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Dated: Date of Delivery Due: July 1, as shown on the Inside Cover

The captioned certificates of participation (the “Certificates”) are being executed and delivered to provide funds to (a) finance the acquisition and construction of
additions, betterments, extensions and improvements to the City of Mill Valley’s (the “City”) municipal sewer system (the “Sewer System”), and (b) pay costs of the
financing, all as more fully described herein. See “THE PROJECT” herein. The Certificates will evidence the direct, undivided fractional interests of the registered
owners thereof (the “Owners”) in installment payments (the “Installment Payments”) to be made by the City as the purchase price for certain property pursuant to
an installment sale agreement, dated as of September 1, 2012 (the “Installment Sale Agreement”), with the Mill Valley Public Financing Authority (the “Authority”).
The Authority will assign its right to receive Installment Payments from the City under the Installment Sale Agreement and its right to enforce payment of the
Installment Payments when due or otherwise protect its interest in the event of a default by the City thereunder to The Bank of New York Mellon Trust Company,
N.A., Los Angeles, California, as trustee (the “Trustee”), for the benefit of the registered owners of the Certificates.

The Certificates will be executed and delivered pursuant to a trust agreement, by and among the Authority, the City and the Trustee (the “Trust Agreement”). The
Certificates will be executed and delivered in book-entry form only, and will be initially registered in the name of Cede & Co., as nominee of The Depository Trust
Company, New York, New York (referred to herein as “DTC”). Purchasers of the Certificates (the “Beneficial Owners”) will not receive physical certificates
representing their interest in the Certificates. Interest with respect to the Certificates accrues from their date of delivery, and is payable semiannually by check
mailed on each January 1 and July 1, commencing January 1, 2013. The Certificates may be executed and delivered in denominations of $5,000 or any integral
multiple thereof. Payments of principal and interest with respect to the Certificates will be paid by the Trustee to DTC for subsequent disbursement to DTC
Participants who will remit such payments to the Beneficial Owners of the Certificates. (See “THE CERTIFICATES—Book-Entry-Only System” herein).

The Certificates are subject to redemption, as described herein.

The City is legally required under the Installment Sale Agreement to make Installment Payments from a first and prior lien on the Net Revenues of the Sewer
System. “Net Revenues” are the gross revenues of the Sewer System less operating and maintenance expenses of the Sewer System. Installment Payments are
scheduled in an amount sufficient to pay, when due, the annual principal and interest with respect to the Certificates. The City has covenanted under the
Installment Sale Agreement to prescribe, revise and collect such charges from the services and facilities of the Sewer System which will produce gross revenues
sufficient in each Fiscal Year to provide Net Revenues equal to at least 1.25 times the aggregate annual payment requirements with respect to the Installment Sale
Agreement and any parity obligations in such Fiscal Year, as required by the Installment Sale Agreement. The City’s obligation to pay the Installment Payments is
on a parity with its obligation under a financing agreement, dated as of September 1, 2012, by and between the Sewerage Agency of Southern Marin (“SASM”) and
the City, to pay the City’s allocable share of debt service payments securing SASM’s Revenue Bonds, Series 2012 (described herein), together with any additional
parity obligations incurred by the City in the future.

THE OBLIGATION OF THE CITY TO MAKE THE INSTALLMENT PAYMENTS DESCRIBED HEREIN IS A LIMITED OBLIGATION OF THE CITY PAYABLE
SOLELY FROM NET REVENUES OF THE SEWER SYSTEM AND DOES NOT CONSTITUTE A DEBT OF THE CITY, MARIN COUNTY, THE STATE OF
CALIFORNIA OR ANY OF ITS POLITICAL SUBDIVISIONS IN CONTRAVENTION OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR
RESTRICTION.

MATURITIES, PRINCIPAL AMOUNTS, INTEREST RATES AND PRICES OR YIELDS

SEE THE INSIDE COVER

Bids for the purchase of the Certificates will be received by the City on Thursday, August 30, 2012, electronically only, through the I-Deal LLC BiDCOMP/PARITY®
system, until 10:00 A.M., Pacific Daylight time. The Certificates will be sold pursuant to the terms of sale set forth in the Official Notice of Sale, dated August 20,
2012.

The following firm, serving as financial advisor to the City, has structured this issue:

WULFF, HANSEN & Co.

ESTABLISHED 1931
INVESTMENT BANKERS

The cover page contains certain information for general reference only. It is not a summary of all the provisions of the Certificates. Investors must read the entire
Official Statement to obtain information essential to the making of an informed investment decision. See “RISK FACTORS” herein for a discussion of special risk
factors that should be considered, in addition to the other matters set forth herein, in evaluating the investment quality of the Certificates.

The Certificates will be offered when, as and if delivered and received by the Underwriter subject to approval by Quint & Thimmig LLP, San Francisco, California, as Special
Counsel. Certain matters will be passed upon for the City by Richards, Watson & Gershon, San Francisco, California City Attorney. Certain matters will be passed upon for the

City by Quint & Thimmig LLP, San Francisco, California, as Disclosure Counsel. It is anticipated that the Certificates will be available for delivery to DTC in New York, New
York, on or about September 12, 2012.

Dated: August __, 2012

*Preliminary, subject to change.
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MATURITIES, PRINCIPAL AMOUNTS, INTEREST RATES AND PRICES OR YIELDS*

CUSIPt Prefix: _
Maturity Principal Interest cusIPt
July 1 Amount Rate Yield Suffix
2013 $135,000
2014 105,000
2015 110,000
2016 115,000
2017 115,000
2018 120,000
2019 125,000
2020 135,000
2021 140,000
2022 145,000
2023 150,000
2024 155,000
2025 160,000
2026 170,000
2027 175,000
2028 185,000
2029 190,000
2030 200,000
2031 205,000
2032 215,000
2033 220,000
2034 230,000
2035 240,000
2036 250,000
2037 260,000
2038 270,000
2039 280,000
2040 290,000
2041 300,000
2042 310,000

*Preliminary, subject to change.

+Copyright 2012, American Bankers Association. CUSIP® is a registered trademark of the American Bankers Association. CUSIP data herein is provided by CUSIP Global
Services, operated by Standard & Poor’s. This data is not intended to create a database and does not serve in any way as a substitute for CUSIP Global Services. CUSIP numbers
have been assigned by an independent company not affiliated with the City and are included solely for the convenience of the registered owners of the Certificates. Neither the
City nor the Underwriter is responsible for the selection or uses of these CUSIP numbers and no representation is made as to their correctness on the Certificates or as included
herein. The CUSIP number for a specific maturity is subject to being changed after the delivery of the Certificates as a result of various subsequent actions including, but not
limited to, a refunding in whole or in part or as a result of the procurement of secondary market portfolio insurance or other similar enhancement by investors that is applicable to
all or a portion of certain maturities of the Certificates.
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No dealer, broker, salesperson or other person has been authorized 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. This Official Statement does not constitute an offer to sell or the solicitation of any
offer to buy nor shall there be any sale of the Certificates by a person in any jurisdiction in
which it is unlawful for such person to make an offer, solicitation or sale.

This Official Statement is not to be construed as a contract with the purchasers of the
Certificates. Statements contained in this Official Statement which involve estimates, forecasts
or matters of opinion, whether or not expressly so described herein, are intended solely as such
and are not to be construed as representations of facts.

The Underwriter has provided the following sentence for inclusion in this Official
Statement. The Underwriter has reviewed the information in this Official Statement in
accordance with, and as part of, its responsibilities to investors under the federal securities laws
as applied to the facts and circumstances of this transaction, but the Underwriter does not
guarantee the accuracy or completeness of such information.

The information set forth herein has been obtained from the City and from other sources
and is believed to be reliable but is not guaranteed as to accuracy or completeness. The
information and expressions of opinions herein are subject to change without notice and neither
the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the City
since the date hereof. This Official Statement is submitted in connection with the sale of the
Certificates referred to herein and may not be reproduced or used, in whole or in part, for any
other purpose, unless authorized in writing by the City. All summaries of the Certificates, the
Installment Sale Agreement, the Trust Agreement, the Assignment Agreement, or other
documents, are made subject to the provisions of such documents and do not purport to be
complete statements of any or all of such provisions. Reference is hereby made to such
documents on file with the Finance and Human Resources Director for further information. See
“INTRODUCTION—Other Information.”

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVER-ALLOT
OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF
THE CERTIFICATES AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN
THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT
ANY TIME. THE UNDERWRITER MAY OFFER AND SELL THE CERTIFICATES TO
CERTAIN DEALERS, INSTITUTIONAL INVESTORS AND OTHERS AT PRICES LOWER
THAN THE PUBLIC OFFERING PRICES STATED ON THE COVER PAGE HEREOF AND
SUCH PUBLIC OFFERING PRICES MAY BE CHANGED FROM TIME TO TIME BY THE
UNDERWRITER.

The execution, sale and delivery of the Certificates has not been registered under the
Securities Act of 1933 or the Securities Exchange Act of 1934, both as amended, in reliance upon
exemptions provided thereunder by Sections 3(a)(2) and 3(a)(12), respectively, for the issuance
and sale of municipal securities.

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

$5,700,000*

CERTIFICATES OF PARTICIPATION

(2012 Sewer System Financing Project)
Evidencing the Direct, Undivided Fractional Interests of the
Owners Thereof in Installment Payments to be Made by the

CITY OF MILL VALLEY
(Marin County, California)
As the Purchase Price For Certain Property Pursuant to an
Installment Sale Agreement with the
Mill Valley Public Financing Authority

INTRODUCTION

This introduction does not purport to be complete and reference is made to the body of
this Official Statement, appendices and the documents referred to herein for more complete
information with respect to matters concerning the captioned Certificates. Potential investors
are encouraged to read this entire Official Statement. Capitalized terms used and not defined in
this Introduction shall have the meanings assigned to them elsewhere in this Official Statement
and in APPENDIX E—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—DEFINITIONS.

General

The purpose of this Official Statement, which includes the cover page, Table of Contents
and Appendices (the “Official Statement”), is to provide certain information concerning the sale
and delivery of Certificates of Participation (2012 Sewer System Financing Project) (the
“Certificates”), in aggregate principal amount of $5,700,000,* representing the direct, undivided
fractional interests of the registered owners thereof (the “Owners”) in installment payments (the
“Installment Payments”) to be made by the City of Mill Valley, California (the “City”), as the
purchase price for certain additions, betterments, extensions and improvements (the “Project”)
to the City’s municipal sewer system (the “Sewer System”), pursuant to an Installment Sale
Agreement, dated as of September 1, 2012 (the “Installment Sale Agreement”), by and between
the City and the Mill Valley Public Financing Authority (the “Authority”). The Authority will
sell the Project to the City pursuant to the Installment Sale Agreement. The Certificates are
being executed and delivered to (a) finance the Project, and (b) pay expenses of the transaction.

The Certificates are being executed and delivered pursuant to a Trust Agreement, dated
as of September 1, 2012 (the “Trust Agreement”), by and among the City, the Authority and The
Bank of New York Trust Company, N.A., Los Angeles, California, as trustee (the “Trustee”),
and constitute direct, undivided fractional interests of the Owners in the Installment Payments.
Pursuant to an Assignment Agreement, dated as of September 1, 2012 between the Authority
and the Trustee (the “Assignment Agreement”) the Authority will assign to the Trustee, for the
benefit of the Owners, its rights under the Installment Sale Agreement, including (i) its right to
receive Installment Payments, and (ii) its right to enforce amounts payable upon default.

Source of Payment for the Certificates

In general, the City is required to pay to the Trustee, from a first and prior lien on the
Net Revenues of the Sewer System, Installment Payments which are designed to be sufficient in

* Preliminary, subject to change.



both time and amount to pay, when due, the principal and interest with respect to the
Certificates.

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

“Operation and Maintenance Expenses” means all expenses and costs of management,
operation, maintenance and repair of the Sewer System, including operating charges payable to
the Sewerage Agency of Southern Marin (“SASM”) for treatment of wastewater transported to
SASM, but excluding (i) debt service or other similar payments on Parity Debt or other
obligations, a (ii) depreciation and obsolescence charges or reserves therefor and amortization
of intangibles or other bookkeeping entries of a similar nature; (iii) payments made to SASM
which are characterized as “capital costs;” and (iv) any expense classified as discretionary by
the City to the operation of the Sewer System.

“Net Revenues” means Gross Revenues less Operation and Maintenance Expenses.

The City has covenanted in the Installment Sale Agreement to prescribe, revise and
collect such charges from the services and facilities of the Sewer System which will produce
gross revenues sufficient in each Fiscal Year to provide Net Revenues equal to at least 1.25 times
the aggregate annual payment requirements with respect to the Installment Sale Agreement and
any parity obligations in such Fiscal Year.

In August 2012, the City entered into a financing agreement (the “SASM Financing
Agreement”), by and between the SASM and the City, to pay the City’s allocable share (50.1%)
of the debt service payments securing SASM’s Revenue Bonds, Series 2012 (the “SASM Bonds”).
Such payment obligation for the SASM Bonds (the “SASM Payments”) is approximately
$120,000 per year, increasing to approximately $130,000 per year, through 2042. The City’s
obligation to make the Installment Payments will be on a parity with the City’s obligation to
make the SASM Payments under the SASM Financing Agreement.

