GUAM PUBLIC UTILITIES COMMISSION
SPECIAL MEETING RECEIVED
NOVEMBER 18, 2013 JAN 30 261

SUITE 202, GCIC BUILDING, HAGATNA

MINUTES

The Guam Public Utilities Commission [PUC] conducted a special meeting
commencing at 7:00 p.m. on November 18, 2013, pursuant to due and lawful notice.
Commissioners Johnson, Montinola, Pangelinan, McDonald, Perez, Cantoria and Niven
were in attendance. The following matters were considered at the meeting under the
agenda made Attachment “A” hereto.

1. Guam Waterworks Authority

The Chairman announced that the one item on the agenda for this evening was GWA
Docket 14-01, Application of GWA to Approve the Issuance of $195M in Water and
Wastewater Revenue Bonds, Consultant Report, Proposed Order, and Order approving
Long-Term Debt. Counsel indicated that GWA, in its Petition, has requested
authorization to issue bonds in the amount of $195M. The Commissioners have been
provided with a number of materials that deal with the bond issuance: ALJ Report,
Consultant Report, GWA Petition, Indentures from 2005 and 2013, and the Preliminary
Offering Statement. The bond issuance is part of a sequence of bond issuances that
began in 2005. In 2005, GWA issued bonds for $110M; in 2010 for $118.825M; and in
2013, GWA is proposing $173M in bonds.

While GWA has requested authorization of up to $195M, the reason for the variance is
that GWA is not quite sure what the interest rate will come in at. It is likely that GWA
will issue bonds for $173M, not $195M. GWA also intends to issue bonds again in 2015
for $128M and in 2017 for $72M. These bond issuances stem back to the District Court
proceeding that has been ongoing since 2003, wherein the District Court approved a
request of the US EPA and the Federal Government which required that GWA make
certain improvements to the water and wastewater systems. It is under a Court Order
that GWA began this process of issuing bonds so that it could secure the necessary
funds to make improvements to the water and wastewater systems.

In Schedule A attached to the GWA Petition, GWA sets forth the nature of the projects it
intends to undertake through bond financing. Itis clear that both the funding and the
financing requested in this case are due to the mandates of the District Court Order. Of
the $173M, roughly $95M will go to water production, treatment, distribution and
storage. $33M will go to wastewater collection and treatment. There is approximately
$5.3M for electrical, including monitoring and control. There are also improvements to
the pump system and other matters. Finally, there is general plant and miscellaneous in
the amount of $5.5M. That comes to over $139M. The balance of the bond issuance
goes to such matters as the bond reserve fund and capitalized interest. $139M is the
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amount of actual funds that will go into projects that GWA is undertaking /
constructing.

All proper approvals other than the PUC approval have already been given to GWA’s
bond financing. Initially the CCU considered GWA's request and approved it. The
Guam Economic Development Authority, which serves as the financial manager for the
bond financing, has also given its approval. The Governor and the Legislature have
approved this financing in Public Law 32-69, which was enacted on November 8, 2013.
Such Legislation approved an overall bond financing of $670M; that’s the total figure
which also includes the 2005 and 2010 bond financings. Looking forward, including
this bond authorization, the Legislature is authorized approximately $450M more to
complete the bond projects. The Legislation also sets forth certain parameters; net yield
to bond holders on the bonds could not exceed 7.5% per annum. The maturity on the
bonds is to be no later than 2055.

The Legislature also approved refinancing bonds. GWA is considering that, in the
future, it might request approval to refinance the 2005 and 2010 bonds. The Legislature
has authorized it to do so. In this instance, however, with regard to the $195M
authorization, GWA does not intend to use any portion of such bonds for refunding or
refinancing. As a result of Commissioner Niven’s suggestion, references in the
proposed Orders to authorization for refunding and/ or refinancing have been deleted.
GWA will need to come back to both the CCU and the PUC if it wishes to refinance or
refund the bonds.

One final noteworthy aspect of the Legislation is that prior obligation in the law for
GWA to pay $20M of bond financing back to the Government of Guam is eliminated.
The Legislature decided that this $20M obligation would merely increase the rates that
GWA ratepayers would have to pay. This change in the law will also moot the
litigation pending between the PUC and GWA. The Legislature found that the
additional bond financing of $450M was necessary. The particular projects that it
pointed to were wastewater treatment plants in the South, Agat, Umatac, and Baza
Gardens, to bring GWA into compliance with the secondary treatment permits. In
addition, GWA is going to repair or rebuild all of its water storage tanks island wide. It
will repair badly leaking water lines, improve pressure with booster pumps, upgrades
and improve its wells. New wells will also be built. There are also some monies for
system analysis, monitoring and technology upgrades.

This Legislation provides for two years of capitalized interest. In this Bond Issuance,
out of the $173M, approximately $20M goes to the first two years of interest.
Alternatively, GWA could have issued the bonds now and then immediately begin
making principal and interest payments. However, the first two years of interest has
been added into the amount that GWA has borrowed in the bond financing. There are
points both for and against this approach. A bad point is that ratepayers end up paying
interest on interest. However, this issue appears to be moot, as the Legislature has
already approved the capitalized interest for two years. In GWA’s last bond issuance
there were three years of capitalized interest. So, some progress has been made.
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Two different Consultant Reports have been provided to the Commissioners which
make recommendations on GWA's bond issuance. The AL] recommends approval after
careful review of all of the documents involved in the matter and Schedule A to the
Petition. He believes that GWA has demonstrated that issuance of the bonds is
necessary to fund capital projects required to meet the order for preliminary relief. By
approving the bond financing, the PUC is not approving the individual projects being
funded. These projects all fall under the contract review process; for those projects that
have not yet been approved, GWA will need to come back o the Commission to have
individual approval for each project. For the bond financed projects, a contract review
is required, not just for projects in excess of $1M, but for all “bond-funded” projects.
The ALJ further recommended that the PUC approve the issuance, and terms and
conditions of the 2013 Revenue Bonds, the 2005 Indenture, and the 2013 Supplemental
Indenture. The Commission actually approved the 2005 Indenture both in 2005 and in
2010. The 2013 Supplemental Indenture is pretty much the same as the 2010
Supplemental Indenture. This just makes the Indenture specific to the bonds that are
being issued in 2013.

Lummus Consultants also reviewed the bond issuance. Their perspective that the PUC
already approved, at the last meeting, a sequence of rate increases starting in 2014 at
roughly 14.5% the first year, going up a little in the second year, and then continuing for
the five year period. By approving the five year rate plan, the Commission essentially
approved the debt service (principal and interest) on the bonds. Calculations
concerning the principal and interest on the bonds were the very reason for the rate
Increases. Lummus’ perspective is, that by approving the five year financial and rate
plan, the PUC basically accepted the need for this bond issuance. The PUC has already
accepted the financial implication associated with the FY2013 Bonds. Lummus’ final
conclusion was that, assuming no negative updated information was received from
GWA prior to the issuance of the bonds that would have a significant negative impact
on GWA or its ratepayers, Lummus recommends PUC approval for the issuance of the
bonds.

Counsel is not aware of any updated information negative or adverse in nature. Here
the Commission has not received updated information on the interest rate. The best
information the PUC presently has is the interest rate anticipated in the rate case, i.e.
around 6.5%. According to GWA officials, including the Chairman of the CCU, it has
not received any updates from the underwriters (Citibank and Barclays).

With the bond ratings, the rating recently received from Standard & Poor is that GWA
received an investment grade rating of A-. This is its first investment grade rating. A
reason for the upgraded rating in the S&P report was that the PUC approved
appropriate rates for the next five years. That was a major factor in the approved
rating. Unfortunately, the other two ratings from Fitch and Moodys are still not
investment grade. If they were, GWA would get a better interest rate on its bonds. For
now GWA is making progress and this is probably as good as we can expect under the
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situation. Normally Counsel provides the Commissioners with cost of issuance before
the bonds are issued. Counsel does not have specific information at present other than
that the requirement in the law is that the costs of issuance not exceed 2% of the bond
principal. The costs of issuance include attorney fees, GEDA fees, underwriters’ fees,
and others. There is also up to 1% origination fee for discount; it is called the
underwriters’ discount. No negative information has been received which would
prevent the Commissioners from approving the bond issuance.

There are certain findings that the Commission needs to make in the two proposed
Orders. There is a requirement that PUC find that the GWA petition for bond financing
is in the best interest of ratepayers. Secondly, the Commission approves a second Order
for the long-term debt. The Long-Term Debt Order approves the issuance of the bonds
in the amount of $195M (although the actual issuance will probably be closer to $173M).
The Order covers a lot of the history of the long-term debt, including prior PUC actions
in 2005 and 2010. References to refinancing/refunding were taken out of the Orders.
GWA will be required to report to the PUC, within 45 days after each Order, as to its
usage of the bond proceeds. Earlier reports state the status of the bond proceeds and
how much has been expended. Reporting requirements will continue.

Commissioner Niven requested that Counsel walk the Commissioners through the
updated debt service schedule. The Lummus Report had noted that the last three years
are very heavily weighted on the 2013 bond principal amount. Counsel indicated that
he would defer to GWA Attorney Sam Taylor. Counsel stated that there were already
projections about principal and interest that were stipulated between GWA and the
PUC Consultant in the rate case. Mr. Taylor stated that this has something to do with
the final payments on the bonds. There is P&I due on the final payments. Taylor is not
exactly sure why these amounts are due on the backside. It is his understanding that
the 2013 bonds have levelized debt service. This service remains constant throughout
the bond issuance and the debt service. However, this has something to do with the
Indenture, and Mr. Taylor was not really involved with putting this request together.
Commissioner Niven felt that if the prior bonds were added to the 2013 bonds, the
payments were a levelizing of the total of both bonds in each year. When the prior
bonds are retired, that’s when the 2013 bonds kick in. That may be what's going on.
Mr. Taylor concurred with Commissioner Niven's explanation.

The Chairman asked Counsel whether Lummus indicated that the interest rates might
be higher than previously thought. Counsel stated that Lummus did recognize that
fact, and referenced the possibility of adjustment in the future if necessary. GWA
Counsel Taylor confirmed that. He indicated that GWA was asking for $195M because
the interest rates do change. GWA anticipates that it will not be borrowing the full
$195M but the necessary $139M net proceeds. GWA seeks additional flexibility because
rates could change or conditions on the bond market could also be altered. The
Chairman asked whether the ceiling given by the Legislature was 7.5%. GWA Counsel
Taylor confirmed that such was correct. The Chairman asked whether at the interest
rate was 6.5%, would the borrowed amount be more like $173M. Again, GWA Counsel

4






Taylor confirmed that such was the case. Mr. Taylor also indicated that the amount
could even be less if the interest rate was lower. Upon presentations to investors and
institutional investors, in conjunction with ratings, financial reports and the official
statement, these all taken together could result in a lower interest rate to GWA
ratepayers.

The Chairman then asked if there was a motion. Counsel suggested a few items that
should be in the motion: a specific finding that the bond financing is in the interest of
the ratepayers; that the Commissioners approve the Indenture and the Supplemental
Indenture; and that there be approval of the specific authorization for $195M including
the other terms and conditions of the Orders. The Chairman asked whether there
should be one motion or separate motions. Counsel indicated that one motion would
suffice. Upon motion duly made, seconded and unanimously carried, the
Commissioners approved the $195M bond issuance, finding that it was in the best
interest of the ratepayers. The Commissioners further approved the 2005 Bond
Indenture and the 2013 Supplemental Indenture. The Commissioners also approved
the Order and the Order Approving Long-Term Debt, which Orders are made
Attachments “A” and “B” hereto. GWA Counsel Taylor stated for the record that he
believes that the approval of the bond projects is not under the contract review protocol.

There being no further business, the Commissioners moved to adjourn the meeting.

