bonds
(Base CUSIP+ Number: 79768H)
h) Serial Bonds

Maturity Principal ~ Interest
(October 1) Amount Rate Yield Price . CUSIp!
*x Reoffering prices and yields have been provided by the respective underwriters. See “UNDERWRITING.”
1 Copyright 2013, American Bankers Association. CUSIP data herein is provided by CUSIP Global Services, managed

by Standard & Poor’s, Financial Services LLC on behalf of the American Bankers Association, CUSIP Service. This data is not
intended to create a database and does not serve in any way as a substitute for the CUSIP Services. CUSIP numbers are provided
for convenience of reference only. Neither the SFPUC nor the Underwriters take any responsibility for the accuracy of such

CUSIP numbers.
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The 2013 Series A Bonds are not secured by a legal or equitable pledge of, or charge, lien or encumbrance upon,

any of the property of the SFPUC or of its income or receipts, except Net Revenues. See “SECURITY FOR THE
BONDS.”



GENERAL INFORMATION

No dealer, broker, salesperson or other person has been authorizeéd by the SFPUC to give any information or to
make any representation other than those contained herein and, if given or made, such other information or
representation must not be relied upon as having been authorized by the SFPUC.

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 2013 Series A Bonds, by any person in any jurisdiction in which it is unlawful for such person to make
such an offer, solicitation or sale. This Official Statement is not to be construed as a contract with the initial
purchasers of the 2013 Series A Bonds. Any statement made in this Official Statement involving any forecast or
matter of estimates or opinion, whether or not expressly so stated, is intended solely as such and not as a
representation of fact.

The information set forth herein other than that provided by the SFPUC, although obtained from sources which are
believed to be reliable, is not guaranteed as to accuracy or completeness. The information and expressions of
opinion herein are subject to change without notice and neither delivery of this Official Statement nor any sale made
hereunder shall, under any circumstances, create any implication that there has been no change in the affairs of the
SFPUC or the City since the date hereof.

The City maintains a website at http://www.sfgov.org and the SFPUC maintains a website at
http://www.sfwater.org. In addition, certain information and reports found on other websites, and other information
and reports, are referred to in this Official Statement. The information and reports available on such websites, and
the other referenced information and reports, are not incorporated by reference into this Official Statement and
should not be relied upon in making an investment in the 2013 Series A Bonds.

The .issuance and sale of the 2013 Series A Bonds have not been registered under the Securities Act of 1933 in
reliance upon the exemption provided thereunder by Section 3(a)2 for the issuance and sale of municipal securities.

IN CONNECTION WITH THE OFFERING OF THE 2013 SERIES A BONDS, THE UNDERWRITERS MAY
OVERALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF
THE 2013 SERIES A BONDS AT LEVELS ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE
OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

This Official Statement is delivered for use in connection with the issuance, sale and delivery of the 2013 Series A
Bonds and may not be reproduced or used, in whole or in part, for any other purpose.

FORWARD-LOOKING STATEMENTS

CERTAIN STATEMENTS CONTAINED IN THIS OFFICIAL STATEMENT REFLECT NOT HISTORICAL
FACTS BUT FORECASTS AND “FORWARD-LOOKING STATEMENTS.” ALL FORWARD-LOOKING
STATEMENTS ARE PREDICTIONS AND ARE SUBJECT TO KNOWN AND UNKNOWN RISKS AND
UNCERTAINTIES. NO ASSURANCE CAN BE GIVEN THAT THE FUTURE RESULTS DISCUSSED
HEREIN WILL BE ACHIEVED, AND ACTUAL RESULTS MAY DIFFER MATERIALLY FROM THE
FORECASTS DESCRIBED HEREIN. IN THIS RESPECT, THE WORDS “ESTIMATE,” “PROJECT,”
“ANTICIPATE,” “EXPECT,” “INTEND,” “BELIEVE” AND SIMILAR EXPRESSIONS ARE INTENDED TO
IDENTIFY FORWARD-LOOKING STATEMENTS. ALL PROJECTIONS, FORECASTS, ASSUMPTIONS,
EXPRESSIONS OF OPINIONS, ESTIMATES AND OTHER FORWARD-LOOKING STATEMENTS ARE
EXPRESSLY QUALIFIED IN THEIR ENTIRETY BY THE CAUTIONARY STATEMENTS SET FORTH IN
THIS OFFICIAL STATEMENT. GIVEN THEIR UNCERTAINTY, INVESTORS ARE CAUTIONED NOT TO
PLACE UNDUE RELIANCE ON SUCH STATEMENTS.
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OFFICIAL STATEMENT
- s
PUBLIC UTILITIES COMMISSION OF THE
CITY AND COUNTY OF SAN FRANCISCO
WASTEWATER REVENUE BONDS,
2013 SERIES A
(REFUNDING)

INTRODUCTION

This Introduction is qualified in its entirety by reference to the morve detailed information included and
referred to elsewhere in this Official Statement. The offering of the 2013 Series A Bonds to potential investors is
made only by means of the entire Official Statement. Terms used in this Introduction and not otherwise defined have
the respective meanings assigned to them elsewhere in this Official Statement, including “APPENDIX A—
SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE. ” '

General

This Official Statement, including the cover page and Appendices hereto, is provided to furnish certain
information in connection with the offering by the Public Utilities Commission of the City and County of San
Francisco (the “SFPUC”) of the wastewater revenue bonds captioned above (the “2013 Series A Bonds”).

Authority for Issuance

The SFPUC is issuing the 2013 Series A Bonds pursuant to authority granted by the Charter (the “Charter”)

~of the City and County of San Francisco (the “City”), and a Second Supplemental Indenture, dated as of

1, 2013 (the “Second Supplemental Indenture”), by and between the SFPUC and U.S. Bank National

Association, as trustee (the “Trustee”), which supplements an Indenture, dated as of January 1, 2003 (“Original

Indenture”), by and between the SFPUC and the Trustee, as amended by a First Supplemental Indenture dated as of

May 1, 2010 (the “First Supplemental Indenture”), and a First Amendment to Indenture, dated as of May 1, 2010,

each between the SFPUC and the Trustee (the “First Amendment to Indenture™). The Original Indenture, as

amended and. supplemented, and as supplemented by the Second Supplemental Indenture, are referred to herein
collectively as the “Indenture.”

The 2013 Series A Bonds are being issued under a resolution adopted by the SFPUC governing body (the
“Commission™) on » 2012, and under a resolution adopted by the Board of Supervisors of the City
(the “Board of Supervisors”) on , 2012,

See “OBLIGATIONS PAYABLE FROM.REVENUES — Authority for Issuance of Revenue Bonds and
Other Obligations Payable from Revenues.” .