THE OBLIGATION OF THE CITY TO MAKE INSTALLMENT PAYMENTS
CONSTITUTES A SPECIAL OBLIGATION OF THE CITY PAYABLE SOLELY FROM NET
REVENUES AND DOES NOT CONSTITUTE AN OBLIGATION OF THE CITY FOR WHICH
THE CITY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION OR FOR
WHICH THE CITY HAS LEVIED OR PLEDGED ANY FORM OF TAXATION. THE
OBLIGATION OF THE CITY TO MAKE INSTALLMENT PAYMENTS DOES NOT
CONSTITUTE AN INDEBTEDNESS OF THE CITY, THE STATE OF CALIFORNIA, OR ANY
OF ITS POLITICAL SUBDIVISIONS WITHIN THE MEANING OF ANY CONSTITUTIONAL
OR STATUTORY DEBT LIMITATION OR RESTRICTION.



The Sewer System

The Sewer System is a collection system for the City’s sanitary sewers and storm drains.
The Sewer System is comprised of approximately 69 miles of sewer mains, collector mains and
trunk lines (large pipelines), manholes, valves, and pump stations used to move wastewater
from a home or business to the treatment plant. The City does not operate and the Sewer
System does not include a treatment facility. Sewage is conveyed to SASM for treatment and
disposal. The Sewer System currently serves 6,900 customer accounts in the City. See “THE
SEWER SYSTEM.”

The City

The City is located in Marin County (the “County”), approximately 11 miles north of the
Golden Gate Bridge and San Francisco. The City limits encompass 4.72 square miles. As of
January 1, 2011, the population of the City was approximately 14,064. See “THE CITY” and
APPENDIX A—GENERAL, ECONOMIC AND DEMOGRAPHIC INFORMATION RELATING
TO THE CITY AND THE COUNTY.

Tax Matters

In the opinion of Quint & Thimmig LLP, San Francisco, California, Special Counsel,
subject to compliance by the City with certain covenants, interest with respect to the Certificates
is excludable from gross income of the owners thereof for federal income tax purposes and is
not included as an item of tax preference in computing the federal alternative minimum tax for
individuals and corporations, but such interest is taken into account in computing an
adjustment used in determining the federal alternative minimum tax for certain corporations. In
addition, in the opinion of Special Counsel, the Installment Sale Agreement is a “qualified tax-
exempt obligation” under section 265(b)(3) of the Internal Revenue Code of 1986. In addition, in
the opinion of Special Counsel, interest with respect to the Certificates is exempt from personal
income taxation imposed by the State of California. See “TAX MATTERS.”

Continuing Disclosure

The City will covenant in a Continuing Disclosure Certificate to prepare and deliver an
annual report to the Municipal Securities Rulemaking Board (the “MSRB”) through the MSRB'’s
Electronic Municipal Market Access system. See “CONTINUING DISCLOSURE” and
APPENDIX G—FORM OF CONTINUING DISCLOSURE CERTIFICATE.

Summaries of Documents

This Official Statement contains descriptions of the Certificates, the Trust Agreement,
the Installment Sale Agreement, the Assignment Agreement and various other agreements and
documents. The descriptions and summaries of documents herein do not purport to be
comprehensive or definitive and reference is made to each such document for the complete
details of all terms and conditions. All statements herein are qualified in their entirety by
reference to each such document and, with respect to certain rights and remedies, to laws and
principles of equity relating to or affecting creditors” rights generally. Copies of the various
documents described herein are available for inspection during business hours at the corporate
trust office of the Trustee at 700 South Flower Street, Suite 500, Los Angeles, CA 90017.

Forward-Looking Statements

This Official Statement, and particularly the information contained under the headings
entitled “PROJECT,” “THE SEWER SYSTEM,” “RISK FACTORS RELATING TO THE



CERTIFICATES” and APPENDIX A—GENERAL, ECONOMIC AND DEMOGRAPHIC
INFORMATION RELATING TO THE CITY AND THE COUNTY, contains statements relating
to future results that are “forward-looking statements” as defined in the Private Securities
Litigation Reform Act of 2000. When used in this Official Statement, the words “estimate,”
“forecast,” “intend,” “expect” and similar expressions identify forward-looking statements.
Such statements are subject to risks and uncertainties that could cause actual results to differ
materially from those contemplated in such forward-looking statements. Any forecast is subject
to such uncertainties. Inevitably, some assumptions used to develop the forecasts will not be
realized and unanticipated events and circumstances may occur. Therefore, there are likely to
be differences between forecasts and actual results, and those differences may be material. The
City is not obligated to issue any updates or revisions to the forward-looking statements if or
when its expectations, or events, conditions or circumstances on which such statements are
based occur. See “RISK FACTORS RELATING TO THE CERTIFICATES” and “LIMITATIONS
ON TAX REVENUES.”

Other Information

This Official Statement speaks only as of its date as set forth on the cover hereof, the
information and expressions of opinion herein are subject to change without notice and neither
the delivery of this Official Statement nor any sale made hereunder shall under any
circumstances create any implication that there has been no change in the affairs of the City
since the date hereof.

Unless otherwise expressly noted, all references to internet websites in this Official
Statement, including without limitation, the City’s website, are shown for reference and
convenience only and none of their content is incorporated herein by reference. The information
contained within such websites has not been reviewed by the City and the City makes no
representation regarding the accuracy or completeness of the information therein.

ESTIMATED SOURCES AND USES OF FUNDS

The proceeds to be received from the sale of Certificates are anticipated to be applied as
follows:

SOURCES:
Par Amount of Certificates
Less: Underwriter’s Discount
Plus: Original Issue Premium

Total Sources of Funds

USES:
Deposit to Project Fund
Deposit to Delivery Costs Fund @
Total Uses of Funds

@ Amounts deposited in the Project Fund will be applied to the acquisition and construction of the Project. See

“THE PROJECT” herein.
@ Delivery Costs include fees and expenses of the financial advisor, special counsel, disclosure counsel and the
Trustee, printing expenses, rating fees and other costs.



THE PROJECT
Proceeds of the Certificates will be used to (a) finance the Project and (b) pay delivery

costs incurred in connection with the execution, delivery and sale of the Certificates. The Project
is expect to consist of sewer main replacements throughout the City.

DEBT SERVICE REQUIREMENTS

The following table shows the scheduled annual debt service for the Certificates
(assuming no redemptions other than sinking fund redemptions) is presented below:

Year Ending
July 1 Principal* Interest Total
2013 $ 135,000
2014 105,000
2015 110,000
2016 115,000
2017 115,000
2018 120,000
2019 125,000
2020 135,000
2021 140,000
2022 145,000
2023 150,000
2024 155,000
2025 160,000
2026 170,000
2027 175,000
2028 185,000
2029 190,000
2030 200,000
2031 205,000
2032 215,000
2033 220,000
2034 230,000
2035 240,000
2036 250,000
2037 260,000
2038 270,000
2039 280,000
2040 290,000
2041 300,000
2042 310,000
TOTAL $5,700,000

*Preliminary, subject to change.
General

The Certificates will be executed and delivered in the aggregate principal amount and
will mature on the dates and interest with respect thereto will be payable at the rates per annum
as set forth on the cover of this Official Statement. The Certificates will be delivered in the form
of fully registered Certificates without coupons in the denomination of $5,000 or any integral
multiple thereof. Interest with respect to the Certificates will be calculated on the basis of a 360-
day year of twelve 30-day months and will be payable on January 1 and July 1 of each year,
commencing January 1, 2013 (each an “Interest Payment Date”), until maturity or earlier



redemption thereof. The Certificates will be initially executed, delivered and registered in the
name of “Cede & Co.” as nominee of DTC and will be evidenced by one Certificate maturing on
each of the maturity dates in a denomination corresponding to the total principal therein
designated to mature on such date. See “THE CERTIFICATES—Book-Entry Only System.”

Interest with respect to the Certificates will be payable from the Interest Payment Date
next preceding the date of execution thereof, unless: (i) it is executed as of an Interest Payment
Date, in which event interest with respect thereto shall be payable from such Interest Payment
Date; or (ii) it is executed after a Regular Record Date (i.e., the close of business on the 15th day
of the month preceding each Interest Payment Date, whether or not such 15th day is a Business
Day) and before the following Interest Payment Date, in which event interest with respect
thereto shall be payable from such Interest Payment Date; or (iii) it is executed on or before
December 15, 2012, in which event interest with respect thereto will be payable from its dated
date; provided, however, that if, as of the date of execution of any Certificate, interest is in default
with respect to any Outstanding Certificates, interest represented by such Certificate shall be
payable from the Interest Payment Date to which interest has previously been paid or made
available for payment with respect to the Outstanding Certificates. Payment of defaulted
interest shall be paid by check mailed to the Owners as of a special record date to be fixed by
the Trustee in its sole discretion, notice of which shall be given to the Owners not less than ten
(10) days prior to such special record date.

Payment of interest due with respect to any Certificate on any Interest Payment Date
will be made to the person appearing on the Registration Books as the Owner thereof as of the
Regular Record Date immediately preceding such Interest Payment Date, such interest to be
paid by check mailed on the Interest Payment Date by first class mail to such Owner at his or
her address as it appears on the Registration Books as of such Regular Record Date or, upon
written request filed with the Trustee prior to the Regular Record Date by an Owner of at least
$1,000,000 in aggregate principal amount of Certificates, by wire transfer in immediately
available funds to an account in the United States designated by such Owner in such written
request. Any such written request shall remain in effect until rescinded in writing by the
Owner. The principal and redemption price with respect to the Certificates at maturity or upon
prior redemption shall be payable by check denominated in lawful money of the United States
of America upon surrender of the Certificates at the Principal Corporate Trust Office.

Redemption

Optional Redemption. The Certificates maturing on or before July 1, 2021, are not subject
to optional redemption prior to maturity. The Certificates maturing on and after July 1, 2022,
are subject to optional redemption in whole or in part on any date in such order of maturity as
shall be designated by the City (or, if the City shall fail to so designate the order of redemption,
in pro rata among maturities) and by lot within a maturity, on or after July 1, 2021, at a
redemption price equal to the principal amount of the Certificates to be redeemed, together
with accrued interest, without premium, to the date fixed for redemption, from the proceeds of
the optional prepayment of Installment Payments made by the City pursuant to the Installment
Sale Agreement.

Extraordinary Redemption from Net Proceeds of Insurance, Condemnation or Eminent Domain
Award. The Certificates are subject to extraordinary redemption in whole on any date or in part
on any Interest Payment Date from the Net Proceeds of an insurance, condemnation or eminent
domain award, to the extent credited towards the prepayment of the Installment Sale
Agreement Payments by the City pursuant to the Installment Sale Agreement, in such order of
maturity as shall be designated by the City (or, if the City shall fail to so designate the order of
redemption, in pro rata among maturities) and by lot within a maturity, at a redemption price



equal to the principal amount of the Certificates to be redeemed, together with accrued interest
to the date fixed for redemption, without premium.

Selection of Certificates for Redemption. Whenever provision is made in the Trust
Agreement for the redemption of Certificates and less than all of the Outstanding Certificates
are to be redeemed, the Trustee will select Certificates for redemption from the Outstanding
Certificates not previously called for redemption in such order of maturity as will be designated
by the City (and, in lieu of such designation, pro rata among maturities) and by lot within a
maturity. The Trustee will select Certificates for redemption within a maturity by lot in any
manner which the Trustee, in its sole discretion, deems appropriate. For purposes of such
selection, Certificates will be deemed to be composed of $5,000 portions and any such portion
may be separately redeemed. The Trustee will promptly notify the City in writing of the
Certificates so selected for redemption. Selection by the Trustee of Certificates for redemption
will be final and conclusive.

Notice of Redemption. Unless waived in writing by any Owner of a Certificate to be
redeemed, notice of any such redemption will be given by the Trustee on behalf and at the
expense of the City, by mailing a copy of a redemption notice by first class mail, postage
prepaid, at least 30 days and not more than 60 days prior to the date fixed for redemption, to
such Owner of the Certificate or Certificates to be redeemed at the address shown on the
Registration Books or at such other address as is furnished in writing by such Owner to the
Trustee; provided, however, that neither the failure to receive such notice nor any defect in any
notice will affect the sufficiency of the proceedings for the redemption of the Certificates.

Effect of Redemption. If notice of redemption has been given as described above, the
Certificates or portions of Certificates so to be redeemed will, on the redemption date, become
due and payable at the redemption price therein specified, and from and after such date,
interest with respect to such Certificates or portions of Certificates will cease to be payable.

Partial Redemption of Certificate. Upon surrender of any Certificate redeemed in part only,
the Trustee will execute and deliver to the Owner thereof a new Certificate or Certificates of
authorized denominations equal in aggregate principal amount to the unredeemed portion of
the Certificate surrendered and of the same interest rate and the same maturity.

Transfer and Exchange of Certificates

The registration of any Certificate may, in accordance with its terms, be transferred upon
the Registration Books by the person in whose name it is registered, in person or by his or her
attorney duly authorized in writing upon surrender of such Certificate for cancellation at the
Principal Corporate Trust Office, accompanied by delivery of a written instrument of transfer in
a form approved by the Trustee, duly executed. Whenever any Certificate or Certificates shall
be surrendered for registration of transfer, the Trustee shall execute and deliver a new
Certificate or Certificates for like aggregate principal amount in authorized denominations. The
City shall pay any costs of the Trustee incurred in connection with such transfer, except that the
Trustee may require the payment by the Certificate Owner requesting such transfer of any tax
or other governmental charge required to be paid with respect to such transfer. The Trustee
shall not be required to transfer (i) any Certificates or portion thereof during the period between
the date fifteen (15) days prior to the date of selection of Certificates for redemption and such
date of selection, or (ii) any Certificates selected for redemption.