Jeffrey C. Johnson
Chairman






THE GUAM PUBLIC UTILITIES COMMISSION
NOTICE OF PUBLIC MEETING

NOTICE IS HEREBY GIVEN that the Guam Public Utilities Commission [PUC]
will conduct a regular business meeting, commencing at 7:00 p.m. on November
18, 2013, at Suite 202 GCIC Building, 414 W. Soledad Ave., Hagatna.

The following business will be transacted:
Agenda

1. Guam Waterworks Authority
. GWA Docket 14-01, Application of the Guam Waterworks
Authority to Approve the Issuance of $195M in Water and
Wastewater Revenue Bonds, Consultant Report, ALJ Report,
proposed Order and Order Approving Long-Term Debt.

2. Other Business

Further information about the meeting may be obtained from the PUC’s
Administrator Lou Palomo at 472-1907. Those persons who require special
accommodations, auxiliary aids, or services to attend the meeting should also

contact Ms. Palomo.

This Notice is paid for by the Guam Public Utilities Commission







RECEIVED
NOV 18 2013

s (omens o
BEFORE THE GUAM PUBLIC UTILITIES COMMISSION P&%
REQUEST BY THE GUAM )
WATERWORKS AUTHORITY FOR ) GWA DOCKET 14-01
APPROVAL OF THE ISSUANCE OF )

$195M IN WATER AND WASTEWATER )
REVENUE BONDS AND TO APPROVE )
THE ASSOCIATED DOCUMENTS )

)
ORDER

On October 24, 2013, Guam Waterworks Authority (“GWA™) petitioned the
Commission for authority to issue up to $195,000,000 in bonds for the purpose of
financing new capital projects, plus such amount as may be appropriate for the purpose of
redeeming or retiring all or a portion of GWA’s outstanding Series 2005 and Series 2010
revenue bonds.

The Commission has examined the petition and the findings and recommendations
of its regulatory consultant and Administrative Law Judge. After discussion at a duly
convened Commission meeting on November 18, 2013 and upon specific finding that the
GWA petition is in the best interests of GWA’s ratepayers, for good cause shown, on
motion duly made, seconded and carried by the undersigned Commissioners, the Guam
Public Utilities Commission hereby ORDERS that:

1. The order approving long term debt, in form attached (*Debt Order™), shall
be and is hereby adopted by the Commission.

2. GWA is reminded that it must obtain prior approval of the Projects, as
scheduled on Exhibit A to the Debt Order, before either procurement can
begin on the projecis or before bond proceeds can be expended or
committed on them. Any reprogramming of projects and the associated
bond funds shall be subject to prior Commission approval.

3.  GWA must obtain prior approval to use any excess bond proceeds or
contingency funds not previously committed to an approved new project

before such excess bond proceeds or contingency funds can be expended or
committed.

4, No implied approval is provided by the Comrnission regarding revenue and
expense pro-forma statements utilized in the fnancing where such
statements have not been previously approved by the Commission.

I| ATTACHMENT A







The Commission authorizes its Chairman to approve any changes to the
maximum principal amount of the bonds to be issued and other matters not
inconsistent with the terms of this Order,

GWA shall provide quarterly reports in a manner approved by the
Commission 45 days after the close of each quarter on the actual uses of the
bonds.

Dated this 18th day of November, 2013.
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UisComnlsin
BEFORE THE GUAM PUBLIC UTILITIES COMMISSION

REQUEST BY THE GUAM )
WATERWORKS AUTHORITY FOR ) GWA DOCKET 14-01
APPROVAL OF THE ISSUANCE OF )
$195M IN WATER AND WASTEWATER )
REVENUE BONDS AND TO APPROVE )

_THE ASSOCIATED DQCIIMENTS )

)

ORDER APPROVING LONG-TERM DEBT

On October 27, 2005, this Commission adopted an Order in Docket No. 05-10 (the
“2005 Order”) approving certain aspects of the proposal of the Guam Waterworks
Authority (“GWA?”) to issue and sell long-term debt in the form of revenue bonds (the
“Bonds™) pursuant to Article 2 of Chapter 14 of Title 12 of the Guam Code Annotated (the
“Act”) for the purposes of financing certain additions and improvements to the water and
wastewater systems of GWA (the “System™).

The proposed form of an indenture pursuant to which the Bonds in one or more
series were proposed to be issued (the *“General Indenture”) was presented to the
Commission at that time. In accordance with the Act, the terms and conditions pursuant to
which the Bonds were to be issued, and included in the General Indenture, were approved.
by the Commission pursuant to the 2005 Order.

GWA executed and delivered the General Indenture, dated as of December 1, 2005,
and issued one series of Bonds on December 7, 2005, having the terms and issued for the
purposes authorized and approved by Orders of the Commission heretofore adopted.

On October 29, 2010, this Commission approved an Order in Docket No. 10-03
approving the issuance and sale by GWA of long-term debt in the form of Bonds pursuant
to the Act for the purposes of financing certain additions and improvements to the System.

GWA. issued one series of Bonds on November 23, 2010, having the terms and
issued for the purposes authorized and approved by Orders of the Commission heretofore

adopted:

GWA has now applied to the Commission for approval of the issnance of one or
more additional series of Bornds in an amount not to exceed $195,000,000 (the “Additional
Bonds”) for the purposes of financing certain additions and improvements described in
Exhibit A to this Order (the “Projects™) the limitations provided in Section 2 of Public Law
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30-145, as amended by Public Law 32-069, and as the same may be further amended by
the Legislature of Guam (as so amended, the “GWA Bonds Law™), and of the terms and
conditions pursuant to which such 2013 Bonds are to be issued.

The proposed form of supplemental indenture pursuant to which the 2013 Bonds
are proposed to be issued (the “Supplemental Indenture”) has been presenied to the
Commission (together with certain financial and other relevant information) and is
attached herefo, together with the General Indenture, as Exhibit B.

The Commission having duly considered the application of GWA and the
information presented on GWA’s behalf and having determined that the issuance of the
2013 Bonds for such purposes is just and reasonable, it is ordered as follows:

1. The issuance of the 2013 Bonds and the terms and conditions pursuant to
which the 2013 Bonds are to be issued and included in Exhibit B are hereby
approved; provided, however, that any material modification or amendment
of the Supplemental Indenture shall be subject to the Commission’s prior
review and approval. GWA shall have the responsibility of bringing any
such material modification or amendment to the Commission’s attention.

2. For the purpose of financing the Projects, GWA is authorized to borrow
funds under the terms and conditions described in Exhibit B. The principal
amount of 2013 Bonds that may be issued may not exceed $195,000,000
with respect to the Additional Bonds, and shall be the amount projected to
be necessary to implement the Projects, and provide for original issue.
discount (if any), a credit enhancement fee (if applicable), underwriters’
discount, other costs of issuance, a debt service reserve fund deposit and
capitalized interest. As provided in the GWA Bonds Law, the 2013 Bonds
shall bear interest at such rate or rates and shall be sold for such price or
prices as shall result in a net yield to the bondholders not exceeding seven
and one-half percent (7.5%) per annum. Original issue discount and credit
enhancement each shall not be used unless it results in a lower yield on such
Bonds, as evidenced by a certificate of GWA. Capitalized interest shall not
exceed an amount sufficient to pay interest on the Additional Bonds for the
period to and including September 30, 2015. Underwriters’ discount (not
including original issue discount) shall not exceed one percent (1.0%) ofthe
original principal amount of such Bonds. Other costs of issuance

(including, but not limited to, fées and disbursements of bond counsel,
printing fees, rating agency fees, initial trustee’s fees, consulting engineer




fees and the fee of the Guam Economic Development Authority) shall not
exceed two percent (2.0%) of the original principal amount of such Bonds.
The 2013 Bonds shail have a final maturity not later than 30 years from

their date of issuance.

Dated this 18th day of November, 2013.
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RECEIVED

Nov .1 & 2018
M%ﬂmm
GUAM WATERWORKS AUTHORITY
and
BANK OF GUAM,
as Trustee,
and

1.8, BANK NATIONAL ASSOCIATION,
as Co-Trustee

SUPPLEMENTAL INDENTURE
Dated as of December 1, 2013
Relating to

$
Guam Waterworks Authority

Water and Wastewater System Revenue Bonds,
Series 2013

OHSUSA:754590185.1
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OHE&S Draft
9/19/13

THIS SUPPLEMENTAL INDENTURE, made and entered into as of December 1, 2013,
by and among the GUAM WATERWORKS AUTHORITY, a duly organized public corporation of the
government of Guam (the “Authority”), BANK OF GUAM, a domestic banking corporation duly
organized and existing under and by virtue of the laws of Guam, having a corporate trust office in Guam,
and being qualified to accept and administer the trusts hereby created and to do business within Guam, as
trustee (the “Trustee™), and U.S. BANK NATIONAL ASSOCIATION, a national banking association
organized under the laws of the United States of America and qualified to accept and administer the trusts
hereby created, as co-trustee (the “Co-Trustee™),

WITNESSETH:

WHEREAS, pursuant {o Article 2, Chapter 14 of Title 12 of the Guam Code Annotated
(the “Act”), the Authority is authorized to issue and sell revenue bonds to raise funds for the purpose of
acquiring, constructing, improving, equipping, maintaining, repairing, renewing, replacing, reconstructing
or insuring the System (as defined in the Indenture), or any part thereof, or for the purpose of refunding
any such bonds or any other prior obligations of the Authority, or for any combination of such purposes;

WHEREAS, the Authority has determined to issue revenue bonds for such purposes and
to that end has duly entered into that cerfain Indenture, dated as of December 1, 2005 (the “Indenture™),
between the Authority and the Trustee, to secure the payment of the principal thereof and the interest and
premium, if any, thereon, and the observance of the covenants and conditions therein contained;

WHEREAS, revenue bonds may be issued pursnant to the Indenture and one or more
indentures supplemental thereto (“Supplemental Indentures™), from time to time, in an aggregate principal
amount not limited except as therein provided, and said revenue bonds are to be designated as the “Guam
Waterworks Authority Water and Wastewater System Revenue Bonds” (the “Bonds™);

WHEREAS, The Authority, the Trustee and the Co-Trustee have heretofore entered into
a Supplemental Indenture dated as of December 1, 2005 pursuant to which $101,175,000 aggregate
principal amount of Bonds further designated as “Series 2005 Bonds™ were issued and a Supplemental
Indenture dated as of November 1, 2010, pursuant to which $118,825,000 of Bonds further designated as
“Series 2010 Bonds” were issued.

WHEREAS, it is now desirable and necessary and in the best interests of the Authority to
anthorize the issuance of $ aggregate principal amount of Bonds further designated as
“Series 2013 Bonds” to raise funds for the purpose of acquiring, constructing, improving, equipping,
maintaining, repairing, renewing, replacing and reconstructing parts of the System, fund capitalized
interest on the Series 2013 Bonds, make a deposit into the Bond Reserve Fund, and pay costs of issuance;

WHEREAS, pursuant to and subject to the terms and conditions set forth in Public Law
No. 28-71, as amended by Public Law Nos. 30-145 and 32~ , the Legislature of Guam (as required
by Section 50103(k) of Title 12, Guam Code Annotated (the “GEDA Law™)) approved the ferms and
conditions of the issuance of said Series 2013 Bonds, so long as the Series 2013 Bonds meet the
requirements set forth in the Act;

WHEREAS, the Guam Economic Development Authority has approved the issuance and
sale of said Series 2013 Bonds as required by the GEDA Law;

WHEREAS, all acts, conditions and things required by the laws of the United States of

America and the laws of Guam to exist, to have happened and to have been performed precedent to and in
connection with the issuance of said Series 2013 Bonds exist, have happened, and have been performed in
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regular and due time, form and manner as required by law, and the Authority is now duly authorized and
empowered, pussuant fo each and every requirement of law, to issue said Bonds for the purpose, in the
manner and upon the terms herein provided;

WHEREAS, no Event of Default (as defined in the Indenture) has occurred or is now
occurring;

NOW, THEREFORE, THIS SUPPLEMENTAL INDENTURE WITNESSETH, in
consideration of the premises and of the mutual covenants herein contained and of the purchase and
acceptance of the Series 2013 Bonds by the owners thereof, and for other valuable considerations, the
receipt of which is hereby acknowledged, the Authority does hereby covenant and agree with the Trustee
and the Co-Trustee as follows:

ARTICLE XX
DEFINITIONS

SECTION 20.01 Definitions, Unless the context otherwise requires, the terms
defined in the Indenture shall, for all purposes of this Supplemental Indenture and of any certificate,
opinion or other document herein mentioned, have the meanings specified in the Indenture.

