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This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor shall
there be any sale of the Bonds by any person in any jurisdiction in which it is unlawful for such person to make
such an offer, solicitation or sale. The information set forth herein has been provided by the Authority and the
District and other sources that are believed by the Authority and the District to be reliable. The Underwriter has
provided the following sentence for inclusion in this Official Statement. The Underwriter have reviewed the
information in this Official Statement in accordance with, and as part of, their responsibilities to investors under
the federal securities laws as applied to the facts and circumstances of this transaction, but the Underwriter does
not guarantee the accuracy or completeness of such information.
No dealer, broker, salesperson or other person has been authorized to give any information or to make
any representations other than those contained in this Official Statement. If given or made, such other
information or representations must not be relied upon as having been authorized by the District, the Authority
or the Underwriter.
This Official Statement is not to be construed as a contract with the purchasers of the Bonds.
Statements contained in this Official Statement which involve estimates, projections, 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 information and expressions of opinion herein are subject to change without notice and neither
delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create any
implication that there has been no change in the affairs of the District or the Authority since the date hereof.
This Official Statement is submitted with respect to the sale of the Bonds 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 District. All
summaries of the documents and laws are made subject to the provisions thereof and do not purport to be
complete statements of any or all such provisions. Preparation of this Official Statement and its distribution have
been duly authorized and approved by the District and the Authority.
In connection with the offering of the Bonds, the Underwriter may over-allot or effect transactions
which stabilize or maintain the market price of the Bonds at a level above that which might otherwise prevail in
the open market. Such stabilizing, if commenced, may be discontinued at any time. The Underwriter may offer
and sell the Bonds to certain dealers, 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.
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INTRODUCTION
This introduction contains only a brief summary of certain of the terms of the Bonds being offered
and a brief description of the Official Statement. All statements contained in this Introduction are
qualified in their entirety by reference to the entire Official Statement. References to, and summaries of,
provisions of the Constitution and laws of the State of California (the “State”) and any documents
referred to herein do not purport to be complete and such references are qualified in their entirety by
reference to the complete provisions. All capitalized terms used in this Official Statement and not
otherwise defined herein have the meanings set forth in the Master Agreement, the Indenture and the
Installment Purchase Agreement. See Appendix B – “Summary of Principal Legal Documents –
Definitions” attached hereto.
General
This Official Statement, including the cover page and all appendices hereto, provides certain
information concerning the sale and delivery by the Rancho California Water District Financing Authority
(the “Authority”) of its $9,870,000 Fixed Rate Revenue Bonds, Series of 2011A (Qualified Energy
Conservation Bonds) (the “Bonds”) that are being issued pursuant to an Indenture of Trust, dated as of
November 1, 2011 (the “Indenture”), by and between the Authority and The Bank of New York Mellon
Trust Company, N.A., as trustee (the “Trustee”). The Bonds are being issued by the Authority in
accordance with the Marks-Roos Local Bond Pooling Act of 1985, constituting Article 4 of Chapter 5 of
Division 7 of Title 1 of the California Government Code (commencing with Section 6584) (the “JPA
Law”).
The Rancho California Water District (the “District”) and the Authority intend to make an
irrevocable election to treat the Bonds as “Qualified Energy Conservation Bonds” under Sections
54A(d)(1)(C) and 54D of the Internal Revenue Code of 1986, as amended (the “Code”) for which the
District will elect to receive, pursuant to Sections 54A(d)(1)(C), 54D and Section 6431(f)(1)(C) of the
Code, on or before each Interest Payment Date (hereinafter defined) a direct cash subsidy payment from
the United States Department of Treasury (the “United States Treasury”) equal to the lesser of:
(i) 100 percent of the amount of interest payable on the Bonds on such Interest Payment Date; or (ii) 70
percent of the amount of interest which would have been payable on the Bonds on such Interest Payment
Date if such interest were determined at the applicable credit rate determined under Section 54A(b)(3) of
the Code so long as the Bonds are outstanding (the “Direct Subsidy”). See “Security and Sources of
Payment for the Bonds - Direct Subsidy” herein.
Proceeds of the Bonds will be used to provide funds to the District to construct and acquire
various capital improvements to its water and wastewater system facilities. Proceeds of the Bonds will also
be used to pay certain of the costs of issuance incurred in connection with the issuance of the Bonds, as
more fully described herein.
The Bonds are special, limited obligations of the Authority payable solely from the Trust Estate
(herein defined) and are secured by the Trust Estate, including amounts held in the funds and accounts
(other than the Construction Fund, the Cost of Issuance Fund and the Rebate Fund (each as set forth in the
Indenture)) established pursuant to the Indenture, subject only to the provisions of the Indenture permitting
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the application thereof for the purposes and on the terms and conditions set forth in the Indenture. The
Trust Estate consists primarily of Installment Payments made by the District to the Authority from Net
Revenues (herein defined) pursuant to the Installment Purchase Agreement (herein defined). See
“Security and Sources of Payment for the Bonds” herein.
To finance and refinance the costs of certain improvements to its water delivery and wastewater
collection and treatment services facilities (the “System”), the District has executed and delivered certain
installment purchase agreements (collectively, the “Prior Installment Agreements”) pursuant to the Master
Installment Purchase Agreement, dated as of May 1, 2001 (the “Master Agreement”), by and between the
District and the Authority, which secure the Authority’s outstanding revenue bonds, which were
outstanding in the aggregate principal amount of $360,575,000 as of June 30, 2011. As of October 1, 2011,
the Authority had bonds outstanding in an aggregate principal amount of $351,735,000. See “Financial
Results of the District – Outstanding Authority Obligations” herein. All Prior Installment Agreements,
Supplemental Contracts and Payment Agreements, the Parity Payments under which (other than
Termination Payments) are secured by a senior lien on Net Revenues and are payable on a parity
therefrom are collectively referred to herein as “Parity Obligations”.
In connection with the issuance of the Bonds, the District and the Authority will execute an
Installment Purchase Agreement, dated as of November 1, 2011 (the “Installment Purchase Agreement”),
which incorporates the provisions of the Master Agreement and pursuant to which the District will make
certain Installment Payments with respect to the Bonds (the “Installment Payments”). The Installment
Payments required to be made by the District under the Installment Purchase Agreement are secured under
the Master Agreement and, along with the Parity Obligations, are payable from and secured by a pledge of
and first lien on Net Revenues (herein defined) of the System. The District’s obligation to pay Installment
Payments under the Installment Purchase Agreement from Net Revenues is on parity with the District’s
obligation to make payments from Net Revenues under the Prior Installment Agreements and certain swap
agreements (the “Swap Agreements”) previously executed by the District as described herein. See “Plan
of Financing” and “Financial Results of the District – Outstanding Obligations of the District – Swap
Agreements” herein. In addition, from time to time, the District may incur, without the consent of the
Owners of the Bonds, additional obligations payable from and secured by Net Revenues upon satisfying
the requirements provided in the Master Agreement, as described herein. See “Security and Sources of
Payment for the Bonds” herein. See also “Financial Results of the District – Outstanding Obligations of
the District” herein.
The Authority
The Authority is a joint powers authority established pursuant to a Joint Exercise of Powers
Agreement, dated as of July 1, 1991 (the “Joint Powers Agreement”) by and between the District and the
Community Facilities District No. 88-3 of the District. See “The Authority” herein.
The District
The District serves approximately 100,000 acres of land located in the southwestern part of
Riverside County (the “County”). The District serves the area known as Temecula/Rancho California,
which includes the City of Temecula, portions of the City of Murrieta, and certain other contiguous land in
the unincorporated territory of the County. The District is comprised of two divisions (each, a “Division”).
The Rancho California Division (the “Rancho Division”) consists of approximately 48,864 acres of land
and provides water service to customers in the area. The Santa Rosa Division (the “Santa Rosa Division”)
consists of approximately 50,878 acres of land and provides water and wastewater services to customers in
the area. In the Fiscal Year ended June 30, 2011, there were 34,928 water connections in the Rancho

2

Division and 8,150 in the Santa Rosa Division. In addition, there were 17,037 wastewater connections in
the Santa Rosa Division.
In the Fiscal Year ended June 30, 2011, the District had total water production of 61,515 acre feet,
approximately 37.5% of which was from local groundwater, approximately 57.2% of which was imported
and purchased from certain member agencies of the Metropolitan Water District of Southern California
(“MWD”), and approximately 5.4% of which was recycled water produced locally. Approximately 37.1%
of the District’s total water production (exclusive of local sources, recycled water and recharged water) is
treated water. See “Rancho California Water District” herein.
The Bonds
The Bonds will be issued in authorized denominations of $5,000 or any integral multiple thereof
(the “Authorized Denominations”). The Bonds will bear interest at the rate per annum set forth on the
cover page hereof until their maturity. Interest on the Bonds is payable on February 1 and August 1 of
each year, commencing on February 1, 2012. See “The Bonds” herein and Appendix B – “Summary of
Principal Legal Documents” attached hereto. The Bonds are subject to redemption as described herein. See
“The Bonds – Redemption” herein.
Security and Sources of Payment for the Bonds
General. The Bonds and the interest thereon are special, limited obligations of the Authority
payable solely from the Trust Estate and are secured by the Trust Estate.
The Master Agreement. The Master Agreement provides that the District will establish and
declare the conditions and terms upon which obligations will be incurred and secured thereunder. Under
the Master Agreement, the District irrevocably grants and pledges the Net Revenues first, to secure Parity
Obligations and second, to secure obligations which are subordinate to the payment of principal of,
premium, if any, and interest on the Parity Obligations (the “Subordinate Obligations” and together with
the “Parity Obligations” the “Obligations”). The lien and pledge under the Master Agreement with respect
to the Parity Obligations constitute a first lien on Net Revenues. For a description of the outstanding
obligations of the Authority which are payable in whole or in part from Net Revenues paid to it by the
District (the “Authority Obligations”), see “Financial Results of the District – Outstanding Authority
Obligations” herein.
The District covenants under the Master Agreement to fix, prescribe and collect rates, fees and
charges for the System during each Fiscal Year which are reasonably fair and nondiscriminatory and
which will be at least sufficient to yield Adjusted Annual Net Revenues for such Fiscal Year in an amount
not less than the Coverage Requirement for such Fiscal Year. Under various documents related to its
formation, the District is required to set rates, fees and charges separately for each Division based on the
cost of providing water delivery and, in the case of the Santa Rosa Division, wastewater collection and
treatment services, made available or provided by the System (the “Service”) to each Division and may not
increase the rates, fees and charges in one Division to pay the cost of providing Service in the other
Division. See “Rancho California Water District – Organization of the District” herein. “Coverage
Requirement” means, for any Fiscal Year or twelve calendar month period: (1) an amount of Adjusted
Annual Net Revenues which, together with available unrestricted cash reserves of the District, equals at
least 110% of the Adjusted Annual Debt Service for such period; and (2) an amount of Net Revenues
which equals 100% of all Payments payable in such period, all as further provided in the Master
Agreement. See “Security and Sources of Payment for the Bonds – The Master Agreement – Rate
Covenant; Collection of Rates and Charges” and Appendix B – “Summary of Principal Legal Documents Master Installment Purchase Agreement - Definitions” herein.
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In addition to the Installment Purchase Agreement executed in connection with the Bonds, the
District may incur Parity Obligations upon satisfying the conditions provided in the Master Agreement.
See “Security and Sources of Payment for the Bonds – The Master Agreement – Additional Parity
Obligations” herein.
The Installment Purchase Agreement. The Installment Purchase Agreement is a Parity
Obligation executed and delivered under the provisions of the Master Agreement. Concurrently with the
execution and delivery of the Installment Purchase Agreement, the District will certify that it has satisfied
the conditions required under the Master Agreement to execute such Installment Purchase Agreement. In
consideration for the Authority’s agreement to finance the Project pursuant to the provisions of the
Installment Purchase Agreement, the District will, subject to any rights of prepayment, pay to the
Authority, solely from Net Revenues and from no other sources, the Installment Payments as provided in
the Installment Purchase Agreement. The obligation of the District to make the Installment Payments,
solely from Net Revenues, is absolute and unconditional and until such time as the Installment Payments
have been paid in full (or provision for the payment thereof shall have been made pursuant to the Master
Agreement), the District will not discontinue or suspend any Installment Payments required to be paid by
it under the Installment Purchase Agreement whether or not the System or any part thereof is operating or
operable, or its use is suspended, interfered with, reduced or curtailed or terminated in whole or in part.
The Installment Payments will not be subject to reduction whether by offset or otherwise and will not be
conditioned upon the performance or nonperformance by any party of any agreement for any cause
whatsoever.
No Reserve Fund. The District has not established a reserve fund to secure the Bonds. In
addition, the Bonds are not secured from funds available in any reserve account established for the
Authority’s other outstanding bonds.
Outstanding Obligations of the District
Parity Obligations to be executed and delivered under the Master Agreement, including the
Installment Purchase Agreement for the Bonds, will be secured on parity with the Prior Installment
Agreements and the Swap Agreements. See “Financial Results of the District – Outstanding Obligations
of the District” herein and “Security and Sources of Payment for the Bonds – The Master Agreement”
herein.
Tax Matters
For a description of certain tax matters concerning the Bonds, see “Tax Matters” herein. See
Appendix D attached hereto for a complete copy of the proposed form of opinion to be delivered by Bond
Counsel in connection with the Bonds.
Continuing Disclosure
The District has agreed to provide, or cause to be provided, by no later than six (6) months after
the end of each fiscal year to the Municipal Securities Rulemaking Board (the “MSRB”) through its
Electronic Municipal Market Access (“EMMA”) system and, in a timely manner not in excess of 10
business days, notice of the occurrence of any Listed Events (defined herein). These covenants have been
made in order to assist the Underwriter in complying with Rule 15c2-12(b)(5). See “Continuing
Disclosure” herein for a description of the specific nature of the annual report and notices of Listed Events
and a summary description of the terms of the Continuing Disclosure Agreement pursuant to which such
reports are to be made.
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Forward-Looking Statements
Certain statements included or incorporated by reference in the Official Statement constitute
“forward-looking statements.” Such statements are generally identifiable by the terminology used such as
“plan,” “expect,” “estimate,” “budget” or other similar words. The achievement of certain results or other
expectations contained in such forward-looking statements involve known and unknown risks,
uncertainties and other factors which may cause actual results, performance or achievements described to
be materially different from any future results, performance or achievements expressed or implied by such
forward-looking statements. Although such expectations reflected in such forward-looking statements are
reasonable, there can be no assurance that such expectations will prove to be correct. Neither the Authority
nor the District is 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 change.
Miscellaneous
The Bonds will be offered when, as and if issued by the Authority, subject to the approval as to
their legality by Bond Counsel and certain other conditions. It is anticipated that the Bonds in definitive
form will be available for delivery through the facilities of DTC on or about November 8, 2011.
The descriptions herein of the Indenture, the Master Agreement and the Installment Purchase
Agreement and any other agreements relating to the Bonds are qualified in their entirety by reference to
such documents. Copies of the documents are on file and available for inspection at the corporate trust
office of the Trustee at Los Angeles, California.
ESTIMATED SOURCES AND USES OF FUNDS
The table below sets forth the estimated sources and uses of the proceeds of the Bonds and other
amounts:
Sources:
Principal Amount
Total:
Uses:
Construction Fund
Underwriter’s Discount
Costs of Issuance(1)
Total:
(1)

$9,870,000.00
$9,870,000.00
$9,677,045.00
57,864.33
135,090.67
$9,870,000.00

Includes Bond Counsel’s fees and expenses, Underwriter’s Counsel’s fees and expenses, Financial Advisor’s fees and
expenses, Trustee’s fees, printing and other miscellaneous costs.

THE BONDS
General Provisions
The Bonds are being issued pursuant to the Constitution and laws of the State, and particularly the
statutory provisions relating to the joint exercise of powers contained in the JPA Law. The Bonds will be
issued in denominations of $5,000 and any integral multiple thereof.
The Bonds will bear interest at the rate per annum set forth on the cover page hereof until their
maturity. Interest on the Bonds is payable on February 1 and August 1 of each year, commencing on
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February 1, 2012. The amount of interest payable with respect to any Bonds on any Interest Payment Date
shall be computed on the basis of a 360-day year of twelve 30-day months. A Bond shall bear interest
from the Interest Payment Date next preceding its date of authentication on which interest has been paid in
full, unless such date of authentication shall be an Interest Payment Date, in which case such Bond shall
bear interest from the date of authentication thereof, or unless such date of authentication shall be after a
Record Date and prior to the following Interest Payment Date, in which case such Bond shall bear interest
from such following Interest Payment Date; provided, however, that if, as shown by the records of the
Trustee, interest shall be in default, the Bonds shall bear interest from the last day to which interest has
been paid in full or duly provided for. See Appendix B – “Summary of Principal Legal Documents –
Indenture of Trust ” attached hereto.
Book-Entry Only System
The Bonds will be executed and delivered in book-entry form only and, when delivered, will be
registered in the name of Cede & Co., as nominee of DTC, which will act as securities depository for the
Bonds. Individual purchases of the Bonds will be made in book-entry form only. Purchasers of the Bonds
will not receive certificates representing their ownership interests in the Bonds purchased. Principal,
purchase price and interest payments on the Bonds are payable directly to DTC by the Trustee. Upon
receipt of payments of principal, purchase price and interest, DTC will in turn distribute such payments to
the beneficial Owners of the Bonds. See “– General Provisions” above and Appendix E – “Book-Entry
Only System” attached hereto.
Redemption
Optional Redemption with Make-Whole Payment. The Bonds shall be subject to redemption prior
to their stated maturity at the option of the Authority, as a whole or in part on any Business Day, at the
“Make Whole Redemption Price.” The “Make-Whole Redemption Price,” as determined by the
Authority, is the greater of: (1) 100% of the principal amount of the Bonds to be redeemed; or (2) the sum
of the present value of the remaining scheduled payments of principal of and interest on the Bonds to be
redeemed, not including any portion of those payments of interest thereon accrued and unpaid as of the
date on which the Bonds are to be redeemed, discounted to the date on which the Bonds are to be
redeemed on a semi-annual basis, assuming a 360-day year consisting of twelve 30-day months, at the
Treasury Rate plus 27 basis points, plus, in each case, accrued and unpaid interest on the Bonds to be
redeemed on the date of redemption.
Extraordinary Optional Redemption. The Bonds shall be subject to redemption prior to their
stated maturity, at the option of the Authority, as a whole or in part, upon the occurrence of an
Extraordinary Event, at a redemption price (the “Extraordinary Optional Redemption Price”), as
determined by the Authority, equal to the greater of: (1) 100% of the principal amount of the Bonds to be
redeemed; or (2) the sum of the present value of the remaining scheduled payments of principal of and
interest on the Bonds to be redeemed, not including any portion of those payments of interest thereon
accrued and unpaid as of the date on which the Bonds are to be redeemed, discounted to the date on which
the Bonds are to be redeemed on a semi-annual basis, assuming a 360 day year consisting of twelve 30day months, at the Treasury Rate, plus 100 basis points; plus, in each case, accrued interest on the Bonds
to be redeemed to the date of redemption.
Extraordinary Mandatory Redemption. If on the date that is three years from the date of issuance
of the Bonds (or if an extension has been obtained as provided in Section 54A(d)(2)(B)(iii) of the Code,
the last date of such extension) it is determined that the District has expended less than 100 percent of the
“available project proceeds” (as defined in Section 54A(D)(a)(1) of the Code) for one or more “Qualified
Purposes” (as defined in 54F(a)(1) of the Code), the Authority shall, within 90 days after the end of such
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period, redeem a portion of the Bonds in an amount to be determined in the same manner as the amount of
nonqualified bonds required to be redeemed under Section 142 of the Code (the “Redemption Amount”)
shall be redeemed at a redemption price (the “Extraordinary Mandatory Redemption Price”), as
determined by the Authority, equal to the greater of: (1) 100% of the principal amount of the Bonds to be
redeemed; or (2) the sum of the present value of the remaining scheduled payments of principal of and
interest on the Bonds to be redeemed, not including any portion of those payments of interest thereon
accrued and unpaid as of the date on which the Bonds are to be redeemed, discounted to the date on which
the Bonds are to be redeemed on a semi-annual basis, assuming a 360 day year consisting of twelve 30 day
months, at the Treasury Rate, plus 100 basis points; plus, in each case, accrued interest on the Bonds to be
redeemed to the date of redemption.
Definitions. The following defined terms apply with respect to the redemption provisions set
forth under the captions “ - Optional Redemption with Make-Whole Payment”, “ - Extraordinary Optional
Redemption” and “ - Extraordinary Mandatory Redemption”. See Appendix B – “Summary of Principal
Legal Documents – Definitions” attached hereto.
The term “Comparable Treasury Issue” means, with respect to any date of redemption for a
particular Bond, the United States Treasury security or securities selected by the Designated Investment
Banker which has an actual or interpolated maturity comparable to the remaining average life of the Bond
to be redeemed, and that would be utilized in accordance with customary financial practice in pricing new
issues of debt securities of comparable maturity to the remaining average life of the Bond to be redeemed.
The term “Comparable Treasury Price” means, with respect to any date of redemption for a
particular Bond: (a) the most recent yield data for the applicable United States Treasury maturity index
from the Federal Reserve Statistical Release H.15 Daily Update (or any comparable or successor
publication) reported, as of 11:00 a.m., New York City time, on the Valuation Date; or (b) if the yield
described in (a) above is not reported as of such time or the yield reported as of such time is not
ascertainable, the average of four Reference Treasury Dealer Quotations for that date of redemption, after
excluding the highest and lowest of such Reference Treasury Dealer Quotations, or if the Designated
Investment Banker obtains fewer than four Reference Treasury Dealer Quotations, the average of all
quotations obtained by the Designated Investment Banker.
The term “Designated Investment Banker” means one of the Reference Treasury Dealers
appointed by the Authority.
The term “Extraordinary Event” means that the Authority has determined that a change has
occurred to Section 54A, 54D or 6431 of the Code as in effect as of the closing date of the Bonds,
pertaining to “Qualified Energy Conservation Bonds,” or there is any guidance published by the Internal
Revenue Service or the United States Treasury with respect to such Sections or any other determination by
the Internal Revenue Service or the United States Treasury, which determination is not the result of any
act or omission by the Authority or the District to satisfy the requirements to qualify to receive the cash
subsidy payment from the United States Treasury equal to the lesser of (i) 70 percent of the amount of
interest that would have been payable on the Bonds on such date if interest were determined at the
applicable credit rate under Section 54A(b)(3) of the Code, and (ii) 100 percent of the amount of interest
payable on such Bonds on such date, pursuant to which the Authority’s or the District’s cash subsidy
payment from the United States Treasury is reduced or eliminated.
The term “Reference Treasury Dealers” means each of the four firms, specified by the Authority
from time to time, that are primary United States Government securities dealers in the City of New York
(each a “Primary Treasury Dealer”); provided, however, that if any of them ceases to be a Primary
Treasury Dealer, the Authority will substitute another Primary Treasury Dealer.
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The term “Reference Treasury Dealer Quotations” means, with respect to each Reference Treasury
Dealer and any date of redemption for a particular Bond, the average, as determined by the Designated
Investment Banker, of the bid and asked prices for the Comparable Treasury Issue (expressed in each case
as a percentage of its principal amount) quoted in writing to the Designated Investment Banker by such
Reference Treasury Dealer at 3:30 P.M., New York City time, on the third Business Day preceding such
date of redemption.
The term “Treasury Rate” means, with respect to any redemption for a particular Bond, the rate
per annum truncated to the fifth decimal, expressed as a percentage of the principal amount, equal to the
semiannual equivalent yield to maturity or interpolated maturity of the Comparable Treasury Issue,
assuming that the Comparable Treasury Issue is purchased on the date of redemption for a price equal to
the Comparable Treasury Price, as calculated by the Designated Investment Banker.
Mandatory Sinking Fund Redemption. The Bonds shall be subject to mandatory redemption on a
pro rata basis on August 1 in the following respective years and in the following respective principal
amounts by the application of Mandatory Sinking Fund Installments at a redemption price equal to the
principal amount thereof, plus accrued interest to the date fixed for redemption, without premium:
Year
(August 1)

Principal Amount

2027
2028
2029
2030†
†

$2,170,000
2,350,000
2,595,000
2,755,000

Stated Maturity

Upon any optional, extraordinary optional or extraordinary mandatory redemption of less than all
of the Outstanding Bonds pursuant to the Indenture, the Authority will direct that an amount equal to the
aggregate principal amount of Bonds so redeemed be credited towards a part or all of any one or more of
the Mandatory Sinking Fund Installments required for such Bonds; provided, however, that such amount
shall be credited against Mandatory Sinking Fund Installments on a pro rata basis. Any such direction
shall be in writing, shall be delivered to the Trustee and any Paying Agent at least 35 days before the
scheduled date of such mandatory redemption and shall state the years in which and the amounts by which
such Mandatory Sinking Fund Installments are to be reduced.
Selection of Bonds to be Redeemed. If the Bonds are to be optionally redeemed pursuant to
provisions of the Indenture described herein under the captions “ - Optional Redemption with MakeWhole Payment” or “ - Extraordinary Optional Redemption”, the Trustee shall select the Bonds to be
redeemed in accordance with the Written Order provided pursuant to the Indenture.
If the Bonds are not registered in book-entry only form, any redemption of less than all of a
maturity of the Bonds will be effected by the Trustee among owners on a pro-rata basis subject to
minimum Authorized Denominations. The particular Bonds to be redeemed will be determined by the
Trustee, using such method as it deems fair and appropriate.
If the Bonds are registered in book-entry only form and so long as DTC or a successor securities
depository is the sole registered owner of the Bonds, if less than all of the Bonds are called for prior
redemption, the particular Bonds or portions thereof to be redeemed will be selected on a “Pro Rata PassThrough Distribution of Principal” basis in accordance with DTC procedures, provided that, so long as the
Bonds are held in book-entry form, the selection for redemption of such Bonds will be made in accordance
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with the operational arrangements of DTC then in effect that currently provide for adjustment of the
principal by a factor provided by the Trustee pursuant to DTC operational arrangements. If the Trustee
does not provide the necessary information and identify the redemption as on a Pro Rata Pass-Through
Distribution of Principal basis, the Bonds will be selected for redemption in accordance with DTC
procedures by lot.
It is the Authority’s intent that redemption allocations made by DTC, the DTC Participants or such
other intermediaries that may exist between the Authority and the Beneficial Owners with respect to
redemptions of Bonds be made on a “Pro Rata Pass-Through Distribution of Principal” basis as described
above. However, the Authority can provide no assurance that DTC, the DTC Participants or any other
intermediaries will allocate redemptions among Beneficial Owners on such basis. If the DTC operational
arrangements do not allow for the redemption of the Bonds on a Pro Rata Pass-Through Distribution of
Principal basis as discussed above, then the Bonds as applicable, will be selected for redemption in
accordance with DTC procedures by lot.
Any Written Order provided pursuant to the applicable provisions of the Indenture shall select
Bonds to be redeemed such that the remaining Installment Payments will be sufficient to pay the principal
of and interest on the Bonds when due. The portion of any Bond of a denomination of more than the
minimum Authorized Denomination to be redeemed shall be redeemed in an Authorized Denomination
and, in selecting portions of such Bonds for redemption, the party making the selection shall treat each
such Bond as representing that number of Bonds which is obtained by dividing the principal amount of
such Bond by the minimum of Authorized Denomination.
Notice of Redemption. So long as the Bonds are registered in the name of DTC, or its nominee,
notice of redemption will be sent by the Trustee to DTC and not to the Beneficial Owners of the Bonds
who will be notified only in accordance with the provisions of the DTC book-entry system. See
Appendix E - “Book-Entry Only System” attached hereto.
In the case of any redemption of the Bonds, the Trustee shall give notice, as provided in the
Indenture that the Bonds, identified by serial numbers and maturity date, have been called for redemption
and, in the case of Bonds to be redeemed in part only, the portion of the principal amount thereof that has
been called for redemption (or if all the Outstanding Bonds of a maturity are to be redeemed, so stating, in
which event such serial numbers may be omitted), that they will be due and payable on the date fixed for
redemption (specifying such date) upon surrender thereof at the Corporate Trust Office, at the redemption
price (specifying such price) together with any accrued interest to such date, and that all interest on the
Bonds, or portions thereof, so to be redeemed will cease to accrue on and after such date.
Such notice shall be mailed by first class mail, in a sealed envelope, postage prepaid, at least thirty
(30) but not more than sixty (60) days before the date fixed for redemption, to the Owners of such Bonds,
or portions thereof, so called for redemption, at their respective addresses as the same shall last appear on
the Bond Register. No notice of redemption need be given to the Owner of a Bond to be called for
redemption if such Owner waives notice thereof in writing, and such waiver shall be filed with the Bond
Registrar prior to the redemption date. Neither the failure of an Owner to receive notice of redemption of
Bonds nor any error in such notice shall affect the validity of the proceedings for the redemption of Bonds.
With respect to any notice of optional redemption of the Bonds, such notice may state that such
redemption shall be conditional upon the receipt by the Trustee, on or prior to the date fixed for such
redemption of moneys sufficient to pay the principal of, premium if any, and interest on the Bonds to be
redeemed and that, if such moneys shall not have been so received, said notice shall be of no force and
effect and the Trustee shall not be required to redeem such Bonds or, alternatively, the Authority may
direct the Trustee to mail a notice selecting a new redemption date not sooner than five (5) Business Days
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after the originally scheduled date. In the event that the notice of redemption contains such a condition
and such moneys are not so received on the original redemption date or any new redemption dates selected
as described in the previous sentence, the redemption shall not be made and the Trustee shall within a
reasonable time thereafter give notice, in the manner in which the notice of redemption was given, that
such moneys were not so received and that the redemption is cancelled.
Payment of Redeemed Bonds. If notice of redemption has been given or waived as provided in
the Indenture, the Bonds or portions thereof called for redemption shall be due and payable on the date
fixed for redemption at the redemption price, together with any accrued interest to the date fixed for
redemption, upon presentation and surrender of the Bond to be redeemed at the office specified in the
notice of redemption. If there shall be called for redemption less than the full principal amount of a Bond,
the Authority will execute and deliver and the Trustee will authenticate, upon surrender of such Bond, and
without charge to the Owner thereof, Bonds of like interest rate and maturity in an aggregate principal
amount equal to the unredeemed portion of the principal amount of the Bonds so surrendered in such
Authorized Denominations as shall be specified by the Owner.
If any Bond or any portion thereof shall have been duly called for redemption and payment of the
Redemption Price, together with unpaid interest accrued to the date fixed for redemption, shall have been
made or provided for, then interest on such Bond or such portion shall cease to accrue from such date, and
from and after such date such Bond or such portion shall no longer be entitled to any lien, benefit, or
security under the Indenture and the Owner thereof shall have no rights in respect of such Bond or such
portion except to receive payment of such Redemption Price, and unpaid interest accrued to the date fixed
for redemption.
Purchased and Redeemed Bonds as Satisfaction of Mandatory Sinking Fund Installments.
Upon any purchase or redemption of Bonds (other than by application of Mandatory Sinking Fund
Installments) an amount equal to the aggregate principal amount of Bonds so purchased or redeemed shall
be credited towards a part or all of any one or more Mandatory Sinking Fund Installments for the Bonds as
directed by the Authority in a Written Order; provided, that the amount credited to any Mandatory Sinking
Fund Installment shall be an Authorized Denomination. Any such Written Order shall state the years in
which and the amounts by which such Mandatory Sinking Fund Installments are to be reduced. The
portion of any such Mandatory Sinking Fund Installment remaining after the deduction of any such
amounts credited toward the same (or the original amount of any such Mandatory Sinking Fund
Installment if no such amounts shall have been credited toward the same) shall constitute the unsatisfied
balance of such Mandatory Sinking Fund Installment for the purpose of the calculation of Principal
Installments due on a future date. Any Bond purchased in lieu of redemption will be cancelled upon
purchase.
SECURITY AND SOURCES OF PAYMENT FOR THE BONDS
General
The Bonds and the interest thereon are special, limited obligations of the Authority payable solely
from the Trust Estate and are secured by the Trust Estate. “Trust Estate” means all of the rights, title and
interest of the Authority in, to and under, subject to the terms and conditions of the Indenture, each and all
of the following: (a) moneys in all funds established by the Indenture (except the Construction Fund, Cost
of Issuance Fund and Rebate Fund) including the investments, if any, thereof, and all income and proceeds
derived from such investments, except as provided in the Indenture; and (b) the Installment Purchase
Agreement purchased pursuant to the Indenture and the proceeds and collections therefrom, other than the
Authority’s right to indemnification thereunder.
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THE BONDS ARE SPECIAL, LIMITED OBLIGATIONS OF THE AUTHORITY, PAYABLE
FROM, AND SECURED AS TO THE PAYMENT OF THE PRINCIPAL OF, PREMIUM, IF ANY,
AND INTEREST THEREON, IN ACCORDANCE WITH THEIR TERMS AND THE TERMS OF THE
INDENTURE, SOLELY BY, THE TRUST ESTATE. THE BONDS SHALL NOT CONSTITUTE A
CHARGE AGAINST THE GENERAL CREDIT OF THE AUTHORITY OR ITS MEMBERS. UNDER
NO CIRCUMSTANCES SHALL THE AUTHORITY BE OBLIGATED TO PAY PRINCIPAL OF,
PREMIUM, IF ANY, OR INTEREST ON THE BONDS, EXCEPT FROM THE TRUST ESTATE.
NEITHER THE STATE OF CALIFORNIA NOR ANY PUBLIC AGENCY (OTHER THAN THE
AUTHORITY) NOR ANY MEMBER OF THE AUTHORITY IS OBLIGATED TO PAY THE
PRINCIPAL OF, PREMIUM, IF ANY, OR INTEREST ON THE BONDS. NEITHER THE FAITH
AND CREDIT NOR THE TAXING POWER OF THE STATE OF CALIFORNIA OR ANY PUBLIC
AGENCY THEREOF OR ANY MEMBER OF THE AUTHORITY IS PLEDGED TO THE PAYMENT
OF THE PRINCIPAL OF, PREMIUM, IF ANY, OR INTEREST ON, THE BONDS. NEITHER THE
PAYMENT OF THE PRINCIPAL OF, OR ANY PART THEREOF, OR PREMIUM, IF ANY, NOR
INTEREST ON THE BONDS CONSTITUTES A DEBT, LIABILITY, OR OBLIGATION OF THE
STATE OF CALIFORNIA OR ANY PUBLIC AGENCY (OTHER THAN THE AUTHORITY) OR ANY
MEMBER OF THE AUTHORITY.
NO COVENANT OR AGREEMENT CONTAINED IN ANY BOND OR THE INDENTURE
SHALL BE DEEMED TO BE A COVENANT OR AGREEMENT OF ANY OFFICER, MEMBER,
AGENT OR EMPLOYEE OF THE AUTHORITY IN HIS INDIVIDUAL CAPACITY AND NEITHER
THE MEMBERS OF THE AUTHORITY NOR ANY OFFICER OR EMPLOYEE THEREOF
EXECUTING THE BONDS SHALL BE LIABLE PERSONALLY ON ANY BOND OR BE SUBJECT
TO ANY PERSONAL LIABILITY OR ACCOUNTABILITY BY REASON OF THE ISSUANCE OF
SUCH BONDS.
THE OBLIGATION OF THE DISTRICT TO PAY THE INSTALLMENT PAYMENTS UNDER
THE INSTALLMENT PURCHASE AGREEMENT IS AN OBLIGATION OF THE DISTRICT,
PAYABLE SOLELY FROM NET REVENUES, AND DOES NOT CONSTITUTE A DEBT OF THE
DISTRICT OR OF THE STATE OF CALIFORNIA, OR OF ANY POLITICAL SUBDIVISION
THEREOF, IN CONTRAVENTION OF ANY CONSTITUTIONAL OR STATUTORY DEBT
LIMITATION OR RESTRICTION. NEITHER THE FAITH AND CREDIT NOR THE TAXING
POWER OF THE DISTRICT OR THE STATE OF CALIFORNIA, OR ANY POLITICAL
SUBDIVISION THEREOF, IS PLEDGED TO THE PAYMENT OF THE INSTALLMENT PAYMENTS
TO BE MADE PURSUANT TO THE INSTALLMENT PURCHASE AGREEMENT.
The Master Agreement
Net Revenues. The Master Agreement sets forth the conditions and terms upon which the
District’s future obligations may be incurred and secured by Net Revenues. Under the Master Agreement,
the District irrevocably grants and pledges the Net Revenues first, to secure Parity Obligations and second,
to secure Subordinate Obligations. The lien and pledge to the Parity Obligations constitutes a first lien on
Net Revenues. The Installment Purchase Agreement is a Parity Obligation under the Master Agreement.
Future Parity Obligations executed and delivered under the Master Agreement will be secured on parity
with the Installment Purchase Agreement, the Prior Installment Agreements and the Swap Agreements,
which also constitute Parity Obligations. See “Financial Results of the District – Outstanding Obligations
of the District” herein.
All Parity Obligations will be of equal rank without preference, priority or distinction of any
Parity Obligations over any other Parity Obligations. Unless expressly stated to the contrary in a
Subordinate Obligation, all Subordinate Obligations will be of equal rank without preference, priority or
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distinction of any Subordinate Obligations over any other Subordinate Obligations but secured on a
subordinated basis to all Parity Obligations. The District has agreed and covenanted in the Master
Agreement to deposit all Revenues received by it when and as received in the Rancho California Water
District Revenue Fund held by the District (the “Revenue Fund”), and to apply and use all money on
deposit in the Revenue Fund only in the order provided therein. See “– Application of Revenues” herein.
The term “Revenues” means, for any Fiscal Year or twelve (12) calendar month period, all income
and revenue received or receivable by the District during such Fiscal Year or twelve (12) calendar month
period from the ownership or operation of the System, determined in accordance with Generally Accepted
Accounting Principles, including all Ad Valorem Taxes, ad valorem assessments, standby charges, rates,
fees and charges received by the District for the Service and the other services of the System and all
proceeds of insurance covering business interruption loss relating to the System and all connection fees
and charges payable to the District for the Service made available or provided by the System and all
payments for the lease of property comprising a part of the System and all other income and revenue
howsoever derived by the District from the ownership or operation of the System or arising from the
System, and including all Payment Agreement Receipts, and including all income from the investment of
amounts on deposit in the Revenue Fund and the Parity Obligation Payment Fund, but excluding in all
cases (i) any proceeds of taxes (including Ad Valorem Taxes) and assessments levied and collected by or
on behalf of the District for obligations that are payable solely from such taxes (including Ad Valorem
Taxes) and assessments and not from any other Revenues; (ii) any refundable deposits made to establish
credit and any advances or contributions in aid of construction; and (iii) any income from the investment
of amounts on deposit in the Improvement Fund. The District presently uses the term “capacity fees” for
the term “connection fees” used in the foregoing definition.
“Net Revenues” means, for any Fiscal Year or twelve (12) calendar month period, the Revenues
during such Fiscal Year or twelve (12) calendar month period less the Maintenance and Operation Costs
during such Fiscal Year or twelve (12) calendar month period.
“Maintenance and Operation Costs” means, for any Fiscal Year or twelve (12) calendar-month
period, all reasonable and necessary costs paid or incurred by the District during such Fiscal Year or
twelve (12) calendar-month period for maintaining and operating the System, determined in accordance
with Generally Accepted Accounting Principles, including all reasonable expenses of management and
repair and other expenses necessary to maintain and preserve the System in good repair and working order,
all administrative costs of the District that are charged directly or apportioned to the operation of the
System, such as salaries and wages of employees, overhead, taxes (if any), insurance premiums and
payments into pension funds, and all other reasonable and necessary costs of the District or charges
required to be paid by it to comply with the terms of the Master Agreement or of any resolution
authorizing the execution of any Supplemental Contract or of such Supplemental Contract, such as
compensation, reimbursement and indemnification of the trustee for any such Supplemental Contract and
fees and expenses of Independent Certified Public Accountants and Independent Engineers, but excluding
in all cases depreciation, replacement and obsolescence charges or reserves therefor and amortization of
intangibles.
Application of Revenues. The District covenants in the Master Agreement to deposit all
Revenues received by it in the Revenue Fund which fund will be maintained so long as any Payments
under the Master Agreement remain Outstanding. Moneys in the Revenue Fund will be used:
first, to pay all Maintenance and Operation Costs (including amounts reasonably required to be set
aside in contingency reserves for Maintenance and Operation Costs the payment of which is not then
immediately required) from the Revenue Fund as they become due; and
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second, on or before the last Business Day in each month, the District will, from the remaining
money then on deposit in the Revenue Fund, deposit in the “Rancho California Water District Parity
Obligation Payment Fund,” which fund the District will hold and maintain so long as any Parity Payments
due under the Master Agreement will be Outstanding the following amounts in the following order of
priority:
(1)
a sum equal to (a) the interest and principal payments becoming due and payable under
the Prior Installment Agreements and all Supplemental Contracts that are Parity Obligations, plus (b) the
net payments becoming due and payable on all Parity Payment Agreements (except any Termination
Payments), plus (c) any other amounts due with respect to Parity Obligations (including any letter of
credit, standby bond purchase agreement and remarketing fees) in each case, during the next succeeding
month; plus
(2)
all amounts due to make up any deficiency in the Reserve Funds for Parity Obligations in
accordance with the provisions of the applicable Issuing Document, including all Reserve Facility costs.
From time to time, moneys on deposit in the Parity Obligation Payment Fund will be transferred
by the District to the Trustee or other third party payee thereof in accordance with the terms of the Parity
Obligations to make and satisfy the Parity Payments due on the next applicable Payment Dates on such
Parity Obligations; and
third, after the payments contemplated above have been made, any amounts thereafter remaining
in the Revenue Fund will be used for the payment of the interest and principal payments becoming due
and payable under all Supplemental Contracts that are Subordinate Obligations and the net payments
becoming due and payable on all Subordinate Payment Agreements (except any Termination Payments)
and any other amounts becoming due and payable with respect to Subordinate Obligations (including any
letter of credit, standby bond purchase agreement and remarketing fees and any other amounts becoming
due and payable to make up any deficiency in the Reserve Funds for Subordinate Obligations, including
all Reserve Facility costs), and any Termination Payments on all Parity Payment Agreements; so long as
the following conditions are met:
(1)

all Maintenance and Operations Costs are being and have been paid and are then current;

and
(2)
all deposits and payments contemplated in paragraphs first and second above will have
been made in full and no deficiency in any Reserve Fund for Parity Obligations will exist and no Reserve
Facility costs will be due and payable, and there will have been paid, or segregated within the Revenue
Fund, the amounts currently payable pursuant to paragraphs first and second above; and
fourth, after deposits contemplated by the preceding paragraphs have been made, any amounts
thereafter remaining in the Revenue Fund may be used for any lawful purpose, including, but not limited
to, the payment of any Termination Payments on all Subordinate Payment Agreements.
Rate Covenant; Collection of Rates and Charges. The District covenants under the Master
Agreement to fix, prescribe and collect rates, fees and charges for the Service during each Fiscal Year
which are reasonably fair and nondiscriminatory and which are established to yield Adjusted Annual Net
Revenues, for such Fiscal Year equal to at least the Coverage Requirement for such Fiscal Year. Rates,
fees, and charges are set separately for each Division and the District may not increase the rates, fees and
charges in one Division to pay the cost of providing Service in the other Division. See “Rancho California
Water District – Organization of the District” herein.
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“Adjusted Annual Net Revenues” is defined in the Master Agreement to mean, for any Fiscal Year
or twelve (12) calendar month period, the Revenues during such Fiscal Year or twelve (12) calendar
month period, minus any interest earnings from amounts on deposit in all Reserve Funds established in
connection with Parity Obligations, minus the Maintenance and Operation Costs for such period.
“Coverage Requirement” is defined in the Master Agreement to mean generally, for any Fiscal
Year or twelve (12) calendar month period; (i) an amount of Adjusted Annual Net Revenues which,
together with available unrestricted cash reserves of the District, equals at least one hundred ten percent
(110%) of the Adjusted Annual Debt Service for such Fiscal Year or twelve (12) calendar month period;
and (ii) an amount of Net Revenues which equals one hundred percent (100%) of all Payments payable by
the District in such Fiscal Year or twelve (12) calendar month period, all as further provided by the Master
Agreement. See Appendix B – “Summary of Principal Legal Documents – The Master Agreement –
Covenants of the District” herein.
The District further covenants under the Master Agreement to have in effect at all times rules and
regulations requiring each consumer or customer located on any premises connected with the System to
pay the rates, fees and charges applicable to the Service to such premises and providing for the billing
thereof and for a due date and a delinquency date for each bill. The District will not permit any part of the
System or any facility thereof to be used or taken advantage of free of charge by any corporation, firm or
person, or by any public agency (including the United States of America, the State and any city, county,
district, political subdivision, public corporation or agency of any thereof); provided, that the District may
without charge use the System and, so long as no Event of Default exists under the Master Agreement,
may waive or reduce rates, fees and charges for one or more customers and consumers so long as the total
amount waived or reduced does not exceed 1% of Revenues collected in the most recent Fiscal Year and
such waiver or reduction, upon implementation, will not cause the District to be in default of its covenants
in the Master Agreement.
Additional Parity Obligations. The District may at any time incur any Parity Obligations payable
as provided in the Master Agreement; provided:
(A)

There will be on file with the District either:

(1)
A Certificate of the District demonstrating that, during the last audited Fiscal Year or any
consecutive twelve (12) calendar month period during the immediately preceding eighteen (18) calendar
month period, the Adjusted Annual Net Revenues were at least equal to 110% of Maximum Annual Debt
Service on all Outstanding Parity Obligations plus the Parity Obligations proposed to be executed;
provided, that for the purpose of providing such Certificate, the District may adjust the foregoing Adjusted
Annual Net Revenues to reflect:
(a)
An allowance for Net Revenues that would have been derived from each
new connection to the System that during all or any part of such Fiscal Year or twelve
(12) calendar month period, was not in existence, in an amount equal to the estimated
additional Net Revenues that would have been derived from each such connection if it had
been made prior to the beginning of such Fiscal Year or twelve (12) calendar month
period; and
(b)
An allowance for Net Revenues that would have been derived from any
increase in the rates, fees and charges fixed and prescribed for Service which during all or
any part of such Fiscal Year or twelve (12) calendar month period, was not in effect, in an
amount equal to the estimated additional Net Revenues that would have been derived from
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such increase in rates, fees and charges if it had been in effect prior to the beginning of
such Fiscal Year or twelve (12) calendar month period; or
(2)
An Engineer’s Report that the estimated Adjusted Annual Net Revenues for each of the
five (5) Fiscal Years next following the earlier of (i) the end of the period during which interest on the
Parity Obligations proposed to be executed is to be capitalized or, if no interest is capitalized, the Fiscal
Year in which the Parity Obligations proposed to be executed is executed, or (ii) the date on which
substantially all Projects financed with the Parity Obligations proposed to be executed plus all Projects
financed with all existing Obligations are expected to commence operations, will be at least equal to 110%
of the Maximum Annual Debt Service for such period; provided, that for the purpose of providing the
Engineer’s Report, the Independent Engineer may adjust the foregoing estimated Adjusted Annual Net
Revenues to reflect:
(a)
An allowance for Net Revenues that are estimated to be derived from any
increase in the rates, fees and charges for Service in effect and being charged or from any
increase in the rates, fees and charges for Service that are expected to be charged; and
(b)
An allowance for Net Revenues that are estimated to be derived from
customers of the System anticipated to be served by the additions, betterments or
improvements to the System to be financed by the Parity Obligations proposed to be
executed together with any additional Supplemental Contracts expected to be executed
and entered into during such five (5) year period; and
Notwithstanding the foregoing provisions, there will be no limitations on the ability of the District
to execute any Parity Obligations at any time to refund any outstanding Parity Obligations so long as the
Annual Debt Service payable by the District with respect to such refunding Parity Obligations for each
Fiscal Year is less than or equal to 105% of the Annual Debt Service for each Fiscal Year for such Parity
Obligations being refunded.
Additional Subordinate Obligations. Under the Master Agreement, the District may at any time
execute any Subordinate Obligations so long as no Event of Default has occurred and is continuing and so
long as the District will satisfy the test contained in clause (ii) of the definition of “Coverage
Requirement” upon the issuance of such Subordinate Obligations.
The Installment Purchase Agreement
The Installment Purchase Agreement is a Parity Obligation and a Supplemental Contract under the
Master Agreement secured on parity with all Parity Obligations which include the Prior Installment
Agreements and the Swap Agreements. In consideration for the Authority’s agreement to finance the
Project pursuant to the provisions of the Installment Purchase Agreement, the District will, subject to any
rights of prepayment, pay to the Authority, solely from Net Revenues and from no other sources, the
Installment Payments, as provided in the Installment Purchase Agreement. The obligation of the District
to make the Installment Payments is absolute and unconditional and until such time as the Installment
Payments have been paid in full (or provision for the payment thereof will have been made pursuant to the
Master Agreement), the District will not discontinue or suspend any Installment Payments required to be
paid by it under the Installment Purchase Agreement whether or not the System or any part thereof is
operating or operable, or its use is suspended, interfered with, reduced or curtailed or terminated in whole
or in part, and such payments will not be subject to reduction whether by offset or otherwise and will not
be conditioned upon the performance or nonperformance by any party of any agreement for any cause
whatsoever.
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Direct Subsidy
The Bonds will be designated as “qualified energy conservation bonds” under the provisions of
Section 54A(d)(1)(C) and 54D of the Code, the interest on which is not excluded from gross income for
purposes of federal income taxation. See “Tax Matters” herein. The District expects to receive the Direct
Subsidy so long as the Bonds are outstanding. The Direct Subsidy, if any, received by the District will
constitute Revenues pursuant to the Master Agreement and will be applied in accordance with the terms of
the Master Agreement.
THE AUTHORITY
The Authority is a joint powers authority, organized pursuant to a Joint Exercise of Powers
Agreement, dated as of July 1, 1991 (the “Joint Powers Agreement”), by and between the District and
Community Facilities District No. 88-3 of the District. The Authority is a separate entity constituting a
public instrumentality of the State of California and was formed for the public purpose of assisting the
District, Community Facilities District No. 88-3 of the Water District and other local agencies in financing
capital projects. The members of the Board of Directors of the District constitute the Directors of the
Authority.
RANCHO CALIFORNIA WATER DISTRICT
Background
The District serves approximately 100,000 acres of land located in the southwestern part of the
County. The District serves the area known as Temecula/Rancho California, which includes the City of
Temecula, portions of the City of Murrieta, and other contiguous land in the unincorporated territory of the
County. The District is comprised of two divisions. The Rancho Division consists of approximately
48,864 acres of land and provides water service to customers in the area. The Santa Rosa Division
consists of approximately 50,878 acres of land and provides water and wastewater services to customers in
the area.
The District is independent of but overlaps other local public agencies’ jurisdictions. Also, there
are several public agencies, including the County, that operate within the District’s jurisdiction. These
public agencies are exclusively responsible for the administration of their own fiscal affairs, and the
District is not entitled to operating surpluses, or responsible for operating deficits, of any of the other
entities. The District is a sub-member agency of MWD. The District purchases a large portion of its water
supplies from the Eastern Municipal Water District (“EMWD”) and the Western Municipal Water
District (“WMWD”), both of which are municipal water districts in the County and member agencies of
MWD. EMWD and WMWD acquire a large portion of their water supplies from MWD. MWD’s principal
sources of imported water are the Colorado River and State Water Project (the “State Water Project”). See
“– Water Supply and Operations – Imported Water” herein.
Organization of the District
Development of the Temecula/Rancho California community began in 1964 when the Vail Ranch
was acquired by a partnership consisting of Kaiser Corporations (organized by Kaiser Aluminum &
Chemical Corporation and Kaiser Industries Corporation) and Macco Realty Company. On August 16,
1965, to provide for a continuing and reliable water supply, the developers of Temecula/Rancho California
formed the original Rancho California Water District (the “Rancho Water District”) over the easterly
41,000 acres of the Temecula/Rancho California development. The Santa Rosa Ranches Water District
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(the “Santa Rosa Water District”) was organized on January 24, 1968 to serve the westerly 44,800 acres of
land in the community of Temecula/Rancho California.
To provide supplemental imported water, the Rancho Water District was annexed in 1966 to
EMWD and MWD. EMWD was also granted powers to collect, treat and dispose of wastewater within
the Rancho Water District. In 1968, the Santa Rosa Water District was annexed to WMWD and MWD.
Prior to 1976, EMWD assisted in the operation and maintenance of the Rancho Water District’s
water system. By mutual agreement in 1976, this arrangement was terminated and the Rancho Water
District assumed responsibility for maintenance and operation of its water system. The Santa Rosa Water
District operated and maintained its water system prior to consolidation with the District.
On January 1, 1977, the Rancho Water District and the Santa Rosa Water District were
consolidated in accordance with Riverside County Reorganization No. 76-34-4 and 76-34-5 under the
name Rancho California Water District, and land areas within the District were designated as the Rancho
Division for the original Rancho Water District and the Santa Rosa Division for the original Santa Rosa
Water District.
In Resolution No. 76-320 of the County declaring the consolidation of the Rancho Division and
the Santa Rosa Division (“Consolidation Resolution”), the County set forth certain conditions relating to
the operation of the District, including the maintenance of rates and charges and assessments in each of the
Divisions. Certain provisions of the Consolidation Resolution were disputed by certain individuals and
entities within the District. The resulting Settlement was memorialized in an agreement dated May 22,
1981 (the “LAFCO Settlement Agreement”). The LAFCO Settlement Agreement clarifies certain
provisions of the Consolidation Resolution and sets forth additional procedures regarding accounting
methods, including the maintenance of financial information for each Division within the District.
In accordance with the Consolidation Resolution and the LAFCO Settlement Agreement, the
District identifies and allocates the proceeds of its debt obligations to improvements made within each
Division and establishes rates and charges for each Division accordingly so as to derive the Net Revenues
(as set forth in the Consolidation Resolution and LAFCO Settlement Agreement) necessary to pay
Installment Payments and other payments in each Fiscal Year. Under the terms of the Consolidation
Resolution and the LAFCO Settlement Agreement, the District may not increase the rates, fees and
charges in one Division to pay the cost of providing Service in the other Division. The District is permitted
to make temporary cash transfers between Divisions; provided, however, that, under the terms of the
LAFCO Settlement Agreement, the District Board (defined herein) must take reasonable actions to repay
any temporary borrowing as soon as practical and in any event within at least three years, together with
interest at the average rate of interest earned on the District’s deposits and investments during the
preceding Fiscal Year.
As a result of the 1977 consolidation of the Rancho Water District and the Santa Rosa Water
District, the District acquired power to operate, maintain and furnish facilities for all water systems within
the District and collect and treat wastewater over the Santa Rosa Division. EMWD remains responsible
for wastewater treatment in the Rancho Division. With subsequent annexations, land area of the Santa
Rosa Division and the Rancho Division of the District is currently approximately 50,878 and 48,864 acres,
respectively.
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Board of Directors
The District is governed by a seven member Board of Directors (the “Water District Board”).
Members’ terms are four years. The current Directors and the respective dates on which their terms expire
are set forth below.
Term Expires
(December)

Directors
Lawrence M. Libeu
Stephen J. Corona
Bennett R. Drake
Lisa D. Herman
John E. Hoagland
William E. Plummer
Roland Skumawitz

2011
2013
2013
2011
2013
2013
2011

The respective terms for Directors Libeu and Skumanitz end in December 2011. These directors
will be replaced by Brian J. Brady and James Stewart. Director Herman was re-elected to serve another
term after the expiration of her current term in December 2011. The new terms for incoming Directors
Brady and Stewart and current Director Herman are scheduled to expire in December 2015.
The Directors were originally elected at large by property owners in the District based on one vote
for each $1 of assessed valuation of land only. In 1990, the California Water District Law was amended
with respect to the District to provide for a gradual transition from voting by landowners to voting by
registered voters. All of the current Directors were elected by registered voters commencing with the 2003
election.
Officers
The current officers of the District and their respective biographies are as follows:
General Manager. Mr. Matthew G. Stone was appointed as the General Manager of the District in
October 2008. Prior to his appointment as General Manager of the District, Mr. Stone served as the
Associate General Manager of the Municipal Water District of Orange County for eleven years. Prior to
that position, Mr. Stone served as the Principal Engineer of the Municipal Water District of Orange
County for three years. In addition, Mr. Stone served for eight years with RBF Consulting where he
worked on numerous projects of the District in various capacities including Project Engineer, Project
Manager, and Director of Water Resources. Mr. Stone holds a Bachelor of Science in Civil Engineering
from Santa Clara University, a Master of Public Administration from the University of La Verne and a
Master of Science in Environmental Engineering from Loyola Marymount University. In addition, Mr.
Stone is a registered Civil Engineer within the State of California.
Assistant General Manager. Mr. Richard S. Williamson initiated his service with the District as
Assistant General Manager in December 2010. Mr. Williamson has more than 36 years of water,
wastewater and recycled water management experience with the District. His most recent positions prior
to joining the District included General Manager for the Borrego Water District and Engineering Manager
for the City of Tucson Water Department. Mr. Williamson also served in professional positions with the
United States Environmental Protection Agency and State of Arizona Department of Health Services, and
he previously owned a multi-disciplinary firm providing planning, design and construction services to
water and wastewater systems in the State of Arizona. Mr. Williamson is a registered Civil Engineer and

18

Professional Surveyor in the State of California, and holds a Bachelor of Science degree in Water
Resources Engineering from the University of California, Los Angeles.
Chief Financial Officer/Treasurer. Mr. Jeffrey D. Armstrong serves as the District’s Chief
Financial Officer/Treasurer. Mr. Armstrong was appointed the District’s Chief Financial Officer in
October 2008 and was appointed the District’s Treasurer in April 2010. Previously, Mr. Armstrong served
as the District’s Controller. He has been with the District since 1988 and was the Accounting Manager for
10 years. Prior to working for the District, Mr. Armstrong held various accounting positions in private
industry including a Fortune 100 company. Mr. Armstrong earned his undergraduate degree in accounting
from California State University, Long Beach and his master’s degree in business administration from the
University of Redlands.
Chief Engineer. Mr. Andrew Webster was appointed the Chief Engineer of the District in October
2009. As Chief Engineer, Mr. Webster oversees the Engineering Department for the District. He has more
than 21 years of public utility engineering experience during his career, including more than 17 years with
the District. Mr. Webster earned his Bachelor of Science degree in Civil Engineering from the California
State University, Long Beach. Mr. Webster is a registered Civil Engineer in the State of California.
District Secretary. Ms. Kelli E. Garcia was appointed District Secretary of the District in July
2005. Ms. Garcia has more than 8 years of administrative experience in the public sector. Ms. Garcia has
been with the District since 1992. Ms. Garcia served in the capacity of Administrative Assistant in the
Board Administration Department since 1999 and served as Deputy District Secretary of the District from
2002 until she was appointed District Secretary of the District.
Service Area
The District is located in the southwestern part of the County, approximately one hour north of the
City of San Diego and one and one-half hours southeast of the City of Los Angeles. The District’s service
area includes the City of Temecula, portions of the City of Murrieta and the unincorporated territory of the
County adjacent to such cities. The District is bounded on the southwest by the rugged Santa Ana
Mountains and on the northeast by the Gavilan Hills. Elevations along the valley floor range from 900 to
1,200 feet above sea level. In the surrounding foothills, the elevations range from 1,200 to 2,900 feet
above sea level, with slopes often greater than 20%. The current population of the District’s service area
is estimated to be approximately 143,500.
Employee Relations and Benefits
The District had a staff of 142 employees as of June 30, 2011. The District’s budget for Fiscal
Year 2011-12 approves up to 148.5 positions. There are two locally organized employee bargaining
organizations known as the Rancho California Water District Employee Association (the “RCWDEA”),
which has 114 members, and the Management, Professional and Confidential Employee Association (the
“MPCEA”), which has 29 members. Under State law, the District is required to meet and confer each year
with the two bargaining units. The District typically meets and reaches agreement for a one-year period,
following which negotiations begin for the next year. The members of the MPCEA were part of the
RCWDEA for the Fiscal Year 2010-11 negotiations. The meet and confer process for Fiscal Year 2011-12
has been finalized with both bargaining units. The District has entered into a contract with RCWDEA for a
term from Fiscal Years 2011-12 through 2013-14 and has entered into a contract with MPCEA for Fiscal
Year 2011-12.
Employee benefits include the cost of employees’ sick-vacation-holiday benefit, medical-dentalvision insurance, group term life insurance, FICA, long-term disability insurance, and retirement benefits
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of the California Public Employees Retirement System (“CalPERS”), a common investment and
administrative agent for participating public employers within the State. These costs become overhead that
is allocated to operating and capital functions. The overhead rate is determined with the annual budget
process. For Fiscal Year 2010-11, the District’s expenses relating to employee benefits totaled
approximately $7,337,071. The District projects that employee benefit expenses in Fiscal Year 2011-12
will reflect an increase of 7.6% compared to Fiscal Year 2010-11 due to, among other things, increased
medical costs and CalPERS retirement benefits
Pension Plan
General. The District has established a defined benefit pension plan (the “Plan”) for all full-time
employees of the District. The Plan is part of the Public Agency portion of CalPERS. The Plan provides
for retirement and disability benefits, annual cost-of-living adjustments and death benefits to Plan
members and beneficiaries.
The Plan is funded by employer and employee contributions. The District is required to contribute
the actuarially determined amounts which, together with employee contributions, are necessary to fund the
2.7% at age 55 retirement plan benefits for its members. Active plan members in the Plan are required to
contribute 8% of their annual covered salary, which the District pays on behalf of the employees.
Employees contribute approximately 5.6% of their annual covered salary to CalPERs. The District’s
required contribution to CalPERS for Fiscal Year 2011-12 as a percentage of projected payroll is 13.175%,
and its projected contributions to CalPERS for Fiscal Years 2012-13 and 2013-14 as a percentage of
projected payroll are 13.8% and 16.3%, respectively.
As of June 30, 2009, the District had a net pension liability balance of $9,905,650, which takes
into account the increase in retirement plan benefits effective June 2007. The District’s pension liability is
based upon the actuarial value of assets, which CalPERS uses to establish funding requirements. The
District uses the market value of assets to assess its funded ratio. As of June 30, 2009, the funded status of
the Plan, based on the market value of assets, was 61.8%, and the funded status of the Plan, based on the
actuarial value of assets, was 84.6%. The decrease in the funded status of the Plan as of June 30, 2009
compared to June 30, 2008 is attributable to, among other things, CalPERS’ smoothing methodology,
which subjects investment losses to a more stringent funding schedule to ensure that such investment
losses are paid in full by the end of the 30-year smoothing period, and changes in demographic
assumptions, including salary increases, rates for mortality, disability, termination and retirement. The
actuarial valuation states that changes in assumptions relating to post-retirement mortality had the most
significant impact on contribution rates.
The District’s pension cost for Fiscal Year 2010-11 was $2,824,236, which consisted of $500,000
of amortization of the prepaid contribution, $315,000 of imputed investment income on the prepaid
contribution, and the annual required contribution of $2,009,236. See Appendix C – “Audited Financial
Statements of the Rancho California Water District for Fiscal Year Ending June 30, 2011 – Note 8”
attached hereto.
The following are the principal actuarial assumptions used by the District’s actuary in preparing
the valuation as of June 30, 2009:
1.
2.
3.

Investment Rate Return: 7.75% (net of expenses).
Projected Salary Increases: 3.55% to 14.45% depending on age, duration of service, and
category of employment.
Inflation: 3.00% a year, compounded annually.
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4.

Payroll Growth: 3.25%, compounded annually (used in projecting the payroll over which
the unfunded liability is amortized).
Individual Salary Growth: A merit scale varying by duration of employment coupled with
an assumed annual inflation growth of 3.00% and an annual production growth of 0.25%.
Additional assumptions: Additional assumptions were used regarding marital status, age
of spouse, pre-retirement and post-retirement mortality, rates of termination, terminations
with refunds, terminations with vested benefits, job-related and non-job-related disability,
and retirement.
The potential liability loss for cost-of-living increases exceeding the 3.00% inflation
adjustment and any potential liability loss from future member service purchases are not
reflected in the valuation.

5.
6.

7.

Table 1 below sets forth the District’s historical funding progress for the Plan as of the valuation
dates of June 30, 2005 through June 30, 2009.
TABLE 1
RANCHO CALIFORNIA WATER DISTRICT
HISTORICAL FUNDING PROGRESS - DEFINED BENEFIT PENSION PLAN
Fiscal Years 2004-05 through 2008-09
Funded Ratios
Valuation
Date
(June 30)

Accrued
Liability
(a)

Actuarial
Value of
Assets
(b)

2005
2006
2007
2008
2009

$35,284,795
42,029,393
47,156,333
54,174,633
64,169,788

$39,349,188
42,711,070
47,013,388
51,077,396
54,264,138

Unfunded
Liability
(a)-(b)

Actuarial
Value of
Assets
(b)/(a)

$(4,064,393)
(681,677)
142,995
3,097,237
9,905,650

111.5%
101.6
99.7
94.3
84.6

Market
Value
114.6%
107.4
114.7
95.5
61.8

Annual
Covered
Payroll
(c)

Unfunded
Liability as a
Percentage of
Payroll
[(a)-(b)/(c)]

$ 7,637,136
8,515,673
9,260,252
10,128,560
11,345,680

(53.2)%
(8.0)
1.5
30.6
87.3

Source: The District.

Medical Plan. The District is the Plan Administrator for the Rancho California Water District Post
– Retirement Medical Benefits Plan (the “Medical Plan”). The Medical Plan was established effective
July 1, 2003 and is a single employer defined benefit pension plan to provide advance funding for medical
and dental post-employment health care benefits to eligible employees, retirees, their spouses and eligible
dependents. For Fiscal Year ended June 30, 2011, the District’s annual required contribution was
$1,042,352, all of which was budgeted and paid in Fiscal Year ended June 30, 2011. The District’s annual
contribution is derived using actuarial assumptions of an investment rate of return of 7.25% per annum and
a healthcare cost trend rate of 8.00% per annum. As of June 30, 2011, the District had net other benefit
assets of $84,479.
Table 2 below sets forth the District’s historical funding progress for the Medical Plan as of the
valuation dates of March 31, 2005, March 31, 2008, and March 31, 2011.
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TABLE 2
RANCHO CALIFORNIA WATER DISTRICT
HISTORICAL FUNDING PROGRESS
POST-RETIREMENT MEDICAL BENEFITS PLAN
As of March 31, 2005, March 31, 2008, March 31, 2011

Valuation
Date
(March 31)

Actuarial
Value of
Assets
(a)

Actuarial
Accrued
Liability
(AAL)
Entry Age
(b)

Unfunded
AAL
(a)-(b)

Funded
Ratio
(a)/(b)

2005
2008
2011

$ 7,859,614
10,798,608
12,878,770

$ 9,632,503
15,364,849
23,850,456

$1,772,889
4,566,241
10,971,686

81.6%
70.3
54.0

Annual
Covered
Payroll
(c)
$ 6,868,666
12,200,000
11,059,000

Unfunded
Liability as a
Percentage of
Payroll
[(b)-(a)/(c)]
25.81%
37.43
99.21

Source: The District.

Water Supply and Operations
Water Sources. The District adopted a Water Resources Master Plan (the “Master Plan”) in 1990
and updated the Master Plan during 2005. Under the Master Plan, the water resources available to the
District include imported water and recharged water from MWD purchased through EMWD and WMWD,
natural local sources and secondary sources, such as locally available recycled water and water
conservation. Local sources include the District’s right to capture native waters at Vail Lake (up to 40,000
acre-feet annually) and to appropriate local groundwater, which it does on a perennial safe yield basis.
Fluctuations in total water production are attributable to, among other things, varying weather
conditions and temperatures. Over the last seven Fiscal Years, the District has lost approximately 3.8% to
7.5% of its water supplies between the source and the ultimate use by the consumer as a result of, among
other things, pipeline breaks, evaporation from operating reservoirs and metering discrepancies. The
following Table 3 summarizes the District’s annual water production by source in acre-feet of water for
Fiscal Years 2006-07 through 2010-11.
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TABLE 3
RANCHO CALIFORNIA WATER DISTRICT
ANNUAL WATER PRODUCTION SOURCE(1)(2)
Fiscal Years 2006-07 through 2010-11
Fiscal
Year
2006-07(4)
2007-08
2008-09
2009-10(5)
2010-11(5)
(1)
(2)
(3)

(4)

(5)

Purchased
Treated
Water
47,479
38,858
34,289
26,993
22,792

% of
Total
51.5%
48.0
43.8
40.0
37.1

Recharged
Water(3)
16,398
12,003
16,223
12,187
12,371

% of
Total
17.8%
14.8
20.7
18.0
20.1

Local
Sources
23,644
26,495
24,037
24,556
23,041

% of
Total
25.7%
32.7
30.7
36.3
37.5

Recycled
Water
4,608
3,642
3,666
3,829
3,311

% of
Total
5.0%
4.5
4.7
5.7
5.4

Total
Water
Production
92,129
80,998
78,215
67,565
61,515

All sources in acre-feet of water.
Amounts may not total due to independent rounding.
This source of supply is a result of the Valle De Los Caballos Recharge Project which became operational in fiscal year
1997-98. Untreated water purchased from MWD is used to recharge the local aquifer. Specific wells are used to pump this
water out of the aquifer and into the distribution.
For Fiscal Year 2006-07, total water production increased by 16.0% due to the decrease in average annual precipitation. Total
rainfall levels decreased substantially, at approximately 3.8 inches for Fiscal Year 2006-07, compared to 10.3 inches of rainfall
during Fiscal Year 2005-06.
Reductions in purchased treated water and total water production during Fiscal Years 2009-10 and 2010-11 were attributable
to cooler temperatures and conservation efforts.

Source: The District.

The following Table 4 summarizes the District’s projected annual water production by source in
acre-feet of water for Fiscal Years 2011-12 through 2015-16.
TABLE 4
RANCHO CALIFORNIA WATER DISTRICT
PROJECTED ANNUAL WATER PRODUCTION BY SOURCE(1)(2)(3)
Fiscal Years 2011-12 through 2015-16
Purchased
Treated
Fiscal Year
Water
2011-12
26,889
2012-13
28,210
2013-14
30,196
2014-15
32,242
2015-16
34,349
(1)
(2)
(3)

% of Recharged
Total
Water
38.6%
11,500
40.0
11,500
41.6
11,500
43.1
11,500
44.6
11,500

% of
Total
16.5%
16.3
15.8
15.4
14.9

Local
Sources
26,975
26,500
26,500
26,500
26,500

% of Recycled
Total
Water
38.7% 4,299
37.5
4,385
36.5
4,473
35.4
4,562
34.4
4,653

% of
Total
6.2%
6.2
6.2
6.1
6.0

Total Water
Production
69,663
70,595
72,669
74,804
77,002

All sources in acre-feet of water.
Amounts may not total due to independent rounding.
Subsequent to the reductions in purchased treated water and total water production experienced during Fiscal Year 2009-10 due
to cooler temperatures and conservation efforts, the District projects annual water production from Fiscal Years 2011-12
through 2015-16 to correspond with historical trends.