Certificates may be exchanged, upon surrender thereof, at the Principal Corporate Trust
Office for a like aggregate principal amount of Certificates of other authorized denominations of
the same maturity. Whenever any Certificate or Certificates shall be surrendered for exchange,
the Trustee shall execute and deliver a new Certificate or Certificates for like aggregate



principal amount in authorized denominations. The City shall pay any costs of the Trustee
incurred in connection with such exchange, except that the Trustee may require the payment by
the Certificate Owner requesting such exchange of any tax or other governmental charge
required to be paid with respect to such exchange. The Trustee shall not be required to
exchange (i) any Certificate or any portion thereof during the period between the date fifteen
(15) days prior to the date of selection of Certificates for redemption and such date of selection,
or (ii) any Certificate selected for redemption.

Book-Entry Only System

The Certificates will be initially executed, delivered and registered as one fully
registered certificate for each maturity, without coupons, in the name of Cede & Co., as
nominee of DTC. DTC will act as securities depository of the Certificates. Individual purchases
may be made in book-entry form only, in the principal amount of $5,000 and integral multiples
thereof. Purchasers will not receive physical certificates representing their interest in the
Certificates purchased. Principal and interest will be paid to DTC which will in turn remit such
principal and interest to its participants for subsequent disbursement to the beneficial owners of
the Certificates as described herein. So long as DTC’s book-entry system is in effect with respect
to the Certificates, notices to Owners of the Certificates by the City or the Trustee will be sent to
DTC. Notices and communication by DTC to its participants, and then to the beneficial owners
of the Certificates, will be governed by arrangements among them, subject to then effective
statutory or regulatory requirements. See APPENDIX F—DTC’S BOOK-ENTRY ONLY
SYSTEM.

In the event that such book-entry system is discontinued with respect to the Certificates,
the City will cause the Trustee to execute and deliver replacements in the form of registered
certificates and, thereafter, the Certificates will be transferable and exchangeable on the terms
and conditions provided in the Trust Agreement. In addition, the following provisions would
then apply: Payment of interest due with respect to any Certificate on any Interest Payment
Date will be made to the person appearing on the Registration Books as the Owner thereof as of
the Regular Record Date immediately preceding such Interest Payment Date, such interest to be
paid by check mailed on the Interest Payment Date by first class mail to such Owner at his or
her address as it appears on the Registration Books as of such Regular Record Date or, upon
written request filed with the Trustee prior to the Regular Record Date by an Owner of at least
$1,000,000 in aggregate principal amount of Certificates, by wire transfer in immediately
available funds to an account in the United States designated by such Owner in such written
request. Any such written request will remain in effect until rescinded in writing by the Owner.
The principal and redemption price with respect to the Certificates at maturity or upon prior
redemption shall be payable by check denominated in lawful money of the United States of
America upon surrender of the Certificates at the Principal Corporate Trust Office.

SOURCE OF PAYMENT FOR THE CERTIFICATES
General

Each Certificate represents a direct, undivided fractional interest in Installment
Payments to be made by the City to the Authority under the Installment Sale Agreement. The
Authority, pursuant to the Assignment Agreement, will assign certain of its rights under the
Installment Sale Agreement to the Trustee for the benefit of the Owners, including its right to
receive Installment Payments and prepayments made under the Installment Sale Agreement
and its rights to enforce payment of the Installment Payments when due in the event of a
default by the City. The obligation of the City to make Installment Payments constitutes a
special obligation of the City payable solely from a first and prior lien on the Net Revenues,



certain net proceeds of insurance or condemnation proceedings pertaining to the Project to the
extent that such net proceeds are not used for the repair, reconstruction or replacement of the
Project pursuant to the Installment Sale Agreement, and certain interest and other income
derived from the investment of moneys held in funds and accounts held by the Trustee for the
City pursuant to the Trust Agreement. The City’s obligation to make the Installment Payments
will be on a parity with the City’s obligation to make the SASM Payments under the SASM
Financing Agreement. As described herein, “Parity Debt” shall be deemed to include the City’s
obligation to make the SASM Payments under the SASM Financing Agreement.

Special Obligation of the City

The City’s obligation to pay the Installment Payments shall be a special obligation
limited solely to Net Revenues. Under no circumstances shall the City be required to advance
any moneys derived from any source of income other than the Net Revenues and other sources
specifically identified herein for the payment of the Installment Payments, nor shall any other
funds or property of the City be liable for the payment of the Installment Payments.

The obligation of the City to make the Installment Payments from Net Revenues and to
perform and observe the other agreements contained in the Installment Sale Agreement shall be
absolute and unconditional and shall not be subject to any defense or any right of set-off,
counterclaim or recoupment arising out of any breach of the City, the Authority or the Trustee
of any obligation to the City or otherwise with respect to the Sewer System, whether under the
Installment Sale Agreement or otherwise, or out of indebtedness or liability at any time owing
to the City by the Authority or the Trustee. Until such time as all of the Installment Payments
shall have been fully paid or prepaid, the City (a) will not suspend, abate, or discontinue any
payments provided for in the Installment Sale Agreement, (b) will perform and observe all
other agreements contained in the Installment Sale Agreement, and (c) will not terminate the
Term of the Installment Sale Agreement for any cause, including, without limiting the
generality of the foregoing, the occurrence of any acts or circumstances that may constitute
failure of consideration, eviction or constructive eviction, destruction of or damage to the Sewer
System, the taking by eminent domain of title to or temporary use of any or all of the Sewer
System, commercial frustration of purpose, any change in the tax or other laws of the United
States of America or of the State or any political subdivision of either thereof or any failure of
the Authority or the Trustee to perform and observe any agreement, whether express or
implied, or any duty, liability or obligation arising out of or connected with the Trust
Agreement, the Assignment Agreement or the Installment Sale Agreement.

Nothing shall be construed to release the Authority from the performance of any of the
agreements on its part contained in the Installment Sale Agreement, and in the event the
Authority shall fail to perform any such agreements on its part, the City may institute such
action against the Authority as the City may deem necessary to compel performance so long as
such action does not abrogate the obligations of the City contained in the first sentence of the
preceding paragraph. The City may, however, at the City’s own cost and expense and in the
City’s own name or in the name of the Authority prosecute or defend any action or proceeding
or take any other action involving third persons which the City deems reasonably necessary in
order to secure or protect the City’s right of possession, occupancy and use hereunder, and in
such event the Authority has agreed to cooperate fully with the City and to take such action
necessary to effect the substitution of the City for the Authority in such action or proceeding if
the City shall so request.

Pledge of Net Revenues; Deposits to Pay Installment Payments; Release from Lien

Pledge of Net Revenues. The City has agreed that the payment of the Installment Payments
shall be secured by a pledge, charge and first and prior lien upon Net Revenues, and Net



Revenues sufficient to pay the Installment Payments as they become due and payable, are
pledged, charged, assigned, transferred and set over by the City to the Authority and its assigns
for the purpose of securing payment of the Installment Payments. The Net Revenues shall
constitute a trust fund for the security and payment of the Installment Payments.

Transfer to Pay Installment Payments. In order to provide for the payment of Installment
Payments when due, the City shall, on or before each June 20 and December 20 (each, an
“Installment Payment Date”), transfer to the Trustee for deposit into the Installment Payment
Fund the amount required for the next occurring Installment Payment Date. The City shall be
obligated to make Installment Payments sufficient to pay all principal and interest due with
respect to the Certificates.

Release from Lien. Following the transfer described above with respect to the June 20
Installment Payment Date, Net Revenues in excess of amounts required for the payment of
Installment Payments and any Parity Debt, in that Fiscal Year shall be released from the lien of
this Installment Sale Agreement and shall be available for any lawful purpose of the City.

Rate Covenant

The City hereby covenants that it shall prescribe, revise and collect such charges for the
services and facilities of the Sewer System which, after allowances for contingencies and error in
the estimates, shall produce Gross Revenues sufficient in each Fiscal Year to provide Net
Revenues equal to 1.25 times (i) the Installment Payments coming due and payable during such
Fiscal Year, and (ii) all payments required to pay debt service on Parity Debt coming due and
payable during such Fiscal Year.

Limitations on Future Obligations Secured by Net Revenues

No Obligations Superior to Installment Payments. In order to protect further the availability
of the Net Revenues and the security for the Installment Payments and any Parity Debt, the City
hereby agrees that the City shall not, so long as any Certificates are outstanding, issue or incur
any obligations payable from Gross Revenues or Net Revenues superior to the Installment
Payments or such Parity Debt.

Parity Debt. The City covenants that, except for obligations issued or incurred to prepay
the Installment Payments in full pursuant to the Installment Sale Agreement, the City shall not
issue or incur any Parity Debt unless:

(i) The City is not in default under the terms of this Installment Sale Agreement;

(ii) Net Revenues, calculated on sound accounting principles, as shown by the
books of the City for the latest Fiscal Year or any more recent twelve (12) month period
selected by the City ending not more than sixty (60) days prior to the adoption of the
resolution pursuant to which instrument such Parity Debt is issued or incurred, plus, at
the option of the City, the additional allowance described below, shall have amounted to
at least 1.25 times the maximum Debt Service coming due and payable in any future
Fiscal Year;

(iii) Interest payments on such Parity Debt shall be payable on January 1 and July
1, and principal payments on such Parity Debt shall be payable on July 1.

The City shall deliver to the Trustee a Certificate of the City certifying that the

conditions precedent to the issuance of such Parity Debt set forth in the Installment Sale
Agreement have been satisfied.
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State Loans. The City may borrow money from the State to finance improvements to the
Sewer System, without complying with the provisions of paragraphs (iii) or (iv) above, relating
to the issuance of Parity Debt, and the obligation of the City to make payments to the State
under the loan agreement memorializing said loan (the “State Loan”) may be treated as Parity
Debt for purposes of this Installment Sale Agreement; provided that the City shall not make a
payment on such State Loan (except as hereinafter expressly provided) to the extent it would
have the effect of causing the City to fail to pay Installment Payments on a timely basis. In the
event the City’s Sewer System does not produce sufficient funds to make the full Installment
Payments and such State Loan, the City shall make Installment Payments and such State Loan
on a pro rata basis.

The City shall deliver to the Trustee a Certificate of the City certifying that the
conditions precedent to the issuance of such Parity Debt set forth in the Installment Sale
Agreement have been satisfied.

Subordinate Debt. The City covenants that it shall not issue or incur any Subordinate Debt
unless:

(i) The City is not in default under the terms of this Installment Sale Agreement;

(ii) Net Revenues, calculated on sound accounting principles, as shown by the
books of the City for the latest Fiscal Year or any more recent twelve (12) month period
selected by the City ending not more than sixty (60) days prior to the adoption of the
resolution pursuant to which instrument such Subordinate Debt is issued or incurred,
plus, at the option of the City, the additional allowance described below, shall have
amounted to at least 1.0 times the maximum Debt Service coming due and payable in
any future Fiscal Year; and

(iii) Interest payments on such Subordinate Debt shall be payable on January 1
and July 1, and principal payments on such Subordinate Debt shall be payable on July 1.

Adjustment to Net Revenues. Either or both of the following items may be added to such
Net Revenues for the purpose of determining the ability of the City to issue or incur Parity Debt
or Subordinate Debt:

(i) An allowance for revenues from any additions to or improvements or
extensions of the Sewer System to be constructed with the proceeds of such additional
obligations, and also for Net Revenues from any such additions, improvements or
extensions which have been constructed from any source of funds but which, during all
or any part of such Fiscal Year, were not in service, all in an amount equal to 70% of the
estimated additional average annual Net Revenues to be derived from such additions,
improvements and extensions for the first 36-month period following issuance of the
proposed Parity Debt, all as shown by the certificate or opinion of a qualified
independent consultant employed by the City, may be added to such Net Revenues.

(ii) An allowance for earnings arising from any increase in the charges made for
service from the Sewer System which has become effective prior to the incurring of such
additional obligations but which, during all or any part of such Fiscal Year, was not in
effect, in an amount equal to 100% of the amount by which the Net Revenues would
have been increased if such increase in charges had been in effect during the whole of
such Fiscal Year and any period prior to the incurring of such additional obligations, as
shown by the certificate or opinion of a qualified independent consultant employed by
the City.
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The City shall deliver to the Trustee a Certificate of the City certifying that the
conditions precedent to the issuance of such Parity Debt set forth in the Installment Sale
Agreement have been satisfied.