In addition, uniess the context otherwise requires, the terms defined in this Section shall
for all purposes of the Indenture and this Supplemental Indenture and of any certificate, opinion or other
document kerein mentioned, have the meanings herein specified.

Bond Year

“Bend Year” means, with respect to the Series 2013 Bonds, the period of twelve
consecutive months ending on {July 1] of each year if Series 2013 Bonds are or will be Cutstanding in
such twelve-month period; provided that the first Bond Year shall commence on the date of delivery of
the Series 2013 Bonds and end on [July 1], 2014.

DTC

“DTC” means The Depository Trust Company, New York, New Yark, and its successors
and assigns,
Series 2013 Project

“Series 2013 Project” means, with respect to the Series 2013 Bonds, the acquisition,
construction, improvement, equipping, maintenance, repair, renewal, replacement and reconstruction of
those certain parts of the System to be funded with proceeds of the Series 2013 Bonds.

Series 2013 Bonds, Series 2013 Serial Bonds, Series 2013 Term Bonds

“Series 2013 Bonds™ means the § aggregate principal amount of Guam
Waterworks Authority Water and Wastewater System Revenue Bonds, Series 2013,

“Series 2013 Serial Bonds™ means the Series 2013 Bonds designated as Serial Bonds by
Section 21.02, and for which no Mandatory Sinking Account Payments are provided.
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“Series 2013 Term Bonds” means the Series 2013 Bonds designated as Term Bonds by
Section 21.02, and for which Mandatory Sinking Account Payments are provided.

ARTICLE XXI
AUTHORIZATION AND TERMS OF THE SERIES 2013 BONDS

SECTION 21.01 Anthorization of Series 2013 Bonds. A Series of Bonds is
hereby authorized and created under the Act to raise funds for the Project Costs of the Series 2013 Project
and to pay the Costs of Issuance of such Bonds. Such Series of Bonds is designated as the “Guam
Waterworks Authority Water and Wastewater System Revenue Bonds, Series 2013, The aggregate
principal amount of Series 2013 Bonds which may be issued and Outstanding under this Supplemental
Indenture shall not exceed $

The Series 2013 Bonds shall be treated as a single Series under the Indenture.

SECTION 21.02 Temns of Series 2013 Bonds; Appointments; Designations.

(a) The Series 2013 Bonds shall be issued as fully registered Bonds without
coupons in the derominations of $5,000 or any integral multiple thereof. The Series 2013 Bonds shall
be dated their date of delivery, and interest thereon {based on a 360-day year of twelve thirty-days
months) shall be payable on Janvary 1 and July 1 of each year, commencing [July 1, 2014] (each, an
“Interest Payment Date” for the Series 2013 Bonds).

b) The Series 2013 Bonds shall mature on the dates and in the amounts and shall
bear inferest at the rates per annum specified in the following table:

Maturity Date Principal Interest
(July 1) Amount Rate

(c})  The Series 2013 Bonds maturing on July 1, 20__ through July 1,20 are
Serial Bonds, and the Series 2013 Bonds maturingon July 1,20, July 1,20 and Iuly 1,20 __are
Term Bonds.
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(d) The Principal Payment Period for the Serics 2013 Bonds shall be the twelve
caiendar months next preceding each maturity date or Mandatory Sinking Account Payment date for
such Bonds.

(e The Record Date for all scheduled payments of principal of and interest on the
Series 2013 Bonds shall be the 15™ day of the calendar month next preceding the date each such
payment is due, whether or not such 15™ day is a Business Day.

63 The Co-Trustee is hereby appointed Paying Agent for the Series 2013 Bonds
and Registrar for the Series 2013 Bonds, and the Co-Trustee’s corporate trust office in Los Angeles,
California is hereby designated as the Principal Office of the Co-Trustee. The Trustee is hereby
appointed Depositary for the Series 2013 Construction Account and the Series 2013 Capitalized
Interest Account.

(g2)  The principal of and premium, if any, on each Series 2013 Bond shall be
payable in lawful money of the United States of America to the Owner of such Bond, upon the
surrender of such Bond at the Principal Office of any Paying Agent for such Bond. The interest on
each Series 2013 Bond shall be payable in like lawful money to the person whose name appears on the
bond registration books of the Registrar for such Bond as the Owner of such Bond as of the close of
business on the Record Date for such Bond preceding the Interest Payment Date, whether or not such
Record Date is a Business Day, such interest to be paid by check or mailed by first class mail to such
Owner at such address as appears on such registration books or at such address as such Owner may
have filed with the Registrar for that purpose. Upon the written request of a registered owner of one
million dollars ($1,000,000) or more in aggregate principal amount of Series 2013 Bonds, payment of
interest on and principal (including Redemption Price) of such Bonds shall be made by wire transfer
from the Paying Agent to the registered owner of such Bonds. Any such principal payment by wire
transfer shall nevertheless be subject to prior surrender of the Series 2013 Bonds with respect to which
such payment is made. Each payment of interest or principal on Series 2013 Bonds, whether by check,
draft or wire transfer, shall be accompanied by information specifying for each maturity of such Bonds
with respect to which such payment is being made, the amount and the CUSIP number (if available).

(h)  Each Series 2013 Bond shall bear interest from the Interest Payment Date next
preceding the date of authentication thereof unless it is authenticated as of a day during the period
from the Record Date preceding any Interest Payment Date to the Interest Payment Date, inclusive, in
which event it shall bear interest from such Interest Payment Date, or unless it is authenticated on or
before [June 15, 2014], in which event it shall bear interest from its date of delivery; provided,
however, that if, at the time of authentication of any Series 2013 Bond, interest is in default on
Outsianding Bonds of such Series, such Bond shall bear interest from the Interest Payment Date to
which interest has previously been paid or made available for payment on the Qutstanding Bonds of
such Series.

(i) The Series 2013 Bonds shall be subject to redemption as provided in
Section 21.03,

{H The Registrar for the Series 2013 Bonds shall assign each Series 2013 Bond
authenticated and registered by it a distinctive letter, or number, or letter and number, and shall
maintain a record thereof which shall be avaiiable to the Authority for inspection.

(k) The Series 2013 Bonds, the Registrar’s certificate of authentication and
registration and the form of assignment to appear thereon shall be in substantially the forms set forth in
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Exhibit A hereto, with necessary or appropriate variations, omissions and insertions as permitted or
required by this Indenture.

SECTION 21.03 Terms of Redemption of the Series 2013 Bonds.

(a)  Extraordinary Optional Redemption. The Series 2013 Bonds are subject to
redemption on any date prior to their respective stated maturities, as a whole, or in part so that the
reduction in Annual Debt Service for the Series 2013 Bonds for each Bond Year after such redemption
shall be as nearly proportional as practicable, from and to the extent of proceeds received by the
Authority due to a governmental taking of the System or portions thereof by eminent domain
proceedings, if such amounts are not used for additions, improvements or extensions to the System,
under the circumstances and upon the conditions and terms set forth in the Indenture, at the greater of
par or Amortized Value, plus acerned interest to the date fixed for redemption, without premium.
“Amortized Value” means on any interest payment date, the then current value of the bond amortizing
the original issue premium over the period ending on the first call date using the constant yield
method.

(b}  Optional Redemption, The Series 2013 Bonds maturing on or after
July 1, 20___are subject to redemption prior to their respective stated maturities, at the option of the
Authority, from any source of available moneys, on any date on or after July 1,20, as a whole, or in
part by such maturities or portions of maturitics as shall be determined by the Authority (or by lot
within a maturity in the absence of such a determination), at a redemption price equal to the principal
amount of each Series 2013 Bond called for redemption plus interest accrued to the date fixed for
redemption, without premium,

() Mandatery Sinking Account Redemption. The Series 2013 Term Bonds
maturing on July 1, 20__ are subject to redemption prior to their stated maturity in part, by lot, on
July I of each year from Mandatory Sinking Account Payments, commencing July 1,20, ata
redemption price equal to their principal amount, plus acerued interest thereon to the date fixed for
redemption, without premium, in the years and in the amounts, as set forth below:

Year Amount

T Final maturity.
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The Series 2013 Term Bonds maturing on July 1, 20___ are subject to redemption prior to
their stated maturity in part, by lot, on July 1 of each year from Mandatory Sinking Account Payments,
commencing July 1,20, at a redemption price equal to their principat amount, plus acerued interest
thereon to the date fixed for redemption, without premium, in the years and in the amounts, as set forth
below:

Year Amount

T Final maturity.

The Series 2013 Term Bonds maturing on July 1, 20__ are subject to redemption prior to
their stated maturity in part, by lot, on July 1 of each year from Mandatory Sinking Account Payments,
commencing July I, 20 _, at a redemption price equal to their principal amount, plus accrued interest
thereon to the date fixed for redemption, without premium, in the years and in the amounits, as set forth
below:

Year Amount

T Final maturity.

SECTION 21.04 Special Covenants as to Book-Entry Only System for
Series 2013 Bonds. (a) Except as otherwise provided in subsections (b} and (c) of this Section 21.04, all
of the Series 2013 Bonds initially issued shall be registered in the name of Cede & Co., as nominee for
The Depository Trust Company, New York, New York (“DTC?), or such other nominee as DTC shall
request pursuant to the Representation Letter, Payment of the interest on any Series 2013 Bond registered
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in the name of Cede & Co. shall be made on each interest payment date for such Series 2013 Bonds to the
account, in the manner and at the address indicated in or pursuant to the Representation Letter.