Source: The District.
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Imported Water.
General. Approximately 58.0% of the District’s Fiscal Year 2009-10 and approximately 57.2% of
the District’s Fiscal Year 2010-11 water supply was imported, principally from MWD through EMWD
and WMWD. Based on the District’s Master Plan, the projected future water demand through 2030 is
estimated at 100,284 acre-feet, which is approximately 39% greater than the current usage in the District.
The District expects that additional future water needs will be provided from increased amounts of
imported water from MWD. Over the next five Fiscal Years, total imported water sources is expected to
increase from 57.2% of the production mix to 59.5%. The District presently has sufficient connection
capacity to MWD facilities to satisfy its projected demand for water purchases. See “– Water Supply and
Operations – Existing Water Utility Facilities” herein.
The imported water purchased by the District through EMWD and WMWD is delivered to the
District from the MWD aqueducts passing through the District. EMWD generally serves the Rancho
Division and the WMWD generally serves the Santa Rosa Division. The District purchases untreated
water from EMWD to recharge its groundwater basin. The District entered into a contract with EMWD in
March 2008 to provide recycled water. Currently, EMWD provides approximately 30% of the District’s
recycled water. The District’s ability to purchase imported water from EMWD and WMWD is based on
availability and demand within the region and no assurances can be made as to the ability of MWD to
satisfy the water demands of its member agencies, including EMWD and WMWD, and, in turn, the
demands of the District to EMWD and WMWD.
The cost of treated water from imported sources currently is approximately $704 per acre-foot,
which is substantially more than the average cost of water from local sources. The District currently pays
approximately $618 per acre-foot for interim agricultural treated water, $484 per acre-foot for untreated
water, and $416 for agricultural untreated water. The District utilizes MWD’s interim agricultural water
program (the “Interim Agricultural Water Program”), which was adopted by MWD in May 1994. This
Interim Agricultural Water Program provides a discounted rate for agricultural water users within the
District. In Fiscal Year 2010-11, agricultural water users purchased 15,154 acre-feet of agricultural water,
which was approximately 66% of total water purchased from MWD and 26% of total water use within the
District. However, the water available under this program is limited to surplus water not needed for
domestic or municipal purposes. Should a water shortage occur, MWD may reduce deliveries of
agricultural water under the program by 30% before imposing conservation measures. MWD imposed the
30% reduction in agricultural water deliveries beginning January 1, 2008 to make this water
(approximately 45,000 acre feet) available to meet other demands. As a result thereof, the District
experienced an 28% reduction in its overall allotment of agricultural water supplies since January 1, 2008.
MWD has lifted the 30% reduction in agricultural water deliveries as of January 1, 2011.
The MWD Board adopted water rates and charges to be effective January 1, 2011 and January 1,
2012 for all types of water including treated and untreated water. These rates and charges included an
effective increase of 7.5% on January 1, 2011 and another increase of 7.5% on January 1, 2012. MWD
projects that it will adopt rate increases of 5% in 2013 and 5% in 2014; however, such projected rate
increases are subject to the approval of the MWD Board. The District expects that these approved and
projected increases in MWD treated water rates will result in approximately 4% to 5% annual increases to
existing Water District water rates for most Water District customers for the next five Fiscal Years and
with greater rate increases for agricultural customers.
Although, at present, the District is able to import sufficient water from MWD to meet demand,
recent developments related to MWD’s access to water from the State Water Project could adversely
impact the District’s ability to import water from MWD.
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Federal Endangered Species Act Litigation. Litigation filed by several environmental interest
groups (NRDC v. Kempthorne; and Pacific Coast Federation of Fishermen’s Associations v. Gutierrez) in
the United States District Court for the Eastern District of California alleged that biological opinions and
incidental take statements issued in calendar years 2004 and 2005 and inadequately analyzed impacts on
listed species under the federal Endangered Species Act (the “Federal ESA”).
On May 25, 2007, Federal District Judge Wanger issued a decision on summary judgment in
NRDC v. Kempthorne, finding the United States Fish and Wildlife Service’s biological opinion for Delta
smelt to be invalid. The USFWS released a new biological opinion on the impacts of the State Water
Project and Central Valley Project on Delta smelt on December 15, 2008. MWD, the San Luis & Delta
Mendota Water Authority, Westlands Water District, Kern County Water Agency, Coalition for a
Sustainable Delta and State Water Contractors, a California nonprofit corporation formed by agencies
contracting with DWR for water from the State Water Project (the “State Water Contractors”), the Family
Farm Alliance and the Pacific Legal Foundation on behalf of several owners of small farms in California’s
Central Valley filed separate lawsuits in federal district court challenging the biological opinion, which the
federal court consolidated under the caption Delta Smelt Consolidated Cases.
On December 14, 2010, Judge Wanger issued a decision on summary judgment in the Delta Smelt
Consolidated Cases finding that there were major scientific and legal flaws in the Delta smelt biological
opinion and remanding the biological opinion to the USFWS for reconsideration. The court’s decision
invalidates some of the restrictions on project operations contained in the Delta smelt biological opinion.
On May 4, 2011, Judge Wanger issued a decision directing the USFWS to complete a new draft biological
opinion by October 1, 2011, and to complete a final biological opinion with environmental documentation
by December 1, 2013. This decision, among other things, has resulted in a period of uncertainty with
respect to restrictions mandated by that biological opinion. The federal court has approved a settlement
agreement modifying biological opinion restrictions that would have applied in spring of 2011. State
Water Project and Central Valley Project contractors filed a motion to enjoin the enforcement of
requirements in the biological opinion that set salinity requirements in September 2011 and October 2011
and restrict project storage in November 2011. The court held a hearing concerning the water contractors’
motion in July 2011. On August 31, 2011, Judge Wanger issued an injunction modifying the salinity
related requirements in the biological opinion. The effect of the injunction will be to reduce water supply
impacts from the biological opinion’s salinity requirements. It is unknown at this time whether the
injunction will be appealed.
On April 16, 2008, in Pacific Coast Federation of Fishermen’s Associations v. Gutierrez, the
court invalidated the 2004 National Marine Fisheries Service’s biological opinion for the salmon and other
fish species that spawn in rivers flowing into the Bay-Delta. Among other things, the court found that the
no jeopardy conclusions in the biological opinion were inconsistent with some of the factual findings in
the biological opinion; that the biological opinion failed to adequately address the impacts of State Water
Project and Central Valley Project operations on critical habitat and that there was a failure to consider
how climate change and global warming might affect the impacts of the projects on salmonid species.
The National Marine Fisheries Service released its new biological opinion for salmonid species on
June 4, 2009. The salmonid species biological opinion contains additional restrictions on State Water
Project and Central Valley Project operations. The National Marine Fisheries Service calculated that these
restrictions will reduce the amount of water the State Water Project and Central Valley Project combined
will be able to export from the Bay-Delta by 5 to 7 percent. DWR estimated a 10 percent average water
loss, expected to begin in 2010, under this biological opinion. Six lawsuits have been filed challenging the
2009 salmon biological opinion. These various lawsuits have been brought by the San Luis & Delta
Mendota Water Authority, Westlands Water District, Stockton East Water District, Oakdale Irrigation
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District, Kern County Water Agency, the State Water Contractors and MWD. The court has consolidated
the cases under the caption Consolidated Salmon Cases.
On May 25, 2010, the court granted the plaintiffs’ request for preliminary injunction in the
Consolidated Salmon Cases, restraining enforcement of two requirements under the salmon biological
opinion that limit exported water during the spring months based on San Joaquin River flows into the BayDelta and reverse flows on the Old and Middle Rivers. Hearings on motions for summary judgment in the
Consolidated Salmon Cases were held on December 16, 2010. It is unknown when the court will issue a
decision in the Consolidated Salmon Cases.
On November 13, 2009, the Center for Biological Diversity filed separate lawsuits challenging the
USFWS’ failure to respond to a petition to change the Delta smelt’s federal status from threatened to
endangered and the USFWS’ denial of federal listing for the longfin smelt. On April 2, 2010, the USFWS
issued a finding that uplisting the Delta smelt was warranted but precluded by the need to devote resources
to higher-priority matters. This “warranted but precluded” finding did not change the regulatory
restrictions applicable to Delta smelt. An agreement settling the longfin smelt litigation was approved on
February 2, 2011. Under the agreement, the USFWS agreed to complete a rangewide status review of the
longfin smelt and consider whether the Bay-Delta longfin smelt population, or any other longfin smelt
population from California to Alaska, qualifies as a “distinct population” that warrants federal protection.
The USFWS agreed to make a new determination on federal listing for the longfin smelt by September 30,
2011.
California Endangered Species Act Litigation. In addition to the litigation under the Federal ESA,
other environmental groups sued DWR on October 4, 2006 in the Superior Court of the State of California
for Alameda County alleging that DWR was “taking” listed species without authorization under the
California ESA. This litigation (Watershed Enforcers, a project of the California Sportfishing Protection
Alliance v. California Department of Water Resources) requested that DWR be mandated to either cease
operation of the State Water Project pumps, which deliver water to the California Aqueduct, in a manner
that results in such “taking” of listed species or obtain authorization for such “taking” under the California
ESA. On April 18, 2007, the Alameda County Superior Court issued its Statement of Decision finding that
DWR was illegally “taking” listed fish through operation of the State Water Project export facilities. The
Superior Court ordered DWR to “cease and desist from further operation” of those facilities within 60
days unless it obtained take authorization from the California Department of Fish and Game.
DWR appealed the Alameda County Superior Court’s order on May 7, 2007. This appeal stayed
the order pending the outcome of the appeal. The Court of Appeal stayed processing of the appeal in 2009
to allow time for DWR to obtain incidental take authorization for the Delta smelt and salmon under the
California ESA, based on the consistency of the federal biological opinions with California Endangered
Species Act (the “California ESA”) requirements (the “Consistency Determinations”). After the California
Department of Fish & Game issued the Consistency Determinations under the California ESA, authorizing
the incidental take of both Delta smelt and salmon, appellants DWR and State Water Contractors
dismissed their appeals of the Watershed Enforcers decision. The Court of Appeal subsequently issued a
decision finding that DWR was a “person” under the California ESA and subject to its take prohibitions,
which was the only issue left in the case. The State Water Contractors and Kern County Water Agency
have filed suit in state court challenging the Consistency Determinations under the California ESA that
have been issued for both Delta smelt and salmon. Those lawsuits challenging the Consistency
Determinations are pending. The parties are continuing discussions of adjustments to the incidental take
authorizations in light of the summary judgment ruling in the Delta Smelt Consolidated Cases discussed
under the heading “ - Federal ESA Litigation” above.
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The California Fish and Game Commission listed the longfin smelt as a threatened species under
the California ESA on June 25, 2009. On February 23, 2009, in anticipation of the listing action, the
California Department of Fish and Game issued a California ESA section 2081 incidental take permit to
DWR authorizing the incidental take of longfin smelt by the State Water Project. This permit authorizes
continued operation of the State Water Project under the conditions specified in the section 2081 permit.
The State Water Contractors filed suit against the California Department of Fish and Game on March 25,
2009, alleging that the export restrictions imposed by the section 2081 permit have no reasonable
relationship to any harm to longfin smelt caused by State Water Project operations, are arbitrary and
capricious and are not supported by the best available science. The lawsuit is pending and the
administrative record for the cases has been completed.
Operational Constraints. DWR has altered the operations of the State Water Project to
accommodate species of fish listed under the Federal ESA and the California ESA. These changes in
project operations have adversely affected State Water Project deliveries. The impact on total State Water
Project deliveries attributable to the Delta smelt and salmonid species biological opinions combined is
estimated to be one million acre-feet in an average year, reducing State Water Project deliveries from
approximately 3.3 million acre-feet to approximately 2.3 million acre-feet for the year under average
hydrology, and are estimated to range from 0.3 million acre-feet during critically dry years to 1.3 million
acre-feet in above normal water years. Decisions in cases referenced here or future litigation, listings of
additional species (such as the longfin smelt) or new regulatory requirements could adversely affect State
Water Project operations in the future by requiring additional export reductions, releases of additional
water from storage or other operational changes impacting water supply operations.
In August 2010, DWR reported that approximately 800,000 acre-feet of water was lost from the
State Water Project for calendar year 2010 as a result of pumping restrictions, of which about 370,000
acre-feet would have been made available to MWD. The initial allocation to State Water Project
contractors for 2011 was 25 percent of their contracted amounts, based on low storage in State Water
Project reservoirs and regulatory agency restrictions on water exports from the Bay-Delta to protect listed
fish species. In April 2011, due to significantly above-normal precipitation over the entire Sierra Nevada
range, DWR announced an allocation of 80 percent (1,529,200 acre-feet for MWD). Despite operational
restrictions in 2011, high flows from above-normal precipitation reaching the Bay-Delta have provided
increased storage in State Water Project reservoirs and greater than anticipated exports since late
December 2010.
Neither the District or the Authority can predict the ultimate outcome of any of the litigation or
regulatory processes described above at this time or whether such outcome will result in any materially
adverse impact on the operation of the State Water Project pumps, MWD’s State Water Project supplies,
MWD’s water reserves or their impact on the District’s water supplies.
Drought and Conservation Measures. MWD’s current approach to managing water shortages has
evolved from its experiences during the droughts of 1976-77 and 1987-92 into the Water Surplus and
Drought Management Plan (“WSDM Plan”). The WSDM Plan, which was adopted by MWD’s Board of
Directors in April 1999, establishes broad resource management strategies to meet full service demands.
These measures include calling for extraordinary conservation, cutting groundwater replenishment and
agricultural water deliveries, maximizing groundwater production, acquiring additional supplies and
drawing from dry-year storage. Although the WSDM Plan provides principles for imported supply
allocation in the event the need should arise, the WSDM Plan did not provide a detailed allocation plan. A
Water Supply Allocation Plan (the “Water Supply Allocation Plan”) was approved by MWD’s Board of
Directors in February 2008. The Water Supply Allocation Plan provides a formula for equitable
distribution of available supplies in case of extreme water shortages within MWD’s service area. On
April 14, 2009, the MWD Board adopted a resolution declaring a regional water shortage and
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implementing the Water Supply Allocation Plan, effective July 1, 2009. The MWD Board set the Regional
Shortage Level II at Water Supply Allocation Plan Level 2, which required reduction of regional water use
by approximately ten percent and allowed for the sale of about 2.09 million acre-feet of MWD water in
Fiscal Year 2009-10. On April 13, 2010, the MWD Board adopted a resolution recognizing the continuing
regional water shortage and again setting the Regional Shortage Level at Water Supply Allocation Plan
Level 2, which sustained the regional water use reduction of approximately 10 percent. Due to improved
hydrologic and storage conditions, on April 12, 2011, the MWD Board terminated implementation of the
2010-11 Water Supply Allocation Plan, restoring imported water deliveries to member agencies without
risk of allocation penalties.
Delivery within a member agency of more than its allocated amount of MWD supplies will subject
the member agency to a penalty of one to four times MWD’s full service rate for untreated Tier 2 water,
depending on how much the member agency’s water use for the twelve-month period beginning on July 1
exceeds its allocated amount. Any penalties collected may be rebated to the member agency that paid
them to fund water management projects. MWD member agencies and retail water suppliers in MWD’s
service area also may implement water conservation and allocation programs within their respective
service territories. The District has paid penalties in prior years for exceeding its allocated amount and
may pay penalties in the current year and in future years depending on its water consumption.
MWD is entitled to storage and access to stored water in connection with various storage
programs and facilities. MWD has been negotiating, and will continue to pursue, water purchase, storage
and exchange programs with other agencies in the Sacramento and San Joaquin Valleys. These programs
involve the storage of both State Water Project supplies and water purchased from other sources to
enhance MWD’s dry-year supplies and the exchange of normal year supplies to enhance MWD’s water
reliability and water quality, in view of dry conditions and potential impacts from litigation relating to the
Federal ESA and California ESA.
Decreased runoff from the Sierra Nevada snow pack, environmental remediation in the Owens
Valley, the Mono Basin and the Bay-Delta, and a severe drought in the Colorado River Basin are
restricting the ability to transport water supplies to Southern California. Due to drought conditions and
court-ordered restrictions, on February 27, 2009, former Governor Schwarzenegger proclaimed a state of
emergency (the “Proclamation”) and ordered immediate action to manage the drought crisis. In the
Proclamation, Governor Schwarzenegger directed all State government agencies to utilize their resources,
implement a State emergency plan and provide assistance for people, communities and businesses
impacted by the drought. Among other things, the Proclamation: (a) requested that all urban water users
immediately increase their water conservation activities in an effort to reduce their individual water use by
20%; and (b) directed State agencies to immediately implement a water use reduction plan and take
immediate water conservation actions and requests that federal and local agencies also implement water
use reduction plans for facilities within their control. On March 31, 2011, California Governor Jerry
Brown proclaimed an end to the statewide drought emergency proclaimed by then-Governor of California
Arnold Schwarzenegger.
Integrated Resources Plan. MWD, its member agencies, sub-agencies and groundwater basin
managers developed an Integrated Water Resources Plan that was adopted by MWD’s Board of Directors
in January 1996 (the “1996 IRP”) as a long-term planning guideline for resources and capital investments.
The purpose of the 1996 IRP was the development of a preferred resource mix to meet the water supply
reliability and water quality needs for the region in a cost-effective and environmentally sound manner.
In 2004, MWD adopted an updated Integrated Resources Plan (the “2004 IRP”) that reviewed the
goals and achievements of the 1996 IRP, identified changed conditions for water resource development
and updated the resource targets through 2025. A key component of the 2004 IRP was the addition of a
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planning buffer. The planning buffer provided for the identification of additional supplies, both imported
and locally developed, to address uncertainty in future supplies and demands from factors such as the level
of population and economic growth which directly drive water demands, water quality regulations, new
chemicals found to be unhealthful, endangered species affecting sources of supplies, and periodic and new
changes in climate and hydrology. On October 12, 2010, MWD’s Board adopted an IRP update (the
“2010 IRP Update”) as a strategy to set goals and a framework for water resources development. This
strategy is expected to enable MWD and its member agencies to manage future challenges and changes in
the State’s water conditions and to balance investments with water reliability benefits. The 2010 IRP
Update was drafted with input from MWD’s member agencies, retail water agencies, and other
stakeholders including water and wastewater managers, environmental and business interests and the
community. The framework places an emphasis on regional collaboration. The 2010 IRP Update seeks to
provide regional flexibility through 2035 by stabilizing MWD’s traditional imported water supplies and
continuing to develop additional local resources. The 2010 IRP Update also advances long-term planning
for potential future contingency resources, such as storm water capture and large-scale seawater
desalination, in close coordination with MWD’s member agencies and other utilities. Specific projects that
may be developed by MWD in connection with the implementation of the 2010 IRP Update will be subject
to future consideration and approval by the MWD Board and environmental and regulatory documentation
and compliance.
Management of State Water Project supplies through water marketing and groundwater banking is
expected to play an important role in meeting water needs within the State. MWD is currently pursuing
voluntary water transfer and storage and exchange programs with the State, federal, public and private
water districts and individuals.
No assurance can be made that MWD will continue to supply water to the District in the amounts
sufficient to meet the needs of the District. Operating and other financial information with respect to
MWD is included in certain publicly available disclosure documents prepared by MWD. In addition,
MWD has entered into certain continuing disclosure agreements pursuant to which MWD is contractually
obligated for the benefit of owners of certain of its outstanding obligations to file certain annual reports,
notices of certain events as defined under Rule 15c2-12 of the Exchange Act (“Rule 15c2-12”) and annual
audited financial statements with certain information repositories. THE INFORMATION RELATING TO
MWD UNDER THE CAPTION “ - IMPORTED WATER” HAS BEEN PREPARED FROM THESE
AND OTHER PUBLICLY AVAILABLE MATERIALS PROVIDED BY MWD. THE DISTRICT, THE
DISTRICT AND THE REMARKETING AGENT HAVE NOT CONFIRMED THE ACCURACY OF
SUCH INFORMATION AND MWD HAS NOT REVIEWED THE INFORMATION CONTAINED
HEREIN.
The Metropolitan Water District of Southern California. MWD is a metropolitan water district
created in 1928 by vote of the electorates of 11 Southern California cities. MWD’s primary purpose is to
provide a supplemental supply of water for domestic and municipal uses at wholesale rates to its member
public agencies. MWD operates under the authority of the Metropolitan Water District Act, California
Statutes 1927, Chapter 429, as reenacted in 1969 as Chapter 209 (as amended, the “MWD Act”) and is
comprised of 26 member public agencies, including EMWD and WMWD. Member agencies request
water from MWD at various delivery points within MWD’s system and pay for such water at rates
established by the MWD Board of Directors. MWD’s service area covers approximately 5,200 square
miles and MWD provides between 40% and 60% of the water used within its service area in any year.
The District is a sub-member agency of MWD through EMWD and WMWD.
Water rates are established by majority vote of the MWD Board of Directors and are not subject to
regulation by the California Public Utilities Commission or by any other local, state or federal agency.
Member agencies request water from MWD at various delivery points within MWD’s system and pay for

29

such water at uniform rates established by the MWD Board of Directors for each class of service. MWD’s
water is a supplementary source of water for its member agencies. Under the MWD Act, MWD is
required, so far as practicable, to fix such rate or rates for water as will result in revenue which, together
with revenue from any water standby or availability charge or assessment, will pay the operating expenses
of MWD, provide for repairs and maintenance, provide for payment of the purchase price or other charges
for property or services or other rights acquired by MWD, and provide for the payment of the interest and
principal of the bonded debt of MWD, subject to the applicable provisions of the MWD Act authorizing
the issuance and retirement of such bonds. The same water rate is charged for water provided from the
Colorado River and the State Water Project. One of the largest single components of the District’s rates is
the cost of MWD water purchased through EMWD and WMWD. In general, the District adjusts the water
rates charged its customers as the cost of water purchased from MWD changes.
MWD’s current rate structure includes tiered water supply rates, a power rate, a treatment
surcharge, a system access rate, a water stewardship rate, and a capacity reservation and peaking
surcharge, to reflect the different services provided by MWD. The tier 1 and tier 2 water supply rates are
designed to recover MWD’s water supply costs. The tier 2 water supply rate is designed to reflect MWD’s
costs of acquiring new supplies. The tier 1 water supply rate is currently $155 per acre-foot (includes the
$51 per acre-foot Delta Supply Surcharge for January 1, 2011) and the tier 2 water supply rate is currently
$280 per acre-foot. The system access rate is intended to recover a portion of the costs associated with the
conveyance and distribution system, including capital, operating and maintenance costs. All users
(including member agencies and third-party wheeling entities) of the MWD system pay the system access
rate. This rate is currently $204 per acre-foot. The water stewardship rate is charged on a dollar per acrefoot basis to collect revenues to support MWD’s financial commitment to conservation, water recycling,
groundwater recovery and other water management programs approved by the MWD Board of Directors.
The water stewardship rate is charged for every acre-foot of water conveyed by MWD. This rate is
$41 per acre-foot. The system power rate is charged on a dollar per acre-foot basis to recover the cost of
power necessary to pump water from the State Water Project and Colorado River through the conveyance
and distribution system for MWD’s member agencies. The system power rate is charged for all MWD
supplies. This rate is currently $127 per acre-foot. MWD charges a treatment surcharge on a dollar per
acre-foot basis for treated deliveries. The treatment surcharge is set to recover the cost of providing
treated water service, including capital and operating cost. This rate is currently $217 per acre-foot. The
rate structure also contains a readiness-to-serve charge which is currently allocated among member
agencies in proportion to the average deliveries through MWD’s system to each member agency in
proportion to the rolling ten-year share of deliveries through MWD’s system and water standby or
availability of service charges which currently ranges from $6.94 to $15 for each acre or parcel less than
an acre within MWD’s service area, subject to specified exempt categories. The process for the delivery
of water not owned or controlled by MWD is referred to as “wheeling.” Under MWD’s current rate
structure, wheeling parties will pay the system access rate, water stewardship rate, treatment surcharge (if
applicable) and power costs for conveying water on the State Water Project, the Colorado River Aqueduct
or the MWD distribution system, whichever is applicable.
The most recent major addition to MWD’s water delivery system is Diamond Valley Lake, a manmade reservoir located southwest of the city of Hemet, California, within the Domenigoni and Diamond
Valleys. Excavation at the project site began in May 1995. The Diamond Valley Lake covers
approximately 4,410 acres and is designed to hold approximately 810,000 acre-feet or 265 billion gallons
of water. Associated hydraulic structures consist of an inlet-outlet tower, pump plant, pressure control
facility, connecting tunnels and a forebay. Imported water is delivered to Diamond Valley Lake during
surplus periods. The Diamond Valley Lake is capable of providing more than one-third of Southern
California’s water needs for approximately six months after a major earthquake (assuming that there has
been no impairment of MWD’s internal distribution network). As of January 1, 2011, approximately
638,000 acre-feet of water was in storage at Diamond Valley Lake.
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The Colorado River Aqueduct, which is owned and operated by MWD, transports water from the
Colorado River approximately 242 miles to its terminus at Lake Mathews in the County. After deducting
for conveyance losses and considering maintenance requirements, up to 1.2 million acre-feet of water a
year may be conveyed through the Colorado River Aqueduct to MWD’s member agencies, subject to
availability of Colorado River water for delivery to MWD. The State is apportioned the use of 4.4 million
acre-feet of water from the Colorado River each year plus one-half of any surplus that may be available for
use collectively in Arizona, California and Nevada. In addition, California has historically been allowed to
use Colorado River water apportioned to but not used by Arizona or Nevada when such supplies have been
requested for use in California. Under the 1931 priority system that has formed the basis for the
distribution of Colorado River water made available to California, MWD holds the fourth priority right to
550,000 acre-feet per year. This is the last priority within California’s basic apportionment of 4.4 million
acre-feet. In addition, MWD holds the fifth priority right to 662,000 acre-feet of water, which is in excess
of California’s basic apportionment.
Until 2003, MWD had been able to take full advantage of its fifth priority right as a result of the
availability of surplus water and apportioned but unused water. However, since 2002, Arizona and Nevada
have increased their use of water from the Colorado River, which has significantly reduced unused
apportionment available for California. In addition, a severe drought in the Colorado River Basin reduced
storage in system reservoirs, such that MWD stopped taking surplus deliveries in 2003 in an effort to
mitigate the effects of the drought. Prior to 2003, MWD could divert in excess of 1.2 million acre-feet in
any year. Since 2003, MWD’s net diversions of Colorado River water have been limited to a low of nearly
633,000 acre-feet in 2006 and a high of approximately 1,105,232 acre-feet in 2009. Average annual net
deliveries for 2003 through 2010 were approximately 849,500 acre-feet, with annual volumes dependent
primarily on programs to augment supplies, including transfers of conserved water from agriculture.
MWD projects that its available Colorado River supply will be about 900,000 acre-feet in 2011, of which
approximately 700,000 acre-feet will be delivered through the Colorado River Aqueduct and 200,000 acrefeet of intentionally-created surplus water will be stored in Lake Mead.
No assurance can be made that MWD will continue to supply water to the District in the amounts
sufficient to meet the needs of the District. Operating and other financial information with respect to
MWD is included in certain publicly available disclosure documents prepared by MWD. In addition,
MWD has entered into certain continuing disclosure agreements pursuant to which MWD is contractually
obligated for the benefit of owners of certain of its outstanding obligations to file certain annual reports,
notices of certain events as defined under Rule 15c2-12 and annual audited financial statements with
certain information repositories. THE INFORMATION RELATING TO MWD UNDER THE CAPTION
“ - THE METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA” HAS BEEN
PREPARED FROM THESE AND OTHER PUBLICLY AVAILABLE MATERIALS PROVIDED BY
MWD. THE DISTRICT, THE DISTRICT AND THE REMARKETING AGENT HAVE NOT
CONFIRMED THE ACCURACY OF SUCH INFORMATION AND MWD HAS NOT REVIEWED
THE INFORMATION CONTAINED HEREIN.
Local Sources of Water. The District’s policy is to manage and protect its local groundwater
resources as a top priority. Local sources of water include groundwater from regional aquifers,
precipitation and surface stream flows. Natural local sources supplied approximately 37.5% of the
District’s Fiscal Year 2010-11 water demand. In Fiscal Year 1997-98, the District began to use recharge
and recovery programs utilizing imported water. Recharged water provided approximately 18.0% and
20.1% of the District’s water demand in Fiscal Years 2009-10 and 2010-11, respectively.
The drainage area upstream of the dam that forms Skinner Reservoir includes approximately
44 square miles. Natural surface runoff from that area is measured as it enters the reservoir and, by legal
agreement, upstream surface flows are passed through the reservoir and discharged into Tucalota Creek.
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Flows in Tucalota Creek enter Santa Gertrudis Creek which is a tributary of Murrieta Creek. Flows into
Tucalota Creek and Santa Gertrudis Creek help to recharge the underground aquifers, which are the source
of groundwater for the District. Once the releases from Skinner Reservoir reach Murrieta Creek, the water
is effectively lost from the area by evaporation and surface flows out through Temecula Gorge.
For management purposes, the District has subdivided the Murrieta-Temecula Groundwater Basin
into 14 hydrologic sub-units, the substantial portion of which are located in the Rancho Division. The
perennial safe yield of local groundwater within the District is estimated to be between 25,000 and 30,000
acre-feet per year. Historically, local annual groundwater production has ranged from a low of 22,000
acre-feet in sustained dry periods to a high of 36,000 acre-feet in wetter periods. The District’s knowledge
of the groundwater basin has grown substantially over the past 30 years through extensive monitoring
programs, a well-documented annual groundwater audit process to establish safe production targets, and
the development and integration of a combined surface water/groundwater hydrogeologic computer
model. The District continues to use these tools to improve its knowledge in connection with its goals of
refining the safe yield estimate and optimizing overall water resource management.
All aquifers managed by the District are located in the Santa Margarita Watershed. Oversight of
all groundwater production within the Santa Margarita Watershed falls under the continuing jurisdiction of
United States District Court, pursuant to Case No. 1247, titled United States v. Fallbrook Public Utility
District, et al. (the “Fallbrook Public Utility Case”), and is administered by a court appointed watermaster
(the “Santa Margarita Watermaster”). The court appointed a steering committee, comprised of
representatives of the United States Marine Corps Base, Camp Pendleton (“MCBCP”), EMWD, WMWD,
Fallbrook Public Utility District, MWD, the Pechanga Tribe and the District to assist the court and the
Santa Margarita Watermaster. The need for the Watermaster and the steering committee stems from
litigation begun in the early years of the twentieth century over various water rights between the Vail
Ranch and the Santa Margarita Ranch, two cattle ranches. The District, through the Vail Lake Agreement,
has assumed the rights and responsibilities of Vail Ranch, and the MCBCP is the successor in interest to
the Santa Margarita Ranch.
In 2002, the District and MCBCP entered into a Cooperative Water Resources Management
Agreement (the “CWRMA”) which supplements the Fallbrook decree and has been approved by the court
in the Fallbrook Public Utility Case. In general terms, the CWRMA divides the natural supply of Santa
Margarita River supply one-third to the District and two-thirds to Camp Pendleton and requires the District
to provide make-up water if there is a shortage in Camp Pendleton’s share of the river flows. As long as
the parties comply with the provisions of the CWRMA, the long-standing water rights dispute between the
District and MCBCP over the Santa Margarita River is considered to be ended. See “Litigation” herein.
Settling the water rights disputes in the watershed is a result of the District’s long-term
management policies. In 1966, the District instituted an agency agreement program which required
property owners to assign management of their water rights to the District in return for acquiring service
from the District. This program has allowed the District to cover 95% of the properties within the
District’s boundaries with a restriction on drilling wells and producing groundwater. Consequently, the
District controls the majority of the groundwater production in the upper basin. As such, the District is
able to manage the basin on a long-term sustained yield basis, which targets annual local production of
approximately 25,000 to 30,000 acre-feet.
Vail Lake is an important component of the District’s local water sources. It is the only surface
water capture release facility in the hydrogeologic area of the District. Vail Dam was completed in
November, 1948 to impound the winter flows derived from the Wilson, Kolb, and Temecula Creeks, an
upstream area of about 319 square miles. Vail Dam is a variable radius concrete arch structure spanning
between concrete abutment blocks. Vail Dam has a height of 152 feet and has a storage capacity of 49,370
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acre-feet. Through an agreement between Kaiser Development Co. and the District, executed in 1978 (the
“Vail Lake Agreement”), the District acquired certain interests associated with Vail Lake (collectively, the
“Vail Lake Interests”) including but not limited to Vail Dam in fee including the land underlying and
adjacent thereto; approximately 627 acres underlying Vail Lake up to water surface elevation of 1,435
feet; a non-exclusive easement for flooding lying between the surface elevations of 1,435 feet and
1,485 feet; a non-exclusive easement for the spreading of water, the laying of adequately protected
pipeline, and for ingress and egress as to the real property known as Butterfield Canyon; the approximately
171 acres commonly referred to as the “VDC Spreading Grounds” in fee; non-exclusive easements for
monitoring Vail Lake and Vail Dam on and over certain surrounding monuments; Kacor’s right, title, and
interest in and to the water in Vail Lake as of the date of closing of the Vail Lake Agreement; such road
and utility easements which are reasonably required by the District to maintain and operate Vail Lake, Vail
Dam, certain monuments, and the VDC Spreading Grounds; and the right to construct, maintain, and
operate a transmission line from the VDC Spreading Grounds to Vail Lake (the “Vail Lake Transmission
Line”); and ten well sites in fee. Water contained within Vail Lake can be released at the base of Vail Dam
into Temecula Creek or conveyed via the Vail Lake Transmission Line to the VDC Spreading Grounds.
The full reservoir surface area of Vail Lake is 1,070 acres, and the total reservoir storage capacity
is 49,370 acre-feet. In addition, the average annual inflow to the reservoir is approximately 12,500 acrefeet. Under the original appropriations permit (“Appropriations Permit 7032”), which was obtained from
the State in 1948, the District may divert and store up to 40,000 acre-feet behind Vail Dam between
November 1 and April 30 of each year and may use the stored water for irrigation and domestic uses
incidental to farming operations on 3,797 acres in the Pauba Valley. The State Water Resources Control
Board issued an amended Appropriations Permit 7032 in 2009 that entitles the District to use the diverted
and stored water for groundwater recharge and ultimate use for all purposes throughout the District’s
service area. The State Water Resources Control Board’s issuance of the amended Appropriations Permit
7032 is conditioned upon the existence of a valid CWRMA by and between the District and MCBCP.
In October 2006, the Cahuilla Band of Indians filed a complaint-in-intervention seeking to
quantify its water rights in the Anza Basin. Although the District’s water rights are largely unaffected by
the quantification efforts in the Anza Basin, all property owners who were defendants in the Fallbrook
litigation have been provided with a notice of the complaint. In April 2009, the court dismissed all
property owners downstream from the Anza Basin, including the District, from the litigation.
In December 1999, the District received a letter from Vail Lake USA, LLC, Vail Lake-Rancho
California, LLC, Vail Lake Village & Resorts, LLC, successors to Kacor’s reversionary interests under the
Vail Lake Agreement, contending that the District had failed to substantially comply with its obligations
under the Vail Lake Agreement by failing to construct the Vail Lake Transmission Line and that
ownership of the Vail Lake Interests had reverted to them. Thereafter, the District filed a legal action for
declaratory relief and to quiet title to the Vail Lake Interests. In response, the owners filed cross actions to
compel reconveyance of the Vail Lake Interests. In April 2010, the Superior Court of the County of
Riverside affirmed that the District owns Vail Lake and Vail Dam. The court held that the District
continues to own Vail Lake because the District has complied with the terms and conditions of the Vail
Lake Agreement and has undertaken reasonable efforts to ensure that the water levels at Vail Lake are
maintained between 1,435 and 1,455 feet above sea level and to construct the Vail Lake Transmissions
Line.
Since 1975, a total of 164,500 acre-feet of water has been periodically released from Vail Lake to
artificially recharge the groundwater aquifers serving the District. In 1993, the District constructed 175
acres of improvements in its recharge facility. The installation of these facilities enables the District to
recharge up to 60,000 acre-feet of imported water purchased from MWD or recharge, when available,
water from Vail Lake.
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Secondary Sources of Water. Secondary sources of water for the District include recycled water
and conserved water. According to the Master Plan, these secondary resources will contribute to the
District’s supplies for the foreseeable future, reduce overall costs to the District’s water users, and ensure
an adequate long-term supply through build-out of the District.
Recycled water produced at the Santa Rosa Water Reclamation Facility is used to irrigate golf
courses and schools in the District. The District completed its conversion of green space irrigation to
recycled water at the community’s three high schools and a portion of the City of Temecula’s 140-acre
Sports Park. In Fiscal Years 2009-10 and 2010-11, the District sold 4,367 acre-feet and 3,788 acre-feet of
recycled water, respectively. As municipal and industrial water uses increase in the future, additional
recycled water is expected to become available for specialized purposes. The District is working to
increase its use of recycled water to more than 9,000 acre-feet in the next 15 years. Conservation, although
not a true water source but a reduction in use through scientific and more careful application, will be
largely reflected in the agricultural use sector.
Quality of District’s Water. Both local and imported potable water delivered by the District meets
or exceeds all current standards for public drinking water established by the California Department of
Public Health Services and the United States Environmental Protection Agency. The District purchases
both raw and treated MWD water through wholesalers, WMWD and EMWD. The District takes this
water through turnout connections on three of the six San Diego Aqueducts passing through the District’s
service area and originating at MWD’s Lake Skinner facilities just to the north of the District boundary.
The District manages the production of local groundwater for both long-term sustained yield and
protection of water quality. Currently, three of the District’s 44 active production wells exceed allowable
maximum contaminant levels for arsenic and/or fluoride. Both constituents commonly occur naturally in
the region’s geologic formations. All three wells are operating under California Department of Public
Health Services approved blending plans so that the water delivered to customers meets all current
standards.
Existing Water Utility Facilities. The District presently uses a combination of existing
groundwater wells, four treated water imported turnouts from MWD and two untreated water imported
turnouts from MWD to meet its water supply needs. Future water supply needs will be met with increased
imported water takes through the existing treated and untreated water turnouts, increased water recycling
projects and increased groundwater recharge. During Fiscal Year 2009-10, the District initiated
construction of the Vail Lake Pump Station and Transmission Main Project, which is designed to transfer
untreated imported water from MWD for long-term storage in Vail Lake. This project consists of the
installation of approximately 14,000 lineal feet of a 48-inch diameter transmission main and a pump
station with flows of 70 cubic feet per second. In order to minimize the infestation of invasive species
(e.g. quagga and zebra mussels) into Vail Lake, the District initiated the design and pilot testing of various
micro-screen facilities, which may be incorporated into the Vail Lake Pump Station project. In connection
with these projects, the District completed the construction of the Vail Dam Repair Project, which consists
of replacing the outlet gates, valves, and piping of Vail Dam. During Fiscal Year 2009-10, the District
continued the construction of its Disinfection Safety Improvement Program, which consists of the
replacement of existing chlorine gas disinfection facilities with the on-site generation of a liquid
hypochlorite solution, using salt, water and electricity or a calcium hypochlorite tablet chlorinator.
Through Fiscal Year 2010-11, the District has converted 34 well sites and 7 pump station sites.
Wastewater Operations
The District is responsible for providing collection, treatment, and disposal of wastewater in the
Santa Rosa Division of the District. Such service originally was provided by the District’s Joaquin Ranch
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Treatment Plant built in 1984. In recent years, the rapid development along the corridor created by
Interstate 15, which approximately bisects the District, created the need for the District to expand its
provision of wastewater treatment facilities beyond the 600,000-gallon per day capacity at Joaquin Ranch.
This facility, however, was taken out of service during Fiscal Year 1995-96 and wastewater flows from the
service area of Improvement District No. 3 have been and continue to be diverted to the Santa Rosa Water
Reclamation Facility (“SRWRF”) for treatment. The SRWRF, which the District placed in service in
1990, is a sequencing batch reactor treatment facility with a secondary treatment capacity of 4 million
gallons per day (“mgd”) and a tertiary treatment capacity of 5 mgd. The SRWRF daily capacity is
expected to be sufficient for the Santa Rosa Division’s wastewater needs until at least 2020 based upon the
current pace of development in the District’s service area. The headworks of the plant have been built to
accommodate average daily flows of up to 12.0 mgd and the structural capacity is designed to expand to
25.0 mgd. The SRWRF is currently processing flows of 2.8 mgd, which is approximately 70% of its
current secondary capacity. The District projects on average, annual new connections of approximately
350 new equivalent dwelling units per year, which should produce an additional 87,500 gallons per day of
influent per year. A project is being considered to expand the capacity of the plant to 5.0 mgd depending
upon the treatment technology employed at the SRWRF. The District has established a plan of finance for
such project and its design and construction is expected to be completed by 2015. As set forth in the
District’s Capital Facilities Plan, the estimated cost of the expansion and updating project is projected to
be between $16 million and $50 million depending upon the treatment process selected by the District, a
portion of which may be funded from long-term agreements with EVMWD and WMWD (each as herein
defined).
In 1993, the District completed construction of tertiary level treatment facilities at the SRWRF.
The recycled water from the tertiary facilities is used to irrigate golf courses, green belts, freeway medians,
parks, as well as other large landscaped areas and, potentially, for agricultural purposes.
The District’s reclaimed water distribution system is connected to EMWD’s reclaimed water
distribution system in the vicinity of the District’s SRWRF. The two-way connection currently provides
the District with access to an additional 0.8 mgd of recycled water from EMWD, as well as providing an
emergency treated effluent disposal option for the District. In addition, the connection allows for the
wheeling of EMWD reclaimed water to the Pechanga Indian Reservation through the District’s reclaimed
water distribution system.
The District has entered into long-term agreements with the Elsinore Valley Municipal Water
District (“EVMWD”) and the Murrieta County Water District (“MCWD”) for receiving, treating and
disposing of wastewater. The MCWD has subsequently merged its operations into the Western Municipal
Water District. Current flows of wastewater under these agreements total approximately 1.5 mgd.
Revenues for wastewater service and wastewater service availability within a geographic area of EVMWD
known as California Oaks, or within MCWD will accrue to the District as long as the respective long-term
agreements remain in force. The respective agreements require that rates and charges for wastewater
service and service availability be consistent with rates and charges in the District. The District is in the
process of negotiating with each of EVMWD and MCWD in connection with the expansion and updating
of the SRWRF described above.
Insurance
The District is a member of the Association of California Water Agencies/Joint Powers Insurance
Authority (“ACWA/JPIA”), which is a risk-pooling self-insurance authority created under provisions of
California law to arrange and administer programs of insurance for the pooling of self-insured losses and
to purchase excess insurance coverage. Through ACWA/JPIA, the District carries property, liability and
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worker compensation insurance. The ACWA/JPIA currently services approximately 300 member
agencies.
The District is self-insured through ACWA/JPIA for property losses of up to the insurable value
with $25,000 deductible. In addition, the District has general liability insurance through ACWA/JPIA of
up to $40,000,000 with aggregate policy limits, with ACWA/JPIA being self-insured up to $1,000,000 and
excess insurance coverage purchased from a commercial carrier.
The District continues its proactive risk management role through careful monitoring of losses,
working closely with ACWA/JPIA’s claims adjuster and designing and implementing programs to
minimize risks and losses. In addition, the District analyzes worker’s compensation issues by monitoring
work conditions and organizing and implementing safety-training programs to reduce employee exposure
to hazards.
Permits and Licenses
The District operates its water system pursuant to a Water Supply Permit issued by the State of
California, Department of Health Services to supply water to its service area. Additionally, the District
owns Permit 7032 for Vail Lake, which allows the District to impound up to 40,000 acre-feet of water per
year at Vail Dam and release the same to recharge Pauba Valley for recovery and irrigation uses. See “ Local Sources of Water” herein. The District has also secured an amendment to Permit 7032 to use the
water from Vail Lake anywhere within the District’s boundaries.
The District operates the SRWRF pursuant to a waste discharge permit issued by the San Diego
Regional Water Quality Control Board (“RWQCB”). RWQCB Order No. 94-92 allows the District to
reclaim up to 5.0 mgd and redistribute that water over much of its service area for irrigation purposes.
RWQCB will review RWQCB Order No. 94-92 when the District submits its permit request for the
SRWRF expansion described under “– Wastewater Operations” herein and consider if such order should
be renewed.
Capital Facilities Plan
In 1990, the District completed its Water Facilities Master Plan and Wastewater Facilities Master
Plan (collectively, the “Master Plan”). The Master Plan was intended to identify and prioritize all required
capital facility improvements in the District’s service area through projected build out. In 1997,
subsequent to the incorporation of the cities of Temecula and Murrieta and completion of the Southwest
community plan of the County, the District updated its Master Plan. The District periodically updates its
Master Plan, the most recent update occurring in 2005 concurrently with the completion of the general
plan updates by the cities of Temecula and Murrieta, and the adopted integrated plan of the County. The
next update for the Master Plan is anticipated to be completed in Fiscal Year 2013-14.
Based on current general plans for the cities of Temecula and Murrieta and the County, the
ultimate build out of the District in 2030 is expected to include 58,587 dwelling units, 4,732 acres of
business park and commercial areas and approximately 11,354 acres of agricultural use. According to the
District’s Master Plan, the projected ultimate water demand is estimated at 100,284 acre-feet, which is
approximately 39% over the current usage in the District. The District expects that recycled water will
supply approximately 5% of the District’s ultimate demands.
The District expects to spend approximately $147,292,600 in connection with capital facilities
projects between Fiscal Years 2011-12 through 2019-20 on new facilities. The District projects that, of
such amount, it will spend approximately $115,492,600 on water facilities, $5,750,000 on recycled water
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facilities, and $26,050,000 on wastewater facilities. The District expects that it will pay approximately
20% of its future capital expenditures from reserves and other available moneys and that the balance will
be paid from the proceeds of Parity Obligations (defined herein) secured by Net Revenues (defined herein)
issued under the Master Installment Purchase Agreement dated as of May 1, 2001 by and between the
District and the Rancho California Water District Financing Authority (the “Master Agreement”), which
secure the Authority’s revenue bonds. The District’s projections with respect to its capital facilities
projects and the timing and expenditures relating thereto are subject to change over time. See “Financial
Results of the District – Outstanding Obligations of the District” herein.
The following Table 5 sets forth the District’s projected capital facilities financing program
expenditures for Fiscal Years 2011-12 through 2019-20.
TABLE 5
RANCHO CALIFORNIA WATER DISTRICT
CAPITAL FACILITIES FINANCING PROGRAM
Fiscal Years 2011-12 through 2019-20
Fiscal Years 2011-12
Projected Capital Facilities
through 2019-20
WATER FACILITIES
Rancho Division
Santa Rosa Division
Common Water Facilities
Regional Integrated Resources Plan Projects
TOTAL WATER FACILITIES
RECYCLED WATER
Secondary Transmission Mains
Pump Station Expansions
Recycled Water Conversion Projects
Storage Pond Construction
TOTAL RECYCLED

$ 44,127,700
23,964,900
15,400,000
32,000,000
$115,492,600
$

$

2,500,000
1,000,000
1,250,000
1,000,000
5,750,000

WASTEWATER
Collection system Pipeline Upsizing
2.0 MGD Treatment Plant Expansion
TOTAL WASTEWATER

1,050,000
25,000,000
$ 26,050,000

TOTAL PROJECTED CAPITAL FACILITIES

$147,292,600

(1)

$

See “– Wastewater Operations” herein.

Source: The District.

Utility Costs
The District purchases electricity from investor-owned utility Southern California Edison and
natural gas from marketer Shell Energy North America which is delivered through investor-owned utility
Southern California Gas’ distribution system. The District has experienced no significant power shortages
resulting in disruption of service to the District. Further, the District has sufficient emergency generator
resources to provide subsistence water for domestic purposes as well as complete back-up of its
wastewater collection and treatment operations. However, no assurances can be given that any future
significant reduction or loss of power would not materially adversely affect the operations of the District.
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The District is pursuing alternative energy sources. In 2009, the District launched a 1 megawatt
solar project and currently has an additional 3.5 megawatts of solar projects in the planning stages. Once
completed, the District expects solar energy to provide approximately 19% of the District’s total
21 megawatt annual power requirements.
The District cannot guarantee that prices for electricity or gas will not increase, which could
materially adversely affect the District’s financial condition, or that additional increases in water rates or
other charges imposed by the District will not be proposed. Such increases in water rates and such other
charges, however, are not subject to approval by any public agency other than the District or the customers
of the District. See “Limitations on Taxes and Revenues – Articles XIIIC and XIIID” herein.
Security of the System
Military conflicts and terrorist activities may adversely impact the operations and finances of the
District. MWD has reported that it has increased ground and air patrols of the Colorado River Aqueduct.
In addition, MWD has increased the frequency of monitoring and testing at all treatment plants in addition
to various sites along the Colorado River Aqueduct. Although MWD has constructed redundant systems
and other safeguards, no assurance can be given that a terrorist attack against MWD’s facilities would not
impair MWD’s ability to deliver water to its customers, including EMWD and WMWD, from which the
District purchases a substantial portion of its water supplies, through the Colorado River Aqueduct or the
State Water Project.
The System is subject to safety and security inspections on a continuing basis as part of the
District’s normal operations and additional security measures have recently been implemented. The
District’s drinking water distribution system is a closed system with no open storage facilities and water
from Vail Lake is taken only when available. Water storage reservoirs are fenced, locked and equipped
with intrusion alarms to notify operating personnel if unauthorized access is attempted at a reservoir or
other facility. Facilities are patrolled by District staff on a regular basis to prevent intruders. The District
believes that these safety and security measures are adequate to address potential threats to the System.
However, the District does not guarantee that such safety and security measures will be adequate in the
event that terrorist activities are directed against the System. See “– Insurance” herein.
Budgetary Process
The District Board annually approves a budget, which is formulated on a divisional basis and by
department. The budget is prepared using budgeting by objectives in determining the annual goals and
objectives for each department of the District. Such goals and objectives are then detailed into specific
action plans and then translated into dollars through the budget process. Budget appropriations for major
capital projects continue from year to year until the project is completed.
Historic and Projected Operating Results
The following Table 6 sets forth the District’s operating results for Fiscal Years 2006-07 through
2010-11 based upon audited results of the District through Fiscal Year 2010-11. Non-Operating Revenue
listed in Table 6 includes the District’s share of the 1% ad valorem property taxes and additional ad
valorem property taxes received by the District and Outstanding Debt Service includes amounts due on the
Authority’s Bonds secured by Installment Payments. There are presently no General Obligation Bonds of
the District outstanding. If ad valorem assessments pledged to the District’s previously outstanding
General Obligation Bonds and debt service on the District’s General Obligation Bonds were not included
as required by the Master Agreement, Debt Service Coverage would be slightly higher than shown in
Table 6.
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TABLE 6
RANCHO CALIFORNIA WATER DISTRICT
HISTORIC OPERATING RESULTS
Fiscal Years 2006-07 through 2010-11
($ in thousands)

2006-07

(3)

(4)

(5)

(6)

(7)

(8)

2009-10

2010-11

$47,584
7,487
$55,071

$44,524
7,980
$52,504

$46,285
8,180
$54,465

$47,562
9,007
$56,569

$45,033
9,042
$54,075

Operating Expenses

$55,354

$54,070

$55,335

$57,849

$57,856

Net Operating Revenues/(Loss)

$ (283)

$ (1,566)

$

$ (1,280)

$ (3,781)

Non-Operating Revenues(3)
Capacity Fees
Government Subsidy
Taxes, Fees, Other(4)
Fees, Interest Income, Other(5)
Total Non-Operating Revenues

$ 2,671
-36,909
10,709
$50,289

$ 2,678
-38,142
12,216
$53,036

$ 1,770
-38,296
8,287
$48,353

$ 1,092
-33,986
8,301
$45,385

$ 1,530
1,484
33,892
7,891
$44,798

Net Revenues

$50,006

$51,470

$47,483

$44,105

$41,017

Outstanding Debt Service(6)
Revenues after Debt Service

$15,946
$34,060

$16,676
$34,794

$18,646
$28,837

$21,310
$22,795

$24,403
$16,614

10.41x

10.84x

10.09x

9.71x

9.89x

3.14x

3.09x

2.55x

2.07x

1.68x

Debt Service Coverage
Excluding Available Cash(8)
(1)

Fiscal Years
2008-09

Operating Revenues
Water Sales(1)
Other(2)
Total Operating Revenues

Debt Service Coverage(7)

(2)

2007-08

(870)

Includes water, energy and monthly service charges.
Includes General Fund interest earnings and wastewater charges.
Non-Operating Revenue includes the District’s share of the 1% ad valorem property taxes and additional ad valorem property
taxes received by the District.
Includes Water District’s share of the 1% ad valorem tax levy, additional ad valorem assessments pledged to General
Obligation Bonds (as defined in the Master Agreement). Ad valorem assessments and standby charges pledged to the General
Obligation Bonds are not Revenues (as defined in the Master Agreement) for purposes of the coverage requirements in the
Master Agreement.
Does not include unrealized market value adjustment to investment income per Governmental Accounting Standards Board
Statement No. 31.
Includes installment payments and debt service on General Obligation Bonds. Currently, there are no General Obligation Bonds
of the District outstanding. Debt service on General Obligation Bonds is not Debt Service for purposes of the coverage
calculation required by the Master Agreement.
Sum of Adjusted Annual Net Revenues (as defined in the Master Agreement) of the District plus available cash of the District
cash, and divided by Adjusted Annual Debt Service (as defined in the Master Agreement) for such Fiscal Year or twelve
calendar month period. Debt Service Coverage calculations set forth in accordance with the provisions of the Master
Agreement.
Net Revenues of the District divided by Payments (as defined in the Master Agreement) payable in such Fiscal Year or twelve
(12) calendar month period. Debt Service Coverage Excluding Available Cash calculations set forth in accordance with the
provisions of the Master Agreement.

Source: The District.
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The following Table 7 sets forth the projected debt service coverage for Fiscal Years 2011-12
through 2015-16.
TABLE 7
RANCHO CALIFORNIA WATER DISTRICT
PROJECTED OPERATING RESULTS
Fiscal Years 2011-12 through 2015-16
($ in thousands)

2012-13

Operating Revenues
Water Sales(1)
Other
Total Operating Revenues

$52,565
8,257
$60,822

$56,849
8,522
$65,371

$61,804
8,798
$70,602

$66,834
9,085
$75,919

$72,251
9,384
$ 81,635

Operating Expenses(2)

$ 62,511

$ 67,194

$72,509

$ 77,831

$ 83,568

Net Operating Revenues

$ (1,689)

$ (1,823)

$ (1,907)

$ (1,911)

$ (1,933)

$

916
2,345
1,761
37,038
8,330
$50,390

$ 1,675
2,565
1,938
37,905
9,405
$53,487

$ 2,471
2,565
2,636
38,726
10,265
$56,664

$ 3,172
2,565
2,634
40,046
11,459
$59,876

$ 3,317
2,565
2,638
41,392
12,315
$62,229

Net Revenues(7)

$48,701

$51,665

$54,757

$57,965

$60,295

Outstanding Debt Service(8)
Revenues after Debt Service

$27,175
$21,526

$27,499
$24,166

$29,531
$25,226

$31,186
$26,779

$33,018
$27,277

9.73x

10.49x

10.63x

10.92x

11.14x

1.79x

1.88x

1.85x

1.86x

1.83x

Non-Operating Revenues(3)
Capacity Fees(4)
Government Subsidy
Contractual Debt Service Revenue
Taxes, Fees, Other(5)
Fees, Interest Income, Other(6)
Total Non-Operating Revenues

Debt Service Coverage(9)
Debt Service Coverage Excluding
Available Cash (10)
(1)
(2)

(3)

(4)

(5)

(6)
(7)
(8)

(9)

(10)

Fiscal Years
2013-14

2011-12

2014-15

2015-16

Based on projected average water use with an annual increase of 4% to 6%.
Based on projected average Maintenance and Operation Costs (as defined in the Master Agreement) with an annual increase of 4%
to 5%. The District expects that the anticipated increases in MWD treated water rates will result in approximately 4% to 5%
increases to existing District water rates. See “Rancho California Water District - Imported Water” herein.
Non-Operating Revenue includes the District’s share of the 1% ad valorem property taxes and additional ad valorem property taxes
received by the District.
Capacity fees are based on the number of new water connection and a projected annual increase in the fee of 8% for wastewater
connections.
Assumes an annual increase in ad valorem values of 0% for Fiscal Year 2011-12, 2% for Fiscal Year 2012-13 through 2014-15, and
4% for Fiscal Year 2015-16.
Includes CSI rebate for solar projects.
Net operating revenues plus total non-operating revenues.
Includes installment payments and debt service on General Obligation Bonds. Currently, there are no General Obligation Bonds of
the District outstanding. Debt service on General Obligation Bonds is not Debt Service for purposes of the coverage calculation
required by the Master Agreement and an expected debt issuance in Fiscal Year 2014-15 to generate net proceeds of approximately
$50 million.
Sum of net revenues and available Water District cash divided by outstanding debt service. Calculated in accordance with the
provision of the Master Agreement.
Net Revenues divided by outstanding debt service. Coverage is calculated in accordance with the provisions of the Master
Agreement.

Source: The District.
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Operating Revenues
General. The District’s operating revenues consist primarily of water sales and availability
charges, wastewater treatment revenues, annexation fees, service installation charges and revenues from
miscellaneous services. Operating revenues constituted 54.7% of total Water District revenues in Fiscal
Year 2010-11. The District has maintained reserves at a level consistent with the reserve policy adopted by
the District Board.
Water Rates. It is the District’s policy to fix water rates within each Division (consisting of base
water rates, energy charges and meter capacity rates) so as to cover all costs of water operations for each
Division. The Consolidation Resolution requires that water rates be established with respect to each
Division. Water rates may be established by the District Board without the consent or approval of any
other body. Monthly billing is handled by the District as part of its internal operations. The MWD Board
adopted water rates and charges to be effective January 1, 2011 and January 1, 2012 for all types of water
including treated and untreated water. These rates and charges include an effective increase of 7.5% on
January 1, 2011 and another increase of 7.5% on January 1, 2012. MWD projects that it will adopt rate
increases of 5% in 2013 and 5% in 2014; however, such projected rate increases are subject to the
approval of the MWD Board. The District expects that these approved and projected increases in MWD
treated water rates will result in approximately 4% to 5% annual increases to existing District water rates
for most District customers for the next five Fiscal Years and with greater rate increases for agricultural
customers.
Three water rate classifications exist in the District. Farmers, growers and ranchers pay an
agricultural rate, homeowners pay a domestic rate, and businesses pay a commercial or an industrial rate.
All rates include payment for the amount of water used, as well as an energy charge for the cost incurred
in pumping water to higher elevation properties. The District believes that its water rates are competitive
with water rates charged by water providers in the surrounding area.
The District developed a water budget tiered rate structure that became effective July 1, 2010 for
all water consumption by domestic, multi-family, and dedicated landscape accounts. Pursuant to this rate
structure, each residential and multi-family customer account is allocated a reasonable amount of water for
efficient indoor and outdoor water use based on that customer’s particular needs. This allocation is
referred to as a “Water Budget.” Customers with dedicated landscape meters, such as homeowner
associations, schools and parks are assigned a Water Budget based on the irrigated, landscaped area. Any
use in excess of the Water Budget will result in progressively higher rates that are tied to the cost of
providing water for inefficient use. Water use within a customer’s Water Budget is charged at the lowest
applicable rate. The incremental water use in excess of a customer’s Water Budget is charged at
progressively higher rates depending on the level of overuse. The District does not expect the change in
rate structure for domestic, multi-family and dedicated landscape accounts to materially affect revenues.
The goal of this rate structure is to encourage water use efficiency. Accordingly, total water consumption
within the District may decline from present levels for these categories of accounts.
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The following Table 8 shows the budget-based tiered water rates effective since July 1, 2011.
TABLE 8
RANCHO CALIFORNIA WATER DISTRICT
BUDGET-BASED TIERED WATER RATES(1)

Division
Rancho
Santa Rosa
(1)

Tier I
(Indoor)

Tier II
(Outdoor)

Tier III
(Inefficient)

Tier IV
(Wasteful)

$0.54
$1.15

$1.33
$1.72

$2.32
$2.32

$5.35
$5.35

Rates set forth per 100 cubic-feet.

Source: The District.

Water rates which have been effective since July 1, 2011 for each water rate classification in the
Divisions other than domestic, multi-family and dedicated landscape accounts are shown below:
Rancho Division
1.
2.
3.
4.
5.
6.
7.

Municipal and Industrial connection – $465.16 per acre foot or 1.07 cents per 100 cubic
feet.
Agricultural – $442.84 per acre foot or 1.02 cents per 100 cubic feet.
Agricultural/Domestic – the first 1,600 cubic feet at Municipal and Industrial connection
rate plus remainder at Agricultural rate.
Construction – $2.71 per 100 cubic feet.
Recycled Water – $259.47 per acre foot plus $20 monthly service charge.
Reclaimed Agricultural – $601.38 per acre foot plus $20 monthly service charge.
Energy charge depending on location, $13.39 to $186.63 per acre foot.

Santa Rosa Division
1.
2.
3.
4.
5.
6.
7.

Municipal and Industrial connection – $620.28 per acre foot or 1.42 cents per 100 cubic
feet.
Agricultural – $542.90 per acre foot or 1.25 cents per 100 cubic feet.
Agricultural/Domestic – the first 1,600 cubic feet at Municipal and Industrial connection
rate plus remainder at Agricultural rate.
Construction – $2.708 per 100 cubic feet.
Recycled Water – $259.47 per acre foot plus $20 monthly service charge.
Reclaimed Agricultural – $601.38 per acre foot plus $20 monthly service charge.
Energy charge depending on locations, $20.79 to $249.01 per acre foot.

Payments and Delinquencies. The District reviews delinquent accounts on a weekly basis and
uses several recovery methods to recover delinquent amounts including, among other things, locking off
accounts from service until payment is made; filing real property liens or tax liens; and turning accounts
over to an outside collection agency. The economic downtown during Fiscal Year 2009-10, among other
things, contributed to a small increase in the bad debt expense. In Fiscal Year 2009-10, the District’s bad
debt expense was $179,346 or approximately 0.32% of operating revenue. In Fiscal Year 2010-11, the
District’s bad debt expense was $265,089 or approximately 0.5% of operating revenue.
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Pursuant to the California Water Code, in case any charges for water or other services remain
unpaid the amount of the unpaid charges may in the discretion of the District be secured at any time by
filing for record in the office of the county recorder of any county, a certificate specifying the amount of
such charges and the name and address of the person liable therefor. From the time of recordation of the
certificate, the amount required to be paid together with interest and penalty constitutes a lien upon all real
property in the County owned by the person or afterwards, and before the lien expires, acquired by such
person. In July 2011, the District Board adopted a resolution authorizing the District to submit a list of
customers whose accounts have been delinquent for an extended period of time to the Auditor/Controller
in order to place such accounts on the secured tax roll. Pursuant to this resolution, the General Manager
was given the authority to file for record in with the County Auditor, a certificate specifying unpaid
charges and a name and address of the person liable for all accounts for which charges of $500.00 or more
are due and owing to the District for water or sewer services or both and which remain unpaid for at least
sixty days, which is 24 accounts.
Monthly Service Charge. A monthly fee is levied on each water meter according to the rate of
flow that the meter is capable of delivering. The District’s current policy is to set monthly service charges
at a level which recovers the fixed costs of water delivery.
The following Table 9 sets forth the monthly service charges for the District which have been
effective since July 1, 2011.
TABLE 9
RANCHO CALIFORNIA WATER DISTRICT
MONTHLY SERVICE CHARGES(1)
Meter Size
3/4 inch
1 inch
1 - 1/2 inch
2 inch(MJ)
2 inch(Turb)
3 inch
4 inch
6 inch
8 inch
(1)

Rancho Division
$

16.63
25.22
43.00
64.83
97.04
170.43
384.18
656.26
1,007.11

Santa Rosa Division
$

29.49
52.93
86.14
135.76
190.74
299.28
748.13
1,229.37
1,699.59

Potable meters only.

Source: The District.

Revenue from monthly service charges for the Rancho Division totaled $7,953,021 and
$8,449,220 for Fiscal Year 2009-10 and 2010-11, respectively, and for the Santa Rosa Division totaled
$4,388,648 and $4,671,627 for Fiscal Year 2009-10 and 2010-11, respectively.
Water Sales. Total accounts increased by 4.3% from Fiscal Years 2006-07 to 2010-11 to 43,078
and total water sales increased by 2.0% to approximately $29.4 million in the same period. Agricultural
accounts experienced changes during the same period, with agricultural water sales decreasing by 2.45%.
The following Table 10 shows the total quantity of water sold for Fiscal Years 2006-07 through 2010-11
and the portion of sales allocable to domestic, agricultural and other uses.
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TABLE 10
RANCHO CALIFORNIA WATER DISTRICT
WATER SALES BY USER TYPE(1)
Fiscal Years 2006-07 through 2010-11
AG-DOMESTIC(2)

DOMESTIC
Fiscal
Year

Water
Sales

% of
Total

Acrefeet

Water
Sales

37.7%

32,222

$2,395,299

% of
Total

OTHER(3)

AGRICULTURAL

RECYCLED

Acrefeet

Water
Sales

% of
Total

Acrefeet

Water
Sales

% of
Total

Acrefeet

Water
Sales

8.3%

7,570

$9,452,058

32.8%

28,510

$5,143,247

17.9%

14,783

$939,447

% of
Total

TOTAL
Acrefeet

Water
Sales

Acrefeet

3.3%

4,554

$28,792,026

87,639

2006-07

$10,861,975

2007-08

10,552,092

40.3

31,181

2,074,058

7.9

6,238

7,712,711

29.5

22,038

4,950,617

18.9

14,292

847,347

3.2

4,208

26,136,825

77,957

2008-09

12,225,582

43.2

30,346

2,293,447

8.1

6,125

7,446,363

26.3

19,674

5,353,495

18.9

13,510

964,011

3.4

4,104

28,282,898

73,759

2009-10

13,304,119

43.7

25,149

2,424,860

3.1

5,184

8,850,399

29.1

16,730

4,888,165

16.1

11,047

965,354

3.2

4,367

30,432,897

62,477

2010-11

11,707,625

39.9

23,412

2,571,188

8.8

5,098

8,986,486

30.6

15,154

5,235,084

17.8

10,610

868,436

3.0

3,788

29,368,813

58,062

(1)
(2)
(3)

Amounts may not total due to independent rounding.
Parcels have a combined domestic and agricultural use.
Represents Commercial, Construction, Landscape and Multiple Dwelling usage.

Source: The District.
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Wastewater Service Rates and Revenues. The sewage collection and wastewater treatment needs of the
Rancho Division at the eastern portion of the District are currently the responsibility of EMWD. See “Rancho
California Water District – Organization of the District” herein. Wastewater treatment is the responsibility of
the District in the Santa Rosa Division. Wastewater service fees are collected on the monthly utility bills sent by
the District to customers within the Santa Rosa Division. It is currently the District’s policy to establish
wastewater charges at a level sufficient to cover the wastewater facility operating costs.
In 1990, the District completed the first year of operation of the SRWRF. See “Rancho California
Water District – Wastewater Operations” herein. The SRWRF is a nominal 4.0 mgd sequencing batch reactor
treatment facility. The SRWRF daily capacity is expected to be sufficient until at least 2015 given the current
pace of development in the District’s service area. The head works of the plant have been built to accommodate
average daily flows of up to 12.0 mgd, and the structural capacity is designed to be expandable to 25.0 mgd. The
SRWRF is currently processing flows of 2.8 mgd, which is approximately 70% of its current capacity. The
District anticipates connections of approximately 350 new equivalent dwelling units per year, which should
produce an additional 87,500 gallons per day of influent per year. Currently in the design phase is a project to
rehabilitate the secondary treatment process which is intended to expand the capacity of the plant to 5.0 mgd.
The design and construction should be completed by 2015.
The District has entered into an agreement with MWD relating to the District’s recycled water
programs. Under MWD’s Local Project Program, MWD will credit the District $154 per acre foot after the first
450 acre-feet of recycled water (tertiary treated wastewater) produced by the District each year. The credit from
this program for Fiscal Year 2009-10 was approximately $565,365 and for Fiscal Year 2010-11 was
approximately $249,418. The agreement with MWD, which runs for a term of 25 years (through 2018), provides
for inflation adjusted increases in the incentive fee credited for the production of recycled water.
The District believes that its wastewater rates are competitive with wastewater rates charged by service
providers in the surrounding area. From June 30, 1989 through June 30, 2011, the monthly wastewater fee
ranged from $25 to $36.50. Beginning Fiscal Year 2011-12, the monthly wastewater fee was increased to
$37.00.
The following Table 11 sets forth the District’s wastewater accounts and total wastewater service
revenues for Fiscal Years from 2006-07 through 2010-11.
TABLE 11
RANCHO CALIFORNIA WATER DISTRICT
WASTEWATER SERVICE REVENUES
Fiscal Years 2006-07 through 2010-11

(1)

Fiscal Year

Number of Accounts(1)

2006-07
2007-08
2008-09
2009-10
2010-11

17,122
17,407
16,849
16,890
17,037

Annual Revenue
$4,773,259
5,397,816
3,525,908(1)
5,690,658
6,188,995

Reduction in revenue in Fiscal Year 2008-09 is due to a refund of connections to EVMWD.

Source: The District.
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Non-Operating Revenues
General. The District’s non-operating revenues consist primarily of revenues from the District’s share
of general ad valorem taxes, ad valorem assessments, standby charges, capacity fees and interest income.
General ad valorem taxes, ad valorem assessments and standby charges are collected for the District by the
Riverside County Tax Collector and generally are apportioned to the District in three installments in February,
May and July of each year. Capacity Fees and interest income are received directly by the District. For the
Fiscal Year 2010-11, non-operating revenues were 46.1% of total Water District revenues. Capacity fees were
approximately $1.5 million, which was approximately 1.5% of total Water District revenues, interest income
was $7.9 million or 8.0% of Water District revenues, general tax receipts derived from the District’s share of the
basic one percent ad valorem property tax levy were approximately $11.6 million, which was approximately
11.7% of Water District revenues, ad valorem assessments of $21.0 million, which was approximately 21.2% of
revenues, and other charges including standby charges were $2.7 million, which was approximately 2.8% of
Water District revenues.
Water Connections. The following Table 12 sets forth the water connections within the District and the
water capacity fees received by the District for Fiscal Years 2006-07 through 2010-11. Total connections have
increased approximately 2.8% during this period.
TABLE 12
RANCHO CALIFORNIA WATER DISTRICT
WATER CONNECTIONS AND CAPACITY FEES
Fiscal Years 2006-07 through 2010-11
Rancho Division

Fiscal Year
2006-07
2007-08
2008-09
2009-10
2010-11

Number of Connections
New
Total
1,000
644
255
482
305

33,242
33,886
34,141
34,623
34,928

Capacity Fees(1)
$1,699,139
1,017,050
399,747
765,359
594,530

Santa Rosa Division

Fiscal Year
2006-07
2007-08
2008-09
2009-10
2010-11
(1)

Number of Connections
New
Total
107
38
19
11
20

8,062
8,100
8,119
8,130
8,150

Capacity Fees(1)
$450,980
257,835
152,005
98,603
84,544

Due to capacity fee differences based on meter size, the number of new connections will not correlate to the
amount of Capacity Fees.

Source: The District.
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Wastewater Connections. The following Table 13 sets forth the wastewater connections within the
District and the wastewater capacity fees received by the District with respect to the Santa Rosa Division of the
District for Fiscal Years from 2006-07 through 2010-11. Total wastewater connections have increased
approximately 4.1% during this period.
TABLE 13
RANCHO CALIFORNIA WATER DISTRICT
WASTEWATER CONNECTIONS AND CAPACITY FEES
Fiscal Years 2006-07 through 2010-11

Source:

Fiscal Year

Number of
New Connections

2006-07
2007-08
2008-09
2009-10
2010-11

817
285
224
41
147

Capacity Fees
$ 520,973
1,402,745
1,218,593
228,469
851,274

The District.

Property Tax Revenues. The District receives a portion of the general ad valorem taxes imposed by the
County and ad valorem assessments and standby charges imposed by the District.
Assessed Valuation. The assessed valuation of property in the County is established by the County
Assessor, except for public utility property which is assessed by the State Board of Equalization. Due to changes
in assessment required under State Constitution Article XIIIA, the County assessment roll no longer purports to
be proportional to market value. See “Limitations on Taxes and Revenues” herein. Generally, property can be
reappraised to market value only upon a change in ownership or completion of new construction. The assessed
value of property that has not incurred a change of ownership or new construction must be adjusted annually to
reflect inflation at a rate not to exceed 2% per year based on the State consumer price index. In the event of
declining property value caused by substantial damage, destruction, economic or other factors, the assessed
value must be reduced temporarily to reflect market value. For the definition of full cash value and more
information on property tax limitations and adjustments, see “Limitations on Taxes and Revenues - Article
XIII A” herein.
The County Assessor determines and enrolls a value for each parcel of taxable real property in the
County every year. The value review may result in a reduction in value. Taxpayers in the County also may
appeal the determination of the County Assessor with respect to the assessed value of their property.
Tax Levies and Delinquencies. Property taxes are based on assessed valuation which is determined as
described under “Water District Revenues – Assessed Valuation” herein. In accordance with the California
Revenue and Taxation Code, the County tax collector collects secured tax levies for each Fiscal Year. Property
taxes on the secured roll are due in two installments, on November 1 and February 1. If unpaid, such taxes
become delinquent after December 10 and April 10, respectively, and a 10% penalty attaches to any delinquent
payment and interest accrues at 18% per annum from and after the July 1 following the delinquency date. In
addition, property on the secured roll with respect to which taxes are delinquent is declared tax-defaulted on or
about June 30. Such property may thereafter be redeemed by payment of the delinquent taxes and the
delinquency penalty, plus costs and redemption penalty of one and one-half percent per month to the time of
redemption. If taxes are unpaid for a period of five years or more, the tax-defaulted property is subject to sale
by the County Treasurer-Tax Collector. The District does not participate in the County’s Teeter Plan.
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Accordingly, the District receives any payments relating to delinquencies, including the related interest and
penalties, relating to its levies paid by the property owners.
Property taxes on the unsecured roll are due as of the January 1 lien date and become delinquent, if
unpaid, on August 31. A ten percent penalty attaches to delinquent taxes on property on the unsecured roll and
an additional penalty of one and one-half percent per month begins to accrue on November 1. The taxing
authority has four ways of collecting unsecured personal property taxes: (1) a civil action against the taxpayer;
(2) filing a certificate in the office of the County Clerk specifying certain facts in order to obtain a judgment lien
on certain property of the taxpayer; (3) filing a certificate of delinquency for recordation in the County
Recorder’s office in order to obtain a lien on certain property of the taxpayer; and (4) seizure and sale of
personal property, improvements or possessory interests belonging or assessed to the taxpayer.
Standby Charges and Ad valorem Assessments. The California Water District Act provides for the levy
of ad valorem assessments unlimited as to rate or amount to pay for the debt service due on the general
obligation bonds of the District and the other costs of operating the District and for the levy of standby charges
on lands within the District and provides that the standby charges so levied may be used for any Water District
purpose. Standby charges are levied against land within the District based on the proximity of existing water
facilities with decreases in the charges as the distance from existing water service increases. Standby charges,
which may be changed at the discretion of the District Board, are levied annually and are billed in two equal
installments on the annual property tax bill. As such, the penalties and enforcement procedures for the failure to
pay standby charges are identical to those for the failure to pay property taxes. In order to increase the amount
of the standby charges levied, the District must comply with the provisions of Article XIIID of the State
Constitution. See “Limitations on Taxes and Revenues – Articles XIIIC and XIIID” herein.
In recent years, ad valorem assessments within the Rancho Division produced sufficient revenues to
render standby charges unnecessary. As a result, the District eliminated standby charges within the Rancho
Division in Fiscal Year 1988-89, but maintains the authority to levy standby charges, subject to the limitations
of Article XIIID of the State Constitution and other state laws. In the Santa Rosa Division, the District sets
standby charges separately for water and wastewater service. As to wastewater facilities in the Santa Rosa
Division, the standby charge for the SRWRF for Fiscal Year 2010-11 is $28.50 per acre for all land that has not
paid a connection fee. For water service, the standby charges in effect for Fiscal Year 2010-11 in the Santa
Rosa Division are determined based upon the availability of water facilities for a parcel. Parcels with a water
meter are charged $69.92 per acre or per parcel if less than one acre. Parcels without water service are charged
$69.92 per acre or per parcel if less than one acre for the first 40 acres and $62.10 per acre for the remaining
acres. Parcels within this category either front water facilities or have water service. Parcels which require a
secondary facility line extension are charged $48.00 per acre or per parcel if less than one acre, and parcels
which require the extension of primary facilities are charged $23.50 per acre, or per parcel if less than one acre.
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The following Table 14 sets forth the assessed valuations and ad valorem assessment rates applicable to
land within the District for Fiscal Years 2007-08 through 2011-12.
TABLE 14
RANCHO CALIFORNIA WATER DISTRICT
ASSESSED VALUATIONS AND ASSESSMENT RATES
Fiscal Years 2007-08 through 2011-12
Rancho Division

Fiscal Year

Land Only(1)

2007-08
2008-09
2009-10
2010-11
2011-12

$4,717,928,910
4,823,465,495
4,030,631,885
3,897,654,156
3,856,982,769

Total Assessed
Valuation(2)
$14,937,905,861
15,087,115,613
13,179,147,626
13,085,201,480
13,189,915,999

Assessment
Rate(3)
0.30
0.30
0.30
0.30
0.30

Santa Rosa Division

(1)

(2)
(3)

Fiscal Year

Land Only(1)

Total Assessed
Valuation(2)

2007-08
2008-09
2009-10
2010-11
2011-12

$1,479,692,688
1,536,271,304
1,503,683,402
1,402,978,966
1,338,987,166

$4,222,254,854
4,423,756,037
4,372,202,871
4,188,426,755
4,036,958,499

Assessment
Rate(3)
0.50%
0.50
0.50
0.50
0.50

Basis for Water District assessment and standby charges. May vary from other land only assessed valuations due to
source materials and databases used.
Basis for 1% property tax levied by the County.
Per $100 taxable valuation land only.

Source: Riverside County Auditor/Controller.

Summary of Ad valorem Tax Levies, Assessments and Standby Charges and Collections. The following
Table 15 sets forth the levies, receipts and delinquencies of ad valorem property taxes, assessments and standby
charges for Fiscal Years 2006-07 through 2010-11. Annual delinquencies during this period have ranged from a
high of 10.0% in Fiscal Year 2007-08 to a low of 6.7% in Fiscal Year 2006-07. As a result of the penalties and
interest which accrue on delinquent ad valorem assessments and standby charges, the District expects that total
collections attributable to each Fiscal Year will eventually total more than the amount initially levied.
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TABLE 15
RANCHO CALIFORNIA WATER DISTRICT
AD VALOREM PROPERTY TAX LEVY, AD VALOREM ASSESSMENT AND STANDBY CHARGES:
LEVIES AND RECEIPTS
Fiscal Years 2006-07 through 2010-11
Fiscal
Year
(ended
June 30)

Total
Levied

Total
Collected

Total
Delinquent

Percentage
Delinquent(1)

Subsequent
Collections

Total
Current
Delinquent

2007

$34,281,908

$31,994,701

$2,287,207

6.7%

$2,287,207

$

2008

37,691,642

33,914,399

3,777,243

10.0

3,777,243

--

0.0

2,707,101

2009

38,352,678

34,604,949

3,747,729

9.8

2,097,604

1,650,125

4.3

1,818,483

2010

35,047,511

31,897,510

3,150,001

9.0

879,619

2,270,382

6.5

959,915

2011

35,349,719

31,872,523

3,477,196

9.8

--

3,477,196

9.8

693,675

(1)

(2)

Adjusted
Percentage
Delinquent(1)

--

0.0%

Supplemental
Penalties and
Interest(2)
$4,620,556

“Percentage Delinquent” reflects delinquencies of ad valorem assessments and standby charges as of June 30 of the referenced Fiscal Year.
“Adjusted Percentage Delinquent” reflects delinquencies, if any, of ad valorem assessments and standby charges as of June 30, 2010.
Includes penalties and interest on delinquent accounts.