Purposes
The 2013 Series A Bonds are being issued primarily to:
- refund, on a current basis, and defease the outstanding bond issue of the SFPUC captioned

“$396,270,000 Public Utilities Commission of the City and County of San Francisco, Clean Water Revenue
Bonds, 2003 Refunding Series A” (the “2003 Series A Bonds”); and

Preliminary, subject to change.



« prepay all ouistanding State of California Clean Water State Revolving Fund loans (as further
described below, the “SRF Loans”) previously used to finance various capital projects benefiting the
Wastewater Enterprise (as defined herein).

Proceeds of the 2013 Series A Bonds will also be applied to pay tﬁe costs of issuance of the 2013 Series A
Bonds.

See “PLAN OF FINANCE.” |
The SFPUC and the Wastewater Enterprise

The SFPUC is a department of the City responsible for the maintenance, operation and development of
three utility enterprises. See “THE PUBLIC UTILITIES COMMISSION.”

The Wastewater Enterprise provides sanitary wastewater and stormwater collection, treatment and disposal
services to residential, commercial and industrial customers in the City, as well as three municipal sewer service
providers serving residents and businesses in northern San Mateo County. The Wastewater Enterprise’s sanitary
waste and stormwater collection, treatment and disposal services are provided through (i) a combined sanitary waste
and stormwater system that collects sanitary waste and stormwater, (ii) three wastewater treatment plants and (iii)
effluent outfalls to the San Francisco Bay and Pacific Ocean. See “THE WASTEWATER ENTERPRISE.”

The other two enterprises of the SFPUC deliver retail water services to the City and wholesale water to
users in three other Bay Area counties, and power (predominantly hydroelectric) for City government operations and
to other users. The revenues of these other two enterprises are not available for, and do not secure, payment of the
principal, of premium, if any, or interest on the Bonds. See “THE PUBLIC UTILITIES COMMISSION.”

'Security for the Bonds

Under the Indenture, the SFPUC has irrevocably pledged the Net Revenues of the Wastewater Enterprise to
the punctual payment of principal of, premium, if any, and interest on the Bonds (as defined below), which consist
of any parity revenue bonds issued under the Indenture, including the 2013 Series A Bonds and the outstanding
Bonds described below, subject to the flow of funds contained in the Indenture. The 2013 Series A Bonds and all
other Bonds are secured by a parity lien on Net Revenues. See “SECURITY FOR THE BONDS.”

» The Indenture defines “Net Revenues” as all Revenues (as defined in the Indenture), less all Operation and
Maintenance Costs of the Wastewater Enterprise (as defined below), and less moneys required to be paid to the State
pursuant to any Senior State Loans (as defined below). Revenues are generated principally from the sewer service
charges to customers for the sanitary waste and stormwater collection, treatment and disposal services of the
Wastewater Enterprise. Wastewater rates are set by the SFPUC, subject to rejection by resolution of the Board of
Supervisors. See “FINANCIAL OPERATIONS.” :

The SFPUC is not obligated to pay the principal of, premium, if any, or interest on the 2013 Series A
Bonds from any source of funds other than Net Revenues. The SFPUC has no taxing power. The General
Fund of the City is not liable for the payment of the principal of, premium, if any, or interest on the 2013
Series A Bonds, and neither the credit nor the taxing power of the City is pledged to the payment of the
principal of, premium, if any, or interest on the 2013 Series A Bonds. The 2013 Series A Bonds are not
secured by a legal or equitable pledge of, or charge, lien or encumbrance upon, any of the property of the
City or of the SFPUC or any of its income or receipts, except Net Revenues. See “SECURITY FOR THE
BONDS.”

Outstanding and Future Parity Bonds and Other Indebtedness

Parity Bonds. The SFPUC has issued three series of outstanding Bonds:



« the 2003 Series A Bonds, which are anticipated to be defeased and refunded with a portion of the
proceeds of the 2013 Series A Bonds (see “PLAN OF FINANCE™);

. * wastewater revenue bonds captioned “Public Utilities Commission of the City and County of San
Francisco Wastewater Revenue Bonds, 2010 Series A” (the “2010 Series A Bonds™), which were issued in

the-aggregate principal amount of $47,050,000 on June 8, 2010; and

* wastewater revenue bonds captioned “Public Utilities Commission of the City and County of San
Francisco Wastewater Revenue Bonds, 2010 Series B (Federally Taxable — Build America Bonds — Direct
Payment)” (the “2010 Series B Bonds”), which were issued in the aggregate principal amount of
$192,515,000 on June 8, 2010. :

The Indenture permits, upon the satisfaction of certain conditions, the issuance of additional bonds secured
by a pledge of Net Revenues (the “Additional Bonds™) on a parity with the 2010 Series A Bonds, the 2010 Series B
Bonds and the 2013 Series A Bonds. See “SECURITY FOR THE BONDS — Additional Series of Bonds.”

Shortly after-the issuance of the 2013 Series A Bonds, the SFPUC intends to issue a series of Additional
Bonds (the “2013 Series B Bonds”) to finance ' select projects in two capital improvement programs for the
Wastewater Enterprise: the Capital Improvement Program (the “CIP”) and Sewer System Improvement Program
(the “SSIP”). See “CAPITAL IMPROVEMENT PROGRAM” and “SEWER SYSTEM IMPROVEMENT
PROGRAM.”

The 2010 Series A Bonds, the 2010 Series B Bonds, the 2013 Series A Bonds and any Additional Bonds
issued under the Indenture are referred to herein collectively as the “Bonds.” ‘

State Loans. Under the Indenture, the SFPUC may enter into loan agreements with the State, and any
board, department or agency thereof, in order to finance certain categories of projects relating to the facilities of the
Wastewater Enterprise. These loans may be payable from Revenues prior to the payment of the Bonds (the “Senior
State Loans™), or from Net Revenues on a parity with the Bonds (the “Parity State Loans”), or on a subordinated lien
basis relative to the Bonds, as determined by the SFPUC.

The SFPUC has previously entered into certain loan contracts (collectively, the “SRF Loans™) with the
State of California Water Resources Control Board (the “State Water Board”) of which $30,444,082.66 is
outstanding, and all of which are anticipated to be prepaid with a portion of the proceeds of the 2013 Series A Bonds
(see “PLAN OF FINANCE™). '

See also “OBLIGATIONS PAYABLE FROM REVENUES—Other Outstanding Parity and Senior
Obligations — State and Federal Loans,” “SECURITY FOR THE BONDS—Additional Senior and Parity
Obligations™ and “APPENDIX A—SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE.”