Additional Payments

In addition to the Installment Payments, the City shall pay, from Net Revenues, when
due, all costs and expenses incurred by the Authority to comply with the provisions of the Trust
Agreement and this Installment Sale Agreement, including, without limitation all Delivery
Costs (to the extent not paid from amounts on deposit in the Delivery Costs Fund),
compensation due to the Trustee for its fees, costs and expenses incurred under the Trust
Agreement and the Assignment Agreement, compensation due to the Authority for its fees,
costs and expenses incurred under the Trust Agreement and all costs and expenses of attorneys,
auditors, engineers and accountants.
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Installment Payments

Installment Payments are required to be made by the City under the Installment Sale
Agreement on the twentieth (20th) day of each June and December (each a “Installment
Payment Date”). The Trust Agreement requires that Installment Payments be deposited in the
Installment Payment Fund maintained by the Trustee. Pursuant to the Trust Agreement, the
Trustee will apply such amounts in the Installment Payment Fund as are necessary to make
principal and interest payments due with respect to the Certificates on January 1 and July 1 of
each year sufficient to meet the following semi-annual payment schedule:

Installment Total Installment Total
Payment Principal Interest Installment Payment Principal Interest Installment
Date Component* Component  Payment Date Component* Component  Payment

12/20/12 — 12/20/27 —
06/20/13 $135,000 06/20/28 $185,000
12/20/13 — 12/20/28 —
06/20/14 105,000 06/20/29 190,000
12/20/15 — 12/20/29 —
06/20/15 110,000 06/20/30 200,000
12/20/15 — 12/20/30 —
06/20/16 115,000 06/20/31 205,000
12/20/16 — 12/20/31 —
06/20/17 115,000 06/20/32 215,000
12/20/17 — 12/20/32 —
06/20/18 120,000 06/20/33 220,000
12/20/18 — 12/20/33 —
06/20/19 125,000 06/20/34 230,000
12/20/19 — 12/20/34 —
06/20/20 135,000 06/20/35 240,000
12/20/20 — 12/20/35 —
06/20/21 140,000 06/20/36 250,000
12/20/21 — 12/20/36 —
06/20/22 145,000 06/20/37 260,000
12/20/22 — 12/20/37 —
06/20/23 150,000 06/20/38 270,000
12/20/23 — 12/20/38 —
06/20/24 155,000 06/20/39 280,000
12/20/24 — 12/20/39 —
06/20/25 160,000 06/20/40 290,000
12/20/25 — 12/20/40 —
06/20/26 170,000 06/20/41 300,000
12/20/26 — 12/20/41 —
06/20/27 175,000 06/20/42 310,000

*Preliminary, subject to change.
Flow of Funds

Pursuant to the terms of the Installment Sale Agreement, on the twentieth (20™) day of
each June and December, the City is legally required to make Installment Payments to the
Trustee from Net Revenues, designed to be equal to the amount necessary for the Trustee to pay
the principal and interest with respect to the Certificates due and payable on each January 1 and
July 1. Pursuant to the terms of the Trust Agreement, (i) all Installment Payments received by
the Trustee from the City, (ii) certain net proceeds awarded in insurance or eminent domain
proceedings to the extent not used to repair or replace the Project, and (iii) any other moneys
required to be deposited pursuant to the Installment Sale Agreement or the Trust Agreement,
shall be deposited in the Installment Payment Fund.
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The Trustee shall promptly distribute, on each January 1 and July 1, the moneys on
deposit in the Installment Payment Fund to the Owners in payment of principal and interest
then due with respect to the Certificates.

Any surplus remaining in the Installment Payment Fund after redemption and payment
of all Certificates, including accrued interest, if any, and payment of any applicable fees to the
Trustee, or provision for such redemption or payment having been made to the satisfaction of
the Trustee, shall then be remitted to the City.

Limitations on Remedies Available to Owners of the Certificates and the Trustee

The enforceability of the rights and remedies of the Owners of the Certificates and the
Trustee, and the obligations incurred by the City, may be subject to the following: the Federal
bankruptcy code and applicable bankruptcy, insolvency, reorganization, moratorium or similar
laws relating to or affecting the enforcement of creditors’ rights generally, now or hereafter in
effect; usual equity principles which may limit the specific enforcement under state law of
certain remedies; the exercise by the United States of America of the powers delegated to it by
the Federal Constitution; and the reasonable and necessary exercise, in certain exceptional
situations, of the police power inherent in the sovereignty of the State of California and its
governmental bodies in the interest of serving a significant and legitimate public purpose.
Bankruptcy proceedings, or the exercise of powers by the federal or state government, if
initiated, could subject the Owners of the Certificates to judicial discretion and interpretation of
their rights in bankruptcy or otherwise, and consequently may entail risks of delay, limitations,
or modification of their rights. Remedies may be limited since the Project serves an essential
public purpose.

THE AUTHORITY

The Authority was established pursuant to a Joint Exercise of Powers Agreement, dated
March 20, 2006 (the “JPA Agreement”), between the City and the California Municipal Finance
Authority. The JPA Agreement was entered into pursuant to the provisions of Articles 1
through 4 of Chapter 5 of Division 7 of Title 1 of the California Government Code. The members
of the governing board of the Authority consist of the members of the City Council of the City.
The Authority is authorized pursuant to Article 4 (commencing with section 6584) of the Act to
borrow money for the purpose of financing the acquisition of bonds, notes and other obligations
of, or for the purpose of making loans to, public entities, including the City and to provide
financing for public capital improvements for lease or sale to the City.

THE CITY
The City is located in the County, approximately 11 miles north of the Golden Gate
Bridge and San Francisco. The City limits encompass 4.72 square miles. The estimated

population of the City is approximately 14,064 as of January 1, 2011.

The primary access road to the City is U.S. Highway 101, the main north-south corridor
in the West Bay Area.

The City was incorporated in 1900 as a general law city. The City Council is made up of

five members, elected at large, serving four-year terms. The Mayor is selected for a one-year
term from among the members of the City Council. The City operates under a council-manager
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form of government. The City Council appoints the City Manager, City Attorney and City
Clerk.

See APPENDIX A—GENERAL, ECONOMIC AND DEMOGRAPHIC INFORMATION
RELATING TO THE CITY AND THE COUNTY for a general description of the City as well as
certain demographic and statistical information. Also, see APPENDIX B—AUDITED
FINANCIAL STATEMENTS OF THE CITY FOR THE FISCAL YEAR ENDED JUNE 30, 2011.

THE SEWER SYSTEM
General

The Sewer System provides sewer collection service to the citizens and businesses
within the City limits. The primary source for revenues for the Sewer System is fees (rates) set
by the City Council and collected as a fee included on each property tax bill. Additional revenue
sources include sewer connection fees and interest income.

Sewer System Description

The collection system, maintained and operated by the City, is comprised of
approximately 69 miles of sewer mains, collector mains and trunk lines (large pipelines),
manholes, valves, and pump stations used to move wastewater from a home or business to the
treatment plant. The network also includes smaller, lateral pipes (owned and maintained by
each property owner) that run from the buildings to the larger, City-owned, main pipes.
Sewage treatment is handled by SASM.

Management and Employees

The City’s Public Works Department is responsible for the management and operation
of the Sewer System. For Fiscal Year 2010-11, the City had 3.625 full-time equivalent (“FTE”)
employee positions budgeted for the Sewer System.
Service Area and Users

The City provides wastewater collection and disposal services within the City limits.
The Sewer System includes 6,900 sewer customer accounts, of which approximately 5,900

(approximately 86%) are residential customers and the remaining approximately 1,000 accounts
(approximately 14%) are non-residential users.

-15-



The ten largest customers of the Sewer System, by revenue, for the 2010-11 fiscal year,
are shown in the following table:

Sewer System
Ten Largest Customers, by Revenue
For the Fiscal Year Ended June 30, 2011

User Type of Use Revenue

1 Community Church Retirement Center Retirement Community $ 53,221
2 Whole Foods Market Grocery Store 52,619
3 Safeway Stores Grocery Store 50,408
4 Piatti Restaurant Co. Restaurant 41,452
5 John Iavarone Commercial 32,552
6 280 Rose Ave Private Residence 31,108
7 Interfaith Housing Foundation Housing 22,849
8 22 Miller Ave Inc Restaurant 20,461
9 Nana Enterprises Hotel/Restaurant 20,387
10 Shapiro Associates Laundromat 20,131
$345,188

Source: City of Mill Valley.

The ten largest customers of the Sewer System, by consumption, for the 2010-11 fiscal
year, are shown in the following table:

Sewer System
Ten Largest Customers, by Consumption
For the Fiscal Year Ended June 30, 2011

User Type of Use Consumption (1)

1 Community Church Retirement Center Retirement Community 8,826
2 Whole Foods Market Grocery Store 4,140
3 280 Rose Ave Private Residence 4,008
4 Safeway Stores Grocery Store 3,966
5 1101-333 Shelter Bay Ave Housing 3,504
6 Piatti Rest Co Restaurant 3,282
7 175 Alta Vista Av Private Residence 3,144
8 12 Lower Dr Private Residence 2,868
9 3101-333 Shelter Bay Av Housing 2,820
10  Whole Foods Market Grocery Store 2,550
39,108

Source: City of Mill Valley.
(1) In 100s of Cubic Feet

Rate Setting Process

The wastewater service charges are established by resolution adopted by a majority vote
of the City Council and become effective immediately. Prior to rate increases being
implemented they must be presented to the rate payers through a Proposition 218 protest
hearing process. This process has been completed for the rate increases associated with this
financing. See “CONSTITUTIONAL LIMITATIONS ON APPROPRIATIONS AND FEES.”

Utility rates and charges are reviewed as part of the City’s budgetary process. Once
results of operations for the various enterprise funds are known, a determination is made as to
whether it is appropriate for rate adjustments to be made. The timing of rate adjustments may
or may not coincide with the budget adoption process, but the implications of any rate
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adjustments are considered in budget development. The process used to set rates follows State
regulations concerning the operation of local government utilities. Typically, several public
hearings are held to review staff studies and recommendations concerning rate adjustments
before final adoption of rate changes. Annually, a compilation of charges for all City services is
done to produce a comprehensive fee schedule for the City.

Prior to June 1, the City Manager submits to the City Council a proposed preliminary
budget for the next two fiscal years. The City’s fiscal year is July 1 through June 30. The
proposed budget includes all funds, including the Sewer Fund and capital projects. The
proposed budget includes expected expenditures (or expenses, as appropriate) and the means
of financing them. Typically, extensive City Council review occurs during May, and public
hearings are conducted in June to obtain citizen comments. The preliminary budget is legally
adopted prior to July 1 with the final budget adopted after the State adopts its annual budget in
August of each year.

In each year total expenditures of any fund may not exceed total appropriations for that
fund. However, the City Council may legally amend the budget at any time during the fiscal
year by the adoption of supplemental appropriations and transfers within the programs.

Rates

In 2010, the City raised its sewer service charges to reflect significant increases in costs
such as wastewater treatment costs, inflation, improvement and replacement of aging
infrastructure, and compliance with more stringent environmental regulations. The sewer
service charges imposed a fixed charge on each single-family residential customer, regardless of
the amount of wastewater discharged by such customer. The City currently charges all single-
family residential customers the same amount for their sewer service, regardless of household
size, but charges all other customers based on their estimated wastewater flow (hundred cubic
feet of estimated annual Marin Municipal Water District water usage). The sewer service
charge adopted for single-family customers for fiscal year 2012/13 is $677 per dwelling unit.

At its April 2, 2012 meeting, the City Council reviewed a staff proposal to revise the
City’s sewer service charges. The proposed charge for a single-family residential customer was
based on the estimated volume and flow-composition of wastewater discharged by such
customer, which means that a customer’s charge will vary each year in proportion to each
year’s estimated wastewater flow. The proposed charges for all other customers would simplify
and update the current rate structure, which is already based on those customers’ estimated
wastewater flow. Under the revised rate structure, the City will begin to charge all sewer
customers based on their estimated wastewater flow. The sewer service rate (dollars per
hundred cubic feet) for each customer’s class (e.g. single family residence, restaurant, or retail
store) has been recently established based on the cost of service to treat each customer’s distinct
wastewater strength.

On June 18, 2012, the City Council conducted a Proposition 218 protest hearing to
consider adoption of the proposed sewer service charges and the modification of the existing
sewer service rate structure. The City Council heard and considered all oral and written
testimony concerning the proposed sewer service charges. At the end of the hearing, the City
Clerk had not received written protests submitted by owners of a majority of the parcels
subject to the proposed sewer service charges. Therefore, the proposed sewer service charges,
which are unique in the County in the method of computation, were adopted. On that date, the
City Council conducted a first reading of the ordinance approving the proposed sewer service
charges. On July 19, 2012, the City Council adopted the ordinance approving the proposed
sewer service charges, which became effective on August 19, 2012.
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The new sewer service charge is an annual charge determined by multiplying a customer’s
estimated annual wastewater flow by a sewer service rate for the customer’s class of
wastewater flow-composition. For example, the fiscal year 2012/13 sewer charge for a single-
family home, with an estimated flow of 82 hundred cubic feet (HCF) is as follows:

82 HCF x $7.82 per HCF = $641.24

Single-family, Multi-family Residential and All Commercial Customers Except Bars,
Hotels & Restaurants: Each year the City will estimate wastewater flow based on winter water-
use data provided by Marin Municipal Water District. (Winter water use is a proxy for
wastewater discharge because irrigation use is lowest during this time of year.) 82 HCF was the
average single-family residential flow using data from the winter of 2010/11. Two-thirds of
City’s single-family customers use less than the average flow.

Commercial Customers: Bars, Hotels & Restaurants: Each year wastewater flow will
be estimated based on water use data for one summer and one winter billing period to account
for seasonal business patterns, which has been the City’s prior practice.

Minimum Charge: The City will impose an annual minimum charge that assumes all
customers produce at least 24 HCF of wastewater flow per year per parcel.