Source: Riverside County Auditor/Controller and the District.

Largest Property Taxpayers. The following Table 16 lists the ten largest taxpayers in the District for the
Fiscal Year 2010-11. The ten largest taxpayers account for approximately 1.81% of the total tax levy within the
District.
TABLE 16
RANCHO CALIFORNIA WATER DISTRICT
TEN LARGEST TAXPAYERS
Fiscal Year 2010-11

Property Owner
Fountainhead Country Club
Standard Pacific Corp
Temecula Property
Murrieta Oaks Apartments
Grenhill Development Corp
Temecula Villa Apartments
Richmond American Homes
Kymm See Myun
Vail Lake USA
Inland Western Temecula Commons
Total Principal Taxpayers
Total Other Taxpayers
Total Tax Levy
(1)

Customer
Type

Tax Levy(1)

Developer
Developer
Developer
Commercial
Developer
Commercial
Developer
Commercial
Developer
Commercial

$ 100,426
99,143
86,040
60,875
52,682
49,479
48,209
48,115
47,958
47,105
$ 640,031
$34,709,688
$35,349,719

Tax Levy includes ad valorem assessments and standby charges if applicable.

Source: The District.
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% of Total
Tax Levy

Land Only
Assessed
Valuations

0.28%
0.28
0.25
0.17
0.15
0.14
0.14
0.14
0.14
0.13
1.81%
98.19%
100.00%

$ 15,114,540
33,047,651
16,006,722
12,174,967
4,743,234
16,492,881
16,069,717
8,366,660
15,985,930
15,701,672
$ 153,703,974
$5,147,025,812
$5,300,729,786

Largest Ratepayers. The following Table 17 lists the ten largest ratepayers for water and sewer services
in the District for Fiscal Year 2010-11, the respective percentages of Revenues from such ratepayers, the
respective percentages of water sold the largest ratepayers for water services and the respective percentages of
EDUs for the largest ratepayers for sewer services.
TABLE 17
RANCHO CALIFORNIA WATER DISTRICT
TEN LARGEST RATEPAYERS
Fiscal Year 2010-11
WATER

Usage(1)

Customer Name

Percentage
of Water
Sold

Water Sales

Percentage
of Revenues

City of Temecula
Temecula Valley Unified School District
Bear Creek Golf Club
Temeku Hills Golf
E.M.W.D. Pechanga Recycled
McMillin Redhawk LLC d/b/a Redhawk Golf Club
Temecula Creek
Paloma Del Sol HOA
J Corona
City of Murrieta
Total Principal Customers
Other

1,435
515
439
416
394
382
358
339
336
304
4,918
53,144

2.5%
0.9
0.8
0.7
0.7
0.7
0.6
0.6
0.6
0.5
8.5%
91.5%

$ 550,547
210,769
140,676
106,680
28,857
97,253
115,473
147,287
151,616
218,646
$ 1,767,805
$ 30,144,018

1.7%
0.7
0.4
0.3
0.1
0.3
0.4
0.5
0.5
0.7
5.5%
94.5%

Total

58,062

100.0%

$ 31,911,823

100.0%

Customer Name
Murrieta Valley Unified School District
Ursus Real Estate
Cal Oak Apartments
Amanda Park Apartments
Madison Park Apartments
Jackson Avenue Apartments
Madison Park Villas
Crescent Heights Apartments
DHI Continental Meadow Walk
Arba Group Facilities
Total Principal Customers
Other EDUs Extended
Total EDUs
(1)

WASTEWATER
# of
Percentage
EDUs
of EDUs
662
395
391
337
234
219
194
152
144
114
2,842
14,195
17,037

Usage in acre-feet of water.

Source: The District.
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3.9%
2.3
2.3
2.0
1.4
1.3
1.1
0.9
0.8
0.7
16.7%
83.3%
100.0%

Sewer
Revenues

Percentage of
Revenues

153,020
123,128
121,992
92,902
64,639
68,203
53,654
47,330
39,744
35,599
$ 800,211
$3,866,075
$4,666,287

3.3%
2.6
2.6
2.0
1.4
1.5
1.1
1.0
0.9
0.8
17.1%
82.9%
100.0%

Outstanding Authority Obligations
General. To finance and refinance the costs of certain improvements to the System, the District has
executed and delivered the Prior Installment Agreements, which secure the Authority’s revenue bonds, which
were outstanding in the aggregate principal amount of $360,575,000 as of June 30, 2011. As of October 1, 2011,
the Authority had bonds outstanding in an aggregate principal amount of $351,735,000. The Installment
Agreements and any other obligations issued under and in accordance with the Master Agreement on parity
thereto are “Parity Obligations” under the Master Agreement, payable from and secured by a pledge of and first
lien on Net Revenues of the System, all as provided in the Master Agreement. The Outstanding Authority
Obligations are secured by the Installment Agreements that are payable from Net Revenues. The following
Table 18 summarizes the Outstanding Authority Obligations as of June 30, 2011.
TABLE 18
RANCHO CALIFORNIA WATER DISTRICT FINANCING AUTHORITY
OUTSTANDING REVENUE BONDS
(As of June 30, 2011)

Series
2001A
2002A
2005C
2008A
2008B
2010A
Total

Original
Principal Amount
$ 19,170,000
77,095,000
18,185,000
159,580,000
44,625,000
100,785,000
$419,440,000

Outstanding
Principal Amount
$

-49,900,000
18,185,000
147,080,000
44,625,000
100,785,000
$360,575,000

Principal
Payment
Date

Final
Maturity
Date

August 1
August 1
November 1
August 1
August 15
August 1

2012
2029
2018
2034
2031
2040

Source: The District.

Each outstanding Series of the Authority’s bonds except for the Series 2010A Bonds is secured by a
reserve account which is funded with cash (and investments therein) or, in the case of the Authority’s Fixed
Rate Refunding Revenue Bonds, Series of 2005C (the “Series 2005C Bonds”), a surety bond. As of June 30,
2011, there is $21,484,723 of funds in these reserve accounts. The Authority’s Series 2005C Bonds are secured
by a reserve account that was initially funded by a surety policy issued by XL Capital Assurance Inc. (“XL
Capital”). XL Capital was downgraded by Fitch Ratings and Standard & Poor’s Ratings Service from “AAA”
and “AAA”, respectively, to “A” and “A”, respectively. XL Capital was downgraded by Moody’s from “Aaa”
and such ratings were eventually withdrawn. If XL Capital becomes insolvent or otherwise defaults on its surety
policy with respect to the Series 2005C Bonds, the District, under the Installment Agreement for the Series
2005C Bonds, will be required to make deposits up to a maximum amount of $1.8 million into the reserve fund
for the Series 2005C Bonds to replace amounts credited under the surety policy issued by XL Capital. Any
amount so deposited is payable from Net Revenues of the System on parity with the District’s obligation to
make payments from Net Revenues under the Installment Agreement with respect to any outstanding Parity
Obligations.
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Obligations Secured by Net Revenues
Installment Payments and Obligations under the Installment Agreements. Amounts payable under the
Outstanding Authority Obligations are secured by installment payments to be made by the District under the
Installment Agreements from Net Revenues on parity with the Installment Payments to be paid under the
Installment Purchase Agreement and swap payments received by the District from swap providers pursuant to
the Swap Agreements. The installment payments to be made by the District are paid from Net Revenues. The
swap payments made by swap providers are made in exchange for swap payments made by the District from Net
Revenues. See “ - Swap Agreements” herein. The following Table 19 sets forth the aggregate amount of
installment payments payable under the Installment Agreements, including the Installment Purchase Agreement.
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TABLE 19
RANCHO CALIFORNIA WATER DISTRICT
INSTALLMENT PAYMENTS SCHEDULE(1)

Outstanding Obligations

Bonds

Fiscal Year
(Ending June 30)

Principal

Interest(2)(3)

Total Debt
Service(2)(3)

2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
Total

$8,840,000
9,185,000
11,610,000
12,060,000
12,740,000
5,990,000
6,310,000
6,685,000
9,745,000
10,095,000
10,355,000
10,930,000
11,360,000
11,825,000
12,325,000
12,850,000
13,425,000
13,985,000
14,565,000
15,280,000
15,915,000
11,525,000
12,080,000
12,660,000
13,230,000
13,790,000
14,370,000
14,975,000
15,605,000
16,265,000
$360,575,000

$18,176,719
17,839,582
17,447,188
16,959,482
16,418,582
15,987,682
15,653,619
15,300,307
14,898,707
14,426,432
13,914,516
13,371,758
12,846,674
12,304,953
11,733,395
11,138,150
10,517,105
9,872,461
9,201,092
8,469,175
7,800,975
7,257,731
6,612,922
5,937,165
5,172,259
4,316,131
3,423,881
2,494,085
1,525,157
515,357
$321,533,242

$27,016,719
27,024,582
29,057,188
29,019,482
29,158,582
21,977,682
21,963,619
21,985,307
24,643,707
24,521,432
24,269,516
24,301,758
24,206,674
24,129,953
24,058,395
23,988,150
23,942,105
23,857,461
23,766,092
23,749,175
23,715,975
18,782,731
18,692,922
18,597,165
18,402,259
18,106,131
17,793,881
17,469,085
17,130,157
16,780,357
$682,108,242

(1)
(2)
(3)
(4)

Principal
$

----------------2,170,000
2,350,000
2,595,000
2,755,000
----------$9,870,000

Interest(4)

Total Debt
Service(4)

$116,624
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
450,231
334,406
207,691
70,597
----------$8,767,111

$ 116,624
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
505,838
2,620,231
2,684,406
2,802,691
2,825,597
----------$18,637,111

Total Debt
Service(2)(3)(4)
$27,133,343
27,530,419
29,563,025
29,525,319
29,664,419
22,483,519
22,469,457
22,491,144
25,149,544
25,027,269
24,775,354
24,807,595
24,712,512
24,635,790
24,564,233
24,493,987
26,562,336
26,541,867
26,568,783
26,574,772
23,715,975
18,782,731
18,692,922
18,597,165
18,402,259
18,106,131
17,793,881
17,469,085
17,130,157
16,780,357
$700,745,353

Amounts may not total due to independent rounding.
Interest does not reflect the receipt of the direct subsidy of 35% of interest payable on the District’s Fixed Rate Revenue Bonds Series
of 2010A (Federally Taxable Direct Pay Build America Bonds).
The variable interest rate on the Authority’s Series 2008B Bonds (defined herein) is assumed to be the swap rate, being 3.817% per
annum.
Interest does not reflect the receipt of a direct cash subsidy payment from the United States Department of Treasury equal to the lesser
of: (i) 100 percent of the amount of interest payable on the Bonds on such Interest Payment Date; or (ii) 70 percent of the amount of
interest which would have been payable on the Bonds on such Interest Payment Date if such interest were determined at the applicable
credit rate determined under Section 54A(b)(3) of the Code so long as the Bonds are outstanding.

Source: The District
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Swap Agreements. The District has entered into two Swap Agreements (collectively, the “Swap
Agreements”), including one with UBS AG, the parent corporation of UBS Securities LLC, and one with
Citibank, N.A. (collectively, the “Swap Providers”) in connection with the issuance of the Authority’s Adjustable
Rate Refunding Revenue Bonds Series of 2008B (the “Series 2008B Bonds”). The Swap Agreements have the
same maturity as the maturity of the Series 2008B Bonds. As of November 1, 2011, the Swap Agreements had a
negative fair value of approximately $12,219,595 which is the difference between the fixed rate to be paid by the
District and the variable rate to be received from the swap counterparties. In the event, the Swap Agreements
were terminated, the aggregate payments to be made by the District to the Swap Providers with respect to the
termination of such Swap Agreement would total approximately $12,219,595 as of November 1, 2011. The fair
value of each Swap Agreement fluctuates based upon a market-driven formula set forth in the terms of such
Swap Agreement. The termination payments, if any, would be payable from Net Revenues on a subordinate basis
to payments due on the Installment Agreement and Installment Agreements. See “Financial Results of the
District - Swap Policy” herein.
General Obligation Bonds. In accordance with the Consolidation Resolution and the LAFCO Settlement
Agreement, the terms and conditions of the consolidation of the Santa Rosa Ranches Water District and the
Rancho Water District into the District provided that the authorized, but unissued, general obligation bonds of the
Santa Rosa Ranches Water District and the Rancho Water District were declared to be authorized, but unissued,
general obligation bonds of the consolidated Water District; provided that such unissued general obligation bonds
are secured by unlimited assessments upon only those lands constituting the Division for which they are issued.
The payments with respect to the general obligation bonds are payable from moneys received from and are
secured by ad valorem assessments (without limit as to rate or amounts) upon the assessable land or charges upon
the land in the respective Division. The District is obligated to levy ad valorem assessments (without limit as to
rate or amounts) on land within a Division which are sufficient to pay principal, premium, if any, the general
obligation debt of such Division in the event other revenues of each respective Division are insufficient for such
purpose.
The District is authorized to issue general obligation bonds of the Rancho Division and general
obligation bonds of the Santa Rosa Division. The District has issued $44,360,000 in principal amount of Rancho
Division general obligation bonds. All of such bonds have been paid and are no longer outstanding. The District
is authorized to issue an additional $10,640,000 of Rancho Division General Obligation Bonds. The District has
issued $44,065,000 in principal amount of Santa Rosa Division general obligation bonds. All of such bonds have
been paid and are no longer outstanding. The District is authorized to issue an additional $18,935,000 of Santa
Rosa Division general obligations bonds. The District does not presently expect to issue general obligation
bonds of the Rancho Division or Santa Rosa Division.
Future Indebtedness. Additional Master Plan facilities are expected to be constructed over the next ten
to twenty years as necessary to accommodate growth and replace facilities. The District expects that
approximately 20% of its future capital expenditures will be paid for from current revenue of the District and the
balance with the proceeds of additional Parity Obligations issued under the Master Agreement and secured by a
pledge of Net Revenues. See “Security and Sources of Payment for the Bonds – The Master Agreement” herein.
The Authority may issue in the future obligations secured by certain revenues of and rental payments from
certain contracting parties. These other obligations of the Authority will not be secured by the Trust Estate. The
Bonds are not secured by any other assets or property of the Authority other than the Trust Estate, including the
Installment Payments to be made by the District pursuant to the Installment Purchase Agreement, as provided in
the Indenture.
Investment Policy
In accordance with State law, the District Board has approved the Rancho California Water District
Investment Policy (the “Investment Policy”). The objectives of the Investment Policy in order of priority are
safety, liquidity and return. The Investment Policy provides that the District shall preserve capital by investing in
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securities in accordance with the Government Code while maintaining an appropriate level of risk. The
Investment Policy provides that the District’s investment portfolio shall remain sufficiently liquid to meet all
operating requirements that may be reasonably anticipated. In order maintain liquidity for cash demands that
cannot be reasonably anticipated, the District’s portfolio includes securities with active secondary or resale
markets. The third objective of the Investment Policy is to achieve the market rate of return (defined as income
plus realized and market value gains and losses) through budgetary and economic cycles subject to the District’s
investment risk constrains, the cash flow characteristics of the portfolio and State law.
Section 53630 et seq. of the Government Code of the State of California provides legal authorization for
the investment or deposit of funds of local agencies. All investments of the District conform to the restrictions of
those laws and the Investment Policy. In addition, further requirements are established taking into consideration
prudent investment standards. An appropriate risk level is maintained primarily by purchasing securities that are
liquid, marketable and of high quality.
The following investments are authorized in the Investment Policy: securities of the United States
Treasury or securities and instruments guaranteed by the full faith and credit of the United States of America and
its agencies (e.g. Federal Farm Credit Bank, Federal Home Loan Bank, Federal Home Loan Mortgage
Corporation, Federal National Mortgage Association, Government National Mortgage Association, Tennessee
Valley Authority and the World Bank); other governmental securities with a rating of at least “Aaa” by Moody’s
Investors Service (“Moody’s”) or “AAA” by Standard & Poor’s Corporation (“S&P”), including debt guaranteed
by the Federal Deposit Insurance Corporation; corporate securities including corporate notes and bonds rated at
least “Baa3” by Moody’s or “BBB” by S&P; commercial paper; bank certificates of deposit, bank Eurodollar
time deposits and Eurodollar certificates of deposit rated in one of the two highest categories by Thompson
Bankwatch and rated in the highest short-term category by Moody’s; banker’s acceptances issued by banks rated
in the highest short-term category by Moody’s; money market mutual funds with a minimum of $500 million in
assets, which invest in permissible securities; mortgage backed securities, collateralized mortgage obligations and
asset-backed securities with a rating of at least “Aaa” by Moody’s or “AAA” by S&P. The District Board has
authorized the investment of bond proceeds (project and reserve funds) in guaranteed investment contracts from
providers rated a minimum of “Aa” by Moody’s or “AA” by S&P and. Collateralization requirements are
determined at the time the investment agreement is made based on market conditions and the District’s
objectives.
The Investment Policy prohibits investments in mutual funds (other than government money market
funds), unregulated and/or unrated investment pools or trusts, and futures and options contracts. Further, the
Investment Policy prohibits the use of reverse repurchase agreements, securities lending or any other form of
borrowing or leverage. In addition, the Investment Policy prohibits purchasing or selling securities on margin,
trading securities for the sole purpose of speculating on the future direction of interest rates, and investment in
any security that could result in a zero interest accrual if held to maturity.
The District’s investments by category and their respective market value and cost as of June 30, 2011 are
set forth in Table 20 below. For additional information relating to the District’s investments, see Appendix C –
“Audited Financial Statements for the District for Fiscal Year Ending June 30, 2011 - Note 2” attached hereto.
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TABLE 20
RANCHO CALIFORNIA WATER DISTRICT
SUMMARY OF INVESTMENTS
(as of June 30, 2011)
Investment Category
U.S. Treasuries, Agencies, & Municipals
Corporate Notes(1)
Local Agency Investment Fund of
the State of California
Guaranteed Investment Contracts
Money Market Funds
Deposits
TOTAL
(1)

(2)

(3)

Market Value

Cost

$181,206,178
58,119,961

$176,196,544
57,606,562

49,968,390
18,008,898
15,733,552
56,710
$323,093,690(2)

49,968,390
18,008,898
15,733,552
56,710
$317,570,657(3)

Includes obligations from more than 20 diversified corporations. The District does not own collateralized debt obligations or
other obligations secured by or payable from subprime mortgage-backed securities.
The market value of investments is comprised of restricted reserves totaling $213,262,484 and unrestricted reserves totaling
$29,213,337. Restricted reserves include construction of Utility Plant, bond reserves, debt service and operating reserves.
Total cost of investments above does not include an unrealized gain recorded of $5,523,033.

Source: The District.

The District Board has approved the purchase of securities with maturities in excess of five years for the
Operating Reserve portfolio. The total of such securities shall not exceed 30 percent of surplus funds unless prior
approval is given by the District Board.
The Investment Policy may be changed at any time at the discretion of the District (subject to the State
law provisions relating to authorized investments) and as the California Government Code is amended. Any
exception to the Investment Policy must, however, be formally approved by the District Board. There can be no
assurance the State law or the Investment Policy will not be amended in the future to allow for investments which
are currently not permitted under such State law or the Investment Policy, or that the objectives of the District
with respect to investments will not change. The District also invests in securities authorized under the
agreements entered into in connection with its Bonds and the Outstanding Authority Obligations, which may
differ from those authorized in the Investment Policy. See “Security and Sources of Payment for the Bonds”
herein and Appendix B – “Summary of Principal Legal Documents – Definitions” attached hereto.
Debt and Financial Management Policy
In accordance with State law, the District Board approved the Debt and Financial Management Policy
(the “Debt and Financial Management Policy”). The Debt and Financial Management Policy contains two
components: (1) a financial management component and (2) a debt and capital management component. Pursuant
to the financial management component of the District’s Debt and Financial Management Policy, the District will
evaluate financing for each capital project on a case-by-case basis and seek to pay for all capital projects from
current revenues and available reserves prior to or in combination with the use of debt. The District will issue
bonds to the extent that (i) projected fixed revenues are sufficient to pay for the proposed debt service together
with all existing debt service covered by such fixed revenues, or (ii) additional projected revenues have been
identified as a source of repayment in an amount sufficient to pay for the proposed debt. The Debt and Financial
Management Policy provides that user fees and water rates be set at adequate levels, which are fair and
nondiscriminatory, to generate sufficient revenues to pay all operating and maintenance costs, to maintain
sufficient operating reserves, and to pay debt service costs. In addition, the District is directed to maintain
property assessments and connection fees at a level sufficient to finance and refinance a portion of growth related
57

capital costs and cover related annual debt service requirements. In addition, property assessments are to be
utilized to finance and refinance a portion of replacement costs and related annual debt service payments.
The debt and capital management component of the District’s Debt and Financial Management Policy
sets forth as its primary objectives of (i) achieving the lowest cost of capital; (ii) ensuring ratepayer equity;
(iii) maintaining high credit ratings and access to credit enhancement; and (iv) preserving financial flexibility. In
order to accomplish the aforementioned objectives, the District is directed to use debt financing for growth
related projects as needed to better match the cost of anticipated facility needs within timing of expected new
connections to the System. The District may not construct or acquire a facility if it is unable to adequately
provide for the subsequent annual operation and maintenance costs of the facility through its expected life. The
Debt and Financial Management Policy provides that capital projects financed through the issuance of debt are
not to be financed for a term longer than the expected useful life of the project. In addition, the Debt and
Financial Management Policy provides that the District should consider lease agreements and installment sales
agreements as an alternative to the issuance of long-term debt.
Swap Policy
On May 12, 2005, the District Board adopted an Interest Rate Swap Policy (the “Swap Policy”) which
established guidelines for the use and management of all interest rate management agreements, including, but not
limited to, interest rate swaps, swaptions, caps, collars and floors incurred in connection with the issuance of
bonds, notes and other obligations. Pursuant to the Swap Policy, the District may execute a swap if the
transaction can be expected to (i) reduce exposure to changes in interest rates on a particular financial transaction
or in the management of interest rate risk derived from the District’s overall asset/liability balance; (ii) result in a
lower net expected cost of borrowing; (iii) manage variable interest rate exposure consistent with prudent debt
practices; (iv) manage exposure to changing market conditions in advance of anticipated issuance of bonds;
(v) achieve more flexibility in meeting overall financial objectives that cannot be achieved in conventional
markets, or (vi) provide customized cash flows to match required payment obligations or revenue projections.
The Director of Finance is the designated administrator of the Swap Policy and has the day-to-day responsibility
for implementing and managing the interest rate management agreements. Each interest rate management
agreement is subject to the approval of the District Board. The District entered into two swap agreements in
connection with the issuance of the Series 2008B Bonds. See “Financial Results of the District - Outstanding
Authority Obligations” herein, and Appendix C – “Audited Financial Statements of the Rancho California Water
District for Fiscal Year Ending June 30, 2011” attached hereto.
BONDOWNERS’ RISKS
The ability of the Authority to pay principal of and interest on the Bonds depends primarily upon the
receipt by the Authority of Installment Payments made by the District under the Installment Purchase
Agreement. Some of the events which could prevent the Authority from receiving a sufficient amount of
revenues to enable it to pay the principal of and interest on the Bonds are summarized below. The following
discussion of risks is not meant to be an exhaustive list of the risks associated with the purchase of the Bonds
and does not necessarily reflect the relative importance of the various risks.
Limited Recourse on Default
Neither the Master Agreement nor the Installment Purchase Agreement is subject to acceleration
following an event of default. Therefore, if the District defaults on its obligation to make Installment Payments,
the Bonds may not be accelerated.
Remedies available to the owners of the Bonds in the event of a default by the District are dependent
upon judicial actions, which are often subject to discretion and delay and could prove both expensive and timeconsuming to obtain. In addition to the specific limitations on remedies contained in the applicable documents
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themselves, the rights and obligations with respect to the Bonds, the Indenture, the Master Agreement and the
Installment Purchase Agreement are subject to bankruptcy, insolvency, reorganization, moratorium, fraudulent
conveyance and other similar laws affecting creditors’ rights, to the application of equitable principles if
equitable remedies are sought, and 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 such documents, including the opinions of Bond Counsel (the proposed forms of which
are attached as Appendix D), will be similarly qualified.
Statutory and Regulatory Impact
Laws and regulations governing treatment and disposal of wastewater are enacted and promulgated by
government agencies on the federal, state and local levels. Compliance with these laws and regulations may be
costly, and, as more stringent standards are developed to protect the environment, these costs will likely
increase. Claims against the District with respect to the System and the Service could be significant. Such claims
are payable from assets of the District or from other legally available sources.
Although the District has covenanted in the Master Agreement to fix, prescribe and collect rates, fees
and charges for the Service during each Fiscal Year which are reasonably fair and nondiscriminatory and which
are estimated to yield Adjusted Annual Net Revenues and Net Revenues for such Fiscal Year equal to at least
the Coverage Requirement for such Fiscal Year, no assurance can be given that the cost of compliance with such
laws and regulations will not materially adversely affect the ability of the District to generate Net Revenues in
the amounts required by the Master Agreement and to pay the Installment Payments.
Property Tax Collections
The District currently receives approximately 20% of its revenues, being $19,908,985 from the ad
valorem assessment that the District assesses directly. See “Financial Results of The District – Non-Operating
Revenues – Ad Valorem Assessments and Standby Charges” herein. In recent years there have been numerous
changes in property tax valuation and collection procedures and future changes are possible. See “Limitations
on Taxes and Revenues” herein. The District’s share of the basic 1% ad valorem tax levy for the Fiscal Year
ended June 30, 2011 was $11,532,452, which comprised approximately 12% of total District revenues.
Shortage of Imported Water
The ability of the District to service its customers is dependent upon its receipt of imported water from
MWD. See “Rancho California Water District – Water Supply and Operations – The Metropolitan Water
District of Southern California,” for a summary description of the various challenges MWD faces in continuing
to supply imported water to its respective member agencies.
Seismic Considerations, Wildfires and Natural Disasters
The geographic area constituting the District, like all California communities, may be subject to
unpredictable seismic activity. There is significant potential for destructive ground-shaking during the
occurrence of a major seismic event. In addition, land susceptible to seismic activity may be subject to
liquefaction during the occurrence of such an event. In the event of a severe earthquake, there may be
significant damage to both property and infrastructure in the District, including the System. In addition,
wildfires or other natural disasters could interrupt operation of the System. Such events could result in
disruptions in the Service, a loss or contamination of groundwater supplies and significant reductions in Net
Revenues of the District.
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Receipt of Direct Subsidy
The Bonds will be designated as “Qualified Energy Conservation Bonds” under the provisions of the
Section 54A(d)(1)(C) and 54(D) of the Code. Pursuant to Section 6431(f)(1)(C) of the Code, the District expects
to receive on or before each Interest Payment Date a direct cash subsidy payment from the United States
Department of Treasury equal to the lesser of: (i) 100 percent of the amount of interest payable on the Bonds on
such Interest Payment Date; or (ii) 70 percent of the amount of interest which would have been payable on the
Bonds on such Interest Payment Date if such interest were determined at the applicable credit rate determined
under Section 54A(b)(3) of the Code so long as the Bonds are outstanding. The Direct Subsidy does not
constitute a full faith and credit guarantee of the United States with respect to the Bonds but the Direct Subsidy
is required to be paid by the United States Treasury under the provisions of the Code upon proper application by
the District, Authority or the Trustee as its agent. Pursuant to the Code, the United States Treasury may offset
any Direct Subsidy to which the District or the Authority is otherwise entitled against any other tax liability of
the District or the Authority payable to the United States Treasury, such as withholding or payroll taxes, or other
penalties or interest that may be owed at any time to the United States Treasury.
The American Recovery and Reinvestment Act of 2009 contains broad legislative regulatory authority to
prescribe such regulations and other guidance as may be necessary or appropriate to carry out the Qualified
Energy Conservation Bonds and the Direct Subsidy provisions. The Internal Revenue Service and the United
States Treasury will continue to consider the need to develop any special rules to adapt or tailor the procedural
framework implementing provisions of the American Recovery and Reinvestment Act of 2009 and the Code, and
may promulgate further regulations. No assurance is given that the United States Treasury will make payment of
the Direct Subsidy in the amounts to which the District and the Authority believe they are entitled, nor that such
payments will be made in a timely manner to permit payment of interest on the Bonds, as applicable. No
assurance can be given that Congress will not amend or repeal provisions of the program, which amendments
could affect the payment of the Direct Subsidy between the date hereof and the time of the final maturity of the
Bonds. The District is obligated to make Installment Payments and the Authority is required to make interest
payments with respect to the Bonds without regard to the receipt or deposit of the Direct Subsidy.
LIMITATIONS ON TAXES AND REVENUES
Article XIII A
On June 6, 1978, California voters approved Proposition 13, adding Article XIII A to the California
Constitution. Article XIII A, among other things, affects the valuation of real property for the purpose of
taxation in that it defines the full cash property 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 newly
constructed, or when a change in ownership has occurred after the 1975 assessment.” The full cash value may
be adjusted annually to reflect inflation at a rate not to exceed 2% per year, or a reduction in the consumer price
index or comparable local data for the area under taxing jurisdiction, or reduced in the event of declining
property value caused by substantial damage, destruction or other factors including a general economic
downturn. Any reduction in assessed value is temporary and may be adjusted for any given year by the
Assessor. The assessed value increases to its pre-reduction level (escalated to the annual inflation rate of no
more than two percent) following the year(s) for which the reduction is applied. Article XIII A further limits the
amount of any ad valorem tax on real property to 1% of the full cash value except that additional taxes may be
levied to pay (i) debt service on indebtedness approved by the voters prior to July 1, 1978, (ii) bonded
indebtedness for the acquisition or improvement of real property approved on or after July 1, 1978 by two-thirds
of the votes cast by the voters voting on the proposition; and (iii) bonded indebtedness incurred by a school
district, community college district or county office of education for the construction, reconstruction,
rehabilitation or replacement of school facilities or the acquisition or lease of real property for school facilities,
approved by 55% of the voters of the school district, community college district or the county, as appropriate.
Pursuant to Proposition 46, local governments and school districts may increase the property tax rate above 1%
for the period necessary to retire new general obligation bonds, if two-thirds of those voting in a local election
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approve the issuance of such bonds and the money raised through the sale of the bonds is used exclusively to
purchase or improve real property.
Legislation enacted by the California Legislature to implement Article XIII A provides that all taxable
property is shown at full assessed value as described above. In conformity with this procedure, all taxable
property value included in this Official Statement (except as noted) is shown at 100% of assessed value and all
general tax rates reflect the $1 per $100 of taxable value. Tax rates for voter approved bonded indebtedness are
also applied to 100% of assessed value.
Future assessed valuation growth allowed under Article XIII A (new construction, change of ownership,
2% annual value growth) will be allocated on the basis of “situs” among the jurisdictions that serve the tax rate
area within which the growth occurs. Local agencies and school districts will share the growth of “base” revenue
from the tax rate area. Each year’s growth allocation becomes part of each agency’s allocation the following
year. The District and the Authority are unable to predict the nature or magnitude of future revenue sources
which may be provided by the State to replace lost property tax revenues.
Under California law, any fee which exceeds the reasonable cost of providing the service for which the
fee is charged is a “special tax,” which under Article XIIIA must be authorized by a two-thirds vote of the
electorate. Accordingly, if a portion of the District’s water or wastewater user rates or Capacity Fees were
determined by a court to exceed the reasonable cost of providing service, the District would not be permitted to
continue to collect that portion unless it were authorized to do so by a two-thirds majority of the votes cast in an
election to authorize the collection of that portion of the rates or fees. The reasonable cost of providing
wastewater services has been determined by the State Controller to include depreciation and allowance for the
cost of capital improvements. In addition, the California courts have determined that fees such as Capacity Fees
will not be special taxes if they approximate the reasonable cost of constructing the water or wastewater capital
improvements contemplated by the local agency imposing the fee. See “Financial Results of the District – NonOperating Revenues – Property Tax Revenues” herein.
Article XIII B
Article XIIIB of the California Constitution limits the annual appropriations of proceeds of taxes by
State and local government entities to the amount of appropriations of the entity for the prior fiscal year, as
adjusted for changes in the cost of living, changes in population and changes in services rendered by the entity.
User fees and charges are considered proceeds of taxes only to the extent they exceed the reasonable costs
incurred by a governmental entity in supplying the goods and services for which such fees and charges are
imposed.
To the extent that assessments, fee and charges collected by the District are used to pay the costs of
payments due on Installment Payments, the District believes that such moneys are not subject to the annual
appropriations limit of Article XIIIB.
Article XIII C and Article XIII D
On November 5, 1996, the California voters approved Proposition 218, a constitutional initiative
entitled the “Right to Vote on Taxes Act” (“Proposition 218”). Proposition 218 added Articles XIII C and
XIII D to the California Constitution and contains a number of interrelated provisions limiting the ability of
local governments, including the District, to impose and collect both existing and future taxes, assessments, fees
and charges. The District is unable to predict whether and to what extent Proposition 218 may be held to be
constitutional or how its terms will be interpreted and applied by the courts. Proposition 218 could substantially
restrict the District’s ability to raise future revenues and could subject certain existing sources of revenue to
reduction or repeal, and increase the District’s costs to hold elections, calculate fees and assessments, notify the
public and defend its fees and assessments in court. However, other than any impact resulting from the exercise
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of this initiative power, the District does not presently believe that the potential impact on the financial condition
of the District as a result of the provisions of Proposition 218 will adversely affect the District’s ability perform
its other obligations as and when due.
Article XIII C requires that all new, extended, or increased local taxes be submitted to the electorate
before they become effective. Taxes for general governmental purposes of the District require a majority vote of
the electorate and taxes for specific purposes, even if deposited in the District’s General Fund, require a twothirds vote of the electorate. These voter approval requirements of Proposition 218 reduce the flexibility of the
District to raise revenues through General Fund taxes, and no assurance can be given that the District will be
able to impose, extend or increase such taxes in the future to meet increased expenditure requirements.
Article XIII C also expressly extends the initiative power to give voters the power to reduce or repeal
local taxes, assessments, fees and charges, regardless of the date such taxes, assessments, fees or charges were
imposed. The repeal of local taxes, assessments, fees or charges could be challenged as a violation of the
prohibition against impairing contracts under the contract clause of the United States Constitution. Subsequent
to the amendment of Article XIII C, the State Legislature approved SB 919 (the “Proposition 218 Omnibus
Implementation Act”), which directed that the initiative power provided for in Proposition 218 “shall not be
construed to mean that any owner or beneficial owner of a municipal security, purchased before or after
November 6, 1998, assumes the risk of, or in any way consents to, any action by initiative measure that
constitutes an impairment of contractual rights” protected by the United States Constitution. However, no
assurance can be given that the voters of the District will not, in the future, approve an initiative which reduces
or repeals local taxes, assessments, fees or charges that are or will be deposited into the District’s General Fund.
The District believes that in the event that the initiative power was exercised so that all local taxes, assessments,
fees and charges which may be subject to the provisions of Proposition 218 are reduced or substantially reduced,
the financial condition of the District, including its General Fund, would be materially adversely affected.
Further, “fees” and “charges” are not defined in Article XIII C or Proposition 218 Omnibus
Implementation Act, and it is unclear whether these terms are intended to have the same meanings for purposes
of Article XIII C as they do in Article XIII D, as described below. Accordingly, the scope of the initiative power
under Article XIII C could include all sources of General Fund moneys not received from or imposed by the
federal or State government or derived from investment income.
On July 24, 2006, the California Supreme Court ruled in Bighorn-Desert View Water Agency v. Virjil
(Kelley) (the “Bighorn Decision”) that charges for ongoing water delivery are property related fees and charges
within the meaning of Article XIIID and are also fees or charges within the meaning of Section 3 of Article
XIIIC. The California Supreme Court held that such water service charges may, therefore, be reduced or
repealed through a local voter initiative pursuant to Section 3 of Article XIIIC.
In the Bighorn Decision, the Supreme Court did state that nothing in Section 3 of Article XIIIC
authorizes initiative measures that impose voter-approval requirements for future increases in fees or charges for
water delivery. In the Bighorn Decision, the California Supreme Court held that a public water agency’s charges
for ongoing water delivery are fees and charges within the meaning of Article XIIID. The Supreme Court stated
that water providers may determine rates and charges upon proper action of the governing body and that the
governing body may increase a charge which was not affected by a prior initiative or impose an entirely new
charge. The Supreme Court further stated in the Bighorn Decision that it was not holding that the initiative
power is free of all limitations and was not determining whether the initiative power is subject to the statutory
provision requiring that water service charges be set at a level that will pay debt service on bonded debt and
operating expenses.
Article XIII D added several requirements that generally made it more difficult for local agencies, such
as the District, to levy and maintain “assessments” for municipal services and programs. “Assessment” is
defined in Proposition 218 and the Proposition 218 Omnibus Implementation Act (as enacted in Government
62

Code Section 53750) to mean any levy or charge upon real property for a special benefit conferred upon the real
property. This includes maintenance assessments imposed in Water District service areas and in special districts.
In most instances, in the event that the District is unable to collect assessment revenues relating to specific
programs as a consequence of Proposition 218, the District will curtail such services rather than use amounts in
the General Fund to finance such programs. However, no assurance can be given that the District may or will be
able to reduce or eliminate such services to avoid new costs for the District General Fund in the event the
assessments that presently finance them are reduced or repealed.
Article XIII D also adds several provisions affecting “fees” and “charges” which are defined as “any
levy other than an ad valorem tax, a special tax, or an assessment, imposed by an agency [subdivision (a) of
Section 2 of Article XIII D defines an agency as any local government as defined in subdivision (b) of Section 1
of Article XIIIC] upon a parcel or upon a person as an incident of property ownership, including a user fee or
charge for a property related service.” All new fees and charges and, after June 30, 1997, all existing property
related fees and charges that are extended, imposed or increased must conform to requirements prohibiting,
among other things, fees and charges which (i) generate revenues exceeding the funds required to provide the
property related service, (ii) are used for any purpose other than those for which the fees and charges are
imposed, (iii) are for a service not actually used by, or immediately available to, the owner of the property in
question, or (iv) are used for general governmental services, including police, fire, ambulance or library
services, where the service is available to the public at large in substantially the same manner as it is to property
owners. Further, before any property related fee or charge may be imposed or increased, written notice must be
given to the record owner of each parcel of land affected by such fee or charge. The District must then hold a
hearing upon the proposed imposition or increase of such property-related fee or charge, and if written protests
against the proposal are presented by a majority of the owners of the identified parcels, the District may not
impose or increase the fee or charge. Moreover, except for fees or charges for sewer, water and refuse collection
services, no property related fee or charge may be imposed or increased without majority approval by the
property owners subject to the fee or charge or, at the option of the District, two-thirds voter approval by the
electorate residing in the affected area. The annual amount of revenues that are received by the District and
deposited into its General Fund which may be considered to be property related fees and charges under Article
XIII D of Proposition 218 is not substantial. Accordingly, the District does not presently anticipate that any
impact Article XIII D may have on future fees and charges will adversely affect the ability of the District to pay
the principal of and interest on the Bonds as and when due. However, no assurance can be given that the District
may or will be able to reduce or eliminate such services to avoid new costs for the District General Fund in the
event the fees and charges that presently finance them are reduced or repealed.
The District has complied with the applicable notice and protest procedures of Article XIIID for all
increases in its water rates and charges and its wastewater rates and charges approved since the effective date of
Article XIIID. In January 2001, the District and its counsel concluded based upon the appellate court decision in
Howard Jarvis Taxpayers Association v. City of Los Angeles entered on November 1, 2000, that water and
wastewater rates and charges were not fees or charges as defined in Article XIIID and, therefore, increases in
such rates and charges were not subject to the notice and hearing requirements of Article XIIID. Consequently,
while the District did hold public hearings prior to approving water and wastewater rate increases between
January 2001 and June 2004, the District did not provide specific written notice of such proposed rate increases
to the record owner of each identified parcel upon which such increased fee or charge was to be imposed. There
has not been nor is there any pending challenge to any of the District’s water or wastewater fees and charges
approved since the effective date of Proposition 218. While Water District general counsel believes, based upon
the judicial precedent in place during the period of these rate increases, that a reviewing court could reasonably
uphold the validity of those increases, neither the District nor Water District general counsel can predict with
certainty the outcome of a challenge to the increases in the District’s wastewater rates and charges that were not
approved in accordance with the notice and hearing requirements of Article XIIID if one were brought. The
District’s general counsel also believes that the statute of limitations would bar any challenge to the validity of
the District’s fees and charges adopted between 1997 and 2006 and any claim for a refund for any such fees and
charges then in effect. Since 2007, the District has complied with all applicable notice and protest procedures of
63

Article XIIID for all increases in its water rates and charges and its wastewater rates and charges. At its regular
meeting of June 10, 2010, the District Board, in full compliance with Article XIIID notice and protest
procedures, reaffirmed all water and wastewater rates and charges adopted by the District between 1997 and
2010.
In addition, Article XIIID also includes a number of limitations applicable to existing fees and charges
including provisions to the effect that (i) revenues derived from the fee or charge shall not exceed the funds
required to provide the property-related service; (ii) such revenues shall not be used for any purpose other than
that for which the fee or charge was imposed; (iii) the amount of a fee or charge imposed upon any parcel or
person as an incident of property ownership shall not exceed the proportional cost of the service attributable to
the parcel; and (iv) no such fee or charge may be imposed for a service unless that service is actually used by, or
immediately available to, the owner of the property in question. Property-related fees or charges based on
potential or future use of a service are not permitted.
Standby charges are classified as assessments. The District believes that the ad valorem assessments in
excess of amounts necessary to pay the principal of and interest on the General Obligation Bonds are
assessments under Article XIIID. Procedural requirements for assessments under Article XIIID include
conducting a public hearing and mailed protest procedure, with notice to the record owner of each parcel subject
to the assessment. The assessment may not be imposed if a majority of the ballots returned oppose the
assessment, with each ballot weighted according to the proportional financial obligation of the affected parcel.
Existing, new or increased assessments are subject to the procedural provisions of Proposition 218.
However, certain assessments existing on November 6, 1996, are classified as exempt from the procedures and
approval process of Article XIIID. Expressly exempt assessments include (i) an assessment imposed
exclusively to finance capital costs or maintenance and operation expenses for sewers, water, flood control and
drainage systems, but subsequent increases are subject to the procedures and approval requirements; (ii) an
assessment imposed pursuant to a petition signed by all affected landowners (but subsequent increases are
subject to the procedural and approval requirements); (iii) assessments, the proceeds of which are used
exclusively to pay bonded indebtedness, where failure to pay would violate the U.S. Constitution’s prohibition
against the impairment of contracts; and (iv) any assessment which has previously received approval by a
majority vote of the voters (but subsequent increases are subject to the procedural and approval requirements).
Water standby charges are classified as assessments and must comply with the provisions of Proposition
218 pertaining to assessments. Standby charges imposed exclusively to finance the capital costs or maintenance
and operation expenses for sewers or water which were in effect on the effective date of Proposition 218 need
not comply with the approval process applicable to assessments generally. However, future increases in such
standby charges are subject to the protest-election procedures in Article XIIID.
The District and its general counsel believe that the District’s current ad valorem assessments and
standby charges are exempt from the requirements of Article XIIID. Should it become necessary, however, to
increase the ad valorem assessments or the standby charges above current levels, the District would be required
to comply with the requirements of Article XIIID. Furthermore, in interpreting Proposition 218, a court could
conclude that although existing ad valorem assessments and standby charges are exempt from the procedural
requirements, such charges must still comply with the substantive provisions of Article XIIID, including the
requirement that the assessment on each parcel not exceed the reasonable cost of the proportional special benefit
to that parcel. As to its rates and charges, the District believes that it is in compliance with the requirements of
Proposition 218 and that it will continue to comply with its rate covenant in conformity with the provisions of
Article XIIID of the California State Constitution. To date, there have been no legal challenges to rate increases
implemented by the District pursuant to Proposition 218 or otherwise.
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Additional implementing legislation respecting Proposition 218 may be introduced in the State
legislature from time to time that would amend and supplement and add provisions to California statutory law.
No assurance may be given as to the terms of such legislation or its potential impact on the District.
Proposition 1A
Proposition 1A (“Proposition 1A”), proposed by the Legislature as a Senate Constitutional Amendment
in connection with the 2004-05 Budget Act and approved by California voters in November 2004, provides that
the State may not reduce any local sales tax rate, limit existing local government authority to levy a sales tax
rate or change the allocation of local sales tax revenues, subject to certain exceptions. Proposition 1A generally
prohibits the State from shifting to schools or community colleges any share of property tax revenues allocated
to local governments for any Fiscal Year, as set forth under the laws in effect as of November 3, 2004. Any
change in the allocation of property tax revenues among local governments within a county must be approved
by two-thirds of both houses of the Legislature. In connection with the State Budget Act for Fiscal Year 200910, the State Legislature approved Assembly Bill 14 which suspended certain property tax provisions of
Proposition 1A upon the declaration by the Governor of severe State financial hardship and certain other
conditions. Assembly Bill 14 authorized the State to shift to schools and community colleges up to 8% of local
government property tax revenues, which amount must be repaid, with interest, by June 30, 2013. The State
may also approve voluntary exchanges of local sales tax and property tax revenues among local governments
within a county. Proposition 1A also provides that if the State reduces the VLF rate below 0.65 percent of
vehicle value, the State must provide local governments with equal replacement revenues. Further, Proposition
1A requires the State, beginning July 1, 2005, to suspend State mandates affecting cities, counties and special
districts, excepting mandates relating to employee rights, schools or community colleges, in any year that the
State does not fully reimburse local governments for their costs to comply with such mandates. The State’s
ability to initiate future exchanges and shifts of funds will be limited by Proposition 22. See “ – Proposition 22”
below.
Proposition 22
Proposition 22 (“Proposition 22”), which was approved by California voters in November 2010,
prohibits the State, even during a period of severe fiscal hardship, from delaying the distribution of tax revenues
for transportation, redevelopment, or local government projects and services and prohibits fuel tax revenues
from being loaned for cash-flow or budget balancing purposes to the State General Fund or any other State fund.
Due to the prohibition with respect to State’s ability to take, reallocate, and borrow money raised by local
governments for local purposes, Proposition 22 supersedes certain provisions of Proposition 1A of 2004. See “ Proposition 1A” herein. In addition, Proposition 22 generally eliminates the State’s authority to temporarily
shift property taxes from cities, counties, and special districts to schools, temporarily increase school and
community college district’s share of property tax revenues, prohibits the State from borrowing or redirecting
redevelopment property tax revenues or requiring increased pass-through payments thereof, and prohibits the
State from reallocating vehicle license fee revenues to pay for State-imposed mandates. In addition,
Proposition 22 requires a two-thirds vote of each house of the State Legislature and a public hearing process to
be conducted in order to change the amount of fuel excise tax revenues shared with cities and counties. The
LAO states that Proposition 22 will prohibit the State from enacting new laws that require redevelopment
agencies to shift funds to schools or other agencies.
Proposition 22 prohibits the State from borrowing sales taxes or excise taxes on motor vehicle fuels or
changing the allocations of those taxes among local government except pursuant to specified procedures
involving public notices and hearings. In addition, Proposition 22 requires that the State apply the formula
setting forth the allocation of State fuel tax revenues to local agencies revert to the formula in effect on June 30,
2009. The LAO anticipates that Proposition 22 will require the State to adopt alternative actions to address its
fiscal and policy objectives, particularly with respect to short-term cash flow need. The District does not believe
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that the adoption of Proposition 22 will have a significant impact on its revenues and expenditures during Fiscal
Year 2011-12.
Proposition 26
Proposition 26 (“Proposition 26”), which was approved by California voters on November 2, 2010,
revises the California Constitution to expand the definition of “taxes.” Proposition 26 re-categorizes many State
and local fees as taxes and specifies a requirement of two-thirds voter approval for taxes levied by local
governments.
Proposition 26 requires the State obtain the approval of two-thirds of both houses of the State
Legislature for any proposed change in State statutes, which would result in any taxpayer paying a higher tax.
Proposition 26 eliminates the previous practice whereby a tax increase coupled with a tax reduction that resulted
in an overall neutral fiscal effect was subject only to a majority vote in the State Legislature. Furthermore,
pursuant to Proposition 26, any increase in a fee above the amount needed to provide the specific service or
benefit is deemed to be a tax and the approval thereof will require such two-thirds vote of approval to be
effective. In addition, for State imposed fees and charges, any fee or charge adopted after January 1, 2010 with
a majority vote of approval of the State Legislature which would have required a two-thirds vote of approval of
the State Legislature if Proposition 26 were effective at the time of such adoption is repealed as of
November 2011 absent the re-adoption by the requisite two-thirds vote.
Proposition 26 amends Article XIII C of the State Constitution to state that a “tax” means a levy, charge
or exaction of any kind imposed by a local government, except (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; or (7) assessments and property related
fees imposed in accordance with the provisions of Proposition 218. See “ - Article XIII C and Article XIII D”
herein.
Proposition 26 applies to any levy, charge or exaction imposed, increased, or extended by local
government on or after November 3, 2010, unless exempted, as stated above. Accordingly, fees adopted prior to
that date are not subject to the measure until they are increased or extended or if it is determined that an
exemption applies. As of the date hereof, none of the District’s fees or charges has been challenged in a court of
law in connection with the requirements of Proposition 26.
If the local government specifies how the funds from a proposed local tax are to be used, the approval
will be subject to a two-thirds voter requirement. If the local government does not specify how the funds from a
proposed local tax are to be used, the approval will be subject to a fifty percent voter requirement. Proposed
local government fees that are not subject to Proposition 26 generally are subject to the approval of a majority of
the governing body. In general, proposed property charges will be subject to a majority vote of approval by the
governing body although certain proposed property charges will also require approval by a majority of the
affected property owners.

66

Future Initiatives
Article XIII A, Article XIII B, Article XIII C, Article XIII D, Proposition 111, Proposition 1A,
Proposition 62, Proposition 22, and Proposition 26 were each adopted as measures that qualified for the ballot
pursuant to the State’s initiative process. From time to time, other initiative measures could be adopted, further
affecting revenues of the District or the District’s ability to expend revenues. The nature and impact of these
measures cannot be predicted by the District.
CERTAIN LEGAL MATTERS
Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, California, Bond
Counsel, will render an approving opinion with respect to the Bonds, the proposed form of which is set forth in
Appendix D. See “Tax Matters ” herein. From time to time Bond Counsel represents the Underwriter on matters
unrelated to the Bonds. Bond Counsel has not been engaged by the Authority or the District to prepare this
Official Statement and expresses no opinion as to the accuracy, completeness or sufficiency of this Official
Statement or other offering material relating to the Bonds and expressly disclaims any duty to advise the Owners
of the Bonds with respect to matters contained in this Official Statement or other offering material. Certain
matters will be passed upon for the Underwriter by its counsel, Hawkins Delafield & Wood LLP, Los Angeles,
California, and for the Authority and the District by their counsel, Best, Best & Krieger LLP, San Diego,
California.
FINANCIAL STATEMENTS
The general purpose financial statements of the District included in Appendix C to this Official
Statement have been audited by Mayer Hoffman McCann P.C., independent certified public accountants. See
Appendix C – “Audited Financial Statements of the Rancho California Water District for Fiscal Year Ending
June 30, 2011” attached hereto. The audited financial statements, including the footnotes thereto, should be
reviewed in their entirety. Mayer Hoffman McCann P.C. has not consented to the inclusion of its report as
Appendix C and has not undertaken to update its report or to take any action intended or likely to elicit
information concerning the accuracy, completeness or fairness of the statements made in this Official Statement,
and no opinion is expressed by Mayer Hoffman McCann P.C. with respect to any event subsequent to its report
dated September 1, 2011. The District represents that there has been no material change to its financial
condition since September 1, 2011 that is not otherwise disclosed in this Official Statement.
TAX MATTERS
The District has elected to issue the Bonds as Qualified Energy Conservation Bonds for purposes of
Section 54D of the Code for which the District is allowed a refundable credit which, with respect to any Interest
Payment Date with respect to the Bonds, is equal to the lesser of (a) 100 percent of the interest payable on the
Bonds on such Interest Payment Date or (b) 70 percent of the amount of interest that would have been payable
on the Bonds on such Interest Payment Date, if such interest were determined at the applicable credit rate
determined under Section 54A(b)(3) of the Code. The District will elect to receive a cash subsidy payment from
the United States Treasury equal to the lesser of (a) 100 percent of the interest payable on the Bonds on each
Interest Payment Date or (b) 70 percent of the amount of interest that would have been payable on each Interest
Payment Date on the Bonds if such interest were determined at the applicable credit rate determined under
Section 54A(b)(3) of the Code. UNDER NO CIRCUMSTANCES WILL THE BOND OWNERS RECEIVE OR
BE ENTITLED AT ANY TIME TO A CREDIT AGAINST THE TAX IMPOSED BY THE CODE WITH
RESPECT TO THE OWNERSHIP OF THE BONDS. Neither the Authority nor the District can ensure that the
District will receive such a refundable credit at any time and in any given amount.
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In the opinion of Special Counsel, under existing statutes, regulations, rulings and judicial decisions,
interest (and original issue discount) on the Bonds is exempt from State personal income tax.
Except for certain exceptions, the difference between the issue price of a Bond (the first price at which a
substantial amount of the Bonds of the same series and maturity is to be sold to the public) and the stated
redemption price at maturity with respect to such Bond (to the extent the redemption price at maturity is more
than the issue price) constitutes original issue discount. Original issue discount accrues under a constant yield
method. The amount of original issue discount deemed received by a Bond Owner will increase such Bond
Owner’s basis in the Bond. Bond Owners should consult their own tax advisors with respect to taking into
account any original issue discount on the Bonds.
The amount by which a Bond Owner’s original basis for determining loss on sale or exchange in the
applicable Bond (generally, the purchase price) exceeds the amount payable on maturity (or on an earlier call
date) constitutes amortizable bond premium, which the Bond Owner may elect to amortize under Section 171 of
the Code and Section 54A; such amortizable bond premium reduces the Bond Owner’s basis in the applicable
Bond (and the amount of taxable interest received) and is deductible for federal income tax purposes. The basis
reduction as a result of the amortization of bond premium may result in a Bond Owner realizing a taxable gain
when a Bond is sold by such Bond Owner for an amount equal to or less (under certain circumstances) than the
original cost of the Bond to the Bond Owner. The Bond Owners that have a basis in the Bonds that is greater
than the principal amount of the Bonds should consult their own tax advisors with respect to whether or not they
should elect to amortize such premium under Section 171 of the Code.
The qualification of the Bonds and receipt of the refundable credit for purposes of Section 54D of the
Code is subject to the condition that the District and others comply with all requirements of the Code that must
be satisfied subsequent to the issuance of the Bonds to assure that the Bonds qualify as Qualified Energy
Conservation Bonds under Section 54D of the Code for which the District has made an irrevocable election to
receive a refundable credit. Failure to comply with such requirements of the Code might result in the District
not receiving such a refundable credit, possibly retroactive to the date of issue of the Bonds.
Certain agreements, requirements and procedures contained or referred to in the Indenture, the
Installment Purchase Agreement and the Tax Certificate executed by the Authority with respect to the Bonds
may be changed and certain actions may be taken or omitted, under the circumstances and subject to the terms
and conditions set forth in such documents, upon the advice or with the approving Opinion of Bond Counsel (as
defined in the Indenture). We express no opinion as to the effect of any such change on the right of the District
to receive a refundable credit with respect to the Bonds if such change occurs or action is taken or omitted upon
advice or approval of bond counsel other than Stradling Yocca Carlson & Rauth, a Professional Corporation.
The IRS has initiated an expanded program for the auditing of bond issues, including both random and
targeted audits. It is possible that the Bonds will be selected for audit by the IRS. It is also possible that the
market value of the Bonds might be affected as a result of such an audit of the Bonds (or by an audit of similar
bonds). No assurance can be given that in the course of an audit, as a result of an audit, or otherwise, that
Congress or the IRS will not change the Code (or interpretation thereof) subsequent to the issuance of the Bonds
to the extent that it adversely affects the status of the Bonds as Qualified Energy Conservation Bonds for
purposes of Section 54D of the Code for which the District is entitled to a refundable credit or the market value
of the Bonds.
It is possible that subsequent to the issuance of the Bonds there might be federal, state, or local statutory
changes (or judicial or regulatory interpretations of federal, state or local law) that affect the federal, state, or
local tax treatment of the Bonds or the market value of the Bonds. No assurance can be given that subsequent to
the issuance of the Bonds such changes or interpretations will not occur.
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The federal tax and State personal income tax discussion set forth above is included for general
information only and may not be applicable depending upon a Bond Owner’s particular situation. The
ownership and disposal of the Bonds and the accrual or receipt of interest on the Bonds may otherwise affect the
tax liability of certain persons. Bond Counsel expresses no opinion regarding any such tax consequences. ANY
FEDERAL TAX ADVICE CONTAINED HEREIN WITH RESPECT TO THE BONDS IS NOT INTENDED
OR WRITTEN TO BE USED, AND IT CANNOT BE USED, FOR THE PURPOSE OF AVOIDING
PENALTIES UNDER THE CODE. THE FEDERAL TAX ADVICE CONTAINED HEREIN WITH RESPECT
TO THE BONDS WAS WRITTEN TO SUPPORT THE PROMOTING AND MARKETING OF THE
BONDS. BEFORE PURCHASING ANY OF THE BONDS, ALL POTENTIAL PURCHASERS SHOULD
CONSULT THEIR INDEPENDENT TAX ADVISORS WITH RESPECT TO THE TAX CONSEQUENCES
RELATING TO THE BONDS AND THE TAXPAYER’S PARTICULAR CIRCUMSTANCES.
A copy of the proposed form of opinion of Bond Counsel with respect to the Bonds is attached hereto as
APPENDIX D.
LITIGATION
There is no action, suit, proceeding, inquiry or investigation, at law or in equity, before or by any court,
regulatory agency, public board or body, pending or, to the best knowledge of the District, threatened against the
Authority or the District affecting the existence of the Authority or the District or the titles of its directors or
officers to their offices or seeking to restrain or to enjoin the issuance of the Bonds, the application of the
proceeds thereof in accordance with the Indenture, or in any way contesting or affecting the validity or
enforceability of the Bonds, the Indenture, the Master Agreement, the Installment Purchase Agreement, or any
action of the Authority or the District contemplated by any of said documents, or in any way contesting the
completeness or accuracy of this Official Statement, or contesting the powers of the Authority or the District or
their authority with respect to the Bonds or any action of the Authority or the District contemplated by any of
said documents, nor, to the knowledge of the District is there any basis therefor.
United States v. Fallbrook Public Utility District, Case No. 1247. This is a water rights case in which
the court has retained continuing jurisdiction to adjudicate water rights in the Santa Margarita watershed. The
court has appointed a watermaster and a steering committee of which the District is a member which actively
monitors water use in the Santa Margarita River watershed. The District has entered into a Cooperative Water
Resource Management Agreement with the United States Marine Corps to resolve all issues in the case vis-à-vis
Camp Pendleton. In October 2006, the Cahuilla, a band of Indians, filed a Complaint in Intervention, seeking to
quantify its water rights in the Anza Basin. Although the District’s water rights are largely unaffected by said
quantification efforts in the Anza Basin, all property owners who were defendants in the Fallbrook case have
been provided with Notice of the Complaint. Federal District Court Judge Gordon Thompson, granted a Motion
to Dismiss all property owners downstream from the Anza Basin, including the District, on April 29, 2009.
Under the umbrella of the Fallbrook litigation, the District and the Pechanga Tribe are separately negotiating a
permanent agreement, quantifying their respective water rights. The parties have a pending settlement
agreement which is subject to approval by the United States Congress and the federal court. If the settlements
are not effectuated, the Pechanga Tribe will be asserting rights to water within the watershed of the District
which could result in a reduction of the amount of local water available to the District for use.
Except as otherwise described herein, there is no action, suit, proceeding, inquiry or investigation, at law
or in equity, before or by any court, regulatory agency, public board or body pending or, to the best knowledge
of the District, threatened against the District contesting or affecting the ability of the District to collect amounts
from which the Installment Payments are payable, or which would have a material adverse effect on the District,
including the District’s ability to make Installment Payments. For a discussion of recent settlements and
concluded proceedings that affect the District’s rights to water, see “Water Supply and Operations” herein.
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CONTINUING DISCLOSURE
Pursuant to a Continuing Disclosure Agreement (the “Continuing Disclosure Agreement”), the District
will agree to provide, or cause to be provided, with respect to each fiscal year of the District commencing with
the Fiscal Year ended June 30, 2012, by no later than six months after the end of each fiscal year, to the MSRB,
through its EMMA system, certain annual financial information and operating data, including its audited
financial statements and information of the type set forth in this Official Statement under the headings
“Financial Results of the District.” In addition, the District has agreed to provide, or cause to be provided, to the
EMMA System in a timely manner not in excess of ten (10) Business Days after the occurrence notice of the
occurrence of any of the following Listed Events (collectively, the “Listed Events”): (1) principal and interest
payment delinquencies; (2) non-payment related defaults, if material; (3) modifications to rights of Holders, if
material; (4) bbond calls, if material and tender offers; (5) defeasances; (6) rating changes; (7) adverse tax
opinions, the issuance by the Internal Revenue Service of proposed or final determinations of taxability, Notices
of Proposed Issue (Internal Revenue Service Form 5701-TEB) or other material notices of determinations with
respect to the tax status of the Bonds, or other material events affecting the tax status of the Bonds;
(8) unscheduled draws on the debt service reserves reflecting financial difficulties; (9) unscheduled draws on the
credit enhancements reflecting financial difficulties; (10) release, substitution or sale of property securing
repayment of the Bonds, if material; (11) bankruptcy, insolvency, receivership or similar event of the District
(such event is considered to occur when any of the following occur: the appointment of a receiver, fiscal agent
or similar officer for the District in a proceeding under the U.S. Bankruptcy Code or in any other proceeding
under State or federal law in which a court or government authority has assumed jurisdiction over substantially
all of the assets or business of the District, or if such jurisdiction has been assumed by leaving the existing
governing body and officials or officers in possession but subject to the supervision and orders of a court or
governmental authority, or the entry of an order confirming a plan of reorganization, arrangement or liquidation
by a court or governmental authority having supervision or jurisdiction over substantially all of the assets or
business of the District; (12) substitution of credit or liquidity providers, or their failure to perform; (13) the
consummation of a merger, consolidation, or acquisition involving the District or the sale of all or substantially
all of the assets of the District, other than in the ordinary course of business, the entry into a definitive
agreement to undertake such an action or the termination of a definitive agreement relating to any such actions,
other than pursuant to its terms, if material; and (14) appointment of a successor or additional Trustee or the
change of name of a Trustee, if material. These covenants have been made in order to assist the Underwriter in
complying with Rule 15c2-12(b)(5). The District has never failed to comply in all material respects with any
previous undertakings with regard to said Rule to provide annual reports or notices of material events.
The District may amend the Continuing Disclosure Agreement, and waive any provision thereof, by
written agreement of the parties, without the consent of the owners of the Bonds (except to the extent required
under clause (4)(ii) below), if all of the following conditions are satisfied: (1) such amendment is made in
connection with a change in circumstances that arises from a change in legal (including regulatory)
requirements, a change in law (including rules or regulations) or in interpretations thereof, or a change in the
identity, nature or status of the District or the type of business conducted thereby; (2) the Continuing Disclosure
Agreement as so amended would have complied with the requirements of Rule 15c2-12 as of the date of the
Continuing Disclosure Agreement, after taking into account any amendments or interpretations of the Rule, as
well as any change in circumstances; (3) the District shall have delivered to the Trustee an opinion of nationally
recognized bond counsel or counsel expert in federal securities laws, addressed to the District and the Trustee, to
the same effect as set forth in clause (2) above; (4) either (i) the District shall have delivered to the Trustee an
opinion of nationally recognized bond counsel or counsel expert in federal securities laws, addressed to the
District and the Trustee, to the effect that the amendment does not materially impair the interests of the holders
of the Bonds, or (ii) the holders of the Bonds consent to the amendment to the Continuing Disclosure Agreement
pursuant to the same procedures as are required for amendments to the Indenture with consent of holders of the
Bonds pursuant to the terms of the Indenture as in effect on the date of the Continuing Disclosure Agreement;
and (5) the District shall have delivered copies of such opinion and amendment to the Dissemination Agent for
delivery to the MSRB.
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RATINGS
Standard & Poor’s, a Division of the McGraw-Hill Companies Inc. (“S&P”) and Fitch Ratings (“Fitch”
and together with S&P, the “Rating Agencies”) have also assigned ratings of “AA+,” and “AA+,” respectively,
to the Bonds. Such ratings reflect only the views of such organizations and any desired explanation of the
significance of such ratings should be obtained from the rating agency furnishing the same, at the following
addresses: Standard & Poor’s, 55 Water Street, New York, New York 10041; and Fitch, Inc., One State Street
Plaza, New York, New York 10004. Generally, a rating agency bases its rating on the information and materials
furnished to it and on investigations, studies and assumptions of its own. There is no assurance that such ratings
will continue for any given period of time or that they will not be revised downward or withdrawn entirely by
the Rating Agencies, if in the judgment of the Rating Agencies circumstances so warrant. Any such downward
revision or withdrawal of such ratings may have an adverse effect on the market price of the Bonds.
UNDERWRITING
The Bonds are being purchased by Merrill Lynch, Pierce, Fenner & Smith Incorporated, as underwriter
(the “Underwriter”). The Underwriter has agreed, subject to certain conditions, to purchase the Bonds at a price
of $9,812,135.67 (representing the aggregate principal amount of the Bonds less an underwriter’s discount of
$57,864.33). The Underwriter may offer and sell the Bonds to certain dealers and others at prices lower than the
initial offering prices. The offering prices may be changed from time to time by the Underwriter.
PROFESSIONAL FEES
In connection with the issuance of the Bonds, fees payable to the Underwriter, Stradling Yocca
Carlson & Rauth, a Professional Corporation, Bond Counsel, Hawkins Delafield & Wood LLP, Underwriter’s
Counsel, Fieldman, Rolapp & Associates, Financial Advisor, and The Bank of New York Mellon Trust
Company, N.A., as Trustee, are contingent upon the issuance of the Bonds.
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MISCELLANEOUS
References are made herein to certain documents and reports which are brief summaries thereof and
which do not purport to be complete or definitive, and reference is made to such documents and reports for a full
and complete statement of the contents thereof.
This Official Statement is not to be construed as a contract or agreement between the Authority or the
District and the purchasers or Owners of any of the Bonds.
The execution and delivery of this Official Statement has been duly authorized by the Authority and the
District.
RANCHO CALIFORNIA WATER DISTRICT
FINANCING AUTHORITY

By:

/s/
Jeffrey D. Armstrong
Treasurer

RANCHO CALIFORNIA WATER DISTRICT

By:
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/s/
Jeffrey D. Armstrong
Chief Financial Officer/Treasurer

APPENDIX A
DEMOGRAPHIC INFORMATION RELATING TO THE
COUNTY OF RIVERSIDE AND THE DISTRICT’S SERVICE AREA
The Bonds do not represent a lien or charge against the funds or property of the County. The following
information is provided only to give prospective investors an overview of the general economic condition of the
County and the District’s service area.
Background Information
The District is located within the County. The District’s service area includes the City of Temecula,
portions of the City of Murrieta and the unincorporated territory of the County adjacent to such cities.
The County was organized in 1893 from territory in San Bernardino and San Diego Counties and
encompasses over 7,200 square miles. The County is bordered on the north by San Bernardino County, on the
east by the State of Arizona, on the South by San Diego and Imperial Counties and on the west by Orange and
Los Angeles counties. The County is the fourth largest county in California and there are 28 incorporated cities
in the County.
County Organization
The County is a general law county divided into five supervisorial districts on the basis of registered
voters and population. The County is governed by a five member Board of Supervisors each of whom serve
alternating four year terms. The chairman is elected by the members of the Board of Supervisors.
County administration includes appointed and elected officials, boards, commissions, and committees
which assist the Board of Supervisors. The County provides a wide range of services to residents, including
police and fire protection, medical and health services, education, library services, judicial institutions, and
public assistance programs.
County Services
Some municipal services are provided by the County on a contract basis to incorporated cities within its
boundaries. These services are designed to allow cities to contract for certain municipal services such as police
and fire protection without incurring the cost of creating city departments and facilities. Services are provided
to the cities at cost by the County.
The County is the agency that collects District taxes, assessments and standby charges through the
offices of the County Assessor and the Treasurer-Tax Collector.
Population
According to the State Department of Finance, Demographic Research Unit, the County’s population
was estimated at 2,217,778 as of January 1, 2011 reflecting a 1.70% increase over the County’s population as of
January 1, 2010. According to the 2010 U.S. Census, the County’s population increased 42% over its 2000
population of 1,557,271.
The largest cities in the County are the cities of Riverside, Moreno Valley, Corona, Temecula, Murrieta,
Indio, Hemet, Menifee, Perris, and Cathedral City. The areas of most rapid population growth continue to be
those more populated and industrialized cities in the western and central regions of the County and the
southwestern unincorporated region of the County between Sun City and Temecula.

The population of the District’s service area was estimated to be approximately 143,500 during Fiscal
Year 2010-11, which reflects an increase from the estimated population of 141,500 during Fiscal Year 2009-10.
Growth in the communities served by the District has slowed as a result of the downturn in the housing market.
Table A-1 below sets forth the estimated annual population figures for the State, the County and cities
located within the County for the years 2006 through 2011.
TABLE A-1
COUNTY OF RIVERSIDE
POPULATION OF CITIES WITHIN THE COUNTY, THE COUNTY AND THE STATE
City
Banning
Beaumont
Blythe
Calimesa
Canyon Lake
Cathedral City
Coachella
Corona
Desert Hot Springs
Eastvale
Hemet
Indian Wells
Indio
Lake Elsinore
La Quinta
Menifee
Moreno Valley
Murrieta
Norco
Palm Desert
Palm Springs
Perris
Rancho Mirage
Riverside
San Jacinto
Temecula
Wildomar
Incorporated
Unincorporated
County (1)
State of California

2006(2)
28,540
24,467
21,576
7,608
10,534
50,017
33,964
145,399
22,805
-72,298
4,746
66,670
41,239
33,987
-176,830
93,701
27,045
47,270
44,308
54,439
16,592
286,720
35,131
90,120
-539,907
1,436,006

2007(2)
28,634
29,668
21,876
7,605
10,448
50,634
36,851
146,272
24,124
-74,434
4,779
70,948
47,705
35,792
-182,330
97,747
27,017
46,867
44,154
59,014
16,779
289,674
38,963
93,122
-564,465
1,485,437

2008(2)
28,695
33,002
20,817
7,626
10,421
50,401
38,521
147,319
25,115
-75,383
4,826
74,007
49,747
36,744
-185,513
100,476
26,812
47,453
44,026
63,041
16,815
293,988
40,877
95,332
-585,784
1,516,957

2009(2)
29,144
34,387
20,460
7,747
10,511
50,812
39,079
149,692
25,690
-76,961
4,910
74,590
50,616
37,116
75,707
189,690
101,998
26,852
47,993
44,346
65,422
17,037
298,721
42,652
97,741
31,732
489,020
1,651,606

2010(2)
29,492
36,468
20,882
7,847
10,550
51,093
40,508
151,858
25,886
-78,295
4,947
75,263
51,448
37,044
77,902
192,599
103,066
27,069
48,215
44,480
67,607
17,165
302,597
43,881
99,757
32,393
501,380
1,678,312

2011(2)
29,844
38,195
20,158
7,941
10,647
51,603
41,502
153,649
27,383
54,303
79,607
5,010
77,165
52,503
37,836
79,444
195,216
104,459
27,060
49,111
45,002
69,781
17,463
306,779
44,597
101,657
32,543
457,320
1,760,458

975,913

2,049,902

2,102,741

2,140,626

2,179,692

2,217,778

36,116,202

36,399,676

36,704,375

36,966,713

37,223,900

37,510,766

(1)

Totals may not equal sum due to independent rounding; census counts remain unrounded.
Data is as of January 1 of each calendar year.
Source: State Department of Finance, Demographic Research Unit.

(2)
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Income
Table A-2 below summarizes the total effective buying income for the County and the State of
California for the years 2006 through 2010. Between 2009 and 2010, the County’s growth in median household
effective buying income grew approximately 0.5%, compared to an increase of 1.7% for the State.
TABLE A-2
COUNTY OF RIVERSIDE AND STATE OF CALIFORNIA
PERSONAL INCOME

Year and Area

Total Effective
Buying Income
($ in Thousands)

2006
County of Riverside
State of California

$ 35,656,620
764,120,082

$43,490
46,275

2007
County of Riverside
State of California

$ 38,631,365
814,894,437

$45,310
48,203

2008
County of Riverside
State of California

$ 40,935,407
832,531,445

$46,958
48,952

2009
County of Riverside
State of California

$ 40,935,686
832,528,809

$46,852
48,915

2010
County of Riverside
State of California

$ 41,337,856
844,822,042

$47,080
49,736

Source:

Median Household
Effective Buying
Income

Demographics USA, Trade Dimensions for 2006, “Survey of Buying Power,” Sales & Marketing Management
Magazine, 2007 and 2008, and Nielson Solution Center for 2009 and 2010.
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Industry and Employment
Table A-3 below summarizes the annual average employment in the County for the years 2006 through
2010.
TABLE A-3
COUNTY OF RIVERSIDE
ANNUAL AVERAGE EMPLOYMENT
(In Thousands)
Industry

2006

2007

2008

2009

2010

Agriculture
Construction, Natural Resources and Mining
Manufacturing:
Durables
Nondurables
Trade, Transportation and Utilities:
Wholesale Trade
Retail Trade
Transportation, Warehousing and Utilities
Information
Financial Activities
Professional and Business Services
Educational and Health Services
Leisure and Hospitality
Other Services
Government
TOTAL ALL INDUSTRIES

14.2
81.4

13.0
69.6

13.1
55.2

12.4
40.9

12.8
36.0

41.4
15.6

39.3
15.1

34.0
14.4

26.8
12.2

26.4
11.5

20.5
85.9
17.0
7.7
23.6
62.6
53.5
71.9
20.5
104.8
620.5

21.1
88.0
20.9
7.8
23.0
63.0
56.9
73.7
20.1
108.8
620.2

20.4
84.9
21.2
7.7
22.3
58.0
58.1
72.8
19.4
110.6
592.0

18.7
78.8
19.7
8.5
20.7
53.6
57.9
68.7
18.1
109.3
546.3

19.1
78.2
19.5
10.2
19.3
50.6
58.6
68.5
18.1
107.8
536.6

Source: State Employment Development Department, Labor Market Information Division.
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Table A-4 below sets forth the major employers located in the County in 2010.
TABLE A-4
COUNTY OF RIVERSIDE
MAJOR EMPLOYERS (2010)
Employer Name

Location

Industry

Abbott Vascular

Temecula

Physicians & Surgeons

Corona Regional Medical Center

Corona

Hospitals

Corrections Department

Norco

State Government-Correctional Institutions

Crossroads Truck Dismantling

Mira Loma

Automobile Wrecking (Wholesale)

Eisenhower Medical Center

Rancho Mirage

Hospitals

Handsome Rewards

Perris

Internet & Catalog Shopping

Hemet Valley Medical Center

Hemet

Hospitals

Hotel at Fantasy Springs

Indio

Casinos

Hub International of California Insurance

Riverside

Insurance

J.W. Marriott-Desert Springs Resort

Palm Desert

Hotels & Motels

Kaiser Permanente

Riverside

Hospitals

La Quinta Resort & Club

La Quinta

Resorts

Morongo Hotel

Cabazon

Casinos

Morongo Tribal Gaming Ent

Banning

Business Management Consultants

Pechanga Casino

Temecula

Casinos

Restoration Technologies Inc.