-Risk Factors

 Investment in the 2013 Series A Bonds is subject to material risks. For a general overview of certain risk
factors which should be considered, in addition to other matters set forth in this Official Statement, in evaluating an
investment in the 2013 Series A Bonds, see “RISK FACTORS.”

Debt Service Coverage

The Indenture provides that the SFPUC will, at all times while any of the Bonds remain Outstanding,
establish, fix, prescribe and collect rates, fees and charges in connection with the sewage and stormwater collection,
. treatment and disposal services and facilities furnished by the Wastewater Enterprise so as to yield Net Revenues

during the immediately ensuing period of twelve months which (together with any fund balances of the SFPUC or
the Wastewater Enterprise which are available for payment of Debt Service and are not budgeted to be expended
during such twelve months, but excluding the Bond Reserve F und), calculated on a cash basis, are at least equal to
1.25 times the Annual Debt Service (but excluding any interest moneys for the payment of which have been



deposited in the Interest Fund from the proceeds of any Series of Bonds or from any other source) for said twelve- |
month period. See “SECURITY FOR THE BONDS —Rate Covenants.” : ‘

" Historical Debt Service Coverage. The following table contains a summary of historical debt service
coverage for the Bonds. The calculation of debt service coverage includes net operating income and funds not
budgeted to be spent in the next twelve months and legally available to pay debt service, as permitted under the
[ndenture. :

Historical Coverage Calculation

($ thousands)

2007-08 2008-09 2009-10 2010-11 2011-12
Net Revenue per Indenture $72,813 $71,130 $63,995 $85,529 $107,637
Other Available Funds per 34,699 48,016 49,272 22,769 50,761
Indenture :
Funds Available for Debt Service 107,512 119,146 113,267 108,298 158,398
Debt Service - $50,198 $50,311 $50,313 $41,838 $38,533
Debt Service Coverage 2.14 237 225 2.59 C o411

For a more complete summary of the historical operating results of the Wastewater Enterprise, see
“HISTORICAL OPERATING RESULTS” and APPENDIX C.

Projected Debt Service Coverage. The following table presents a summary of projected debt service
coverage for the Bonds. These projections are based on an analysis of historic trends, adjusted where appropriate for
known or anticipated changes in operations, and certain assumptions as further described in this Official Statement.
See “PROJECTED OPERATING RESULTS.”

Projected Coverage Calculation

($ thousands)
2012-13 2013-14 2014-15 - 2015-16 2016-17

Net Revenue per Indenture $98,536 $103,038 $98,597 $106,42Q $111,945

Other Available Funds per 66,658 86,352 105,604 108,006 92,627

Indenture .

Funds Available for Debt Service 165,194 189,390 204,201 214,427 204,571
- Debt Service 50,850 51,281 58,800 81,246 89,875

Debt Service Coverage 3.76 4.27 3.77 2.75 2.33

Amounts set forth in this table are projections. For a more complete summary of the assumptions on which
these projections are based, see “PROJECTED OPERATING RESULTS.” Actual results may differ materially
from these projections. See “FORWARD-LOOKING STATEMENTS” above.

Other Matters

Brief descriptions of the 2013 Series A Bonds, the security and sources of payment for the 2013 Series A
Bonds, the SFPUC, and the Wastewater Enterprise are provided herein. Such descriptions do not purport to be
comprehensive or definitive. Definitions of certain capitalized terms used herein may be found in “APPENDIX A—
SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE.” All references made to various documents
herein are qualified in their entirety by reference to the forms thereof, all of which are available for inspection at the
office of the SFPUC at:



-San Francisco Public Utilities Commission

525 Golden Gate Avenue, 13th Floor

San Francisco, CA 94102

Attention: Assistant General Manager, Business Services and Chief Financial Officer
(415) 554-3155



-THE 2013 SERIES A BONDS
General

. The 2013 Series A Bonds will be dated as of their date of delivery and will accrue interest from the date of
delivery at the rates per annum set forth on the inside cover page of this Official Statement. Interest on the 2013
Series A Bonds is payable on April 1 and October 1 of each year, beginning April 1, 2013. Interest on the 2013
Series A Bonds will be calculated on the basis of a 360-day year composed of twelve 30-day months.

. 8 ‘

The 2013 Series A Bonds will mature on the dates and in the principal amounts set forth on the inside cover
page of this Official Statement. The 2013 Series A Bonds will be issued in fully registered form in denominations
of $5,000 or any integral multiple of $5,000.

Under the Indenture, the record date with respect to the payment of principal of and interest on the Bonds is
the 15th day of the month immediately preceding an interest payment date, whether or not such day is a Business
Day.

Securities Depository and Book-Entry System

The 2013 Series A Bonds will be issued in fully registered form, registered in the name of Cede & Co., as
nominee for The Depository Trust Company (“DTC”), New York, New York, as the Owner of the 2013 Series A
Bonds.

So long as DTC, or its nominee, Céde & Co., is the Owner of the 2013 Series A Bonds, all payments on the
2013 Series A Bonds will be made directly to DTC. Disbursement of such payments to the DTC Participants will be
the responsibility of DTC, and disbursement of such payments to the Beneficial Owners of the 2013 Series A Bonds
will be the responsibility of the DTC Part1c1pants See “APPENDIX F-SECURITIES DEPOSITORY AND THE
BOOK-ENTRY SYSTEM.”

No Redemption

The 2013 Series A Bonds are not subject to redemption before maturity.



PLAN OF FINANCE*
Refunding Plan—2003 Series A Bonds

General. The SFPUC will apply a portion of the proceeds from the sale of the 2013 Series A Bonds to
establish an irrevocable escrow to refund and legally defease all of the outstanding 2003 Series A Bonds, as
described below. The 2003 Series A Bonds are currently outstanding in the principal amount of $184,105,000. See
“OBLIGATIONS PAYABLE FROM REVENUES.”

Refunding of 2003 Series A Bonds. All of the outstanding 2003 Series A Bonds will be refunded, on a
current basis, on April 1, 2013, at a redemption price equal to their outstandmg principal amount, plus accrued
interest to the redemption date, without premium.

Escrow Fund. A portion of the proceeds of the 2013 Series A Bonds will be deposited with the Trustee,
acting as escrow agent (the “Escrow Agent”), under an Escrow Agreement dated as of January 1, 2013 (the “Escrow
Agreement”), by and between the SFPUC and the Escrow Agent.