The following table shows the schedule of maximum rates that the City Council adopted
for each customer class for fiscal years 2012/13 through 2016/17. The rate structure includes a
5% rate stabilization factor beginning in the third year. This factor will allow revenue needs to
be met considering the year-to-year fluctuation of water consumption and wastewater
production. Generally, the rates applied in a given year will not utilize the stabilization factor
and will be less than the maximum rate listed in this notice.

FY12-13 FY 13-14 FY 14-15 FY 15-16 FY 16-17

Residential Rates ($/HCF®)

Single Family $7.82 $8.84 $9.81 $10.59 $11.55
Multi-Family $6.74 $7.62 $8.46 $9.14 $9.96
Non Residential Rates ($/HCF)
Store/Retail $7.35 $8.30 $9.21 $9.95 $10.85
Laundromat $6.15 $6.95 $7.72 $8.34 $9.09
Car Wash $5.26 $5.95 $6.60 $7.13 $7.77
Hospital /Convalescent $6.03 $6.81 $7.56 $8.17 $8.90
Professional Offices $5.90 $6.67 $7.40 $7.99 $8.71
Bar w/o Restaurant $6.51 $7.35 $8.16 $8.82 $9.61
Schools $6.47 $7.32 $8.12 $8.77 $9.56
Hotel w/o Dining $6.45 $7.29 $8.10 $8.74 $9.53
Laundry - Commercial $8.14 $9.20 $10.21 $11.02 $12.02
Repair Shop/Service Stn. $7.24 $8.18 $9.08 $9.80 $10.68
Restaurant/Bakery $12.63 $14.27 $15.84 $17.10 $18.64
Mkt w/grinder $12.71 $14.36 $15.94 $17.22 $18.77
Hotel w/Dining $10.16 $11.48 $12.74 $13.76 $15.00

@ HCF = one hundred cubic feet or 748 gallons
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Comparison to Nearby Agencies. The following table presents a comparison of the City’s
annual sewer service charges for fiscal year 2012-13 as compared with other nearby
communities.

Sewer System
Comparative Rate Table
2012-13 Sewer Service Charges

Agency Annual Charge
City of Belvedere $1,836.00
City of Sausalito $1,104.00
City of Larkspur $1,100.00
Tamalpais Community Services District $1,013.00
Ross Valley $874.00
Town of Tiburon $825.00
City of Marin City $732.00
Las Gallinas Valley Sanitary District $662.00
City of Mill Valley $641.00
San Rafael Sanitary District $637.50
Homestead Valley Sanitary District $575.00
Alto Sanitary District $500.00
Town of Corte Madera $500.00
Novato Sanitary District $491.84
Almonte Sanitary District $400.00
Richardson Bay Sanitary District $246.00

Source: City of Mill Valley.
Collection of Sewer Charges—Teeter Plan

Sewer service charges are billed to customers on their property tax bills and are payable
semi-annually in the same manner and according to the same procedures as is applicable to its
property taxes. For entities whose property is tax-exempt, the City bills and collects sewer
service charges directly from such entities.

The County has adopted the Alternative Method of Distribution of Tax Levies and
Collections and of Tax Sale Proceeds (the “Teeter Plan”), as provided for in section 4701 et seq.
of the California Revenue and Taxation Code. Under the Teeter Plan, each participating local
agency receives the amount of uncollected taxes credited to its fund, in the same manner as if
the amount due from taxpayers had been collected. In return, the County receives and retains
delinquent payments, penalties and interest as collected, that would have been due the local
agency. The County applies the Teeter Plan to the payment of delinquent sewer charges.

The Teeter Plan is to remain in effect unless the County Board of Supervisors orders its
discontinuance or unless, prior to the commencement of any fiscal year of the County (which
commences on July 1), the Board of Supervisors receives a petition for its discontinuance from
two-thirds of the participating revenue districts in the County. The Board of Supervisors may
also, after holding a public hearing on the matter, discontinue the Teeter Plan with respect to
any tax levying agency or assessment levying agency in the County if the rate of secured tax
delinquency in that agency in any year exceeds three percent of the total of all taxes and
assessments levied on the secured roll in that agency. The Board of Supervisors has never
elected to exercise this right.
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Capital Improvement Program

In 2009, the City undertook a sewer pipeline inspection and evaluation using the
Pipeline Assessment and Certification Program. Based on the results of the program in addition
to the plans to repair and replace sewer pipelines under certain planned street rehabilitation
projects, the City has identified an approximately $9.1 million capital improvement program
over the next four years, approximately $5,000,000 of which will be funded from the proceeds of
the Certificates and the remainder to be funded from excess revenues and fund balances.

Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; and natural disasters for which the City carries
insurance. The City, due to the costs of available coverage, participates as a member in joint
powers insurance authorities as follows:

Workers Compensation Insurance. The City was a member of the Marin County Risk
Management Authority. Under the arrangement, the risk of loss below $100,000 was not
transferred to the Authority. The Authority maintained separate accounts for each participant,
and each participant is responsible for paying its own claim liabilities. Claims exceeding the
City's $100,000 self-insured limit are covered by the Authority's insurance policies provided by
outside insurance carriers up to the statutory limit. The City accounts for its insurance activities
in its general fund. Effective in fiscal year 2004, the Authority was dissolved and related assets
were transferred to the Bay Cities Joint Powers Insurance Authority which now provides
coverage to the City for workers compensation insurance. The City is fully responsible for all
prior claims at the date of transfer of related assets. Under the new arrangement, the City is self-
insured for the first $100,000 of each claim with the Authority responsible for losses above that
amount.

Liability and Properly Insurance. The City is a member of the Bay Cities Joint Powers
Insurance Authority. The City through the Authority participates in group purchased property,
earthquake, flood, boiler and machinery, and general liability insurance coverages. The risk of
loss is transferred to the Authority except for the first $100,000 of general liability claims for
which the City is self-insured and retains the risk of loss. The Authority is self-insured for the
first $1 million per claim less each members self-insured limit. The Authority participates in an
excess pool, California Affiliated Risk Management Authorities, which provides general
liability coverages for $14 million in excess of the above stated $1 million. Each participant is
insured for the replacement cost of property. The all risk property coverage provided by the
Authority has a $1 billion limit per occurrence for all members in the aggregate.

Liabilities of the City are reported when it is probable that a loss has occurred and the
amount of the loss can be reasonably estimated. Liabilities include an amount for claims that
have been incurred but not reported (IBNRs). The result of the process to estimate the claims
liability is not an exact amount as it depends on many complex factors, such as inflation,
changes in legal doctrines, and damage awards. Accordingly, claims are reevaluated
periodically to consider the effects of inflation, recent claim settlement trends (including
frequency and amount of pay-outs), and other economic and social factors.

The estimate of the claims liability also includes amounts for incremental claim
adjustment expenses related to specific claims and other claim adjustment expenses regardless
of whether allocated to specific claims. Estimated recoveries, for example from salvage or
subrogation, are another component of the claims liability estimate. Settlements have not
exceeded coverage for each of the past three fiscal years.
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See APPENDIX B—AUDITED FINANCIAL STATEMENTS OF THE CITY FOR THE
FISCAL YEAR ENDED JUNE 30, 2011.

Employee Retirement Plans

Plan Description. The City contributes to the California Public Employees Retirement
System (PERS), a cost sharing multiple-employer, public employee, defined benefit pension
plan. PERS provides retirement and disability benefits, annual cost-of-living adjustments, and
death benefits to plan members and beneficiaries. PERS acts as a common investment and
administrative agent for participating public entities within the State of California. Benefit
provisions and all other requirements are established by the State statute and City ordinance.
The PERS issues publicly available financial reports that include the financial statements and
required supplementary information for the PERS. Copies of PERS annual financial report may
be obtained from their executive office, 400 "P" Street, Sacramento, California 95814.

Funding Policy and Annual Pension Cost. The contribution requirements of plan members
and the City are established by and may be amended by PERS. Regular plan members are
required to contribute 7.0 percent of their annual covered salary, and safety plan members are
required to contribute 9.0 percent of their annual covered salary. The City is required to
contribute at an actuarially determined rate. The current rate for regular employees is 11.245
percent of covered payroll and 15.99 weighted average percent of covered payroll for safety
employees.

See APPENDIX B—AUDITED FINANCIAL STATEMENTS OF THE CITY FOR THE
FISCAL YEAR ENDED JUNE 30, 2011.

Post Employment Health Care Plans

Plan Description. The City administers the City of Mill Valley Retired Employees Health
Care Plan, a single-employer defined benefit healthcare plan. The City issues a publicly
available financial report for the Retired Employees Health Care Plan that includes financial
statements and required supplementary information for the Plan. The financial report may be
obtained by writing to the City, 26 Corte Madera Avenue, Mill Valley, CA 94941.

Summary of Significant Accounting Policies. The financial statements of the City of Mill
Valley Retired Employees Health Care Plan are prepared using the accrual basis of accounting.
Plan member contributions are recognized in the period in which they are due. Employer
contributions to each plan are recognized when due and the employer has made a formal
commitment to provide the contributions. Benefits and refunds are recognized when due and
payable in accordance with the terms of each plan.

Method Used To Value Investments. Investments of the Plan are reported at fair value
which for the Plan is determined by bid and asked prices as obtained from dealers that make
markets in such securities. Securities for which market quotations are not readily available are
valued at their fair value as determined by the custodian under the direction of the City with
the assistance of a valuation service.

Funding Policy. The contribution requirements of plan members and the City are
established and may be amended by the City. The required contribution is based on projected
pay-as-you-go financing requirements, with additional amounts to prefund benefits as
determined annually by the City. For the fiscal year ended June 30, 2011, the City contributed
$511,630 to the plan for current year premiums (100% of total premiums) and $250,000 to
prefund benefits. Plan members receiving benefits contributed zero of the total premiums.
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Annual OPEB Costs and Net OPEB Obligation. The City's annual other post employment
benefit (OPEB) costs (expense) is calculated based on the annual required contribution of the
employer (ARC), an amount actuarially determined in accordance with the parameters of GASB
Statement 45. The ARC represents a level of funding that, if paid on an ongoing basis, is
projected to cover normal cost each year and amortize any unfunded actuarial liabilities over a
period not to exceed thirty years.

Funding Status and Funding Progress. As of June 30, 2009, the most recent actuarial
valuation date, the Plan was 13.1 percent funded. The actuarial accrued liability for benefits was
$23,326,000, and the actuarial value of Plan assets was $3,044,000, resulting in an unfunded
actuarial accrued liability (UAAL) of $20,282,000. The covered payroll (the annual payroll of
active employees covered by the Plan) was $9,479,000, and the ratio of the UAAL to the covered
payroll was 214 percent.

See APPENDIX B—AUDITED FINANCIAL STATEMENTS OF THE CITY FOR THE
FISCAL YEAR ENDED JUNE 30, 2011.

Financial Information
The City’s audited financial statements dated June 30, 2011, for the fiscal year ended
June 30, 2011, which include the financial results of the Sewer System, are attached hereto as

APPENDIX B—AUDITED FINANCIAL STATEMENTS OF THE CITY FOR THE FISCAL YEAR
ENDED JUNE 30, 2011.
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Historical Revenues, Expenditures and Debt Service Coverage

The following table presents a five year historical summary of the revenues, expenses
and net income of the Sewer System.

HISTORICAL SUMMARY OF REVENUES, EXPENSES AND
TRANSFERS AND CHANGES IN FUND BALANCE
Fiscal Years Ended June 30,

2008 2009 2010 2011
Revenues
Sewer Service Charge $2,094,839  $2,104,129  $2,086,401  $2,095,786
Sewer Connection Fees 46,250 27,900 109,100 16,322
Other 61,230 32,981 21,541 8,209
Total Revenues 2,202,319 2,165,010 2,217,042 2,120,318
Expenses
Operating Expenses
Salaries 159,716 175,336 202,788 215,314
Benefits 95,790 99,100 114,148 120,421
Supplies 1,103 2,518 535 1,681
Clothing 1,641 2,361 2,446 3,388
Communication 1,904 2,592 3,038 3,096
Water 257 279 274 261
Electricity 7,138 8,554 5,101 4,970
Gas 355 261 179 231
Maintenance Materials 11,305 6,586 12,564 4,016
Equip Maintenance 18,164 46,718 11,282 16,745
Specialized Services 40,886 80,492 67,470 71,386
Training — 266 190 —
Other Expenses 683 695 722 —
Vehicle Maintenance & Fuel 18,690 15,351 26,929 22,458
Equipment Replacement 18,398 19,470 14,259 —
Engineering & Admin Charge 227,565 244 490 250,140 241,297
Total 603,595 705,069 712,065 705,263
SASM Treatment Fee 1,106,668 1,271,687 1,264,633 1,459,377
Total Operating Expenses 1,710,263 1,976,756 1,976,698 2,164,640
Net Revenues 492,056 188,254 240,344 (44,322)

Source: City of Mill Valley Audited Financial Statements.
(1) Beginning in fiscal year 2011-12, the sewer rates were increased by 102%, reversing the negative Net Revenues.
See table below.
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Projection of Revenues, Expenditures and Debt Service Coverage

The following table presents a projection of Sewer System revenues and expenditures
for each of the five fiscal years ending June 30, 2012, through 2016, including debt coverage.