Corona

Electronic Equipment & Supplies-Retail

Riverside Community Hospital

Riverside

Hospitals

Riverside County Regional Medical Center

Moreno Valley

Hospitals

Riverside Forklift Training

Riverside

Trucks-Industrial (Wholesale)

Starcrest of California

Perris

Internet & Catalog Shopping

Starcrest Products-California

Perris

Gift Shops

Sun World International LLC

Coachella

Fruits & Vegetables-Growers & Shippers

Universal Protection Service

Palm Desert

Security Guard & Patrol Service

University of California, Riverside

Riverside

Schools-Universities & Colleges Academic

Watson Pharmaceuticals Inc.

Corona

Drug Millers (Manufacturer)

Source: State Employment Development Department, Labor Market Information.
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Table A-5 below summarizes the labor force, employment and unemployment figures for the years 2006
through 2010 in the County, the State and the United States.
TABLE A-5
COUNTY OF RIVERSIDE, STATE OF CALIFORNIA AND UNITED STATES
LABOR FORCE, EMPLOYMENT AND UNEMPLOYMENT ANNUAL AVERAGE(1) (2)
Year and Area(1)

Civilian
Labor Force

Civilian
Employment

Civilian
Unemployment

Civilian
Unemployment Rate

2006
Riverside County
California
United States

883,400
17,686,700
151,428,000

839,000
16,821,300
144,427,000

44,400
865,400
7,001,000

5.0%
4.9
4.6

2007
Riverside County
California
United States

903,800
17,928,700
153,124,000

849,400
16,970,200
146,047,000

54,300
958,500
7,078,000

6.0%
5.3
4.6

2008
Riverside County
California
United States

912,100
18,191,000
154,287,000

834,700
16,883,400
145,362,000

77,400
1,307,600
8,924,000

8.5%
7.2
5.8

2009
Riverside County
California
United States

916,600
18,204,200
154,142,000

793,600
16,141,500
139,877,000

123,000
2,062,700
14,265,000

13.4%
11.3
9.3

2010
Riverside County
California
United States

913,800
18,176,200
--

779,500
15,916,300
--

134,300
2,259,900
--

14.7%
12.4
--

(1)

(2)

The State Employment Development Department has reported an unemployment rate (not seasonally adjusted) within Riverside County
of 14.7% for August 2011.
Data not seasonally adjusted. Data reflects March 2009 Benchmark.

Source: California Employment Development Department; U.S. Dept. of Labor; Bureau of Labor Statistics.

Commercial Activity; Real Estate
Commercial activity is an important factor in the County’s economy. Much of the County’s commercial
activity is concentrated in central business districts or small neighborhood commercial centers in cities. There
are five regional shopping malls in the County: Galleria at Tyler, Hemet Valley Mall, Westfield Palm Desert
Shopping Center, Moreno Valley Mall and The Promenade at Temecula. There are also three factory outlet
malls: the (Desert Hills Premium Outlets, Cabazon Outlets and Lake Elsinore Outlet Center) and more than 200
area centers in the County.
The Temecula and Murrieta Valleys have participated in the same economic patterns experienced
throughout Southern California and the Inland Empire. Between 2002 to 2011, the number of dwelling units in
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the City of Temecula increased to 34,252 from 23,543. As of September 2008, the City of Temecula had
approximately 10.5 million square feet of industrial space with an availability rate of approximately 2.9%.]
The general economy of the County is subject to all the risks generally associated with real estate and
real estate development. Projected development of real property within the County may be adversely affected by
changes in general economic conditions, fluctuations in the real estate market and interest rates, unexpected
increases in development costs, and by other similar factors. Further, real estate development within the County
could be adversely affected by future governmental policies, including governmental policies to restrict or
control certain kinds of development. If development and redevelopment activities in the County encounter
significant obstacles of the kind described herein or other impediments, the economy of the area in and around
the County could be adversely affected.
In 2008, total taxable sales transactions in the City of Temecula exceeded $2.3 billion. Table A-6 below
sets forth taxable sales transactions in the County for the years 2004 through 2008.
TABLE A-6
COUNTY OF RIVERSIDE
TAXABLE SALES TRANSACTIONS
2004-2008
($ in Thousands)
2004
Annual

All Other Outlets
TOTAL ALL OUTLETS
(1)

(2)
(3)

2008(1)
Annual

2006
Annual

990,129
3,304,474
2,104,040
1,197,438

$ 1,080,385
3,553,554
2,262,442
1,309,782

$ 1,171,013
3,593,134
-1,352,609

$ 1,121,543
3,389,936
-1,254,366

1,940,610
862,551
2,226,117
6,035,203
-792,450

2,157,801
964,629
2,424,898
6,751,648
-944,155

2,316,422
948,217
2,390,236
6,956,756
-1,024,551

2,388,039
843,945
1,961,911
4,301,385
2,835,690
2,794,790

2,340,554
816,379
1,435,337
3,115,036
3,011,476
2,204,621

1,041,360

1,118,570

1,151,861

1,112,407

1,045,714

5,479,839

6,298,709

6,822,031

6,668,686

6,268,632

$25,237,148

$28,256,491

$29,816,237

$29,023,609

$26,003,595

Type of Business
Apparel Stores
General Merchandise
Specialty Stores(2)
Food Stores
Eating and Drinking
Establishments
Home Furnishings/Appliances
Building Materials
Automotive(3)
Service Stations(3)
Other Retail Stores(2)
Business and Personal
Services

2007(1)
Annual

2005
Annual

$

867,276
3,026,335
1,885,435
1,079,972

$

In early 2007, the California State Board of Equalization began a process of converting business codes of sales and use tax permit holders to North
American Industry Classification System codes. As a result of the coding change process, industry data for 2007 and 2008 are not comparable with
data from prior years.
In 2007 and 2008, industry data for Specialty Stores were included in Other Retail Stores.
Prior to 2007, industry data for Service Stations were included in Automotive. The aggregate amount of taxable sales transactions for Service Stations
was approximately $1.9 billion in 2004, approximately $2.3 billion in 2005 and approximately $2.6 billion in 2006.

Source: California State Board of Equalization, Taxable Sales in California.

Table A-7 below sets forth taxable sales in the County for calendar year 2009 and the first and second
quarters of 2010. The California State Board of Equalization has completed the process of converting business
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codes of sales and use tax permit holders to North American Industry Classification System (“NAICS”) codes.
The following table reflects implementation of the NAICS codes and new industry categories.
TABLE A-7
COUNTY OF RIVERSIDE
TAXABLE SALES TRANSACTIONS
2009 AND FIRST AND SECOND QUARTER 2010
($ in thousands)

Type of Business

2009

Motor Vehicle and Parts Dealers
Furniture and Home Furnishings Stores
Electronics and Appliance Stores
Building Materials and Garden Equipment and
Supplies
Food and Beverage Stores
Health and Personal Care Stores
Gasoline Stations
Clothing and Clothing Accessories Stores
Sporting Goods, Hobby, Book & Music Stores
General Merchandise Stores
Miscellaneous Store Retailers
Non-store Retailers
Food Services and Drinking Places
Total Retail and Food Services

First and Second
Quarter 2010

$ 2,449,747
381,643
476,455
1,237,518

$ 1,272,472
198,653
222,633
636,132

1,251,220
389,620
2,300,247
1,293,271
411,301
2,855,733
641,954
101,925
2,266,853
16,057,488

645,370
198,399
1,293,968
657,810
205,686
1,363,884
323,376
45,239
1,199,683
8,263,306

All Other Outlets

6,170,390

3,049,908

Total All Outlets

$22,227,877

$11,313,215

Source: California State Board of Equalization, Taxable Sales in California.
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Building Permits and New Dwelling Units
Table A-8 below provides a summary of building permit valuations in the County for the years 2006
through 2010.
TABLE A-8
COUNTY OF RIVERSIDE
BUILDING PERMIT VALUATIONS

Residential
New Single-Family
New Multi-Family
Alterations and Additions
Total:

2006

2007

2008

2009

2010

$4,412,257
431,579
158,098
$5,001,934

$2,207,320
238,316
141,996
$2,587,832

$1,214,752
243,741
118,490
$1,576,983

$ 891,925
76,717
85,148
$1,053,690

$ 914,180
73,832
94,775
$1,082,787

Non-Residential
New Commercial
New Industry
New Other(1)
Alterations and
Adjustments
Total Non-Residential

$ 648,068
288,353
290,010
303,407

$ 682,331
184,506
240,765
350,539

$ 539,944
70,411
138,766
292,694

$

94,653
12,278
107,334
162,557

$ 191,324
6,686
97,320
242,848

$1,529,838

$1,458,141

$1,041,815

$ 376,822

$ 538,178

Total All Building

$6,531,772

$4,045,973

$2,618,798

$1,430,512

$1,620,965

(1)

Includes churches and religious buildings, hospitals and institutional buildings, schools and educational buildings,
residential garages, public works and utilities buildings and non-residential alterations and additions.

Source: Construction Industry Research Board.

Table A-9 below provides a summary of new dwelling units authorized in the County for the years 2006
through 2010.
TABLE A-9
COUNTY OF RIVERSIDE
NUMBER OF NEW DWELLING UNITS

Residential
Single-Family
Multi-Family
Total

2006

2007

2008

2009

2010

20,692
4,519
25,211

9,763
2,690
12,453

3,815
2,104
5,919

3,424
784
4,208

4,030
538
4,568

Source: Construction Industry Research Board.
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Agriculture
Agriculture remains a leading source of income in the County. Principal agricultural products are milk,
eggs, table grapes, grapefruit, nursery, alfalfa, dates, lemons and avocados.
There are four areas in the County that account for the majority of the agricultural activity: the
Riverside/Corona and San Jacinto/Temecula Valley Districts in the western portion of the County, the Coachella
Valley in the central portion and the Palo Verde Valley near the County’s eastern border.
The climate and soil in Temecula/Rancho California are particularly favorable for growing avocado,
grape, and citrus crops. Avocados are produced on the majority of the agricultural land in the Santa Rosa
Division. Grapes occupy approximately one-half of the agricultural land in the Rancho California Division and
citrus occupies approximately one-third of agricultural land in the Rancho California Division.
Table A-10 below summarizes the value of agricultural production in the County for the years 2006
through 2010.
TABLE A-10
COUNTY OF RIVERSIDE
VALUE OF AGRICULTURAL PRODUCTION
2006

2007

2008

2009

2010

Citrus Fruits
Trees and Vines
Vegetables, Melons, Miscellaneous
Field and Seed Crops
Nursery
Apiculture
Aquaculture
Total Crop Valuation

$ 107,897,000
191,321,200
213,643,300
68,611,700
270,992,800
3,554,300
11,514,700
$ 867,535,000

$ 121,387,100
189,286,500
234,854,700
94,492,000
272,326,200
3,948,900
9,829,200
$ 926,124,600

$ 135,759,800
173,678,000
266,414,900
123,545,400
230,416,200
5,637,000
12,077,700
$ 947,529,000

$ 101,652,000
191,682,600
221,286,700
69,699,800
206,499,900
5,017,600
5,243,900
$ 801,082,500

$ 140,501,000
164,994,000
292,002,200
81,328,300
169,341,300
4,631,700
4,921,700
$ 857,720,200

Livestock and Poultry Valuation

$ 234,903,400

$ $338,938,600

$ 321,060,900

$ 214,672,800

$ 235,926,300

Total

$1,102,438,400

$1,265,063,200

$1,268,589,900

$1,015,755,300

$1,093,646,500

Source: Riverside County Farm Bureau 2010 Crop Report.

Transportation
Easy access to job opportunities in the County and nearby Los Angeles, Orange and San Diego Counties
is important to County employment. Several major freeways and highways provide access between the County
and all parts of Southern California. The Riverside Freeway (State Route 91) extends southwest through Corona
and connects with the Orange County freeway network in Fullerton. Interstate 10 traverses the width of the
County, the western-most portion of which links up with major cities and freeways in the eastern part of Los
Angeles County and the southern part of San Bernardino County. The District is bisected by Interstate 15 which
directly connects it with San Diego and Interstate 10 leading to Los Angeles. Interstate 15 also directly connects
with Highway 91 leading to Orange County and Interstate 215 leading to Riverside. Interstate 15 and 215 extend
north and then east to Las Vegas, and south to San Diego. The Moreno Valley Freeway (U.S. 60) provides an
alternate (to Interstate 10) east-west link to Los Angeles County.
Metrolink provides commuter rail service to Los Angeles and Orange Counties from several stations in
the County. Freight service to major west coast and national markets is provided by two transcontinental
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railroads – Burlington Northern/Santa Fe and Union Pacific. Truck service is provided by several common
carriers, making available overnight delivery service to major California cities.
Transcontinental bus service is provided primarily by Greyhound Lines. Intercounty, intercity and local
bus service is provided by the Riverside Transit Agency to western County cities and communities. The
SunLine Transit Agency provides local bus service throughout the Coachella Valley, including the cities of
Palm Springs and Indio. The City of Banning also operates a local bus system.
Five major airports (Ontario International, San Diego International, John Wayne Airport, Los Angeles
International, and Palm Springs Regional Airport) are within 90 miles of the District. The County seat, located
in the City of Riverside, is within 20 miles of the Ontario International Airport in neighboring San Bernardino
County. The Los Angeles Department of Airports operates the Ontario International Airport. Nine airlines
schedule commercial flight service at Palm Springs Regional Airport. County-operated general aviation airports
include those in Thermal, Hemet, Blythe and French Valley. The cities of Riverside, Corona and Banning also
operate general aviation airports. There is a reserve-only military base at March Air Reserve Base located along
the I-215 freeway between the cities of Moreno Valley and Perris.
Expansion of the French Valley Airport, located approximately two miles from Temecula, was
completed in 1991. This airport provides facilities for light general aviation and small jet traffic, including Thangars, a fixed-base operator building, and an instrument approach service for all-weather takeoffs and
landings.
Education
There are four elementary school districts, one high school district, eighteen unified (K-12) school
districts and four community college districts in the County. Approximately ninety-two percent of all K-12
students attend schools in the unified school districts. The three largest unified districts in the County are
Corona-Norco Unified School District, Riverside Unified School District, and Moreno Valley Unified School
District. Public school enrollment for the school years 2006-07 through 2010-11 is set forth in Table A-11
below.
TABLE A-11
COUNTY OF RIVERSIDE
PUBLIC SCHOOL ENROLLMENT
Grade Level

2006-07

2007-08

2008-09

2009-10

2010-11

K-8
9-12
Total

286,207
126,852
413,059

286,293
132,349
421,642

286,231
133,928
420,159

288,940
134,472
423,412

288,910
136,424
425,334

(1)

Total enrollment numbers include ungraded elementary and secondary students.

Source: California Department of Education, Educational Demographics Unit.

The District serves portions of two school districts. The Temecula Valley Unified School District is
comprised of approximately 30,272 students and the Murrieta Valley Unified School District is comprised of
approximately 22,318 students.
The University of California, Riverside has an extension center in Temecula and Mt. San Jacinto
Community College is located ten miles from Temecula. There are seven two-year community college
campuses located in the communities of Riverside, Moreno Valley, Norco, San Jacinto, Menifee, Coachella
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Valley and Palo Verde Valley. There are also two universities and a four-year college located in the City of
Riverside: the University of California, Riverside, La Sierra University, and California Baptist College.
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APPENDIX B
SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following is a summary of certain provisions of the Master Agreement, the Installment Purchase
Agreement and the Indenture, which are not described elsewhere. This summary does not purport to be
comprehensive and reference should be made to the respective agreement for a full and complete statement of
the provisions thereof.

MASTER INSTALLMENT PURCHASE AGREEMENT
DEFINITIONS
“Accountant’s Report” means a report signed by an Independent Certified Public Accountant.
“Adjusted Annual Debt Service” means, for any Fiscal Year or twelve (12) calendar month period, the
Annual Debt Service for such Fiscal Year or twelve (12) calendar month period minus the amount of such
Annual Debt Service paid from the proceeds of Parity Obligations or from any interest earnings on and
releases of amounts on deposit in all Reserve Funds established in connection with Parity Obligations, as set
forth in a Certificate of the District.
“Adjusted Annual Net Revenues” means, for any Fiscal Year or twelve (12) calendar month period,
the Adjusted Annual Revenues during such Fiscal Year or twelve (12) calendar month period minus the
Maintenance and Operation Costs during such Fiscal Year or twelve (12) calendar month period.
“Adjusted Annual Revenues” means, for any Fiscal Year or twelve (12) calendar month period, the
Revenues during such Fiscal Year or twelve (12) calendar month period minus any interest earnings from
amounts on deposit in all Reserve Funds established in connection with Parity Obligations, as set forth in a
Certificate of the District.
“Ad Valorem Taxes” means, for any period, the ad valorem property taxes received by the District
during such period pursuant to Article XIIIA of the California Constitution and Section 95 et seq. of the
California Revenue and Taxation Code, including any such taxes levied to pay any voter approved general
obligation indebtedness of the District.
“Annual Debt Service” means, for any Fiscal Year or twelve (12) calendar month period, the Parity
Payments required to be made under all Parity Obligations in such Fiscal Year or twelve (12) calendar month
period.
“Assumed Interest Rate” means the amount of interest calculated in accordance with the following
provisions:
(A)
Generally. Except as otherwise provided in subparagraph (B) below with respect to
Variable Interest Rate Contracts, in subparagraph (C) below with respect to Obligations with respect to which
a Payment Agreement is in force, and in subparagraph (D) below with respect to Balloon Contracts, interest on
any Obligation shall be calculated based on the actual amount of interest that is payable under such
Obligation;
(B)
Interest on Variable Interest Rate Contracts. Interest deemed to be payable on
any Variable Interest Rate Contract for periods when the actual interest rate can be determined shall be the
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actual Variable Interest Rates and for periods when the actual interest rate cannot yet be determined shall be
calculated on the assumption that the interest rate on such Variable Interest Rate Contract would be equal to (i)
the average rate that accrued on such Variable Interest Rate Contract over the preceding 12 months, or (ii) if
the Variable Interest Rate Contract has not been accruing interest at a variable rate for 12 months, the average
interest rate that accrued on an outstanding Variable Interest Rate Contract of the District for which interest is
computed on substantially the same basis during the preceding twelve month period, or (iii) if no such
comparable Variable Interest Rate Contract was outstanding during the 12 months preceding the date of
calculation, then (x) if the interest on such Variable Interest Rate Contract is excluded from gross income for
purposes of Federal income taxation, 90% of the average rate of interest for The Bond Buyer Revenue Bond
Index over the preceding 12 months, or, if that index is no longer published, a similar index selected by the
District and acceptable to each credit enhancer providing credit enhancement for an outstanding Obligation,
or, if the District fails to select a replacement index, an interest rate equal to 80% of the yield for outstanding
United States Treasury bonds having an equivalent maturity as the Variable Rate Interest Contract, or if there
are no such Treasury Bonds having equivalent maturities, 80% of the lowest prevailing prime rate of any of
the five largest commercial banks in the United States, ranked by assets, and (y) if interest on such Variable
Interest Rate Contract is not excluded from gross income for purposes of Federal income taxation, 110% of the
yield for outstanding United States Treasury bonds having an equivalent maturity as the Variable Rate Interest
Contract, or if there are no such United States Treasury Bonds having equivalent maturities, 110% of the
lowest prevailing prime rate of any of the five largest commercial banks in the United States, ranked by assets;
(C)
Interest on Obligations with respect to which a Payment Agreement is in force.
Interest deemed to be payable on any Obligation with respect to which a Payment Agreement is in force shall
be based on the net economic effect on the District expected to be produced by the terms of such Obligation
and such Payment Agreement, including but not limited to the effects that (i) such Obligation would, but for
such Payment Agreement, be treated as an obligation bearing interest at a Variable Interest Rate instead shall
be treated as an obligation bearing interest at a fixed interest rate, and (ii) such Obligation would, but for such
Payment Agreement, be treated as an obligation bearing interest at a fixed interest rate instead shall be treated
as an obligation bearing interest at a Variable Interest Rate; and accordingly, the amount of interest deemed to
be payable on any Obligation with respect to which a Payment Agreement is in force shall be an amount equal
to the amount of interest that would be payable at the rate or rates stated in such Obligation plus the Payment
Agreement Payments minus the Payment Agreement Receipts, and for the purpose of calculating as nearly as
practicable the Payment Agreement Receipts and the Payment Agreement Payments under such Obligation,
the following assumptions shall be made:
(1)
District Obligated to Pay Net Variable Payments. If a Payment
Agreement has been entered into by the District with respect to an Obligation resulting in the payment of a net
variable interest rate with respect to such Obligation and Payment Agreement by the District, the interest rate
on such Obligation for future periods when the actual interest rate cannot yet be determined shall be assumed
(but only during the period the Payment Agreement is in effect) to be equal to the sum of (i) the fixed rate or
rates stated in such Obligation, minus (ii) the fixed rate paid by the Qualified Counterparty to the District, plus
(iii) the lesser of (A) the interest rate cap, if any, provided by a Qualified Counterparty with respect to such
Payment Agreement (but only during the period that such interest rate cap is in effect) and (B) the applicable
Variable Interest Rate calculated in accordance with paragraph (B) above; and
(2)
District Obligated to Pay Net Fixed Payments. If a Payment Agreement
has been entered into by the District with respect to an Obligation resulting in the payment of a net fixed
interest rate with respect to such Obligation and Payment Agreement by the District, the interest on such
Obligation shall be included in the calculation of Payments (but only during the period the Payment
Agreement is in effect) by including for each Fiscal Year or twelve (12) calendar month period an amount
equal to the amount of interest payable at the fixed interest rate pursuant to such Payment Agreement;
(C)
Interest on Balloon Contracts. If any outstanding Obligations constitute Balloon
Contracts (and such Obligations do not constitute Short-Term Obligations excluded from the calculation of the
Payments pursuant to clause (E), below) or if Obligations proposed to be incurred would constitute Balloon
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Contracts (and such Obligations would not constitute Short-Term Obligations excluded from the calculation of
the Payments pursuant to clause (E), below), then such Balloon Contracts shall be treated as if the principal
amount of such Obligations were amortized from the date originally incurred in substantially equal
installments of principal and interest over a term of 30 years (provided, however, that the full principal amount
of such Balloon Contract shall be included in making such calculation if such principal amount is due within
90 days of the date such calculation is being made); and, if interest accrues under such Balloon Contract at
other than a fixed rate, the interest rate used for such computation shall be (x) if the interest on such
Obligations is excluded from gross income for purposes of Federal income taxation, 90% of the average rate
of interest for The Bond Buyer Revenue Bond Index over the preceding 12 months, or if that index is no
longer published, a similar index selected by the District and acceptable to each credit enhancer providing
credit enhancement for an outstanding Obligation, or if the District fails to select a replacement index, an
interest rate equal to 80% of the yield for outstanding United States Treasury bonds having an equivalent
maturity as the Obligations on the date incurred, or if there are no such United States Treasury bonds having
equivalent maturities, 80% of the lowest prevailing prime rate of any of the five largest commercial banks in
the United States, ranked by assets, and (y) if the interest on such Obligations is not excluded from gross
income for purposes of Federal income taxation, the rate equal to 110% of the yield for outstanding United
States Treasury bonds having an equivalent maturity as the Balloon Contract, or, if there are no such United
States Treasury Bonds having equivalent maturities, 110% of the lowest prevailing prime rate of any of the
five largest commercial banks in the United States, ranked by assets;
(D)
Exclusion of Certain Short-Term Obligations. If any outstanding Obligations
constitute Short-Term Obligations or if Obligations proposed to be incurred would constitute Short-Term
Obligations, and such Short-Term Obligations are or will be payable only out of Revenues of the Fiscal Year
in which such Short-Term Obligations are incurred, then such Short-Term Obligations shall be disregarded
and not included in calculating Payments;
(E)
Credit for Accrued and Capitalized Interest. If amounts constituting accrued
interest or capitalized interest have been deposited with the Trustee, then the interest payable from such
amounts with respect to the Obligations shall be disregarded and not included in calculating Payments.
“Authority” means the Rancho California Water District Financing Authority, a joint exercise of
powers entity duly organized and existing under and by virtue of the laws of the State.
“Average Annual Debt Service” means the sum of the Annual Debt Service for the remaining Fiscal
Years to the last Fiscal Year in which any Parity Payments are due under any Outstanding Supplemental
Contracts divided by the number of such Fiscal Years.
“Balloon Contract” means an Obligation 50% or more of the principal of which matures or is payable
on the same date and which is not required by the instrument pursuant to which such Obligation was incurred
to be amortized by payment or redemption prior to such date.
“Balloon Installment Payments” means any Payments designated as such in any Balloon Contract.
“Board of Directors” means the Board of Directors of the District.
“Business Day” means any day (other than a Saturday or a Sunday) on which banks in New York,
New York, are open for business and on which the Trustee is open for business at its principal corporate trust
office.
“Certificate of the District” means an instrument in writing signed by the President, or by any other
officer of the District duly authorized by the Board of Directors for that purpose.
“Code” means the Internal Revenue Code of 1986, and all then applicable regulations issued
thereunder.
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“Common Reserve” means all Reserve Funds established with respect to Parity Obligations which
have been designated by the District pursuant to the Master Agreement to be a part of the Common Reserve.
“Common Reserve Requirement” means, as of any date of computation by the District, an amount
equal to the lowest of (i) Maximum Annual Debt Service on all Outstanding Parity Obligations entitled to the
benefit of the Common Reserve; (ii) 1.25 times the average Annual Debt Service on all Outstanding Parity
Obligations entitled to the benefit of the Common Reserve; and (iii) ten percent (10%) of the initial principal
amount of all Parity Obligations entitled to the benefit of the Common Reserve; provided, however, that, if,
upon issuance of a Parity Obligation entitled to the benefit of the Common Reserve, such amount would
require moneys to be credited to the Common Reserve from the proceeds of such Parity Obligations in an
amount in excess of the maximum amount permitted under the Code, the Common Reserve Requirement shall
mean an amount equal to the sum of the Common Reserve Requirement immediately preceding issuance of
such Parity Obligation and the maximum amount permitted under the Code to be deposited therein from the
proceeds of such Parity Obligation, as certified in a Certificate of the District.
“Contracts” means the Master Agreement and all Supplemental Contracts.
“Coverage Requirement” means, for any Fiscal Year or twelve (12) calendar month period, (i) an
amount of Adjusted Annual Net Revenues which, together with available unrestricted cash reserves of the
District, equals at least one hundred ten per cent (110%) of the Adjusted Annual Debt Service for such Fiscal
Year or twelve (12) calendar month period, and (ii) an amount of Net Revenues which equals one hundred per
cent (100%) of all Payments payable in such Fiscal Year or twelve (12) calendar month period; provided, that,
for purposes of determining compliance with the Coverage Requirement, it shall be assumed that all
Obligations accrue interest at the applicable Assumed Interest Rate.
“Date of Operation” means, with respect to any uncompleted Project, the estimated date by which
such Project will have been completed and, in the opinion of an Independent Engineer, will be ready for
continuous and reliable operation by the District.
“Director of Finance” means the Director of Finance of the District.
“District” means Rancho California Water District, a California water district duly organized and
existing under and by virtue of the Law.
“Engineer’s Report” means a report signed by an Independent Engineer.
“Event of Default” means an event described under the caption “EVENTS OF DEFAULT AND
REMEDIES” below.
“Fiscal Year” means the period beginning on July 1 of each year and ending on the next succeeding
June 30, or any other annual accounting period selected and designated by the Board of Directors as the Fiscal
Year of the District.
“Fitch” means Fitch ICBA, Inc., a corporation duly organized and existing under and by virtue of the
laws of the State of Delaware, and its successors or assigns, but only to the extent that such entity is then
rating any obligations secured by Parity Payments at the request of the Authority.
“General Obligation Bonds” means any outstanding general obligation bonds of the District,
including all general obligation bonds issued prior to the date of the Master Agreement, for which the voters
of the District have authorized the District to levy annual assessments unlimited as to rate or amount as a
source of repayment for such bonds.
“Generally Accepted Accounting Principles” means the uniform accounting and reporting procedures
set forth in publications of the American Institute of Certified Public Accountants or its successor, or by any
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other generally accepted authority on such procedures, and includes, as applicable, the standards set forth by
the Governmental Accounting Standards Board or its successor.
“Government Obligations” means any of the following which are noncallable by the issuer thereof
except to the extent not permitted by the laws of the State as an investment for the moneys to be invested
therein at the time of investment:
(i)
(a) direct general obligations of the United States of America, (b) obligations the payment of
the principal of and interest on which are unconditionally guaranteed as to the full and timely payment by the
United States of America, or (c) any fund or other pooling arrangement whose assets consist exclusively of the
obligations listed in clause (a) or (b) of this clause (i) and which is rated at least “P-1” by Moody’s; provided
that, such obligations shall not include unit investment trusts or mutual fund obligations;
(ii)
advance refunded tax-exempt obligations secured by the obligations specified in clause (i)
which tax-exempt obligations are rated “Aaa” by Moody’s and “AAA” by S&P as a result of such obligations
being secured by said obligations;
(iii)
bonds, debentures or notes issued by the Federal Farm Credit Bank or the Federal National
Mortgage Association; provided that such bonds, debentures or notes shall be the senior obligations of such
agencies (including participation certificates); and
(iv)
bonds, debentures or notes issued by any Federal agency created by an act of Congress, the
payment of the principal of and interest on which are unconditionally guaranteed by the United States of
America as to the full and timely payment; provided, that, such obligations shall not include unit investment
trusts or mutual fund obligations secured by such bonds, debentures or notes.
“Improvement Fund” means the Rancho California Water District Improvement Fund established
under the Master Agreement.
“Independent Certified Public Accountant” means any firm of certified public accountants duly
licensed and entitled to practice and practicing as such under the laws of the State, appointed and paid by the
District, and each of whom –

the District; and

(1)

is in fact independent and not under the domination of the District;

(2)

does not have a substantial financial interest, direct or indirect, in the operations of

(3)
is not connected with the District as a director, officer or employee of the District,
but may be regularly retained to audit the accounting records of and make reports thereon to the District.
“Independent Engineer” means any registered engineer or firm of registered engineers of national
reputation generally recognized to be well qualified in engineering matters relating to water delivery and
wastewater collection systems, appointed and paid by the District, and who or each of whom –

the District; and

(1)

is in fact independent and not under the domination of the District;

(2)

does not have a substantial financial interest, direct or indirect, in the operations of

(3)
is not connected with the District as a director, officer or employee of the District,
but may be regularly retained to make reports to the District.
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payable.

“Interest Payment Date” means a date on which any interest installment of the Payments is due and

“Issuing Document” means any indenture, trust agreement or other document the obligations issued or
delivered pursuant to which are secured in whole or in part by Payments; provided that, if a trustee is
appointed under an Issuing Document, the trustee for all Parity Obligations shall be the Trustee.
“Law” means the California Water Code, and all laws amendatory thereof or supplemental thereto.
“Maintenance and Operation Costs” means, for any Fiscal Year or twelve (12) calendar month period,
all reasonable and necessary costs paid or incurred by the District during such Fiscal Year or twelve (12)
calendar month period for maintaining and operating the System, determined in accordance with Generally
Accepted Accounting Principles, including all reasonable expenses of management and repair and other
expenses necessary to maintain and preserve the System in good repair and working order, all administrative
costs of the District that are charged directly or apportioned to the operation of the System, such as salaries
and wages of employees, overhead, taxes (if any), insurance premiums and payments into pension funds, and
all other reasonable and necessary costs of the District or charges required to be paid by it to comply with the
terms of the Master Agreement or of any resolution authorizing the execution of any Supplemental Contract or
of such Supplemental Contract, such as compensation, reimbursement and indemnification of the Trustee and
fees and expenses of Independent Certified Public Accountants and Independent Engineers, but excluding in
all cases depreciation, replacement and obsolescence charges or reserves therefor and amortization of
intangibles.
“Master Agreement” means the Master Installment Purchase Agreement executed and entered into as
of May 1, 2001, by and between the District and the Authority, as originally executed and entered into and as
it may from time to time be amended or supplemented in accordance its terms.
“Maximum Annual Debt Service” means the highest Annual Debt Service for any Fiscal Year or
twelve (12) calendar month period through the final maturity date of all Outstanding Parity Obligations;
provided, however, for purposes of such calculation, the interest on all Parity Obligations shall be computed at
the applicable Assumed Interest Rate.
“Moody’s” means Moody’s Investors Service, a corporation duly organized and existing under and by
virtue of the laws of the State of Delaware, and its successors or assigns, but only to the extent that such entity
is then rating any obligations secured by Parity Payments at the request of the Authority.
“Net Proceeds” means, when used with respect to any condemnation award or any insurance proceeds
received with respect to the System, the amount of such condemnation award or insurance proceeds remaining
after payment of all expenses (including attorneys’ fees) incurred in the collection of such award or proceeds.
“Net Revenues” means, for any Fiscal Year or twelve (12) calendar month period, the Revenues
during such Fiscal Year or twelve (12) calendar month period less the Maintenance and Operation Costs
during such Fiscal Year or twelve (12) calendar month period.
“Obligations” means all Parity Obligations and all Subordinate Obligations.
“Opinion of Counsel” means a written opinion of counsel of recognized national standing in the field
of law relating to municipal bonds, retained by the District and satisfactory to the Trustee (who shall be under
no liability by reason of such approval).
“Outstanding” means, with respect to the Payments, all Payments which have not been paid or
otherwise satisfied as provided in the Master Agreement, and with respect to the Supplemental Contracts, all
Supplemental Contracts the Payments under which have not been paid or otherwise satisfied as provided in the
Master Agreement.
B-6

“Parity Obligation Payment Fund” means the Rancho California Water District Parity Obligation
Payment Fund established under the Master Agreement.
“Parity Obligations” means all Supplemental Contracts and Payment Agreements, the Parity
Payments under which (other than Termination Payments) are secured by a senior lien on Net Revenues and
are payable on a parity therefrom.
“Parity Payment Agreement” means a Payment Agreement which is a Parity Obligation.
“Parity Payments” means all installment payments and other debt service payments scheduled to be
paid by the District under all Parity Obligations.
“Parity Payments Date” means the date on which any Parity Payments are due on a Parity Obligation.
“Payment Agreement” means a written agreement for the purpose of managing or reducing the
District’s exposure to fluctuations in interest rates or for any other interest rate, investment, asset or liability
managing purposes, entered into either on a current or forward basis by the District and a Qualified
Counterparty as authorized under any applicable laws of the State in connection with, or incidental to, the
entering into of any Obligation, that provides for an exchange of payments based on interest rates, ceilings or
floors on such payments, options on such payments or any combination thereof, or any similar device.
“Payment Agreement Payments” means the amounts periodically required to be paid by the District to
all Qualified Counterparties under all Payment Agreements.
“Payment Agreement Receipts” means the amounts periodically required to be paid by all Qualified
Counterparties to the District under all Payment Agreements.
“Payment Date” means any date on which Payments are scheduled to be paid by the District.
“Payments” means the Parity Payments and the Subordinate Payments.
“Permitted Encumbrances” means, with respect to the System or any part thereof (a) liens for taxes or
other governmental charges or levies not delinquent or that are being contested in good faith by the District,
(b) covenants, easements, encumbrances, defects of title, reservations, restrictions and conditions existing at
the time of execution of the Master Agreement, (c) defects, irregularities, encumbrances, easements, including
easements for roads and public utilities and similar easements, rights of way, mineral conveyances, mineral
reservations and clouds on title that do not materially impair the use of the property affected thereby for its
intended purposes, (d) mechanics’, workers’, repairmen’s, architects’, engineers’, surveyors’, or carriers’ liens
or other similar liens provided that the same shall be discharged in the ordinary course of business and without
undue delay or the validity of the same shall be contested in good faith with any pending execution thereof
appropriately stayed, (e) other liens, charges and encumbrances that, as set forth in a certificate of an
Independent Engineer and in a written opinion of counsel to the District, copies of which are filed with the
Trustee, do not materially impair the use of the System (counsel to the District may rely upon the certificate of
the Independent Engineer as to whether such liens, charges and encumbrances prevent or materially impair the
use of the System), and (f) encumbrances on property, plant and equipment comprising a part of the System to
the extent permitted by the Master Agreement.
“Permitted Investments” means any investment which is a legal investment for funds of the District
under the laws of the State of California.
“President” means the President of the Board of Directors.
payable.

“Principal Payment Date” means a date on which any principal installment of the Payments is due and
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“Project” means any additions, betterments and improvements to the System designated by the Board
of Directors in a Supplemental Contract as a designated Project, the acquisition and construction of which
(together with the incidental costs and expenses related thereto) will be financed or refinanced by the proceeds
of any Supplemental Contract as provided therein.
“Project Accounts” means collectively all the accounts established in the Improvement Fund by all
the Supplemental Contracts to finance the acquisition and construction of all the Projects.
“Qualified Counterparty” means a party (other than the District or a party related to the District) who
is the other party to a Payment Agreement and (1) (a) who is rated at least equal to the ratings assigned by
each of the Rating Agencies to the obligations secured by Parity Payments (without regard to any gradations
within a rating category), but in no event less than a rating of “A” from Fitch, “A2” from Moody’s and “A”
from S&P, (b) whose senior debt obligations are rated at least equal to the ratings assigned by each of the
Rating Agencies to the obligations secured by Parity Payments (without regard to any gradations within a
rating category), or guaranteed by an entity so rated, (c) whose obligations under the Payment Agreement are
guaranteed for the entire term of the Payment Agreement by a bond insurer or other institution which has been
assigned a credit rating at least equal to the ratings assigned by each of the Rating Agencies to the obligations
secured by Parity Payments (without regard to any gradations within a rating category), but in no event less
than a rating of “A” from Fitch, “A2” from Moody’s and “A” from S&P, or (d) whose obligations under the
Payment Agreement are collateralized in such a manner as to obtain a rating at least equal to the ratings
assigned by each of the Rating Agencies to the obligations secured by Parity Payments, and (2) who is
otherwise qualified to act as the other party to a Payment Agreement under all applicable laws of the State.
“Rating Agencies” means, collectively, Fitch, Moody’s and S&P, together with any other nationally
recognized municipal securities rating agency or agencies selected by the Authority that is then rating any
obligations secured by Parity Payments at the request of the Authority.
“Request of the District” means an instrument in writing signed by the Director of Finance, or by any
other officer of the District duly authorized by the Board of Directors for that purpose.
“Reserve Fund” shall have the meaning given to such term in any Issuing Document or Supplemental
Contract.
“Reserve Fund Credit Facility Costs” means the repayment of draws, expenses and accrued interest or
other similar costs payable in connection with a line of credit, letter of credit, insurance policy, surety bond or
other credit source deposited with the Trustee for the credit of a Reserve Fund.
“Revenue Fund” means the Rancho California Water District Revenue Fund established under the
Master Agreement.
“Revenues” means, for any Fiscal Year or twelve (12) calendar month period, all income and revenue
received or receivable by the District during such Fiscal Year or twelve (12) calendar month period from the
ownership or operation of the System, determined in accordance with Generally Accepted Accounting
Principles, including all Ad Valorem Taxes, ad valorem assessments, standby charges, rates, fees and charges
received by the District for the Service and the other services of the System and all proceeds of insurance
covering business interruption loss relating to the System and all connection fees and charges payable to the
District for the Service made available or provided by the System and all payments for the lease of property
comprising a part of the System and all other income and revenue howsoever derived by the District from the
ownership or operation of the System or arising from the System, and including all Payment Agreement
Receipts, and including all income from the investment of amounts on deposit in the Revenue Fund and the
Parity Obligation Payment Fund, but excluding in all cases (i) any proceeds of taxes (including Ad Valorem
Taxes) and assessments levied and collected by or on behalf of the District for obligations that are payable
solely from such taxes (including Ad Valorem Taxes) or assessments and not from any other Revenues,
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(ii) any refundable deposits made to establish credit and any advances or contributions in aid of construction,
and (iii) any income from the investment of amounts on deposit in the Improvement Fund.
“Separate Reserve Fund” means a Reserve Fund, created pursuant to an Issuing Document for a Parity
Obligation, that is not a part of the Common Reserve.
“S&P” means Standard & Poor’s Ratings Services, a division of The McGraw-Hill Companies, Inc., a
corporation duly organized and existing under and by virtue of the laws of the State of New York, and its
successors or assigns, but only to the extent that such entity is then rating any obligations secured by Parity
Payments at the request of the Authority.
“Service” means the water delivery and wastewater collection and treatment services furnished, made
available or provided by the System.
“Short-Term Obligations” means Obligations having an original maturity of less than or equal to one
year and which are not renewable at the option of the District for a term greater than one year beyond the date
of original incurrence.
“State” means the State of California.
“Subordinate Obligations” means all Supplemental Contracts or Payment Agreements the Subordinate
Payments under which (other than Termination Payments related to Subordinate Payment Agreements) are
secured by the subordinate lien on Net Revenues created by the Master Agreement and are payable on a parity
therefrom.
“Subordinate Payment Agreements” means a Payment Agreement which is a Subordinate Obligation.
“Subordinate Payments” means all installment payments and other debt service payments scheduled
to be paid by the District under all Subordinate Obligations.
“Supplemental Contracts” means all installment purchase contracts supplemental to the Master
Agreement executed and entered into by the District and the Authority under and pursuant to the Master
Agreement and applicable law, as originally executed and entered into and as they may from time to time be
amended or supplemented in accordance with the Master Agreement and therewith.
“System” means all facilities for providing the water delivery and wastewater collection and treatment
services now owned by the District and all other facilities acquired and constructed by the District and
determined to be a part of the System, together with all additions, betterments and improvements to such
facilities or any part thereof acquired and constructed by the District.
“Tax Certificate” means any certificate or agreement delivered with respect to the maintenance of the
tax-exempt status of Payments the interest component of which is intended to be excluded from gross income
pursuant to Section 103 of the Code.
“Termination Payments” means any payments due and payable to a Qualified Counterparty in
connection with the termination of a Payment Agreement.
“Trustee” means The Bank of New York Mellon Trust Company, N.A., a national banking
association duly organized and existing under the laws of the United States, as Trustee under each Issuing
Document, or any other banking corporation or association that which may at any time be substituted in its
place as provided in each Issuing Document; provided, however, that at any given time only one entity shall
be the Trustee under the Issuing Documents for the Parity Obligations.
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“Variable Interest Rate” means any variable interest rate or rates to be paid under any Obligations, the
method of computing which variable interest rate shall be as specified in the applicable Obligation, which
Obligation shall also specify either (i) the payment period or periods or time or manner of determining such
period or periods or time for which each value of such variable interest rate shall remain in effect, and (ii) the
time or times based upon which any change in such variable interest rate shall become effective, and which
variable interest rate may, without limitation, be based on the interest rate on certain bonds or may be based on
interest rate, currency, commodity or other indices.
“Variable Interest Rate Contracts” means, for any period of time, any Obligations that bear a Variable
Interest Rate during such period, except that no Obligation shall be treated as a Variable Interest Rate Contract
if the net economic effect of interest rates on any particular Payments or such Obligation and interest rates on
any other Payments of the same Obligation, as set forth in such Obligation, or the net economic effect of a
Payment Agreement with respect to any particular Payments, in either case is to produce obligations that bear
interest at a fixed interest rate, and any Obligation with respect to which a Payment Agreement is in force shall
be treated as a Variable Interest Rate Contract if the net economic effect of the Payment Agreement is to
produce obligations that bear interest at a Variable Interest Rate.
ACQUISITION, CONSTRUCTION AND SALE
OF PROJECTS; FUNDS AND PLEDGE
Acquisition, Construction and Sale of Projects. The Authority agrees to finance and refinance the
costs of the acquisition and construction of the Projects for and to sell the Projects to the District, and the
District agrees to buy the Projects from the Authority; and in order to implement this provision, the Authority
appoints the District as its agent for the purpose of such acquisition and construction, and the District agrees to
enter into such construction contracts and purchase orders as may be necessary, as agent for the Authority, to
provide for the complete acquisition and construction of the Projects, and the District agrees that as such agent
it will cause the acquisition and construction of the Projects to be diligently completed after the deposit of
funds in the Improvement Fund for such purposes, and that it will use its best efforts to cause the acquisition
and construction of the Projects to be completed in a timely fashion, unforeseeable delays beyond the
reasonable control of the District only excepted. Notwithstanding the foregoing, it is expressly understood
and agreed that the Authority shall be under no liability of any kind or character whatsoever for the payment
of any costs or expenses incurred by the District for the acquisition and construction of the Projects and that
all such costs and expenses shall be paid by the District, regardless of whether the funds deposited in the
Improvement Fund are sufficient to cover all such costs and expenses.
Improvement Fund. There is established the “Rancho California Water District Improvement
Fund,” which fund the District agrees to hold and maintain until the completion of the acquisition and
construction of all Projects to be financed from the Project Accounts established in such fund as provided in
all Supplemental Contracts; and all money in the Improvement Fund (and interest earnings thereon) shall be
used and withdrawn by the District to pay the costs of the acquisition and construction of the Projects (or to
reimburse the District for such costs paid by it), including the payment of interest on the Obligations, upon
receipt of a Request of the District filed with the Director of Finance in substantially the form attached to the
Master Agreement, each of which shall be sequentially numbered and shall state the person or entity to whom
payment is to be made, the amount of money to be paid, the purpose for which the obligation to be paid was
incurred and that such payment is a proper charge against the related Project Account in the Improvement
Fund and has not been the subject of a previous Request of the District. After the completion of the
acquisition and construction of each Project to be financed from the related Project Account in the
Improvement Fund, any remaining balance of money in such Project Account shall be transferred to the
District for any lawful purpose of the District subject to the provisions of any Tax Certificate.
Reserve Funds. In each Supplemental Contract, the District may direct the Authority to establish a
Reserve Fund. With respect to each Reserve Fund established with respect to a Parity Obligation, the District
may elect to treat such Reserve Fund as a part of the Common Reserve securing all Parity Obligations
designated by the District to participate in the Common Reserve. Each time that the District elects to secure
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Parity Obligations with the Common Reserve, it shall deposit funds in the Common Reserve in an amount
sufficient to increase the balance in the Common Reserve to the Common Reserve Requirement calculated to
take into account such additional Parity Obligations. If the District establishes a Reserve Fund for any Parity
Obligation but does not elect to make such Reserve Fund a part of the Common Reserve, then any Reserve
Fund so established will be a Separate Reserve Fund and will secure only the Parity Obligations for which
such Reserve Fund was created. The District may establish separate Reserve Funds for any Subordinate
Obligations which will secure only the Subordinate Obligations for which such Reserve Fund was created or
may create a common Reserve Fund to secure more than one issue of Subordinate Obligations.
The Trustee may withdraw amounts from the Common Reserve in accordance with each Issuing
Document to make payments to the owners of the obligations issued under the Issuing Document when due.
Revenue Fund; Pledge of Net Revenues. There is established the “Rancho California Water District
Revenue Fund,” which fund the District agrees to hold and maintain so long as any Payments due under the
Master Agreement shall be Outstanding. The District irrevocably grants and pledges the Net Revenues first, to
secure Parity Obligations and second, to secure Subordinate Obligations. Such lien and pledge shall constitute
a first lien on Net Revenues. All Parity Obligations shall be of equal rank without preference, priority or
distinction of any Parity Obligations over any other Parity Obligations. Unless expressly stated to the contrary
in a particular Subordinate Obligation, all Subordinate Obligations shall be of equal rank without preference,
priority or distinction of any Subordinate Obligations over any other Subordinate Obligations. In order to carry
out and effectuate the obligation of the District contained in the Master Agreement and in all Supplemental
Contracts and Payment Agreements to pay the Payments, the District agrees and covenants that all Revenues
received by it shall be deposited when and as received in the Revenue Fund, and all money on deposit in the
Revenue Fund shall be applied and used only in the following order as provided in the Master Agreement.
COVENANTS OF THE DISTRICT
Compliance with Contracts. The District will punctually pay the Payments in strict conformity with
the terms of the Master Agreement, and will faithfully observe and perform all the agreements, conditions,
covenants and terms contained in the Master Agreement required to be observed and performed by it, and will
not terminate the Contracts for any cause including, without limiting the generality of the foregoing, any acts
or circumstances that may constitute failure of consideration, destruction of or damage to the Projects or the
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 of them or any failure of the Authority to observe
or perform any agreement, condition, covenant or term contained in the Master Agreement required to be
observed and performed by it, whether express or implied, or any duty, liability or obligation arising out of or
connected with the Master Agreement or the insolvency, or deemed insolvency, or bankruptcy or liquidation
of the Authority, the Trustee or any force majeure, including acts of God, tempest, storm, earthquake, war,
rebellion, riot, civil disorder, acts of public enemies, blockade or embargo, strikes, industrial disputes,
lockouts, lack of transportation facilities, fire, explosion, or acts or regulations of governmental authorities.
Use of Proceeds. The Authority and the District agree that the proceeds of the Supplemental
Contracts will be used by the District, as agent for the Authority, to pay the costs of financing or refinancing
the acquisition and construction of the Projects and to pay the incidental costs and expenses related thereto as
provided in the Master Agreement.
Against Encumbrances
(A)
Except as otherwise provided in the Master Agreement, the District will not
mortgage or otherwise encumber, pledge or place any charge upon the System or any part thereof, except for
Permitted Encumbrances. The District shall discharge or cause to be discharged, or shall make adequate
provision to satisfy and discharge, within 60 days after the same become due and payable, all lawful costs,
expenses, liabilities and charges relating to the maintenance, repair, replacement or improvement of the
properties constituting the System or the operation of the System and lawful claims and demands for labor,
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materials, supplies or other objects that might by law become a lien upon the System or Net Revenues if
unpaid. Nothing contained in this Section shall require the District to pay or cause to be discharged, or make
provision for the payment, satisfaction and discharge of, any lien, charge, cost, liability, claim or demand so
long as the validity thereof is contested in good faith and by appropriate legal proceedings.
(B)
In addition to existing liens created on portions of the System, the District may incur
obligations secured by a lien on rolling stock comprising a part of the System without limitation.
Sale or Other Disposition of Property. The District will only sell, transfer or otherwise dispose of
any of the facilities of the System or any real or personal property comprising a part of the System consistent
with one or more of the following limitations:
(A)
The District in its discretion may carry out such a sale, transfer or other disposition
(each, as used in this section, a “transfer”) if the facilities or property of the System transferred are not material
to the operation of the System, or shall have become unserviceable, inadequate, obsolete or unfit to be used in
the operation of the System, or are no longer necessary, material or useful to the operation of the System; or
(B)
The District in its discretion may carry out such a transfer if the aggregate
depreciated cost value of the facilities or property of the System transferred in any one Fiscal Year comprises
no more than ten per cent (10%) of the total assets of the System; or
(C)
The District in its discretion may carry out such a transfer if the District receives
from the transferee an amount equal to the fair market value of the facilities or property of the System
transferred (as used in this subparagraph, “fair market value” means the most probable price that a property
should bring in a competitive and open market under all conditions requisite to a fair sale, with a willing buyer
and a willing seller each acting prudently and knowledgeably and assuming that the price is not affected by
coercion or undue stimulus) and if the proceeds of such transfer are used (i) to promptly prepay, or irrevocably
set aside for the prepayment of, first the Parity Payments and, thereafter, the Subordinate Payments, and/or
(ii) to provide for the cost of additions, betterments or improvements to the System; provided, that before any
such transfer is made under this subparagraph, the District shall obtain an Engineer’s Report that upon such
transfer and the use of the proceeds thereof as proposed by the District, the remaining facilities or property of
the System will retain their operational integrity and the estimated Adjusted Annual Net Revenues during each
of the five (5) Fiscal Years next following the Fiscal Year in which the transfer is to occur will be at least
equal to the estimated Coverage Requirement in each of such Fiscal Years, taking into account (w) the
estimated reduction in Revenues resulting from such transfer, (x) the use of the proceeds of such transfer for
the prepayment of first, the Parity Payments and thereafter, the Subordinate Payments, (y) the estimated
additional Revenues from customers anticipated to be served by any additions, betterments or improvements to
the System financed by the portion of the proceeds received from such transfer, and (z) any other adjustment
permitted in the preparation of an Engineer’s Report under the Master Agreement.
Prompt Acquisition and Construction of the Projects. The District will take all necessary and
appropriate steps to acquire and construct the Projects, as agent of the Authority, with all practicable dispatch
and in an expeditious manner and in conformity with law so as to complete the same as soon as possible.
Maintenance and Operation of the System; Budgets. The District will maintain and preserve the
System in good repair and working order at all times and in accordance with sound engineering practices and
will operate the System in an efficient and economical manner and will pay all Maintenance and Operation
Costs as they become due and payable. The District will adopt and file with the Authority, not later than 90
days after the start of each Fiscal Year, a budget approved by the Board of Directors setting forth the estimated
Revenues and Maintenance and Operation Costs for the then current Fiscal Year; provided, that any such
budget may be amended at any time during any Fiscal Year and such amended budget shall be filed by the
District with the Authority.
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Compliance with Contracts for Use of the System. The District will comply with, keep, observe
and perform all agreements, conditions, covenants and terms, express or implied, required to be performed by
it contained in all contracts for the use of the System and all other contracts affecting or involving the System
to the extent that the District is a party thereto.
Investment of Amounts in Funds. The District covenants to invest amounts in the Revenue Fund,
the Parity Obligation Payment Fund and the Improvement Fund only in Permitted Investments.
Insurance. The District will procure and maintain such insurance relating to the System which it
shall deem advisable or necessary to protect its interests and the interests of the Authority and the Trustee,
which insurance shall afford protection in such amounts and against such risks as are usually covered in the
State in connection with water and wastewater systems comparable to the System; provided, that any such
insurance may be maintained under a self-insurance program so long as such self-insurance is maintained in
the amounts and manner usually maintained in connection with water and wastewater systems in the State
comparable to the System and is, in the opinion of an accredited actuary, actuarially sound. All policies of
insurance required to be maintained by the Master Agreement shall provide that the Authority and the Trustee
shall be given thirty (30) days’ written notice of any intended cancellation thereof or reduction of coverage
provided thereby.
Accounting Records; Financial Statements and Other Reports.
(A)
The District will keep appropriate accounting records in which complete and correct
entries shall be made of all transactions relating to the System and the Revenues and the Maintenance and
Operation Costs, which records shall be available for inspection by the Authority and the Trustee at reasonable
hours and under reasonable conditions.
(B)
The District will prepare and file with the Authority and the Trustee annually within
two hundred ten (210) days after the close of each Fiscal Year financial statements of the District for the
preceding Fiscal Year prepared in accordance with Generally Accepted Accounting Principles, together with
an Accountant’s Report thereon and a special report prepared by the Independent Certified Public Accountant
who examined such financial statements stating that nothing came to his attention in connection with such
examination that caused him to believe that the District was not in compliance with any of the financial
agreements or covenants contained in the Master Agreement.
Protection of Security and Rights of the Authority. The District will preserve and protect the
security of and the rights of the Authority to the Payments under the Master Agreement and will warrant and
defend such rights against all claims and demands of all persons.
Payment of Taxes and Compliance with Governmental Regulations. The District will pay and
discharge all taxes, assessments and other governmental charges which may be lawfully imposed upon the
System or any part thereof when the same shall become due. The District will duly observe and conform with
all valid regulations and requirements of any governmental authority relative to the operation of the System or
any part thereof, but the District shall not be required to comply with any regulations or requirements so long
as the validity or application thereof shall be contested in good faith.
Amount of Rates, Fees and Charges. The District will at all times fix, prescribe and collect rates,
fees and charges for the Service during each Fiscal Year which are reasonably fair and nondiscriminatory and
which are estimated to yield Adjusted Annual Net Revenues for such Fiscal Year in an amount not less than
the Coverage Requirement for such Fiscal Year. The District may make adjustments from time to time in such
fees and charges and may make such classification thereof as it deems necessary, but shall not reduce the rates,
fees and charges then in effect unless the Adjusted Annual Net Revenues from such reduced rates, fees and
charges are estimated to be sufficient to meet the requirements of this section.
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Collection of Rates, Fees and Charges. The District will have in effect at all times rules and
regulations requiring each consumer or customer located on any premises connected with the System to pay
the rates, fees and charges applicable to the Service to such premises and providing for the billing thereof and
for a due date and a delinquency date for each bill. The District will not permit any part of the System or any
facility thereof to be used or taken advantage of free of charge by any corporation, firm or person, or by any
public agency (including the United States of America, the State and any city, county, district, political
subdivision, public corporation or agency of any thereof); provided, that the District may without charge use
the System and, so long as no Event of Default exists under the Master Agreement, may waive or reduce rates,
fees and charges for one or more customers and consumers so long as the total amount waived or reduced does
not exceed 1% of Revenues collected in the most recent Fiscal Year and such waiver or reduction, upon
implementation, will not cause the District to be in default of its covenant to collect rates, fees and charges for
the Service during each Fiscal Year which are reasonably fair and nondiscriminatory and which are estimated
to yield Adjusted Annual Net Revenues for such Fiscal Year in an amount not less than the Coverage
Requirement for such Fiscal Year.
Eminent Domain and Insurance Proceeds. If all or any part of the System shall be taken by
eminent domain proceedings, or if the District receives any insurance proceeds resulting from a casualty loss
to the System, the Net Proceeds thereof, at the option of the District, shall be applied either to the prepayment
of the Payments or to acquire and construct additions, betterments or improvements to the System to replace
the condemned or destroyed portion of the System.
Additional Covenants. The District may provide additional covenants pursuant to any Obligations,
including covenants relating to any credit support and/or liquidity support obtained for Obligations; provided,
however, that such additional covenants do not materially and adversely affect the right of holders of
outstanding Obligations.
Further Assurances. The District will adopt, deliver, execute and make any and all further
assurances, instruments and resolutions as may be reasonably necessary or proper to carry out the intention or
to facilitate the performance of the Master Agreement and for the better assuring and confirming unto the
Authority of the rights and benefits provided to it in the Master Agreement.
EVENTS OF DEFAULT AND REMEDIES
Events of Default. If one or more of the following Events of Default shall happen, that is to say –
(A)
if default shall be made in the due and punctual payment of any Payment under any
Parity Obligation when and as the same shall become due and payable;
(B)
if default shall be made by the District in the performance of any of the agreements
or covenants contained in the Master Agreement, other than as described in clause (A) above, or in any Parity
Obligation required to be performed by it, and such default shall have continued for a period of thirty (30)
days after the District shall have been given notice in writing of such default by the Authority or the Trustee;
or
(C)
if the District shall file a petition or answer seeking arrangement or reorganization
under the federal bankruptcy laws or any other applicable law of the United States of America or any state
therein, or if a court of competent jurisdiction shall approve a petition filed with or without the consent of the
District seeking arrangement or reorganization under the federal bankruptcy laws or any other applicable law
of the United States of America or any state therein, or if under the provisions of any other law for the relief or
aid of debtors any court of competent jurisdiction shall assume custody or control of the District or of the
whole or any substantial part of its property;
then and in each and every such case during the continuance of such Event of Default specified in
clause (A) above, the Authority shall, and for any other such Event of Default the Authority may, by notice in
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writing to the District given not later than three (3) Business Days after it receives notice of an Event of
Default or direction to proceed under an Event of Default, declare an Event of Default under the Master
Agreement; provided, that if at any time after an Event of Default has been declared and before any judgment
or decree for the payment of the money due shall have been obtained or entered the District shall deposit with
the Authority a sum sufficient to pay the unpaid principal amount of the Payments due and payable prior to
such declaration and the accrued interest thereon, with interest on such overdue installments at the rate or rates
applicable to such unpaid principal amounts of the Payments if paid in accordance with their terms, and the
reasonable expenses of the Authority, and any and all other defaults known to the Authority shall have been
made good or cured to the satisfaction of the Authority or provision deemed by the Authority to be adequate
shall have been made therefor, then and in every such case the Authority, by written notice to the District, may
rescind and annul such declaration of an Event of Default and its consequences; but no such rescission and
annulment shall extend to or shall affect any subsequent default or shall impair or exhaust any right or power
consequent thereon.
The payment of principal and interest on the Payments shall not be accelerated upon the
declaration of an Event of Default under the Master Agreement.
Application of Net Revenues Upon Event of Default. All Net Revenues upon the date of the
declaration of an Event of Default by the Authority and all Net Revenues thereafter received shall be applied
in the following order –
First, to the payment of the fees, costs and expenses of the Authority and the Trustee, if any, in
exercising any remedies following an Event of Default, including reasonable compensation to its agents,
accountants and counsel and including any indemnification expenses;
Second, to the payment of the interest then due and payable on the principal amount of the unpaid
Parity Payments (except any Termination Payments), and, if the amount available shall not be sufficient to pay
in full all such interest then due and payable, then to the payment thereof ratably, according to the amounts
due thereon without any discrimination or preference;
Third, to the payment of the unpaid principal amount of the Parity Payments (except any Termination
Payments) then due and payable with interest on the overdue principal and interest amounts of the unpaid
Parity Payments at the rate or rates of interest then applicable to such Parity Payments if paid in accordance
with their terms, and, if the amount available shall not be sufficient to pay in full all the amounts due with
respect to the Parity Payments on any date, together with such interest, then to the payment thereof ratably,
according to the principal amount due on such date, without any discrimination or preference;
Fourth, to the payment of any other amounts becoming due and payable with respect to Parity
Obligations (including any letter of credit and remarketing fees);
Fifth, to the payment of the Subordinate Payments (except any Termination Payments) then due and
payable and any other amounts becoming due and payable with respect to Subordinate Obligations (including
any letter of credit and remarketing fees) and any Termination Payments on all Parity Payment Agreements;
and
Sixth, to the payment of all other amounts due and payable by the District, including, but not limited
to the payment of any Termination Payments on all Subordinate Payment Agreements.
Other Remedies. The Authority shall have the right –
(A)
by mandamus or other action or proceeding or suit at law or in equity to enforce its
rights against the District or any director, officer or employee thereof, and to compel the District or any such
director, officer or employee to perform and carry out its or his duties under the Law and the agreements and
covenants required to be performed by it or him contained in the Master Agreement;
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(B)
of the Authority; or

by suit in equity to enjoin any acts or things which are unlawful or violate the rights

(C)
by suit in equity upon the happening of an Event of Default to require the District
and its directors, officers and employees to account as the trustee of an express trust.
Non-Waiver. Nothing in the Master Agreement shall affect or impair the obligation of the District,
which is absolute and unconditional, to pay from Net Revenues, first, the Parity Payments, and second, the
Subordinate Payments at the respective due dates or upon prepayment, or shall affect or impair the right of the
Authority and the Trustee, which is also absolute and unconditional, to institute suit to enforce such payment
by virtue of the contract embodied in the Master Agreement.
A waiver of any default or breach of duty or contract by the Authority shall not affect any subsequent
default or breach of duty or contract or impair any rights or remedies on any such subsequent default or breach
of duty or contract. No delay or omission by the Authority to exercise any right or remedy accruing upon any
default or breach of duty or contract shall impair any such right or remedy or shall be construed to be a waiver
of any such default or breach of duty or contract or an acquiescence therein, and every right or remedy
conferred upon the Authority by the Law or any other applicable law or by the Master Agreement may be
enforced and exercised from time to time and as often as shall be deemed expedient by the Authority.
If any action, proceeding or suit to enforce any right or exercise any remedy is abandoned or
determined adversely to the Authority, the District and the Authority shall be restored to their former
positions, rights and remedies as if such action, proceeding or suit had not been brought or taken.
Remedies Not Exclusive. No remedy conferred upon or reserved to the Authority is intended to be
exclusive of any other remedy, and each such remedy shall be cumulative and shall be in addition to every
other remedy given under the Master Agreement or existing in law or in equity or by statute or otherwise and
may be exercised without exhausting and without regard to any other remedy conferred by the Law or any
other law.
DISCHARGE OF OBLIGATIONS
Discharge of Obligations.
(A)
If the District shall pay or cause to be paid all the Payments at the times and in the
manner provided in the Master Agreement, the right, title and interest of the Authority in the Master
Agreement and the obligations of the District under the Master Agreement and under the Obligations to which
such Payments relate shall cease, terminate, become void and be completely discharged and satisfied.
(B)
All or any portion of the Payments shall, prior to their payment dates or dates of
prepayment, be deemed to have been paid within the meaning of and with the effect expressed in subsection
(A) of this section if the District makes payment of such Payment and the prepayment premium, if applicable,
in the manner provided in the applicable Issuing Document, or if not so provided therein, in the manner
provided in the Master Agreement.
(C)
All or any portion of the Payments shall, prior to their payment dates or dates of
prepayment, be deemed to have been paid within the meaning of and with the effect expressed in subsection
(A) of this section if (i) notice is provided by the District to the Authority, (ii) there shall have been deposited
with the Authority either money in an amount which shall be sufficient, or Government Obligations which are
not subject to redemption except by the holder thereof prior to maturity, the interest on and principal of which
when paid will provide money which, together with money, if any, deposited with the Authority or the
Trustee, shall be sufficient (as evidenced by a report of an Independent Certified Public Accountant or other
party satisfactory to the Trustee regarding such sufficiency) to pay when due the Payments or such portions
thereof on and prior to their payment dates or their dates of prepayment, as the case may be, and the
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prepayment premiums, if any, applicable thereto and (iii) all fees and expenses with respect to the Obligations
to which such Payments relate shall have been paid.
(D)
After the payment of all Payments and prepayment premiums, if any, as provided in
this section, and the payment in full of all fees and expenses of the Authority, the Authority, upon receipt of a
Request of the District, shall cause an accounting for such period or periods as may be requested by the
District to be prepared and filed with the District and the Authority and shall execute and deliver to the
District and the Authority all such instruments as may be necessary or desirable to evidence such total
discharge and satisfaction of the Master Agreement, and the Authority shall pay over and deliver to the
District, as an overpayment of Payments, all such money or investments held by it pursuant to the Master
Agreement other than such money and such investments as are required for the payment or prepayment of the
Payments, which money and investments shall continue to be held in trust for the payment of the Payments.
MISCELLANEOUS
Liability of District Limited to Net Revenues. Notwithstanding anything contained in the Master
Agreement, the District shall not be required to advance any money derived from any source of income other
than the Net Revenues for the payment of first, the Parity Payments and second, the Subordinate Payments or
for the performance of any agreements or covenants required to be performed by it contained in the Master
Agreement; provided, that the District may advance money for any such purpose so long as such moneys are
derived from a source legally available for such purpose and may be legally used by the District for such
purpose.
The obligation of the District to make first, the Parity Payments and second, the Subordinate
Payments is a special obligation of the District payable solely from the Net Revenues as provided in the
Master Agreement, and such obligations do not constitute a debt of the District or of the State or of any
political subdivision thereof within the meaning of any constitutional or statutory debt limitation or restriction.
Benefits of the Master Agreement Limited to Parties. Nothing contained in the Master Agreement,
expressed or implied, is intended to give to any person other than the Authority or the District any right,
remedy or claim under or pursuant to the Master Agreement, and any agreement or covenant required in the
Master Agreement to be performed by or on behalf of the Authority or the District shall be for the sole and
exclusive benefit of the other party; provided, that with respect to enforcing the Authority’s or the Trustee’s
rights under the Master Agreement, the Trustee shall be a third party beneficiary of the Master Agreement and
shall have the right to enforce the obligations of the District under the Master Agreement and pursue the
remedies granted to the Authority under the Master Agreement.
Amendments to Master Agreement. The District and the Authority shall not supplement, amend,
modify or terminate any of the terms of the Master Agreement, or consent to any such supplement,
amendment, modification or termination, without the prior written consent of the Trustee, which such consent
shall be given only if (a) such supplement, amendment, modification or termination will not materially
adversely affect the interests of the holders of Obligations or result in any material impairment of the security
given for the payment of the Obligations, or (b) the Trustee first obtains the written consent of the owners of a
majority in aggregate principal amount of the Parity Obligations then Outstanding and the written consent of
any credit enhancers of such Parity Obligations if required by the terms of such Parity Obligations to such
supplement, amendment, modification or termination, and, if the supplement, amendment, modification or
termination affects the Revenue Fund or Pledge of Net Revenues, conditions for the execution of Parity
Obligations, the sale or other disposition of property of the District comprising a part of the System or the
District’s covenant to fix, prescribe and collect sufficient rates, fees and charges, the Trustee shall also first
obtain the written consent of a majority in aggregate principal amount of Subordinate Obligations then
Outstanding; provided that any supplement that complies with provisions of the Master Agreement relating to
the conditions and the procedures for the execution of Parity Obligations, Subordinate Obligations and
Supplemental Contracts shall not require the consent of the credit enhancers of any Obligations and shall not
be deemed to materially adversely affect the interests of the holders of Obligations or result in any material
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impairment of the security given for the payment of the Obligations; and provided further, that no such
supplement, amendment, modification or termination shall reduce the amount of Payments to be made to the
Authority or the Trustee by the District pursuant to the Master Agreement, or extend the time for making such
Payments, or permit the creation of any lien prior to or on a parity with the lien created by the Master
Agreement on the Payments without the written consent of all of the holders of all Obligations then
Outstanding.
Successor Is Deemed Included in all References to Predecessor. Whenever either the Authority or
the District is named or referred to in the Master Agreement, such reference shall be deemed to include the
successor to the powers, duties and functions that are presently vested in the Authority or the District, and all
agreements and covenants required to be performed by or on behalf of the Authority or the District shall bind
and inure to the benefit of the respective successors thereof whether so expressed or not.
Waiver of Personal Liability. No director, officer or employee of the District shall be individually
or personally liable for the payment of the Payments, but nothing contained in the Master Agreement shall
relieve any director, officer or employee of the District from the performance of any official duty provided by
any applicable provisions of law or by the Master Agreement.
Net Contract. The Contracts shall be deemed and construed to be net contracts, and the District shall
pay absolutely net during the term of the Master Agreement the Payments and all other payments required
under the Master Agreement, free of any deductions and without abatement, diminution or set-off whatsoever.
State.