The amounts deposited from the proceeds of the 2013 Series A Bonds, together with certain other available
moneys, will be held by the Escrow Agent under the Escrow Agreement and invested in federal securities, the
principal of and interest on which, when received, will be sufficient to pay the principal of, interest on and
redemption premium on the 2003 Series A Bonds on their redemption date.

Sufficiency of the deposits in the Escrow Fund for those purposes will be verified by Causey Demgen &
Moore P.C., Denver, Colorado. See “VERIFICATION OF MATHEMATICAL ACCURACY™ below. Assuming
the accuracy of the verification agent’s computations, as a result of the deposit and application of funds as provided
in the Escrow Agreement, the 2003 Series A Bonds will be defeased pursuant to the Indenture as of the date of
issuance of the 2013 Series A Bonds.

Refunding Plan—SRF Loans
The SRF Loans are currently outstanding in the principal amount of $30,444,082.66. See

“OBLIGATIONS PAYABLE FROM REVENUES.” The SFPUC will apply a portion of the proceeds from the sale
of the 2013 Series A Bonds to prepay all of the outstanding SRF Loans as of the Closing Date.

Preliminary, subject to change.



ESTIMATED SOURCES AND USES OF FUNDS
The proceeds of the 2013 Series A Bonds are expected to be applied as follows:

Sources of Funds

Par Amount . $

Net Original [ssue Premium/Discount

Total Sources $
Uses of Funds

Deposit to Escrow Fund (1) , $

Deposit to Reimbursement Account (2)

Underwriter’s Discount

Costs of Issuance (3)

Total Uses $

) To refund the 2003 Series A Bonds. See “FINANCING PLAN” above.

2) To prepay the SRF Loans. See “FINANCING PLAN” above.

3) The costs of issuance include amounts for legal fees, Trustee’s fees, financial advisory fees, rating agency
fees, printing costs, and other issuance costs relating to the issuance of the 2013 Series A Bonds.



SECURITY FOR THE BONDS

Pledge of Net Revenues

General. Under the Indenture, the SFPUC has irrevocably pledged the Net Reverues of the Wastewater
Enterprise to the punctual payment of principal of, premium, if any, and interest on the Bonds, which consist of any
parity revenue bonds issued under the Indenture, including the 2013 Series A Bonds, the 2010 Series A Bonds, the
2010 Series B Bonds, and any Additional Series of Bonds. This pledge is subject to the flow of funds contained in
the Indenture, as described below. See “— Flow of Funds” below.

The facilities comprising the Wastewater Enterprise have not been pledged or mortgaged and do not
otherwise secure payment of the Bonds. '

Pursuant to Section 5451 of the California Government Code, the pledge of, lien on and security interest in
Net Revenues and certain other funds granted by the Indenture is valid and binding in accordance with the terms
thereof from the time of issuance of the 2013 Series A Bonds; the Net Revenues and such other funds will be
immediately subject to such pledge; and such pledge will constitute a lien and security interest which will
immediately attach to such Net Revenues and other funds and will be effective, binding and enforceable against the
SFPUC, its successors, creditors, and all others asserting rights therein to the extent set forth and in accordance with
the terms of the Indenture irrespective of whether those parties have notice of such pledge and without the need for -
any physical delivery, recordation, filing or other further act. Such pledge, lien and security interest are not subject
to the provisions of Article 9 of the California Uniform Commercial Code.

For definitions of capitalized terms used herein and not otherwise defined, see “APPENDIX A —
SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Definitions.”

Limited Obligation. THE SFPUC IS NOT OBLIGATED TO PAY THE PRINCIPAL OF , PREMIUM, IF
ANY, OR INTEREST ON THE 2013 SERIES A BONDS EXCEPT FROM NET REVENUES. THE SFPUC HAS
NO TAXING POWER. THE GENERAL FUND OF THE CITY IS NOT LIABLE FOR THE PAYMENT OF THE
PRINCIPAL OF, PREMIUM, IF ANY, OR INTEREST ON THE 2013 SERIES A BONDS, AND NEITHER THE
CREDIT NOR THE TAXING POWER OF THE CITY IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL
OF, PREMIUM, IF ANY, AND INTEREST ON THE 2013 SERIES A BONDS. THE 2013 SERIES A BONDS
ARE NOT SECURED BY A LEGAL OR EQUITABLE PLEDGE OF , OR CHARGE, LIEN, OR
ENCUMBRANCE UPON, ANY OF THE PROPERTY OF THE CITY OR OF THE SFPUC OR ANY OF ITS
INCOME OR RECEIPTS, EXCEPT NET REVENUES. :

Wastewater Enterprise. The Indenture defines “Enterprise” (referred to in this Official Statement as the
“Wastewater Enterprise™) as meaning the whole and each and every part of the sanitary waste and storm water
collection, treatment and disposal system and auxiliary or related facilities of the SFPUC, including all of the
presently existing system of the SFPUC for the collection, treatment and disposal of sanitary waste and storm water
and all future additions, betterments, and extensions to the system or any part thereof.

Net Revenues. The Indenture defines “Net Revenues” as all of the Revenues, less all Operation and
Maintenance Costs of the Enterprise, and less moneys required to be paid to the State pursuant to any Senior State
Loans. As of the date of issuance of the 2013 Series A Bonds, the SEPUC anticipates that all SRF Loans (which
constitute Senior State Loans under the Indenture) will be prepaid and no longer outstanding. See “PLAN OF
FINANCE.” ‘

The Indenture defines “Revenues” as all gross revenues of the Wastewater Enterprise, including all charges
received and all other income and receipts derived by the SFPUC from the operation of the Wastewater Enterprise,
or arising from the Wastewater Enterprise, including connection and installation charges, but excluding:

(a) any money received by or for the account of the SFPUC from the levy or collection of taxes;



(b) moneys received from the State of California and the United States of America and required to be
deposited in restricted funds;

(©) refundable deposits made to establish credit;
(d) advances and contributions made to the SFPUC to be applied to constructibn;
(e) moneys received constituting casualty insurance proceeds with respect to all or any part of the

Wastewater Enterprise (which shall be received and disposed of pursuant to the Indenture) and moneys
received constituting other insurance proceeds;

® moneys received from the sale or disposition of all or any part of the Wastewater Enterprise
(which shall be received and disposed of pursuant to the Indenture);

(g) moneys received upon the taking by or under the threat of eminent domain of all or any part of the
Wastewater Enterprise (which moneys shall be received and disposed of pursuant to the Indenture);

(h) proceeds from Bonds issued by the SFPUC or proceeds from loans or-other indebtedness obtained
by the SFPUC; and '

6] . moneys or securities received by the SFPUC as gifts or grants the use of which is restricted by the
donor or grantor.