(b)  The Series 2013 Bonds initially shall be issued in the form of a single
authenticated fully registered bond for each stated maturity of each portion of such Series 2013 Bonds,
representing the aggregate principal amount of the Series 2013 Bonds of such portion and maturity.
Upon initial issuance, the ownership of all such Series 2013 Bonds shall be registered in the
registration records maintained by the Registrar pursnant to Section 2.05 hereof in the name of Cede &
Co., as nominee of DTC, or such other nominee as DTC shall request pursuant to the Representation
Letter. The Trustee, the Co-Trustee, the Registrar, the Authority and any paying agent may treat DTC
{or its nominee) as the sole and exclusive owner of the Series 2013 Bonds registered in its name for the
purposes of payment of the principal or redemption price of and interest on such Series 2013 Bonds,
selecting the Series 2013 Bonds or portions thereof to be redeemed, giving any notice permitted or
required to be given to Bondowners hereunder, registering the transfer of Series 2013 Bonds, obtaining
any consent or other action to be taken by Bondowners of the Series 2013 Bonds and for all other
purposes whatsoever; and the Trustee, the Co-Trustes, the Registrar, the Authority and any paying
agent shall not be affected by any notice to the contrary. Neither the Trustee, the Co-Trustee, the
Authority nor any paying agent shall have any responsibility or obligation to any Participant (which
shall mean, for purposes of this Section 21.04, securities brokers and dealers, banks, trust companies,
clearing corporations and other entities, some of whom directly or indirectly own DTC), any person
claiming a beneficial ownership interest in the Series 2013 Bonds under or through DTC or any
Participant, or any other person which is not shown on the registration records as being a Bondowner,
with respect to (i} the accuracy of any records maintained by DTC or any Participant, (i) the payment
by DTC or any Participant of any amount in respect of the principal or redemption price of or interest
on the Series 2013 Bonds, (iii) any notice which is permitted or required to be given to Holders of
Series 2013 Bonds hereunder, (iv) the selection by DTC or any Participant of any person to receive
payment in the event of a partial redemption of the Series 2013 Bonds, or (v) any consent given or
other action taken by DTC as Holder of Series 2013 Bonds. The Paying Agent shall pay all principal
of and premium, if any, and interest on the Series 2013 Bonds only at the times, to the accounts, at the
addresses and otherwise in accordance with the Representation Letter, and all such payments shall be
valid and effective to satisfy fully and discharge the Authority’s obligations with respect to the
principal of and premium, if any, and interest on the Series 2013 Bonds to the extent of the sum or
sums so paid, Upon delivery by DTC to the Trustee and Co-Trustee of written notice to the effect that
DTC has determined to substitute a new nomineg in place of its then existing nominee, the Series 2013
Bonds will be transferable to such new nominee in accordance with subsection (f) of this
Section 21.04,

(c) In the event that the Authority elects to discontinue the book-entry system for
any Series 2013 Bonds, the Trustee shall, upon the written instruction of the Authority, so notify DTC,
whereupon DTC shall notify the Participants of the availability through DTC of bond certificates. In
such event, such Series 2013 Bonds will be transferable in accordance with subsection (f) of this
Section 21.04. DTC may determine to discontinue providing its services with respect to the
Series 2013 Bonds at any time by giving written notice of such discontinuance to the Authority or the
Trustee and Co-Trustee and discharging its responsibilities with respect thereto under applicable law,
In such event, the Series 2013 Bonds will be transferable in accordance with subsection (f) of this
Section 21.04. Whenever DTC requests the Authority, the Trustee and the Co-Trustee to do so, the
Trustee, the Co-Trustee and the Anthority will cooperate with DTC in taking appropriate action after
reasonable nofice to arrange for another securities depository to maintain custody of all certificates
evidencing the Series 2013 Bonds then Outstanding. In such event, the Series 2013 Bonds will be
transferable to such securities depository in accordance with subsection (f) of this Section 21.04, and
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thereafier, all references in this Supplemental Indenture to DTC or its nominee shall be deemed to
refer to such successor securities depository and its nominee, as appropriate,

(d)  Notwithstanding any other provision of this Supplemental Indenture to the
contrary, so long as all Series 2013 Bonds Outstanding are registered in the name of any nominee of
DTC, all payments with respect to the principal of and premium, if any, and interest on each such
Serjes 2013 Bond and all notices with respect to each such Series 2013 Bond shall be made and given,
respectively, to DTC as provided in the Representation Letter.

(e) The Ce-Trustee is hereby authorized and requested to execute and deliver the
Representation Letter and, in connection with any snccessor nominee for DTC or any successor
depository, enter inte comparable arrangements, and shall have the same rights with respect to its
actions thereunder as it has with respect to its actions under this Supplemental Indenture.

In the event that any transfer or exchange of Series 2013 Bonds is authorized
under subsection (b) or (¢} of this Section 21.04, such transfer or exchange shall be accomplished upon
receipt by the Registrar from the registered owner thereof of the Series 2013 Bonds to be transferred or
exchanged and appropriate instruments of transfer to the permitted transferee, all in accordance with
the applicable provisions of Sections 2.03 and 2.04 of the Indenture. In the event Series 2013 Bond
certificates are issued to Holders other than Cede & Co., its successor as nominee for DTC as holder of
all the Series 2013 Bonds, another securitics depository as holder of all the Series 2013 Bonds, or the
nontinee of such successor securities depository, the provisions of Sections 2.03 and 2.04 of the
Indenture shall also apply to, among other things, the registration, exchange and transfer of the
Series 2013 Bonds and the method of payment of principal of, premium, if any, and interest on the
Series 2013 Bonds.

ARTICLE XXII
ISSUANCE OF SERIES 2013 BONDS; APPLICATION OF PROCEEDS; FUNDS AND ACCOUNTS
SECTION 22.01 Issuance of Series 2013 Bonds. At any time after the execution
and delivery of this Supplemental Indenture, the Authority may sell and execute and the Registrar for the

Series 2013 Bends shall authenticate and, upon the Order of the Authority, deliver the Series 2013 Bonds
in an aggregate principal amount not to exceed § .

SECTION 22.02 Application of Proceeds of Series 2013 Bonds and Other
Moneys. (2) The net proceeds received by the Authority from the sale of the Series 2013 Bonds in the

amount of § shall be deposited with the Trustee, who shall forthwith apply such
proceeds in the following manner, as directed by a Request of the Authority:

@ The Trustee shall deposit in the Series 2013 Capitalized Interest
Account the ameunt of $ ;

(i) the Trustee shall deposit in the Series 2013 Construction Account the
amount of 3 ;and

(iii) the Trustee shall transfer to the Co-Trustee, for deposit in the Bond

Reserve Fund, the amount of § , which brings the total amount on deposit therein to the
Bond Reserve Requirement of §
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(b}  Pursuant to Section 5.06 of the Indenture, to the extent that moneys in the
Bond Reserve Fund exceed the Bond Reserve Fund Requirement, income derived from the investment
of the proceeds of the Series 2013 Bonds in the Bond Reserve Fund prior to the completion of the
Series 2013 Project shall be deposited in the Series 2013 Construction Account; otherwise such
income shall be transferred to the Revenue Fund.

SECTION 22.03 Establishment of Funds and Accounts.

(a) To ensure the proper application of such portion of proceeds from the sale of
the Series 2013 Bonds to be applied to pay Project Costs of the Series 2013 Project, including
Capitalized Interest on the Series 2013 Bonds, and to pay Costs of Issuance of the Series 2013 Bonds,
there is hereby established within the Construction Fund the “Series 2013 Construction Account”,

* which shall be held by the Trustee, as Depositary therefor. To ensure the proper application of such
proceeds from the sale of the Series 2013 Bonds to be applied to pay Capitalized Interest on the
Series 2013 Bonds, there is hereby established within the Series 2013 Construction Account the
“Series 2013 Capitalized Inferest Account,” which shall be held by the Trustee as Depositary therefor.

(b) The monies set aside and placed in the Series 2013 Construction Account to
be applied to the Project Costs of the Series 2013 Project shall be expended for the purposes of the
Series 2013 Project and shall not be used for any other purpose whatsoever. The Depositary shall
reserve the amount of § to pay Costs of Issnance of the Series 2013 Bonds; provided,
however, that any of such funds that remain on deposit in the Series 2013 Construction Account after
I , 2014] shall be applied to the Project Costs of the Series 2013 Project.

(i) Before any payment from the Series 2013 Construction Account shall
be made by the Depositary, the Authority shall file or cause to be filed with the Depositary a requisition
of the Authority (each a *“Requisition™), such Requisition to be signed by the Chairperson or the General
Manager or by any other officer of the Authority duly authorized by resolution of the Board for that
purpose and to include (1) the item number of such payment; (2) the name and address of the person to
whom each such payment is due, which may be the Authority in the case of reimbursement for costs
theretofore paid by the Anthority; (3) the respective amounts fo be paid; (4) the purpose by general
classification for which each obligation to be paid was incurred; and (5) that obligations in the stated
amounts have been incurred by the Authority and are presently due and payable and that each item
thereof is a proper charge against the Series 2013 Construction Account and has not been previously paid
from said Account.

(i) When the Authority determines that the Series 2013 Project has been
completed, a Certificate of the Authority shall be delivered to the Depositary by the Authority stating: (1)
the fact and date of such completion; (2) that all of the Project Costs of the Series 2013 Project have been
determined and paid (or that all of such costs have been paid less specified claims that are subject to
dispute and for which a retention in the Series 2013 Construction Account is to be maintained in the full
amount of such claims until such dispute is resolved); and (3) that the Depositary is to transfer the
remaining balance ir the Series 2013 Construction Account, less the amount of any such retention, to the
Co-Trustee for deposit to the Bond Reserve Fund, to the extent of any deficiency therein, and then to the
Debt Service Fund,

(¢)  The Depositary shall transfer all money in the Series 2013 Capitalized Interest
Account o the Co-Trustee, and the Co-Trustee shall apply such money to pay interest due on the
Series 2013 Bonds in accordance with the following schedule, provided that any amounts remaining in
the Series 2013 Capitalized Interest Account after the final transfer shail be transferred to the Co-
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Trustee for deposit in the Debt Service Fund and the Depositary shall close the 2013 Capitalized
Interest Account:

Series 2013 Capitalized Interest Schedule
Date Capitalized Interest Transfer
Amount
January 1, 2014
July 1, 2014
January 1, 2015
July 1, 2015
[January 1, 2016]* Balance

* Final transfer

(d)  Asprovided in Section 5.05 of the Indenture, the Series 2013 Bonds shall be
payable from the Debt Service Fund, and, in accordance with Section 5.06 of the Indenture, the
Series 2013 Bouads shall be secured by the Bond Reserve Fund.

ARTICLE 3311
TAX COVENANTS
SECTION 23.01 2013 Rebate Account.

(A)  The Trustee, as Depositary for the Revenue Fund, shall establish and maintain
within the Rebate Fund a separate subaccount designated as the “2013 Rebate Account.” There shall be
deposited in the 2013 Rebate Account from amounts in the Operation and Maintenance Fund or other
lawfully available moneys such amounts as are required to be deposited therein pursuant to the Tax
Certificate delivered by the Authority in connection with the issnance of the Series 2013 Bonds. All
money at any time deposited in the 2013 Rebate Account shall be held by the Trustee in trust, to the
extent required to satisfy the Rebate Requirement for the Series 2013 Bonds (as defined in such Tax
Certificate), for payment to the United States of America, and the United States of America is hereby
granted a first lien on such money until such payment. All amounts required to be deposited into or on
deposit in the 2013 Rebate Accounnt shall be governed exclusively by this Section and by such Tax
_ Certificate (which is incorporated herein by reference).

In the event that the amount in the 2013 Rebate Account exceeds the Rebate Requirement
for the Series 2013 Bonds, upon the Request of the Authority, the Trustee shall transfer the excess from
the 2013 Rebate Account to the Revenue Fund.

(B)  Notwithstanding any provisions of this Section, if the Authority shall provide to
the Trustee an opinion of Bond Counsel that any specified action required under this Section is no longer
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required or that some further or different action is required to maintain the exclusion from federal income
tax of interest on any Series of Bonds, the Trustee and the Authority may conclusively rely on such
opinion in complying with the requirements of this Section, and, notwithstanding Article IX of the
Indenture, the covenanis hereunder shall be deemed to be modified to that extent.

SECTION 23.02 Tax Covenants for Series 2013 Bonds, {(A) The Authority
intends that interest on the Series 2013 Bonds be excluded from gross income for federal income tax
purposes, that the Series 2013 Bonds and the interest thereon be exempt from taxation by any state or
political subdivision or the Disirict of Columbia and that interest on the Series 2013 Bonds not be treated
as a specific preference item for purposes of the federal individual and corporate alternative minimum
taxes. The Authority reserves the right to determine the desired tax status of any additional Series of
Bonds.

(B)  The Authority shall not use or permit the use of any proceeds of the Series 2013
Bonds or any other funds of the Authority, directly or indirectly, to acquire any securities or obligations,
and shall not use or permit the use of any amounts received by the Authority in any manner, and shall not
take or permit to be taken any other action or actions, which would cause any such Bond to be an
“arbitrage bond” within the meaning of Section 148 of the Code or to be “federally guaranteed” within
the meaning of Section 149(b) of the Code.