California Law. The Contracts shall be construed and governed in accordance with the laws of the

Funds. Any fund required to be established and maintained in the Master Agreement by the District
may be established and maintained in the accounting records of the District either as an account or a fund, and
may, for the purpose of such accounting records, any audits thereof and any reports or statements with respect
thereto, be treated either as an account or a fund; but all such records with respect to any such fund shall at all
times be maintained in accordance with sound accounting practice.
Assignment. The Master Agreement and/or any Supplemental Contracts may be assigned by the
Authority, as a whole or in part, without the necessity of obtaining the prior consent of the District. The
assignment of the Master Agreement and/or any Supplemental Contracts or rights under the Master Agreement
or under a Supplemental Contact to the Trustee is solely in its capacity as Trustee and the duties, powers and
liabilities of the Trustee in acting under the Master Agreement or under a Supplemental Contract shall be
subject to the provisions of the Issuing Document.
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INSTALLMENT PURCHASE AGREEMENT
DEFINITIONS
“Bonds” means the Authority’s Fixed Rate Revenue Bonds Series of 2011A (Qualified Energy
Conservation Bonds).
“Closing Date” means the delivery date of the Bonds.
“Event of Default” means an event described in the Installment Purchase Agreement.
“Indenture” means the Indenture of Trust, dated as of November 1, 2011, by and between the Trustee
and the Authority relating to the Bonds, as originally executed and as it may from time to time be amended or
supplemented in accordance with its terms.
“Installment Payments” means the Installment Payments required to be made by the District pursuant
to the Installment Purchase Agreement.
“Installment Payment Date” means each Interest Payment Date established under the Indenture.
“Installment Purchase Agreement” means the Installment Purchase Agreement, dated as of
November 1, 2011, by and between the District and the Authority, as originally executed and as it may from
time to time be amended or supplemented in accordance with the terms of the Installment Purchase
Agreement.
“Master Agreement” means the Master Installment Purchase Agreement, dated as of May 1, 2001, by
and between the District and the Authority, as originally executed and as it may from time to time be amended
or supplemented in accordance with the terms thereof.
“Project” means the solar energy improvements to the System to be financed pursuant to the
Installment Purchase Agreement with proceeds of the Bonds described in Exhibit B to the Installment
Purchase Agreement, and any other improvements to the System to be financed with the proceeds of the
Bonds as designated by the District to the Authority in addition to the improvements listed in Exhibit B to the
Installment Purchase Agreement or in substitution of one or more of the improvements listed in Exhibit B to
the Installment Purchase Agreement, provided that there is first delivered to the Trustee an Opinion of Bond
Counsel to the effect that financing such other improvements is permitted under the Code. The District may
prepare a revised Exhibit B to the Installment Purchase Agreement from time to time and replace the previous
version of Exhibit B to the Installment Purchase Agreement to reflect any additions or substitution of
improvements.
“State” means the State of California.
PURCHASE AND SALE OF PROJECT; PAYMENTS
Purchase and Sale of Project; Application of Bond Proceeds. The District agrees to purchase from
the Authority, and the Authority agrees to sell to the District, the Project in accordance with the provisions of
the Installment Purchase Agreement. In consideration of the Authority instructing the Trustee to apply the
proceeds of the Bonds in accordance with the Indenture, the Authority shall acquire all rights under the
Installment Purchase Agreement.
Installment Payments. In consideration of the Authority’s agreement to finance the Project pursuant
to the provisions of the Installment Purchase Agreement, the District shall, subject to any rights of prepayment
provided in the Installment Purchase Agreement, pay to the Authority, solely from Net Revenues and from no
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other sources, the Installment Payments. The Installment Payments shall be payable on the Installment
Payment Dates and in the amounts set forth in Exhibit A to the Installment Purchase Agreement and are
intended to equal the principal and interest due on the Bonds.
Each Installment Payment shall be deposited with the Trustee, as assignee of the Authority, no later
than the Business Day next preceding the Installment Payment Date, in lawful money of the United States of
America, in immediately available funds. If and to the extent that, on any such date, there are amounts on
deposit in the Program Fund established under the Indenture, or in any of the accounts therein, which amounts
are not being held for the payment of specific Bonds, said amounts shall be credited against the Installment
Payment due on such date.
Obligation Absolute. The obligation of the District to make the Installment Payments and other
payments required to be made by it under the Installment Purchase Agreement, solely from Net Revenues, is
absolute and unconditional, and until such time as the Installment Payments and other payments shall have
been paid in full (or provision for the payment thereof shall have been made pursuant to the Installment
Purchase Agreement), the District shall not discontinue or suspend any Installment Payments or other
payments required to be made by it under the Installment Purchase Agreement when due, whether or not the
System or any part thereof is operating or operable or has been completed, or its use is suspended, interfered
with, reduced or curtailed or terminated in whole or in part, and such Installment Payments and other
payments shall not be subject to reduction whether by offset or otherwise and shall not be conditional upon the
performance or nonperformance by any party of any agreement for any cause whatsoever.
Nature of Agreement. The Installment Purchase Agreement constitutes a Parity Obligation and a
Supplemental Contract under the Master Agreement and, as such, shall be subject to the provisions of the
Master Agreement and shall have all of the advantages, benefits, interests and security afforded Parity
Obligations and Supplemental Contracts pursuant to the Master Agreement.
PREPAYMENT OF INSTALLMENT PAYMENTS; DISCHARGE
Prepayment of Installment Payments
(a)

The District may optionally prepay Installment Payments as follows:

(i)
The District may prepay all or a portion of the Installment Payments in accordance
with the Master Agreement by depositing cash or Defeasance Securities with the Trustee sufficient to
pay the Installment Payments when due.
(ii)
The District may prepay all or a portion of the Installment Payments from any source
of available funds, on any date on which Bonds may be optionally prepaid, by paying (A) all or a
portion (in an amount equal to an Authorized Denomination under the Indenture), as elected by the
District, of such Installment Payments, (B) an amount equal to the accrued but unpaid interest on the
Bonds to be paid or redeemed from the proceeds of such prepaid Installment Payments to the date of
such payment or redemption, as applicable, and (C) an amount equal to any premium to be paid upon
the optional redemption of the Bonds to be redeemed from the proceeds of such prepaid Installment
Payments.
(iii)
Pursuant to the Master Agreement, the District may elect to prepay all or a portion of
the Installment Payments by transferring Net Proceeds to be applied to optionally redeem Bonds in
accordance with the Indenture.
(b)
The District may prepay, from any source of available funds, all or any portion of the
Installment Payments by depositing with the Trustee moneys or securities as provided, and subject to the terms
and conditions set forth, in the Indenture sufficient to pay the principal of, premium, if any, and interest on the
Bonds to be defeased with such Installment Payments.
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(c)
The Installment Payments shall be deemed prepaid, in part, upon a redemption of Bonds
pursuant to the Indenture.
(d)
If less than all of the Installment Payments are prepaid pursuant to the Installment Purchase
Agreement then, as of the date of such prepayment pursuant to the Installment Purchase Agreement, the
schedule of Installment Payments attached as Exhibit A to the Installment Purchase Agreement shall be
recalculated by the District in order to take such prepayment into account. The District shall deliver a copy of
such revised schedule to the Trustee and such revised schedule shall automatically supersede and replace the
previous form of Exhibit A to the Installment Purchase Agreement.
(e)
Prepayments of Installment Payments made pursuant to the Installment Purchase Agreement
shall be applied to the payment or redemption of Bonds as provided in the Indenture.
Following any redemption of Bonds, the District and the Authority may replace the Schedule of
Installment Payments attached as Exhibit A to the Installment Purchase Agreement with a revised schedule
reflecting the remaining Installment Payments, which shall at all times equal the remaining principal and
interest due on the Bonds on each Interest Payment Date.
Notice. Before making any prepayment pursuant to the Installment Purchase Agreement, the District
shall give written notice to the Trustee specifying the date on which the prepayment will be made, which date
shall be not less than 45 (or such lesser number of days as is agreed to by the Trustee) nor more than 60 days
from the date such notice is given to the Trustee.
Discharge of Obligations. If all Installment Payments shall be paid as and when due in accordance
with the terms of the Installment Purchase Agreement, or prepaid in accordance with the Installment Purchase
Agreement, and all other amounts due under the Installment Purchase Agreement and under the Indenture
shall be paid or provision shall have been made for the payment thereof, then all agreements, covenants and
other obligations of the District under the Installment Purchase Agreement shall thereupon cease, terminate
and become void and be discharged and satisfied.
COVENANTS
Compliance with Master Agreement. The District will faithfully observe and perform all the
agreements, conditions, covenants and terms contained in the Master Agreement required to be observed and
performed by it and will not suffer or permit any default to occur thereunder.
Compliance with Installment Purchase Agreement. The District will punctually pay the
Installment Payments, and other payments required to be made by it under the Installment Purchase
Agreement in strict conformity with the terms of the Installment Purchase Agreement, and will faithfully
observe and perform all the agreements, conditions, covenants and terms contained in the Installment Purchase
Agreement required to be observed and performed by it, will not suffer or permit any default to occur under
the Installment Purchase Agreement and will not terminate the Installment Purchase Agreement for any cause
including, without limiting the generality of the foregoing, any acts or circumstances that may constitute
failure of consideration, destruction of or damage to the Project, 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 or any failure of the Authority to observe or perform any agreement, condition, covenant or term
contained in the Installment Purchase Agreement required to be observed and performed by it, whether
express or implied, or any duty, liability or obligation arising out of or connected with the Installment
Purchase Agreement or the insolvency, or deemed insolvency, or bankruptcy or liquidation of the Authority or
any force majeure, including acts of God, tempest, storm, earthquake, war, rebellion, riot, civil disorder, acts
of public enemies, blockade or embargo, strikes, industrial disputes, lock outs, lack of transportation facilities,
fire, explosion, or acts or regulations of governmental authorities.
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Protection of Security and Rights. The District will preserve and protect the security of the
Installment Purchase Agreement and the rights of the Trustee, as assignee of the Authority, to the Installment
Payments, and other payments required to be made by the District under the Installment Purchase Agreement
and will warrant and defend such rights against all claims and demands of all persons.
Amendment of Master Agreement.
accordance with its terms.

The Master Agreement shall not be amended except in

Indemnification of Authority and Trustee. To the extent permitted by law, the District agrees to
indemnify and hold the Trustee, the Authority and each of their officers, directors, agents and employees
harmless against any and all liabilities (including legal fees and expenses) which might arise out of or are
related to the Project, the Installment Purchase Agreement or the Bonds, and with regard to the Trustee, the
exercise and performance by the Trustee of its powers and duties under the Indenture, and the District further
agrees to defend the Trustee, the Authority and each of their officers in any action arising out of or related to
the Project, the Installment Purchase Agreement or the Bonds. The District and the Authority’s obligations to
pay the Trustee compensation for services performed and to indemnify the Trustee as described in the
Installment Purchase Agreement and in the Indenture shall survive the termination of the Installment Purchase
Agreement, the defeasance of the Bonds and the resignation or removal of the Trustee.
Payments to Trustee. The District agrees to pay all costs and expenses incurred by the Trustee in
performing its duties under the Indenture and in enforcing its rights under the Installment Purchase Agreement
as assignee of the Authority.
Continuing Disclosure. The District covenants and agrees to comply with and carry out all of the
provisions of the Continuing Disclosure Agreement. Notwithstanding any other provision of the Installment
Purchase Agreement, failure of the District to comply with the Continuing Disclosure Agreement shall not be
considered an Event of Default under the Installment Purchase Agreement; however, the Trustee may (and, at
the request of any Participating Underwriter (as such term is defined in the Continuing Disclosure Agreement)
or the Owners of at least 25% aggregate principal amount of Outstanding Bonds upon satisfactory indemnity
provided to the Trustee by such Owners or Participating Underwriter, shall) or any Owner or Beneficial
Owner may take such actions as may be necessary and appropriate, including seeking mandate or specific
performance by court order, to cause the District to comply with its obligations under the Continuing
Disclosure Agreement. For purposes of this paragraph, “Beneficial Owner” means any person which (a) has
the power, directly or indirectly, to vote or consent with respect to, or to dispose of ownership of, any Bonds
(including persons holding Bonds through nominees, depositories or other intermediaries), or (b) is treated as
the owner of any Bonds for federal income tax purposes.
Tax Covenants. The District covenants to comply with the Tax Certificate for the Bonds and with all
applicable requirements of the Code necessary to maintain the status of the Bonds as a “qualified energy
conservation bond” pursuant to Sections 54A(d)(1)(C) and 54D of the Code.
Further Assurances. The District will adopt, deliver, execute and make any and all further
assurances, instruments and resolutions as may be reasonably necessary or proper to carry out the intention or
to facilitate the performance of the Installment Purchase Agreement and for the better assuring and confirming
unto the Authority, or unto the Trustee, as assignee of the Authority, the rights and benefits provided in the
Installment Purchase Agreement to the Authority, or to the Trustee, as assignee of the Authority.
EVENTS OF DEFAULT AND REMEDIES OF THE AUTHORITY
Events of Default.
Agreement:

The following shall be Events of Default under the Installment Purchase

(a)
if default shall be made by the District in the due and punctual payment of or on account of
any Parity Obligation as the same shall become due and payable;
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(b)
if default shall be made by the District in the performance of any of the agreements or
covenants required in the Installment Purchase Agreement, in the Indenture or in the Master Agreement to be
performed by it (other than as specified in (a) above), and such default shall have continued for a period of 30
days after the District shall have been given notice in writing of such default by the Authority or the Trustee;
provided, however, that the party or parties giving such notice may agree, in writing, to a reasonable extension
of such period prior to the expiration of such 30 day period and, provided, further, that if the District shall
proceed to take curative action which, if begun and prosecuted with due diligence, cannot be completed within
such a period of 30 days, then such period shall be increased without such written extension to such extent as
shall be necessary to enable the District to diligently complete such curative action and such default shall not
become an Event of Default for so long as shall be necessary to diligently complete such curative action;
provided, however, unless a longer extension is consented to by the Owners of a majority in aggregate
principal amount of the Bonds Outstanding, such extension shall be no longer than one hundred eighty (180)
days from the date of the notice of such default; or
(c)
if the District shall file a petition or answer seeking arrangement or reorganization under the
federal bankruptcy laws or any other applicable law of the United States of America or any state therein, or if
a court of competent jurisdiction shall approve a petition filed with or without the consent of the District
seeking arrangement or reorganization under the federal bankruptcy laws or any other applicable law of the
United States of America or any state therein, or if under the provisions of any other law for the relief or aid of
debtors any court of competent jurisdiction shall assume custody or control of the District or of the whole or
any substantial part of its property.
Remedies on Default. Upon the occurrence of an Event of Default, the Trustee (subject to its rights
and protections under the Indenture), as assignee of the Authority, may, and upon receipt of satisfactory
indemnity shall, at the direction of the Owners of a majority in aggregate principal amount of the Bonds, take
any or all of the following actions:
(a)
by mandamus or other action or proceeding or suit at law or in equity to enforce its rights
against the District or any board member, officer or employee thereof, and to compel the District or any such
board member, officer or employee to perform and carry out its, his or her duties under applicable law and the
agreements and covenants required to be performed by it, him or her contained in the Installment Purchase
Agreement;
(b)
by suit in equity to enjoin any acts or things which are unlawful or violate the rights of the
Trustee, as assignee of the Authority; and
(c)
by suit in equity require the District and its board members, officers and employees to
account as the trustee of an express trust.
Non-Waiver. Nothing in the Installment Purchase Agreement shall affect or impair the obligation of
the District, which is absolute and unconditional, to pay the Installment Payments and other payments required
by the Installment Purchase Agreement to the Trustee, as assignee of the Authority, at the respective due dates
from the Net Revenues, or shall affect or impair the right of the Trustee, as assignee of the Authority, which is
also absolute and unconditional, to institute suit to enforce such payment by virtue of the contract embodied in
the Installment Purchase Agreement.
A waiver of any default or breach of duty or contract by the Trustee, as assignee of the Authority,
shall not affect any subsequent default or breach of duty or contract or impair any rights or remedies on any
such subsequent default or breach of duty or contract. No delay or omission by the Trustee, as assignee of the
Authority, to exercise any right or remedy accruing upon any default or breach of duty or contract shall impair
any such right or remedy or shall be construed to be a waiver of any such default or breach of duty or contract
or an acquiescence therein, and every right or remedy conferred upon the Trustee, as assignee of the Authority,
by applicable law or by the Installment Purchase Agreement may be enforced and exercised from time to time
and as often as shall be deemed expedient by the Trustee, as assignee of the Authority.
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If any action, proceeding or suit to enforce any right or exercise any remedy is abandoned or
determined adversely to the Trustee, as assignee of the Authority, then the District and the Trustee, as assignee
of the Authority, shall be restored to its former positions, rights and remedies as if such action, proceeding or
suit had not been brought or taken.
Remedies Not Exclusive. No remedy in the Installment Purchase Agreement conferred upon or
reserved to the Trustee, as assignee of the Authority, is intended to be exclusive of any other remedy, and each
such remedy shall be cumulative and shall be in addition to every other remedy given under the Installment
Purchase Agreement or now or hereafter existing in law or in equity or by statute or otherwise and may be
exercised without exhausting and without regard to any other remedy conferred by law.
AMENDMENTS
Amendments
(a)
The Installment Purchase Agreement and the rights and obligations of the District, the
Authority and the Trustee, as assignee of the Authority, may be amended or modified from time to time and at
any time in any manner that is not inconsistent with the provisions of the Master Agreement by a written
amendment to the Installment Purchase Agreement executed by the District, the Authority and the Trustee, as
assignee of the Authority, with the written consent of the Owners of a majority of the aggregate principal
amount of the Bonds then Outstanding. No such amendment shall (i) extend the payment date of any
Installment Payment or reduce the amount of any Installment Payment, or the interest rate applicable thereto,
without the prior written consent of the Owner of each affected Bond, or (ii) reduce the percentage of Owners
of the Bonds whose consent is required to effect any such amendment or modification, without the prior
written consent of the Owners of all Bonds then Outstanding.
(b)
The Installment Purchase Agreement and the rights and obligations of the District, the
Authority and the Trustee, as assignee of the Authority, may be amended or modified from time to time and at
any time in a manner that is not inconsistent with the provisions of the Master Agreement by a written
amendment to the Installment Purchase Agreement executed by the District, the Authority and the Trustee, as
assignee of the Authority, without the written consent of any Owners of the Bonds, but only to the extent
permitted by law and only for any one or more of the following purposes (i)
to add to the agreements, conditions, covenants and terms required to be observed or
performed by the District, the Authority or the Trustee, as assignee of the Authority, under the
Installment Purchase Agreement other agreements, conditions, covenants and terms thereafter to be
observed or performed by the District, the Authority or the Trustee, as assignee of the Authority, or to
surrender any right or power reserved in the Installment Purchase Agreement to or conferred in the
Installment Purchase Agreement on the District, the Authority or the Trustee, as assignee of the
Authority, and which in either case shall not materially adversely affect the interests of the Owners of
the Bonds;
(ii)
to make such provisions for the purpose of curing any ambiguity or of correcting,
curing or supplementing any defective provision contained in the Installment Purchase Agreement or
in regard to questions arising under the Installment Purchase Agreement which the District, the
Authority or the Trustee, as assignee of the Authority, may deem desirable or necessary and not
inconsistent with the Installment Purchase Agreement, and which shall not materially adversely affect
the interests of the Owners of the Bonds; and
(iii)
to make such additions, deletions or modifications as may be necessary or
appropriate to maintain the status of the Bonds as a “qualified energy conservation bond” pursuant to
Sections 54A(d)(1)(C) and 54D of the Code.
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In consenting to any amendment under the Installment Purchase Agreement, the Trustee shall be
entitled to request and receive an opinion of counsel that such amendment is authorized or permitted
thereunder and does not materially adversely affect the interests of the Owners of the Bonds.
MISCELLANEOUS
Liability of District Limited. Notwithstanding anything contained in the Installment Purchase
Agreement, the District shall not be required to advance any moneys derived from any source of income other
than Net Revenues provided in the Installment Purchase Agreement for the payment of the Installment
Payments and the other payments required to be made by it under the Installment Purchase Agreement, or for
the performance of any agreements or covenants required to be performed by it contained in the Installment
Purchase Agreement. The District may, however, but in no event shall be obligated to, advance moneys for
any such purpose so long as such moneys are derived from a source legally available for such purpose and
may be legally used by the District for such purpose.
The obligation of the District to pay the Installment Payments and other payments required to be
made by it under the Installment Purchase Agreement is a special obligation of the District payable, in the
manner provided in the Installment Purchase Agreement, solely from Net Revenues, and does not constitute a
debt of the District or of the State, or of any political subdivision thereof, in contravention of any
constitutional or statutory debt limitation or restriction. Neither the faith and credit nor the taxing power of
the District or the State, or any political subdivision thereof, is pledged to the payment of the Installment
Payments, or other payments required to be made under the Installment Purchase Agreement.
Limitation of Rights. Nothing in the Installment Purchase Agreement expressed or implied is
intended or shall be construed to give to any person other than the District, the Authority and the Trustee, as
assignee of the Authority, any legal or equitable right, remedy or claim under or in respect of the Installment
Purchase Agreement or any covenant, condition or provision therein contained, and all such covenants,
conditions and provisions are and shall be held to be for the sole and exclusive benefit of the District, the
Authority and the Trustee, as assignee of the Authority.
Assignment. The District and the Authority acknowledge the transfer, conveyance and assignment
by the Authority to the Trustee of all of the Authority’s rights, title and interest under the Installment Purchase
Agreement (excepting its rights to indemnification and its rights to give approvals or consents under the
Installment Purchase Agreement), including the right to receive Installment Payments under the Installment
Purchase Agreement. To the extent that the Installment Purchase Agreement confers upon or gives or grants
to the Trustee any right, remedy or claim under or by reason of the Installment Purchase Agreement, the
Trustee is explicitly recognized as being a third party beneficiary under the Installment Purchase Agreement
and may enforce any such right, remedy or claim conferred given or granted.
Waiver of Personal Liability. No official, officer or employee of the District shall be individually or
personally liable for the payment of the Installment Payments, or other payments required to be made by the
District under the Installment Purchase Agreement, but nothing contained therein shall relieve any official,
officer or employee of the District from the performance of any official duty provided by any applicable
provisions of law.
Law Governing. The Installment Purchase Agreement shall be construed and governed in
accordance with the laws of the State.
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INDENTURE OF TRUST
DEFINITIONS
“Accountant’s Certificate” shall mean a certificate signed by an independent certified public
accountant of recognized national standing, or a firm of independent certified public accountants of
recognized national standing.
“Act” shall mean the provisions relating to the joint exercise of powers found in Chapter 5 of
Division 7 of Title 1 of the Governmental Code of California, as amended and supplemented.
“Authority” shall mean the Rancho California Water District Financing Authority, a joint exercise of
powers agency established pursuant to the laws of the State, whose members as of the date of the Indenture are
the District and Community Facilities District No. 88-3 of the District, until a successor organization shall
have become such, and thereafter “Authority” shall mean such successor organization.
“Authorized Denominations” shall mean $5,000 and any integral multiple thereof.
“Authorized Newspaper” shall mean The Bond Buyer or any other financial newspaper customarily
published at least once a day for at least five days (other than legal holidays) in each calendar week, printed in
the English language and of general circulation in the Borough of Manhattan and City and State of New York.
“Authorized Officer” shall mean the Chairman, Executive Director or Treasurer of the Authority or
any other Person authorized by the Authority to perform an act or sign a document on behalf of the Authority
for purposes of the Indenture.
“Beneficial Owner” shall mean, with respect to any Book-Entry Bond, the beneficial owner of such
Bond as determined in accordance with the applicable rules of DTC.
“Bond” shall mean any of the Authority’s Fixed Rate Revenue Bonds, Series of 2011A (Qualified
Energy Conservation Bonds) Outstanding under the Indenture. “Bonds” shall mean all of the Authority’s
Fixed Rate Revenue Bonds, Series of 2011A (Qualified Energy Conservation Bonds) Outstanding under the
Indenture.
“Bond Counsel” shall mean an attorney-at-law, or a firm of such attorneys, of nationally recognized
standing in matters pertaining to the tax-exempt nature of interest on obligations issued by states and their
political subdivisions, duly admitted to the practice of law before the highest court of any state of the United
States of America.
“Bond Register” and “Bond Registrar” shall have the respective meanings specified in the Indenture.
“Book-Entry Bonds” shall mean any Bonds which are held in book-entry form pursuant to the
Indenture.
“Business Day” shall mean a day other than (i) Saturday or Sunday, or (ii) a day on which banking
institutions are open in the city or cities in which the principal corporate trust office of the Trustee or any
Paying Agent appointed under the Indenture are located are closed.
“Closing Date” shall mean November 8, 2011.
“Code” shall mean the Internal Revenue Code of 1986, as amended.
“Comparable Treasury Issue” shall mean, with respect to any date of redemption for a particular
Bond, the United States Treasury security or securities selected by the Designated Investment Banker which
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has an actual or interpolated maturity comparable to the remaining average life of the Bond to be redeemed,
and that would be utilized in accordance with customary financial practice in pricing new issues of debt
securities of comparable maturity to the remaining average life of the Bond to be redeemed.
“Comparable Treasury Price” shall mean, with respect to any date of redemption for a particular
Bond: (a) the most recent yield data for the applicable United States Treasury maturity index from the Federal
Reserve Statistical Release H.15 Daily Update (or any comparable or successor publication) reported, as of
11:00 a.m., New York City time, on the Valuation Date; or (b) if the yield described in (a) above is not
reported as of such time or the yield reported as of such time is not ascertainable, the average of four
Reference Treasury Dealer Quotations for that date of redemption, after excluding the highest and lowest of
such Reference Treasury Dealer Quotations, or if the Designated Investment Banker obtains fewer than four
Reference Treasury Dealer Quotations, the average of all quotations obtained by the Designated Investment
Banker.
“Construction Fund” shall mean the Fund by that name established by the Indenture.
“Corporate Trust Office” shall mean the office of the Trustee at which at any particular time its
corporate trust business shall be principally administered, which office at the date of the Indenture is located in
Los Angeles, California or such other place as designated by the Trustee except that with respect to
presentation of Bonds for payment or for registration of transfer and exchange such term shall mean the office
or agency of the Trustee at which, at any particular time, its corporate trust agency business shall be
conducted.
“Cost of Issuance” shall mean items of expense payable or reimbursable directly or indirectly by the
Authority and related to the authorization, sale and issuance of the Bonds, which items of expense shall
include, but not be limited to, printing costs, costs of reproducing and binding documents, closing costs, filing
and recording fees, initial fees and charges of the Trustee, including the fees and expenses of its counsel,
expenses incurred by the Authority in connection with the issuance of the Bonds, legal fees and charges,
including bond counsel, financial consultants’ fees, costs of credit ratings, fees and expenses in connection
with charges for execution, transportation and safekeeping of the Bonds and other costs, charges and fees in
connection with the foregoing.
“Cost of Issuance Fund” shall mean the Fund by that name established by the Indenture.
“Dated Date” shall mean date of delivery with respect to the Bonds.
“Defeasance Securities” shall mean:
(i)

non-callable direct obligations of the United States of America (“Treasuries”),

(ii)
evidences of ownership of proportionate interests in future interest and principal
payments on Treasuries held by a bank or trust company as custodian, under which the owner of the
investment is the real party in interest and has the right to proceed directly and individually against
the obligor, and the underlying Treasuries are not available to any person claiming through the
custodian or to whom the custodian may be obligated, or
(iii)
pre-refunded municipal obligations rated “AAA” and “Aaa” by S&P and Moody’s,
respectively, and secured by Treasuries.
“Depository” shall mean the securities depository acting as Depository under the Indenture, which
may be the Authority.
“Designated Investment Banker” shall mean one of the Reference Treasury Dealers appointed by the
Authority.
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“District” shall mean the Rancho California Water District, a California Water District duly
established and existing under the Law.
assigns.

“DTC” shall mean The Depository Trust Company, New York, New York, and its successors and

“Extraordinary Event” shall mean that the Authority has determined that a change has occurred to
Section 54A, 54D or 6431 of the Code as in effect as of the closing date of the Bonds, pertaining to “Qualified
Energy Conservation Bonds,” or there is any guidance published by the Internal Revenue Service or the
United States Treasury with respect to such Sections or any other determination by the Internal Revenue
Service or the United States Treasury, which determination is not the result of any act or omission by the
Authority or the District to satisfy the requirements to qualify to receive the cash subsidy payment from the
United States Treasury equal to the lesser of (i) seventy percent the amount of interest that would have been
payable on the Bonds on such date if interest were determined at the applicable credit rate under Section
54A(b)(3) of the Code, and (ii) 100 percent of the amount of interest payable on such Bonds on such date (the
“Subsidy Amount”), pursuant to which the Authority’s or the District’s cash subsidy payment from the United
States Treasury is reduced or eliminated.
“Event of Default” shall mean any event of default specified as such in the Indenture.
“Fiscal Year” shall mean the fiscal year of the Authority, which at the date of the Indenture is the
period commencing on July 1 in any calendar year and ending on June 30 in the following calendar year.
“Funds” shall mean, collectively, the Program Fund, the Construction Fund, the Cost of Issuance
Fund, the Principal Fund, the Interest Fund, the Optional Redemption Fund and the Rebate Fund created
pursuant to the Indenture.
“Indenture” shall mean the Indenture of Trust dated as of November 1, 2011, between the Authority
and the Trustee, pursuant to which the Bonds are to be issued, as amended or supplemented from time to time
in accordance with its terms.
“Information Services” shall mean the Municipal Securities Rulemaking Board; or, in accordance
with then-current guidelines of the Securities and Exchange Commission, such other services providing
information with respect to called bonds as the Authority may specify in a certificate to the Trustee.
“Installment Payments” shall mean the Installment Payments required to be paid pursuant to the
Installment Purchase Agreement.
“Installment Purchase Agreement” shall mean the Installment Purchase agreement, dated as of
November 1, 2011, by and between the Authority and the District, relating to the financing of the Project , as
amended or supplemented from time to time in accordance with its terms.
“Interest Fund” shall mean the Fund by that name created pursuant to the Indenture.
2012.

“Interest Payment Date” shall mean February 1 and August 1 of each year, commencing February 1,

“Investment Securities” shall mean and include any of the following securities, if and to the extent the
same are at the time legal for investment of the Authority’s funds (provided that the Trustee shall be entitled to
rely upon any written directions of the Authority as conclusive certification to the Trustee that the investments
described therein are legal for investment of the Authority’s funds):
(i)

Defeasance Securities;
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(ii)
Direct obligations of the United States of America (including obligations issued or
held in book-entry form on the books of the Department of the Treasury, and CATS and TIGRS) or
obligations the principal of and interest on which are unconditionally guaranteed by the United States
of America;
(iii)
Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by
any of the following federal agencies and provided such obligations are backed by the full faith and
credit of the United States of America (stripped securities are only permitted if they have been
stripped by the agency itself):
(a)

U.S. Export-Import Bank (Eximbank)
Direct obligations or fully guaranteed certificates of beneficial ownership

(b)

Farmers Home Administration (FmHA)
Certificates of Beneficial Ownership

(c)

Federal Financing Bank

(d)

Federal Housing Administration Debentures (FHA)

(e)

General Services Administration
Participation Certificates

(f)

Governmental National Mortgage Association (GNMA or Ginnie Mae)
GNMA–guaranteed mortgage-backed bonds
GNMA–guaranteed pass-through obligations
(these obligations are not acceptable for certain cash-flow sensitive issues)

(g)

U.S. Maritime Administration
Guaranteed Title XI financing

(h)

U.S. Department of Housing and Urban Development (HUD)
Project Notes
Local Authority Bonds
New Communities Debentures – U.S. government guaranteed debentures
U.S. Public Housing Notes and Bonds – U.S. government guaranteed public
housing notes and bonds;

(iv)
Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by
any of the following federal agencies which are not backed by the full faith and credit of the United
States of America (stripped securities are only permitted if they have been stripped by the agency
itself):
(a)

Federal Home Loan Bank System
Senior debt obligations

(b)

Farmers Home Loan Mortgage Corporation (FHLMC or Freddie Mac)
Participation Certificate
Senior debt obligations

(c)

Federal National Mortgage Association (FNMA or Fannie Mae)
Mortgage-backed securities and senior debt obligations
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(d)

Student Loan Marketing Association (SLMA or Sallie Mae)
Senior debt obligations

(e)

Resolution Funding Corp. (REFCORP) obligations

(f)

Farm Credit System
Consolidated systemwide bonds and notes;

(v)
Money market funds registered under the Federal Investment Company Act of 1940,
whose shares are registered under the Federal Securities Act of 1933, and having a rating by S&P of
“AAAm G;” “AAA m;” or “AA m,” and, if rated by Moody’s, rated “Aaa,” “Aa1” or “Aa2,”
including funds for which the Trustee, its parent holding company, if any, or any affiliates or
subsidiaries of the Trustee or such holding company provide investment advisory or other
management services;
(vi)
Certificates of deposit secured at all times by collateral described in (A) and/or (B)
above. Such certificates must be issued by commercial banks, savings and loan associations or
mutual savings banks which may include the Trustee and its affiliates. The collateral must be held by
a third party and the bondholders must have a perfected first security interest in the collateral;
(vii)
Certificates of deposit, savings accounts, deposit accounts or money market deposits
which are fully insured by FDIC, including BIF and SAIF including those of the Trustee and its
affiliates;
(viii) Investment Agreements, including Guaranteed Investment Contracts, Forward
Purchase Agreements and Reserve Fund Put Agreements with a provider, or guaranteed by an entity,
whose long-term rating from S&P and Moody’s is not less than “AA-” or “Aa3”;
(ix)
Commercial paper rated, at the time of purchase, “Prime 1” by Moody’s and “A 1”
or better by S&P;
(x)
Bonds or notes issued by any state or municipality which are rated by Moody’s and
S&P in one of the two highest rating categories assigned by such rating agencies.
(xi)
Federal funds or bankers acceptances with a maximum term of one year of any bank
which has an unsecured, uninsured and unguaranteed obligation rating of “Prime 1” or “A3” or better
by Moody’s and “A 1” or “A” or better by S&P which may include the Trustee and its affiliates.
criteria:

(xii)

Repurchase Agreements (“Repos”) for 30 days or less must follow the following

Repos provide for the transfer of securities from a dealer bank or securities firm
(seller/borrower) to the Authority or the Trustee (buyer/lender), and the transfer of cash from the
Authority or the Trustee to the dealer bank or securities firm with an agreement that the dealer bank or
securities firm will repay the cash plus a yield to the municipal entity in exchange for the securities at
a specified date.
(a)

Repos must be between the Authority or the Trustee and a dealer bank or
securities firm.
(1)

Primary dealers on the Federal Reserve reporting dealer list which
are rated “A” or better by S&P and “A2” or better by Moody’s
(without regard to modifiers on such ratings), or
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(2)
(b)

The written repurchase agreement must include the following:
(1)

(c)

Banks rated “A” or better by S&P and “A2” or better by Moody’s
(without regard to modifiers on such ratings).

Securities which are acceptable for transfer are:
(A)

Direct obligations of the United States of America referred
to in Section A above, or

(B)

Obligations of federal agencies referred to in Section B
above, or

(C)

Obligations of FNMA and FHLMC.

(2)

The term of the Repos may be up to 30 days.

(3)

The collateral must be delivered to the Authority or the Trustee, or
third party acting as agent for the trustee, before/simultaneous with
payment (perfection by possession of certificated securities).

(4)

Valuation of Collateral.
(A)

The securities must be valued weekly, marked-to-market at
current market price plus accrued interest.

(B)

The value of collateral must be equal to 104% of the
amount of cash transferred by the Authority or the Trustee
to the dealer bank or security firm under the Repo plus
accrued interest. If the value of securities held as collateral
slips below 104% of the value of the cash transferred by
the Authority or the Trustee, then additional cash and/or
acceptable securities must be transferred. If, however, the
securities used as collateral are FNMA or FHLMC, then
the value of collateral must equal 105%.

A legal opinion which must be delivered to the Authority or the Trustee that
states that the Repo meets guidelines under state law for legal investment of
public funds;

(xiii) The State of California’s Local Agency Investment Fund (“LAIF”) established by
Government Code Section 16429.1. The Trustee may restrict investments in LAIF if required to keep
moneys available for the purposes of the Indenture.
“Law” shall mean the California Water District Law, being Division 13 of the California Water Code.
“Mandatory Sinking Fund Installments” shall mean the amounts specified in the Indenture, as
adjusted pursuant to the Indenture.
“Master Agreement” shall mean the Master Installment Purchase Agreement dated as of May 1, 2001
by and between the District and the Authority as amended or supplemented from time to time in accordance
with its terms.
“Moody’s” shall mean Moody’s Investors Services, Inc. and its successors and assigns.
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“Net Proceeds” shall mean the proceeds of insurance or condemnation applied to prepay Installment
Payments under the Installment Purchase Agreement.
“Nominee” shall mean the nominee of the Depository, which may be the Depository, as determined
from time to time pursuant to the Indenture.
“Officers Certificate” shall mean a certificate signed by (i) an Authorized Officer, and (ii) the
Secretary or an Assistant Secretary of the Authority duly authorized by resolution to sign such certificate.
“Opinion of Bond Counsel” shall mean an opinion signed by Bond Counsel, addressed to the
Authority and the Trustee, to the effect that the action proposed to be taken is authorized or permitted by the
laws of the State of California and the Indenture, and will not adversely affect their classification as a
“qualified energy conservation bond” pursuant to Sections 54A(d)(1)(C) and 54D of the Code.
“Outstanding” shall mean, with respect to the Bonds and as of any date, the aggregate of Bonds
authorized, issued, authenticated and delivered under the Indenture, except:
(a)

Bonds cancelled or surrendered to the Trustee for cancellation pursuant to the Indenture;

(b)

Bonds deemed to have been paid as provided in the Indenture; and

(c)
Bonds in lieu of or in substitution for which other Bonds shall have been authenticated and
delivered pursuant to the Indenture.
“Owner” shall mean the Person or Persons in whose name or names a particular Bond or Bonds shall
be registered on the Bond Register.
“Participants” shall mean those broker-dealers, banks and other financial institutions from time to
time for which the Depository holds Bonds as securities depository.
“Paying Agent” shall mean any paying agent for the Bonds (and may include the Trustee) and its
successor or successors appointed pursuant to the provisions of the Indenture.
“Person” shall mean an individual, a corporation, a partnership, an association, a joint stock company,
a trust, any unincorporated organization or a government or political subdivision thereof.
“Principal Fund” shall mean the Fund by that name created pursuant to the Indenture.
“Principal Installment” shall mean, with respect to any Principal Payment Date, (i) the principal
amount of Outstanding Bonds due on such date, if any, and (ii) the Mandatory Sinking Fund Installment due
on such date, if any.
“Principal Payment Date” shall mean August 1 in each year commencing August 1, 20__.
“Project” shall mean the improvements to the System described in the Installment Purchase
Agreement to be financed with proceeds of the Bonds.
“Project Costs” with respect to the Project shall be deemed to include, but not be limited to, the
following items:
(a)

The cost incurred in the acquisition of a site for the Project;

(b)
Obligations incurred or assumed for labor, materials and equipment in connection
with the improvement of such site and the construction and equipping of the Project;
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(c)
The cost of performance, labor and material bonds and of insurance of all kinds that
may be required or necessary during the course of construction and equipping of the Project or improvement
of a site, to the extent not purchased by contractors or subcontractors for the Project;
(d)
All costs of engineering services, including the costs incurred or assumed for design
and development work, test borings, surveys, estimates, plans and specifications, and for supervising
construction as well as for the performance of all of the duties required by or consequent to the proper
improvement of a site and construction and equipping of the Project, and all costs or architectural services in
connection with the preparation of plans and specifications for the Project;
(e)
All costs which shall be required to be paid under the terms of any contract or
contracts, for the purchase of a site and the construction and equipping of the Project;
(f)
All costs incurred in preparing or obtaining permits or approval from regulatory
agencies in connection with the improvement of a site and construction and equipping of the Project; and
(g)
All other costs which are considered to be a part of the cost of the Project in
accordance with generally accepted accounting principles and which will not affect the classification of the
Bonds as a “qualified energy conservation bond” pursuant to Sections 54A(d)(1)(C) and 54D of the Code.
“Program Fund” shall mean the Fund by that name created pursuant to the Indenture.
“Rating Agencies” shall mean Fitch Ratings and Standard & Poor’s Rating Services and their
successors and assigns, or the agency or agencies then providing a rating on the Bonds; if any Rating Agency
ceases to act as a securities rating agency, the Authority may appoint any other nationally recognized
securities rating agency as a replacement.
“Rebate Fund” shall mean the Fund by that name created pursuant to the Indenture.
“Rebate Requirement” shall mean the Rebate Requirement defined in the Tax Certificate.
“Record Date” shall mean with respect to the Bonds the January 15 or July 15 immediately preceding
such Interest Payment Date whether or not such day is a Business Day.
“Redemption Price” shall mean the principal amount, plus the applicable premium, if any, payable
upon redemption of any Bond pursuant to the Indenture.
“Reference Treasury Dealer” shall mean each of the four firms, specified by the Authority from time
to time, that are primary United States Government securities dealers in the City of New York (each a
“Primary Treasury Dealer”); provided, however, that if any of them ceases to be a Primary Treasury Dealer,
the Authority will substitute another Primary Treasury Dealer.
“Reference Treasury Dealer Quotations” means, with respect to each Reference Treasury Dealer and
any date of redemption for a particular Bond, the average, as determined by the Designated Investment
Banker, of the bid and asked prices for the Comparable Treasury Issue (expressed in each case as a percentage
of its principal amount) quoted in writing to the Designated Investment Banker by such Reference Treasury
Dealer at 3:30 P.M., New York City time, on the third Business Day preceding such date of redemption.
“Representation Letter” shall mean the Representation Letter from the Authority and the Trustee to
the Depository in the form required by the Depository.
“S&P” shall mean Standard and Poor’s Rating Services.
“Secretary” shall mean the Secretary of the Authority.
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“Securities Depositaries” shall mean the following registered securities depositaries: The Depository
Trust Company, 55 Water Street, 50th Floor, New York, New York 10041-0099 Attention: Call Notification
Department, Fax (212) 855-7232; or, in accordance with then-current guidelines of the Securities and
Exchange Commission, such other securities depositories, or no such depositories, as the Authority may
designate in a certificate of the Authority delivered to the Trustee.
“State” shall mean the State of California.
“Supplemental Indenture” or “indenture supplemental hereto” shall mean any indenture supplemental
to or amendatory of the Indenture as originally executed which is duly executed and delivered in accordance
with the provisions of the Indenture.
“System” shall mean all facilities for providing the water delivery and wastewater collection and
treatment services now owned by the District and all other facilities acquired and constructed by the District
and determined to be a part of the System, together with all additions, betterments and improvements to such
facilities or any part thereof acquired and constructed by the District.
“Tax Certificate” shall mean the certificates signed by the Authority on the date the Bonds are issued
and relating to the requirements of the Code with respect to each of the Bonds.
“Term Bonds” shall mean the Bonds which are subject to redemption from Mandatory Sinking Fund
Installments as set forth in the Indenture.
“Treasury Rate” shall mean, with respect to any redemption for a particular Bond, the rate per annum
truncated to the fifth decimal, expressed as a percentage of the principal amount, equal to the semiannual
equivalent yield to maturity or interpolated maturity of the Comparable Treasury Issue, assuming that the
Comparable Treasury Issue is purchased on the date of redemption for a price equal to the Comparable
Treasury Price, as calculated by the Designated Investment Banker.
“Trust Estate” shall have the meaning set forth in the Granting Clauses of the Indenture.
“Trustee” shall mean The Bank of New York Mellon Trust Company, N.A., a national banking
association organized under the laws of the United States of America, and its successor or successors under the
Indenture.
“Valuation Date” shall mean the fifth Business Day preceding the date of redemption.
“Written Order” shall mean a written direction of the Authority to the Trustee signed by an
Authorized Officer.
DESCRIPTION, REGISTRATION AND TRANSFER OF BONDS
Payment of the interest on any Bond shall be made to the Person whose name appears on the Bond
Register as the Owner thereof, such interest to be paid by check mailed by first class mail on the Interest
Payment Date to the Owner at his address as it appears on the Bond Register for that purpose; provided, that in
the case of an Owner of $1,000,000 or more in aggregate principal amount of Bonds, upon written request of
such Owner to the Trustee 20 days prior to any Interest Payment Date, such interest shall be paid on the
Interest Payment Date in immediately available funds by wire transfer. The principal and Redemption Price of
the Bonds shall be payable at the Corporate Trust Office of the Trustee, upon presentation and surrender of
such Bonds.
Execution of Bonds. All the Bonds shall, from time to time, be executed on behalf of the Authority
by, or bear the manual or facsimile signature of, one of the members of the Board of Directors of the Authority
and be attested by the manual or facsimile signature of the Secretary or by any deputy thereof.
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If any of the directors or officers who shall have signed or sealed any of the Bonds or whose facsimile
signature shall be upon the Bonds shall cease to be such officer of the Authority before the Bond so signed and
sealed shall have been actually authenticated by the Trustee or delivered, such Bonds nevertheless may be
authenticated, issued and delivered with the same force and effect as though the person or persons who signed
or sealed such Bonds or whose facsimile signature shall be upon the Bonds had not ceased to be such officer
of the Authority; and any such Bond may be signed and sealed on behalf of the Authority by those persons
who, at the actual date of the execution of such Bonds, shall be the proper officers of the Authority, although
at the date of such Bond any such person shall not have been such officer of the Authority.
Negotiability, Transfer, and Registry.
The Bonds may be transferred and title thereto shall pass only in the manner provided in the
provisions for registration set forth in the forms of the Bond in the Indenture. The Authority designates the
Trustee as initial Bond Registrar to keep the books for the registration (the “Bond Register”) and for the
transfer of Bonds as provided in the Indenture. All Bonds presented for transfer or exchange shall be
accompanied by a written instrument or instruments of transfer or authorization for exchange, in form and with
guaranty of signature satisfactory to the Bond Registrar duly executed by the Owner or by his representative
duly authorized in writing.
The Authority, the Trustee, the Bond Registrar and any Paying Agent may deem and treat the Owner
of any Bond as the absolute owner of such Bond for the purpose of receiving any payment on such Bond and
for all other purposes of the Indenture, whether such Bond shall be overdue or not, and neither the Authority,
nor the Trustee, nor the Bond Registrar nor any Paying Agent shall be affected by any notice to the contrary.
Payment of, or on account of, the principal or Redemption Price of, and interest on, any Bond shall be made to
such Owner or upon his written order. All such payments shall be valid and effectual to satisfy and discharge
the liability upon such Bond to the extent of the sum or sums so paid.
All Bonds issued under the Indenture shall have such attributes of negotiability as are provided for
under the laws of the State, subject to the registration requirements of the Indenture.
Regulations with Respect to Exchanges and Transfers. In all cases in which the privilege of
exchanging Bonds or registering the transfer of Bonds is exercised, the Authority shall execute and the Trustee
shall authenticate and deliver Bonds in accordance with the provisions of the Indenture. All Bonds
surrendered in any such exchanges or upon any such registration of transfer shall forthwith be delivered to the
Bond Registrar and cancelled by it. There shall be no charge to the Owner for any such exchange or
registration of transfer of Bonds, but the Authority may require the payment of a sum sufficient to pay any tax
or other governmental charge required to be paid with respect to any such exchange or registration of transfer.
The cost of printing Bonds and any services rendered or expenses incurred by the Trustee in connection with
any transfer or exchange shall be paid by the Authority. Neither the Authority nor the Bond Registrar shall be
required (i) to register the transfer of or exchange any Bond during the period commencing on the date 15 days
prior to the date of selection of Bonds for redemption and ending on such date of selection or (ii) to register
the transfer of or to exchange any Bond selected for redemption in whole or in part.
Authentication. No Bond shall be secured by the Indenture or entitled to its benefits or shall be valid
or obligatory for any purpose unless there shall be endorsed on such Bond the Trustee’s certificate of
authentication, substantially in the form prescribed in the Indenture, executed by the manual signature of a
duly authorized signatory of the Trustee; and such certificate on any Bond issued by the Authority shall be
conclusive evidence and the only competent evidence that such Bond has been duly authenticated and
delivered under the Indenture.
Cancellation of Bonds. Upon the surrender to the Trustee of any temporary or mutilated Bond, or
Bond surrendered for transfer or exchange, or Bonds acquired, redeemed or paid at maturity, the same shall
forthwith be cancelled and the Trustee shall destroy such Bonds and deliver a certificate of destruction with
respect thereto to the Authority if so requested.
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AUTHENTICATION AND DELIVERY OF BONDS
Bonds Equally and Ratably Secured. All of the Bonds are, and are to be, to the extent provided in
the Indenture, equally and ratably secured by the Indenture without preference, priority or distinction on
account of the actual time or times of the authentication or delivery or maturity of the Bonds, so that, subject
as aforesaid, all Bonds at any time Outstanding under the Indenture shall have the same right, lien, and
preference under and by virtue of the Indenture and shall all be equally and ratably secured by the Indenture
with like effect as if they had all been executed, authenticated and delivered simultaneously on the date of the
Indenture.
Provisions for Issuance of the Bonds. The Bonds shall forthwith be executed by the Authority and
delivered to the Trustee for authentication, together with a Written Order certifying that all conditions
precedent to the authorization of the Bonds have been complied with and authorizing the Trustee to
authenticate the Bonds. The Trustee shall authenticate and deliver the Bonds upon receipt of the Written
Order described above, and upon the following having been made available to the Trustee:
(a)
A copy of the resolution or resolutions adopted by the Authority authorizing the
issuance of the Bonds and the execution and delivery by the Authority of the Indenture, duly certified by the
Secretary to have been duly adopted by the Authority and to be in full force and effect on the date of such
certification;
(b)
An Opinion of Bond Counsel, dated the date of delivery of the Bonds, to the effect
that (i) the Authority has lawful authority for the issuance of the Bonds, (ii) the Bonds constitute the legal,
valid and binding special, limited obligations of the Authority, payable in accordance with their terms and
secured as provided in the Indenture, and (iii) the Indenture has been duly and validly authorized, executed
and delivered and constitutes the legal, valid and binding obligation of the Authority enforceable in
accordance with its terms; provided, however, that with respect to (ii) and (iii), above, no opinion need be
expressed as to the effect upon such enforceability of the limitations or remedies against public agencies in the
State of California, bankruptcy, insolvency, reorganization, moratorium and other laws or equitable principles,
now or hereafter in effect and affecting the enforcement of creditors’ rights generally;
(c)
A Written Order directing that the Trustee authenticate the Bonds and containing
instructions as to the delivery of the Bonds;
(d)

The proceeds of the sale of the Bonds;

(e)
A certificate of an Authorized Officer stating that the Authority is not in default in
the performance of any of the covenants, conditions, agreements or provisions contained in the Indenture;
(f)

An original executed counterpart of the Indenture; and

(g)

The original of the Installment Purchase Agreement.

Special Obligations. The Bonds shall be special, limited obligations of the Authority, payable from
and secured as to the payment of the principal of, premium if any, and interest thereon, in accordance with
their terms and the terms of the Indenture, solely from the Trust Estate. The Bonds shall not constitute a
charge against the general credit of the Authority or its members. Under no circumstances shall the Authority
be obligated to pay principal of, premium, if any, or interest on the Bonds except from the Trust Estate.
Neither the State nor any public agency (other than the Authority) nor any member of the Authority is
obligated to pay the principal of, premium, if any, or interest on the Bonds. Neither the faith and credit nor the
taxing power of the State or any public agency thereof or any member of the Authority is pledged to the
payment of the principal of, premium, if any, or interest on the Bonds. Neither the payment of the principal of
or any part thereof, premium, if any, or interest on the Bonds constitutes a debt, liability or obligation of the
State or any public agency (other than the Authority) or any member of the Authority.
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No covenant or agreement contained in any Bond or the Indenture shall be deemed to be a covenant
or agreement of any officer, member, agent or employee of the Authority in his individual capacity and neither
the members of the Authority nor any officer or employee thereof executing the Bonds shall be liable
personally on any Bond or be subject to any personal liability or accountability by reason of the issuance of
such Bonds.
REVENUES AND FUNDS
Establishment of Funds. The Indenture establishes with the Trustee the following special trust funds
for the Bonds, which the Trustee shall keep separate and apart from all other funds and moneys held by it: the
Program Fund, the Interest Fund, the Principal Fund, the Construction Fund, the Redemption Fund, the Rebate
Fund, and the Cost of Issuance Fund.
Deposit and Transfer Proceeds of Bonds. The proceeds received from the sale of the
Program Fund. The Trustee shall receive all Installment Payments payable under the Installment
Purchase Agreement and deposit them in the Program Fund for transfer as provided under the Indenture.
Principal Fund. On each Principal Payment Date, the Trustee shall withdraw from the Program Fund
and deposit in the Principal Fund an amount sufficient to pay the Principal Installment required to be paid on
said date.
Interest Fund. On each Interest Payment Date, the Trustee shall transfer from the Program Fund and
deposit in the Interest Fund the amount necessary to pay the interest due and payable on the Bonds on such
Interest Payment Date.
Construction Fund. There shall be deposited in the Construction Fund the moneys described in the
Indenture. The Trustee shall pay from the Construction Fund the Project Costs upon receipt of a Payment
Request Form in substantially the form attached to the Indenture. Each such Written Order of the Authority
shall be sufficient evidence to the Trustee of the facts stated therein and the Trustee shall have no duty to
confirm the accuracy of such facts. Upon receipt of a Written Order stating that the Project is complete, the
Trustee shall apply any remaining balance in the Construction Fund to any lawful use as specified in a Written
Order of the Authority following receipt of an Opinion of Bond Counsel with respect to such use. Any
amounts remaining in the Construction Fund on the date for extraordinary mandatory redemption of the Bonds
established pursuant to the Indenture shall be transferred to the Redemption Fund and be applied as set forth in
the Indenture.
Redemption Fund.
(a)
The Trustee shall deposit in the Redemption Fund (i) amounts directed by the Authority to be
deposited therein for the purpose of optionally redeeming Bonds pursuant to the Indenture, including
prepayments of Installment Payments made pursuant to the Installment Purchase Agreement from Net
Proceeds or other funds of the District, and (ii) amounts transferred from the Construction Fund to effect an
extraordinary mandatory redemption of Bonds pursuant to the Indenture.
(b)
The Trustee shall use amounts in the Redemption Fund for the payment of the Redemption
Price and accrued interest to the date of redemption of Bonds called for redemption pursuant to the Indenture.
Rebate Fund. The Authority shall cause to be deposited in the Rebate Fund such amounts as are
required to be deposited therein pursuant to the Tax Certificate (which is incorporated in the Indenture by
reference). Subject to the provisions of the Indenture, moneys held in the Rebate Fund are pledged to secure
payments to the United States government and the Authority and the Owners shall have no rights in or claim
to such moneys. The Trustee shall invest all amounts held in the Rebate Fund as directed by the Authority as
described in the Indenture.
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Upon receipt of written instructions of the Authority, the Trustee shall remit part or all of the balance
held in the Rebate Fund to the United States government as so directed. In addition, if the Authority so directs
in writing, the Trustee shall deposit moneys into or transfer excess moneys out of the Rebate Fund from or into
such accounts or Funds as the Authority directs or, following the final payment of any rebate due, to the
Authority.
The Trustee shall conclusively be deemed to have complied with the provisions of the Indenture if it
follows the directions of the Authority and shall not be required to take any actions thereunder in the absence
of instructions from the Authority.
Cost of Issuance. There shall be deposited in the Cost of Issuance Fund the moneys described in the
Indenture. The Trustee shall pay from the Cost of Issuance Fund the Costs of Issuance upon receipt of a
Written Order from the Authority. The Trustee shall close the Cost of Issuance Fund upon receipt of a Written
Order of the Authority or if no Written Order has been received on the date which is one year from the date of
delivery of the Bonds, and then shall transfer any moneys, remaining therein, including any investment
earnings thereon, to the Construction Fund.
SECURITY FOR AND INVESTMENTS OF MONEYS
Security. All moneys required to be deposited with or paid to the Trustee in any of the Funds (other
than the Construction Fund, the Cost of Issuance Fund and Rebate Fund) referred to in any provision of the
Indenture shall be held by the Trustee in trust for the benefit of the Owners of all Outstanding Bonds, and
except for moneys held for the payment or redemption of Bonds, or the payment of interest on Bonds under
the Indenture, shall, while held by the Trustee, constitute part of the Trust Estate and shall be subject to the
lien and pledge created by the Indenture.
Notwithstanding the foregoing, any moneys so deposited with and held by the Trustee but which are
not so applied to the payment of the Bonds or the interest thereon within one year after the date on which the
same may have become due shall be repaid by the Trustee to the Authority; provided, however, that before
being required to make any such payments the Trustee may cause to be published at least twice at an interval
of not less than seven (7) days between publications, in an Authorized Newspaper, a notice that said moneys
remain unclaimed and that, after a date named in said notice, which date shall be not less than thirty (30) days
after the date of the first publication of such notice, the balance of such moneys then unclaimed will be
returned to the Authority. Thereafter Owners shall be entitled to look only to the Authority for payment, and
then only to the extent of the amount so repaid to the Authority, and all liability of the Trustee with respect to
such money shall thereupon cease, and neither the Trustee nor the Authority shall be liable for any interest
thereon and shall not be regarded as a trustee of such money.
Investment of Funds. So long as the Bonds are Outstanding and there is no default under the
Indenture, moneys on deposit to the credit of the Principal Fund, Interest Fund, Redemption Fund,
Construction Fund and Cost of Issuance Fund shall, at the electronic written request of an Authorized Officer,
confirmed in writing within two Business Days, specifying and directing that such investment of such funds be
made, be invested by the Trustee in Investment Securities, and moneys held in the Rebate Fund shall, at the
electronic written request of an Authorized Officer, confirmed in writing within two Business Days, specifying
and directing that such investment of such funds be made, be invested by the Trustee in Investment Securities
of the type described in clauses (i), (ii) or (v) thereof. The Trustee is entitled to rely on said instructions for
purposes of the Indenture. If no such instructions are provided, the Trustee shall invest such funds exclusively
in Investment Securities of the type described in subparagraph (v) of the definition thereof; provided, however,
that any such investment shall be made by the Trustee only if, prior to the date on which such investment is to
be made, the Trustee shall have received a written direction of the Authority specifying a specific money
market fund and, if no such written direction of the Authority is so received, the Trustee shall hold such
moneys uninvested. Such investments shall have maturity dates, or shall be subject to redemption by the
owner, at the option of the owner on or prior to the dates the moneys invested therein will be needed for the
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purposes of such Funds. The Trustee, or any of its affiliates, may act as principal or agent in the acquisition or
disposition of Investment Securities.
The securities purchased with the moneys in each such Fund shall be deemed a part of such Fund.
Notwithstanding anything to the contrary in the Indenture, in making any valuations of investments under the
Indenture, the Trustee may utilize computerized securities pricing services or generally recognized pricing
information services (including brokers and dealers in securities) that may be available to it, including those
available through its regular accounting system, and rely thereon. The interest, including realized increments
on securities purchased at a discount, received on all such securities (after deduction for accrued interest,
commissions, if any, and premium paid from such Fund at the time of purchase) shall be deposited by the
Trustee in the Fund from which such investment was made. The Trustee shall not be liable or responsible for
any losses or consequences resulting from any such investment or resulting from the redemption, sale or
maturity of any such investment as authorized pursuant to the Indenture. If at any time it shall become
necessary that some or all of the securities purchased with the moneys in any such Fund be redeemed or sold
in order to raise moneys necessary to comply with the provisions of the Indenture, the Trustee shall effect such
redemption or sale, employing, in the case of a sale, any commercially reasonable method of effecting the
same and shall not be responsible for any loss resulting therefrom.
Investments in any of the Principal Fund, Interest Fund, Redemption Fund, Construction Fund and
Cost of Issuance Fund may be commingled for purposes of making, holding and disposing of investments,
notwithstanding provisions in the Indenture for transfer to or holding in particular Funds amounts received or
held by the Trustee, provided that the Trustee shall at all times account for such investments strictly in
accordance with the Funds to which they are credited and otherwise as provided in the Indenture.
The Authority (and the District by its execution of the Installment Purchase Agreement)
acknowledges that to the extent regulations of the Comptroller of the Currency or other applicable regulatory
entity grants the Authority or District the right to receive brokerage confirmations of security transactions as
they occur, at no additional cost, the Authority and the District specifically waive receipt of such
confirmations to the extent permitted by law. The Trustee will furnish Authority and the District periodic cash
transaction statements which include detail for all investment transactions made by the Trustee under the
Indenture.
To the extent that any of the requirements concerning Investment Securities embodies a legal
conclusion, the Trustee shall be entitled to conclusively rely upon a certificate from the appropriate party or an
opinion from counsel to such party, in form and content satisfactory to Trustee, that such requirement has been
met.
PARTICULAR COVENANTS OF THE AUTHORITY
Payment of the Bonds. The Authority will promptly pay from the Installment Payments and other
funds and collateral pledged under the Indenture the principal or Redemption Price of, and the interest on,
every Bond issued under and secured by the Indenture at the places, on the dates and in the manner specified
in the Indenture and in the Bonds according to the true intent and meaning thereof. The Authority shall not
issue any bonds, notes or other evidence of indebtedness or incur any obligations payable from or secured by
the Trust Estate.
Enforcement of Installment Purchase Agreement. The Authority shall diligently enforce and take
all reasonable steps, actions and proceedings necessary for the enforcement of all terms, covenants and
conditions of the Installment Purchase Agreement, including the requirement of prompt payment of all
principal and interest payments and all other amounts due the Authority thereunder. The Authority shall not
release the obligations of any obligor under the Installment Purchase Agreement and shall at all times, to the
extent permitted by law, defend, enforce, preserve and protect the rights and privileges of the Authority and of
the Owners of the Bonds under or with respect to the Installment Purchase Agreement; provided that this
provision shall not be construed to prevent the Authority from settling a default by the District on the
B-39

Installment Purchase Agreement, except for such default under the Installment Purchase Agreement as set
forth in the Indenture, on such terms as the Authority shall determine to be in the best interests of the
Authority and the Owners of the Bonds.
Amendment of Installment Purchase Agreement. The Authority and the Trustee shall not consent
or agree to or permit any amendment or modification of the Installment Purchase Agreement which will in any
manner impair or materially adversely affect the rights or security of the Owners of the Bonds. In determining
whether any amendment or modification will in any manner impair or materially adversely affect the rights or
security of the Owners of the Bonds under the Indenture, the Authority and the Trustee may rely on an opinion
of counsel regarding such amendment or modification.
Further Documents. The Authority covenants that it will from time to time execute and deliver such
further instruments and take such further action as may be reasonable and as may be required to carry out the
purpose of the Indenture; provided, however, that no such instruments or actions shall pledge the faith and
credit or the taxing power of the State or any political subdivision of the State.
Tax Covenants. The Authority will not directly or indirectly use or permit the use of any proceeds of
the Bonds or any other funds of the Authority or take or omit to take any action that would cause the Bonds to
be “private activity bonds” within the meaning of Section 141 of the Code, or obligations which are “federally
guaranteed” within the meaning of Section 149(b) of the Code.
The Authority covenants that it will not take any action, or fail to take any action, if any such action
or failure to take action would adversely affect the treatment of the Bonds as a “qualified energy conservation
bond” under Sections 54A(d)(1)(C) and 54D of the Code. The Authority will not directly or indirectly use or
permit the use of any proceeds of the Bonds or any other funds of the Authority, or take or omit to take any
action, that would cause the Bonds to be “arbitrage bonds” within the meaning of Section 148 of the Code. To
that end, the Authority will comply with all requirements of Section 148 of the Code to the extent applicable
to the Bonds. In the event that at any time the Authority is of the opinion that for purposes of the Indenture it
is necessary to restrict or limit the yield on the investment of any moneys held by the Trustee under the
Indenture or otherwise, the Authority shall so instruct the Trustee in writing, and shall cause the Trustee to
take such action as may be necessary in accordance with such instructions.
Without limiting the generality of the foregoing, the Authority agrees that there shall be paid from
time to time all amounts required to be rebated to the United States of America pursuant to Section 148(f) of
the Code and any temporary, proposed or final Treasury Regulations as may be applicable to the Bonds from
time to time. This covenant shall survive payment in full or defeasance of the Bonds. The Authority
specifically covenants to pay or cause to be paid to the United States of America at the times and in the
amounts determined under this Section the Rebate Requirement, as described in the Tax Certificate.
Notwithstanding any provision of the Indenture, if the Authority shall provide to the Trustee an
Opinion of Bond Counsel to the effect that any action required under the Indenture is no longer required, or to
the effect that some further action is required, to maintain the treatment of the Bonds as a “qualified energy
conservation bond” under Sections 54A(d)(1)(C) and 54D of the Code, the Authority and Trustee may rely
conclusively on such opinion in complying with the provisions of the Indenture, and the covenants under the
Indenture shall be deemed to be modified to that extent.
DEFAULTS AND REMEDIES
Events of Default. In case one or more of the following events, in the Indenture referred to as the
“Events of Default”, shall happen and be continuing, that is to say, if
(a)
payable; or

payment of interest on the Bonds shall not be made when the same shall become due and
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(b)
payment of the principal or Redemption Price of the Bonds shall not be made when the same
shall become due and payable; or
(c)
the Authority shall fail to observe or perform in any material way any covenant, condition,
agreement or provision contained in the Bonds or in the Indenture on the part of the Authority to be performed
other than those set forth in the Indenture, and such failure shall continue for thirty (30) days after written
notice specifying such failure and requiring the same to be remedied shall have been given to the Authority by
the Trustee, and shall also be given by the Trustee at the written request of the Owners of not less than twentyfive percent (25%) in aggregate principal amount of all Bonds then Outstanding; provided, however, that if
said default be such that it cannot be corrected within the applicable period, it shall not constitute an Event of
Default if corrective action is instituted by the Authority within the applicable period and diligently pursued
until the default is corrected, which extended period shall not be longer than one hundred eighty (180) days
after the Trustee delivers such notice of such failure to the Authority unless a longer period is consented to by
the Owners of a majority in aggregate principal amount of the Bonds Outstanding; or
(d)

the District shall fail to make any payment due under the Installment Purchase Agreement; or

(e)
the District shall, in any material way, fail to observe, or shall default under, any covenant,
condition, agreement or provision on its part to be performed contained in any instrument authorizing the
issuance of any other parity or subordinate securities having a lien on the District Net Revenues (as defined in
the Installment Purchase Agreement);
then, the Trustee shall, at the written request of the Owners of not less than 25% in aggregate principal amount
of Bonds Outstanding, shall, by notice in writing delivered to the Authority, declare that an Event of Default
exists and is continuing and pursue all remedies set forth in the Indenture.
Proceedings by Trustee. Upon the happening and continuance of any Event of Default, the Trustee,
after being indemnified to its satisfaction, at the written request of the Owners of not less than 25% in
aggregate principal amount of Bonds Outstanding shall do the following:
(a)
by mandamus, or other suit, action or proceeding at law or in equity, enforce all rights of the
Owners and require the Authority to enforce all rights of the Owners of Bonds, including the right to require
the Authority to receive and collect Installment Payments and to require the Authority to carry out any other
covenant or agreement with the Owners of Bonds and to perform its duties under the Indenture;
(b)

bring suit upon the Bonds;

(c)
by action or suit in equity enjoin any acts or things which may be unlawful or in violation of
the rights of the Owners;
(d)
as a matter of right, have a receiver or receivers appointed for the Trust Estate and of the
revenues, issues, earnings, income, products and profits thereof, pending such proceedings, with such powers
as the court making such appointment shall confer; and
(e)
take such action with respect to the Installment Purchase Agreement or Investment Securities
as shall be deemed necessary and appropriate, subject to the terms of the Indenture and to the terms of the
Installment Purchase Agreement or Investment Securities.
Nothing in the Indenture shall be deemed to authorize the Trustee to authorize or consent to or accept
or adopt on behalf of any Owner of Bonds any plan of reorganization, arrangement, adjustment or composition
affecting the Bonds or the rights of any Owner thereof, or to authorize the Trustee to vote in respect of the
claim of any Owner of Bonds in any such proceeding without the approval of the Owners of Bonds so
affected.
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Effect of Discontinuance or Abandonment. In case any proceeding taken by the Trustee on account
of any default shall have been discontinued or abandoned for any reason, or shall have been determined
adversely to the Trustee, then and in every such case the Authority, the Trustee and the Owners shall be
restored to their former positions and rights under the Indenture, respectively, and all rights, remedies and
powers of the Trustee shall continue as though no such proceeding had been taken.
Rights of Owners. Anything in the Indenture to the contrary notwithstanding, subject to the
limitations and restrictions as to the rights of the Owners in the Indenture, upon the happening and
continuance of any Event of Default, the Owners of not less than twenty-five percent (25%) in aggregate
principal amount of the Bonds then Outstanding shall have the right upon providing the Trustee security and
indemnity reasonably satisfactory to it against the costs, expenses and liabilities to be incurred therein or
thereby, by an instrument in writing executed and delivered to the Trustee, to direct the method and place of
conducting all remedial proceedings to be taken by the Trustee under the Indenture.
The Trustee may refuse to follow any direction that conflicts with law or the Indenture or that the
Trustee determines is prejudicial to rights of other Owners or would subject the Trustee to personal liability
without adequate indemnification therefor.
Restriction on Owner’s Action. In addition to the other restrictions on the rights of Owners to
request action upon the occurrence of an Event of Default and to enforce remedies set forth in the Indenture,
no Owner of any of the Bonds shall have any right to institute any suit, action or proceeding in equity or at law
for the enforcement of any trust under the Indenture, or any other remedy under the Indenture or on the Bonds,
unless such Owner previously shall have given to the Trustee written notice of an Event of Default as
hereinabove provided and unless the Owners of not less than twenty-five percent (25%) in aggregate principal
amount of the Bonds then Outstanding shall have made written request of the Trustee to institute any such suit,
action, proceeding or other remedy, after the right to exercise such powers or rights of action, as the case may
be, shall have accrued, and shall have afforded the Trustee a reasonable opportunity either to proceed to
exercise the powers in the Indenture granted, or to institute such action, suit or proceeding in its or their name;
nor unless there also shall have been offered to the Trustee security and indemnity reasonably satisfactory to it
against the costs, expenses and liabilities to be incurred therein or thereby, and the Trustee shall not have
complied with such request within a reasonable time; and such notification, request and offer of indemnity are
declared in every such case, at the option of the Trustee, to be conditions precedent to the execution of the
trusts of the Indenture or for any other remedy under the Indenture; it being understood and intended that no
one or more Owners of the Bonds secured by the Indenture shall have any right in any manner whatever by his
or their action to affect, disturb or prejudice the security of the Indenture, or to enforce any right under the
Indenture or under the Bonds, except in the manner in the Indenture provided, and that all proceedings at law
or in equity shall be instituted, had and maintained in the manner provided in the Indenture, and for the equal
benefit of all Owners of Outstanding Bonds; subject, however, to the provisions of this Section.
Notwithstanding the foregoing provisions of the Indenture or any other provision of the Indenture, the
obligation of the Authority shall be absolute and unconditional to pay, but solely from the Trust Estate, the
principal and Redemption Price of, and interest on, the Bonds to the respective Owners thereof at the
respective due dates thereof, and nothing in the Indenture shall affect or impair the right of action, which is
absolute and unconditional, of such Owners to enforce such payment.
Power of Trustee to Enforce. All rights of action under the Indenture or under any of the Bonds
secured by the Indenture which are enforceable by the Trustee may be enforced by it without the possession of
any of the Bonds, or the production thereof at the trial or other proceedings relative thereto, and any such suit,
action or proceedings instituted by the Trustee shall be brought in its own name, as trustee, for the equal and
ratable benefit of the Owners of the Bonds subject to the provisions of the Indenture.
Remedies Not Exclusive. No remedy in the Indenture conferred upon or reserved to the Trustee or to
the Owners of the Bonds is intended to be exclusive of any other remedy or remedies, and each and every such
remedy shall be cumulative and shall be in addition to every other remedy given under the Indenture or now or
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hereafter existing at law or in equity or by statute; provided, however, that the Bonds shall in no event be
subject to acceleration of their principal payment.
Waiver of Events of Default; Effect of Waiver. The Trustee shall waive any Event of Default under
the Indenture and its consequences and rescind any declaration of an Event of Default, upon the written
request of the Owners of at least a majority in aggregate principal amount of all Outstanding Bonds. If any
Event of Default shall have been waived as provided in the Indenture, the Trustee shall promptly give written
notice of such waiver to the Authority and shall give notice thereof by first class mail, postage prepaid to all
Owners of Outstanding Bonds if such Owners had previously been given notices of such Event of Default; but
no such waiver, rescission and annulment shall extend to or affect any subsequent Event of Default, or impair
any right or remedy consequent thereon.
No delay or omission of the Trustee or of any Owner of the Bonds to exercise any right or power
accruing upon any default or Event of Default shall impair any such right or Owner or shall be construed to be
a waiver of any such default or Event of Default, or an acquiescence therein; and every power and remedy
given by the Indenture to the Trustee and to the Owners of the Bonds, respectively, may be exercised from
time to time and as often as may be deemed expedient.
Application of Moneys. Any moneys received by the Trustee pursuant to the Indenture and any
other funds then held shall, after payment of all fees and expenses of the Trustee, and the fees and expenses of
its counsel, be applied as follows:
(a)

unless the principal of all of the Outstanding Bonds shall be due and payable,

FIRST- To the payment of the persons entitled thereto of all installments of interest then due on the
Bonds, in the order of the maturity of the installments of such interest and, if the amount available
shall not be sufficient to pay in full any particular installment, then to the payment ratably, according
to the amounts due on such installment, to the persons entitled thereto, without any discrimination or
privilege;
SECOND - To the payment of the persons entitled thereto of the unpaid principal and Redemption
Price of any of the Bonds which shall have become due (other than Bonds matured or called for
redemption for the payment of which moneys are held pursuant to the provisions of the Indenture), in
the order of their due dates and, if the amount available shall not be sufficient to pay in full the
principal and Redemption Price of such Bonds due on any particular date, then to the payment ratably,
according to the amounts of principal due on such date, to the persons entitled thereto without any
discrimination or privilege; and
THIRD - To be held for the payment to the persons entitled thereto as the same shall become due of
the principal and Redemption Price of, and interest on, the Bonds, which may thereafter become due
either at maturity or upon call for redemption prior to maturity and, if the amount available shall not
be sufficient to pay in full such principal and Redemption Price due on any particular date, together
with interest then due and owing thereon, payment shall be made in accordance with the FIRST and
SECOND paragraphs above.
(b)
if the principal of all of the Outstanding Bonds shall be due and payable, to the payment of
the principal, Redemption Price and interest then due and unpaid upon the Outstanding Bonds without
preference or priority of any of principal, Redemption Price or interest over the others or of any installment of
interest, or of any Outstanding Bond over any other Outstanding Bond, ratably, according to the amounts due
respectively for principal, Redemption Price and interest, to the persons entitled thereto without any
discrimination or preference except as to any difference in the respective amounts of interest specified in the
Outstanding Bonds.
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Whenever moneys are to be applied pursuant to the provisions of the Indenture, such moneys shall be
applied at such times, and from time to time, as the Trustee shall determine, having due regard to the amount
of such moneys available for application and the likelihood of additional moneys becoming available for such
application in the future. The Trustee shall give, by mailing by first class mail as it may deem appropriate,
such notice to the Owners of the deposit with it of any such moneys.
CONCERNING THE TRUSTEE AND PAYING AGENT
Appointment and Acceptance of Duties. The Trustee accepts and agrees to the trusts created by the
Indenture to all of which the Authority agrees and the respective Owners of the Bonds, by their purchase and
acceptance thereof, agree.
Duties, Immunities and Liabilities of Trustee.
(a)
The Trustee shall, prior to an Event of Default, and after the curing of all Events of Default
which may have occurred, perform such duties and only such duties as are specifically set forth in the
Indenture and no implied duties or obligations shall be read into the Indenture against the Trustee. The
Trustee shall, during the existence of any Event of Default (which has not been cured), exercise such of the
rights and powers vested in it by the Indenture, and use the same degree of care and skill in their exercise as a
prudent individual would exercise or use under the circumstances in the conduct of his own affairs.
(b)
The Authority may remove the Trustee at any time and shall remove the Trustee if at any
time requested to do so by an instrument or concurrent instruments in writing signed by the Owners of not less
than a majority in aggregate principal amount of the Bonds then Outstanding (or their attorneys duly
authorized in writing) or if at any time the Trustee shall cease to be eligible in accordance with the Indenture,
or shall become incapable of acting, or shall commence a case under any bankruptcy, insolvency or similar
law, or a receiver of the Trustee or of its property shall be appointed, or any public officer shall take control or
charge of the Trustee or its property or affairs for the purpose of rehabilitation, conservation or liquidation, in
each case by giving 30 days prior written notice of such removal to the Trustee, and thereupon shall appoint a
successor Trustee by an instrument in writing.
(c)
The Trustee may resign by giving written notice of such resignation to the Authority and by
giving notice of such resignation by mail, first class postage prepaid, to the Owners at the addresses listed in
the Bond Register. Upon receiving such notice of resignation, the Authority shall promptly appoint a
successor Trustee by an instrument in writing.
(d)
Any removal or resignation of the Trustee and appointment of a successor Trustee shall
become effective upon acceptance of appointment by the successor Trustee. If no successor Trustee shall have
been appointed and shall have accepted appointment within 45 days of giving notice of removal or notice of
resignation as aforesaid, the retiring Trustee, or any Owner (on behalf of himself and all other Owners) may
petition any court of competent jurisdiction for the appointment of a successor Trustee, and such court may
thereupon, after such notice (if any) as it may deem proper, appoint such successor Trustee. Any successor
Trustee appointed under the Indenture shall signify its acceptance of such appointment by executing and
delivering to the Authority and to its predecessor Trustee a written acceptance thereof, and thereupon such
successor Trustee, without any further act, deed or conveyance, shall become vested with all the moneys,
estates, properties, rights, powers, trusts, duties and obligations of such predecessor Trustee, with like effect as
if originally named Trustee in the Indenture but, nevertheless, at the written request of the Authority or of the
successor Trustee, such predecessor Trustee shall execute and deliver any and all instruments of conveyance
or further assurance and do such other things as may reasonably be required for more fully and certainly
vesting in and confirming to such successor Trustee all the right, title and interest of such predecessor Trustee
in and to any property held by it under the Indenture and shall pay over, transfer, assign and deliver to the
successor Trustee any money or other property subject to the trusts and conditions set forth in the Indenture.
Upon request of the successor Trustee, the Authority shall execute and deliver any and all instruments as may
be reasonably required for more fully and certainly vesting in and confirming to such successor Trustee all
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such moneys, estates, properties, rights, powers, trusts, duties and obligations. Any such successor Trustee
shall promptly notify each Paying Agent of its appointment as Trustee. Upon acceptance of appointment by a
successor Trustee as provided in this subsection, such successor Trustee shall mail a notice of the succession
of such Trustee to the trusts by first class mail, postage prepaid, to the Owners at their addresses listed in the
Bond Register.
(e)
Any Trustee appointed under the provisions of this Section shall be a trust company, national
banking association, corporation or bank having the powers of a trust company, having a corporate trust office
in California, having a combined capital and surplus of at least seventy-five million dollars ($75,000,000), and
subject to supervision or examination by federal or state authority. If such bank, national banking association,
corporation or trust company publishes a report of condition at least annually, pursuant to law or to the
requirements of any supervising or examining authority above referred to, then for the purpose of this
subsection the combined capital and surplus of such bank, national banking association, corporation or trust
company shall be deemed to be its combined capital and surplus as set forth in its most recent report of
condition so published. In case at any time the Trustee shall cease to be eligible in accordance with the
provisions of this subsection (e), the Trustee shall resign immediately in the manner and with the effect
specified in the Indenture.
(f)
No provision in the Indenture shall require the Trustee to risk or expend its own funds or
otherwise incur any financial liability in the performance of any of its duties under the Indenture if it shall
have reasonable grounds for believing that repayment of such funds or indemnity satisfactory to it against such
risk or liability is not assured to it.
(g)
In accepting the trust created by the Indenture, the Trustee acts solely as Trustee for the
Owners and not in its individual capacity. Under no circumstances shall the Trustee be liable in its individual
capacity for the obligations evidenced by the Bonds.
(h)
The Trustee makes no representation or warranty, express or implied, as to the compliance
with legal requirements of the use contemplated by the Authority of the funds under the Indenture. In no
event shall the Trustee be liable for incidental, indirect, special or consequential damages in connection with
or arising from the Indenture or the existence, furnishing or use of the Installment Purchase Agreement or
Investment Securities.
(i)
The Trustee shall not be responsible for the sufficiency, timeliness or enforceability of the
Installment Purchase Agreement and the Investment Securities and of its rights to receive Installment
Payments.
(j)
The Trustee shall not be deemed to have knowledge of any Event of Default under the
Indenture unless and until it shall have actual knowledge thereof.
(k)
The Trustee shall not be accountable for the use or application by the Authority or any other
party of any funds which the Trustee has released under the Indenture.
(l)
The Trustee may employ attorneys, agents or receivers in the performance of any of its duties
under the Indenture and shall not be answerable for the misconduct of such attorney, agent or receiver selected
by it with reasonable care.
(m)
The Trustee shall have no responsibility or liability with respect to any information,
statements or recital in any offering memorandum or other disclosure material prepared or distributed with
respect to the issuance of the Bonds.
(n)
The Trustee’s rights to immunities and protection from liability under the Indenture and its
rights to payment of its fees and expenses shall survive its resignation or removal and final payment or
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defeasance of the Bonds. All indemnifications and releases from liability granted in the Indenture to the
Trustee shall extend to the directors, officers, employees and agents of the Trustee.
(o)
The Trustee shall not be considered in breach of or in default in its obligations under the
Indenture or progress in respect thereto in the event of enforced delay (“unavoidable delay”) in the
performance of such obligations due to unforeseeable causes beyond its control and without its fault or
negligence, including, but not limited to, Acts of God or of the public enemy or terrorists, acts of a
government, acts of the other party, fires, floods, epidemics, quarantine restrictions, strikes, freight embargoes,
earthquakes, explosion, mob violence, riot, inability to procure or general sabotage or rationing of labor,
equipment, facilities, sources of energy, material or supplies in the open market, litigation or arbitration
involving a party or others relating to zoning or other governmental action or inaction pertaining to the project,
malicious mischief, condemnation, and unusually severe weather or delays of suppliers or subcontractors due
to such causes or any similar event and/or occurrences beyond the control of the Trustee.
(p)
The Trustee agrees to accept and act upon instructions or directions pursuant to the Indenture
sent by unsecured e-mail, facsimile transmission or other similar unsecured electronic methods, provided,
however, that, the Trustee shall have received an incumbency certificate listing persons designated to give
such instructions or directions and containing specimen signatures of such designated persons, which such
incumbency certificate shall be amended and replaced whenever a person is to be added or deleted from the
listing. If the Authority and the District elects to give the Trustee e-mail or facsimile instructions (or
instructions by a similar electronic method) and the Trustee in its discretion elects to act upon such
instructions, the Trustee’s understanding of such instructions shall be deemed controlling. The Trustee shall
not be liable for any losses, costs or expenses arising directly or indirectly from the Trustee’s reliance upon
and compliance with such instructions notwithstanding such instructions conflict or are inconsistent with a
subsequent written instruction. The Authority and the District agree to assume all risks arising out of the use
of such electronic methods to submit instructions and directions to the Trustee, including without limitation
the risk of the Trustee acting on unauthorized instructions, and the risk of interception and misuse by third
parties.
(q)
The permissive right of the Trustee to do things enumerated in the Indenture shall not be
construed as a duty, and it shall not be answerable for other than its negligence or willful misconduct.
(r)
The Trustee in the capacity of Calculation Agent shall submit forms to the federal
government to receive cash subsidy payments for the Bonds in accordance with a Calculation Agency
Agreement by and among the Authority, the District and the Trustee.
(s)
The Trustee shall not be liable with respect to any action taken or omitted to be taken by it in
good faith in accordance with the direction of the Owners of not less than a majority in aggregate principal
amount of the Bonds then Outstanding relating to the time, method and place of conducting any proceeding
for any remedy available to the Trustee, or exercising any trust or power conferred upon the Trustee, under the
Indenture.
Merger or Consolidation. Any company into which the Trustee or any Paying Agent may be
merged or converted or with which it may be consolidated or any company resulting from any merger,
conversion or consolidation to which it shall be a party or any company to which the Trustee or any Paying
Agent may sell or transfer all or substantially all of its corporate trust business provided such company shall be
eligible under the Indenture in the case of the Trustee or a Paying Agent, shall succeed to the rights and
obligations of such Trustee or Paying Agent, as the case may be, without the execution or filing of any paper
or any further act, anything in the Indenture to the contrary notwithstanding.
Compensation. The Authority shall pay the Trustee reasonable compensation for its services
rendered under the Indenture and shall reimburse the Trustee for reasonable expenses (including legal and
other professional fees and expenses) incurred by the Trustee in the performance of its obligations under the
Indenture.
B-46