The term “Revenues” also includes (i) all interest or other income (excluding profits or losses from the sale
or disposition of Permitted Investments or other securities owned by or on behalf of the SFPUC) derived from the
deposit or investment of any moneys in any fund or account established under the Indenture (excluding any Rebate
Fund and any escrow fund pledged for the payment of defeased bonds) or in any fund or account of the Wastewater
Enterprise and legally available to pay Debt Service on the Bonds, and (ii) any other moneys, proceeds and other
~ amounts that the SFPUC determines should be “Revenues” under the Indenture.

The Indenture defines “Operation and Maintenance Costs of the Enterprise” as the reasonable and
necessary costs of operating and maintaining the Wastewater Enterprise, calculated on the basis of generally
accepted accounting principles, including (among other things) salaries and wages, fees for services, costs of
materials, supplies and fuel, reasonable expenses of management, legal fees, accounting fees, repairs and other
expenses necessary to maintain and preserve the Wastewater Enterprise in good repair and working order, and
reasonable amounts for administration, overhead, insurance, taxes (if any), and the payment of pension charges and
proportionate payments to siich compensation and other insurance or outside reserve funds as the SFPUC may
establish or the Board of Supervisors may require with respect to employees of the SFPUC, as provided in the
Chartet. ' ' . Co : '

However, the term “Operation and Maintenance Costs of the Enterprise” excludes in all cases
(a) depreciation and obsolescence charges or reserves therefor, (b) amortization of intangibles or other bookkeeping
entries of a similar nature, (c) costs of capital additions, replacements, betterments, extensions or improvements to
the Wastewater Enterprise, which under generally accepted accounting principles are chargeable to a capital account
or to a reserve for depreciation, (d) charges for the payment of principal of and interest on any revenue bonds or
other indebtedness issued before or after the date of the Indenture for Wastewater Enterprise purposes and (e) such
costs as are scheduled to be paid by the SFPUC from moneys other than Revenues, such moneys to be clearly
available for such purpose.

Flow of Funds
The Indenture provides that all Revenues must be paid into the Revenue Fund, which must be maintained

in the City Treasury. Moneys in the Revenue Fund, including earnings thereon, are required by the Indenture to be
applied for the following purposes and only in the following order of priority:
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(a) payment of Operation and Maintenance Costs of the Enterprise;
(b) payment of Senior State Loans (if any);

(c) payment of Bonds, Parity State Loans, Policy Costs and amounts due as re'imbursement under any
Letter of Credit Agreement, as provided in the Indenture; and

(d) any other lawful purpose of the SFPUC.

Net Revenues deposited in the Revenue Fund, as described in (c) above, will be applied to pay interest and
principal on the Bonds and to make deposits to the Bond Reserve Fund if the amounts therein are less than the
Required Reserve. See “APPENDIX A — SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE.”

Rate Covenants

Sufficiency of Revenues, The SFPUC has covenanted in the Indenture that it will, at all times while any of
the Bonds remain Outstanding, establish, fix, prescribe and collect rates, fees and charges in connection with the
sanitary waste and stormwater collection, treatment and disposal services and facilities furnished by the Wastewater
Enterprise so as to yield Revenues at least sufficient, after making reasonable allowances for contingencies and error
in the estimates, calculated on a cash basis, to pay the following amounts:

(a) thé interest on and principal of the Bonds as they become due and payable (but not
including any interest for which moneys have been deposited in the Interest Fund from the proceeds of any
Series of Bonds or from any other source);

(b) all other p‘ayments required for compliance with the terms of the Indenture and of any
Supplemental Indenture providing for the issuance of Additional Bonds pursuant to the Indenture; ‘

(©) all other payments to meet any other obligations of the SFPUC which are charges, liens
or encumbrances upon, or payable from, Revenues; and

(d) all current Operation and Maintenance Costs of the Enterprise (but not including such -
Operation and Maintenance Costs of the Enterprise as are scheduled to be paid by the SFPUC from moneys
other than Revenues, such moneys to be clearly available for such purpose).

Debt Service Coverage. In addition to the requirements described above, the SFPUC has covenanted that it
will, at all times while any of the Bonds remain QOutstanding, establish, fix, prescribe and collect rates, fees and
charges in connection with the sewage and stormwater collection, treatment and disposal services and facilities
furnished by the Wastewater Enterprise so as to yield Net Revenues during the immediately ensuing period of
twelve months which (together with any fund balances of the SFPUC or the Wastewater Enterprise which are
available for payment of Debt Service and are not budgeted to be expended during such twelve months, but
excluding the Bond Reserve Fund), calculated on a cash basis, are at least equal to 1.25 times the Annual Debt
Service (but excluding any interest moneys for the payment of which have been deposited in the Interest Fund from
the proceeds of any Series of Bonds or from any other source) for said twelve-month period.

“Annual Debt Service” is defined in the Indenture as the sum of principal and interest on all OQutstanding
Bonds and Parity State Loans as computed for the twelve-month period ending June 30 to which reference is made,
and calculated in a manner consistent with the determination of Average Annual Debt Service and Maximum
Annual Debt Service as provided in the definitions thereof.

As of the date of issuance of the 2013 Series A Bonds and defeasance of the 2003 Series A Bonds, certain
provisions of the First Amendment to Indenture will become effective that provide that, in determining the amount
of interest coming due during any twelve-month period ending June 30 on any Series of Bonds that were issued as
Build America Bonds, including the 2010 Series B Bonds, amounts equal to the Refundable Credits the SFPUC is
scheduled to receive during each such twelve-month period ending June 30 will be deducted from such interest. See
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«APPENDIX A = SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE.” By their purchase of the
2013 Series A Bonds, the purchasers of the 2013 Series A Bonds consent to the First Amendment to
Indenture.

Bond Reserve Fund

The Indenture requires that the Bond Reserve Fund be established with the Trustee and funded in an
amount equal to the “Required Reserve,” if any, applicable to each series of Bonds. If the Required Reserve for a’
Series of Bonds is greater than zero, the Indenture requires the establishment of a bond reserve account (each, a
“Reserve Account”) within the Bond Reserve Fund for such Series of Bonds, and requires the deposit in that bond
reserve account of an amount equal to the Required Reserve for the related Series of Bonds.