(C)  The Authority shall at all times do and perform all acts and things permitted by
law and this Indenture which are necessary or desirable in order to assure that interest paid on the
Series 2013 Bonds (or on any of them) shall be excluded from gross income for federal income tax
purposes and that interest paid on the Series 2013 Bonds shall not be treated as a specific preference item
for purposes of the federal individual and corporate alternative minimum taxes,

SECTION 23.03 Continning Disclosure. The Authority hereby covenants and
agrees to comply with the Series 2013 Continning Disclosure Agreement, by and between the Authority
and the Co-Trustee (the “Series 2013 Continuing Disclosure Agreement”), as it may from time to time
hereafter be amended or supplemented. Notwithstanding any other provision of the Indenture, failure of
the Authority to comply with the requirements of the Series 2013 Continuing Disclosure Agreement shall
not be considered an Event of Default and the Co-Trustee shall have no right to accelerate amounis due
under the Indenture as a result thereof; provided, however, that the Trustee and the Qwners of not less
than 25% in principal amount of the Outstanding Series 2013 Bonds may take such action as may be
necessary and appropriate, including seeking mandate or specific performance by court order, to cause the
Anthority to comply with its obligations in this Section with respect to the Series 2013 Continuing
Disclosure Agreement.
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IN WITNESS WHEREOF, the GUAM WATERWORKS AUTHORITY has caused this
Supplemental Indenture to be signed in its name by its duly authorized officers; and BANK OF GUAM
and U.S. BANK NATIONAL ASSOCIATION, in token of their acceptance of the respective trusts
created hereunder, and being hereby appointed by the GUAM WATERWORKS AUTHORITY to such
trusts, have caused this Supplemental Indenture to be signed in their respective corporate names by one of
their authorized officers, all as of the day and year first above written,

GUAM WATERWORKS AUTHORITY

By

Chairperson of the Board
By

General Manager
BANK OF GUAM, as Trustee
By

Authorized Officer

U.S. BANK NATIONAL ASSOCIATION, as Co-
Trustee

By

Authorized Officer
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The undersigned U.5. BANK NATIONAL ASSOCIATION, hereby accepts and agrees

to perform the duties and obligations of Registrar and Paying Agent under this Supplemental Indenture.

U.S. BANK NATIONAL ASSOCIATION, as Registrar
and Paying Agent

By

Authorized Officer
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The undersigned BANK OF GUAM, hereby accepts and agrees to perform the duties and
obligations of Depositary for the Series 2013 Construction Account and for the Series 2013 Capitalized
Interest Account under this Supplemental Indenture.

BANEK. OF GUAM, as Depositary

By

Authorized Officer

CHSUSA:754500185.1




EXQIIBIT A

FORM OF BOND

No.R- $

GUAM WATERWORKS AUTHORITY
WATER AND WASTEWATER SYSTEM REVENUE BOND,

SERIES 2013
INTEREST RATE MATURITY DATE ATED DATE CUSIP
July 1,20 December 2013
Registered Owner: CEDE AND CO.

Principal Sum: Dollars

The GUAM WATERWORKS AUTHORITY, a duly organized public corporation of the
government of Guam (herein called the “Authority™), for valve received, hereby promises to pay (but only
out of the Revenues pledged therefor as hereinafter mentioned) to the registered owner identified above or
registered assigns, on the maturity date specified above (subject to any right of prior redemption
hereinafter mentioned), the principal sum specified above in lawful money of the United States of
America; and to pay interest thereon, in like lawful money and solely from said Revenues, from the
Interest Payment Date next preceding the date of authentication of this Bond unless this Bond is
authenticated as of a day during the period from the Record Date preceding any Interest Payment Date to
the Interest Payment Date, inclusive, in which event it shall bear interest from such Interest Payment
Date, or unless this Bond is authenticated on or before [June 15, 2014], in which event it shall bear
interest from its date of delivery, until payment of such principal sum shall be discharged as provided in
the indenture hereinafter mentioned, at the interest rate specified above per annum, payable on January 1
and July 1 in each year, commencing [July 1, 2014]; provided, however, that if, at the time of
authentication of this Bond, interest is in default hereon, this Bond shall bear interest from the Interest
Payment Date to which interest has previously been paid or made available for payment. The principal
(or redemption price) hereof is payable upon surrender hereof at the Principal Office of U.S. Bank
National Association (herein called the “Paying Agent™) in Los Angeles, California, and the interest
hereon is payable by check or draft mailed by first class mail to the person in whose name this Bond is
registered at the close of business on the fificenth day of the month immediately preceding an interest
payment date, at such person’s address as it appears on the bond registration books of U.S. Bank National
Association (herein called the “Registrar™). Upon the written request of a registered owner of $1,000,000
or more in aggregate principal amount of Series 2013 Bonds, payment of interest on and principal
(including redemption price) of such Bonds will be made by wire transfer as provided in the Indenture;
provided that any such principal payment shall nevertheless be subject to prior surrender of the
Series 2013 Bonds with respect to which such payment is made.

This Bond is one of a duly authorized issve of bonds of the Authority designated as the

“Guam Waterworks Authority Water and Wastewater System Revenue Bonds” (herein called the
“Bonds”), unlimited in aggregate principal amount, except as otherwise provided in the laws of the
United States of America and the government of Guam and in the Indenture hereinafter mentioned, which
issue of Bonds consists or may consist of one or more Series of varying dates, maturities, interest rates,
and redemption and other provisions, all issued or to be issued pursuant to Article 2, Chapter 14 of

Title 12 of the Guam Code Annotated, as amended, and that certain Indenture, dated as of December 1,
2005 (as heretofore and hereafter supplemented, the “Indenture”™), by and between the Authority, Bank of
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Guam, as trustee (herein called the “Trustee™) and U.S. Bank National Association, as co-trustes (herein
called the “Co-Trustee”). This Bond is also one of a duly authorized series of Bonds additionally
designated “Series 2013 (herein called the “Series 2013 Bonds™), in the aggregate principal amount of
Dollars (§ ), all issued under the
provisions of the Indenture and a Supplemental Indenture, dated as of November 1, 2013, by and between
the Authority, the Trustee and the Co-Trustee. Reference is hereby made to the Indenture (a copy of
which is on file at said office of the Trustee), including all indentures supplemental thereto, for a
description of the rights thereunder of the registered owners of the Bonds, of the nature and extent of the
security and provisions for payment of the Bonds, of the rights, duties and immunities of the Trustee and
other fiduciaries and of the rights and obligations of the Authority thereunder, to all the provisions of
which Indenture the registered owner of this Bond, by acceptance hereof, assents and agrees,

The Bonds and the interest thereon (to the extent set forth in the Indenture) are payable
solely from Revenues (as that term is defined in the Indenture) pledged as provided in the Indenture.
Subject only to the provisions of the Indenture permitting the application thereof for or to the purposes
and on the terms and conditions set forth therein and to the provisions of that certain Consent Decree
dated April 24, 2003 and the related Order dated May 9, 2003, relating to United States of Americav.
Government of Guam, said Revenues are pledged under the Indenture to secure the payment of the
principal of, premium, if any, and interest on the Bonds in accordance with their terms and the provisions
of the Indenture and the payment of Credit Agreement Payments and Parity Payment Agreement
Payments in accordance with their terms.

The Series 2013 Bonds are subject to redemption on any date prior to their respective
stated maturities, as a whole, or in part so that the reduction in Annual Debt Service for the Series 2013
Bonds for each Bond Year after such redemption shall be as nearly proportional as practicable, from and
to the extent of proceeds received by the Authority due to a governmental taking of the System or
portions thereof by eminent domain proceedings, if such amounts are not used for additions,
improvements or extensions to the System, under the circumstances and upon the conditions and terms set
forth in the Indenture, at the greater of par or Amortized Value, plus accrued interest to the date fixed for
redemption, without premium. “Amortized Value” means on any interest payment date, the then current
value of the bond amortizing the original issue premium over the period ending on the first call date using
the constant yield method.

The Series 2013 Bonds maturing on or after July 1, 20 are subject to redemption prior
to their respective stated maturities, at the option of the Authority, from any source of available moneys,
on any date on or after July 1, 20__, as a whole, or in part by such maturities or portions of maturities as
shall be determined by the Authority (or by lot within a maturity in the absence of such a determination),
at a redemption price equal to the principal amount of each Series 2013 Bond called for redemption plus
interest accrued to the date fixed for redemption, without premium.

The Series 2013 Bonds maturing on July 1,20, July 1,20 and July 1,20__are
subject to redemption prior to their stated maturity in part, by lot, or July 1 of each year from Mandatory
Sinking Account Payments, commencing July 1,20__ July 1,20 __ and July 1, 20__, respectively, ata
redemption price equal to the Mandatory Sinking Account Payment amount for such date set forth in the

Indenture, plus accrued interest thereon to the date fixed for redemption, without premium.

Notice of any redemption, identifying the Bonds or portions thereof to be redeemed, shall
be given by the Registrar not less than 30 nor more than 60 days before the date fixed for redemption by
first class mail to each of the registered owners of Bonds designated for redemption at their addresses
appearing on the bond registration books of the Registrar on the date the Bonds to be redeemed are
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selected. Receipt of such notice by such registered owners shall not be a condition precedent to such
redeinption.

If this Bond is called for redemption and payment is duly provided herefor as specified in
the Indenture, interest shall cease to acerue hereon from and after the date fixed for redemption,

The Series 2013 Bonds are issuable only in fully registered form in denominations of
$5,000 or any integral multiple thereof. Subject to the limitations and upon payment of the charges, if
any, provided in the Indenture, this Bond may be exchanged, at the Principal Office of the Registrar, in
Los Angeles, California, or such other office as the Repistrar shall designate, for a new fully registered
Bond or Bonds, of the same Series, maturity and tenor and of any authorized denomination or
denominations and for the aggregate principal amount of this Bond then remaining outstanding.

This Bond is transferable by the registered owner hereof, in person or by its attorney duly
anthorized in writing, at said office of the Registrar, but only in the manner, subject to the limitations and
upon payment of the charges, if any, provided in the Indenture, and upon surrender and cancellation of
this Bond. Upon such transfer a new registered Bond or Bonds, of the same Series and maturity and of
any authorized denomination or denominations and for the same aggregate principal amount of this Bond
then remaining outstanding, will be issued to the transferee in exchange therefor. The Registrar shall not
be required to register the transfer of this Bond during the period established by the Trustee for the
selection of Bonds for redemption or at any time after selection of this Bond for redemption.

The Authority, the Trustee, the Paying Agent and the Registrar may treat the registered
owner hereof as the absolute owner hereof for all purposes, and neither the Authority, the Paying Agent
nor the Registrar shall be affected by any notice to the contrary,

The Indenture and the rights and obligations of the Authority, the registered owners of
the Bonds, the Trusice, the Registrar and other fiduciaries may be modified or amended at any time in the
manner, to the extent, and upon the terms provided in the Indenture, provided that no such modification or
amendment shall (a) extend the fixed maturities of the Bonds, or extend the time for making any
Mandatory Sinking Account Payments, or reduce the rate of interest thereon, or extend the time of
payment of interest, or reduce the amount of principal thercof, or reduce any premium payable on the
redemption thereof, without the consent of the Owner of each Bond so affected, (b) reduce the aforesaid
percentage of Owners of Bonds whose consent is required for the execution of any amendment or
modification of this Indenture or permit the creation of any lien on the Revenues prior to or on a parity
with the lien created by this Indenture or deprive the Owners of the Bonds of the lien created by this
Indenture upon such Revenues, without in each case the consent of the Owners of all of the Bonds then
Outstanding,

The Bonds are limited obligations of the Authority, payable sclely from and secured by a
pledge of the Revenues as provided in the Indenture. The Bonds are not a legal or equitable pledge,
charge, licn or encumbrance upon any properfy of the Authority or upon any of its income, receipts or
revenues except the Revenues pledged to the payment thereof as provided in the Indenture.