The Authority agrees, to the extent permitted by law, to indemnify the Trustee, the Bond Registrar
and any Paying Agent and their respective officers, directors, members, employees, attorneys and agents for,
and to hold them harmless against, any loss, liability, suit, cost, judgment, claim or expense including legal
fees and expenses incurred without negligence or willful default on their part arising out of or in connection
with the acceptance or administration of the trusts imposed by the Indenture, including performance of their
duties under the Indenture and the Trustee’s acting under the Installment Purchase Agreement and under the
Investment Securities and the Trustee’s acting under the Installment Purchase Agreement, including the costs
and expenses of defending themselves against any claims or liability in connection with the exercise or
performance of any of their powers or duties under the Indenture. Notwithstanding any contrary provision of
the Indenture, this covenant shall remain in full force and effect though the Bonds are no longer Outstanding
and the resignation and removal of the Trustee. Upon an Event of Default, and only upon an Event of Default,
the Trustee shall have a first lien, with right of payment prior to payment of the principal of, premium, if any,
and interest on any Bond, upon the Trust Estate for the foregoing fees, charges and expenses incurred by it.
When the Trustee incurs expenses or renders services after the occurrence of an Event of Default, such
expenses and the compensation for such services are intended to constitute expenses of administration under
any federal or state bankruptcy, insolvency, arrangement, moratorium, reorganization or other debtor relief
law.
Liability of Fiduciaries. The recitals of facts in the Indenture and in the Bonds contained shall be
taken as statements of the Authority, and neither the Trustee nor any Paying Agent assumes any responsibility
for the correctness of the same, or makes any representations as to the validity or sufficiency of the Indenture
or of the Bonds, or shall incur any responsibility in respect thereof, other than in connection with the duties or
obligations in the Indenture or in the Bonds assigned to or imposed upon it. The Trustee shall, however, be
responsible for its representations contained in its certificate of authentication on the Bonds. Neither the
Trustee nor any Paying Agent shall be liable in connection with the performance of its duties under the
Indenture, except for its own negligence or willful misconduct. The Trustee or any Paying Agent may become
the Owner of Bonds with the same rights they would have if they were not Trustee or Paying Agent,
respectively, and, to the extent permitted by law, may act as depository for and permit any of their officers or
directors to act as a member of, or in any other capacity with respect to, any committee formed to protect the
rights of Owners, whether or not such committee shall represent the Owners of a majority in principal amount
of the Bonds then Outstanding.
Right to Rely on Documents. The Trustee and any Paying Agent shall be protected in acting upon
any notice, resolution, request, consent, order, certificate, report, opinion, bond, facsimile transmission,
electronic mail, or other paper or document believed by it to be genuine and to have been signed or presented
by the proper party or parties. The Trustee and any Paying Agent may consult with counsel, who may be
counsel of or to the Authority, with regard to legal questions, and the opinion of such counsel shall be full and
complete authorization and protection in respect of any action taken or suffered by it under the Indenture in
good faith and in accordance therewith.
Whenever in the administration of the trusts imposed upon it by the Indenture the Trustee or any
Paying Agent shall deem it necessary or desirable that a matter be proved or established prior to taking or
suffering any action under the Indenture, such matter (unless other evidence in respect thereof be in the
Indenture specifically prescribed) may be deemed to be conclusively proved and established by an Officer’s
Certificate, and such Certificate shall be full warrant to the Trustee or Paying Agent for any action taken or
suffered in good faith under the provisions of the Indenture in reliance upon such Certificate, but in its
discretion the Trustee or any Paying Agent may, in lieu thereof, accept other evidence of such matter or may
require such additional evidence as to it may seem reasonable.
Preservation and Inspection of Documents. All documents received by the Trustee or any Paying
Agent under the provisions of the Indenture shall be retained in its possession and shall be subject at all
reasonable times to the inspection of the Authority and any Owner, and their agents and representatives duly
authorized in writing, at reasonable hours and under reasonable conditions with reasonable notice.
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Indemnity for Trustee. Before taking any action under the Indenture (other than making payment on
the Bonds when due), the Trustee may require that satisfactory indemnity (including, without limitation, from
the Owners of Bonds) be furnished to it for the reimbursement of all expenses which it may incur and to
protect it against all liability, except liability which may result from its negligence or willful misconduct, by
reason of any action so taken.
Appointment and Acceptance of Paying Agents. The Trustee is appointed and does by the
Indenture accept its appointment as Paying Agent for the Bonds. The Authority may at any time or from time
to time appoint one or more other Paying Agents for the Bonds, in the manner and subject to the conditions set
forth in the Indenture for the appointment of a successor Paying Agent. Each Paying Agent (other than the
Trustee) shall signify its acceptance of the duties and obligations imposed upon it by written instrument of
acceptance deposited with the Authority and the Trustee.
The Paying Agent may act as paying agent for purposes of paying principal, premium, if any, and
interest with respect to the Bonds. The Paying Agent shall designate its principal office and signify its
acceptance of all of the duties and obligations imposed upon it under the Indenture by executing and
delivering a written instrument signifying its acceptance of the Indenture to the Authority, with copies
delivered to the Trustee. The Authority shall from time to time, on demand, pay to the Paying Agent
reasonable compensation for its services and shall reimburse the Paying Agent for all its advances and
expenditures, including but not limited to advances to and reasonable fees and expenses of counsel and other
experts employed by it in the exercise and performance of its powers and duties under the Indenture.
Except as otherwise expressly provided in the Indenture, no provision of the Indenture shall require
the Paying Agent to expend or risk its own funds or otherwise incur any financial liability in the performance
of any of its duties under the Indenture or in the exercise of any of its rights or powers under the Indenture.
The Paying Agent in performing its duties as set forth in the Indenture shall have the rights and
immunities including, but not limited to, exculpations and indemnifications, of the Trustee as set forth in the
Indenture to the same extent and as fully for all intents and purposes as though such rights and immunities had
been set forth at length with respect to the Paying Agent.
Resignation or Removal of Paying Agent; Appointment of Successor. Any Paying Agent may at
any time resign and be discharged of the duties and obligations created by the Indenture by giving written
notice of such resignation to the Authority, the Bond Indenture and the Trustee. Any Paying Agent may be
removed at any time by an instrument filed with such Paying Agent and the Trustee and signed by the
Authority. Any successor Paying Agent shall be appointed by the Authority, with the approval of the Trustee,
and shall be a bank having the powers of a trust company, a national banking association or trust company,
having a capital stock and surplus aggregating at least seventy-five million dollars ($75,000,000), and a
corporate trust office in California, and willing and able to accept the office on reasonable and customary
terms and authorized by law to perform all the duties imposed upon it by the Indenture.
In the event of the resignation or removal of any Paying Agent, such Paying Agent shall pay over,
assign and deliver any moneys held by it as Paying Agent to its successor, or to the Trustee. In the event that
for any reason there shall be a vacancy in the office of any Paying Agent, the Trustee shall act as such Paying
Agent.
Notice to Rating Agencies. The Trustee shall provide each Rating Agency at least ten (10) days’ (or
a shorter period if the Trustee receives less than 10 days’ prior written notice of such amendment) prior written
notice of any amendment to the Indenture (but shall incur no liability for any failure to do so).
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EXECUTION OF INSTRUMENTS BY OWNERS AND PROOF
OF OWNERSHIP OF BONDS
Execution of Instruments; Proof of Ownership. Any request, direction, consent or other instrument
in writing required or permitted by the Indenture to be signed or executed by Owners may be in any number of
concurrent instruments of similar tenor by different parties and may be signed or executed by such Owners in
person or by agent appointed by an instrument in writing. Proof of the execution of any such instrument and
of the ownership of Bonds shall be sufficient for any purpose of the Indenture and shall be conclusive in favor
of the Trustee, the Bond Registrar and any Paying Agent with regard to any action taken, suffered or omitted
by any of them under such instrument if made in the following manner:
(a)
The fact and date of the execution by any person of any such instrument may be proved by
the certificate of any officer in any jurisdiction who, by the laws thereof, has power to take acknowledgments
within such jurisdiction, to the effect that the person signing such instrument acknowledged before him the
execution thereof, or by an affidavit of a witness to such execution.
(b)
The fact of the ownership of Bonds under the Indenture by any Owner and the serial numbers
of such Bonds and the date of his ownership of the same shall be proved by the Bond Register.
Nothing contained in the Indenture shall be construed as limiting the Trustee, the Paying Agent, or the
Bond Registrar to such proof, it being intended that the Trustee, the Paying Agent or the Bond Registrar may
accept any other evidence of the matters in the Indenture stated which to it may seem sufficient. Any request
or consent of the Owner of any Bond shall bind every future Owner of the same Bond and any Bond or Bonds
issued in exchange or substitution therefor or upon the registration of transfer thereof in respect of anything
done by the Trustee in pursuance of such request or consent.
MODIFICATION OF INDENTURE AND SUPPLEMENTAL INDENTURES
Supplemental Indentures Without Consent of Owners. Subject to the conditions and restrictions
contained in the Indenture and subject to approval by resolution of the Authority, the Authority may, without
the consent of the Owners, enter into a Supplemental Indenture or Supplemental Indentures, which thereafter
shall form a part of the Indenture, for any one or more of the following purposes:
(a)
to add to the covenants and agreements of the Authority contained in the Indenture other
covenants and agreements thereafter to be observed, and to surrender any right or power in the Indenture
reserved to or conferred upon the Authority; provided that no such covenant, agreement or surrender shall
materially adversely affect the interests of the Owners;
(b)
to cure any ambiguity, to supply any omission or to cure, correct or supplement any defect or
inconsistent provisions contained in the Indenture or in any Supplemental Indenture;
(c)
(d)
authority;
(e)

to make any change which does not materially adversely affect the rights of any Owner;
to grant to the Trustee for the benefit of the Owners additional rights, remedies, powers or
to subject to the Indenture additional collateral or to add other agreements of the Authority;

(f)
to modify the Indenture or the Bonds to permit qualification under the Trust Indenture Act of
1939 or any similar Federal statute at the time in effect, or to permit the qualification of the Bonds for sale
under the securities laws of any state of the United States;
(g)
to evidence the succession of a new Trustee or the appointment by the Trustee or the
Authority of a co-Trustee;
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Nothing contained in the Indenture shall affect or limit the right or obligation of the Authority to
execute and deliver to the Trustee any instrument of further assurance or other instrument which elsewhere in
the Indenture it is provided shall be delivered to the Trustee.
Trustee Authorized to Enter Supplemental Indenture. The Trustee is authorized to enter into with
the Authority any Supplemental Indenture authorized or permitted by the terms of the Indenture, and to make
the further agreements and stipulations which may be therein contained, and the Trustee, in entering into any
Supplemental Indenture, shall be fully protected in relying on an opinion of counsel, in form and substance
satisfactory to the Trustee, to the effect that such Supplemental Indenture is authorized or permitted by the
provisions of the Indenture. For all purposes of the Indenture, the Trustee shall be entitled to request and rely
upon an opinion of counsel with respect to the extent, if any, to which any action affects the rights under the
Indenture of any Owners of Bonds then Outstanding.
Supplemental Indentures With Consent of Owners. Any modification or alteration of the
Indenture or of the rights and obligations of the Authority or of the Owners of the Bonds in any particular may
be made with the consent of the Owners of not less than a majority in aggregate principal amount of the Bonds
then Outstanding. No such modification or alteration shall be made which will reduce the percentage of
aggregate principal amount of Bonds the consent of the Owners of which is required for any such modification
or alteration, or permit the creation by the Authority of any lien prior to or on a parity with the lien of the
Indenture upon the Trust Estate or which will affect the times, amounts and currency of payment of the
principal or Redemption Price of, or interest on, the Bonds or affect the rights, duties or obligations of the
Trustee, the Paying Agent or the Bond Registrar without the consent of the parties affected thereby.
DEFEASANCE
Defeasance. If and when the Bonds secured by the Indenture shall become due and payable in
accordance with their terms or through redemption proceedings as provided in the Indenture, or otherwise, and
the whole amount of the principal, or Redemption Price and the interest so due and payable upon all of the
Bonds shall be paid, or provision shall have been made for the payment of the same, together with all other
sums payable under the Indenture by the Authority, including all fees and expenses of the Trustee, then and in
that case, the Indenture and the lien created by the Indenture shall be discharged and satisfied and the
Authority shall be released from the covenants, agreements and obligations of the Authority contained in the
Indenture, and the Trustee shall assign and transfer to or upon the order of the Authority all property (in excess
of the amounts required for the foregoing) then held by the Trustee free and clear of any encumbrances and
shall execute such documents as may be reasonably required by the Authority in this regard.
Subject to the provisions of the above paragraph, when any of the Bonds shall have been paid and if,
at the time of such payment, the Authority shall have kept, performed and observed all the covenants and
promises in such Bonds and in the Indenture required or contemplated to be kept, performed and observed by
the Authority or on its part on or prior to that time, then the Indenture shall be considered to have been
discharged in respect of such Bonds and such Bonds shall cease to be entitled to the lien of the Indenture and
such lien and all covenants, agreements and other obligations of the Authority under the Indenture shall cease,
terminate, become void and be completely discharged as to such Bonds.
Notwithstanding the satisfaction and discharge of the Indenture or the discharge of the Indenture in
respect of any Bonds, those provisions of the Indenture relating to the maturity of the Bonds, interest payments
and dates thereof, exchange and transfer of Bonds, replacement of mutilated, destroyed, lost or stolen Bonds,
the safekeeping and cancellation of Bonds, nonpresentment of Bonds, and the duties of the Trustee in
connection with all of the foregoing, remain in effect and shall be binding upon the Trustee and the Owners of
the Bonds and the Trustee shall continue to be obligated to hold in trust any moneys or investments then held
by the Trustee for the payment of the principal of, Redemption Price and interest on the Bonds, to pay to the
Owners of Bonds the funds so held by the Trustee as and when such payment becomes due. Notwithstanding
the satisfaction and discharge of the Indenture or the discharge of the Indenture in respect of any Bonds, those

B-50

provisions of the Indenture relating to the compensation and indemnification of the Trustee shall remain in
effect and shall be binding upon the Trustee and the Authority.
Bonds Deemed to Have Been Paid. If moneys shall have been set aside and held by the Trustee for
the payment or redemption of any Bonds and the interest due thereon at the maturity or redemption date
thereof, such Bonds shall be deemed to be paid within the meaning and with the effect provided in the
Indenture. Any Outstanding Bond or Bonds shall prior to the maturity or redemption date thereof be deemed
to have been paid within the meaning and with the effect expressed in the Indenture if (a) in case said Bonds
are to be redeemed on any date prior to their maturity, the Authority shall have given to the Trustee in form
satisfactory to the Trustee irrevocable instructions to mail, on a date in accordance with the provisions of the
Indenture, notice of redemption of such Bonds on said redemption date, such notice to be given in accordance
with the provisions of the Indenture, (b) there shall have been deposited with the Trustee either moneys in an
amount which shall be sufficient, or Defeasance Securities, the principal of and the interest on which when
due, and without any reinvestment thereof, will provide moneys which, together with the moneys, if any,
deposited with or held by the Trustee or an escrow bank selected by the Authority at the same time, shall be
sufficient (as verified by a report of a nationally recognized independent certified public accountant), to pay
when due the principal or Redemption Price (if applicable) of, and interest due and to become due on, said
Bonds on and prior to the redemption date or maturity date thereof, as the case may be, along with an opinion
of nationally recognized bond counsel to the effect that the Bonds being defeased are no longer Outstanding
hereunder and a certificate of discharge of the Trustee with respect to the Bonds being defeased, and (c) in the
event any of said Bonds are not to be redeemed within the next succeeding sixty (60) days, the Authority shall
have given the Trustee in form satisfactory to the Trustee irrevocable instructions to mail, as soon as
practicable in the same manner as a notice of redemption is mailed pursuant to the Indenture, a notice to the
Owners of such Bonds and to the Securities Depositories and an Information Service that the deposit required
by (b) above has been made with the Trustee and that said Bonds are deemed to have been paid in accordance
with the Indenture and stating such maturity or redemption dates upon which moneys are to be available for
the payment of the principal or Redemption Price (if applicable) of said Bonds. Neither the securities nor
moneys deposited with the Trustee pursuant to the Indenture nor principal or interest payments on any such
securities shall be withdrawn or used for any purpose other than, and shall be held in trust for, the payment of
the principal or Redemption Price (if applicable) of, and interest on said Bonds; provided that any cash
received from such principal or interest payments on such obligations deposited with the Trustee, if not then
needed for such purpose, shall, to the extent practicable, and at the direction of the Authority, be reinvested in
Defeasance Securities maturing at times and in amounts, together with the other moneys and payments with
respect to Defeasance Securities then held by the Trustee pursuant to the Indenture, sufficient, in the opinion
of an independent certified public accountant, to pay when due the principal or Redemption Price (if
applicable) of, and interest to become due on said Bonds on and prior to such redemption date or maturity date
thereof, as the case may be, and interest earned from such reinvestments shall, upon receipt by the Trustee of a
Written Order so directing, be paid over to the Authority, as received by the Trustee, free and clear of any
trust, lien or pledge.
Any release under the Indenture shall be without prejudice to the right of the Trustee to be paid
reasonable compensation for all services rendered by it under the Indenture and all its reasonable expenses,
charges and other disbursements and those of its attorneys, agents and employees, incurred on and about the
administration of trusts by the Indenture created and the performance of its powers and duties under the
Indenture; provided, however, that the Trustee shall have no right, title or interest in, or lien on, any moneys or
securities deposited pursuant to the Indenture.
Moneys Held for Particular Bonds. Except as otherwise provided in the Indenture, the amounts
held by the Trustee for the payment of the interest, principal or Redemption Price due on any date with respect
to particular Bonds shall, on and after such date and pending such payment, be set aside on its books and held
uninvested in trust by it for the Owners of the Bonds entitled thereto without liability for interest therefor.

B-51

BOOK-ENTRY SYSTEM
Book-Entry System; Limited Obligation of the Authority. The Bonds shall be initially issued in
the form of a separate single fully registered Bond (which may be typewritten) for each of the maturities of the
Bonds. Upon initial issuance, the ownership of each such Bond shall be registered in the Bond Register in the
name of the Nominee, as nominee of the Depository. Except as provided in the Indenture, all of the
Outstanding Bonds shall be registered in the Bond Register in the name of the Nominee.
With respect to the Bonds registered in the Bond Register in the name of the Nominee, the Authority
and the Trustee shall have no responsibility or obligation to any Participant or to any person on behalf of
which a Participant holds an interest in the Bonds. Without limiting the immediately preceding sentence, the
Authority and the Trustee shall have no responsibility or obligation (unless the Authority is at such time the
Depository) with respect to (i) the accuracy of the records of the Depository, the Nominee, or any Participant
with respect to any ownership interest in the Bonds, (ii) the delivery to any Participant or any other person,
other than an Owner as shown in the Bond Register, of any notice with respect to the Bonds, including any
notice of redemption, (iii) the selection by the Depository and its Participants of the beneficial interests in the
Bonds to be redeemed in the event the Authority redeems the Bonds in part, or (iv) the payment to any
Participant or any other person, other than an Owner as shown in the Bond Register, of any amount with
respect to principal of, premium, if any, or interest on the Bonds. The Authority and the Trustee may treat and
consider the person in whose name each Bond is registered in the Bond Register as the holder and absolute
owner of such Bond for the purpose of payment of principal, premium and interest with respect to such Bond
for the purpose of giving notices of redemption and other matters with respect to such Bond, for the purpose of
registering transfers with respect to such Bond, and for all other purposes whatsoever. The Trustee shall pay
all principal of, premium, if any, and interest on the Bonds only to or upon the order of the respective Owner,
as shown in the Bond Register, or his respective representative duly authorized in writing, and all such
payments shall be valid and effective to fully satisfy and discharge the Authority’s obligations with respect to
payment of principal of, premium, if any, and interest on the Bonds to the extent of the sum or sums so paid.
No person other than an Owner, as shown in the Bond Register, shall receive a Bond evidencing the obligation
of the Authority to make payments of principal, premium, if any, and interest pursuant to the Indenture. Upon
delivery by the Depository to the Owner, Trustee and Authority of written notice to the effect that the
Depository has determined to substitute a new nominee in place of the Nominee, and subject to the provisions
in the Indenture with respect to record dates, the word Nominee in the Indenture shall refer to such nominee of
the Depository.
Representation Letter. In order to qualify the Bonds for the Depository’s book-entry system, the
Authority has executed and delivered to the Depository the Representation Letter. The execution and delivery
of the Representation Letter shall not in any way limit the provisions of the Indenture or in any other way
impose upon the Authority any obligation whatsoever with respect to persons having interests in the Bonds
other than the Owners, as shown on the Bond Register. In the written acceptance of the Trustee of the
Representation Letter, the Trustee shall agree to take all action necessary for all representations of the
Authority in the Representation Letter with respect to the Trustee to at all times be complied with. In addition
to the execution and delivery of the Representation Letter, the Authority shall take such other actions, not
inconsistent with the Indenture, as are reasonably necessary to qualify the Bonds for the Depository’s bookentry program.
Transfers Outside Book Entry System. In the event (i) the Depository determines not to continue to
act as securities depository for the Bonds, or (ii) the Depository shall no longer so act and gives notice to the
Trustee of such determination, then the Authority will discontinue the book-entry system with the Depository.
If the Authority determines to replace the Depository with another qualified securities depository, the
Authority shall after surrender of the Bonds registered in the name of the Depository or Nominee prepare or
direct the preparation of a new single, separate, fully registered Bond for each of the maturities of the Bonds,
registered in the name of such successor or substitute qualified securities depository or its nominee. If the
Authority fails to identify another qualified securities depository to replace the Depository then the Bonds
shall no longer be restricted to being registered in the Bond Register in the name of the Nominee, but, shall
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after surrender of the Bonds registered in the name of the Depository or Nominee be registered in whatever
name or names Owners transferring or exchanging Bonds shall designate, in accordance with provisions of the
Indenture.
Payments to the Nominee. Notwithstanding any other provision of the Indenture to the contrary, so
long as any Bond is registered in the name of the Nominee, all payments with respect to principal of, premium,
if any, and interest on such Bond and all notices with respect to such Bond shall be made and given,
respectively, as provided in the Representation Letter or as otherwise instructed by the Depository.
Initial Depository and Nominee. The initial Depository under the Indenture shall be DTC. The
initial Nominee shall be Cede & Co., as Nominee of DTC.
MISCELLANEOUS
Dissolution of Authority. In the event of the dissolution of the Authority, all the covenants,
stipulations, promises and agreements in the Indenture contained, by or on behalf of, or for the benefit of, the
Authority, shall bind or inure to the benefit of the successors of the Authority from time to time and any
officer, board, commission, agency or instrumentality to whom or to which any power or duty of the Authority
shall be transferred.
Governing Law. The Indenture shall be governed as to validity, construction and performance by the
laws of the State of California.
Holidays. If the date for making any payment or the last date for performance of any act or the
exercising of any right, as provided in the Indenture, shall not be a Business Day, such payment may be made
or act performed or right exercised on the next succeeding Business Day, with the same force and effect as if
done on the nominal date provided in the Indenture, and no interest shall accrue for the period after such
nominal date.
Bonds Deemed Affected. For the purposes of the Indenture, a Bond shall be deemed to be affected
by a modification or amendment of the Indenture if the same materially adversely affects or diminishes the
rights of Owner of such Bond or the security for the payment thereof.
Interested Parties. Nothing in the Indenture expressed or implied is intended or shall be construed to
confer upon, or to give to, any person or entity, other than the Authority, the Trustee, the Paying Agent and the
Owners of the Bonds, any right, remedy or claim under or by reason of the Indenture or any covenant,
condition or stipulation of the Indenture.
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The narrative section is entitled “Management’s Discussion and Analysis” (“MD&A”). This
transmittal letter is designed to complement the MD&A, providing significant financial
highlights, trends and explanations of major changes on the financial condition of the District.
The District’s MD&A can be found immediately following the report of the independent audit
firm.

REPORTING ENTITY AND ITS SERVICES
The Rancho California Water District (RCWD/District) encompasses approximately 100,000
acres of land located in southwestern Riverside County and serves the area known as
Temecula/Rancho California, which includes the City of Temecula, portions of the City of
Murrieta, and other contiguous land in the unincorporated territory of the County of Riverside.
The District is governed by a seven-member Board of Directors, each serving alternate four-year
terms. The Directors were originally elected at large by property owners within the District’s
service area based on one vote for each $1 of assessed valuation of land only. In 1990, the
California Water District Law was amended, with respect to the District, to provide for a gradual
transition from voting by landowners to voting by registered voters. Commencing with the 2003
election, all Directors were elected by registered resident voters. The District currently employs
a staff of 142 under the direction of the Board-appointed General Manager.
Development of the Temecula/Rancho California community began in 1964 when Vail Ranch
was acquired by the partnership of Kaiser Corporations (Kaiser Aluminum & Chemical
Corporation and Kaiser Industries Corporation) and Macco Realty Company. On August 16,
1965, to provide for a continuing and reliable water supply, the developers of Temecula/Rancho
California formed the Rancho California Water District (the “Rancho District”) over the easterly
41,000 acres of the Temecula/Rancho California development. The Santa Rosa Ranches Water
District was organized on January 24, 1968, to serve the westerly 44,800 acres of land in the
community of Temecula/Rancho California.
To provide supplemental imported water, the Rancho District was annexed in 1966 to the
Eastern Municipal Water District (“EMWD”) and the Metropolitan Water District of Southern
California (“MWD”). EMWD was also granted powers to collect, treat, and dispose of
wastewaters within what is now known as the Rancho Division. In 1968, the Santa Rosa
Ranches Water District was annexed to the Western Municipal Water District (“WMWD”) of
Riverside County and MWD. Both EMWD and WMWD are member agencies of MWD, which
provides supplemental imported Colorado River and State Project water to the District. The
District is a sub-member agency of MWD through EMWD and WMWD.
Prior to 1976, EMWD assisted in the operation and maintenance of the Rancho District’s water
system. By mutual agreement in 1976, this arrangement was terminated and the Rancho District
assumed responsibility for maintenance and operation of the water system. The Santa Rosa
Ranches District operated and maintained its water system prior to consolidation with the
Rancho District.
On January 1, 1977, the Rancho District and the Santa Rosa Ranches District were consolidated
in accordance with Riverside County Reorganization No. 76-34-4 and 76-34-5 under the name
Rancho California Water District. Land areas within the District were designated as the Rancho
i

Division for the original Rancho District and the Santa Rosa Division for the original Santa Rosa
District. As a result of the consolidation, the District acquired power to operate, maintain and
furnish facilities for all water systems within the District and for the collection and treatment of
wastewaters over the Santa Rosa Division. EMWD remains responsible for wastewater
treatment in the Rancho Division. With subsequent annexations, land area of the Santa Rosa and
Rancho Divisions of the District is currently approximately 50,549 and 45,610 acres,
respectively.

ECONOMIC OUTLOOK
Historically, the District’s customer base was
comprised of a mix of agricultural, domestic,
landscape, commercial, and miscellaneous
water accounts. Considerable growth in the
last decade has increased the customer base
from 32,775 to 42,985 customer accounts.
Growth in the communities served by the
District has slowed as a result of the downturn
in the housing market. The cities of Temecula
and Murrieta experienced low growth rates of
2.1% and 1.3% respectively, which were
similar to the County average of 1.7%. The
District added 325 new services during the
fiscal year compared to 493 new accounts
added in the prior year. Additionally, assessed
land values are being impacted by current
economic conditions. During fiscal year 2011,
the District’s service area assessed land values
were approximately 4.2% lower than the
previous fiscal year and are expected to decrease
slightly in the next year as well.
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Growth continues to occur primarily in the
Domestic
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domestic category, with 85.8% of total accounts,
10,000
resulting in 40.3% of total consumption. The
5,000
agricultural customers have the highest average
0
Other
consumption, creating almost the same
production demands on the system as domestic.
Although agriculture comprises only 4.1% of
the accounts, 34.9% of the total water demands
are for agricultural purposes. The major crops farmed by these customers include citrus, grapes,
and avocados. The District’s agricultural customers have benefited from lower rates due to
credits received on imported water from MWD. As a result of this credit, currently $57 per acrefoot, the agricultural customers of the District saved approximately $523,000 in the current fiscal
year.
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As part of the MWD agricultural credit program,
mandatory cut backs in agricultural water deliveries
were implemented January 1, 2008 due to water
supply constraints in California. This program
reduced water deliveries by 30% to agricultural
customers from historical amounts. California
experienced a very wet year in 2010-11 and
reservoirs are now full and supply reliability has
increased, as a result, on March 30, 2011 Governor
Brown declared an end to the drought. In response
to the improved supply condition MWD has ended
the agricultural use reductions and the related
penalty rates.

While the current drought may have ended, the goal of water use efficiency still remains. As
stewards of this natural resource it is incumbent upon us to help communicate the value of this
resource and assist our customers in using it wisely. In 2010-11 the District implemented a new
Budget Based Tiered Water Rate structure. This structure identified for all Domestic, MultiFamily, and Landscape customers, a site specific efficient water budget to meet individual
customer’s indoor and outdoor water needs. This structure is not intended to change lifestyles,
but rather to assist in using water resources efficiently. Customers that are inefficient in their
water use pay progressively higher rates to recover the higher cost of additional water supplies to
meet that demand.
The District benefits from one of the area’s most valued resources—its large, natural
underground water supply, one of the largest in Southern California. The District’s groundwater
management plan is designed to ensure a long-term sustainable use of this resource. This year
the groundwater basin supplied 37.5% of the demand, or 23,041 acre-feet of water. Untreated
recharge water purchased from MWD accounted for 12,371 acre-feet, or 20.1% of demand; and
another 22,792 acre-feet, or 37.1% of demand was met with relatively costly treated import
water purchased from MWD. Recycled water makes up the remainder of the demand. MWD
import water rate increases are effective each January 1st, and are expected to increase 7.5%
January 1, 2012 and 5% annually for the next three years.
One of the greatest challenges facing the District centers on finding new ways to meet increasing
demands while minimizing the financial impact to its customers. Based on current general plans
for the cities of Temecula and Murrieta, and the County of Riverside, the ultimate build out of
the District is expected to include 58,587 dwelling units, 4,732 acres of Business Park and
commercial areas, and approximately 11,345 acres of agricultural use. According to the
District’s Master Plan, the annual projected ultimate water demand is estimated to be 100,284
acre-feet, 52.3% more than the budgeted rate of current usage in the District. Much of the
increased demands will need to be met with imported water. Additionally, the District is
aggressively pursuing the use of recycled water as a cost-effective alternative to increased import
water reliance.
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In 1998, the District received the Project of the Year award from the WateReuse Association for
implementation of the District’s Recycled Water Master Plan. It is expected that recycled water
will eventually supply 5% of the District’s ultimate demand. In 2007, the Association of
California Water Agencies (“ACWA”) awarded the District the prestigious 2007 Clair A. Hill
Water Agency Award for Excellence for the District’s Targeted Water Conservation Program.
This program seeks to reduce the demand for water, specifically costly imported water.
ACWA’s Clair A. Hill Water Agency Award for Excellence is an annual awards program that
recognizes outstanding achievements by public water agencies. The District was chosen based
on demonstrated success in creatively addressing water industry issues; commitment to water use
efficiency and conservation; leadership in broad water-related issues; excellence in agency
management and operations; and effective public information and outreach to stakeholders and
customers.
Ongoing energy procurement challenges facing the District include the volatile cost of natural
gas supplies and summer peak day supply issues for electricity in California and other Western
States. Over the past several years, the District’s operating staff has been modifying its pumping
strategies. This effort resulted in shifting from on-peak energy rate times to off-peak periods,
thereby reducing the total energy expense. The District also constructed a 1 megawatt solar
project to provide power to the Wastewater Treatment Plant.

MAJOR INITIATIVES
In response to the completion of Riverside County’s General Plan (Riverside County Integrated
Plan) and revisions to the General Plans for the cities of Temecula and Murrieta, the District
revised its existing water facilities master plan, wastewater facilities master plan, and water
reclamation facilities master plan with the completion of the 2005 Water Facilities Master Plan
and 2005 Wastewater Facilities Master Plan. These master plans were intended to identify and
prioritize all required capital facility improvements through 2030 (projected capital facility build
out). In addition, the District completed the 2005 Integrated Resources Plan (“IRP”) to optimize
the District’s use of its water resources.
The IRP was created to develop a long-term water supply plan that will help meet water demands
from now until 2050 (ultimate build out of the service area). Through partnerships with WMWD
and EMWD, the components of the IRP will utilize storage in Vail Lake for additional surface
water storage, deliver reliable high-quality water, and demineralized recycled water for reuse.
The proposed project will free-up enough treated water supply to meet the demands of up to
70,000 households. The District’s project was selected as a Tier I project under MWD’s 2007
Official Integrated Area Study, was approved by California’s Proposition 50 Integrated Regional
Water Management Plan, and expects to receive Proposition 84 funding. The project was
selected to receive over $6.2 million in American Recovery and Reinvestment Act of 2009
funds, received $123,000 in the Fiscal Year 2008 Omnibus Appropriations bill, and $50,000 in
the Fiscal Year 2009 Omnibus Appropriations bill. The District is updating its IRP Feasibility
Study to reflect the recent changes in water supply conditions and import water rates.
In 2009, the District received a $6.1 million grant from the U.S. Department of Interior, Bureau
of Reclamation (USBR), American Recovery and Reinvestment Act for its $18 million Vail
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Lake Stabilization and Conjunctive Use Project. The project includes construction of a water
transmission main, pump station, Quagga Control Facilities, and restoration of native vegetation.
While the source of water for Vail Lake has been natural runoff, construction of the pipeline
from an imported water turnout to the lake allows for seasonal storage and conjunctive use
storage.
The current capital facilities financing program calls for expenditures of $376 million by the end
of 2030, with $323 million being spent on water facilities, $26 million for recycled water
facilities and $27 million on wastewater facilities. In order to keep pace with the projected water
demands identified within the District’s facility master plans, the District issued $41 million of
Adjustable Rate Revenue Bonds in the
summer of 2004 and another $22 million
of Adjustable Rate Revenue Bonds
issued in the summer of 2005, with the
proceeds to be used for various facility
improvements. Described below are
major projects that were completed or
were in progress during fiscal year 20102011.

Potable Water System
RCWD uses a combination of existing
groundwater wells, four imported treated
water turnouts from MWD, recycled
water, and groundwater recharge to meet
its water supply needs. Future water
supply needs will be met with increased
treated import water taken through the
existing turnouts, increased water
recycling projects, and increased
groundwater recharge.

Vail Lake Pump Station

During fiscal year 2010-2011, the
District completed construction of the
Vail
Lake
Pump
Station
and
Transmission Main Project, which will
provide an opportunity to transfer
untreated imported water from MWD for
long-term storage in the District’s Vail
Lake.
This project consists of the
installation of approximately 14,000
linear feet of a 48-inch diameter
transmission main and a 70 CFS pump
station.
In order to minimize the
infestation of invasive species (quagga and

Sodium Hypochlorite Generation System
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zebra mussels) into Vail Lake, the District is developing an invasive species control plan to be
incorporated into the Vail Lake Pump Station project.
During fiscal year 2010-2011, the District continued the construction of its Disinfection Safety
Improvement Program, which consists of replacing existing chlorine gas disinfection facilities
with the on-site generation of a liquid hypochlorite solution, using salt, water, and electricity or a
calcium hypochlorite tablet chlorinator. Through fiscal year 2010-2011, the District has
converted 37 well sites and seven pump station sites in addition to constructing a salt
hopper/handling facility.
In 2011, RCWD initiated the Ace Bowen Pump Station Improvement project, which will utilize
a 1.4 MW fuel cell to provide electrical power for the pump station. This project will also replace
the existing internal combustion engines with electric motors for the pump units. The project will
result in increased energy efficiency, improved air quality, improved energy reliability, reduced
noise impacts, and reduced greenhouse gas emissions. The project is estimated to save
approximately $2M over 20-years. In addition, the project is partially funded through SCE’s Self
Generation Incentive Program.

Wastewater System
Recycled water is produced from the District’s Santa Rosa Water Reclamation Facility
(“SRWRF”). The current average daily flow at the SRWRF is approximately three (2.8) million
gallons per day (“MGD”). The current design capacity of the SRWRF is a nominal five (5.0)
MGD. The SRWRF is a regional wastewater treatment facility which provides wastewater
service to RCWD, Elsinore Valley Municipal Water District, and Western Municipal Water
District.
During fiscal year 2010-2011, the District abandoned its plans to expand the treatment capacity
of the SRWRF from 5.0 MGD to 7.0 MGD. Due to a reduction in the estimated wastewater flow
projection at project build out, the District initiated an effort to rehabilitate the SRWRF facilities
to improve its operational efficiency. In addition, the District is re-evaluating the change of the
sequencing batch reactor treatment process to an extended aeration activated sludge process.
Previously, the District performed a wastewater-monitoring program and video of the District’s
trunk sewer pipelines. This study concluded that the District’s wastewater collection system is in
good condition with little inflow/infiltration. In 2008 the District completed its Sewer System
Management Plan. During fiscal year 2010-2011, the District continued its annual program to
perform a video survey and condition assessment of its wastewater collection system (which is
completed for the entire wastewater collection system every five years.)

RESULTS OF OPERATIONS
The District experienced modest growth in the total number of accounts this year, increasing by
0.8%. Water demand decreased by 7.1%, largely due to mild weather and reduction in
agricultural water use. Total rainfall levels were 81.9% higher than the historical average, at
approximately 26.7 inches for calendar year 2011, compared to 15.8 inches of rainfall during
2010. Revenues were sufficient to cover operating expenses for both the water and wastewater
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operations. Please refer to the MD&A in the financial section of this report for detailed
schedules and analysis of the District’s operating results for the fiscal year ended June 30, 2011.

ACCOUNTING SYSTEMS
The District accounts for its activities as an enterprise fund and prepares its financial statements
on the accrual basis of accounting, under which revenues are recognized when earned and
expenses are recorded when liabilities are incurred. The District maintains separate accounting
records, and also sets rates and charges separately for its two water divisions. This method was
implemented following a merger of the two water divisions into one organization in an effort to
comply with the Local Agency Formation Commission’s requirements. It is the intent of the
Board of Directors that the costs of providing water and wastewater services are financed
primarily through user charges; hence, fixed costs are recovered through fixed revenues and
variable costs are recovered through variable revenues. This method better positions the District
to maintain a stable and equitable rate structure during normal and abnormal weather conditions,
as well as during periods of drought that result in material reductions of water sales.

INTERNAL CONTROLS
The District operates within a system of internal accounting controls established and continually
reviewed by management to provide reasonable assurance that assets are adequately safeguarded
and transactions are recorded in accordance with District policies and procedures. When
establishing and reviewing controls, management must consider the cost of the control and the
value of the benefit derived from its utilization. Management normally maintains or implements
only those controls for which its value adequately exceeds its costs.

BUDGETARY CONTROLS
On an annual basis, the District’s Board of Directors approve a budget formulated on a
department level, thereby integrating each manager’s strategic plan into the financial planning
process. A utility is a self-supporting operation of a commercial nature and the appropriate level
of revenues and expenses is largely determined by the demand for service. Therefore, the annual
operating budget should not be viewed as a rigid appropriation, but rather as a flexible,
prioritized operating plan. The budget is prepared using a budgeting by objectives approach.
Under this approach, annual goals and objectives are determined for each department of the
District. These goals and objectives are then detailed into specific action plans and translated
into dollars via the budget process. This process creates clearly defined and measurable goals for
District management to carry out, yet is flexible to adjust for fluctuations in demands for water
services.
Budget appropriations for major capital projects continue from year to year until each project is
completed.

FINANCIAL POLICIES
The District’s Board of Directors formally adopted a cash reserve policy which states the
purpose, source, and funding limits for each of its designated reserves within its four main funds:
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operating, capital, replacement, and debt service. Based upon prudent financial management
practices and required legal, legislative, and contractual obligations, the appropriate level and
separation of reserves is critical to the financial health of RCWD. These guidelines enable
restricting funds for future infrastructure needs; replacement of aging facilities; bond reserves;
and various operating reserves to mitigate unexpected occurrences. The efficient and discrete
management of these reserves, when combined with their appropriate fortification add additional
assurance that the current levels of service reliability and quality will continue into the future.
As an Enterprise fund, the District uses a cost-of-service approach to cost recovery, ensuring that
customers receiving benefits are appropriately charged for the services provided. The District
breaks operating cost out into three major categories:
Variable Costs – These costs are created during the actual production, distribution and delivery
of water services and are recovered on a per-unit-of-water-used basis.
Fixed Costs – These costs are created by the need to maintain the utility system capacity to
deliver water regardless of the amount of water used and these costs are
recovered by a fixed monthly service charge.
Fee for Service Charge – These are costs created by a specific customer need for their own
benefit and are recovered directly by that customer.
The District sets the above rates and charges each year at a level to recover the full cost of
operations. There were no unique events that had a significant impact on the current period’s
financial statements.

DEBT ADMINISTRATION
At June 30, 2011, the District had $360,575,000 in revenue bonds outstanding. The weighted
average cost on all outstanding debt at this date was 4.42%. It is the general intent of the District
that rates and non-operating revenues are adequate to provide for debt service, while the reliance
on capacity fees from new development is to be minimized for this purpose. This has been
achieved in all divisions with the exception of the wastewater division’s treatment facility’s debt.
The District’s bond credit ratings by three rating agencies as of June 30, 2011 are as follows:
RATING
AGENCY

NEW
RATING

Fitch

AA+

Moody’s

Aa2

Standard &
Poor’s

AA+

RATING REFLECTS
Healthy Financial Position; Strong Management; Growing
Customer Base; Customer Income Levels
Healthy Coverage Levels; Growing and Diversifying
Customer Base; Average Customer Wealth; Strong Cash
Position. Moody’s also assigned a positive outlook to its
rating
Strong Financial Reserves; Growing Customer Base; Above
Average Household Incomes; Diverse Mix of Supply
Sources
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Bond proceeds are used to fund Category 1 and Category 2 facilities. Category 1 facilities are,
primarily, source of supply facilities and benefit all properties in the District. Category 2
facilities are zone specific facilities that benefit a limited number of property owners. Capacity
fees are used to fund any shortfall of bond proceeds for Category 1 and 2 facilities.
The District issues debt in compliance with its formally adopted debt policies. These policies
include general debt management, interest rate swaps, and land-secured financings. All
applicable bond covenants, such as ratios of net revenues to debt service and reserve fund
balance requirements have been met or exceeded.

ANNUAL AUDIT
The District is required by bond covenants and state statutes to obtain an annual audit of its
financial statements by an independent certified public accountant. Based on best practices, it is
the decision of the Board of Directors to rotate audit firms every 3 to 5 years. The accounting
firm of Mayer Hoffman McCann P.C., who conducted the last four year’s audits, conducted this
year’s audit. Their audit report, which contains an unqualified opinion, is included in the
financial section of this report.

AWARDS
The Government Finance Officers Association of the United States and Canada (“GFOA”) awarded a
Certificate of Achievement for Excellence in Financial Reporting to Rancho California Water District
for its comprehensive annual financial report for the fiscal year ended June 30, 2010. This was the
16th consecutive year that the District has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, a government unit must publish an easily readable and efficiently
organized comprehensive annual financial report. This report must satisfy both generally accepted
accounting principles and applicable legal requirements. A Certificate of Achievement is valid for a
period of one year only.
We believe that our current comprehensive annual financial report continues to meet the
programs' requirements and will submit our current June 30, 2011 report to the GFOA to
determine its eligibility for a certificate.
The GFOA of the United States and Canada presented a Distinguished Budget Presentation
Award to Rancho California Water District for the Annual Budget beginning July 1, 2008. In
order to receive this award, a government unit must publish a budget document that meets
program criteria as a policy document, as an operating guide, as a financial plan, and as a
communication device.
In 2010, the District’s Santa Rosa Water Reclamation Facility received the National Safety
Council’s Operational Excellence Award for maintaining an accident free workplace. Also in
2010, RCWD received an “Award for Achievement in Information Technology Practices” given
by the Municipal Information Systems Association of California (MISAC). This awards program
recognizes exemplary information technology (IT) practices, and is intended to foster peer
recognition of accomplishments in IT practices.
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“The mission of the Rancho California Water District is to deliver reliable, highquality water, wastewater and reclamation services to its customers and
communities in a prudent and sustainable manner.”
************
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FINANCIAL SECTION

Board of Directors
Rancho California Water District
Temecula, California
INDEPENDENT AUDITORS’ REPORT
We have audited the accompanying basic financial statements of the Rancho California Water
District as of and for the year ended June 30, 2011, as listed in the table of contents. These basic
financial statements are the responsibility of the management of the Rancho California Water
District. Our responsibility is to express an opinion on these financial statements based on our
audit. The prior year summarized comparative financial information has been derived from the
Rancho California Water District’s 2010 financial statements, and in our report dated September
1, 2010, we expressed an unqualified opinion on the basic financial statements.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and Government Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform our audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Rancho California Water District at June 30, 2011, and the
respective changes in financial position and cash flows of the Rancho California Water District
for the year then ended, in conformity with accounting principles generally accepted in the
United States of America.
The information identified in the accompanying table of contents as Management’s Discussion
and Analysis is not a required part of the basic financial statements, but is supplementary
information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation of the supplementary
information. However, we did not audit the information and do not express an opinion on it.
Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Rancho California Water District’s basic financial statements. The
introductory section, supplementary information section, and statistical section are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The
supplementary information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and, in our opinion, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory section and
statistical tables have not been subjected to the auditing procedures applied in the audit of the
basic financial statements and, accordingly, we express no opinion on them.

-1-

Board of Directors
Rancho California Water District
In accordance with Government Auditing Standards, we have also issued a report dated
September 1, 2011 on our consideration of the District’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements, and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Irvine, California
September 1, 2011

-2-

MANAGEMENT’S DISCUSSION AND ANALYSIS
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7KH LQWHQW RI WKH PDQDJHPHQW GLVFXVVLRQ DQG DQDO\VLV LV WR SURYLGH KLJKOLJKWV RI WKH ILQDQFLDO
DFWLYLWLHV IRU WKH ILVFDO \HDU HQGHG -XQH   RI WKH 5DQFKR &DOLIRUQLD :DWHU 'LVWULFW WKH
³'LVWULFW´ 5HDGHUVDUHHQFRXUDJHGWRUHDGWKLVVHFWLRQLQFRQMXQFWLRQZLWKWKHWUDQVPLWWDOOHWWHUDQG
WKHDFFRPSDQ\LQJEDVLFILQDQFLDOVWDWHPHQWV

District Operations – an Overview

7KH 'LVWULFW RSHUDWHV XQGHU WKH DXWKRULW\ RI WKH &DOLIRUQLD :DWHU &RGH DQG HQJDJHV LQ YDULRXV
DFWLYLWLHVFODVVLILHGDV³SURSULHWDU\´7KHPDMRUDFWLYLWLHVRIWKH'LVWULFWLQFOXGHVDOHDQGGHOLYHU\RI
ZDWHU WR GRPHVWLF DJULFXOWXUDO DQG FRPPHUFLDO DFFRXQWV FROOHFWLRQ WUHDWPHQW DQG GLVSRVDO RI
ZDVWHZDWHUDQGVDOHDQGGHOLYHU\RIUHF\FOHGZDWHU

Overview of the Financial Statements
7KLV DQQXDO UHSRUW FRQVLVWV RI WKH IROORZLQJ WKUHH SDUWV  0DQDJHPHQW¶V 'LVFXVVLRQ DQG $QDO\VLV
)LQDQFLDO6WDWHPHQWVDQG6XSSOHPHQWDU\,QIRUPDWLRQ7KH)LQDQFLDO6WDWHPHQWVLQFOXGHQRWHVZKLFK
H[SODLQLQGHWDLOWKHLQIRUPDWLRQLQFOXGHGLQWKH)LQDQFLDO6WDWHPHQWV

Required Financial Statements
7KH )LQDQFLDO 6WDWHPHQWV RI WKH 'LVWULFW UHSRUW LQIRUPDWLRQ XWLOL]LQJ WKH IXOO DFFUXDO EDVLV RI
DFFRXQWLQJ7KH)LQDQFLDO6WDWHPHQWVFRQIRUPWRDFFRXQWLQJSULQFLSOHVZKLFKDUHJHQHUDOO\DFFHSWHG
LQWKH8QLWHG6WDWHVRI$PHULFD7KH6WDWHPHQWRI1HW$VVHWVLQFOXGHVLQIRUPDWLRQRQWKH'LVWULFW¶V
DVVHWV DQG OLDELOLWLHV DQG SURYLGHV LQIRUPDWLRQ DERXW WKH QDWXUH DQG DPRXQWV RI LQYHVWPHQWV LQ
UHVRXUFHV DVVHWV  DQG WKH REOLJDWLRQ WR 'LVWULFW FUHGLWRUV OLDELOLWLHV   7KH 6WDWHPHQW RI 5HYHQXHV
([SHQVHV DQG &KDQJHV LQ 1HW $VVHWV LGHQWLILHV WKH 'LVWULFW¶V UHYHQXHV DQG H[SHQVHV IRU WKH ILVFDO
\HDUVHQGHG-XQHDQG7KLVVWDWHPHQWSURYLGHVLQIRUPDWLRQRQWKH'LVWULFW¶VRSHUDWLRQV
RYHUWKHSDVWWZRILVFDO\HDUVDQGFDQEHXVHGWRGHWHUPLQHZKHWKHUWKH'LVWULFWKDVUHFRYHUHGDOORILWV
DFWXDODQGSURMHFWHGFRVWVWKURXJKXVHUIHHVDQGRWKHUFKDUJHV7KHWKLUG)LQDQFLDO6WDWHPHQWLVWKH
6WDWHPHQW RI &DVK )ORZV  7KLV VWDWHPHQW SURYLGHV LQIRUPDWLRQ RQ WKH 'LVWULFW¶V FDVK UHFHLSWV FDVK
SD\PHQWVDQGFKDQJHVLQFDVKUHVXOWLQJIURPRSHUDWLRQVLQYHVWPHQWVDQGILQDQFLQJDFWLYLWLHV)URP
WKH6WDWHPHQWRI&DVK)ORZVWKHUHDGHUFDQREWDLQFRPSDUDWLYHLQIRUPDWLRQRQWKHVRXUFHDQGXVHRI
FDVKDQGWKHFKDQJHLQWKHFDVKEDODQFHIRUHDFKRIWKHODVWWZRILVFDO\HDUV

Financial Highlights

7KH'LVWULFW¶VILQDQFLDORSHUDWLRQVUHPDLQHGVRXQGGXULQJILVFDO\HDU6RXUFHVRIUHYHQXHZHUH
VXIILFLHQW WR FRYHU ERWK RSHUDWLQJ DQG QRQRSHUDWLQJ FRVWV  7KH 6WDWHPHQW RI 1HW $VVHWV UHPDLQV
VWURQJSURYLGLQJDIRXQGDWLRQIRUFRQWLQXHGJURZWKZLWKLQWKH'LVWULFW¶VVHUYLFHDUHD

6HHLQGHSHQGHQWDXGLWRUV¶UHSRUW
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Financial Highlights (Continued)

Water Operations

7KH'LVWULFW DGGHG  QHZZDWHUVHUYLFHVWKLV \HDU UHSUHVHQWLQJD LQFUHDVHLQ WKH QXPEHURI
DFFRXQWVLWVHUYHVFRPSDUHGWRSULRU\HDU¶VLQFUHDVHRIDFFRXQWVUHSUHVHQWLQJDLQFUHDVHRI
QXPEHURIDFFRXQWV7RWDOZDWHUVHUYLFHVQRZHTXDODFFRXQWV:DWHUVDOHVWRWDOHGDFUH
IHHWLQWKHFXUUHQWILVFDO\HDUGHFUHDVLQJRUDFUHIHHWIURPWKHSUHYLRXV\HDU)DFWRUVWKDW
FRQWULEXWHWRWKHUHGXFWLRQLQGHPDQGLQFOXGHDQDERYHQRUPDOUDLQIDOOSURDFWLYHFRQVHUYDWLRQHIIRUWV
DQGLPSOHPHQWDWLRQ RIDQHZWLHUHGUDWHVWUXFWXUH ,Q-XO\WKH'LVWULFW LPSOHPHQWHGD%XGJHW
%DVHG 7LHUHG :DWHU 5DWH ³%%7:5´  VWUXFWXUH IRU DOO 'RPHVWLF 0XOWL )DPLO\ DQG /DQGVFDSH
DFFRXQWVZKLFKFKDUJHVSURJUHVVLYHO\KLJKHUUDWHVIRUZDWHUXVHDERYHHIILFLHQWOHYHOV'RPHVWLFUDWHV
FKDQJHGDWDZHLJKWHGDYHUDJHRIDQLQFUHDVHRILQWKH5DQFKR'LYLVLRQDQGDGHFUHDVHRI
LQWKH6DQWD5RVD'LYLVLRQ$JULFXOWXUHUDWHVLQFUHDVHGDWDZHLJKWHGDYHUDJHRILQWKH5DQFKR
'LYLVLRQ DQG  LQ WKH 6DQWD 5RVD 'LYLVLRQ &RROHU WHPSHUDWXUHV DQG JUHDWHU UDLQIDOO FRQWULEXWHG
VLJQLILFDQWO\WRWKHGHFUHDVHLQWRWDOZDWHUVDOHV7KHFXUUHQW\HDU¶VDYHUDJHDQQXDOSUHFLSLWDWLRQOHYHO
IRUWKHDUHDZDVDSSUR[LPDWHO\KLJKHUWKDQWKHKLVWRULFDODYHUDJHUHVXOWLQJLQDQLQFUHDVHRI
LQFKHV RI DYHUDJH UDLQIDOO RYHU WKH SULRU \HDU %RWK GLYLVLRQV KDG D GHFUHDVH LQ GHPDQG UHVXOWLQJ LQ
RUGHFUHDVHLQZDWHUUHYHQXHFRPSDUHGWRSULRU\HDU/RZHUGHPDQGUHVXOWHGLQD
FRUUHVSRQGLQJ GHFUHDVH LQ ZDWHU SURGXFWLRQ  7KH 'LVWULFW¶V ZDWHU SURGXFWLRQ ZDV WKHUHIRUH 
DFUHIHHWRUORZHUWKDQWKHSUHYLRXV\HDU7UHDWHGLPSRUWZDWHULVWKHKLJKHVWFRVWLQJVRXUFHRI
VXSSO\IRUWKH'LVWULFW7UHDWHGLPSRUWZDWHUUDWHVLQFUHDVHGRQDQDYHUDJHRIGXULQJWKHILVFDO
\HDU ZKLOH WUHDWHG LPSRUW TXDQWLWLHV GHFUHDVHG  LQ UHVSRQVH WR WKH GHFUHDVHG GHPDQG DQG
PD[LPL]LQJORFDOJURXQGZDWHUVRXUFHV7KHVHFKDQJHVZHUHVLJQLILFDQWIDFWRUVLQFUHDWLQJD
RUGHFUHDVHLQVRXUFHRIVXSSO\FRVWV 

Wastewater Collection/Treatment Operations

:DVWHZDWHU VHUYLFH UHYHQXHV LQFUHDVHG E\  RU  GXULQJ WKH FXUUHQW ILVFDO
\HDU 2SHUDWLQJ UDWHV LQFUHDVHG  IURP SULRU \HDU IURP  WR  SHU ('8 :DVWHZDWHU
VHUYLFHVH[SHULHQFHGVRPHJURZWKWKLV\HDUZLWKWKHDGGLWLRQRIDFFRXQWVRUEULQJLQJWKH
WRWDOQXPEHURIZDVWHZDWHUVHUYLFHVWR:DVWHZDWHUWUHDWPHQWFRVWVLQFUHDVHGE\RU



6HHLQGHSHQGHQWDXGLWRUV¶UHSRUW
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Sources of Revenue

&RPELQHGUHYHQXHV H[FOXGLQJFDSLWDOFRQWULEXWLRQV IRUWKHFXUUHQWILVFDO\HDUWRWDOHGD
GHFUHDVHRIRUXQGHUWKHSUHYLRXV\HDU:DWHU$YDLODELOLW\UDWHVLQFUHDVHGRYHUWKH
SULRU \HDU E\  LQ WKH 5DQFKR 'LYLVLRQ DQG  LQ WKH 6DQWD 5RVD 'LYLVLRQ UHVXOWLQJ LQ D 
LQFUHDVHLQ:DWHU$YDLODELOLW\5HYHQXH

,QYHVWPHQW LQFRPHGXULQJWKHFXUUHQW ILVFDO \HDU GHFUHDVHGE\FRPSDUHGWR WKHSUHYLRXV
\HDU GXH WR IOXFWXDWLQJ PDUNHW YDOXH RI LQYHVWPHQWV &XUUHQW \HDU LQWHUHVW UDWHV VWDELOL]HG DV WKH
'LVWULFW UHEDODQFHG LWV SRUWIROLR FUHDWLQJ D VOLJKW GHFUHDVH LQ PDUNHW YDOXHV RI LQYHVWPHQWV
$SSUR[LPDWHO\RIWKHFXUUHQW\HDULQYHVWPHQWLQFRPHZDVXQUHDOL]HGORVVLQPDUNHWYDOXHRI
'LVWULFWLQYHVWPHQWVFRPSDUHGWRDPLOOLRQXQUHDOL]HGJDLQLQWKHSULRU\HDU,QWHUHVWLQFRPHQHW
RIXQUHDOL]HGJDLQORVVDGMXVWPHQWLVZKLFKLVDGHFUHDVHRIRUIURPWKH
SULRU\HDU7KHDYHUDJHPRQWKO\ \LHOGRI'LVWULFWSRROHGFDVKGHFUHDVHGIURPWR7KH
GHFUHDVLQJUDWHZDVRIIVHWVOLJKWO\E\DLQFUHDVHLQWKHDYHUDJHLQYHVWPHQWEDODQFH

,QWHUJRYHUQPHQWDO5HYHQXH UHSUHVHQWV WKHLQWHUHVW UDWHVXEVLG\IURP WKH %XLOG$PHULFD %RQGV
WKDWZHUHLVVXHGLQWKHFXUUHQW\HDUDGGLWLRQDOLQIRUPDWLRQFDQEHIRXQGLQ1RWHRIWKH1RWHVWRWKH
)LQDQFLDO 6WDWHPHQWV )XUWKHUPRUH 2WKHU 1RQ2SHUDWLQJ UHYHQXH GHFUHDVHG GXH WR D VXFFHVVIXO
ODZVXLW VHWWOHPHQW UHFHLYHG LQ SULRU \HDU WKHUHIRUH WKH FXUUHQW \HDU GRHV QRW UHIOHFW DQ\ VLJQLILFDQW
HYHQWV7KHIROORZLQJWDEOHSUHVHQWVDFRPSDULVRQRIUHYHQXHVE\FDWHJRU\EHWZHHQWKHFXUUHQWDQG
SULRUILVFDO\HDUV

Combined Revenues by Category
)RUWKH)LVFDO<HDUV(QGHG-XQHDQG
)LVFDO<HDU(QG-XQH
,QFUHDVH 'HFUHDVH
5HYHQXH&DWHJRU\


$PRXQW
&KDQJH
:DWHU6DOHV

  

:DWHU$YDLODELOLW\&KDUJHV




2WKHU6HUYLFHVDQG$EDWHPHQWV 



7D[HVDQG$VVHVVPHQWV

  

,QYHVWPHQW,QFRPH

  

,QWHUJRYHUQPHQWDO
 


2WKHU1RQ2SHUDWLQJ

  

7RWDO5HYHQXHV

  

&DSLWDO&RQWULEXWLRQV

  

7RWDO5HYHQXHV &DSLWDO
&RQWULEXWLRQV

  





6HHLQGHSHQGHQWDXGLWRUV¶UHSRUW




5$1&+2&$/,)251,$:$7(5',675,&7
0$1$*(0(17¶6',6&866,21$1'$1$/<6,6

-XQH
Functional Expenses

&RPELQHGH[SHQVHVIRUILVFDO\HDUWRWDOHGUHVXOWLQJLQDQLQFUHDVHRIRU
KLJKHUIURPWKHSULRU \HDU  ,QWHUHVW ([SHQVHKDGWKH ODUJHVW LQFUHDVH DWRU 
PDLQO\UHVXOWLQJIURPWKHLVVXDQFHRIRI%XLOG$PHULFD%RQGV ³%$%V´ LQ1RYHPEHU
 ,QWHUHVW H[SHQVH IRU WKH %$%V LV UHFRUGHG DW WKH JURVV DPRXQW WRWDOLQJ DSSUR[LPDWHO\ 
PLOOLRQZLWKWKHRIIVHWWLQJIHGHUDOLQWHUHVWUDWHVXEVLG\RIPLOOLRQUHFRUGHGDVLQWHUJRYHUQPHQWDO
UHYHQXH  'HSUHFLDWLRQ H[SHQVH ZDV LQ OLQH ZLWK WKH  PLOOLRQ RU  LQFUHDVH LQ GHSUHFLDEOH
IL[HGDVVHWVGXULQJWKHFXUUHQW\HDU7UDQVPLVVLRQDQG'LVWULEXWLRQFRVWVLQFUHDVHGLQWKHFXUUHQW\HDU
GXH WR FRUUHFWLYH PDLQWHQDQFH SURMHFWV 2WKHU 2SHUDWLQJ H[SHQVH LQFUHDVHG E\  RU 
PDLQO\ GXH WR LQFUHDVHG ODERU FRVWV UHODWHG WR WKH QHZO\ LPSOHPHQWHG %%7:5 DV ZHOO DV WKH IL[HG
QHWZRUNPHWHUV7KHIROORZLQJWDEOHSUHVHQWVDFRPSDULVRQRIH[SHQVHVE\FDWHJRU\EHWZHHQFXUUHQW
DQGSULRUILVFDO\HDUV

Combined Expenses by Category
)RUWKH)LVFDO<HDUV(QGHG-XQHDQG
)LVFDO<HDU(QG-XQH
,QFUHDVH 'HFUHDVH
([SHQVH&DWHJRU\


$PRXQW
&KDQJH
6RXUFHRI6XSSO\
   

'HSUHFLDWLRQ
  

*HQHUDODQG$GPLQLVWUDWLYH
   

3XPSLQJ3ODQW
   

7UDQVPLVVLRQDQG'LVWULEXWLRQ   

:DVWHZDWHU7UHDWPHQW
  

2WKHU2SHUDWLQJ
  

5HFODLPHG:DWHU
   

,QWHUHVW([SHQVH
  



2WKHU1RQ2SHUDWLQJ
 
7RWDO([SHQVHV
  










6HHLQGHSHQGHQWDXGLWRUV¶UHSRUW
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Net Assets

1HWDVVHWVDUHWKHGLIIHUHQFHEHWZHHQDVVHWVDQGOLDELOLWLHVDQGKDYHFRQVLVWHQWO\VKRZQDQLQFUHDVLQJ
WUHQG7RWDOQHWDVVHWVLQFUHDVHGWKLV\HDUE\RUWRFRPSDUHGWRWKH
SUHYLRXV \HDU  'LVWULFW QHW DVVHWV DUH DOORFDWHG WR WZR FDWHJRULHV  7KH ILUVW FDWHJRU\ 1HW $VVHWV
,QYHVWHGLQ&DSLWDO$VVHWV1HWRI5HODWHG'HEWGHFUHDVHGE\RUIURPWKHSUHYLRXV
\HDU7KH'LVWULFWLQFUHDVHGGHEWRIIVHWWLQJFDSLWDODVVHWVE\PLOOLRQZLWKWKHUHPDLQLQJ
PLOOLRQQHWLQFUHDVHIURPWKHDGGLWLRQVRIFDSLWDOIDFLOLWLHVFRQVWUXFWHGLQDFFRUGDQFHWRWKH'LVWULFW¶V
/RQJ 5DQJH &DSLWDO )LQDQFLQJ 3ODQ  7KH VHFRQG FDWHJRU\ RI QHW DVVHWV 5HVWULFWHG 1HW $VVHWV
LQFUHDVHGE\RUIURPWKHSUHYLRXV\HDU$GGLWLRQDOLQIRUPDWLRQRQUHVWULFWHGQHW
DVVHWVFDQEHIRXQGLQ1RWHRIWKH1RWHVWR)LQDQFLDO6WDWHPHQWV7KHIROORZLQJWDEOHVFRPSDUHWKH
YDULRXVFDWHJRULHVRIDVVHWVOLDELOLWLHVDQGQHWDVVHWVIRUHDFKRIWKHFRQVHFXWLYHILVFDO\HDUV

Statement of Net Assets
)RUWKH)LVFDO<HDU(QGHG-XQHDQG
)LVFDO<HDU(QG-XQH

$VVHWV
&XUUHQW
1RQFXUUHQW
&DSLWDO
2WKHU
7RWDO$VVHWV
/LDELOLWLHV
&XUUHQW
/RQJ7HUP'HEW
7RWDO/LDELOLWLHV





$PRXQW

&KDQJH





 

 
  
 









  
 
 





  
 




 









1HW$VVHWV
,QYHVWHGLQ&DSLWDO$VVHWV
1HWRI5HODWHG'HEW

5HVWULFWHG

7RWDO1HW$VVHWV



6HHLQGHSHQGHQWDXGLWRUV¶UHSRUW

,QFUHDVH 'HFUHDVH
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Statement of Revenues Expenses and Changes in Net Assets
)RUWKH)LVFDO<HDU(QGHG-XQHDQG
)LVFDO<HDU(QG-XQH
,QFUHDVH 'HFUHDVH


$PRXQW
&KDQJH
2SHUDWLQJ5HYHQXHV
   

2SHUDWLQJ([SHQVHV
     

1HW1RQRSHUDWLQJ5HYHQXHV
   

&KDQJHLQ1HW$VVHWV%HIRUH    

&DSLWDO&RQWULEXWLRQV
&DSLWDO&RQWULEXWLRQV
   

&KDQJHLQ1HW$VVHWV
 


1HW$VVHWV-XO\
  

 
1HW$VVHWV-XQH
  

Capital Assets

'LVWULFW IDFLOLWLHV DUH FRQVWUXFWHG WR PHHW ERWK RSHUDWLRQDO DQG FDSLWDO UHSODFHPHQW QHHGV  &DSLWDO
DVVHWVKDYHFRQWLQXHGWRJURZDQGDUHUHSRUWHGDVQRQFXUUHQWDVVHWV$VRI-XQHWKH'LVWULFW
KDG LQYHVWHG  LQ FDSLWDO DVVHWV  7KLV UHSUHVHQWV D  RU D  LQFUHDVH LQ
FDSLWDO DVVHWV FRPSDUHG WR WKH SULRU \HDU  $ SRUWLRQ RI WKLV LQFUHDVH LV GXH WR GHYHORSHU IDFLOLW\
FRQWULEXWLRQVWKHVHFRQWULEXWLRQVDPRXQWHGWRGXULQJWKHILVFDO\HDUHQGHG-XQH
&RQVLVWHQWZLWKWKH'LVWULFW¶V)DFLOLW\0DVWHU3ODQDSSUR[LPDWHO\PLOOLRQLQWKHFXUUHQWILVFDO\HDU
ZDV DGGHG LQ FDSLWDO IDFLOLWLHV DV D UHVXOW RI WKH 'LVWULFW¶V FRQWLQXRXV JURZWK  $ FRPSDULVRQ RI WKH
FKDQJHV E\ PDMRU FDWHJRU\ LV SURYLGHG EHORZ EHWZHHQ WKH FXUUHQW DQG SULRU ILVFDO \HDUV DGGLWLRQDO
LQIRUPDWLRQFDQEHIRXQGLQ1RWHRIWKH1RWHVWR)LQDQFLDO6WDWHPHQWV

Capital Assets
)RUWKH)LVFDO<HDU(QGHG-XQHDQG
)LVFDO<HDU(QG-XQH
,QFUHDVH 'HFUHDVH
$VVHW&DWHJRU\


$PRXQW &KDQJH
/DQG
  

&RQVWUXFWLRQLQ3URJUHVV
 


 
  



7UDQVPLVVLRQDQG'LVWULEXWLRQ
  

5HFODPDWLRQ)DFLOLWLHV
 





 


6RXUFHRI6XSSO\
 


 
  


3XPSLQJ3ODQW
 


 
  


*HQHUDO3ODQW
 


 
  


2WKHU
 


 
  


7RWDO&DSLWDO$VVHWV
 








/HVV$FFXPXODWHG'HSUHFLDWLRQ    

1HW&DSLWDO$VVHWV
  
 
6HHLQGHSHQGHQWDXGLWRUV¶UHSRUW
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0DMRUQHWFDSLWDODVVHWDGGLWLRQVIRUWKHFXUUHQW\HDUDUHQRWHGEHORZ

:DWHUVKHG3URWHFWLRQ

6RODU3RZHU3URMHFW

3UDGR5HVHUYRLU

5DQFKR'LYLVLRQ'HWHFWRU$VVHPEO\

'H3RUWROD5HVHUYRLU

Long-term Debt
$W -XQH   WKH 'LVWULFW KDG  LQ ORQJWHUP GHEW RXWVWDQGLQJ FRPSDUHG WR D SULRU
\HDURI7KLVUHSUHVHQWVRULQFUHDVHFRPSDUHGWRWKHSUHYLRXV\HDU
7KH 'LVWULFW LVVXHG  RI %XLOG $PHULFD %RQGV LQ 1RYHPEHU  DQG GHIHDVHG
RIWKH$VHULHVUHYHQXHERQGVLQ-XQH7KH'LVWULFWFRQWLQXHVWRPD[LPL]HWKH
YDOXHRILWVQHWDVVHWVWKURXJKWKHFRPELQHGXVHRIERWKDGMXVWDEOHDQG IL[HGUDWHGHEW$W-XQH
 WKH 'LVWULFW¶V RXWVWDQGLQJ GHEW FRQVLVWHG RI IL[HG DQG V\QWKHWLF IL[HG DW  DQG 
UHVSHFWLYHO\  7KH VFKHGXOHV EHORZ VXPPDUL]H WKH 'LVWULFW¶V ORQJWHUP GHEW IRU PRUH GHWDLOHG
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RANCHO CALIFORNIA WATER DISTRICT
STATEMENTS OF NET ASSETS
June 30, 2011
(With comparative totals for the year ended June 30, 2010)

A S S E T S
2011
CURRENT ASSETS:
Unrestricted assets:
Cash and cash equivalents (note 2)
Investments (note 2)
Accounts receivable:
Water sales and services
Intergovernmental
Accrued interest receivable
Inventory (note 1)
Prepaid expenses

$

18,817,258
51,585,311

2010

$

11,645,376
46,238,070

6,324,119
1,003,849
442,622
2,214,373
7,183,734

7,128,150
1,118,522
427,911
2,770,316
7,623,263

87,571,266

76,951,608

68,540,590
187,740,827
187
740 827
1,534,838
6,648,238

36,788,448
148,637,083
148 637 083
1,391,831
6,518,251

Total restricted assets

264,464,493

193,335,613

TOTAL CURRENT ASSETS

352,035,759

270,287,221

NONCURRENT ASSETS:
Capital assets (note 4):
Non-depreciable
Depreciable, net of accumulated depreciation
Deferred outflows (swap) (note 7)
Net OPEB asset (note 9)
Other assets (note 5)

111,059,248
455,082,926
7,254,630
84,479
10,099,993

100,103,343
447,795,507
8,708,469
365,376
10,316,070

TOTAL NONCURRENT ASSETS

583,581,276

567,288,765

$ 935,617,035

$ 837,575,986

Total unrestricted assets
Restricted assets (note 3):
Cash and cash equivalents (note 2)
IInvestments (note
(
2)
Accrued interest receivable
Property taxes and assessments, net

TOTAL ASSETS

(Continued)

See independent auditors' report and notes to the basic financial statements.
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RANCHO CALIFORNIA WATER DISTRICT
STATEMENTS OF NET ASSETS
June 30, 2011
(With comparative totals for the year ended June 30, 2010)
(CONTINUED)

L I A B I L I T I E S AND N E T A S S E T S
2011
CURRENT LIABILITIES:
Accounts payable
Accrued wages and compensation
Construction and service deposits
Accrued interest payable
Prepaid capacity fees
Current portion of long-term debt (note 6)
TOTAL CURRENT LIABILITIES

$

10,417,949
428,573
461,346
6,858,117
179,212
10,022,779

2010
$

11,041,153
312,163
1,240,840
4,500,427
185,146
11,598,940

28,367,976

28,878,669

7,254,630
360,358,672
2,065,448
1,142,880
370,821,630
10,022,779

8,708,469
274,505,709
1,938,292
1,169,777
286,322,247
11,598,940

TOTAL LONG-TERM LIABILITIES

360,798,851

274,723,307

TOTAL LIABILITIES

389,166,827

303,601,976

289,336,237

310,594,416

76,202,212
60,361,243
120,550,516

67,245,258
11,937,897
144,196,439

$ 546,450,208

$ 533,974,010

LONG-TERM LIABILITIES:
Fair value of swap agreement (note 7)
Revenue bonds (notes 6 and 7)
Compensated absences (note 6)
Other payables (note 5)
Subtotal
Less: current portion above (note 6)

NET ASSETS (note 14):
Invested in capital assets, net of related debt
Restricted for:
Division operations
Capital assets
Debt service
TOTAL NET ASSETS

See independent auditors' report and notes to the basic financial statements.
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RANCHO CALIFORNIA WATER DISTRICT
STATEMENTS OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS
For the year ended June 30, 2011
(With comparative totals for the year ended June 30, 2010)
2011
OPERATING REVENUES:
Water sales
Water availability charges
Other services and abatements
TOTAL OPERATING REVENUES
OPERATING EXPENSES:
Source of supply
Depreciation
General and administrative
Pumping plant
Transmission and distribution
Wastewater treatment
Reclaimed water
Other

$

31,911,821
13,120,847
9,041,965
54,074,633

2010
$

35,220,317
12,341,670
9,006,870
56,568,857

30,915,085
18,796,722
8,666,885
3,357,665
5,446,608
2,826,080
1,993,575
4,649,875

31,811,905
17,676,450
8,743,396
3,451,084
4,864,692
2,721,190
2,046,558
4,209,989

76,652,495

75,525,264

(22,577,862)

(18,956,407)

36,125,304
7,194,103
1,484,032
(57,601)
(15,744,529)

36,215,351
12,445,505
861,095
(11,788,189)

TOTAL NONOPERATING REVENUES (EXPENSES)

29,001,309

37,733,762

NET INCOME BEFORE CAPITAL CONTRIBUTIONS

6,423,447

18,777,355

1,530,348
3,070,167
1,452,236
6,052,751

1,092,431
3,709,792
1,452,460
6,254,683

12,476,198

25,032,038

533,974,010

508,941,972

$ 546,450,208

$ 533,974,010

TOTAL OPERATING EXPENSES
OPERATING INCOME (LOSS)
NONOPERATING REVENUES (EXPENSES):
Property taxes and assessments
Investment income
Intergovernmental
Other
Interest expense

CAPITAL CONTRIBUTIONS:
Capacity fees
Developer contributions
Capital grants
TOTAL CAPITAL CONTRIBUTIONS
CHANGE IN NET ASSETS
NET ASSETS - BEGINNING OF YEAR
NET ASSETS - END OF YEAR

See independent auditors' report and notes to the basic financial statements.
- 14 -

RANCHO CALIFORNIA WATER DISTRICT
STATEMENTS OF CASH FLOWS
For the year ended June 30, 2011
(With comparative totals for the year ended June 30, 2010)

2011
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers
Payment to suppliers
Payment to employees

$

NET CASH PROVIDED BY (USED FOR)
OPERATING ACTIVITIES

55,006,112
(48,487,632)
(8,528,590)
(2,010,110)

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition and construction of capital assets
(33,976,234)
Proceeds from bond issue
100,785,000
Principal paid on long-term liabilities
(10,425,000)
Cash paid for debt defeasance
(4,151,100)
Interest paid on long-term liabilities
(14,460,538)
Receipts from assessments and other nonoperating income
for capital improvements
12,607,147
Recei
23
Receipts
pts from property
property taxes restricted for debt service
23,388,170
,388,170
Intergovernmental
552,632
Capital grants
4,028,657
NET CASH PROVIDED BY (USED FOR)
CAPITAL AND RELATED FINANCING ACTIVITIES
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments
Proceeds from sale and maturities of investments
Interest revenue received on cash and investments

2010
$ 56,389,376
(44,103,419)
(9,165,387)
3,120,570

(32,309,793)
(8,745,000)
(11,051,652)
12,528,085
24
24,755,452
,755,452
2,544,891

78,348,734

(12,278,017)

(124,356,001)
79,207,675
7,733,726

(103,430,072)
101,473,096
8,563,624

NET CASH PROVIDED BY (USED FOR)
INVESTING ACTIVITIES

(37,414,600)

6,606,648

NET CASH INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS

38,924,024

(2,550,799)

48,433,824

50,984,623

87,357,848

$ 48,433,824

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

$

(Continued)

See independent auditors' report and notes to the basic financial statements.
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RANCHO CALIFORNIA WATER DISTRICT
STATEMENTS OF CASH FLOWS
For the year ended June 30, 2011
(With comparative totals for the year ended June 30, 2010)
(Continued)

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES:
Operating income (loss)
Change in other nonoperating revenues (expenses)
Depreciation
Change in assets and liabilities:
(Increase) decrease in accounts receivables - water sales and service
(Increase) decrease in inventory
(Increase) decrease in prepaid expenses
(Increase) decrease in OPEB asset
Increase (decrease) in accounts payable
Increase (decrease) in accrued wages and compensation
Increase (decrease) in construction and service deposits
Increase (decrease) in compensated absences
Increase (decrease) in prepaid capacity fees
NET CASH PROVIDED BY (USED FOR)
OPERATING ACTIVITIES

2011

2010

$ (22,577,862)
(57,601)
18,796,722

$ (18,956,407)
861,095
17,676,450

1,710,972
555,943
439,529
280,897
(616,848)
116,410
(779,494)
127,156
(5,934)

124,200
1,124,022
638,619
1,911,435
(50,782)
(303,682)
97,573
(1,953)

$

(2,010,110)

$

3,120,570

$

18,817,258
68,540,590

$ 11,645,376
36,788,448

TOTAL CASH AND CASH EQUIVALENTS FINANCIAL STATEMENT CLASSIFICATION

$

87,357,848

$ 48,433,824

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:
Capital contributions

$

3,070,167

$

Amortization related to long-term debt

$

467,037

$

Net change in investment fair value

$

(697,341)

$

CASH AND CASH EQUIVALENTS FINANCIAL STATEMENT CLASSIFICATION:
Current assets
Restricted assets

See independent auditors' report and notes to the basic financial statements.
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3,709,792
(74,695)
4,144,410

RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
Year ended June 30, 2011
(1)

Summary of significant accounting policies
Reporting entity - The reporting entity Rancho California Water District (the “District”)
includes the accounts of the District and the Rancho California Water District Financing
Authority (the “Financing Authority”).
The District was organized on January 1, 1977, by the consolidation of the Rancho
California Water District and Santa Rosa Ranches Water District, both of which were
organized under provisions of the California Water District Law. The original Rancho
California Water District (Rancho Division) was organized on August 16, 1965, to
provide domestic and agricultural water services and water conservation. Santa Rosa
Ranches Water District (Santa Rosa Division) was organized on January 24, 1968 to
provide domestic and agricultural water service, sanitation service and water
conservation. The District primarily services a community known as Temecula/Rancho
California, which includes the City of Temecula, portions of the City of Murrieta and
other contiguous lands in Riverside County and is comprised of approximately 100,000
acres. The District purchases approximately two thirds of its water supply from two
member agencies of the Metropolitan Water District of Southern California.
The District formed the Financing Authority on July 1, 1991 under the Marks-Roos Local
Bond Pooling Act of 1985, constituting Article 4 of Chapter 5 of Division 7 of Title 1 of
the California Government Code. The Financing Authority was formed to enable the
District to finance and refinance various water, reclamation, wastewater, and other
projects called for in the District’s Facilities Master Plans.
The criteria used in determining the scope of the reporting entity is based on the
provisions of GASB Statement No. 14. The District is the primary government unit.
Component units are those entities which are financially accountable to the primary
government, either because the District appoints a voting majority of the component
unit’s board, or because the component unit will provide a financial benefit or impose a
financial burden on the District. The District has accounted for the Financing Authority
as a “blended” component unit. Despite being legally separate, the Financing Authority
is so intertwined with the District that it is in substance, part of the District’s operations.
Accordingly, the balances and transactions of this component unit are reported within the
funds of the District. Separate financial statements are not issued for the Financing
Authority.