No Reserve Account Required for 201-3 S'eries A Bonds. The Second Supplemental Indenture does not
require the establishment of a Reserve Account for the 2013 Series A Bonds. ~

Required Reserve. As of the date of issuance of the 2013 Series A Bonds and defeasance of the 2003
Series A Bonds, certain provisions of the First Amendment to Indenture will become effective that amend the
definition of “Required Reserve” as follows:

(a) The Required Reserve with respect to the 2010 Series A Bonds and the 2010 Series B Bonds is
reduced to 50% of Maximum Annual Debt Service on the 2010 Series A Bonds and the 2010 Series B
Bonds (excluding from such calculation Parity State Loans, if any) then Outstanding. See “~Amendment
Affecting Bond Reserve Fund Requirements” and “APPENDIX A—SUMMARY OF CERTAIN
PROVISIONS OF THE INDENTURE—First Amendment to Indenture—Amendments Relating to the
Required Reserve, the Bond Reserve Fund and the Reserve Account.”

(b) For the purpose of calculating Maximum Annual Debt Service and Average Annual Debt

- Service, in determining the amount of interest coming due during any twelve-month period ending June 30

. on any Series of Bonds that are issued as Build America Bonds under Section 54AA of the Code

(specifically, the 2010 Series B Bonds), amounts equal to the Refundable Credits the SFPUC is scheduled

to receive during each such twelve-month period ending June 30 will be deducted from such interest. See
«APPENDIX A — SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE ~ Definitions.”

(c) A Reserve Account will no longer be required for any subsequent Series of Bonds. A Reserve
Account for each such Series of Bonds will be established only if and to the extent required by, and will be
funded in an amount, if any, specified in, such Supplemental Indenture. In no event will the SFPUC, in
connection with issuance of a Series of Additional Bonds, be obligated to deposit an amount in the Bond
Reserve Fund which is in excess of the amount permitted by the applicable provisions of the Code to be so
deposited from the proceeds of tax-exempt bonds without having to restrict the yield of any investment
purchased with any portion of such deposit. If the Supplemental Indenture relating to such Series of Bonds

- establishes a Required Reserve and Reserve Account, such Reserve Account will be available only to pay
Debt Service on such Series of Bonds, and will not be available to pay Debt Service on any other Series of
Bonds, unless otherwise provided in such Supplemental Indenture. Following the issuance of the 2013
Series A Bonds, each of the Reserve Accounts with respect to the 2010 Series A Bonds and 2010 Series B
Bonds will be available to pay the Debt Service on all the 2010 Series A Bonds and 2010 Series B Bonds.
«APPENDIX A—SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE—First Amendment
to Indenture—Amendments Relating to the Required Reserve, the Bond Reserve Fund and the Reserve
Account.”

Additional Series of Bonds
The Charter and the Indenture authorize the issuance of Additional Bonds payable from Net Revenues on a

parity with the 2010 Series A Bonds, the 2010 Series B Bonds and the 2013 Series A Bonds upon satisfaction of the
conditions set forth therein.
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The SFPUC expects to issue Additional Bonds to finance the costs of additional improvements included in
the CIP and the SSIP. See “FINANCING PLAN FOR CAPITAL IMPROVEMENTS” and “RISK FACTORS—
Costs of the SSIP; Timely Completion of the SSIP.” - ‘

Charter Requirements. Under the Charter, the SFPUC may issue revenue bonds (including Additional
Bonds) relating to the Wastewater Enterprise without voter approval in the following circumstances, among others:

(a) to issue revenue bonds (including 'Additional Bonds) approved by an affirmative vote of
two-thirds of the members of the Board of Supervisors for the purpose of reconstructing, replacing,
expanding, repairing or improving the Wastewater Enterprise;

(b)- to issue bonds (including Additional Bonds) approved by an affirmative vote of three-fourths of
the members of the Board of Supervisors if the bonds are to finance buildings, fixtures or equipment which
are deemed necessary by the Board of Supervisors to comply with an order of a duly constituted state or
federal authority having jurisdiction over the Wastewater Enterprise; and

(c) to issue refunding bonds which are expected to result in net debt service savings to the City on a
present value basis, calculated as described in the SFPUC’s Debt Management Policies and Procedures.

The Charter also generally authorizes the SFPUC to issue revenue bonds upon the approval of a majority of
the voters voting on the proposition 4t a general or special election.

Indenture Requirements. The Indenture provides that Additional Bonds secured on a parity with the
Bonds may be issued for any lawful purpose if no Event of Defauit has occurred and is continuing under the
Indenture or any Supplemental Indenture and no event has occurred which, but for the passage of time or the giving
of notice, would constitute an Event of Default under the Indenture or any Supplemental Indenture. Prior to the
issuance of such Additional Bonds, the SFPUC is required to file with the Trustee, among other documents, the
following: ‘

(a) a Certificate of the Commission demonstrating that the SFPUC has complied with the rate
covenant under the Indenture and that the requirements for issuing Additional Bonds under the Indenture
have been met; ) ‘

(b) if any portion of the proceeds of such Series of Bonds is to be used to finance construction, a
certificate of the Consulting Engineers setting forth (i) the estimated date of completion for the portion of
the Project for which such Series of Bonds is being issued and for any other uncompleted portion of the
Project, and (ii) an estimate of the cost of construction of such portion of the Project and of any other
uncompleted portion of the Project;

(c) a Certificate of the Commission setting forth for each of the next three F iscal Years (and, if any
portion of the proceeds of such Series of Bonds is to be used to finance construction, the three Fiscal Years
following the Fiscal Year in which the Consulting Engineers estimate such portion of the Project will be
completed), estimates of (i) Revenues, (ii) Operation and Maintenance Costs of the Enterprise and (iii) Net
Revenues; and '

(d) a Certificate of the Commission setting forth (i) the estimates of Net Revenues as set forth in the
Certificate of the SFPUC pursuant to paragraph (c) above for each of such three Fiscal Years (and, if any
portion of the proceeds of such Series of Bonds is to be used to finance construction, the three Fiscal Years
following the Fiscal Year in which the Consulting Engineers estimate such portion of the Project will be
completed), (ii) the Annual Debt Service for each of such Fiscal Years, including Annual Debt Service as
estimated in such Certificate of the Commission with respect to future Series of Bonds, if any, which such
Certificate of the Commission shall estimate will be required to complete payment of the. cost of
construction of such portion of the Project and any other uncompleted portion of the Project, and
(iii) demonstrating that the estimated Net Revenues (together with any fund balances of the SFPUC which
are available for the payment of Debt Service but excluding the Bond Reserve Fund) in each of the Fiscal
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Years set forth in (c) above is at least equal to 1.25 times the Annual Debt Service for such respective
Fiscal Years.

See “APPENDIX A—SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE—Definitions.”