Neither the Government of Guam nor any political subdivision thereof is obligated to pay
the principat of, Redemption Price, if applicable, or interest on the Bonds, except from Revenues, and

neither the Authority, the Government of Guam nor any political subdivision thereof has pledged its faith
or credit to the payment of the principal of, redemption price, if applicable, or interest on the Bonds.
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This Bond shall not be entitled to any benefit under the Indenture, or become valid or
obligatory for any purpose, until the certificate of authentication and registration hereon endorsed shall
have been dated and signed by the Registrar.

It is hereby certified and recited that any and all conditions, things and acts required to
exist, to have happened and to have been performed precedent to and in the issuance of this Bond exist,
have happened and have been performed in due time, form and manner as required by the laws of the
United States of America and the government of Guam, and that the amount of this Bond, together with
all other indebtedness of the Authority, does not exceed any limit prescribed by such laws, and is not in
excess of the amount of Bonds permitted to be issued under the Indenture.
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IN WITNESS WHEREOF, the GUAM WATERWORKS AUTHORITY has caused this
Bond to be executed in its name and on its behalf by the manual or facsimile signature of the Chairman of
the Consolidated Commission on Utilities and the Chief Financial Officer of the Authority, all as of the
dated date first set forth above.

GUAM WATERWORKS AUTHORITY

By

Chairman of the Board of Directors

By

Chief Financial Officer
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[FORM OF] CERTIFICATE OF AUTHENTICATION AND REGISTRATION

This is one of the Bonds described in the within-mentioned Indenture, which has been
registered as of .

.S, BANK NATIONAL ASSOCIATION, as
Registrar

By

Anuthorized Officer
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[FORM OF] ASSIGNMENT
For value received the undersigned do(es) hereby sell, assign and fransfer unto the
within-mentioned registered Bond and hereby irrevocably constitute(s) and appoint(s) attorney, to transfer
the same on the books of the Registrar with full power of substitution in the premises.

Dated:

NOTICE: The signature on this
Assignment must correspond with the name as it
appears on the face of the within Bond in every
particular, without alteration or enlargement or
any change whatsoever.

Signature Guaranteed: Social Security Number, Taxpayer Identification
Number cr other Identifying Number of
Assignee:

Notice: Signature must be guaranteed by a
member firm of the New York Stock
Exchange or a commercial bank or trust
company,

Note: Transfer fees must be paid to the Registrar in order to transfer or exchange this bond as provided
in the within-mentioned Indenture.
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EXHIBIT A
FORM OF BO
No.R~___ 5

GUAM WATERWORKS AUTHORITY
WATER AND WASTEWATER SYSTEM REVENUE BOND,

SERIES 2013
INTEREST RATE MATURITY DATE DATED DATE CUSIP
July 1,20__ December __, 2013
Registered Owner: CEDE AND CO.

Principal Saum: Dollars

The GUAM WATERWORKS AUTHORITY, a duly organized public corporation of the
govemnment of Goam (hercin called the “Authority”), for value received, hereby promises to pay (but ohly
ont of the Revenues pledged therefor as hereinafter mentioned) to the registered owner identified above of
registered assigns, on the maturity date specified above (subject to any right of prier redemption
hereinafter mentioned), the principal sum specified above in lawful money of the United States of
America; and to pay interest thereon, in like lawful money and solely from said Revenues, from the
Interest Payment Date next preceding the date of authentication of this Bond unless this Bond is
guthenticated as of a day during the period from the Record Date preceding any Iutetest Payment Date to
the Interest Payment Date, inclusive, in which event it shall bear interest from such Interest Payment
Date, or unless this Bond is authenticated on or before [June 15, 2014), in which event it shall bear
interest from its date of delivery, until payment of such principal sum shall be discharged as provided in
the indenture hereinafter mentioned, at the intercst rate specified above per annum, payable on January 1
and July 1 in cach year, commencing [July 1, 2014); proyided, howaver, that if, at the time of
authentication of this Bond, interest is in default hereon, this Bond shall bear interest from the Inferest
Payment Date to which interest has previously been paid or made available for payraent. The principal
(or redemption price) hereof is payable upon surrender hereof at the Principal Office of US. Bank
National Association (herein called the “Paying Agent™) in Los Angeles, California, and the interest
hercon is payable by check or draft mailed by first class mail te the person in whose name this Bond is
registered at the close of business on the fifteenth day of the'month immediately preceding an interest
payment date, at such person’s address as it appears on the bond registration books of U.S. Bank National
Association (herein called the "Registrar™). Upon the written request of a registered owner of $1,000,000
or mote in aggregate principal amount of Series 2013 Bonds, payment of interest on and principal
(including redemption price) of such Bonds will be made by wire transfer as provided in the Indenture;
provided that any such principal payment shall nevertheless be subject to prior surrender of the
Series 2013 Bonds with respect to which such payment is made.

This Bond is one of a duly autherized issuc of bonds of the Anthority designaied as the
“Guam Waterworks Authority Water and Wastewater System Revenue Bonds” (herein called the
"Bonds™), unlimited in aggregate principal amount, except as otherwise provided in the laws of the
United States of America and the government of Guam and in the Indenture hereinafter mentioned, which
issue of Bonds consists or may consist of one or mote Series of varying dates, maturities, interesl mates,
and redemption and other provisions, all issued or to be issued pursuant to Article 2, Chapter 14 of
Title 12 of the Guam Code Annotated, as amended, and that certain Indenture, dated as of December 1,
2005 (as heretofore and hereafter supplemented, the “Indenture”), by and between the Authority, Bank of
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Guarn, as trustec (berein called the “Trustec”) and U.S, Bank National Association, as co-trustee (herein
called the “Co-Trustee™). This Bond is also one of a duly authorized series of Bonds additionaily
designated “Series 2013" (herein called the “Series 2013 Bonds™), in the aggregate principal amount of
Dollars (3 ), all issucd under the
provisions of the Indenturo 2nd a Supplemental Indenture, dated as of November 1, 2013, by and between
the Authority, the Trustee and the Co-Trustee. Reference is hereby made to the Indenture (a copy of
which is on file at said office of the Trustee), including all indentures supplemental thereto, for a
deseription of the rights thereunder of the registered owners of the Bonds, of the nature and extent of the
security and provisions for payment of the Bonds, of the rights, duties and immunities of the Trustee and
other fiduciaries and of the rights and obligations of the Authority thereunder, to all the provisions of
which Indenture the registered owner of this Bond, by acceptance hercof, assents and agrees.

The Bonds and the interest thereon {to the extent set forth in the Indenture) are payable
solely from Revenues (as that term is defined in the Indenture) pledged as provided in the Indenture.
Subject only to the provisions of the Indenture permitting the application thareof for or to the purposes
and on the terms and conditions set forth therein and to the provisions of that cerfain Consent Decree
dated April 24, 2003 and the related Order dated May 9, 2003, relating to United States of America v.
Government of Guam, said Revenues are pledged under the Indenture to secure the payment of the
principal of, premium, if any, and interest on the Bonds in accordance with their terms and the provisions
of the Indenture and the payment of Credit Agreement Payments and Parity Payment Agreement
Payments in accordance with their terms.

The Series 2013 Bonds are subject to rederaption on any date prior to their respective
stated maturities, as a whole, or in part 50 that the reduction in Annual Debt Service for the Series 2013
Bonds for cach Bond Year after such redemption shall be as nearly proportional as practicable, from and
to the extent of proceeds received by the Authority due to a governmental taking of the System or
portions thereof by eminent domain proceedings, if such amounts are not used for additions,
improvements or extensions ta the System, under the circumstances and upon the conditions and terms set
forth in the Indenturs, at the greater of par or Amortized Value, plus acened interest to the date fixed for
redemption, without premium. “Amortized Value" means on any interest payment date, the then current
value of the bond amortizing the original issue premium over the period ending on the first call date using
the constant yield method.

The Series 2013 Bonds maturing on or after July 1, 20__ arc subject to redemption prior
to their respective stated maturities, at the option of the Authority, from any source of available moneys,
on any date on orafter July 1, 20__, as a whole, or in past by such maturities or portions of maturities as
shall be determined by the Authority (or by lot within a maturity in the absence of such a determination),
at a redemption price equal to the principal amount of each Series 2013 Bond called for redemption plus
interest accrued to the date fixed for redemption, without premium.

The Series 2013 Bonds maturing on July 1, 20__, July 1,20__ and July 1,20__ are
subject to redemption prior to their stated maturity in part, by lot, on July 1 of each year frorn Mandatory
Sinking Account Paymen(s, commencing July 1, 20__July 1, 20___ and July 1, 20__, respectively, ata
redemption price equal to the Mandatory Sinking Account Payment amount for such date set forth in the
Indenture, plus acerued interest thereon to the date fixed for redemption, without premiom,

Notice of any redemption, identifying the Bonds or portions thereof to be redeerned, shall
be given by the Reglstrar not less than 30 nor more than 60 days before the date fixed for redemption by
first class mail 1o cach of the registered owners of Bonds designated for redemption at their addresses
appearing on the bond registration books of the Registrar on the date the Bonds te be redsemed are
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selected. Receipt of such notice by such registered owners shall not be a condition precedent o such
redemption.

If this Bond is called for redemption and payment is duly provided herefor as specified in
the Indenture, interest shall cease to accrue hereon from and afier the date fixed for redemption.

The Series 2013 Bonds arc issvable only in fully registered form in denominations of
$5,000 or any integral multiple thereof. Subject to the limitations and upon payment of the charges, if
any, provided in the Tndenture, this Bond may be exchanged, at the Principal Cffice of the Registrar, in
Los Angéles, California, or such other office as the Registrar shall designate, for a new fully registered
Bond or Bonds, of the same Series, maturity and tenor and of any authorized denomination or
denorinations and for the aggregate principal amount of this Bond then remeining oulstanding.

This Bond is transferable by the registered owner hereof, in person or by its attomey duly
authorized in wrifing, at said office of the Registrar, but only in the manmer, subject to the limitations and
upon payment of the charges, if any, provided in the Indenture, and upon surrender and cancellation of
this Bond. Upon such transfer a new registered Bond or Bonds, of the sere Series and maturity and of
any authorized denomination or denominations and for the same aggregate principal amount of this Bond
then remaining outstanding, will be issued to the transferee in exchange therefor, The Registrar shall not
be required 1o register the transfer of this Bond during the period established by the Trustee for the
selection of Bonds for redémption or at any time after selection of this Bond for redemption,

The Authority, the Trustee, the Paying Agent and the Registrar may treat the registered
owner hereof as fhe absolte owner hereof for all purposes, and neither the Authority, the Paying Agent
nor the Registrar shall be affected by any notice to the contrary.

The Indenture and the rights and obligations of the Authority, the registered owners of
the Bonds, the Trustee, the Registrar and other fiduciaties may be modified or amended at any time in the
manner, 1o the extent, and upon the terms provided in the Indenture, provided that no such modification or
amendment shall (a) extend the fixed matnrities of the Bonds, or extend the time for making any
Mandatory Sinking Account Payments, or reduce the rate of interest thereon, or extend the time of
payment of interest, or reduce the amount of principal thereof, or reduce any premium payable on the
redemnption thereof, without the consent of the Owner of each Bond so affected, (b) reduce the aforesaid
percentage of Owners of Bonds whose consent is required for the execution of any amendment or
modification of this Indenture or permit the creation of any lien on the Revenues priortoorona parity
with the lien created by this Indenture or deprive the Owners of the Bonds of the lien created by this
Indenture upon sach Revenues, without in cach case the consent of the Owners of all of the Bonds then

Cutstanding.