See independent auditors’ report.
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RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
(1)

Summary of significant accounting policies (Continued)
Basis of presentation - The account of the District is an enterprise fund. An enterprise
fund is a Proprietary-type fund used to account for operations (a) that are financed and
operated in a manner similar to private business enterprises where the intent of the
governing body is that the costs (expenses, including depreciation) of providing goods or
services to the general public on a continuing basis be financed or recovered primarily
through user charges; or (b) where the governing body has decided that periodic
determination of revenues earned, expenses incurred, and/or net income is appropriate for
capital maintenance, public policy, management control, accountability or other
purposes. The District has elected under Governmental Accounting Standards Board
(“GASB”) Statement 20, “Accounting and Financial Reporting for Proprietary Funds
and Other Governmental Entities That Use Proprietary Fund Accounting,” to apply all
GASB pronouncements as well as any applicable pronouncements of the Financial
Accounting Standards Board, the Accounting Principles Board, or any Accounting
Research Bulletins issued on or before November 30, 1989, unless they contradict or
conflict with GASB pronouncements.
Measurement focus and basis of accounting - “Measurement focus” is a term used to
describe which transactions are recorded within the various financial statements. “Basis
of accounting” refers to when transactions are recorded regardless of the measurement
focus applied. The accompanying financial statements are reported using the “economic
resources measurement focus”, and the “accrual basis of accounting”. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless
of the timing of related cash flows.
Net assets - GASB Statement No. 34, “Basic Financial Statements - and Management‘s
Discussion and Analysis - For State and Local Governments,” established standards for
external financial reporting for all state and local governmental entities which includes: a
statement of net assets; a statement of revenues, expenses and changes in net assets; and a
statement of cash flows. It requires the classification of net assets into three components:
invested in capital assets, net of related debt; restricted; and unrestricted. These
classifications are defined as follows:
•

Invested in capital assets, net of related debt - This component of net assets
consists of capital assets, including restricted capital assets, net of accumulated
depreciation and reduced by the outstanding balances of any bonds, mortgages,

See independent auditors’ report.
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RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
(1)

Summary of significant accounting policies (Continued)
notes, or other borrowings that are attributable to the acquisition, construction, or
improvement of those assets. If there are significant unspent related debt
proceeds at year-end, the portion of the debt attributable to the unspent proceeds
are not included in the calculation of invested in capital assets, net of related debt.
Rather, that portion of the debt is included in the same net assets component as
the unspent proceeds.
•

Restricted - This component of net assets consists of constraints placed on net
asset use through external constraints imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other governments or
constraints imposed by law through constitutional provisions or enabling
legislation.

•

Unrestricted net assets - This component of net assets consists of net assets that
do not meet the definition of “restricted” or “invested in capital assets, net of
related debt.”

When both restricted and unrestricted resources are available for use, the District may use
restricted resources or unrestricted resources based on the Board’s discretion.
Operating revenues and expenses - Operating revenues, such as charges for services
(water sales and water availability charges) result from exchange transactions associated
with the principal activity of the District. Exchange transactions are those in which each
party receives and gives up essentially equal values. Nonoperating revenues, such as
property taxes and assessments, and investment income, result from nonexchange
transactions or ancillary activities in which the District gives (receives) value without
directly receiving (giving) equal value in exchange.
Operating expenses include the cost of sales and services, administrative expenses and
depreciation on capital assets. All expenses not meeting this definition are reported as
nonoperating expenses.

See independent auditors’ report.
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RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
(1)

Summary of significant accounting policies (Continued)
Property taxes and assessments - Property taxes and assessments are billed by the
Riverside County to property owners. The District’s property tax calendar for the fiscal
year ended June 30, 2011, was as follows:

.
Lien Date:
Levy Date:
Due Date:
Delinquent Date:

January 1, 2010
July 1, 2010
First Installment – November 1, 2010
Second Installment – February 1, 2011
First Installment – December 10, 2010
Second Installment – April 10, 2011

Property taxes and assessments are collected by Riverside County and are remitted to the
District periodically according to the following estimated schedule:
December 14, 2010
January 20, 2011
April 12, 2011
May 19, 2011
August 9, 2011

30% Advance - First Installment
Balance on First Installment (to 55%)
10% Advance - Second Installment
Balance of Second Installment (to 95%)
Third Installment (to 100%)

Property taxes and assessments are stated net of an allowance for doubtful accounts. The
District estimates an allowance of approximately 10%. As of June 30, 2011 and June 30,
2010 total allowances for uncollectible taxes totaled $749,466 and $842,938,
respectively.
Investments - Investments are stated at their fair value, which represents the quoted or
stated market value. Investments that are not traded on a market, such as investments in
external pools, are valued based on the stated fair value as represented by the external
pool. All investments are stated at their fair value, the District has not elected to report
certain investments at amortized cost.
During the year the District maintained one guaranteed investment contract (“GIC”) on
the 2001A outstanding revenue bond reserve fund. The purpose of the GIC is to enhance
the return on the reserve fund so that the maximum allowable interest earnings are
achieved. This GIC was entered into with Bayerisch Landesbank, which meets qualifying
restrictions including minimum rating requirements, certain collateral levels, and other
safeguards the District placed on this contract. The GIC terminated on June 21, 2011 in
conjunction with the defeasance of the 2001A Revenue Bonds on June 29, 2011.

See independent auditors’ report.
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RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
(1)

Summary of significant accounting policies (Continued)
Inventory - Materials inventory consists primarily of materials used in the construction
and maintenance of utility plant and is valued at weighted average cost. Water inventory
is valued with the LIFO (last in, first out) method. Inventory at June 30, 2011 and 2010
consists of the following:
2011
2010
Water inventory
Materials inventory

$ 544,683
1,669,690
$ 2,214,373

$1,343,492
1,426,824
$2,770,316

Interest - The District incurs interest charges on long-term debt. There was $1,238,931
and $1,366,645 of interest capitalized for the years ended June 30, 2011 and 2010,
respectively.
Capital assets and depreciation - Acquisitions of capital assets are recorded at cost.
Contributed assets are recorded at their fair market value at the date of donation. Selfconstructed assets are recorded at the amount of direct labor, material, and certain
overhead and interest costs. The District’s capitalization threshold is $2,000 with a
useful life of more than 1 year.
Depreciation is calculated on the straight-line method over the following estimated useful
lives, except for a dam being depreciated over 100 years.
Useful Life
Transmission and distribution
Reclamation facilities
Source of supply, excluding dam
Pumping plant
General plant
Other

5 - 75 years
5 - 40 years
5 - 50 years
5 - 50 years
3 - 67 years
3 - 50 years

Depreciation expense totaled $18,796,722 and $17,676,450 for the years ended June 30,
2011 and 2010, respectively.

See independent auditors’ report.
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RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
(1)

Summary of significant accounting policies (Continued)

Deferred bond issue costs - Deferred bond issue costs are included in other assets and
totaled $3,995,046 and $3,544,791 net of accumulated amortization, as of June 30, 2011
and 2010, respectively. The costs are amortized on the straight-line method based on the
estimated term of the related bond debt. Amortization expense is included with interest
expense and totaled $301,636 and $248,232 for the years ended June 30, 2011 and 2010,
respectively.
Compensated absences - Vested or accumulated vacation and sick leave is recorded as
an expense and liability as benefits accrue to employees.
Cash and cash equivalents - For purposes of the statement of cash flows, the District
considers all investment instruments purchased with a maturity date of three months or
less to be cash equivalents.
Interest rate swaps - The District has entered into interest rate swap agreements to fix
the interest rates on certain outstanding variable rate debt. These agreements are recorded
at fair value. The changes in fair value of hedging derivative instruments do not affect
investment revenue but are reported as deferrals. As of June 30, 2011 all potential
hedging derivatives of the District are considered effective hedges.
Classification of liabilities - Certain liabilities, which are currently payable, have been
classified as restricted because they will be funded from restricted assets.
Use of estimates - The financial statements are prepared in conformity with accounting
principles generally accepted in the United States of America and, accordingly, include
amounts that are based on management’s best estimates and judgments. Accordingly,
actual results could differ from the estimates
Prior year data - Selected information regarding the prior year has been included in the
accompanying financial statements. This information has been included for comparison
purposes only and does not represent a complete presentation in accordance with
generally accepted accounting principles. Accordingly, such information should be read
in conjunction with the government’s prior year financial statements, from which this
selected financial data was derived.
Certain amounts in the June 30, 2010 financial statements have been reclassified for
comparative purposes to conform to the presentation in the June 30, 2011 financial
statements. There was no change in reported net income or net assets related to these
reclassifications.

See independent auditors’ report.
- 22 -

RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
2.

Cash and investments
Cash and investments - Cash and investments held by the District were comprised of the
following at June 30, 2011 and 2010:
2011
Financial Statement Classification:
Current:
Cash and cash equivalents
Investments
Restricted:
Cash and cash equivalents
Investments
Total

2010

$ 18,817,258
51,585,311

$ 11,645,376
46,238,070

68,540,590
187,740,827

36,788,448
148,637,083

$326,683,986

$243,308,977

Cash and investments as of June 30, 2011 and 2010 consisted of the following:
2011
Cash on hand
Deposits with financial institutions
ACWA dues deposit
Investments
Total cash and investments

1,350
3,588,946
56,710
323,036,980

2010

$

$

1,350
831,806
59,546
242,416,275

$326,683,986

$243,308,977

Investments authorized by the California Government code and the District’s
investment policy - The table below identifies the investment types that are authorized
for the District by the California Government Code (or the District’s investment policy,
where more restrictive). The table also identifies certain provisions of the California
Government Code (or the District’s investment policy, where more restrictive) that
address interest rate risk, credit risk, and concentration of credit risk. This table does not
address investments of debt proceeds held by bond trustees that are governed by the
provisions of debt agreements of the District, rather than the general provisions of the
California Government Code or the District’s investment policy.
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Cash and investments (Continued)

Authorized Investment Type
United States (U.S.) Treasury Obligations
U.S. Government Sponsored Enterprise Securities:
Governmental National Mortgage Association (GNMA)
Federal Farm Credit Bank (FFCB)
Federal Home Loan Bank (FHLB)
Federal Home Loan Mortgage Corporation (FHLMC)
Federal National Mortgage Association (FNMA)
Student Loan Marketing Association (SLMA)
Tennessee Valley Authority (TVA)
Resolution Funding Corporation (RefCorp)
Local Agency Investment Fund (LAIF)
Bankers Acceptances
Commercial Paper
Negotiable Certificates of Deposit
Corporate Medium Term Notes
Time Certificates of Deposit
Money Market Mutual Funds
Repurchase Agreements
Collateralized Mortgage Obligations and
Asset Backed Securities

See independent auditors’ report.
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Maximum
Maximum
Percentage
Investment
of Portfolio in One Issuer
100%
Not Applicable
50%
30%
30%
30%
30%
30%
30%
30%
100%
40%
25%
30%
30%
40%
20%
10%

50%
30%
30%
30%
30%
30%
30%
30%
$50,000,000
5%
5%
5%
5%
5%
5%
5%

20%

5%

RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
(2)

Cash and investments (Continued)
Investments authorized by debt agreements - Investments of debt proceeds held by
bond trustees are governed by provisions of the debt agreements, rather than the general
provisions of the California Government Code or the District’s investment policy. The
following table identifies the investment types that are authorized for investments held by
bond trustees. The table also identifies certain provisions of these debt agreements that
address interest rate risk and concentration of risk.

Authorized Investment Type
U.S. Treasury Obligations
U.S. Government Sponsored
Enterprise Securities
State Obligations or Political
Subdivision of States
Bank Time Deposits
Bankers Acceptances
Repurchase Agreements
Corporate Commercial Paper
Taxable U.S. Government Money
Market Mutual Funds
Investment Agreements

Maximum
Maturity

Maximum
Percentage
Allowed

Maximum
Investment
in One Issuer

No Limitation

No Limitation

No Limitation

No Limitation

No Limitation

No Limitation

No Limitation
30/360 days
180 days
No Limitation
270 days

No Limitation
No Limitation
No Limitation
No Limitation
No Limitation

No Limitation
$ 100,000
$ 100,000
No Limitation
No Limitation

No Limitation
No Limitation

No Limitation
No Limitation

No Limitation
No Limitation

Disclosures relating to interest rate risk - Interest rate risk is the risk that changes in
market interest rates will adversely affect the fair value of an investment. Generally, the
longer the maturity of an investment, the greater the sensitivity its fair value is to changes
in market interest rates. One of the ways that the District manages its exposure to interest
rate risk is by purchasing a combination of shorter term and longer term investments and
by timing cash flows from maturities so that a portion of the portfolio is maturing or
coming close to maturity as necessary to provide the cash flow and liquidity needed for
operations. The District monitors the interest rate risk inherent in its portfolio by
measuring the weighted average duration of its portfolio. Duration measures the
investments exposure to fair value arising from changing interest rates.

See independent auditors’ report.
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Cash and investments (Continued)
Disclosures Relating to Interest Rate Risk (Continued):
Amount
as of
June 30, 2011

Investment Type

U.S. Treasury Obligations
$ 31,063,812
U.S. Government Sponsored Enterprise Securities
89,247,525
Local Agency Investment Fund
49,968,390
Corporate Medium Term Notes
58,119,961
Money Market Mutual Funds
11,305,993
Held by Fiscal Agent:
U.S. Government Sponsored Enterprise Securities 48,501,106
U.S. Treasury Obligations
12,391,622
Local Agency Investment Fund
18,008,898
Money Market Mutual Funds
4,429,673
Total

Weighted
Average
Duration
(in Years)
3.64
4.09
.65
2.89
.25
2.18
2.86
.65
.25

$323,036,980

Disclosures relating to credit risk - Generally, credit risk is the risk that an issuer of an
investment will not fulfill its obligation to the holder of the investment. This is measured
by the assignment of a rating by a nationally recognized statistical rating organization.
Presented in the table on the following page are the Standard and Poor’s credit ratings for
the Districts investments.
Subsequent to year end, Standard and Poors changed its rating of long-term U.S.
Treasury securities from AAA to AA+.
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Cash and investments (Continued)
Total as

Investment
U.S. Treasury
Obligations

of
6-30-11
$31,063,812

Not Required
to be
Rated

AAA

$31,063,812 $

AA+
-

$

-

AA
$

-

AA$

A+
-

$

A
-

$

A-

$

Unrated
-

$

-

U.S. Government
Sponsored Enterprise
Securities:
17,771

-

17,771

-

-

-

-

-

-

-

FFCB

8,949,023

-

8,949,023

-

-

-

-

-

-

-

FHLB

21,596,305

-

21,596,305

-

-

-

-

-

-

-

FHLMC

22,025,551

-

22,025,551

-

-

-

-

-

-

-

FNMA

18,736,716

-

18,736,716

-

-

-

-

-

-

-

Tennessee Valley
Authority

17,922,159

-

-

-

-

-

-

-

-

-

-

-

-

-

GNMA

17,922,159

-

Local Agency
Investment Fund

49,968,390

-

Corporate Medium
Term Notes

58,119,961

-

10,364,396

Money Market Mutual

11,305,993

-

11,305,993

-

-

-

-

-

-

-

FHLB

14,453,159

-

14,453,159

-

-

-

-

-

-

-

FHLMC

12,306,239

-

12,306,239

-

-

-

-

-

-

-

FNMA

14,597,788

-

14,597,788

-

-

-

-

-

-

-

FFCB

7,143,920

-

7,143,920

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

5,917,510

7,392,153

4,629,299

11,290,408

15,137,138

3,389,057

49,968,390
-

Held by Fiscal Agent:
U.S. Government
Sponsored Enterprise
Securities:

U.S. Treasury
Obligations

12,391,622

Local Agency
Investment Fund

18,008,898

-

Money Market Mutual
Funds

4,429,673

-

TOTALS

$323,036,980

12,391,622

$43,455,434

4,429,673

$163,848,693

$5,917,510 $7,392,153
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$4,629,299

$11,290,408

$15,137,138

$3,389,057

18,008,898
-

$67,977,288
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Cash and investments (Continued)
Concentration of credit risk - Investments in any one issuer that represent 5% or more
of total District’s investments are as follows:
Issuer

Investment
Type

Federal Home Loan Bank

U.S. Government Sponsored
Enterprise Securities

Federal Home Loan
Mortgage Corporation

Reported
Amount

Percent of
Investments

$21,596,305

9.01%

U.S. Government Corporation
Sponsored Enterprise
Securities

22,025,551

9.19%

Federal National Mortgage
Association

U.S. Government Association
Sponsored Enterprise Securities

18,736,716

7.82%

Tennessee Valley Authority

U.S. Government Association
Sponsored Enterprise Securities 17,922,159

7.48%

Custodial credit risk - Custodial credit risk for deposits is the risk that, in the event of
the failure of a depository financial institution, a government will not be able to recover
its deposits or will not be able to recover collateral securities that are in the possession of
an outside party. The custodial credit risk for investments is the risk that, in the event of
the failure of the counterparty (e.g., broker-dealer) to a transaction, a government will not
be able to recover the value of its investment or collateral securities that are in the
possession of another party. The California Government Code and the District’s
investment policy do not contain legal or policy requirements that would limit the
exposure to custodial credit risk for deposits or investments, other than the following
provision for deposits: The California Government Code requires that a financial
institution secure deposits made by state or local governmental units by pledging
securities in an undivided collateral pool held by a depository regulated under state law
(unless so waived by the governmental unit). The market value of the pledged securities
in the collateral pool must equal at least 110% of the total amount deposited by the public
agencies. California law also allows financial institutions to secure District deposits by
pledging first trust deed mortgage notes having a value of 150% of the secured public
deposits.
GASB Statement No. 40 requires that the following disclosure be made with respect to
custodial credit risks relating to deposits and investments: 56,710 of the District’s
deposits are held as a dues deposit that is not held in a collateralized account.
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Cash and investments (Continued)
California Local Agency Investment Fund - The District is a voluntary participant in
the California Local Agency Investment Fund (LAIF) that is regulated by California
Government Code Section 16429 under the oversight of the Treasurer of the State of
California. The fair value of the District’s investment in this pool is reported in the
accompanying financial statements at amounts based upon the District’s pro-rata share of
the fair value provided by LAIF for the entire LAIF portfolio (in relation to the amortized
cost of that portfolio). The balance available for withdrawal is based on the accounting
records maintained by LAIF, which are recorded on an amortized cost basis. Included in
LAIF’s investment portfolio are collateralized mortgage obligation, mortgage-backed
securities, other asset-backed securities, loans to certain state funds and securities issued
by federal agencies, government-sponsored enterprises, banks, and corporations.

(3)

Restricted assets
Restricted assets were provided by, and are to be used for, the following:
Funding Source

Use

2011

2010

Bond proceeds, capital contributions
and interest earned

Construction of utility
plant

Bond proceeds, capital contributions
and interest earned

Bond reserves

23,191,490

25,263,379

Debt service or construction
of utility plant

44,352,139

44,358,458

Debt service or construction
of utility plant

136,559,621

111,775,879

Capacity fees and interest earned
Property assessments, and interest
earned

$ 60,361,243 $ 11,937,897

$264,464,493 $193,335,613
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Capital assets
A summary of the changes in capital assets for the year ended June 30, 2011 is as
follows:
Fiscal Year June 30, 2011
Beginning
Balance
July 1, 2010*
Capital assets, not being depreciated:
Land
$ 29,677,219
Construction in progress
70,426,124
Total capital assets, not being
depreciated
100,103,343
Capital assets, being depreciated:
Transmission and distribution
461,817,361
Reclamation facilities
106,452,099
Source of supply
50,934,170
Pumping station
33,679,549
General plant
29,174,313
Other
10,968,318
Total capital assets, being
depreciated
693,025,810
Less accumulated depreciation for:
Transmission and distribution
133,244,412
Reclamation facilities
37,640,790
Source of supply
25,198,578
Pumping station
20,227,241
General plant
20,043,320
Other
8,875,962
Total accumulated
depreciation
245,230,303
Total capital assets
being depreciated, net
447,795,507
Total capital assets, net
$547,898,850

Additions

$ 3,640,668
33,628,143

Deletions

$

Ending
Balance
June 30, 2011

$ 33,317,887
26,312,906
77,741,361

37,268,811

26,312,906

111,059,248

23,786,964
444,147
628,094
145,137
667,396
418,758

2,282
107,349
-

485,604,325
106,893,964
51,562,264
33,824,686
29,734,360
11,387,076

26,090,496

109,631

719,006,675

11,165,812
2,674,170
1,653,672
1,127,694
1,300,575
874,798

2,282
100,993
-

144,410,224
40,312,678
26,852,250
21,354,935
21,242,902
9,750,760

18,796,721

103,275

263,923,749

7,293,775
$44,562,586

6,356 455,082,926
$26,319,262 $566,142,174

* Reclassifications were made to beginning balances with respect to capital asset categories. Total net
capital assets remains unchanged from prior year reported amounts.
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Capital assets (Continued)
A summary of the changes in capital assets for the year ended June 30, 2010 is as
follows:
Fiscal Year June 30, 2010
Beginning
Balance
July 1, 2009
Capital assets, not being depreciated:
Land
$ 24,799,802
Construction in progress
67,196,551
Total capital assets, not being
depreciated
91,996,353
Capital assets, being depreciated:
Transmission and distribution
442,088,367
Reclamation facilities
106,163,069
Source of supply
45,840,420
Pumping station
32,422,174
General plant
27,732,127
Other
10,867,056
Total capital assets, being
depreciated
665,113,213
Less accumulated depreciation for:
Transmission and distribution
122,968,043
Reclamation facilities
34,932,812
Source of supply
23,811,388
Pumping station
19,115,271
General plant
18,545,231
Other
8,182,824
Total accumulated
depreciation
227,555,569
Total capital assets
being depreciated, net
437,557,644
Total capital assets, net
$529,553,997
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Additions

$ 4,877,417
30,627,972

Deletions

$

Ending
Balance
June 30, 2010

$ 29,677,219
27,398,399
70,426,124

35,505,389

27,398,399

100,103,343

19,728,994
289,030
5,093,750
1,257,375
1,445,003
101,262

2,817
-

461,817,361
106,452,099
50,934,170
33,679,549
29,174,313
10,968,318

27,915,414

2,817

693,025,810

10,276,369
2,707,978
1,387,190
1,111,970
1,499,805
693,138

1,716
-

133,244,412
37,640,790
25,198,578
20,227,241
20,043,320
8,875,962

17,676,450

1,716

245,230,303

10,238,964
$45,744,353

1,101 447,795,507
$27,399,500 $547,898,850

RANCHO CALIFORNIA WATER DISTRICT
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Other assets and Other payables
Other assets consist of advanced connection charges, deferred bond issue costs, and swap
termination costs. Advanced connection charges are to be collected from future purchases
of developed properties and remitted to the developers who have paid for the
connections. The liability to the developers is the amount shown as other payables under
long-term debt.

(6)

Long-term liabilities
2001A Revenue Bonds - In May 2001, the Rancho California Water District Financing
Authority issued $19,170,000 in refunding revenue bonds, with interest rates from 5.0%
to 5.5% to refund $18,885,000 of the 1992 revenue bonds.
The net proceeds of $19,786,064 were used to purchase direct obligations of the United
States of America. Those securities were deposited in an irrevocable trust with an escrow
agent to provide for all future debt service payments on the 1992 revenue bonds. As a
result, these bonds are considered to be defeased and the liability for the bonds has been
removed from long-term debt. As of June 30, 2011, the defeased bonds have been
redeemed.
The advance refunding resulted in a difference between the reacquisition price and the
net carrying amount of the old debt of $669,504. This difference is reported in the
accompanying financial statements as a deduction from revenue bonds payable and was
being charged to operations through the current year. The District completed the advance
refunding to reduce its total debt service over the next 12 years by approximately
$1,200,000 and to obtain an economic gain (difference between the present values of the
old and new debt service payments) of approximately $900,000.
During the year the net proceeds of $4,151,000 from 2001A reserve funds and District
cash was placed in an irrevocable trust with an escrow agent to provide for the retirement
of the above listed debt issues. As a result, these bonds are considered to be defeased and
the liability for the bonds has been removed from long-term debt.
2002A Revenue Bonds - In August 2002, the Rancho California Water District
Financing Authority issued $70,095,000 in adjustable rate revenue bonds. These bonds
were issued to refund the following debt issues:
1991 Revenue Bonds (Fixed Rate)
1993 Revenue Bonds (Fixed Rate)
1998A Revenue Bonds (Variable Rate)
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Long-term liabilities (Continued)
The net proceeds of $72,870,856 and $6,405,206 from prior reserve funds were used to
purchase U.S. Government Securities in the amount of $79,276,062. Those securities
were placed in an irrevocable trust with an escrow agent to provide for the retirement of
the above listed debt issues. As a result, these bonds are considered to be defeased and
the liability for the bonds has been removed from long-term debt.
The advance refunding was a refunding of both variable and fixed rate debt with variable
rate debt. The economic gain using a blended yield for the new variable rate debt of
1.986% results in an economic gain of $2,500,415 on the advance refunding and a
reduction of $2,791,554 in cash flows between the old and new debt.
In July 2007, the Rancho California Water District’s Financing Authority converted these
bonds into fixed interest rates ranging between 4% and 5%. Payment of principal and
interest on the Series 2002A Revenue Bonds when due is insured by a municipal bond
insurance policy issued by FGIC Insurance Company.
As of June 30, 2011 and June 30, 2010, the outstanding balance on the 2002A Revenue
Bonds was $49,900,000 and $53,500,000, respectively.
2005C Revenue Bonds - In August 2005, the Rancho California Water District
Financing Authority issued $18,185,000 in revenue refunding bonds to refund $9,204,290
of the 1991 Revenue Bonds.
The net proceeds of $30,744,745 were used to purchase direct obligations of the United
States of America. Those securities were deposited in an irrevocable trust with an escrow
agent to provide for all future debt service payments on the 1991 Revenue Bonds. As a
result, these bonds are considered to be defeased and the liability for the bonds has been
removed from the long-term debt. At June 30, 2011 the defeased 1991 Revenue Bonds
had an outstanding accreted balance of $26,302,030.
The advance refunding resulted in a difference between the reacquisition price and the
net carrying amount of the old debt of $80,006. This difference reported in the
accompanying financial statements as a deduction from revenue bonds payable and is
being charged to operations through the year 2020. The District completed the advance
refunding to reduce its total debt service over the next 16 years by approximately
$8,528,000 and to obtain an economic gain (difference between the present values of the
old and new debt service payments) of approximately $1,284,000.
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Long-term liabilities (Continued)
As of June 30, 2011 and June 30, 2010, the outstanding balance on the 2005C Revenue
Bonds was $18,185,000 and $18,185,000, respectively.
2008 A Revenue Bonds- In April 2008, the Rancho California Water District Financing
Authority issued $159,580,000 in fixed rate refunding revenue bonds, with interest rates
from 3.50% to 5.00%. These bonds were issued to refund the following debt issues:
2001B Revenue Bonds (Variable Rate)
2004B Revenue Bonds (Variable Rate)
2005A Revenue Bonds (Variable Rate)
2005B Revenue Bonds (Variable Rate)

$66,280,000
50,325,000
27,175,000
2,775,000

The net proceeds of $163,802,133 and $5,406,908 from prior reserve funds were used to
purchase Money Market Investments and were placed in an irrevocable trust with an
escrow agent to provide for the retirement of the above listed debt issues. The bonds were
redeemed in April and May of 2008.
The 2008A bonds were issued as fixed rate bonds in order to current refund certain
variable rate obligations (2004B, 2005A, and 2005B auction rate bonds and the 2001B
variable rate demand obligations). The 2008A refunding was executed for economic
purposes, of which the gain cannot be accurately calculated, in order to address the
trading performance due to market issues surrounding the auction bonds as well as the
related downgrades of the bond insurers. In conjunction with the issuance of the 2008A
fixed rate bonds, the District also terminated the synthetic fixed payor swap associated
with the Series 2004B, 2005A, and 2005B auction bonds in order to eliminate future
interest rate or swap risks. As of June 30, 2011 the bond insurer, Assured Guaranty
Municipal Corp., formerly known as Financial Security Assurance Inc.(AGMC), was
rated by Standard and Poor’s Rating Service as AA+.
As of June 30, 2011 and June 30, 2010, the outstanding balance on the 2008A Revenue
Bonds was $147,080,000 and $152,045,000, respectively.
2008 B Revenue Bonds- In April 2008, the Rancho California Water District Financing
Authority issued $44,625,000 in adjustable rate refunding revenue bonds. These bonds
were issued to refund $44,625,000 of the 2004A Revenue Bonds. The bonds interest rate
is variable and is reset on a weekly basis. The district has an existing interest rate swap
agreement to achieve a synthetic fixed rate on these bonds as described in note 7.
The net proceeds of $44,625,000 and $208,238 from prior reserve funds were used to
purchase Money Market Investments and were placed in an irrevocable trust with an
escrow agent to provide for the retirement of the 2004A Revenue Bonds. These bonds
were redeemed in April of 2008.
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Long-term liabilities (Continued)
The 2008B bonds were issued as variable rate bonds backed with an irrevocable directpay letter of credit to current refund the 2004A auction rate bonds. The 2008B refunding
was executed for economic purposes, of which the gain cannot be accurately calculated,
to address the trading performance due to market issues surrounding the auction bonds as
well as the related downgrades of the bond insurer. The synthetic fixed payor swap on the
2008B bonds will remain in place through the maturity of the 2008B bonds. In March
2011 the Credit Facility for the bonds provided by UBS, AS Stamford Branch has been
replaced with a letter of credit supplied by U.S. Bank National Association.
As of June 30, 2011 and June 30, 2010, the outstanding balance on the 2008B Revenue
Bonds was $44,625,000 and $44,625,000, respectively.
2010 A Revenue Bonds – In November 2010, the Rancho California Water District
Financing Authority issued $100,785,000 in fixed rate revenue bonds. These bonds were
issued to provide funds to construct and acquire various capital improvements to its water
and wastewater system facilities. The bonds bear interest at a rate of 6.337% and are
payable semiannually in February and August through August 2040.
These bonds are designated as “Build America Bonds” under the provision of Section
6431(f) and 54AA of the Internal Revenue Code of 1986. The District expects to receive
on or before each interest payment date a direct cash subsidy payment from the United
States Department of Treasury equal to 35% of the interest payable on the bonds so long
as the bonds are outstanding. The net interest rate after consideration for the subsidy is
4.12%.
As of June 30, 2011 the outstanding balance on the 2010A Revenue bonds was
$100,785,000.
Rate Covenants - The District has established rate covenants to meet the requirements of
the 2002A, 2005C, 2008A, 2008B and 2010A Revenue Bonds. The District covenants to
establish, maintain and collect gross district revenues in each fiscal year, which, together
with available reserves, will produce net district revenues sufficient to pay:
a.
b.
c.

An amount equal to 110% of the installment payments under the installment
sale agreements, due in the fiscal year in which such revenues will be
collected;
An amount equal to 100% of the aggregate debt service or other payments
due in such fiscal year with respect to additional obligations of the District;
and
The aggregate debt service on all other District obligations not constituting
additional obligations.
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Long-term liabilities (Continued)
Furthermore, the District shall establish and collect gross district revenues in each fiscal
year, exclusive of any amounts not constituting revenues actually received by the District
in such fiscal year, at least equal to 100% of the installment payments and aggregate debt
service or other payments due on all other additional obligations of the District in such
fiscal year. For purposes of satisfying the rate covenant set forth above, the aggregate
debt service on any obligation of the District which functionally bears interest at a
variable interest rate shall be calculated as the higher of (1) the interest rate then currently
borne by such obligations, or (2) the average interest rate borne by those obligations over
the immediately preceding twelve months. These bonds are payable from payments made
by the District pursuant to an installment sale agreement funded with bond proceeds on
the same date. The District has agreed to make installment payments, pursuant to the
installment sale agreement which, in aggregate, are sufficient for the payment in full of
all principal and interest on the bonds when due, or upon the earlier redemption thereof.
The aggregate reserve requirements for the revenue bonds are $21,542,769 and
$21,098,672 at June 30, 2011 and June 30, 2010, respectively. The required reserve for
each bond was fully funded as of June 2011 and June 30, 2010.
Changes in long-term debt for the year ended June 30, 2011 were as follows:
Beginning
Balance
Revenue Bonds:
2001A Series
2002A Series
2005C Series
2008A Series
2008B Series
2010A Series

Less: Unamortized
discount (premium)
Deferred amount
Subtotal
Compensated
Absences
Total

Additions

Reductions

Ending
Balance

Due Within
One Year

$ 5,900,000
53,500,000
18,185,000
152,045,000
44,625,000
100,785,000

5,900,000
3,600,000
4,965,000
-

49,900,000
18,185,000
147,080,000
44,625,000
100,785,000

1,500,000
7,340,000
-

274,255,000 100,785,000

14,465,000

360,575,000

8,840,000

8,292,591
(8,041,882)

-

274,505,709 100,785,000

1,465,996
(998,959)

6,826,595
(7,042,923)

14,932,037

360,358,672

1,309,935

1,182,779

2,065,448

1,182,779

276,444,001 102,094,935

16,114,816

362,424,120

10,022,779

1,938,292
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Long-term liabilities (Continued)
Changes in long-term debt for the year ended June 30, 2010 were as follows:
Beginning
Balance
Revenue Bonds:
2001A Series
2002A Series
2005C Series
2008A Series
2008B Series

Less: Unamortized
discount
(premium)
Deferred amount

$

Reductions

Ending
Balance

Due Within
One Year

7,660,000
56,900,000
18,185,000
155,630,000
44,625,000

-

1,760,000
3,400,000
3,585,000
-

5,900,000
53,500,000
18,185,000
152,045,000
44,625,000

1,860,000
3,600,000
4,965,000
-

283,000,000

-

8,745,000

274,255,000

10,425,000

9,021,186
(8,845,172)

Subtotal

283,176,014

Compensated
Absences
Total

Additions

-

728,595
(803,290)

8,292,591
(8,041,882)

-

8,670,305

274,505,709

1,840,719

1,271,513

1,173,940

1,938,292

1,173,940

$ 285,016,733

1,271,513

9,844,245

276,444,001

11,598,940
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Long-term liabilities (Continued)
Aggregate maturities of the revenue bonds and interest payment (using an interest rate of
0.17% on the variable rate debt) subsequent to June 30, 2011 as follows:

Year Ending
2012
2013
2014
2015
2016
2017-2021
2022-2026
2027-2031
2032-2036
2037-2041
Total

Principal
$ 8,840,000
9,185,000
11,610,000
12,060,000
12,740,000
38,825,000
56,795,000
70,105,000
65,410,000
75,005,000
$360,575,000

Interest
16,491,233
16,154,095
15,761,702
15,273,995
14,733,095
67,839,315
56,765,544
45,048,004
32,781,053
12,274,612
293,122,648

Hedging
Derivatives,
Net
1,477,574
1,477,574
1,477,574
1,477,574
1,477,574
7,387,870
6,492,220
3,638,060
24,906,020

Total
26,808,807
26,816,669
28,849,276
28,811,569
28,950,669
114,052,185
120,052,764
118,791,064
98,191,053
87,279,612
678,603,668

Aggregate maturities of the revenue bonds and interest payment (using an interest rate of
0.17% on the variable rate debt) subsequent to June 30, 2010 as follows:

Year Ending
2011
2012
2013
2014
2015
2016-2020
2021-2025
2026-2030
2031-2036
Total

Principal
$ 10,425,000
10,805,000
11,260,000
11,610,000
12,060,000
41,470,000
54,565,000
67,150,000
54,910,000
$274,255,000

Interest
10,771,650
10,330,662
9,882,425
9,432,969
8,945,263
38,187,800
27,376,757
15,656,997
4,952,644
135,537,167

Hedging
Derivatives,
Net
1,436,523
1,436,523
1,436,523
1,436,523
1,436,523
7,182,618
6,667,562
4,299,913
317,886
25,650,594

Total
22,633,173
22,572,185
22,578,948
22,479,492
22,441,786
86,840,418
88,609,319
87,106,910
60,180,530
435,442,761

The above tables incorporate the net receipts/payments of the hedging derivative
instruments that are associated with this debt issue. These amounts assume that current
interest rates on variable-rate bonds and the current reference rates of hedging derivative
instruments will remain the same for their term. As these rates vary, interest payments on
variable-rate bonds and net receipts/payments on the hedging derivative instruments will
vary. Refer to Note 7 for additional information regarding the derivative instruments
associated with the debt of the District (amounts in thousands).
See independent auditors’ report.
- 38 -

RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
(7)

Derivative Instruments
The fair value balances and notional amounts of derivative instruments outstanding at
June 30, 2011, classified by type, and the changes in fair value of such derivative
instruments for the year then ended are as follows:
Changes in Fair Value
Amount
Classification

Cash flow hedges:
Pay-fixed interest rate
swap

Deferred
outflow

Pay-fixed interest rate
swap

Deferred
outflow

$

Fair Value at
June 30, 2011
Classification Amount

Notional

(581,536)

Debt

2,901,852

17,850,000

(872,303)

Debt

4,352,778

26,775,000

7,254,630

44.625,000

$ (1,453,839)

The fair values of the interest rate swaps were estimated using the zero-coupon method.
This method calculates the future net settlement payments required by the swap,
assuming that the current forward rates implied by the yield curve correctly anticipate
future spot interest rates.
These payments are then discounted using the spot rates implied by the current yield
curve for hypothetical zero-coupon bonds due on the date of each future net settlement on
the swaps.
Objective and Terms of Hedging Derivative Instruments
The following table displays the objective and terms of the District’s hedging derivative
instruments outstanding at June 30, 2011, along with the credit rating of the associated
counterparty.

Type

Objective

Notional
Amount

Effective
Date

Maturity
Date

Terms

Counterparty
Credit Rating

Pay-fixed interest
rate swap

Hedge interest rate risk on the
2008 Series B bonds

$17,850,000

6/23/04

8/15/31

Pay 3.817%;
receives 57% of
LIBOR + 0.4%

A+/A1

Pay-fixed interest
Rate swap

Hedge interest rate risk on the
2008 Series B bonds

26,775,000

6/23/04

8/15/31

Pay 3.817%;
receives 57% of
LIBOR + 0.4%

A+/A1

See independent auditors’ report.
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Derivative Instruments (Continued)
Credit risk. As of the June 30, 2011, all hedging derivatives are liabilities and therefore
credit risk is minimal. It is the District’s policy to enter into derivative agreements with
highly rated counterparties. As of the June 30, 2011, all of the District’s interest rate swap
counterparties are rated A+ or higher by Standard & Poor’s, and A1 or higher by
Moody’s.
To minimize its exposure to loss related to credit risk, it is the District’s policy to require
counterparty collateral posting provisions in certain events. These terms require full
collateralization of the fair value of hedging derivative instruments in asset positions (net
of the effect of applicable netting arrangements) should the counterparty’s credit rating
fall below A- as issued by Standard & Poor’s or A3 as issued by Moody’s Investors
Service. Collateral posted is to be in the form of U.S. Treasury securities held by a thirdparty custodian. The District has never been required to access collateral.
It is the District’s policy to enter into netting arrangements whenever it has entered into
more than one derivative instrument transaction with a counterparty. Under the terms of
these arrangements, should one party become insolvent or otherwise default on its
obligations, close-out netting provisions permit the non-defaulting party to accelerate and
terminate all outstanding transactions and net the transactions’ fair values so that a single
sum will be owed by, or owed to, the non-defaulting party.
The aggregate fair value of hedging derivative instruments in asset positions at June 30,
2011, was ($7,254,630). This represents the maximum loss that would be recognized at
the reporting date if all counterparties failed to perform as contracted.
The District enters into derivative agreements with multiple counterparties to limit
concentration of credit risk. Currently, the District has interest rate swaps with two
different counterparties and no counterparty accounts for more than 60% of outstanding
notional. The District monitors counterparty credit risk on an ongoing basis.
Interest rate risk. Interest payments on the District’s variable rate debt will typically
increase as interest rates increase. As of the end of the period, all hedging derivatives are
pay-fixed, receive-variable, cash flow hedges. The District believes it has significantly
reduced interest rate risk by entering into interest rate swaps. As interest rates increase,
variable rate debt interest payments increase and net swap payments decrease. As interest
rates decrease, variable rate debt payments decrease and net swap payments increase.
Rollover risk. Rollover risk is the risk that a hedging derivative instrument associated
with a hedgeable item does not extend to the maturity of that hedgeable item. As of June
30, 2011 rollover risk is not material to the District.
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Derivative Instruments (Continued)
Basis risk. The variable rate debt hedged by the District’s derivatives are variable rate
demand obligation (VRDO) bonds that are remarketed weekly. The District is exposed to
basis risk because the variable rate receipts from the hedging derivatives are based on a
rate or index other than the interest rates Rancho pays on the VRDO bonds. The District
is exposed to basis risk to the extent that variable payments on the hedged item are not
offset by the variable receipts from the hedging derivatives. For the period, the weighted
average interest rate on District’s variable rate hedged debt was 0.21%, SIFMA was
0.25%, and the average LIBOR-based variable rate received under the swap was 0.54%.
Termination risk. The swaps may be terminated by the District or the counterparties if
the other party fails to perform under the terms of the swap agreements. The District has
the option to terminate the swaps upon proper notification to the counterparties. If the
swaps are terminated, the District would prospectively pay the variable rates on the
2008B Bonds rather than fixed rate payments under the swap agreements. The
termination of the swap agreements could therefore increase the District’s total debt
service. The District’s counterparties have the right to terminate if the District’s bond
credit rating is withdrawn or falls below BBB by S&P and Baa2 by Moody’s. The
District currently maintains a bond rating of AA and Aa2 by S&P and Moody’s,
respectively. Also, if at the time of the termination, if the swaps have a negative fair
value, the District would be liable to the counterparties for a payment equal to such
negative fair value.

(8)

Defined benefit pension plan
Plan description - The District’s defined benefit pension plan, (the Plan), provides
retirement and disability benefits, annual cost-of-living adjustments, and death benefits to
plan members and beneficiaries. The Plan is part of the Public Agency portion of the
California Public Employees Retirement System (CalPERS), an agent multiple-employer
plan administered by CalPERS, which acts as a common investment and administrative
agent for participating public employers within the State of California. A menu of
benefit provisions as well as other requirements are established by State statutes within
the Public Employees’ Retirement Law. The Plan selects optional benefit provisions
from the benefit menu by contract with CalPERS and adopts those benefits through
District resolution. CalPERS issues a separate comprehensive annual financial report.
Copies of the CalPERS’ annual financial report may be obtained from the CalPERS
Executive Office-400 P Street - Sacramento, California 95814.
Funding policy - Active plan members in the Plan are required to contribute 8% of their
annual covered salary which the District pays on behalf of the employees. The District is
required to contribute the actuarially determined remaining amounts necessary to fund
the 2.7% at age 55 retirement plan benefits for its members. The actuarial methods and
assumptions used are those adopted by the CalPERS Board of Administration. The
required employer contribution rate for the fiscal year ended June 30, 2011 was 8.621%.
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Defined benefit pension plan (Continued)
The contribution requirements of the plan members are established by State statute and
the employer contribution rate is established and may be amended by CalPERS.
Annual pension costs - For the fiscal year ended June 30, 2011, the annual pension cost
of the District was $2,824,236, which was based upon an actuarial valuation determined
by CalPERS as of June 30, 2008.
The following is a summary of the actuarial assumptions and methods:
Valuation Date
Actuarial Cost Method
Amortization Method
Average Remaining Period
Asset Valuation Method
Actuarial Assumptions:
Investment Rate of Return
Projected Salary Increases
Inflation
Payroll Growth
Individual Salary Growth

June 30, 2008
Entry Age Normal Cost Method
Level Percent of Payroll
31 Years as of the Valuation Date
15 Year Smoothed Market
7.75% (net of administrative expenses)
3.25% to 14.45% depending on age, service,
and type of employment
3.00%
3.25%
A merit scale varying by duration of employment
coupled with an assumed annual inflation
component of 3.00% and an annual production
growth of 0.25%

Initial unfunded liabilities are amortized over a closed period that depends on the plan’s
date of entry into CalPERS. Subsequent plan amendments are amortized as a level % of
pay over a closed 20-year period. Gains and losses that occur in the operation of the plan
are amortized over a rolling period, which results in an amortization of 10% of
unamortized gains and losses each year. If the plan’s accrued liability exceeds the
actuarial value of plan assets, then the amortization payment on the total unfunded
liability may not be lower than the payment calculated over a 30 year amortization
period.
The adjacent Schedule of Funding Progress shows the recent history of the actuarial
value of assets, actuarial accrued liability, their relationship, and the relationship of the
unfunded actuarial accrued liability to payroll. The schedule of funding progress,
presented below presents multiyear trend information about whether the actuarial value
of plan assets is increasing or decreasing over time relative to the actuarial accrued
liability for benefits.
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Defined benefit pension plan (Continued)
Schedule of Funding Progress for PERS ($ Amounts in Thousands)

Actuarial
Valuation
Date

Actuarial
Value of
Assets
(A)

Actuarial
Accrued
Liability
(AAL)
Entry Age
(B)

Unfunded
AAL
(UAAL)
(B-A)

Funded
Ratio
(A/B)

6/30/2007
6/30/2008
6/30/2009

$ 47,013
51,077
54,264

47,156
54,175
64,170

143
3,097
9,906

99.7%
94.3%
84.6%

Annual
Covered
Payroll
(C)
9,260
10,129
11,346

UAAL as
a % of
Covered
Payroll
(B-A)/C
1.5%
30.6%
87.3%

Fiscal-Year Trend Information for CalPERS:
Fiscal
Year

Annual Pension
Cost (APC)

6/30/2009
6/30/2010
6/30/2011
(1)
Year
Ended
6/30

(2)

ARC

2009 $2,259,084
2010 2,459,032
2011 2,639,236

Contribution
As a % of APC

2,399,084
2,621,532
2,824,236

79%
81%
82%

(3)
(4)
(5)
(6)
Interest
on NPO
Annual
(Pension
Pension
Asset)
ARC
Cost
4.5% x (8) Adjustment (2)-(3)+(4) Contribution
360,000
337,500
315,000

500,000
500,000
500,000

*BB - Beginning balance for the year.
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2,399,084
2,621,532
2,824,236

1,899,084
2,121,532
2,324,236

(7)
Change
In NPO
(Pension
Asset)
(5)-(6)

(8)
NPO
(Pension
Asset)
Balance
BB*+(7)

500,000
500,000
500,000

(7,500,000)
(7,000,000)
(6,500,000)

RANCHO CALIFORNIA WATER DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
(Continued)
(9)

Medical and dental post-employment benefits
Plan Description - The District is the Plan Administrator for the Rancho California
Water District Post-Retirement Medical Benefits Plan (Plan). The Plan was established
effective July 1, 2003 and is a single employer defined benefit pension plan to provide
advance funding for medical and dental post employment health care benefits to eligible
employees, retirees, their spouses and eligible dependents. A copy of the audit report of
the separately issued Plan financial statements for the year ended June 30, 2011 is
available upon request from the District offices.
Eligible participants for the Plan are based on three groups:
a.
b.
c.

Group 1 are employees hired prior to July 1, 2003, who are fifty (50) years old at
retirement and have completed at least ten (10) years of service.
Group 2 are employees hired on or after July 1, 2003, who are fifty-five (55)
years old at retirement and have completed at least fifteen (15) years of service.
Group 3 are Board members who served prior to January 1, 1995 who are fifty
(50) years old at retirement and have completed at least twelve (12) years of
service on the Board of Directors.

Eligible surviving spouses and dependents covered under the Plan at the time of the
retiree’s death may continue coverage at the District’s cost. Dependent coverage ceases at
age 26.
The number of Plan participants on the actuarial valuation is as follows:
Active participants
Retired employees/board members
Total participants

143
52
195

Funding Policy – The contribution requirements of plan members and the District are
established and may be amended by the Board of Directors. The District is required to
contribute such amounts it deems appropriate in order to enable the trustee to pay the
premiums under the Plan. During the year, the District made payments of $761,455.
Annual OPEB Cost and Net OPEB Obligation – The District’s annual other
postemployment benefit (OPEB) cost (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 No. 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 (or funding excess) over a period not to
exceed thirty years. The following table shows the components of the District’s annual
OPEB cost for the year, the amount actually contributed to the plan, and changes in the
District’s net OPEB obligation (asset) for these benefits:
See independent auditors’ report.
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Medical and dental post-employment benefits (Continued)
Annual required contribution
Interest on net OPEB obligation
Adjustment to annual required contribution
Annual OPEB cost (expense)
Contributions made
Increase in net OPEB obligation
Net OPEB obligation (asset) - beginning of year
Net OPEB obligation (asset) - end of year

$ 1,042,352
(26,490)
26,490
1,042,352
(761,455)
280,897
(365,376)
$ (84,479)

The District’s annual OPEB cost, the percentage of annual OPEB cost contributed to the
plan, and the net OPEB obligation (asset) for 2011 and the two preceding years were as
follows:
Percentage of
Fiscal
Annual
Annual OPEB
Net OPEB
Year
OPEB Cost
Cost Contributed
Obligation (Asset)
2008-09
2009-10
2010-11

$761,455
761,455
1,042,352

100%
100%
100%

(365,376)
(365,376)
(84,479)

Funded Status and Funding Progress – Actuarial valuations of an ongoing plan involve
estimates of the value of reported amounts and assumptions about the probability of
occurrence of events far into the future. Examples include assumptions about future
employment, mortality, and the healthcare cost trend. Amounts determined regarding the
funded status of the plan and the annual required contributions of the employer are
subject to continual revision as actual results are compared with past expectations and
new estimates are made about the future. The schedule of funding progress presents
multi-year trend information about whether the actuarial value of plan assets is increasing
or decreasing over time relative to the actuarial accrued liabilities for the benefits.
Changes From Prior Valuation – The current valuation reflects updated census and
insurance premium information. There were no changes to the plan provisions since the
prior valuation. The assumptions and methods remained the same from those used in the
prior valuation, except that the demographic (withdrawal, mortality, and retirement)
tables were updated to reflect the rates from the recently published CalPERS experience
study. In addition, the valuation reflects a lower discount rate (from 7.75% to 7.25%) for
the VEBA investments, as well as an update to medical plan trend rates.
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Medical and dental post-employment benefits (Continued)
Schedule of Funding Progress

Actuarial
Valuation
Date

Actuarial
Value of
Assets
(A)

Actuarial
Accrued
Liability
(AAL)
Entry Age
(B)

3/31/2005
3/31/2008
3/31/2011

$ 7,859,614
10,798,608
12,878,770

9,632,503
1,772,889
15,364,849
4,566,241
23,850,456 10,971,686

Unfunded
AAL
(UAAL)
(B-A)

Funded
Ratio
(A/B)

UAAL as
Annual
% of
Covered Covered
Payroll Payroll
(C)
(B-A)/C

81.6% 6,868,666
70.3% 12,200,000
54.0% 11,059,000

25.81%
37.43%
99.21%

Actuarial Methods and Assumptions. Projections of benefits for financial reporting
purposes are based on the substantive plan (the plan as understood by the employer and
the plan members) and include the types of benefits provided at the time of each
valuation and the historical pattern of sharing of benefit costs between employer and plan
members to that point. Benefits do not explicitly reflect the potential effects of legal or
contractual funding limitations. The actuarial methods and assumptions used include
techniques that are designed to reduce the effects of short-term volatility in actuarial
accrued liabilities and the actuarial assets, consistent with the long-term perspective of
the calculations.
The actuarial cost method used for determining the benefit obligations is the Entry Age
Normal Cost Method. The actuarial assumptions included a 7.25 percent investment rate
of return, which is the assumed rate of the expected long-term investment returns on plan
assets calculated based on the funded level of the plan at the valuation date, and an
annual healthcare cost trend rate of 8 percent initially, reduced by decrements of 0.5%1% per year to an ultimate rate of 4 percent. Both rates included a 3.0 percent inflation
assumption. It is assumed the District’s payroll will increase 3.25% per year. The UAAL
is being amortized on a level-percentage of pay basis over the average future lifetime of
active employees on a closed basis over 30 years.
(10)

Arbitrage rebate liability
The District is required to rebate to the federal government the excess investment
earnings on bond proceeds if the yield on those earnings exceeds the effective yield on
the related bonds issued. Rebates are payable every five years or upon the maturity the
bonds, whichever is earlier. At June 30, 2011 and 2010 the arbitrage rebate liability,
which is included in accrued interest payable, was $103,268 and $120,463, respectively.
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Risk management
The District is a member of the Association of California Water Agencies Joint Powers
Insurance Authority (“Authority”). The Authority is a risk-pooling self-insurance
authority, created under provisions of California Government Code Sections 6500 et. seq.
The purpose of the Authority is to arrange and administer programs of insurance for the
pooling of self-insured losses and to purchase excess insurance coverage.
At June 30, 2011, the District participated in the self-insurance program of the Authority
as follows:
Property Loss - Insured up to insurable value with a $25,000 deductible for buildings,
personal property, and fixed equipment and $1,000 deductible for mobile equipment; the
Authority is self-insured up to $50,000 per occurrence and excess insurance coverage has
been purchased.
General and Auto Liability - Insured up to $20,000,000 with aggregate policy limits; the
Authority is self-insured up to $1,000,000 and excess insurance coverage has been
purchased.
Public Officials’ Liability - Insured up to $20,000,000 with aggregate policy limits; the
Authority is self-insured up to $1,000,000 and excess insurance coverage has been
purchased.
Fidelity Bonds - Insured up to $2,000,000 with a $1,000 deductible; the Authority is selfinsured up to $100,000 and excess insurance coverage has been purchased.
Workers’ Compensation - Insured for statutory limits. Employer’s liability is insured up
to $4,000,000. The Authority is self-insured up to $2,000,000 and excess insurance
coverage has been purchased.
The District pays annual premiums for these coverages. They are subject to retrospective
adjustments based on claims experience. The nature and amounts of these adjustments
cannot be estimated and are charged to expense as invoiced. There were no instances in
the past three years where a settlement exceeded the District’s coverage.
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Community facilities districts
Rancho California Water District is the lead agency of the Community Facilities District
No. 88-3 of the Rancho California Water District (“CFD 88-3”), Community Facilities
District No. 99-1 of the Rancho California Water District (“CFD 99-1”), Community
Facilities District No. 99-2 of the Rancho California Water District (“CFD 99-2”) and
Community Facilities District No. 89-5 of the Rancho California Water District (“CFD
89-5”). CFD 88-3 was formed to finance the construction and acquisition of certain
roadway, storm drain, water, school and other public improvements which are necessary
to support a residential development. CFD 99-1 and CFD 99-2 were formed to finance
the purchase, construction, modification, expansion, improvement, or rehabilitation of
certain public facilities and the payment of water and waste water connection fees and
certain assessment liens. In July 1998, CFD 89-5 issued $19,500,000 of Special Tax
Refunding Bonds. The proceeds from the issuance of these bonds together with the
remaining funds held from the prior bonds were used to refund the CFD 89-5 Series 1991
Special Tax Bonds and finance the construction of reclamation facilities for the District.
On July 26, 2001, the governance of CFD 89-5 was transferred to the District from the
County of Riverside. The name of CFD 89-5 was officially changed to Community
Facilities District No. 89-5 of the Rancho California Water District. In August 2005,
CFD 88-3, CFD 99-1, and CFD 99-2 issued bonds to refund bonds issued in prior years.
(See Note 16).
These financings were accomplished through the authorization of special tax bonds
issued pursuant to the Mello-Roos Community Facilities Act of 1982 adopted by the
Board of Directors of the Rancho California Water District acting as a legislative body of
the Community Facilities Districts. The bonds are only payable from certain proceeds of
an annual special tax to be levied and collected from property located within the
Community Facilities Districts and from certain bond proceeds pledged in the issuances.
In the event that the special taxes are not paid when due, the only source of funds to
repay the bonds are cash deposits or letters of credit provided by property owners,
unexpended water and wastewater connection fees, amounts held in the bond reserve
funds, or proceeds, if any, from foreclosure sales of land within the Community Facilities
Districts following a delinquency in a special tax payment. Neither the faith nor credit
nor the taxing power of the Rancho California Water District, the State of California, or
any other political subdivision thereof is pledged to the payment of these bonds.
Therefore, the Community Facilities Districts are considered separate reporting entities.
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Community facilities districts (Continued)
A summary of the June 30, 2011 and 2010 Community Facilities Districts’ financial
statements are as follows:
2011
Community Facilities District No. 88-3 of the
Rancho California Water District:
Assets
Liabilities
Revenues
Net Income

(13)

2010

$2,545,461
2,545,461
185,174
-

2,849,508
2,849,508
194,957
-

Community Facilities District No. 89-5 of the
Rancho California Water District:
Assets
$17,130,034
Liabilities
17,130,034
Revenues
275,462
Net Income
-

17,527,838
17,527,838
286,375
-

Community Facilities District No. 99-1 of the
Rancho California Water District:
Assets
Liabilities
Revenues
Net Income

$7,453,046
7,453,046
438,837
-

7,674,366
7,674,366
450,314
-

Community Facilities District No. 99-2 of the
Rancho California Water District:
Assets
Liabilities
Revenues
Net Income

$2,273,552
2,273,552
146,154
-

2,336,028
2,336,028
149,282
-

Commitments and contingencies
Contracts - The District has entered into various contracts for the purchase of material
and construction of water and wastewater facilities. The amounts contracted are based on
the contractors’ estimated cost of construction. At June 30, 2011 and June 30, 2010,
respectively, the total unpaid amount on these contracts is approximately $15,885,858
and $9,613,292. These commitments will be funded from restricted assets.

See independent auditors’ report.
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Commitments and contingencies (Continued)
Assessment districts - The District has participated in the issuance of bonds for various
Assessment Districts within its boundaries. There is currently one Assessment District
that remains active - Assessment District Number 32A. In the event of a default in the
payment of bonded indebtedness by this Assessment District, the District would have no
liability, contingent or otherwise.
Special tax commitment - In May 1993, the District purchased approximately 300 acres
of land within the boundaries of the Community Facilities District No. 89-5 of the
County of Riverside (CFD 89-5) to be utilized as reclamation facilities. The District’s
purchase of and intended use for the property eliminated the need for CFD 89-5 to
acquire or construct the public facilities within the boundaries of the property. The
District entered into an agreement with CFD 89-5 to pay special taxes each year to be
used for the payment of principal and interest on the outstanding bonds, administrative
expenses and to replenish reserve funds. In the event of any short fall in the amount of
special taxes collected to pay the debt service on the bonds, a levy will be placed upon
the District. The District paid taxes of $0 and $168,516 included in other nonoperating
expenses for the years ended June 30, 2011 and 2010, respectively.
Litigation - There are several pending lawsuits in which the District is involved. The
District’s management and legal counsel estimate that the potential claims against the
District not covered by insurance, resulting from such litigation would not materially
affect the operations or financial condition of the District.
Grant Funding – The District has received funds from various federal grant programs.
Although the District strives to meet all OMB Circular A-133 and grant compliance
requirements, it is possible that at some future date, it may be determined that some grant
expenditures will be considered disallowed by granting agencies. The amounts, if any,
cannot be determined at this time, although the District does not expect such disallowed
amounts, if any, to materially affect the financial statements.

See independent auditors’ report.
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Net assets
Net Assets for the District as of June 30, 2011 and June 30, 2010 consisted of the
following:
2011
2010
Invested in capital assets, net of related debt:
Capital assets (net of accumulated depreciation)

$566,142,174

$547,898,849

Less debt offsetting capital assets

(276,805,937)

(237,304,433)

289,336,237

310,594,416

Restricted net assets:
Unspent debt proceeds (reserves)
Unspent debt proceeds (construction)
Less debt offsetting restricted assets
Unexpended capacity fees
Taxes and assessments
Restricted for Rancho California water services
Restricted for Santa Rosa water services
Restricted for Santa Rosa wastewater services

23,191,491
60,361,243
(83,552,734)
44,352,139
136,559,620
33,273,602
21,240,644
21,687,966

25,263,379
11,937,897
(37,201,276)
44,358,458
111,775,878
32,493,255
14,683,921
20,068,082

Total Restricted Net Assets

257,113,971

223,379,594

$546,450,208

$533,974,010

Total invested in capital assets,
net of related debt

Total Net Assets
(15)

Joint powers agreement
In September 2004, the District entered into a joint exercise of powers agreement with
Eastern Municipal Water District to form Western Riverside Water and Wastewater
Financing Authority (the Authority). The purpose of the Authority is to provide for the
financing of public capital improvements for a member through the purchase by the
Authority of obligations of a member pursuant to bond purchase agreements, and/or the
loan of funds to a member. The Authority’s Board is comprised of two board of directors
from each member. As of June 30, 2011, the District has not financed any public
improvements through the Authority.

See independent auditors’ report.
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Debt without government commitment
In August 2005, the Rancho California Water District Financing Authority issued
$20,355,000 of Local Agency Refunding Bonds. The bonds were issued to pay
administrative costs and pay the costs of issuing the bonds, partially fund the reserve fund
and acquire local obligation bonds issued by the following:
Community Facilities District No. 88-3 of
the Rancho California Water District
Community Facilities District No.99-1 of
the Rancho California Water District
Community Facilities District No. 99-2 of
the Rancho California Water District
Rancho California Water District
Reassessment District No. 32A

$ 4,435,000
9,420,000
2,960,000
3,540,000

The Authority bonds are payable from revenues, which are defined as all amounts
received from the local obligation bonds, any proceeds from the local obligation bonds
originally deposited with the trustee and investment income with respect to any moneys
held by the trustee in the funds and accounts established with respect to the refunding
bonds. The bonds are secured by a first lien on and pledge of all revenues. The
outstanding balance of the bonds at June 30, 2011 and June 30, 2010 was $13,933,296
and $16,820,000, respectively.
Neither the faith and credit nor the taxing power of the District is pledged to the payment
of the four bond issuances disclosed above. Therefore, the bonds are not included in the
financial statements.