PROJECTION OF REVENUES, EXPENDITURES AND DEBT SERVICE COVERAGE
Fiscal Years Ending June 30,

2012 2013 2014 2015 2016
Revenues
Sewer Service Charge $4,039,000 $4,434,497  $5,169,851 $5,640,471  $6,091,709
Sewer Connection Fees 16,500 16,500 16,500 16,500 16,500
Other 9,539 8,000 8,000 8,000 8,000
Total Revenues 4,065,039 4,458,997 5,194,351 5,664,971 6,116,209
Expenses @
Operating Expenses
Salaries 220,295 217,970 222,149 226,592 231,124
Benefits 131,623 136,774 143,047 145,908 148,826
Supplies 4,425 2,425 2,425 2,474 2,523
Clothing 3,906 3,647 3,647 3,720 3,794
Communication 2,600 1,947 1,947 1,986 2,026
Water 350 350 350 357 364
Electricity 7,800 5,500 5,665 5,778 5,894
Gas 370 300 300 306 312
Maintenance Materials 11,125 13,125 13,125 13,388 13,655
Equip Maintenance 21,065 21,065 21,065 21,486 21,916
Specialized Services 79,156 127,356 127,356 129,903 132,501
Training 1,125 5,023 5,423 5,531 5,642
Other Expenses 1,226 — — — —
Vehicle Maintenance & Fuel 17,681 28,421 29,621 30,213 30,818
Equipment Replacement - 14,740 14,740 14,740 14,740
Engineering & Admin Charge 285,366 330,516 342,746 349,601 356,593
Total 788,113 909,159 933,606 951,983 970,728
SASM Treatment Fee 1,683,027 1,815,993 2,009,410 2,221,251 2,290,537
Total Operating Expenses 2,471,140 2,725,152 2,943,016 3,173,234 3,261,265
Net Revenues Available for
Debt Service 1,593,899 1,733,845 2,251,335 2,491,737 2,854,944
Debt Service
SASM Payments © — 119,489 119,619 120,681 121,653
Certificates @ — 292,256 297,400 293,800 295,200
Total Debt Service @ — 411,745 417,019 414,481 416,853
Debt Service Coverage — 4.21x 5.40x 6.01x 6.85x

Source: City of Mill Valley Audited Financial Statements.

(1) Revenues in fiscal year 2011-12 reflect the 102% rate increase approved in 2010. Revenues in fiscal years 2012-13,
2013-145, 2014-15 and 2015-16, reflect the 16%, 13%, 11% and 8% rate increases approved by the City on June 21,
2012.

(2) Expenses are based upon budgeted amounts through fiscal year 2013-14 and assume a 2% annual increase
thereafter.

(3) Preliminary, subject to change. Represents the City’s 50.1% portion of the debt service on the SASM Bonds.

(4) Preliminary, subject to change.
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No assurances are provided by the City as to the certainty of the projected Sewer
System revenues shown on the foregoing table. Actual revenues may be higher or lower than
what has been projected.

City Financial Management Policies

The City Council has adopted a comprehensive set of financial management policies to
provide for: (i) establishing targeted general fund reserves; (ii) the prudent investment of City
funds; and (iii) establishing parameters for issuing and managing debt supported by the general
fund, Enterprise Funds and any other related funding entity of the City.

Investment Policy. The investment of funds of the City (except pension and retirement
funds) is made in accordance with the City’s Investment Policy, approved annually (the
“Investment Policy”), and section 53601 et seq. of the California Government Code. The
Investment Policy is subject to revision at any time and is reviewed at least annually to ensure
compliance with the stated objectives of safety, liquidity, yield, and current laws and financial
trends. All amounts held under the Trust Agreement are invested at the direction of the City in
Permitted Investments, as defined in the Trust Agreement, and are subject to certain limitations
contained therein. See APPENDIX C—CITY INVESTMENT POLICY and APPENDIX D—
SUMMARY OF CERTAIN PROVISIONS OF THE PRINCIPAL LEGAL DOCUMENTS—TRUST
AGREEMENT—Investments.

Current Investments

The assets of the City’s investment portfolio, as of May 31, 2012, are shown in the
following table:

City of Mill Valley

Investment Portfolio

(As of May 31, 2012)

Par
Type Value

California Local Agency Inv. Fund (LAIF) $12,406,906
FDIC-insured Certificates of Deposit 4,616,000
U.S. Government Agencies 1,243,737
Cash with Fiscal Agents 510,625
Total cash and investments $18,777,268

Source: City of Mill Valley.

CONSTITUTIONAL LIMITATIONS ON APPROPRIATIONS AND FEES

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

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

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

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

Article XIIIB

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

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

Proposition 218
General. On November 5, 1996, California voters approved Proposition 218, the so-called
“Right to Vote on Taxes Act.” Proposition 218 added Articles XIIIC and XIIID to the State

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

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

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

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

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

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

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

In July 2006 the California Supreme Court, in Bighorn-Desert View Sewer Agency v. Verjil

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

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

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

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

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

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

The ability of the City to comply with its covenants under the Installment Sale
Agreement and to generate Net Revenues sufficient to pay the Installment Payments and,
therefore, the principal and interest with respect to the Certificates may be adversely affected by
actions and events outside of the control of the City and may be adversely affected by actions
taken (or not taken) under Article XIIIC or Article XIIID by voters, property owners, taxpayers
or payers of assessments, fees and charges. Furthermore, any remedies available to the owners
of the Certificates upon the occurrence of an event of default under the Installment Sale
Agreement are in many respects dependent upon judicial actions which are often subject to
discretion and delay and could prove both expensive and time consuming to obtain. In addition
to the possible limitations on the ability of the City to comply with its covenants under the
Installment Sale Agreement, the rights and obligations under the Trust Agreement may be
subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance,
moratorium and other laws relating to or affecting creditors’ rights, to the application of
equitable principles, to the exercise of judicial discretion in appropriate cases and to limitations
on legal remedies against cities in the State of California.

Based on the foregoing, in the event the City fails to comply with its covenants under the
Installment Sale Agreement, including its covenants to generate sufficient Net Revenues, as a
consequence of the application of Article XIIIC and Article XIIID, or to pay principal or interest
with respect to the Certificates, there can be no assurance that available remedies will be
adequate to fully protect the interests of the holders of the Certificates.

Proposition 26

On November 2, 2010, State voters approved Proposition 26 which amended certain
sections of Article XIIIC. The proposition attempts to define “tax” as used within Article XIIIC
as “any levy, charge, or exaction of any kind imposed by a local government, except the
following: (1) a charge imposed for a specific benefit conferred or privilege granted directly to
the payor that is not provided to those not charged, and which does not exceed the reasonable
costs to the local government of conferring the benefit or granting the privilege; (2) a charge
imposed for a specific government service or product provided directly to the payor that is not
provided to those not charged, and which does not exceed the reasonable costs to the local
government of providing the service or product; (3) a charge imposed for the reasonable
regulatory costs to a local government for issuing licenses and permits, performing
investigations, inspections, and audits, enforcing agricultural marketing orders, and the
administrative enforcement and adjudication thereof; (4) a charge imposed for entrance to or
use of local government property, or the purchase, rental, or lease of local government property;
(5) a fine, penalty, or other monetary charge imposed by the judicial branch of government or a
local government, as a result of a violation of law; (6) a charge imposed as a condition of
property development; and (7) assessments and property-related fees imposed in accordance
with the provisions of Article XIII D.” The local government bears the burden of proving by a
preponderance of the evidence that a levy, charge, or other exaction is not a tax, that the amount
is no more than necessary to cover the reasonable costs of the governmental activity, and that
the manner in which those costs are allocated to a payor bear a fair or reasonable relationship to
the payor’s burdens on, or benefits received from, the governmental activity.

The foregoing discussion of Proposition 218 and Proposition 26 should not be
considered an exhaustive or authoritative treatment of the provisions of such propositions or
the possible effects of Proposition 218 and Proposition 26. Interim rulings, final decisions,
legislative proposals and legislative enactments affecting Proposition 218 and Proposition 26
may impact the City’s ability to make debt service payments with respect to the Certificates.
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The City does not expect to be in a position to control the consideration or disposition of these
issues and cannot predict the timing or outcome of any judicial or legislative activity related to
these issues.

Future Initiatives

Articles XIIIC, XIIID and Proposition 26 were adopted as measures that qualified for the
ballot pursuant to California’s initiative process. From time to time other initiatives could be
proposed and adopted affecting Net Revenues or the City’s ability to increase its rates for water
service. See “Proposition 218” above. The California constitution, Article XIIID, Section 5(c),
specifically recognizes that any assessment existing on the effective date (of Article XIIID) shall
be exempt from the procedures and approval process set forth in Article 4, to wit: “....(c) Any
assessment the proceeds of which are exclusively used to repay bonded indebtedness of which
the failure to pay would violate the Contract Impairment Clause of the Constitution of the
United States.”

RISK FACTORS RELATING TO THE CERTIFICATES

The following section describes certain special considerations and risk factors affecting the risk of
nonpayment or the security for the Certificates. The following discussion is not meant to be an exhaustive
or definitive description of the risks associated with a purchase of the Certificates and does not necessarily
reflect the relative importance of the various risks. Potential investors are advised to consider the
following special factors regarding the Certificates, together with all other information in this Official
Statement, in order to make an informed investment decision with respect to the Certificates. There can be
no assurance that other risk factors are not or will not become material in the future.

General

The payment of principal and interest with respect to the Certificates is secured by a
pledge by the City of the Net Revenues and certain funds under the Installment Sale
Agreement. The realization of the Net Revenues is subject to, among other things, the
capabilities of management of the City, the ability of the City to provide sewer services to its
users, and the ability of the City to establish and maintain sewer fees and charges sufficient to
provide the required debt service coverage as well as pay for Operation and Maintenance Costs.

Among other matters, drought, general and local economic conditions and changes in
law and government regulations (including initiatives and moratoriums on growth) could
adversely affect the amount of Net Revenues realized by the City.

Limited Obligations

The Installment Payments are limited obligations of the City and are not secured by a
legal or equitable pledge or charge or lien upon any property of the City or any of its income or
receipts, except the Net Revenues. The obligation of the City to make Installment Payments
from Net Revenues does not constitute an obligation of the City to levy or pledge any form of
taxation or for which the City has levied or pledged any form of taxation.

The City is obligated under the Installment Sale Agreement to make Installment
Payments solely from Net Revenues. There is no assurance that the City can succeed in
operating the Sewer System such that the Net Revenues in the future will be sufficient for that
purpose.
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Maintenance and Operation Costs

There can be no assurance that the City’s expenses for the Sewer System will be
consistent with the descriptions in this Official Statement. Changes in technology, changes in
quality standards, loss of large customers, increased or decreased development, increases in the
cost of operation, or other expenses could require increases in rates or charges in order to
comply with the City’s rate covenant in the Installment Sale Agreement.

Environmental Regulation

The kind and degree of sewer treatment which is effected through the Sewer System is
regulated, to a large extent, by the federal government and the State of California. Treatment
standards set forth in federal and state law control the operations of the Sewer System and
mandate its use of technology. In the event that the federal government, acting through the
Environmental Protection Agency, or the State of California, acting through the Department of
Health Services, or additional federal or state legislation, should impose stricter water quality
standards upon the Sewer System, the City’s expenses could increase accordingly and rates and
charges would have to be increased to offset those expenses. It is not possible to predict the
direction federal or state regulation will take with respect to drinking water quality standards,
although it is likely that both will impose more stringent standards with attendant higher costs.

Limited Recourse on Default

Failure by the City to make Installment Payments constitutes an event of default under
the Installment Sale Agreement and the Trustee is permitted to pursue remedies at law or in
equity to enforce the City’s obligation to make such payments. Although the Trustee has the
right to accelerate the total unpaid principal amount of the Installment Payments, there is no
assurance that the City would have sufficient funds to pay the accelerated amounts.

Limitations on Remedies

The ability of the City to comply with its covenants under the Installment Sale
Agreement and to generate Net Revenues sufficient to pay the Installment Payments and,
therefore, of principal and interest with respect to the Certificates, may be adversely affected by
actions and events outside of the control of the City and may be adversely affected by actions
taken (or not taken) by voters, property owners, taxpayers or persons obligated to pay
assessments, fees and charges. Furthermore, the remedies available to the owners of the
Certificates upon the occurrence of an event of default under the Installment Sale Agreement
are in many respects dependent upon judicial actions which are often subject to discretion and
delay and could prove both expensive and time consuming to obtain.

Initiatives

In recent years several initiative measures have been proposed or adopted which affect
the ability of local governments to increase taxes and rates. There is no assurance that the
electorate or the State legislature will not at some future time approve additional limitations
which could affect the ability of the City to implement rate increases which could reduce Net
Revenues and adversely affect the security for the Certificates. See CONSTITUTIONAL
LIMITATIONS ON APPROPRIATIONS AND FEES—Proposition 218.”

Bankruptcy

The rights and remedies provided in the Installment Sale Agreement and the Trust
Agreement may be limited by and are subject to the provisions of federal bankruptcy laws, to
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other laws or equitable principles that may affect the enforcement of creditors’ rights, to the
exercise of judicial discretion in appropriate cases and to limitations on legal remedies against
public agencies in the State of California. The various opinions of counsel to be delivered with
respect to the Certificates, the Installment Sale Agreement and the Trust Agreement, including
the opinion of Special Counsel, will be similarly qualified. If the City were to file a petition
under Chapter 9 of the Bankruptcy Code, the Owners of the Certificates and the City could be
prohibited from taking any steps to enforce their rights under the Trust Agreement.