The Bonds are limited obligations of the Autherity, payable solely from and secured by a
pledge of the Revenues as provided in the Indentuore, The Bonds are not a legal or equitable pledge,
charge, lien or encumbrance upon any property of the Authority or upon any of its income, receipts or
revenues except the Revenues pledged to the payment thereof as provided in the Indenture,

Neither the Government of Guam nor any political subdivision thereof is obligated to pay
the principal of, Redemption Price, if applicabie, or intercst on the Bonds, except from Revenues, and

neither the Authority, the Government of Guam nor any political subdivision thereof s pledged its faith
or credit to the payment of the principal of, redemption price, if applicable, or interest on the Bonds.
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This Bond shall not be entitled to any benafit under the Indenture, or becoms valid or
obligatory for any purpose, until the certificate of authentication and registration hercon endorsed shall
have been dated and signed by the Registrar.

It is hereby certified and recited that any and all conditions, things and acts required to
exist, to have happened and to have been performed precedent 10 and in the issuance of this Bond exist,
have happened and have been performed in due time, form and manner as required by the laws of the
United States of America and the government of Guam, and that the amount of this Bond, together with
all other indebtedness of the Authority, does not exceed any limit prescribed by such Taws, and is not in
excess of the amount of Bonds permiited to be issued under the Indenture.
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IN WITNESS WHEREOF, the GUAM WATERWORKS AUTHORITY has caused this
Bond to be exceuted in its name and on jts behalf by the manual or facsimile signature of the Chairman of
the Consolidated Commission on Utilities and the Chicf Financial Officer of the Authority, all as of the
dated date first set forth above,

GUAM WATERWORKS AUTHORITY

By

Chairman of the Board of Directors

By

Chief Financial Officer
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[FORM OF] CERTIFICATE OF AUTHENTICATION AND REGISTRATION
This is one of the Bonds described in the within-mentioned Indenture, which has been
registered as of .

1.5, BANK NATIONAIL ASSOCIATION, as
Registrar

By

Authorized Officer
mﬁ
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[FORM OF] ASSIGNMENT

For value received the undersigned do(es) hereby sell, assign and transfer anto the
within-mentioned registered Bond and hereby irrevocably constitute(s) and appoint(s) atomney, to transfer
the same on the books of the Registrar with full power of substitution in the premises.

Dated:
NOTICE: The signature on this
Assignment must correspond with the name as it
appears on the face of the within Bond in cvery
particular, withont alteration cr enlargement or
any change whatsoever,
Signature Guaranteed: Social Sccurily Number, Taxpayer Identification
Namber or other Identifying Number of
Assignee;
Notice: Signature must be gnaranteed by a
member firm of the New York Stock
Exchange or a commercial bank or trust
company.

Note:  Transfer fees must be paid 10 the Registrar in order 10 transfer or exchange this bond as provided
in the within-mentioned Indenture.
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CERTIFICATE OF THI ACTING GENERAL MANAGER OF THE AUTHORITY
Dated: November 23, 2010

1, John Benavente, hereby certify that ] am the Acting General Manager of the
Guam Waterworks Authority (“Authority™} and that attached hereto are true and correct copies
of the Indenture, dated as of December 1, 2005 (the “Indenture™), among the Aunthority, the Bank
of Guam, as Trustee and Depository (the “Trustee™) and U.S. Bank National Association, as Co-
Trustee and Paying Agent (the “Co-Trustee™), and the Supplemental Indenture, dated as of
December 1, 2005 (the “Supplemental Indenture”), among the Authority, the Trustee and the Co-
Truostee. '

I further certify that said copies are full, true, and correct copies of said Indenture
and Supplemental Indenture executed by the Authority; and that said Indenture and
Supplemental Indenture have not been amended, modified or rescinded in any manner since the
dates of their execution, and the same are now in full force and effect.
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IN WITNESS WHERECF, I have executed this certificate as of the first date

written above,

John Benavente
Acting General Manager
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GUAM WATERWORKS AUTHORITY .
and
BANK OF GUAM,
as Trustes,
and
U.S. BANK NATIONAL ASSOCYATION,
as Co-Trustes

INDENTURE
Dated as of December 1, 2005
Relating to

Guam Witerworks Authority Water snd Wastewater System Revenue Bonds
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. THIS.INDENTURE, made and entered into as of December 1, 2005, by and between the
GUAM WATERWORKS AUTHORITY, a duly organized public corporation of the goversiment of
Guam (the “Authority™), BANK OF GUAM, a domestic banking corporation duly organized and existing
under and by virtue of the laws of Guam, having a corporate trust office in Guam, and being qualified to
accept and administer the trusts hereby created and to do business within Guam, as trustee (the
“Trustes”), and U.8. BANK NATIONAL ASSOCIATION, a national banking association organized
under the laws of the United States of Americs and qualified to accept and administer the trusts hereby
created, as co-trustee (the “Co-Trustee™)

WITNESSETH:
WHEREAS, the Authority owns certain water and sewer system facilities;

WHEREAS, pursuant to Chapter 14 of Title 12 of the Guam Code Annotated, as
amended (the “Act™), the Authority is authorized from time to time by statutory legislation authority, to
incur indebtedness, and {ssue bonds, secured by a pledge on all or any portion of the revenues of the
Authority to raise finds for the purpose of establishing the System (as hereinafier defined), or acquiring
lands for the System, or acquiring, constructing, improving, equipping, maintaining, repairing, renewing,
replacing, reconsiructing or insuring the System, or any part thereof, or for the purpose of the refunding
any such indebtedness, or for any combination of such purposes;

. WHEREAS, the Authority has determined to issue revenue bonds for such purposes and
to that end has duly authorized the execution and delivery of this Indenture to secure the payment of the
principal thereof and the interest and premium, if any, thereon, and the observance of the covenants and
conditions herein contained;

WHEREAS, said revenue bonds issued hereunder are to be designated as the “Guam
Waterworks Authority Water and Wastewater System Revenue Bonds” (the “Bonds") and are to be issued
from'fime to time in an aggregate principal amount not limited except as hereinafter provided; and

WHEREAS, the fomm of each series of Bonds and various other matters relating to such
series shall be preseribed in indentures supplemental hercto;

NOW, THEREFCRE, THIS INDENTURE WITNESSETE], that in order to scoure the
payment of the principal of, and the premium, if any, and interest on, all Bonds'at any time issued and
outstanding under this Indenture, according to their tenor, and to sécure-the performance and observance
of all the covenants and conditions therein and herein set forth, and to declare the terms and conditions
upon and subject to which the Bonds are to be issued and received, and in consideration of the premises
and of the mutual covenanis herein coninined and of the purchase and aceeptante of the Bonds by thie
owners thereof, and for other valuable considerations, the receipt whereof is hereby ackmowledged, the

" Authority does hereby covenant and agree with the Trustes and the Co-Trusteo for the benefit of the

respective owners from time to time of the Bonds, a8 follows: -
: ARTICLE I
DEFINITIONS; EFFECT OF INDENTURE
SE(-:‘,TION 101 o Deﬁﬁtions. 7Un]css the context bth;arﬁse requircs, the. terms

defined in this Seetion shall, for all purposes of this Indeature and of any Supplemental Indenture and of
any certificate, opinion or other document herein mentioned, have the meanings herein specified. Unless
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otherwise defined in this Indenture, all terms used herein shall have the meanings assigned to such terms
in the Act.

Account

“ Account” means each account estabiished and given a designation pursuant to this
Indenture or any Suppiemental Indentore.

As Value

“Accreted Value” means, with respect fo any particular Bonds as of any given daie of
calculation, an amount equal to the sum of the principal amount of such Bonds plus acerued and unpatd
interest on such Bonds as of such date, but not including interest payable on a current basrs at least
annually.

Ast

“Act"” means Chapter 14 of Title 12 of the Guam Code Annotated as amended, and as it
may from time to time hcrcaﬂer be amended or supplemented.

Additonal Bonds

"Additional Bonds" means bonds, notes or other obligations of the Authority payable
from Revenues and ranking on a parity with the Bonds then outstanding :md authorized to bc 1ssued under
and pursuant to Sections 3.04 and 3.05.

Agoregate Annual Debt Sezvice

“Agpregate Annual Debt Service” means, for any year, Axmual Debt Service for such
Year o alI Bomls,

Apmual Debt Service

“Annual Debt Service” means, for any year, and with respect to any Bonds (A) the sum,
of (1) the interest falling due on such Bonds then Ouistanding {assuming that all then Qutstanding Serial
Bonds are retired on their respective maturity dates and that all then Cutstanding Term Bonds ar¢ retired
at the times ofand in amounts provided for by the Mandatory Sinking Account Payments applicable to
such Term Bonds), but not including Capitalized Interest, plus (2) the principal amount of such Bonds

‘then Outstanding that are Serial Bonds falling due by their tcrms, piug (3) the aggregate amount of all
Mandatory Sinking Account Payments falling duc with respect to such Bonds then Quistanding that are
Term Bonds, plus (4) the aggregate amount of Paymmt Agreement Payments under Related Parity
Payment Agreements then Qutstanding falling due, minus (B) the aggregate amomt 6f Payment
Agreement Receipts under Related Payment Agreements then Qutstanding fallinig due; all as calenlated
for said year and provided that for-purposes of determining the interest payable on Variable Rate Bonds,

-any obligation of the Authority to make Payment Agresment Payments based on a variable rate imder

Parity Payudent Apreeraents and any obligation of a Qualified Commterpariy to'make payments-under a
Payment Agreement to the Authority based on a variabie rate, the following assumptions shall be made:

(i) for purposes of determining the interest payable on Variable Rate Bonds, the

interest rate used in making such deternyination shall be (a) for periods for which such rate has
been determined, the actual interest rate on such Bonds; (b) for purposes of Section
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3.05(B)(1){(c)(iXD) for any other period, a rate equal to 1.1 times the highest rate of interest bome
by such Bonds, or if such Bonds were not Outstanding during any portion of any such period
bonds with similar ratings and ferms, during the next preceding twelve menths; or {c) for any
other petiod or purpose, the prevailing interest rate on such Bonds as of the date of such
-determination;

{ii) for purposes of determining the amount of Payment Agreement Payments
based on 2 varisble rate under Parity Payment Agresments, the rate used in making such
determination shall be assumed to be (8) for periods for which such rate has been determined, the
actual rate used to calculate such payments, (b) for purposes of Section 3.03 BY(1Y{cXi)D) for
any other period, a rate equal to 1,1 times the highest such rate during the next preceding twelve
months, and (c) for any other period or purpose, the prevailing rate being used to determine such
payment obligation as of the date of such determination; in each such case without regard to the
occurrence of any event that, under the provisions of such Payment Agreement, would permit or
require the Authority to make payments on any basis other than such rates;

(iii) for purposes of detormining the amount of payments by a Qualified
Countcrparty under a Payment Agrecment to the Authority based on a variable rate, the rate used
in making such determination shall be (a) if such Payment Agreement obligates a Qualified
Counterparty to make payments to the Authority based on a variable rate that is equal to the
actual rate on the Related Bonds, the actual rate on such Bonds; and (b) if such Payment
Agreement obligates a Qualified Counterparty to make payments to the Authority based ona
~variable rate other than the actual rate on the Related Bonds (1) for periods for which such rate
has been determined, the actual rate used to caleulate such payments, (2) for purposes, of Section
3,05(BX1)(e)i)}D) for any other period, 2 rate equal to 1.1 times ‘the highest such rate during the
pext preceding twelve months, and (3) for any other period or purposc, the prevailing rate being
used to determine such payment obligation as of the date of such determination; in cach such case
without regard to the occurrence of any event that, under the provisions of such Payment
Agreement, would permit or require the Qualified Counterparty to ake payments on any basis
other than such rates, .