The Indenture provides the SFPUC with flexibility as to the nature and terms of any Additional Bonds
issued with a lien and charge on Net Revenues on a parity with the Outstanding Series of Bonds. Such Additional
Bonds may: mature over any period of time; bear interest at a fixed, variable or zero rate; be in any denominations;
be in any form (including registered, coupon or book-entry); include or exclude redemption provisions; be subject to
optional or mandatory tender for purchase; be sold at such price or prices; be further secured by any separate and
additional security; and otherwise include such additional terms and provisions as the SFPUC may determine,
consistent with the Indenture and applicable provisions of the Charter.

Additional Senior and Parity Obligations

Pursuant to the Charter, the SFPUC can incur indebtedness, including additional State loans, without voter
approval, but subject to Board of Supervisors approval. The Indenture permits the SFPUC to enter into Senior State
Loans, Parity State Loans or loans on a subordinated lien basis relative to the Bonds, as determined by the SFPUC.

Under the Indenture, the SFPUC may enter into additional Senior State Loans and Parity State Loans if no
Event of Default has occurred and is continuing under the Indenture or any Supplemental Indenture (and no event
has occurred which, but for the passage of time or the giving of notice, would constitute an Event of Default under
the Indenture or any Supplemental Indenture).

In addition, in connection with the execution and delivery of such Senior State Loans or Parity State Loans,
as applicable, the SFPUC is required to deliver a Certificate to the Trustee setting forth, for each of the next three
Fiscal Years after the delivery of the Senior State Loans or Parity State Loans, as applicable,

(i) the Revenues, Operation and Maintenance Costs of the Enterprise and Net Revenues (assuming
the delivery of the Senior State Loans, as applicable) and

(ii) the Annual Debt Service (assuming the delivery of the Parity State Loans, as applicable), and
demonstrating that the estimated Net Revenues (together with any fund balances of the SFPUC which are
available for Debt Service, but excluding the Bond Reserve Fund), in each of such three Fiscal Years is at
least equal to 1.25 times the Annual Debt Service.

The State Revolving Fund Loan program (the “SRF Loan Program™) offers moneys to applicant entities
based on available moneys and placement on a statewide priority list. Although placement on the priority list is a
necessary condition to receiving SRF Loan Program moneys, placement on the priority list does not create an
obligation on the part of the applicant to accept SRF Loan Program moneys.

The SFPUC does not currently intend to enter into any Senior State Loans in the future.
Refunding Bonds

Indenture Requirements. The Indenture provides that Additional Series of Bonds may be issued to refund
any Bonds, including the 2013 Series A Bonds, without meeting the test for the issuance of Additional Bonds
described above, if the SFPUC delivers to the Trustee (among other documents) a certificate of a Qualified Financial
~ Advisor to the effect that the Average Annual Debt Service for the Additional Series of Bonds will be equal to or
* less than the Average Annual Debt Service on the Bonds to be refunded.

City Charter Requirements. The Charter permits the issuance of refunding bonds without voter approval

only if such refunding results in net debt service savings on a present value basis, calculated as described in the
SFPUC’s Debt Management Policies and Procedures. ’
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Subordinate Obligations; Obligations Not Payable from Revenues

The Indenture permits the SFPUC to authorize and issue bonds, notes, warrants, certificates or other
obligations or evidences of indebtedness, the principal of or interest on which would be payable either (i) from Net
Revenues after and subordinate to the payment from Net Revenues of the principal of and interest on the Bonds, or
(ii) from moneys which are not Revenues. The SFPUC may issue bonds or incur other indebtedness secured by a
pledge of Net Revenues on a basis subordinate to the pledge thereof securing the Bonds without limitation.
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OBLIGATIONS PAYABLE FROM REVENUES

Authority for Issuance of Revenue Bondé and Other Obligations Payable from Revenues

City Charter. The Charter, as supplemented by California Government Code Section 53580 et seq.,

authorizes the SFPUC to issue revenue bonds and commercial paper notes and to incur other obligations payable
from or secured by a pledge of Revenues.

Proposition E. On November 5, 2002 the voters approved Proposition E, which authorizes the SFPUC,
subject to the referendum process, to issue revenue bonds, notes and other forms of indebtedness when authorized
by ordinance . approved by a two-thirds vote of the Board of Supervisors, for the purpose of reconstructing,

 replacing, expanding, preparing or improving water facilities or wastewater facilities or combinations of water and
wastewater facilities under the jurisdiction of the SFPUC. Board of Supervisors action to authorize or issue bonds
under this provision is subject to certain additional conditions, requiring certification by an independent engineer
and certification by the San Francisco Planning Department, as discussed in “APPENDIX B—SUMMARIES OF
CERTAIN LOCAL INITIATIVES (PROPOSITIONS E AND P).” :

The ordinance authorizing the issuance of indebtedness will become effective 30 days after its adoption
unless it is opposed through the referendum process. Opposition may be made by filing with the Board of
Supervisors a petition protesting the passage of that ordinance. Such petition must be signed by voters in a number
equal to at least 10% of the votes cast for all candidates for Mayor in the last preceding general municipal election
for Mayor, If a referendum passes, the ordinance is suspended from becoming effective. The Board of Supervisors
may reconsider the ordinance. If it is not entirely repealed, the Board of Supervisors is required to submit the
ordinance to voters at the next general municipal or statewide election or at a special municipal election and will not
become effective until approved by voters at such an election. '

For additional details regarding the above-described provisions of the Charter and-certain voter-approved
initiatives, see “APPENDIX B—SUMMARIES OF CERTAIN LOCAL INITIATIVES (PROPOSITIONS E AND
P).” '

Authority for the Issuance of the 2013 Series A Bonds. The 2013 Series A Bonds are being issued under
Section 9.109 of the City Charter. ' .

Outstanding Parity Revenue Bonds

Outstanding Bonds. The following outstanding Bonds (the “Outstanding Bonds”) have been issued
pursuant to the Indenture and are secured by a parity pledge of Net Revenues.

Principal Amount

Initial Principal Outstanding as of
. Series of Bonds Purpose Amount December 31,2012
Clean Water Revenue Refunding of revenué bonds $396,270,000 . $184,105,000
Bonds, 2003 Refunding  issued for renewal and
Series A (1) replacement of wastewater
facilities
Wastewater Revenue Refinance CIP costs $47,050,000 $47,050,000
Bonds, 2010 Series A ’
Wastewater Revenue Finance and refinance CIP and $192,515,000 $192,515,000
Bonds, 2010 Series B SSIP costs ' '
Total : $635,835,000 $423,670,000

) Intended to be defeased and refunded with the proceeds of the 2013 Series A Bonds. See “PLAN OF FINANCE.”