Rate Process

The passage of Proposition 218 by the California electorate potentially affects the City’s
ability to impose future rate increases, and no assurance can be given that future rate increases
will not encounter majority protest opposition under Proposition 218. See “CONSTITUTIONAL

LIMITATIONS ON APPROPRIATIONS AND FEES—Proposition 218” and “—Effect of
Proposition 218 and of Possible General Limitations on Enforcement Remedies.”

Insurance

The Installment Sale Agreement obligates the City to obtain and keep in force various
forms of insurance or self-insurance, subject to deductibles, for repair or replacement of a
portion of the Sewer System in the event of damage or destruction to such portion of the Sewer
System. The City expects to self-insure a portion of the risk of loss as permitted by the
Installment Sale Agreement. No assurance can be given as to the adequacy of any such self-
insurance or any additional insurance to fund necessary repair or replacement of any other
portion of the Sewer System. Significant damage to the Sewer System could result in a lack of
the ability to generate sufficient Net Revenues to repay the Certificates. The City does not, and
does not expect to, maintain earthquake insurance on the Sewer System.

Tax Exemption

The City has covenanted that they will take all actions necessary to assure the exclusion
of interest with respect to the Certificates from the gross income of the Owners of the
Certificates to the same extent as such interest is permitted to be excluded from gross income
under the Internal Revenue in the gross income of the Owners thereof for federal tax purposes.
See “TAX MATTERS.”

Parity Debt

As described in “SECURITY FOR THE CERTIFICATES—Parity Debt” above, the
Installment Sale Agreement permits the City to issue or incur Parity Debt which would be
payable from Net Revenues on a parity with the payment of the Installment Payments and the
SASM Payments. In the event of a decline in Net Revenues, the existence of Parity Debt could
adversely affect the City’s ability to pay the Installment Payments.

Seismic Considerations

The City, like much of California, is subject to seismic activity that could result in
interference with operation of the Sewer System. There are several major active fault zones
transecting the County that could cause “strong ground motion” at the site of the various
facilities constituting the Sewer System during their useful life. If there were to be an occurrence
of severe seismic activity in the area of the City, there could be an interruption in the service
provided by the Sewer System resulting in a temporary reduction in the amount of Net
Revenues available to pay the Installment Payments and, therefore, the principal and interest
with respect to the Certificates when due.
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Secondary Market

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

APPROVAL OF LEGAL PROCEEDINGS

All legal matters in connection with the execution and delivery of the Certificates are
subject to the approval of Quint & Thimmig LLP, San Francisco, California, Special Counsel.
Special Counsel’s opinion with respect to the Certificates will be substantially in the form set
forth in APPENDIX D—FORM OF OPINION OF SPECIAL COUNSEL. Certain legal matters
will also be passed on for the City by Quint & Thimmig LLP, as Disclosure Counsel, and for the
City by Richards, Watson & Gershon, City Attorney. The fees and expenses of Special Counsel
and Disclosure Counsel are contingent upon the execution and delivery of the Certificates.

ABSENCE OF LITIGATION

At the time of delivery of and payment for the Certificates, the City will certify that there
is no action, suit, proceedings, inquiry or investigation, at law or in equity, before or by any
court, regulatory agency, public board or body, pending or, to the knowledge of the City,
threatened against the City affecting the existence of the City or the titles of its officers to their
respective offices or seeking to restrain or to enjoin the sale or delivery of the Certificates, the
application of the proceeds thereof in accordance with the Trust Agreement, or in any way
contesting or affecting the validity or enforceability of the Installment Sale Agreement or any
action of the City contemplated by any of said documents, or in any way contesting the
completeness or accuracy of this Official Statement or any amendment or supplement thereto,
or contesting the powers of the City with respect to the Certificates or any action of the City
contemplated by any of said documents, nor to the knowledge of the City, is there any basis
therefor.

RATING

Standard & Poor’s Ratings Services, a Standard & Poor's Financial Services LLC business
(“S&P”), has assigned the rating of “AA” to the Certificates. Such rating reflects only the views
of such organization and an explanation of the significance of such rating may be obtained from
S&P at 55 Water Street, New York, NY 10041. There is no assurance that such rating will
continue for any given period of time or that it will not be revised downward or withdrawn
entirely by S&P, if in the judgment of S&P, circumstances so warrant. Any downward revision
or withdrawal of such rating may have an adverse effect on the market price of the Certificates.

FINANCIAL ADVISOR

The City has retained Wulff, Hansen & Co., San Francisco, California, as financial
advisor (the “Financial Advisor”) in connection with the execution and delivery of the
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Certificates. The Financial Advisor has assisted the City in the review of this Official Statement
and in other matters relating to the planning, structuring, execution and delivery of the
Certificates. The Financial Advisor has not audited, authenticated or otherwise independently
verified any of the data contained herein. The Financial Advisor has not conducted a detailed
investigation of the affairs of the City to determine the accuracy or completeness of disclosure
information contained in this Official Statement. Due to its limited participation, the Financial
Advisor assumes no responsibility for the accuracy or completeness of any of the information
contained herein and offers no guaranty, warranty or other representation respecting the
accuracy and completeness of this Official Statement. The fees of the Financial Advisor are
contingent upon the sale and delivery of the Certificates.

CONTINUING DISCLOSURE

The City has covenanted for the benefit of Certificate Owners and beneficial owners of
the Certificates to provide certain financial information and operating data relating to the Sewer
System by not later than nine months following the end of the City’s fiscal year (currently
ending June 30) (the “Annual Report”), commencing with the report for the fiscal year ended
June 30, 2011, and to provide notices of the occurrence of certain enumerated events, if material.
The Annual Report and the notices of material events will be filed by the City with the
Municipal Securities Rulemaking Board through the Electronic Municipal Access (EMMA)
System. The specific nature of the information to be contained in the Annual Report or the
notices of material events is summarized below under the caption APPENDIX D—FORM OF
CONTINUING DISCLOSURE CERTIFICATE. These covenants have been made in order to
assist the Underwriter in complying with S.E.C. Rule 15¢2-12(b)(5). The City has never failed to
provide Annual Reports or notices of material events as required by the Municipal Securities
Rulemaking Board.

TAX MATTERS

Federal tax law contains a number of requirements and restrictions which apply to the
Certificates, including investment restrictions, periodic payments of arbitrage profits to the
United States, requirements regarding the proper use of Certificate proceeds and the facilities
financed therewith, and certain other matters. The City has covenanted to comply with all
requirements that must be satisfied in order for the interest with respect to be excludable from
gross income for federal income tax purposes. Failure to comply with certain of such covenants
could cause interest with respect to the Certificates to become includable in gross income for
federal income tax purposes retroactively to the date of delivery of the Certificates.

Subject to the City’s compliance with the above referenced covenants, under present
law, in the opinion of Quint & Thimmig LLP, Special Counsel, interest with respect to the
Certificates is excludable from the gross income of the owners thereof for federal income tax
purposes, and is not included as an item of tax preference in computing the federal alternative
minimum tax for individuals and corporations, but interest with respect to the Certificates is
taken into account, however, in computing an adjustment used in determining the federal
alternative minimum tax for certain corporations.

Subject to the City’s compliance with certain covenants, in the opinion of Special
Counsel, the Certificates are “qualified tax exempt obligations” under the small issuer exception
provided under section 265(b)(3) of the Internal Revenue Code of 1986, as amended (the
“Code”), which affords banks and certain other financial institutions more favorable treatment
of their deduction for interest expense than would otherwise be allowed under section 265(b)(2)
of the Code.
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In rendering its opinion, Special Counsel will rely upon certifications of the City with
respect to certain material facts within the City’s knowledge Special Counsel’s opinion
represents its legal judgment based upon its review of the law and the facts that it deems
relevant to render such opinion and is not a guarantee of a result.

The Internal Revenue Code of 1986, as amended (the “Code”), includes provisions for an
alternative minimum tax (“AMT”) for corporations in addition to the corporate regular tax in
certain cases. The AMT, if any, depends upon the corporation’s alternative minimum taxable
income (“AMTI”), which is the corporation’s taxable income with certain adjustments. One of
the adjustment items used in computing the AMTI of a corporation (with certain exceptions) is
an amount equal to 75% of the excess of such corporation’s “adjusted current earnings” over an
amount equal to its AMTI (before such adjustment item and the alternative tax net operating
loss deduction). “Adjusted current earnings” would include certain tax exempt interest,
including interest with respect to the Certificates.

Ownership of the Certificates may result in collateral federal income tax consequences to
certain taxpayers, including, without limitation, corporations subject to the branch profits tax,
financial institutions, certain insurance companies, certain S corporations, individual recipients
of Social Security or Railroad Retirement benefits and taxpayers who may be deemed to have
incurred (or continued) indebtedness to purchase or carry tax-exempt obligations. Prospective
purchasers of the Certificates should consult their tax advisors as to applicability of any such
collateral consequences.

The issue price (the “Issue Price”) for each maturity of the Certificates is the price at
which a substantial amount of such maturity of the Certificates is first sold to the public. The
Issue Price of a maturity of the Certificates may be different from the price set forth, or the price
corresponding to the yield set forth, on the cover page hereof.

Owners of Certificates who dispose of Certificates prior to the stated maturity (whether
by sale, redemption or otherwise), purchase Certificates in the initial public offering, but at a
price different from the Issue Price, or purchase Certificates subsequent to the initial public
offering, should consult their own tax advisors.

If a Certificate is purchased at any time for a price that is less than the Certificate’s stated
redemption price at maturity (the “Reduced Issue Price”), the purchaser will be treated as
having purchased a Certificate with market discount subject to the market discount rules of the
Code (unless a statutory de minimis rule applies). Accrued market discount is treated as taxable
ordinary income and is recognized when a Certificate is disposed of (to the extent such accrued
discount does not exceed gain realized) or, at the purchaser’s election, as it accrues. Such
treatment would apply to any purchaser who purchases a Certificate for a price that is less than
its Revised Issue Price. The applicability of the market discount rules may adversely affect the
liquidity or secondary market price of such Certificate. Purchasers should consult their own tax
advisors regarding the potential implications of market discount with respect to the Certificates.

An investor may purchase a Certificate at a price in excess of its stated principal amount.
Such excess is characterized for federal income tax purposes as “bond premium” and must be
amortized by an investor on a constant yield basis over the remaining term of the Certificate in
a manner that takes into account potential call dates and call prices. An investor cannot deduct
amortized bond premium relating to a tax-exempt bond. The amortized bond premium is
treated as a reduction in the tax-exempt interest received. As bond premium is amortized, it
reduces the investor’s basis in the Certificate. Investors who purchase a Certificate at a premium
should consult their own tax advisors regarding the amortization of bond premium and its
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effect on the Certificate’s basis for purposes of computing gain or loss in connection with the
sale, exchange, redemption or early retirement of the Certificate.

There are or may be pending in the Congress of the United States legislative proposals,
including some that carry retroactive effective dates, that, if enacted, could alter or amend the
federal tax matters referred to above or affect the market value of the Certificates. It cannot be
predicted whether or in what form any such proposal might be enacted or whether, if enacted,
it would apply to bonds issued prior to enactment. Prospective purchasers of the Certificates
should consult their own tax advisors regarding any pending or proposed federal tax
legislation. Special Counsel expresses no opinion regarding any pending or proposed federal
tax legislation.

The Internal Revenue Service (the “Service”) has an ongoing program of auditing tax
exempt obligations to determine whether, in the view of the Service, interest on such tax exempt
obligations is includable in the gross income of the owners thereof for federal income tax
purposes. It cannot be predicted whether or not the Service will commence an audit of the
Certificates. If an audit is commenced, under current procedures the Service may treat the
Issuer as a taxpayer and the Certificateholders may have no right to participate in such
procedure. The commencement of an audit could adversely affect the market value and
liquidity of the Certificates until the audit is concluded, regardless of the ultimate outcome.

Payments of interest on, and proceeds of the sale, redemption or maturity of, tax exempt
obligations, including the Certificates, are in certain cases required to be reported to the Service.
Additionally, backup withholding may apply to any such payments to any Certificate owner
who fails to provide an accurate Form W-9 Request for Taxpayer Identification Number and
Certification, or a substantially identical form, or to any Certificate owner who is notified by the
Service of a failure to report any interest or dividends required to be shown on federal income
tax returns. The reporting and backup withholding requirements do not affect the excludability
of such interest from gross income for federal tax purposes.

In the further opinion of Special Counsel, interest with respect to the Certificates is
exempt from California personal income taxes.

Ownership of the Certificates may result in other state and local tax consequences to
certain taxpayers. Special Counsel expresses no opinion regarding any such collateral
consequences arising with respect to the Certificates. Prospective purchasers of the Certificates
should consult their tax advisors regarding the applicability of any such state and local taxes.

The complete text of the final opinion that Special Counsel expects to deliver upon the
delivery of the Certificates is set forth in APPENDIX E—FORM OF OPINION OF SPECIAL
COUNSEL.

UNDERWRITING
The Certificates will be purchased by , as underwriter (the “Underwriter”), at
an aggregate purchase price of $ (consisting of the $ aggregate principal
amount of the Certificates, plus $ of net original issue premium, less $ of

Underwriter’s discount).