See independent auditors’ report.
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RANCHO CALIFORNIA WATER DISTRICT
COMBINING SCHEDULE OF NET ASSETS - BY DIVISION
June 30, 2011
A S S E T S

Rancho
California

CURRENT ASSETS:
Cash and cash equivalents
Investments
Accounts receivables:
Water sales and services
Intergovernmental
Accrued interest receivable
Inventory
Prepaid expenses
Restricted assets:
Cash and cash equivalents
Investments
Accrued interest receivable
Property taxes and assessments
TOTAL CURRENT ASSETS

$

8,183,626
22,434,355
2,568,824
563,395
327,909
1,013,677
4,080,755
48,053,807
131,635,015
975,067
1,795,009
221,631,439

NONCURRENT ASSETS:
Capital assets:
Non-depreciable
Depreciable, net of accumulated depreciation
Deferred outflows (swap)
Net OPEB asset
Other assets

24,336,094
277,914,982
3,161,291
42,240
3,962,955

TOTAL NONCURRENT ASSETS

309,417,562

TOTAL ASSETS

531,049,001
531
049 001

L I A B I L I T I E S

AND

CURRENT LIABILITIES:
Accounts payable
Accrued wages and compensation
Construction and service deposits
Accrued interest payable
Prepaid capacity fees
Current portion of long-term debt

N E T

A S S E T S
5,105,352
209,226
337,753
2,751,535
71,694
4,163,970

TOTAL CURRENT LIABILITIES

12,639,530

LONG-TERM LIABILITIES:
Fair value of swap agreement
Revenue bonds
Compensated absences
Other payables

3,161,291
145,634,630
1,032,724
395,849

Subtotal
Less: current portion above

150,224,494
4,163,970

TOTAL LONG-TERM LIABILITIES

146,060,524

TOTAL LIABILITIES

158,700,054

NET ASSETS:
Invested in capital assets, net of related debt
Restricted
Unrestricted (see note below)

192,889,410
146,185,935
33,273,602

TOTAL NET ASSETS

$ 372,348,947

Note: In each schedule or statement, net assets are presented as restricted only if they are restricted to a more narrow degree
than the reporting unit (column) in which those net assets are reported. Net assets shown as unrestricted in the divisional
presentation above are shown as restricted for division operations in the Statement of Net Assets.
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Water
Services
$

5,201,654
14,259,917

Santa Rosa Division
Wastewater
Services
$

5,431,978
14,891,039

Subtotal
$

Totals

10,633,632
29,150,956

$

18,817,258
51,585,311

2,858,379
432,037
42,458
1,013,677
2,452,979

896,916
8,417
72,255
187,019
650,000

3,755,295
440,454
114,713
1,200,696
3,102,979

6,324,119
1,003,849
442,622
2,214,373
7,183,734

15,695,796
42,979,956
378,214
4,756,481
90,071,548

4,790,987
13,125,856
181,557
96,748
40,332,772

20,486,783
56,105,812
559,771
4,853,229
130,404,320

68,540,590
187,740,827
1,534,838
6,648,238
352,035,759

71,922,087
130,420,375
1,821,682
42,239
4,989,124

14,801,067
46,747,569
2,271,657
1,147,914

86,723,154
177,167,944
4,093,339
42,239
6,137,038

111,059,248
455,082,926
7,254,630
84,479
10,099,993

209,195,507

64,968,207

274,163,714

583,581,276

299,267,055
299
267 055

105,300,979
105
300 979

404,568,034
404 568 034

935,617,035
935
617 035

4,924,671
194,608
123,593
3,029,193
4,321,666

387,926
24,739
1,077,389
107,518
1,537,143

5,312,597
219,347
123,593
4,106,582
107,518
5,858,809

10,417,949
428,573
461,346
6,858,117
179,212
10,022,779

12,593,731

3,134,715

15,728,446

28,367,976

1,821,682
152,063,049
1,032,724
747,031

2,271,657
62,660,993
-

4,093,339
214,724,042
1,032,724
747,031

7,254,630
360,358,672
2,065,448
1,142,880

155,664,486
4,321,666

64,932,650
1,537,143

220,597,136
5,858,809

370,821,630
10,022,779

151,342,820

63,395,507

214,738,327

360,798,851

163,936,551

66,530,222

230,466,773

389,166,827

91,297,488
22,792,372
21,240,644

5,149,339
11,933,452
21,687,966

96,446,827
34,725,824
42,928,610

289,336,237
180,911,759
76,202,212

$ 135,330,504

$ 38,770,757

$ 174,101,261

$ 546,450,208
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RANCHO CALIFORNIA WATER DISTRICT
COMBINING SCHEDULE OF REVENUES, EXPENSES
AND CHANGES IN NET ASSETS - BY DIVISION
For the year ended June 30, 2011

Rancho
California

OPERATING REVENUES:
Water sales
Water availability charges
Other services and abatements
TOTAL OPERATING REVENUES

$

16,472,935
8,449,220
2,132,151
27,054,306

OPERATING EXPENSES:
Source of supply
Depreciation
General and administrative
Pumping plant
Transmission and distribution
Wastewater treatment
Reclaimed water
Other
TOTAL OPERATING EXPENSES

16,435,862
9,919,000
4,350,493
1,333,871
3,211,336
1,417,624
3,279,278
39,947,464

OPERATING INCOME (LOSS)

(12,893,158)

NONOPERATING REVENUES (EXPENSES):
Property taxes and assessments
Investment income
Intergovernmental
Other
Interest expense

23,335,414
5,075,038
839,959
(52,183)
(6,196,598)

TOTAL NONOPERATING REVENUES (EXPENSES)

23,001,630

NET INCOME BEFORE CAPITAL CONTRIBUTIONS

10,108,472

CONTRIBUTED CAPITAL:
Capacity fees
Developer contributions
Capital grants
TOTAL CONTRIBUTED CAPITAL

594,530
2,496,785
726,118
3,817,433

CHANGE IN NET ASSETS

13,925,905

NET ASSETS - BEGINNING OF YEAR

358,423,042

NET ASSETS - END OF YEAR

$
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372,348,947

Santa Rosa Division

$

Water
Services

Wastewater
Services

15,438,886
4,671,627
720,819
20,831,332

$

14,479,223
6,645,679
3,281,195
2,023,794
2,235,272
575,951
795,734
30,036,848

6,188,995
6,188,995

Subtotal
$

$

31,911,821
13,120,847
9,041,965
54,074,633

(9,205,516)

(479,188)

14,479,223
8,877,722
4,316,392
2,023,794
2,235,272
2,826,080
575,951
1,370,597
36,705,031
(9,684,704)

12,649,178
1,177,611
630,662
(2,323)
(6,561,665)

140,712
941,454
13,411
(3,095)
(2,986,266)

12,789,890
2,119,065
644,073
(5,418)
(9,547,931)

7,893,463

(1,893,784)

5,999,679

36,125,304
7,194,103
1,484,032
(57,601)
(15,744,529)
29,001,309

(1,312,053)

(2,372,972)

(3,685,025)

6,423,447

935,818
573,382
726,118
2,235,318

1,530,348
3,070,167
1,452,236
6,052,751

(1,449,707)

12,476,198

84,544
486,186
726,118
1,296,848
(15,205)

2,232,043
1,035,197
2,826,080
574,863
6,668,183

15,438,886
4,671,627
6,909,814
27,020,327

Totals

851,274
87,196
938,470
(1,434,502)

30,915,085
18,796,722
8,666,885
3,357,665
5,446,608
2,826,080
1,993,575
4,649,875
76,652,495
(22,577,862)

135,345,709

40,205,259

175,550,968

533,974,010

$ 135,330,504

$ 38,770,757

$ 174,101,261

$ 546,450,208
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 These schedules contain trend information to help the reader understand how the
District’s financial performance and well-being have changed over time.
5HYHQXH&DSDFLW\





















 These schedules contain information to help the reader assess the District’s two most
significant local revenue sources, water sales and property levies.
'HEW&DSDFLW\





















 These schedules present information to help the reader assess the affordability of the
District’s current levels of outstanding debt and the District’s ability to issue additional
debt in the future.
'HPRJUDSKLFDQG(FRQRPLF,QIRUPDWLRQ















 These schedules offer demographic and economic indicators to help the Reader
understand the environment within which the District’s financial activities take place.
2SHUDWLQJ,QIRUPDWLRQ



















 These schedules contain service and infrastructure data to help the reader understand
how the information in the District’s financial report relates to the services the District
provides and the activities it performs.
Source:

Unless otherwise noted, the information in these schedules is derived from the District’s 2009 comprehensive annual financial report.

TABLE I – NET ASSETS BY COMPONENT
/DVW7HQ)LVFDO<HDUV
FISCAL YEAR
2011

2010

2009

2008

2007

$289,336,237

$310,573,375

$284,851,554

$274,900,460

$217,180,086

Division Operations

76,202,212

74,164,653

40,278,452

26,876,453

-

Capital Assets

60,361,243

37,180,236

38,473,572

51,304,395

-

Debt Service

120,550,516

112,055,746

145,338,394

128,681,207

-

TOTAL PRIMARY GOVERNMENT NET ASSETS

$546,450,208

$533,974,010

$508,941,972

$481,762,515

$445,631,872

PRIMARY GOVERNMENT (1)

2006

2005

2004

2003

2002

Invested in capital assets, net of related debt

$197,406,077

$191,552,337

$171,937,783

$156,995,267

$135,450,596

211,598,178

184,618,785

176,572,806

176,707,906

169,866,172

$409,004,255

$376,171,122

$348,510,589

$333,703,173

$305,316,768

PRIMARY GOVERNMENT
Invested in capital assets, net of related debt (2)
Restricted for: (3)

228,451,786

FISCAL YEAR

Restricted
TOTAL PRIMARY GOVERNMENT NET ASSETS
(1)

Per GASB 34, classifications of Net Assets changed in Fiscal Year 2002 to represent Fund Equity as Net Assets and to present Restricted, Unrestricted and Invested in Capital Assets
Categories, therefore, comparative data for years prior to 2002 is not shown.
(2) Prior to Fiscal Year 2008, unspent bond proceeds in reserve accounts were included in invested in capital assets, net of related debt.
(3) Per GASB 34, the major categories of restricted net assets are displayed beginning in 2008.
Source:
Rancho California Water District







TABLE II – CHANGES IN NET ASSETS
/DVW)LVFDO<HDUV

FISCAL YEAR

2011

OPERATING REVENUE

OPERATING EXPENSE

(1)

(2)

$

54,074,633

$

76,652,495

OPERATING INCOME/
(LOSS)

TOTAL NONOPERATING REVENUE/
(EXPENSE)

$

$

(22,577,862)

29,001,309

INCOME/LOSS BEFORE
CAPITAL
CONTRIBUTIONS

$

6,423,447

CHANGE IN NET
ASSETS

CAPITAL
CONTRIBUTIONS

$

6,052,751

$

12,476,198

2010

56,568,857

75,525,264

(18,956,407)

37,733,762

18,777,355

6,254,683

25,032,038

2009

54,464,830

72,284,641

(17,819,811)

39,895,964

22,076,153

5,103,303

27,179,456

2008

52,505,827

70,355,330

(17,849,503)

44,151,275

26,301,772

9,828,871

36,130,643

2007

55,325,329

70,785,895

(15,460,566)

41,241,366

25,780,800

10,846,817

36,627,617

2006

48,055,148

58,939,791

(10,884,643)

24,748,083

13,863,440

18,969,693

32,833,133

2005

41,428,157

54,451,057

(13,022,900)

20,612,342

7,589,442

20,071,091

27,660,533

2004

45,094,191

56,832,143

(11,737,952)

11,222,665

(515,287)

15,322,706

14,807,419

2003

39,393,516

50,240,624

(10,847,108)

24,022,477

13,175,369

15,211,033

28,386,402

2002

40,394,169

50,275,320

(9,881,151)

21,037,717

11,156,566

15,142,835

26,299,401

(1) See details of revenues at Table III.
(2) See details of expenses at Table IV.
Source:

Rancho California Water District



TABLE III – REVENUES BY SOURCE
/DVW)LVFDO<HDUV
Water
Sales (1)

Energy (8)

Availability

Other

Wastewater

Total
Operating
Revenues

$29,368,813
30,432,897

$2,543,008
4,787,420

$13,120,847

$2,852,970

$6,188,995

$54,074,633

2010

12,341,670

3,316,212

5,690,658

56,568,857

2009

28,282,898

6,154,408

11,847,885

2,592,331

5,587,308

2008

26,136,825

6,910,696

11,476,576

2,583,914

2007

28,792,026

7,880,245

10,911,626

2006

24,751,945

5,722,240

2005

21,382,101

2004

FISCAL
YEAR

NON-OPERATING REVENUES

Other

TOTAL NONOPERATING
REVENUES

TOTAL
REVENUES

$7,194,103

$1,484,032(6)

$44,803,439

$98,878,072

12,445,505

861,095(5)

49,521,951

106,090,808

0 (4)

52,762,141

107,226,971

16,345,204

0 (3)

56,711,132

109,216,959

39,137,832

11,181,144

1,745,973

52,064,949

107,390,278

48,055,148

29,839,869 (2)

4,238,613

1,484,487

35,562,969

83,618,117

3,739,791

41,428,157

22,228,050 (2)

7,824,319

1,193,473

31,245,842

72,673,999

2,494,567

3,756,968

45,094,191

24,728,855

1,555,440

1,052,660

27,336,955

72,431,146

7,407,244

1,672,962

3,285,560

39,393,516

21,885,672

10,760,326

1,567,727

34,213,725

73,607,241

6,691,418

2,261,254

2,992,576

40,394,169

20,119,477

10,906,893

1,379,328

32,405,698

72,799,867

OPERATING REVENUES

Interest
Income (7)

$36,125,304
36,215,351

54,464,830

40,523,391

12,238,750

5,397,816

52,505,827

40,365,928

2,968,173

4,773,259

55,325,329

10,034,764

3,329,437

4,216,762

5,016,444

9,178,873

2,110,948

23,904,925

6,657,979

8,279,752

2003

21,692,618

5,335,132

2002

22,697,438

5,751,483

2011

Taxes &
Assessments

(1)
(2)
(3)

A detailed schedule of water sales is provided in Table V.
Decrease due to an ERAF shift of tax revenue.
Decrease was a result of the discontinued temporary treatment of Eastern Municipal Water District sewer flows and related revenues. Also, site lease revenue was
reclassified to other operations revenue.

(4)
(5)
(6)
(7)
(8)
Source:

Decrease due to increase in special tax commitment payments. Note 13. Also, reclaimed water credit revenue was reclassified to other operations revenue.
Increase due to $1.3M class action lawsuit settlement for faulty meters.
Includes $1.5M of government subsidy for the 2010 Build America Bonds.
Fluctuations due to changes in interest rates resulting in adjustments to unrealized gain/loss for the fair market value of investments.
Commencing in fiscal year 2011 well energy was reallocated to water sales revenues.
Rancho California Water District

TABLE IV – EXPENSES BY FUNCTION
/DVW)LVFDO<HDUV
OPERATING EXPENSES

FISCAL
YEAR

TOTAL NONOPERATING
EXPENSES

TOTAL
EXPENSES

Other

Total
Operating
Expenses

$18,796,722

$4,649,875

$76,652,495

$15,744,529

17,676,450

4,209,989

75,525,264

11,788,189

87,313,453

1,862,193

16,950,074

4,390,812

72,284,641

12,866,175

85,150,816

2,711,024

1,644,229

16,285,679

3,897,369

70,355,330

12,559,857

82,915,187

6,399,866

3,021,434

1,985,709

15,432,089

3,196,231

70,785,895

10,823,583

81,609,478

3,676,338

6,577,226

2,823,375

1,669,596

14,566,743

3,534,431

58,939,791

10,814,886

69,754,677

3,381,760

3,221,420

5,940,898

2,226,916

1,599,392

13,893,401

2,919,701

54,451,057

10,633,500

25,082,807

3,959,404

3,075,273

5,300,247

2,030,490

1,439,054

13,274,868

2,670,000

56,832,143

16,114,290

2003

20,881,867

3,634,480

2,586,261

4,568,760

2,389,406

1,622,811

12,795,946

1,761,093

50,240,624

10,191,248

60,431,872

2002

21,261,559

4,104,460

2,505,705

4,469,732

2,268,236

1,683,005

12,274,576

1,708,047

50,275,320

11,367,981

61,643,301

Source of
Supply

Pumping
Plant

Trans &
Dist

Gen &
Admin

Wastewater
Treatment

Recycled
Water

2011

$30,915,085

$3,357,665

$5,446,608

$8,666,885

$2,826,080

$1,993,575

2010

31,811,905

3,451,084

4,864,692

8,743,396

2,721,190

2,046,558

2009

30,389,745

3,696,920

4,984,921

7,298,139

2,711,837

2008

28,976,832

4,037,028

5,137,698

7,665,471

2007

31,521,548

4,697,310

4,531,708

2006

22,356,803

3,735,279

2005

21,267,569

2004

Deprec &
Amort

(1)
Increase due to $6,570,051 contribution to the Retirement Medical Benefit Trust Fund.
(2)
Increase due to issuance of 2010 Build America Bonds and reduction of capitalized interest on District projects.
Source:
Rancho California Water District

CHART 1 – REVENUES & EXPENSES
/DVW)LVFDO<HDUV

Source:



Rancho California Water District



(2)

$92,397,024

65,084,557
(1)

72,946,433

TABLE V – WATER SALES BY USER TYPE
/DVW)LVFDO<HDUV
FISCAL
YEAR

DOMESTIC

AG-DOMESTIC

OTHER(1)

AGRICULTURAL

RECYCLED

TOTAL

Water Sales

Acre
Feet

Water
Sales

Acre
Feet

Water
Sales

Acre
Feet

Water
Sales

Acre
Feet

Water
Sales

Acre
Feet

Water Sales

Acre
Feet

2011

$11,707,624

23,412

$2,571,183

5,098

$8,986,486

15,154

5,235,084

10,610

868,436

2010

13,304,119

25,149

2,424,860

5,184

8,850,399

16,730

4,888,165

11,047

965,354

2009

12,225,582

30,346

2,293,447

6,125

7,446,363

19,674

5,353,495

13,510

2008

10,552,092

31,181

2,074,058

6,238

7,712,711

22,038

4,950,617

2007

10,861,975

32,222

2,395,299

7,570

9,452,058

28,510

5,143,247

2006

9,235,714

28,067

2,074,957

6,461

8,120,684

24,210

2005

8,397,387

25,519

1,538,612

4,915

6,629,666

2004

8,485,225

27,752

1,638,764

5,703

2003

8,069,109

24,368

1,413,604

2002

6,692,656

22,606

1,592,876

Direct
Rate (2)

3,788

29,368,813

58,062

4,367

30,432,897

62,477

487.10

964,011

4,104

28,282,898

73,759

383.45

14,292

847,347

4,208

26,136,825

77,957

335.27

14,783

939,447

4,554

28,792,026

87,639

328.53

4,694,855

13,032

625,734

3,503

24,751,945

75,273

328.83

20,102

4,241,232

12,038

575,204

3,755

21,382,101

66,329

322.36

8,641,942

28,541

4,456,090

13,320

682,904

4,618

23,904,925

79,934

299.06

4,706

8,053,456

24,880

3,711,056

12,354

445,393

3,031

21,692,618

69,339

312.85

5,230

9,379,206

28,711

4,580,823

12,964

451,877

3,163

22,697,438

72,674

312.32

505.82

(1)
Represents commercial, construction, landscape and multiple dwelling water usage.
(2)
Calculated average rate of water sold per AF. See table IX for detailed schedule of rates.
Source:
Rancho California Water District

TABLE VI – ACTIVE METERS BY SIZE
/DVW)LVFDO<HDUV
METER SIZE

FISCAL YEAR
6-Inch

8-Inch &
Greater

TOTAL

4-Inch (1)

138

79

50

31

43,078

96

116

51

32

42,753

1,895

100

137

54

31

42,260

1,880

101

156

52

31

41,986

1,543

1,855

108

210

53

30

41,304

2,898

1,512

1,782

114

232

50

27

40,197

32,432

2,679

1,458

1,698

110

206

46

25

38,654

30,841

2,496

1,418

1,637

110

191

43

23

36,759

2003

28,803

2,348

1,361

1,576

108

163

36

23

34,418

2002

27,403

2,203

1,318

1,490

106

191

39

25

32,775

¾-Inch

1-Inch

1½- Inch

2-Inch

3-Inch

2011

36,139

3,147

1,573

1,921

2010

35,860

3,111

1,572

1,915

2009

35,399

3,081

1,563

2008

35,145

3,065

1,556

2007

34,492

3,013

2006

33,582

2005
2004

(1)

Slow down in construction activity created a reduction in 4-inch temporary construction meters beginning in 2007.

Source:

Rancho California Water District

TABLE VII – WATER & SEWER SERVICES
/DVW)LVFDO<HDUV
FISCAL YEAR

Agricultural

AG-Domestic

WATER
Domestic

Other

TOTAL

SEWER
EDU’s (1)

2011

964

784

36,952

4,378

43,078

17,037

2010

963

763

36,730

4,297

42,753

16,890

2009

932

697

36,365

4,266

42,260

16,849 (2)

2008

970

710

36,069

4,237

41,986

17,407

2007

1,041

682

35,381

4,200

41,304

17,122

2006

1,021

676

34,505

3,995

40,197

16,305

2005

1,033

663

33,219

3,739

38,654

15,073

2004

1,019

597

31,661

3,482

36,759

14,671

2003

1,005

558

29,597

3,258

34,418

13,642

2002

994

528

28,221

3,032

32,775

12,837

(1)
Represents number of EDUs sold.
(2)
Reduction in EDU’s is due to a refund of connections to EVMWD.
Source:
Rancho California Water District



CHART 2- INCREASE IN WATER AND SEWER SERVICES
/DVW)LVFDO<HDUV
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0.8%

10,000
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Source:










Rancho California Water District

TABLE VIII – WATER PRODUCTION SOURCE (IN ACRE FEET)
/DVW)LVFDO<HDUV

(1)

FISCAL YEAR

LOCAL WELL

PURCHASED
TREATED

PURCHASED
UNTREATED (1)

RECYCLED (2)

TOTAL

ANNUAL SALES (IN
QUANTITIES)

UNACCOUNTED FOR
PERCENTAGE

2011

23,041

22,792

12,371

3,311

61,515

58,062

5.6%

2010

24,556

26,993

12,187

3,829

67,565

62,477

7.5%

2009

24,037

34,289

16,223

3,666

78,215

73,759

5.7%

2008

26,495

38,858

12,003

3,642

80,998

77,957

3.8%

2007

23,644

47,479

16,398

4,608

92,129

87,639

4.9%

2006

23,441

35,969

17,259

3,685

80,354

75,273

6.3%

2005

20,798

29,921

15,661

3,459

69,839

66,329

5.0%

2004

21,067

41,312

16,765

4,268

83,412

79,934

4.2%

2003

22,304

32,319

14,884

2,610

72,117

69,339

3.9%

2002

25,238

33,572

16,110

3,255

78,175

72,674

7.0%

This source of supply is a result of the Valle De Los Caballos Recharge Project which became operational in fiscal year 1998. Untreated water purchased from the Metropolitan Water District of Southern California (MWD) is used to
recharge the local aquifer. Specific wells are used to pump this water out of the aquifer and into the distribution system.

(2)
Beginning in 2008, recycled category excludes non-potable well production used to supplemental recycled water demand.
Source:
Rancho California Water District








Rate Per Acre
Foot

CHART 3 – COST OF WATER
/DVW)LVFDO<HDUV

$800
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Fiscal Year

2009

2010

2011

Well (1)

Import (2)





(1)
Includes cost of both natural local well water and untreated recharge water (see Table VIII).
(2)
Purchased treated water from Metropolitan Water District of Southern California (MWD).
Note: As a result of the substantial increase in rainfall during 2005, the District was able to purchase approximately 10,000 AF of water at a lower unit cost replenishment rate during fiscal year 2006.
Source:
Rancho California Water District






CHART 4 – ANNUAL SERVICE FEE COMPARISON
7\SLFDO'RPHVWLF$FFRXQW


WATER

SEWER

FPUD

RMWD

RMWD

VCMWD

EVMWD

EVMWD

VCMWD

FPUD

EMWD

WMWD

WMWD

RCWD

SR

EMWD
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$0

$0

$150 $300 $450 $600 $750 $900 $1,050 $1,200



$100 $200 $300 $400 $500 $600 $700 $800 $900







LEGEND:

EMWD
EVMWD
FPUD
RCWD
RC


Eastern Municipal Water District
Elsinore Valley Municipal Water District
Fallbrook Public Utility District
Rancho California Water District
Rancho Division of RCWD

Note:

Service Fees include Commodity, Energy and Fixed Monthly Fees.

Source:

Rancho California Water District

RMWD
SR
VCMWD
WMWD



Rainbow Municipal Water District
Santa Rosa Division of RCWD
Valley Center Municipal Water District
Western Municipal Water District

TABLE IX – WATER, MONTHLY SERVICE CHARGE AND SEWER RATES
/DVW)LVFDO<HDUV
MONTHLY WATER RATES (1)
RANCHO DIVISION

2011 (2)

DOMESTIC

Tier I

AG OP OUT/OTHER

$

370.26

993.17

Tier III

993.17

Tier IV

2,265.12

Tier IV

2,265.12

Tier I

465.18

Tier I

620.29

Tier II

729.11

AG OP OUT/OTHER

1,229.09
AG. AG/DOM

2009

315.13

287.81

542.89

Penalty

1,329.89

CONSTRUCTION
RECYCLED

2008

$

1,384.21

Tier I

1,229.83
259.47

$

884.22

Penalty

1,179.60

2010

792.79

Tier II

442.83

RECYCLED

2007

$

278.47

1,179.60
259.47
2006

$

273.84

2005

$

266.03

2004

$

253.42

2003

$

233.02

2002

$

214.57

AG

412.87(3)

284.64

257.31

247.98

243.35

238.77

220.78

162.54

178.56

AG/DOM

412.87(3)

284.64

257.31

247.98

243.35

238.77

220.78

162.54

178.56

1,099.89

879.48

879.48

879.48

879.48

879.91

879.91

879.91

879.91

RECYCLED

225.63

215.63

210.63

200.00

178.12

178.12

166.40

153.77

143.14

OTHER

403.31

315.13

287.81

278.47

273.84

266.03

253.42

233.02

214.57

CONSTRUCTION

SANTA ROSA DIVISION
DOMESTIC

2010

$ 623.33(6)

2009

$

491.67

2008

$

443.43

2007

$

422.56

2006

$

417.59

2005

$

412.64

2004

$

389.61

2003

$

373.96

2002

$

340.29

AG

827.99(5)

384.39

337.22

319.34

316.79

306.44

284.45

279.74

272.51

AG/DOM

827.99(5)

384.39

337.22

319.34

316.79

306.44

284.45

279.74

272.51

1,099.89

879.48

879.48

879.48

879.48

879.91

879.91

879.91

879.91

RECYCLED

225.63

215.63

210.63

200.00

178.12

178.12

166.40

153.77

143.14

OTHER

593.29

491.67

443.43

422.56

417.59

412.64

389.61

373.96

340.29

CONSTRUCTION



(1)
(2)
(3)
(4)
(5)
(6)

$

Tier III

Tier I

$ 444.14(4)

Tier I
Tier II

CONSTRUCTION

DOMESTIC

DOMESTIC

601.13

Penalty

RANCHO DIVISION

2011 (2)

Tier II

Penalty
AG. AG/DOM

SANTA ROSA DIVISION

161.17

Base water commodity rate does not include energy rates charged by pump zone.
Effective July 1, 2010 the District converted to a budget based tiered rate billing system for water rates.
Rate effective January 1, 2010, Rate effective for July 1, 2009 to January 1, 2010 was $372.04.
Rate effective January 1, 2010, Rate effective for July 1, 2009 to January 1, 2010 was $403.31.
Rate effective January 1, 2010, Rate effective for July 1, 2009 to January 1, 2010 was $488.36.
Rate effective January 1, 2010, Rate effective for July 1, 2009 to January 1, 2010 was $593.29.



MONTHLY SERVICE CHARGE (by Meter Size)



RANCHO DIVISION
3/4 Inch

2011

$

15.84

2010

$

15.08

2009

$

14.36

2008

$

13.68

2007

$

2006

13.35

$ 12.71

2005

$

12.10

2004

$

11.35

2003

$

10.97

2002

$

10.45

1 Inch

24.02

22.88

21.79

20.75

19.76

18.82

17.92

17.07

16.26

15.49

1- 1/2 Inch

40.96

39.01

37.15

35.38

33.69

32.09

30.46

29.1

27.71

26.39

2 Inch

61.75

58.81

56.01

53.34

50.8

48.38

46.08

43.89

41.80

39.81

2 Turbine

92.42

88.01

83.82

79.83

76.03

72.41

68.96

65.68

62.55

59.57

3 Inch

162.32

154.59

147.23

140.22

133.54

127.18

121.12

115.35

109.86

104.63

4 Inch

365.88

348.46

331.87

316.06

301.01

286.68

273.03

260.03

247.65

235.86

6 Inch

625.01

595.25

566.9

539.91

514.2

489.71

466.39

444.18

423.03

402.89

8 Inch

959.15

913.48

869.98

828.55

789.1

751.52

715.92

681.83

649.36

618.44

SANTA ROSA DIVISION
3/4 Inch

2011

$

25.76

2010

$

25.76

2009

$

24.07

2008

$

22.50

2007

$

21.03

2006

$

19.65

2005

$

18.71

2004

$

17.82

2003

$

16.97

2002

$

16.16

1 Inch

49.47

46.23

43.21

40.38

37.74

35.27

33.59

31.99

30.47

29.02

1- 1/2 Inch

80.51

75.24

70.32

65.72

61.42

57.40

54.67

52.07

49.59

47.23

2 Inch

126.87

118.57

110.82

103.57

96.79

90.46

86.15

82.05

78.14

74.42

2 Turbine

178.26

166.60

155.70

145.52

136.00

127.10

121.05

115.29

109.80

104.57

3 Inch

279.70

261.40

244.30

228.32

213.38

199.42

189.92

180.88

172.27

164.07

4 Inch

699.19

653.44

610.70

570.74

533.41

498.51

474.77

452.16

430.63

410.12

6 Inch

1,148.94

1,073.78

1,003.53

937.88

876.52

819.18

780.17

743.02

707.64

673.94

8 Inch

1,588.40

1,484.49

1,387.37

1,296.61

1,211.79

1,132.51

1,078.58

1,027.22

978.30

931.71

SEWER CHARGE

Monthly (per EDU)
Source:

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

$36.50

$34.00

$32.50

$31.00

$28.00

$25.00

$25.00

$25.00

$25.00

$25.00

Rancho California Water District



TABLE X – PRINCIPAL WATER AND SEWER CUSTOMERS
&XUUHQW)LVFDO<HDUDQG1LQH<HDUV3ULRU
)LVFDO<HDU
WATER

WASTEWATER
Usage in Acre
Feet

Customer Name
City of Temecula

Percentage of
Water Sold

Customer Name

Percentage of
EDU’s

# of EDU’s

1,435

2.5%

MVUSD

662

3.9%

TVUSD

515

0.9%

Ursus Real Estate

395

2.3%

Bear Creek Golf Club

439

0.8%

Cal Oak Apartments

391

2.3%

Temeku Hills Golf

416

0.7%

Amanda Park Apartments

337

2.0%

EMWD Pechanga Recycled

394

0.7%

Madison Park Apartments

234

1.4%

Redhawk Golf Club

382

0.7%

Jackson Avenue Apartments

219

1.3%

Temecula Creek

358

0.6%

Madison Park Villas

194

1.1%

Paloma Del Sol Association

339

0.6%

Crescent Heights Apartments

152

0.9%

Corona Ranch

336

0.6%

DHI Continental Meadow Walk

144

0.8%

City of Murrieta

304

0.5%

Arba Group Facilities

114

0.7%

4,918

8.5%

2,842

16.7%

Other Customers

53,144

91.5%

Other EDU’s Extended

14,196

83.3%

Total Water Sales

58,062

100.0%

Total EDU’s

17,037

100.0%

Total Principal Customers

Total Principal Customers

)LVFDO<HDU
WATER

WASTEWATER
Usage in Acre
Feet

Customer Name
City of Temecula

Percentage of
Water Sold

Customer Name

Percentage of
EDU’s

# of EDU’s

1,183

1.6%

TVUSD

642

5.0%

Bear Creek Golf Club

672

0.9%

Cal Oaks Apts

391

3.0%

Redhawk Ventures

658

0.9%

Amanda Park Apts

337

2.6%

Paloma Del Sol HOA

601

0.8%

Jackson Avenue Apts

219

1.7%

TVUSD

553

0.8%

Inland Valley Medical Center

138

1.1%

Temeku Hills Development

552

0.8%

Bear Creek Gold Club

100

0.8%

Cross Creek Golf Course

549

0.8%

Beverly Health Center

91

0.7%

Callaway Vineyard & Winery

488

0.7%

Inland Medical Center

67

0.5%

County of Riverside

459

0.6%

Scotts Manufacturing

44

0.3%

City of Murrieta

458

0.6%

Mission Mobile Home ParK

43

0.3%

Total Principal Customers

Total Principal Customers



6,173

8.5%

Other Customers

66,501

91.5%

Total Water Sales

72,674

100.0%

Source:

Rancho California Water District





2,072

16.1%

Other EDU’s Extended

10,765

83.9%

Total EDU’s

12,837

100.0%

TABLE XI - CALCULATED CUSTOMER RATE (PER AF) (1)
/DVW)LVFDO<HDUV


RANCHO
DIVISION
Water

2011

$

427.93

2010

$

2009

437.66

$

2008

343.98

$

292.72

2007

$

289.58

2006

$

293.17

2005

$

290.52

2004

$

266.17

2003

$

271.77

2002

$

277.77

Energy

30.50

68.71

70.49

79.09

82.57

71.22

68.17

76.82

67.65

69.24

Service

235.14

221.33

177.93

165.04

150.26

157.91

160.61

126.17

125.85

114.21

693.57

727.70

592.40

536.85

522.41

522.30

519.30

469.16

465.27

461.22

Property
Assessments

649.41

636.89

626.82

603.25

552.80

440.81

353.38

370.76

357.02

316.10

Capacity Fees

16.17

20.73

8.42

21.84

35.72

50.54

69.01

84.34

74.70

61.64

$ 1,359.15

$ 1,385.32

$ 1,227.64

$ 1,161.94

$ 1,110.93

$ 1,013.65

2011

2010

2009

2008

2007

2006

Operating Rate

TOTAL RATE
SANTA ROSA
DIVISION
Water

$ 527.12

$

554.04

$

438.18

$

393.12

$

373.91

$

371.77

$

941.69

$

2005

$

362.94

924.26

$

2004

$

335.58

896.99

$

2003

$

361.19

838.96

2002

$

348.87

Energy

54.51

87.34

101.39

101.63

98.47

81.80

85.14

90.48

87.88

Service

176.00

165.33

136.64

122.98

94.50

103.69

110.06

78.50

84.43

68.61

757.63

806.72

676.21

617.73

566.88

557.26

558.14

504.56

533.50

507.10

476.54

496.00

436.17

396.08

311.58

338.20

305.90

236.89

261.74

225.58

2.97

3.39

4.38

7.34

10.99

25.70

39.44

23.53

24.52

38.32

$ 1,237.14

$ 1,306.10

$ 1,116.76

$ 1,021.15

Operating Rate
Property
Assessments
Capacity Fees
TOTAL RATE

$

889.45

$

921.16

$

903.48

$

764.98

$

819.76

(1) Does not include Sewer and Other revenue.
Note: Above rates are averages based on total revenues per total AF sold per category. See detail of actual water rates at Table IX.


Source:





Rancho California Water District

TABLE XII - OVERLAPPING TAX RATES (1)
RIVERSIDE COUNTY

&XUUHQW)LVFDO<HDUDQG1LQH<HDUV3ULRU
FUND NO.

NAME

2011

2002

1-0000

General Purpose

1.0000%

1.0000%

3-6520

Temecula Unified B & I

0.0232%

0.0611%

4-5375

MWD West 14th FR 1302013

0.0037%

0.0119%

1.0269%

1.0730%

0.5000%

0.5000%

Tax Area Rate

Special Assessments
28-5291

Rancho Cal Wtr San R Div Debt Svc

(1)
Tax Rate Area Code 13-014
Source: Riverside County, Tax Rates and Assessed Valuations 2010-2011 and 2001-2002.



89.62

$

771.00

TABLE XIII – PRINCIPAL TAX PAYERS
&XUUHQW)LVFDO<HDUDQG1LQH<HDUV3ULRU
)LVFDO<HDU
CUSTOMER

CUSTOMER TYPE

Fountainhead Country Club

TAX LEVY (1)

Commercial

% OF TOTAL TAX LEVY

ASSESSED LAND VALUATIONS

$100,426

0.28%

$15,114,540

Standard Pacific Corp.

Developer

99,143

0.28%

33,047,651

Temecula Property

Developer

86,040

0.24%

16,006,722

Murrieta Oaks

Developer

60,875

0.17%

12,174,967

Grenhill Development Corp

Developer

52,682

0.15%

4,743,234

Temecula Villa Apartments

Commercial

49,479

0.14%

16,492,881

Richmond American Homes

Developer

48,209

0.14%

16,069,717

Kymm See Myum

Individual

48,115

0.14%

8,366,660

Vail Lake USA

Developer

47,958

0.14%

15,985,930

Inland Western Temecula Commons

Developer

47,105

0.13%

15,701,672

640,032

1.81%

153,703,974

34,709,687

98.19%

5,147,025,812

$35,349,719

100.00%

$5,300,729,786

Total Principal Taxpayers

Total Other Taxpayers

Total Tax Levy

)LVFDO<HDU
CUSTOMER

CUSTOMER TYPE

Nature Conservancy

TAX LEVY (1)

% OF TOTAL TAX LEVY

ASSESSED LAND VALUATIONS

Ecological Preserve

$83,929

0.46%

$15,232,389

Copper Canyon Development

Developer

81,296

0.45%

13,756,723

Greenhill Development Corp

Developer

56,432

0.31%

4,638,684

Commercial

54,769

0.30%

6,000,000

Developer

52,717

0.29%

15,350,796

Imperial Promenade
Centex Homes
Vail Lake USA
GMS Realty
Price Enterprises Inc.

Developer

41,591

0.23%

13,863,674

Commercial

39,396

0.22%

13,132,114

Developer

39,394

0.22%

13,131,497

Temecula Towne Center Association

Commercial

38,940

0.21%

12,979,958

Kimco Palm Plaza

Commercial

37,722

0.21%

12,574,160

526,186

2.90%

120,659,995

Total Other Taxpayers

17,638,310

97.10%

2,557,874,137

Total Tax Levy

$18,164,496

100.00%

$2,678,534,132

Total Principal Taxpayers



(1)
Tax Levy includes Ad Valorem assessments and Standby charges, if applicable.
Source:
Rancho California Water District





TABLE XIV – ASSESSED VALUATION OF TAXABLE PROPERTY
/$67),6&$/<($56
RANCHO DIVISION

SANTA ROSA DIVISION

FISCAL
YEAR

Real Property

2011

$ 3,897,654,156

$ 96,664

$3,897,750,820

0.30

$1,402,978,966

$0

$1,402,978,966

0.50

(1)$5,300,729,786

2010

4,030,517,842

114,043

4,030,631,885

0.30

1,503,683,402

0

1,503,683,402

0.50

5,534,315,287

2009

4,823,125,335

340,160

4,823,465,495

0.30

1,535,722,441

548,863

1,536,271,304

0.50

6,359,736,799

2008

4,717,740,400

188,510

4,717,928,910

0.30

1,479,692,688

0

1,479,692,688

0.50

6,197,621,598

2007

4,170,898,211

235,925

4,171,134,136

0.30

1,340,266,241

2,580

1,340,268,821

0.50

5,511,402,957

2006

3,584,170,946

270,705

3,584,441,651

0.30

1,173,404,995

11,233

1,173,416,228

0.50

4,757,857,879

2005

2,883,470,457

385,295

2,883,855,752

0.30

999,140,287

13,228

999,153,515

0.50

3,883,009,267

2004

2,482,695,476

438,289

2,483,133,765

0.30

896,805,162

13,646

896,818,808

0.50

3,379,952,573

2003

2,174,386,767

485,229

2,174,871,996

0.30

829,067,501

5,322

829,072,823

0.50

3,003,944,819

2002

1,908,091,633

702,849

1,908,794,482

0.30

769,480,890

258,760

769,739,650

0.50

2,678,534,132

Note:

Personal
Property

Total

Tax Rate

Personal
Property

Real Property

Total

Tax Rate

COMBINED TOTAL

In 1978 the voters of the State of California passed Proposition 13, which limited property taxes to a total maximum rate of 1% based upon the assessed value of the property being taxed. Each year, the assessed value of property may
be increased by an "inflation factor" (limited to a maximum increase of 2%). With few exceptions, property is only reassessed at the time that it is sold to a new owner. At that point, the new assessed value is reassessed at the purchase
price of the property sold. The assessed valuation data shown above represents the only data currently available with respect to the actual market value of taxable property and is subject to the limitations described above.

(1)
Source:

Property values declines are tied to California law Proposition 8, allowing taxable value of property to be reduced when the market value dips below the Proposition 13 Federal Base Year Value.
Riverside County Auditor-Controller

TABLE XV – PROPERTY TAX LEVIES & COLLECTIONS
/DVW)LVFDO<HDUV
FISCAL
YEAR

TOTAL LEVIED

DELINQUENT
Total
Current

ADJUSTED
DELINQUENT
PERCENTAGE

$0

$3,477,196

9.8%

879,619

2,270,382

6.5%

959,915

2,097,604

1,650,125

4.3%

1,818,483

10.0%

3,777,244

0

0.0%

2,707,101

6.7%

2,287,206

0

0.0%

4,620,556

2,994,882

12.6%

2,994,882

0

0.0%

6,106,211(2)

17,116,602

1,835,733

9.7%

1,835,733

0

0.0%

3,145,349

20,533,505

1,794,324

8.0%

1,794,323

0

0.0%

2,342,215

19,923,430

18,342,751

1,580,679

7.9%

1,580,680

0

0.0%

1,889,787

18,164,495

16,311,306

1,853,189

10.2%

1,853,190

0

0.0%

1,927,902

General
Purpose

Ad Valorem

Standby

Total

TOTAL
COLLECTED

2011

$11,607,662

$21,042,831

$2,699,226

35,349,719

2010

11,751,386

20,605,583

2,690,542

35,047,511

2009

13,226,122

22,246,420

2,880,136

2008

13,228,375

21,521,641

2007

11,971,122

19,359,976

2006

3,915,037

2005
2004

Total
Delinquent

Percentage
Delinquent

$31,827,523

$3,477,196

9.8%

31,897,510

3,150,001

9.0%

38,352,678

34,604,949

3,747,729

9.8%

2,941,627

37,691,643

33,914,399

3,777,244

2,950,810

34,281,908

31,994,701

2,287,207

17,045,394

2,774,162

23,734,593

20,739,711

2,294,076

13,898,866

2,759,393

18,952,335

7,357,734

12,186,619

2,783,476

22,327,829

2003

6,286,322

10,891,261

2,745,847

2002

5,660,673

9,783,321

2,720,501

Subsequent
Collections

SUPPLEMENTAL
PENALTIES AND
INTEREST (1)
$693,675



(1)
(2)

Includes penalties and interest on delinquent accounts.
Includes one-time lump sum payment of approx. $1.1m from the State of California Wildlife Conservation Board for the outstanding debt related to conversion of parcels acquired by the State to tax exempt property.
Source: Riverside County Auditor-Controller

TABLE XVI – RATIO OF NET BONDED DEBT TO ASSESSED VALUE
/DVW)LVFDO<HDUV
FISCAL
YEAR

POPULATION ESTIMATE

2011

143,500

2010

141,500

5,534,315,287

275,675,486

5.00%

1,948

2009

140,000

6,359,736,799

284,345,792

4.50%

2,031

2008

138,000

6,197,621,598

293,065,192

4.70%

2,124

2007

134,500

5,511,402,957

299,783,053

5.40%

2,229

2006

130,000

4,757,857,879

307,352,280

6.50%

2,364

2005

119,800

3,883,009,267

281,450,582

7.25%

2,349

2004

113,500

3,379,952,573

288,537,791

8.54%

2,542

2003

105,000

3,003,944,819

251,544,263

8.37%

2,396

2002

99,000

2,678,534,132

260,643,576

9.70%

2,633

(1)
(2)
(3)
(4)
Source:

ASSESSED VALUATION
$

5,300,729,786

BONDED DEBT
$

369,638,851

District issued Series 2010A Revenue Bonds in the amount of $100,785,000.
District issued Series 2005B Adjustable Rate Revenue Bonds in the amount of $22,775,000.
District issued Series 2004A Adjustable Rate Revenue Bonds in the amount of $41,136,000.
District issued Series 1998A Revenue Bonds in the amount of $46,000,000.
Rancho California Water District



BONDED DEBT TO AV
(1)

(2)

(3)

(4)

6.97%

BONDED DEBT PER CAPITA
$

2,576

TABLE XVII – DEBT COVERAGE RATIOS
/DVW)LVFDO<HDUV
FISCAL YEAR
ENDED

GROSS REVENUE

OPERATING
EXPENSES (1)

NET REVENUE
AVAILABLE FOR
DEBT SERVICE

DEBT SERVICE REQUIREMENTS

Principal

Interest

Total

COVERAGE RATIO

2011

$ 98,872,623

$ 57,855,773

$ 41,016,850

$ 10,425,000

$ 13,636,688

$ 24,061,688

1.70x

2010

99,948,676

57,848,814

42,099,862

8,745,000

12,504,706

21,249,706

1.98x

2009

102,818,010

55,334,567

47,483,443

8,792,372

13,043,915

21,836,287

2.17x

2008

105,541,501

54,069,651

51,471,850

8,235,000

14,089,505

22,324,505

2.30x

2007

105,360,059

55,353,806

50,006,253

7,569,227

11,764,717

19,333,944

2.58x

2006

95,450,487

44,373,047

51,077,440

6,485,203

11,159,233

17,644,436

2.89x

2005

80,709,669

40,557,657

40,152,012

8,550,000

10,354,778

18,904,778

2.12x

2004 (2)

84,598,138

43,557,276

41,040,862

6,155,000

9,172,798

15,327,798

2.67x

2003 (2)(3)

75,590,845

37,444,679

38,146,166

9,255,000

9,719,234

18,974,234

2.01x

2002 (2)(3)

75,750,812

38,000,744

37,750,068

7,940,000

10,871,421

18,811,421

2.00x

(1)
Operating expenses exclude depreciation.
(2)
Debt service interest adjusted for capitalized interest.
(3)
Revenues no adjusted for interest earnings on bond improvement funds.
Source: Rancho California Water District

CHART 5 – FUTURE ANNUAL DEBT SERVICE
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* Variable rate debt service excludes RANCON CFD 89-5 for which RCWD is responsible for 50%. The Series 2008B are variable rate bonds that current are hedged through a synthetic fixed rate swap; debt service
assumes the swap rate of 3.817%.
Source:

Rancho California Water District







TABLE XVIII – DIRECT AND OVERLAPPING BONDED DEBT
$VRI-XQH

$VVHVVHG9DOXDWLRQ
 /DQG2QO\ 
5HGHYHORSPHQW,QFUHPHQWDO9DOXDWLRQ 
$GMXVWHG$VVHVVHG9DOXDWLRQ


29(5/$33,1*7$;$1'$66(660(17'(%7 %DVHGRQUHGHYHORSPHQWDGMXVWHGDOOSURSHUW\DVVHVVHGYDOXDWLRQ 


7RWDO'HEW

'LVWULFW¶V6KDUHRI


$SSOLFDEOH   'HEW
0HWURSROLWDQ:DWHU'LVWULFW



(DVWHUQ0XQLFLSDO:DWHU'LVWULFW,'1R8



0XUULHWD9DOOH\-RLQW8QLILHG6FKRRO'LVWULFW



0XUULHWD9DOOH\8QLILHG6FKRRO'LVWULFW&RPPXQLW\)DFLOLWLHV'LVWULFWV



7HPHFXOD9DOOH\8QLILHG6FKRRO'LVWULFW



7HPHFXOD9DOOH\8QLILHG6FKRRO'LVWULFW&RPPXQLW\)DFLOLWLHV'LVWULFWV



&LW\RI0XUULHWD&RPPXQLW\)DFLOLWLHV'LVWULFW1R



&LW\RI7HPHFXOD6SHFLDO7D[2EOLJDWLRQV



&LW\RI7HPHFXOD&RPPXQLW\)DFLOLWLHV'LVWULFWV



(DVWHUQ0XQLFLSDO:DWHU'LVWULFW&RPPXQLW\)DFLOLWLHV'LVWULFWV



5DQFKR&DOLIRUQLD:DWHU'LVWULFW&RPPXQLW\)DFLOLWLHV'LVWULFWV



5DQFKR&DOLIRUQLD:DWHU'LVWULFW$FW%RQGV



2WKHU$FW%RQGV (VWLPDWHG 

9DULRXV

727$/29(5/$33,1*7$;$1'$66(660(17'(%7




5DWLRVWR/DQG2QO\$VVHVVHG9DOXDWLRQ
7RWDO2YHUODSSLQJ7D[DQG$VVHVVPHQW'HEW

29(5/$33,1**(1(5$/)81''(%7
5LYHUVLGH&RXQW\*HQHUDO)XQG2EOLJDWLRQV



5LYHUVLGH&RXQW\3HQVLRQ2EOLJDWLRQV



5LYHUVLGH&RXQW\%RDUGRI(GXFDWLRQ&HUWLILFDWHVRI3DUWLFLSDWLRQ



0XUULHWD9DOOH\-RLQW8QLILHG6FKRRO'LVWULFW&HUWLILFDWHVRI3DUWLFLSDWLRQ



0W6DQ-DFLQWR&RPPXQLW\&ROOHJH'LVWULFW*HQHUDO)XQG2EOLJDWLRQV



&LW\RI0XUULHWD*HQHUDO)XQG2EOLJDWLRQV



&LW\RI7HPHFXOD&HUWLILFDWHVRI3DUWLFLSDWLRQ



5HFUHDWLRQDQG3DUN'LVWULFW¶V*HQHUDO)XQG2EOLJDWLRQ

9DULRXV

727$/*526629(5/$33,1**(1(5$/)81''(%7



/HVV 5LYHUVLGH&RXQW\VHOIVXSSRUWLQJREOLJDWLRQV



727$/1(729(5/$33,1**(1(5$/)81''(%7




TOTAL DIRECT DEBT
$0
727$/*526629(5/$33,1*'(%7



727$/1(729(5/$33,1*'(%7




*5266&20%,1('727$/'(%7




1(7&20%,1('727$/'(%7




5DWLRVWR$GMXVWHG$OO3URSHUW\$VVHVVHG9DOXDWLRQ
*URVV&RPELQHG7RWDO'HEW
1HW&RPELQHG7RWDO'HEW

 3HUFHQWDJHRIRYHUODSSLQJDJHQF\¶VDVVHVVHGYDOXDWLRQORFDWHGZLWKLQERXQGDULHVRIWKHGLVWULFW
 ([FOXGHVWD[DQGUHYHQXHDQWLFLSDWLRQQRWHVHQWHUSULVHUHYHQXHPRUWJDJHUHYHQXHDQGWD[DOORFDWLRQERQGVDQGQRQERQGHGFDSLWDOOHDVH
REOLJDWLRQV

67$7(6&+22/%8,/',1*$,'5(3$<$%/($62)


Source: California Municipal Statistics



CHART 6 – CAPITAL SPENDING
/DVW)LVFDO<HDUV
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Source:

Rancho California Water District

CHART 7 – TOTAL DEBT TO ASSETS
/DVW)LVFDO<HDUV
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Rancho California Water District



TABLE XIX - DEMOGRAPHIC AND ECONOMIC STATISTICS
/DVW)LVFDO<HDUV
FISCAL YEAR

EST.
POPULATIONSVC. AREA

POPULATIONCOUNTY (3)

POPULATIONTEMECULA (3)

POPULATIONMURRIETA (3)

PER CAPITA
PERSONAL INCOME
COUNTY

PERSONAL INCOME (1)

2011

143,500

2,217,778

101,657

104,459

4,562,732,423

$ 31,796

(2)

13.3

11.8

2010

141,500

2,179,692

105,029

101,487

4,375,318,812

30,921

(2)

14.5

12.2

2009

140,000

2,107,653

102,604

100,714

4,308,080,000

30,772

(5)

13.7

11.6

2008

138,000

2,088,322

101,057

100,173

4,149,660,000

30,070

5)

8.4

6.9

2007

134,500

2,031,625

97,935

97,257

3,975,820,000

29,560

(5)

5.7

5.3

2006

130,000

1,966,607

94,575

93,567

3,734,900,000

28,730

(5)

5.1

4.9

2005

119,800

1,885,627

81,804

85,521

3,155,771,600

26,342

(5)

5.2

5.4

2004

113,500

1,805,519

78,738

78,941

2,875,749,500

25,337

(5)

5.8

6.4

2003

105,000

1,725,890

75,958

68,520

2,605,470,000

24,814

(5)

6.2

7.2

2002

99,000

1,653,529

73,134

51,928

2,454,903,000

24,797

6.3

6.8

(1)
(2)
(3)
(4)
(5)

$

UNEMPLOYMENT RATE (JUNE)(4)
County
State

Projected service area personal income level based on Riverside County Per Capita Personal Income.
Projected based on a ten year average.
Source:
January Revised Estimates, State Department of Finance
Source:
CA Employment Development Department and US Dept. of Labor. County data as of May 2011.
Source:
County of Riverside Comprehensive Annual Financial Report



TABLE XX - HOUSING STATISTICS
/DVW)LVFDO<HDUV
RIVERSIDE
BUILDING PERMITS

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

Single Family

3,248

3,671

3,074

3,820

9,717

20,958

30,350

29,182

25,424

20,912

Multi-Family
Total

287

598

666

1,943

2,617

3,885

4,023

4,264

4,929

1,343

3,535

4,269

3,740

5,763

12,334

24,843

34,373

33,446

30,353

22,255

TEMECULA
BUILDING PERMITS

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

Single Family

364

314

323

301

668

589

994

888

1,276

651

Multi-Family

14

8

32

274

237

18

360

408

256

0

Total

378

322

355

575

905

607

1,354

1,296

1,532

651

MURRIETA
BUILDING PERMITS

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

73

30

42

15

93

377

2,147

2,509

1,530

1,648

Multi-Family

6

12

24

9

90

0

698

572

883

110

Total

79

42

66

24

183

377

2,845

3,081

2,413

1,758

Single Family


NUMBER OF HOUSING UNITS
AREA

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

Riverside County

804,915

784,357

780,112

773,331

753,797

722,361

722,361

689,866

659,795

634,197

Temecula

34,252

33,556

32,973

32,453

31,501

30,113

26,007

24,984

24,512

23,543

Murrieta

35,344

34,280

34,293

34,248

33,298

31,703

28,788

26,509

23,088

17,174

Source: CA State Dept. of Finance and US Dept. of Housing and Urban Development, State of the Cities Data Systems.



PRINCIPAL EMPLOYERS
TEMECULA – MURRIETA METROPOLITAN AREA
)RUWKH0RVW&XUUHQW)LVFDO<HDUDQG<HDUV3ULRU  
)LVFDO<HDU  

)LVFDO<HDU±

Employer Name

Location

No. of
Employees

PECHANGA RESORT AND
CASINO

Temecula

4,000

9.79%

Temecula

3,000

7.34%

Temecula

2,768

Murrieta

PROFESSIONAL
HOSPITAL SUPPLY
SOUTHWEST
HEALTHCARE SYSTEM

ABBOTT LABORATORIES
TEMECULA VALLEY
UNIFIED SCHOOL
DISTRICT
MURRIETA VALLEY
UNIFIED SCHOOL
DISTRICT

Percent of Total
Employment

Employer Name

Location

No. of
Employees

Percent of Total
Employment

Temecula

2,618

8.00%

Temecula

1,760

4.31%

6.78%

ABBOTT LABORATORIES
TEMECULA VALLEY
UNIFIED SCHOOL
DISTRICT
MURRIETA VALLEY
UNIFIED SCHOOL
DISRICT

Murrieta

1,100

5.21%

1,900

7.76%

SOUTHWEST
HEALTHCARE SYSTEM

Murrieta

1,000

4.74%

Temecula

1,725

4.22%

INTERNATIONAL
RECTIFIER

Temecula

653

1.60%

Murrieta

1,500

6.12%

ALBERTSON'S

Temecula

604

1.48%

Temecula

550

1.35%

INTERNATIONAL
RECTIFIER

Temecula

750

1.84%

PROFESSINAL HOSPITAL
SUPPLY

TARGET

Murrieta

500

2.04%

CHANNELL
COMMERCIAL CORP

Temecula

510

1.25%

CITY OF MURRIETA

Murrieta

401

1.64%

COSTCO WHOLESALE
CORPORATION

Temecula

370

0.91%

WALMART

Murrieta

340

1.39%

WALMART

Murrieta

340

1.61%

COSTCO WHOLESALE
CORPORATION

Temecula

325

0.80%

HOME DEPOT

Murrieta

280

1.33%

SOUTHCOAST WINERY
RESORT AND SPA

Temecula

320

0.78%

OPTO 22, INC.

Temecula

260

0.64%

MACY'S

Temecula

300

0.73%

PLANT EQUIPMENT, INC

Temecula

260

0.64%

SOUTHWEST TRADERS

Temecula

300

0.73%

MILGARD
MANUFACTURING

Temecula

250

0.61%

HOME DEPOT

Murrieta

295

1.20%

OAKGROVE INSTITUTE

Murrieta

220

1.04%

MILLIPORE
CORPORATION

Temecula

286

0.70%

CITY OF TEMECULA

Temecula

214

0.52%

DCH AUTO GROUP

Temecula

260

0.64%

LOWE'S

Temecula

195

0.48%

OAKGROVE INSTITUTE

Murrieta

245

1.00%

NORM REEVES AUTO
GROUP

Temecula

195

0.48%

Temecula

194

0.47%

CITY OF TEMECULA

Temecula

242

0.59%

DAYTON HUDSON
CORPORATION

MILGARD WINDOWS AND
DORRS

Temecula

240

0.59%

CITY OF MURRIETA

Murrieta

190

0.90%

CASSIDIAN
COMMUNICATIONS

Temecula

230

0.56%

SEARS

Temecula

178

0.44%

TEMECULA CREEK INN

Temecula

230

0.56%

JC PENNEY

Temecula

163

0.40%

THE SCOTTS COMPANY

Temecula

225

0.55%

TEMECULA CREEK INN

Temecula

155

0.38%

(1) Data presented is the most current available at the time of preparation of this report.

Source:

(

California Employment Development Dept.



TABLE XXII - NUMBER OF EMPLOYEES
/DVW)LVFDO<HDUV
FULL-TIME AND PART-TIME EMPLOYEES AS OF JUNE 30, (2)
2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

WATER
Water System Operations

17

15

16

16

13

14

14

12

12

7

7

7

7

6

4

4

4

4

4

Facilities Maintenance (1)

18

24

22

21

17

19

19

27

29

29

Construction

19

18

18

20

17

17

15

15

15

15

11

12

12

12

12

13

13

13

13

13

Water Quality

WASTE WATER OPERATIONS

12

ENGINEERING
Engineering

10

10

10

8

9

8

8

6

7

7

Engineering Services

5

6

6

6

7

7

7

7

7

7

Inspections

6

4

4

6

8

6

6

6

6

6

Executive Management

2

1

2

1

2

2

2

2

2

2

Administration Support

7

9

8

8

7

7

8

6

7

7

Human Resources/ Risk Management

4

4

4

4

3

3

2

1

1

1

27

23

26

23

22

22

22

18

18

18

MIS

2

5

4

3

2

2

1

1

1

1

PLANNING

8

7

5

6

5

3

0

0

0

0

TOTAL EMPLOYEES

142

145

144

141

130

127

121

118

122

122

Average Years of Service

11.2

11.9

11.2

11.4

11.4

12.2

12.6

13

12.2

11.4

ADMINISTRATION

Finance/Accounting (1)

(1)

In 2005 Meter Reading was outsourced to Southern California Edison. The Finance department absorbed four employees as part of the Customer Service Department.

(2)

Filled positions, does not include open budget positions.

TABLE XXIII - OPERATING AND CAPITAL INDICATORS (5)
/DVW)LVFDO<HDUV
2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

99,158
887
37
424
1
50,000
44
43,078
126
52

99,163
888
37
458
1
50,000
44
42,753
126
57

99,163
881
37
424
1
50,000
44
42,260
134
67

99,742
878
37
424
1
50,000
44
41,986
140
69

99,160
898
37
424
1
50,000
47
41,304
142
78

99,050
892
36
396
1
50,000
47
40,197
140
68

99,050
885
36
396
1
50,000
53
38,654
140
60

100,000
878
35
387
1
50,000
53
36,759
135
71

100,000
855
35
368
1
50,000
54
34,418
132
64

100,000
829
33
353
1
50,000
53
32,775
130
67

61
4
209

66
4
208

62
4
204

62
4
197

66
4
227

66
4
207

66
4
207

(1)

(1)

(1)

(1)

(1)

(1)

95

(1)

(1)

69
1

72
1

71
1

73
1

74
1

74
1

73
1

71
1

(1)

(1)

1

1

5
17,037
2.80

5
16,890
3.31

5
16,849
3.34

5
17,407
3.20

5
17,122
4.10

5
16,305
3.71

5
15,073
2.69

5
14,671
3.43

5
13,642
3.28

5
12,837
3.13

WATER SYSTEM
Service Area (Acres)
Miles of Water Main (3)
No. of Reservoirs
Max. Reservoir Capacity (AF)
No. of Open Reservoirs
Max .Capacity of Open Reservoirs (AF)
No. of Wells (2)
No. of Service Connections
Production Peak (m.g.d. max. daily)
Avg. Production (m.g.d. annual)
RECYCLED WATER SYSTEM
Miles of Water Main
No. of Reservoirs
No. of Service Connections
SEWER SYSTEM
Miles of Sewer Lines
No. of Treatment Plants
Max. Capacity of Treatment Plant
(m.g.d.)
No. of Sewer Connections Sold (6)
Annual Actual Flows Treated (m.g.d) (4)


(1)
(2)
(3)
(4)
(5)
(6)

Data Unavailable.
In 2006, number of wells based on designation of active producing wells from the County Department of Health Services. All prior years are based on number of total wells.
In 2008, miles of water main represents current active mains per the District’s GIS system.
Based on affluent flows.
Some data values have decreased due to an increased accuracy over time as a result of the implementation of an enhanced Computerized Maintenance Management System and Geographic Information System.
2009 reduction in EDU’s is due to a refund of connections to EVMWD.



APPENDIX D
PROPOSED FORM OF OPINION OF BOND COUNSEL
Upon the delivery of the Bonds, Stradling Yocca Carlson & Rauth, a Professional Corporation, Bond
Counsel to the District, proposes to render its final approving opinion with respect to the Bonds in
substantially the following form:
________, 2011
Rancho California Water District Financing Authority
Temecula, California
Re:

$9,870,000 Rancho California Water District Financing Authority Fixed Rate Revenue Bonds
Series of 2011A (Qualified Energy Conservation Bonds)

Ladies and Gentlemen:
We have reviewed the Constitution and the laws of the State of California and certain proceedings
taken by the Rancho California Water District Financing Authority (the “Authority”) in connection with the
issuance by the Authority of its Fixed Rate Revenue Bonds Series of 2011A (Qualified Energy Conservation
Bonds) (the “Bonds”). The Bonds are being issued under that certain Indenture of Trust, dated as of
November 1, 2011 (the “Indenture”), by and between The Bank of New York Mellon Trust Company, N.A., as
trustee, and the Authority, and are secured, in part, by certain installment payments to be made by the Rancho
California Water District (the “District”) in accordance with the terms of the Master Installment Purchase
Agreement, dated as of May 1, 2001 (the “Master Agreement”) and the Installment Purchase Agreement, dated
as of November 1, 2011 delivered in accordance with the Master Agreement (the “Installment Purchase
Agreement”), each by and between the Authority and the District. Capitalized terms not defined herein have
the meaning ascribed to those terms in the Indenture.
In rendering our opinion, we have relied upon certain representations of fact and certifications made
by the Authority, the District, the original purchasers of the Bonds and others, and such other information and
documents as we consider necessary to render this opinion. We have not undertaken to verify through
independent investigation the accuracy of the representations and certifications relied upon by us.
The Bonds have been issued pursuant to the Marks-Roos Local Bond Pooling Act of 1985, as
amended (Article 4 of Chapter 5 of Division 7 of Title 1 of the California Government Code) (the “Act”), and
an authorizing resolution adopted by the Authority on October 13, 2011 (the “Resolution”) approving the
Indenture. The Bonds are dated as of their date of delivery and mature on the date and in the amount set forth
in the Indenture. Interest on the Bonds is payable on the dates and at the rate per annum set forth in the
Indenture. The Bonds are registered bonds in the form set forth in the Indenture and are redeemable in the
amounts, at the times and in the manner set forth in the Indenture.
Based upon our examination of the foregoing, and in reliance thereon and on all matters of fact as we
deem relevant under the circumstances, and upon consideration of applicable laws, we are of the opinion that:
1.
The Bonds have been duly and validly authorized by the Authority and are legal, valid and
binding limited obligations of the Authority. The Bonds are secured and payable solely from amounts
comprising the Trust Estate (as defined in Indenture), as and to the extent provided for in the Indenture. The
Bonds are enforceable in accordance with their terms and the terms of the Indenture, except to the extent that
enforceability may be limited by moratorium, bankruptcy, reorganization, fraudulent conveyance or transfer,
insolvency or other laws affecting creditors’ rights generally, by the exercise of judicial discretion in
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Rancho California Water District Financing Authority
November 8, 2011
Page 2

accordance with general principles of equity or otherwise in appropriate cases, and by the limitations on legal
remedies against public agencies in the State of California.
2.
The Indenture, the Master Agreement and the Installment Purchase Agreement have been
duly authorized by the Authority, are valid and binding upon the Authority and are enforceable in accordance
with their terms, except to the extent that enforceability may be limited by moratorium, bankruptcy,
reorganization, fraudulent conveyance or transfer, insolvency or other laws affecting creditors’ rights
generally, by the exercise of judicial discretion in accordance with general principles of equity or otherwise in
appropriate cases, and by the limitations on legal remedies against public agencies in the State of California;
provided, however, that we express no opinion with respect to any indemnification, penalty, contribution,
choice of law, choice of forum or waiver provisions contained therein.
3.
The Indenture creates a valid pledge of that which the Indenture purports to pledge, subject to
the provisions of the Indenture, except to the extent that the enforceability of the Indenture may be limited by
moratorium, bankruptcy, reorganization, fraudulent conveyance or transfer, insolvency or other laws affecting
creditors’ rights generally, by the exercise of judicial discretion in accordance with general principles of equity
or otherwise in appropriate cases, and by the limitations on legal remedies against public agencies in the State
of California.
4.
The Master Agreement and the Installment Purchase Agreement have been duly authorized
by the District, are valid and binding upon the District and are enforceable in accordance with their terms,
except to the extent that enforceability may be limited by moratorium, bankruptcy, reorganization, fraudulent
conveyance or transfer, insolvency or other laws affecting creditors’ rights generally, by the exercise of
judicial discretion in accordance with general principles of equity or otherwise in appropriate cases, and by the
limitations on legal remedies against public agencies in the State of California; provided, however, that we
express no opinion with respect to any indemnification, penalty, contribution, choice of law, choice of forum
or waiver provisions contained therein.
5.
Under existing statutes, regulations, rulings and judicial decisions, and assuming the accuracy
of certain representations and compliance with certain covenants and requirements described herein, the Bonds
are “qualified energy conservation bonds” within the meaning of Sections 54A(d)(1)(C) and 54D of the
Internal Revenue Code of 1986, as amended (the “Code”). The foregoing opinion is subject to the condition
that the District and others comply with all requirements of the Code that must be satisfied subsequent to the
issuance of the Bonds to assure that the Bonds qualify as qualified energy conservation bonds under Section
54D of the Code for which the District has made an irrevocable election to receive a refundable credit. Failure
to comply with such requirements of the Code might result in the District not receiving such a refundable
credit, possibly retroactive to the date of issue of the Bonds. Interest paid on the Bonds is not excluded from
gross income for federal income tax purposes under Section 103 of the Code.
6.

Interest on the Bonds is exempt from State of California personal income tax.

7.
Except for certain exceptions, the difference between the issue price of a Bond (the first price
at which a substantial amount of the Bonds of a maturity are to be sold to the public) and the stated redemption
price at maturity with respect to such Bond (to the extent the redemption price at maturity is greater than the
issue price) constitutes original issue discount. Original issue discount accrues under a constant yield method.
The amount of original issue discount deemed received by a Bond owner will increase the Bond owner’s basis
in the applicable Bond. Original issue discount that accrues to the Bond owner is exempt from State of
California personal income tax.
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Certain agreements, requirements and procedures contained or referred to in the Indenture, the
Installment Purchase Agreement and the Tax Certificate executed by the Authority with respect to the Bonds
may be changed and certain actions may be taken or omitted, under the circumstances and subject to the terms
and conditions set forth in such documents, upon the advice or with the approving Opinion of Bond Counsel
(as defined in the Indenture). We express no opinion as to the effect of any such change on the right of the
District to receive a refundable credit with respect to the Bonds if such change occurs or action is taken or
omitted upon advice or approval of bond counsel other than Stradling Yocca Carlson & Rauth, a Professional
Corporation.
Any federal tax advice contained herein with respect to the Bonds is not intended or written to be
used, and it cannot be used, for the purpose of avoiding penalties under the Code. The federal tax advice
contained herein with respect to the Bonds was written to support the promoting and marketing of the Bonds.
Before purchasing any of the Bonds, all potential purchasers should consult their independent tax advisors with
respect to the tax consequences relating to the Bonds and the taxpayer’s particular circumstances.
We are admitted to the practice of law only in the State of California and our opinion is limited to
matters governed by the laws of the State of California and federal law. We assume no responsibility with
respect to the applicability or the effect of the laws of any other jurisdiction.
The opinions expressed herein are based upon our analysis and interpretation of existing laws,
regulations, rulings and judicial decisions and cover certain matters not directly addressed by such authorities.
The opinions expressed herein may be affected by actions taken (or not taken) or events occurring (or
not occurring) after the date hereof. Our engagement as Bond Counsel with respect to the Bonds terminates
upon the issuance of the Bonds and we have not undertaken to determine, or to inform any person, whether any
such actions or events are taken (or not taken) or do occur (or do not occur).
We have not been engaged by the Authority or the District to prepare the Official Statement relating to
the Bonds and express no opinion herein as to the accuracy, completeness or sufficiency of the Official
Statement or other offering material relating to the Bonds and expressly disclaim any duty to advise the
Owners of the Bonds with respect to matters contained in the Official Statement or other offering material.
Respectfully submitted,
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APPENDIX E
BOOK-ENTRY ONLY SYSTEM
THE INFORMATION IN THIS APPENDIX E CONCERNING THE DEPOSITORY TRUST
COMPANY, NEW YORK, NEW YORK AND ITS BOOK-ENTRY SYSTEM HAS BEEN OBTAINED
FROM SOURCES THAT THE DISTRICT, THE AUTHORITY AND THE UNDERWRITER BELIEVE TO
BE RELIABLE, BUT THE DISTRICT, THE AUTHORITY AND THE UNDERWRITER TAKE NO
RESPONSIBILITY FOR THE ACCURACY THEREOF.
The Depository Trust Company (“DTC”), New York, New York, will act as securities depository for the
Rancho California Water District Financing Authority’s Fixed Rate Revenue Bonds, Series of 2011A (Qualified
Energy Conservation Bonds) (the “Bonds”). The Bonds will be executed and delivered as fully-registered
securities registered in the name of Cede & Co. (DTC’s partnership nominee) or such other name as may be
requested by an authorized representative of DTC. One fully-registered bond certificate will be issued for the
Bonds and will be deposited with DTC.
DTC, the world’s largest securities depository, is a limited-purpose trust company organized under the
New York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a
member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform
Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of the
Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5 million issues of U.S. and
non-U.S. equity issues, corporate and municipal debt issues, and money market instruments (from over 100
countries) that DTC’s participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade
settlement among Direct Participants of sales and other securities transactions in deposited securities, through
electronic computerized book-entry transfers and pledges between Direct Participants’ accounts. This eliminates
the need for physical movement of securities certificates. Direct Participants include both U.S. and non-U.S.
securities brokers and dealers, banks, trust companies, clearing corporations, and certain other organizations.
DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the
holding company for DTC, National Securities Clearing Corporation and Fixed Income Clearing Corporation,
all of which are registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access
to the DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers,
banks, trust companies, and clearing corporations that clear through or maintain a custodial relationship with a
Direct Participant, either directly or indirectly (“Indirect Participants”). The DTC Rules applicable to its
Participants are on file with the SEC. More information about DTC can be found at www.dtcc.com and
www.dtc.org. Information on these websites is not incorporated herein.
Purchases of the Bonds under the DTC system must be made by or through Direct Participants, which
will receive a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser of each
Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records. Beneficial
Owners will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however,
expected to receive written confirmations providing details of the transaction, as well as periodic statements of
their holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into the
transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries made on the books
of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive
certificates representing their ownership interests in the Bonds, except in the event that use of the book-entry
system for the Bonds is discontinued.
To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered in
the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an authorized
representative of DTC. The deposit of the Bonds with DTC and their registration in the name of Cede & Co. or
such other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual
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Beneficial Owners of the Bonds; DTC’s records reflect only the identity of the Direct Participants to whose
accounts such Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirect
Participants will remain responsible for keeping account of their holdings on behalf of their customers.
Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants
to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be
governed by arrangements among them, subject to any statutory or regulatory requirements as may be in effect
from time to time. Beneficial Owners of the Bonds may wish to take certain steps to augment the transmission to
them of notices of significant events with respect to the Bonds, such as redemptions, tenders, defaults, and
proposed amendments to the Certificate documents. For example, Beneficial Owners of the Bonds may wish to
ascertain that the nominee holding the Bonds for their benefit has agreed to obtain and transmit notices to
Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names and addresses to the
registrar and request that copies of notices be provided directly to them.
Redemption notices shall be sent to DTC. The conveyance of notices and other communications by
DTC to DTC Participants, by DTC Participants to Indirect Participants and by DTC Participants and Indirect
Participants to Beneficial Owners will be governed by arrangements among them, subject to any statutory or
regulatory requirements as may be in effect from time to time. Any failure of DTC to advise any DTC
Participant, or of any DTC Participant or Indirect Participant to notify a Beneficial Owner, of any such notice
and its content or effect will not affect the validity of the redemption of the Bonds called for redemption or of
any other action premised on such notice. Redemption of portions of the Bonds by the Authority will reduce the
outstanding principal amount of Bonds held by DTC. In such event, DTC will implement, through its bookentry system, a redemption by lot of interests in the Bonds held for the account of DTC Participants in
accordance with its own rules or other agreements with DTC Participants and then DTC Participants and
Indirect Participants will implement a redemption of the Bonds for the Beneficial Owners.
Redemption notices shall be sent to DTC. If less than all of the Bonds within an issue are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such
issue to be redeemed.
Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the
Bonds unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the Trustee as soon as possible after the record date. The Omnibus
Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts the
Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy).
Payments of principal of, premium, if any, and interest on the Bonds will be made to Cede & Co., or
such other nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit
Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the
Authority or the Trustee, on payable date in accordance with their respective holdings shown on DTC’s records.
Payments by Participants to Beneficial Owners will be governed by standing instructions and customary
practices, as is the case with securities held for the accounts of customers in bearer form or registered in “street
name,” and will be the responsibility of such Participant and not of DTC (nor its nominee) nor the Trustee or the
Authority, subject to any statutory or regulatory requirements as may be in effect from time to time. Payments of
principal of, premium, if any, and interest on the Bonds to Cede & Co. (or such other nominee as may be
requested by an authorized representative of DTC) is the responsibility of the Authority or the Trustee,
disbursement of such payments to Direct Participants will be the responsibility of DTC, and disbursement of
such payments to the Beneficial Owners will be the responsibility of Direct and Indirect Participants.
THE DISTRICT, THE AUTHORITY, THE TRUSTEE OR THE UNDERWRITER CAN NOT AND
DO NOT GIVE ANY ASSURANCES THAT DTC, THE PARTICIPANTS OR OTHERS WILL DISTRIBUTE
PAYMENTS OF PRINCIPAL OF, PREMIUM, IF ANY, AND INTEREST ON THE BONDS PAID TO DTC
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OR ITS NOMINEE AS THE REGISTERED OWNER, OR WILL DISTRIBUTE ANY REDEMPTION
NOTICES OR OTHER NOTICES, TO THE BENEFICIAL OWNERS, OR THAT THEY WILL DO SO ON A
TIMELY BASIS OR WILL SERVE AND ACT IN THE MANNER DESCRIBED IN THIS OFFICIAL
STATEMENT. NEITHER THE DISTRICT, THE AUTHORITY, THE TRUSTEE NOR THE
UNDERWRITER ARE RESPONSIBLE OR LIABLE FOR THE FAILURE OF DTC OR ANY
PARTICIPANT TO MAKE ANY PAYMENT OR GIVE ANY NOTICE TO A BENEFICIAL OWNER WITH
RESPECT TO THE BONDS OR AN ERROR OR DELAY RELATING THERETO.
The District may decide to discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, Bond certificates will be printed and delivered.
DTC may discontinue providing its services as depository with respect to the Bonds at any time by
giving reasonable notice to the District, the Authority or the Trustee. Under such circumstances, in the event that
a successor depository is not obtained, Bond certificates are required to be printed and delivered.
In the event that the book entry system is discontinued as described above, the requirements of the
Indenture will apply.
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