Risks Related to Build America Bonds. The 2010 Seties B Bonds were issued as “Build America Bonds” ‘

for purposes of Section 54AA of the Code, under which, and subject to certain potential deductions, the U.S.
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Treasury will pay (either in advance or as reimbursement) to the Trustee, as the agent of the SFPUC, a direct
subsidy (the “Refundable Credits”) equal to 35% of the interest payable with respect to the 2010 Series B Bonds on
each Interest Payment Date. Upon receipt, the Trustee will deposit any Refundable Credits it receives in the Interest
Fund.

The current federal budget contains provisions for a system of automatic cuts to federal spending for
designated agencies and programs (known as “sequestration™) if Congress fails to enact a plan to reduce the federal
budget deficit to specified levels. To date, Congress has not enacted a reduction plan. As a result, under the terms
of the current federal budget, a budget “sequestration” is scheduled to go into effect on January 2, 2013, unless
Congressional action is taken prior to that date to avert the sequestration. The federal Office of Management and
Budget has reported that, if sequestration is implemented, a 7.6% cut will be made to direct pay subsidies with
respect to Build America Bonds (and other direct-pay bonds) in federal fiscal year 2013.

The SFPUC is obligated under the Indenture to make payments of principal of and interest on the Bonds,
including the 2010 Series B Bonds, without regard to the receipt or deposit of Refundable Credits. If sequestration
is implemented, the SFPUC will be required to make up the shortfall in Refundable Credits from Net Revenues or
other available funds. '

Other Outstanding Parity and Senior Obligations — State and Federal Loans

The SFPUC has entered into a number of SRF Loans with the State Water Resources Control Board in the
aggregate original principal amount of $281,982,872, of which $30,444,082.66 is currently outstanding, and all of
which are intended to be prepaid with the proceeds of the 2013 Series A Bonds. Therefore, as of the date of
issuance of the 2013 Series A Bonds, no SRF Loans will be outstanding.

The SFPUC has complied with all requirements imposedin connection with prior or currently outstanding
SRF Loans, including making all payments on the SRF Loans when due. :

Additional Bonds

Shortly after the issuance of the 2013 Series A Bonds, the SFPUC intends to issue the 2013 Series B Bonds
as a series of Additional Bonds under the Indenture to finance select projects authorized in the CIP and SSIP. See
“CAPITAL IMPROVEMENT PROGRAM” and “SEWER SYSTEM IMPROVEMENT PROGRAM” and
“FINANCING PLAN FOR CAPITAL IMPROVEMENTS.”

Subordinate Debt and Commercial Paper

No Limits on Subordinate Debt. The SFPUC may issue bonds or incur other indebtedness secured by a
pledge of Net Revenues on a basis subordinate to the pledge thereof securing the Bonds, without limitation.

Commercial Paper Program. In 2007, the SFPUC established a commercial paper program (authorized by
Proposition E) to fund construction costs relating to the CIP, with a current maximum authorization of $300 million.
As of November 1, 2012, the SFPUC had $25 million aggregate principal amount of Wastewater Commercial Paper
Notes outstanding, all of which is secured and payable from Net Revenues on a basis subordinate to the payment of
debt service on the Bonds. The Wastewater Commercial Paper Notes are supported by respective liquidity facilities
issued by (a) JPMorgan Chase Bank, National Association, with a stated expiration date of February 10, 2014, (b)
U.S. Bank National Association, with a stated expiration date of February 10, 2014, (c) Union Bank, N.A., with a
stated expiration date of July 10, 2015, and (d) The Bank of Tokyo Mitsubishi UFJ, Ltd., acting through its New
York Branch, with a stated expiration date of July 10, 2015.

Contingent Payment Obligations
The Wastewater Enterprise has no interest rate swaps, caps or hedges or other contingent payment

obligations payable from Revenues. The Wastewater Enterprise may in the future, however, incur contingent
payment obligations payable from Revenues. Such contingent payment obligations may be payable on a parity with
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the Bonds if the conditions for the issuance of parity debt under the Indenture are met. See “SECURITY FOR THE
BONDS—Additional Series of Bonds.” ‘

Other Obligations Payable from Revenues

The SFPUC purchased and cleared a parcel at 525 Golden Gate Avenue, one block north of San Francisco
City Hall, and has completed the construction of a 13-story new office building on this site to house the
administrative offices of the SFPUC’s three utility enterprises. The SFPUC moved into the building on July 2012.
Total project costs were approximately $202 million and were financed with land sale proceeds, fund balances,
grants and the proceeds of Certificates of Participation issued by the City and executed and delivered in two series
on October 7, 2009, in the aggregate principal amount of $167,670,000, representing interests in a City General
Fund lease. Pursuant to a Memorandum of Understanding between the City and the SFPUC, the SFPUC will
reimburse the City General Fund for all debt service in connection with this City financing. The SFPUC will allocate
such payment obligations internally among its three utility enterprises based on percentage usage. The Wastewater
Enterprise is currently responsible for 18.88% of such obligations, payable from Net Revenues on a basis
subordinate to the payment of principal of and interest on the Bonds. :

Revenue Bond Oversight Committee

On November 5, 2002, the voters of the City adopted Proposition P, an ordinance that established the
Public Utilities Revenue Bond Oversight Committee (“RBOC™) to report publicly to the Mayor, the SFPUC and the
Board of Supervisors regarding the expenditure of revenue bond proceeds on the repair, replacement, upgrading and
expansion of the Wastewater Enterprise, the Water Enterprise, and the Power Enterprise (each as defined herein).

The RBOC has seven members appointed as follows: two by the Mayor, two by the Board of Supervisors,
one by the City Controller, one by the Bay Area Water Users Association under the auspices of the Bay Area Water
Supply and Conservation Agency. The seventh member is the City’s Budget Analyst or his or her representative.
The work of the RBOC is funded by 1/20th of 1% of the gross bond proceeds of revenue bond issuances or sales'to
the extent permitted by law.

Under Proposition P, the RBOC sunsets in 2013, unless extended by the Board of Supervisors. The
Commission has approved an extension of the RBOC’s term, which is anticipated to be considered by, but has not
yet been approved by, the Board of Supervisors.

The RBOC may, by majority vote of all its members, prohibit the issuance or sale of authorized SFPUC
revenue bonds which have yet to be issued or sold if, after reviewing materials provided by.the SFPUC and
conducting its own independent audit, and after consultation with the City Attorney, the RBOC determines that
revenue bond proceeds have been or are being spent on purposes not authorized by the authorizing bond resolution
or otherwise in a manner amounting to an illegal expenditure o