The initial public offering prices stated on the cover of this Official Statement may be
changed from time to time by the Underwriter. The Underwriter may offer and sell the
Certificates to certain dealers (including dealers depositing Certificates into investment trusts),
dealer banks, banks acting as agent and others at prices lower than said public offering prices.
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OTHER INFORMATION

All summaries and explanations of the Trust Agreement, the Installment Sale
Agreement and the other documents referred to herein are qualified in their entirety by
reference to the Act and such documents, and references herein to the Certificates are qualified
in their entirety by reference to the form thereof included in the Trust Agreement.

Any statements in this Official Statement involving matters of opinion are intended as
such and not as representations of fact. This Official Statement is not to be construed as a
contract or agreement between the City and the purchasers or owners of the Certificates.

Copies of the Trust Agreement and the Installment Sale Agreement are available for
inspection at the Principal Corporate Trust Office of the Trustee.

MISCELLANEOUS

So far as any statements made in this Official Statement involve matters of opinion,
assumptions, projections, anticipated events or estimates, whether or not expressly stated, they
are set forth as such and not as representations of fact, and actual results may differ
substantially from those set forth herein. Neither this Official Statement nor any statement
which may have been made verbally or in writing is to be construed as a contract with the
owners of the Certificates.

The summaries of certain provisions of the Certificates, statutes and other documents or
agreements referred to in this Official Statement do not purport to be complete, and reference is
made to each of them for a complete statement of their provisions. Copies are available for
review by making requests to the City.

The Appendices are an integral part of this Official Statement and must be read together
with all other parts of this Official Statement. The audited financial statements of the City,
including a summary of significant accounting policies, for the fiscal year ended June 30, 2011,
are contained in APPENDIX B—AUDITED FINANCIAL STATEMENTS OF THE CITY FOR
THE FISCAL YEAR ENDED JUNE 30, 2011.
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Quotations from and summaries and explanations of the Certificates, the Trust
Agreement and the Installment Sale Agreement, and the constitutional provisions, statutes and
other documents referenced herein, do not purport to be complete, and reference is made to
said documents, constitutional provisions and statutes for full and complete statements of their
provisions.

All data contained herein has been taken or constructed from City records. Appropriate
City officials, acting in their official capacities, have reviewed this Official Statement and have
determined that, as of the date hereof, the information contained herein is, to the best of their
knowledge and belief, true and correct in all material respects and does not contain an untrue
statement of a material fact or omit to state a material fact necessary in order to make the
statements made herein, in light of the circumstances under which they were made, not
misleading.

The execution and delivery of the Official Statement by the City have been duly
authorized by the City Council on behalf of the City.

CITY OF MILL VALLEY

By
Finance and Human Resources Director
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APPENDIX A

GENERAL, ECONOMIC AND DEMOGRAPHIC INFORMATION
RELATING TO THE CITY AND THE COUNTY

The information in this section of the Official Statement is presented as general background data. The
Certificates are payable solely from the revenues of the City’s Sewer Fund and other sources as described in the
Official Statement. The taxing power of the City, the State of California, or any political subdivision thereof is not
pledged to the payment of the Certificates.

Population

With an area of 606 square miles (including 201 square miles of public lands and 86
square miles of water/wetlands), and a January 1, 2011, population of approximately 254,692,
the County’s population is one of the most stable in the Bay Area.

Population figures for the City, the County and the State for the last five years are
shown in the following table.

CITY OF MILL VALLEY, COUNTY OF MARIN, STATE OF CALIFORNIA
Population Estimates

Year City County State

2007 13,496 248,025 36,399,676
2008 13,624 249,546 36,704,375
2009 13,742 250,760 36,966,713
2010 13,870 252,279 37,223,900
2011 14,064 254,692 37,510,766

Source: State of California Department of Finance estimates (as of January 1), Population Estimates for Cities,
Counties and the State, 2001-2010, with 2000 & 2010 Census Counts. Sacramento, California, September 2011.
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Employment

The County’s unemployment rate has consistently been one of the lowest in California,
and continues to be among the lowest level of all Bay Area Counties at 6.7% as of January 2012,
compared to the State unemployment level of 11.3% during the same month. The table below
illustrates unemployment levels in the County compared to State and national unemployment

levels for the past five years.

CITY OF MILL VALLEY, COUNTY OF MARIN, STATE OF CALIFORNIA AND UNITED STATES
CIVILIAN LABOR FORCE, EMPLOYMENT AND UNEMPLOYMENT ANNUAL AVERAGES

Civilian Labor Unemployment
Year Area Force Employment Unemployment Rate
2007  City 7,300 7,100 200 2.7
County 132,700 127,900 4,800 3.6
State 17,970,800 17,011,000 959,800 5.3
United States 153,124,000 146,047,000 7,078,000 4.6
2008  City 7,300 7,000 300 3.5
County 133,000 126,800 6,200 4.7
State 18,251,600 16,938,300 1,313,200 7.2
United States 154,287,000 145,362,000 8,924,000 5.8
2009  City 7,200 6,800 400 5.8
County 132,100 121,700 10,300 7.8
State 18,250,200 16,163,900 2,086,200 11.4
United States 154,142,000 139,877,000 14,265,000 9.3
2010  City 7,100 6,700 400 6.2
County 131,400 120,600 10,800 8.3
State 18,176,200 15,916,300 2,259,900 12.4
United States 153,889,000 139,064,000 14,825,000 9.6
2011  City 7,400 7,000 400 5.5
County 135,300 125,400 10,000 7.4
State 18,384,900 16,226,600 2,158,300 11.7
United States 153,616,667 139,869,250 13,747,417 8.9

Source: California Employment Development Department for County and State figures (Benchmark March 2011).
United States Bureau of Labor Statistics for United States figures (Benchmark 2010).
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Personal Income

The County enjoys one of the highest levels of effective buying income in the Bay Area
and in the entire United States. The table below compares the City effective income with that of
the County, the State and the United States.

CITY OF MILL VALLEY, COUNTY OF MARIN,
STATE OF CALIFORNIA AND UNITED STATES
EFFECTIVE BUYING INCOME

Total Effective Median Household

Buying Income Effective

Year Area (000’s Omitted) Buying Income
2007 City 800,812 83,703
County 10,585,120 67,799
California 814,894,438 48,203
United States 6,300,794,040 41,792
2008 City 811,097 85,186
County 10,769,315 68,816
California 832,531,445 48,952
United States 6,443,994,426 42,303
2009 City 758,787 87,357
County 10,508,733 71,591
California 844,823,319 49,736
United States 6,571,536,768 43,252
2010 City 757,017 82,875
County 10,453,585 68,688
California 801,393,027 47,177
United States 6,365,020,076 41,368
2011 City 772,008 83,506
County 10,592,305 68,667
California 814,578,458 47,062
United States 6,438,704,664 41,253

Source: Nielsen Claritas, Inc.
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Major Employers Within the County

The table below demonstrates the scope and diversity of the County’s 25 largest

employers.
COUNTY OF MARIN TWENTY FIVE LARGEST EMPLOYERS
Entity Location Type of Business
Autodesk Inc. San Rafael Computer Software-Manufacturers
Bay Area Sea Kayakers San Rafael Membership Sports & Recreation Clubs
Bradley Real Estate Tiburon Real Estate
Cagwin & Dorward Landscape Novato Landscape Contractors
California Alpine Club Mill Valley Wedding Chapels
College of Marin Kentfield Schools-Universities & Colleges Academic
Corrections Dept San Quentin State Govt-Correctional Institutions
Dominican University of California San Rafael Schools-Universities & Colleges Academic
Fireman's Fund Insurance Co Novato Insurance
Golden Gate Bridge San Rafael Bridge & Tunnel Operating Companies
Kaiser Permanente Medical Ctr San Rafael Hospitals
Leon's Bar B'Q Inc Mill Valley Food Products-Retail
Macy's Corte Madera  Department Stores
Managed Health Network Inc. San Rafael Health Plans
Marin Community College Kentfield Schools-Universities & Colleges Academic
Marin County Health & Human San Rafael County Government-Social/Human Resources
Marin County Sheriff’s Dept San Rafael Sheriff
Marin General Hospital Greenbrae Hospitals
Marin Group Sausalito Product Development & Marketing
Marin Independent Journal Novato Newspapers (Publishers/Mfrs)
Novato Community Hospital Novato Hospitals
San Rafael Human Resources San Rafael Government Offices-City, Village & Twp
Sonnen Motorcars-Audi-VW San Rafael Automobile Dealers-New Cars
Township Building Svc Co Novato Janitor Service
YMCA San Rafael Youth Organizations & Centers

Source: America's Labor Market Information System (ALMIS) Employer Database, 2012 1st Edition. Employer
information is provided by info USA, Omaha, NE, 800/555-5211. Copyright 2011.
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Employment by Industry

Over the past several decades, the County has evolved from a bedroom community for
San Francisco businesses to a more self-sufficient, diversified business community. The County
has developed a community of small entrepreneur businesses that are service, professional,
technical and scientific in operation.

The tables below illustrates the continued growth of the County’s employment base and
the contribution of the key economic sectors.

COUNTY OF MARIN
WAGE AND SALARY EMPLOYMENT BY INDUSTRY

ANNUAL AVERAGE
2005 2006 2007 2008 2009 2010®
Total, All Industries 108,800 108,700 109,000 109,300 102,400 101,000
Total Farm 600 700 500 500 500 500
Total Nonfarm 108,200 108,000 108,500 108,800 101,900 100,500
Goods Producing 11,000 10,400 10,500 10,100 8,200 7,800
Manufacturing 2,500 2,400 2,100 2,100 2,000 2,100
Durable Goods 1,200 1,200 900 900 800 800
Nondurable Goods 1,300 1,200 1,200 1,200 1,200 1,300
Service Providing 97,200 97,600 97,900 98,700 93,700 92,700
Trade, Transportation & Utilities 18,800 18,300 18,500 18,200 16,500 16,800
Wholesale Trade 2,600 2,700 2,700 2,700 2,300 2,400
Retail Trade 14,900 14,300 14,600 14,400 13,100 13,200
Transportation, Warehousing & Utilities 1,400 1,300 1,200 1,200 1,100 1,200
Information 3,100 2,200 2,400 2,200 2,000 1,900
Financial Activities 9,300 9,200 8,800 8,200 7,500 6,800
Finance & Insurance 6,500 6,400 6,100 5,500 5,000 4,700
Real Estate & Rental & Leasing 2,800 2,800 2,600 2,700 2,500 2,100
Professional & Business Services 18,500 19,600 19,500 20,300 18,500 18,900
Professional, Scientific & Technical Services 10,700 11,200 11,100 11,700 10,700 10,900
Management of Companies & Enterprises 2,200 2,300 2,200 2,100 1,900 1,900
Administrative & Support & Waste Services 5,600 6,100 6,300 6,500 5,800 6,100
Educational & Health Services 15,600 15,800 15,700 16,100 16,900 16,300
Educational Services 3,200 3,100 3,300 3,400 3,400 3,300
Health Care & Social Assistance 12,400 12,600 12,400 12,800 13,400 13,000
Leisure & Hospitality 12,600 12,700 13,000 13,400 12,700 12,100
Arts, Entertainment & Recreation 2,600 2,500 2,800 2,900 2,800 2,500
Accommodation & Food Services 10,000 10,200 10,300 10,500 9,900 9,600
Other Services 4,600 4,800 5,000 4,900 4,700 5,000
Government 14,700 15,000 15,100 15,500 15,000 14,900
Federal Government 900 900 700 900 1,000 1,000
State Government 1,800 1,800 1,900 2,100 2,200 2,100
Local Government 12,000 12,300 12,400 12,500 11,900 11,800

Source: California Employment Development Department.
() Most recent annual data available. March 2011 Benchmark.
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Construction Activity

The level of construction activity in the City and the County as measured by total
building permit valuations and the annual unit total of new residential and nonresidential

permits since 2006 are shown below.

CITY OF MILL VALLEY BUILDING PERMIT ACTIVITY

Building Permit Valuations
For Years 2006 through 2010

(000s)
2006 2007 2008 2009 2010
Valuation (in thousands)
Residential $33,170 $35,333 $29,199 $24,108 $26,575
Non-residential 5,662 5,454 5,050 12,583 4,512
Total Valuation @ $38,832 $40,787 $34,249 $36,691 $31,087
New Dwelling Units:
Single Family 11 17 28 10 17
Multiple Family 2 — 9 — —
Total Units 13 17 37 10 17
Source: Construction Industry Research Board
' Totals may not add up due to independent rounding.
COUNTY OF MARIN BUILDING PERMIT ACTIVITY
Building Permit Valuations
For Years 2006 through 2010
(000s)
2006 2007 2008 2009 2010
Valuation (in thousands)
Residential $242,107 $279,505 $220,553 $200,127 $203,801
Non-residential 95,262 112,539 202,481 115,501 93,279
Total Valuation @ $337,369 $392,044 $423,035 $315,627 $297,080
New Dwelling Units:
Single Family 155 151 147 65 75
Multiple Family 51 10 25 97 0
Total Units 206 161 172 162 75

Source: Construction Industry Research Board
" Totals may not add up due to independent rounding.
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Commercial Activity

The following table presents retail and total taxable transactions for the City and the
County from 2005 through 2010.

CITY OF MILL VALLEY
TAXABLE