Anthority

- “Authority” means the Guam Waterworks Authority, a public corporation ofthe .

Government of Guanm, or any successor to the rights, powers, fimctions and duties with respect to the
management, administration and controt of the System which are now or hereafter vestad in the *
Authority.

Authorized Officer

. a uthorized Officer” of the Trustee means and includes the chairperson of the board of |
* directors, the president, every vice president, every assistant vice president, every trust officer and any
other officer or assistant officer of the Trustee, other than those specifically above meationed, designated
‘by a certificate of an Authorized Officer of the Trust¢e as an Authorized Officer for purposes of this
Indenture. . . L . . .

Board

. “Board” means the Consolidated Commission on Utilitics established in Chapter 79 of
Title 12 of the Guani Code Annotated or any other governing board of the Anthority hereinafier provided
for pursuant to law. ’
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such Bends on or before thieir specified maturity date or dates.

Bond Counge]

“Biond Counsel” means an attomney or firm of attorneys designated by the Authority and
having a national reputation for expertise in matters relating to governmental obligations the interest on
which is excluded. froru gross income for federal income tax purposes under Section 103 of the Code.

Bond e d uirernent

“Bond Reserve Fund Requirement™ means, as of any particular date of calculation, sn
amount cqual to the Maximum Annual Debt Service for the then current or dny future Fiscal Year on all
Qutstanding Bonds; provided, however, that if upon issuance of a Series of Bonds, such amount would .
require moneys to be credited to the Bond Reserve Fund from such Bond proceeds in an amount in excess
of the maximum amount permitted from tax-exempt bond proceeds under the Code, the Bond Reserve
Fund Requirement shall mean an amount equal to the sum of the Bond Reserve Fund Requirement
immediately preceding issuance of such Bonds plus the maximum amount permitted under the Code to be
deposited therein from the proceeds of such Bonds, as specified by Certificate of the Authority.

Bond Reserve F-tmd
- “Bond Reserve Fund” means the fund by that name cstablished pursuant to Section 5,01,
Bond Year
“Bond Year” means, with respect to any Series, the period of twelve consecutive months
ending on the day in egch year specified in the Supplementsl Indenture authorizing the issuance of such
Series if Bonds are or will be Outstanding in such twelve-raonth period.

Bondowner, Owner, Holder

“Bondowner™ or “Owner” or “Holder” means any person who shall be the registered
owmer of any Quistanding Bond, or, if such Quistanding Bond shall have a maturity of one year or less
and shall have been issued in hearer form, shall mean the bearer of such Bond.

Bonds, Seriel Bonds, Term Bons, Varisble Rate Bonds

“Borids” mcana the Guam Waterworks Authority Water amd Wastewater Systeny Revenue
Bonds authotized by, and at any tme Outstanding pursuant to, this Tndenhire and a Supplemental
Indenture, including any Additiotial Bonds anthorized by, and at any time Ojitstanding pursnant to, this

Indentyre and any Supplerfiental Indenture. : .

-“Serial Bonds™ means Bonds designated as Serial Bonds in the Supplemental Indexture
providing for the issuance of such Series and for which no Mandatory Sinking Acccnmt Payments arc
prowdc&

“Term Bonds” means Bonds designated as Term Bonds in the Supplemetml Indcnm

' rnwdmg for the issuance of such Series’and which are payable at or before their specified maturity date-

or dates from Mandatory Sinking Account Payments estsblished for that purpost and calculatcd 1o retire.

-~

“Variable Rate Bonds” means Bonds which bear interest at a variable rate of interest
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Business Day

“Business Day” means any day other than a Saturday, Sunday or other day upon which
banks in the cities in which the Principal Offices of the Trustee, the Co-Trusiee, each Depositary, each
Paying Agent and each Credit Provider ave located are authorized or required to be closed.

Capi TOVE

“Capital Improvement” means any addition, betterment, improvement er extension of the
System having costs in excess of $100,000 and a useful life in excess of five (5) years.

Capital vement Fund

“Capital {mprovement Fund” means the fund by that name established pursuant fo
Section 5.0% for the purposes provided in Section 5.10.

Capitalized Intersst
nCapitalized Intsrest” means interest to be paid from the original proceeds,of Bonds

(including procceds constititing acerued interest on the Bonds) and from income derived from the
investment-of such proceeds.

Certificate of the Authority

“Certificate of the Autkority” means an instrument in writing signed by the Chairperson
or by the General Manager or by any other officer of the Anthority duly authorized by resolution of the
Board for that purpose. Any such instrument and supporting opinions or representations, if any, may, but
need not, be combined in a single instrument with any other instrument, opinion or representation, and the
two or mere 0 combined shall be read and construcd ag a single instrument. If and to the extent required
by the provigions of Section 1.03, each Certificate of the Authority shall include the statements provided
for in-Section 1.03. . '
Certified ic Acco

“Ceriified Public Accountant” means (i) any nationally recognized U.S, certified public

accountant of accounting firm or (ii) any other U.S. cextified public accountant or accounting firm
approved by éach Credit Provider, if any, not then in default of its obligations under a Credit Facility.

Chairpersdn .
' “Chaitperson” means the chairperson of the Board.
Chief Rinancial Officer _
“Chief Financial Oﬂicc.r" means the Chief Financial Officer of the -Alnhority.
_C_OE o S . L .
* “Code” means the Internal Revenue Code of 1986 or any similar o_r-succc‘ssor faderal
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ion unt

“Consiruction Actount” means an account bry that neme established pursuant to
Section 3.03. )

Construction Fund

“Construction Fund” means the Gnam Waterworks Authority Construction Fund
astablished pirsuant to the Act,

Consulting Engincer

“Consulting Engineer” means an Independent architeot, engineer, consultant, or
architectural, engineering, or consulting firm experienced in water and sewer systern design, construetion,
or operation, having 1 favorable reputation with respect thereto and retained by the Authority to perform
the acts and carry out the duties of 2 Consulting Engincer under this Indenture and, in any case, nationally
recognized as being experienced in the preparation of feasibility studies for use in connection with the
financing of water and sewer systems.

Costs of Issuance

“Costs of Issuance' means all items of expense directly or indirectly payable by or

. reimbursable to the Autherity and related to the anthorization, issuance, sale and delivery of the Bonds,
including but not limited to advertising costs, Bond and official statement printing costs, costs of
preparation and reproditcfion of documents, filing and recording fees, initial fees and charges of the
‘Trustee, the Co-Trustee, and any Depositary, Paying Agent or Registrar, legal fees and charges, fees and
disbursements of consultants and professionsls, fees and expenses of any Credit Provider, rating agency
fees, fees and charges for preparation, execution, transportetion and safekeeping of Bonds and any other
cost, charge or fee in conmection with the original issuance of Bends.

Co-Trustee
"“Co-Trustee” means U.S. Bank National ;Assocmtc;n, appointed by the Authority as Co-
Trustee in Section 8.02 and acting as an independent frustee with the duties and powers herein provided,

its successors and assigns, and any other corporation or association which may at any time be substituted
in its place as ptovided in Section 8.03. 3

Credit Agresment
“Credit Agreemcnt” means any agroemcnt betwveen the Authority anda Cred1t Provider
pursuant to which such Credit Provider agrees to provide a Credit Facility or pursuant to which the

- Anthority agrees to reimhurse 2 Credit Provider for draws or advances under or claims made agamst a
LCredit Facﬂ:ty

Mﬂmﬁ

“Credlt Agrccmenx Pa}n‘ncnts“ means Credxt Agreement Rcmlbmsement Paymenm and
Other Ckedlt Agreement Paymmts
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Credit Agreement Reimburgement Pavments

“Credit Agreement Reimbursement Payments” means any payment obligation of the
Authority pursuant to a Credit Agreement designated as such in a Supplemental Indenture,

Credit Facility
“Credit Facility” means any letter of credit, insurance policy, surety bond or other
_ instrument designated by a Supplernental indenture a3 providing supplementat credit support for a Series
of Bonds {including by substituting for 2 deposit in a Bond Reserve Fund).
Credit Provider

“Credit Provider™ means any person, firm or entity designated in a Supplemental
Indenture as providing a Credit Facility for 2 Series of Bonds, and any successor thereto,

Date of Complet

“Date of Completion’ means, for any particular Project, the date on which such Project is
projected to be available for use by the Authority for the purposes for which it is intended to be used.

Bebt Service Fund

“Debt Service Fund” means the fund by that name established pursusnt to Section 5.01.
Dot |

“Depositary” means, with respect to any particular fund or account, the bank or trust

company or other financial institation with similar powers designated by a Supplementat Indenture or a
Statement of the Anthority to act ag the Depositary hereunder for such fimd or account, its suceessors and

assigns, and any other bank or tust coinpany or financial institution which may at any tlme be substiinted

in its plece, as provided in Section 8.03.

Event QfDefault
“Bvent of Default” means an event of that name described in Section 7.01.
Fedetal Securities
o “Federal Securities” means (1) divect obligations of the Umted States of America for -
which the fuil faith and credit of the United States of America are pledged for the payment of principal

and interest (inchuding obligations issued or held in book-entry form on the books of the Depertment of
the Treusur’y of the United States of America); {2) obligations for which the payment of prircipal and

interest is guaranteed directly by the full faith and credit of the United States of Anexica of the following

types issued Ly the following agencies: U.S. Export Import Bank {direct obligations or fully guaranteed

certificates of beneficial- ownership); Farmers Home -Administration (certificates of beneficial-ownership);
Federa! Financing Bank, General Services Administration (participation certificates), 11.S. Marijtime

Administration (guaranteed Title XY finsmeing), U.S. Department of Housing and Urban Development
{project notes, local authority bonds, fiew commumitics debenturcs—U.S.. government guaranteed
debentures, or U.S. public housing notes and bonds=10.S. government guaranteed public housing notes
and bonds); (3) obligations of any state of the United States of America or of any apency, instrumentality
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or Iocal governmental unit of arnty such state (collectively, “Municipal Obligations") (a) which are fully -
secured as to principal and interest and redemption premiam, if any, by an escrow or trust fimd consisting
only of cash or obligations of the character described in clauses (1) or (2) of this definition (“Government
Obligations™), which fund may be applied only to the payment of interest on such muaicipal obligations
when due and principal of and redemption premium, if any, on such municipal cbligations on the maturity
date or dates thereof or the redemption date or dates specified in an irrevocable notice, as appropriate,

{b) as to which the cash and the principal of and inferest on the Government Obligations in such escrow
or trust furid will be sufficient to pay such interest, principal and redemption premiwm on such date or
dates, and (c) which at the tirae of purchase are rated in the highest rating category by each Rating
Ageney; (4) certificates which evidence ownership of the right to the payment of any specificd portion of
the principal of and interest on obligations described in clause (1) of this definition, provided that such
obligations have been stripped by the Treasury of the United States of America; and (5) the nterest
component of Resolution Funding Gorp. stripped securities, which have been stripped by request to the
Federal Reserve Bank of New Yoik, in book chiry form.

Fiduciaries

“Fiduciaries" means the Trustee, the Co-Trustee, cach Depositary, each Registar and
each Paying Agent. |

Financial New:

. “Financial Newspaper or Journal” means, collectively, The Wall Street Journal, The
Bond Buyer or any one or more other newspapers or journals publishing financial news and selected by
the Trustee, whase decision shall be final and conclusive, printed in the English language, customarily
published on each business day and circulated in New York, New York, San Francisco, California, and
Higatfia, Guam.

Fi ear

“Piscal Year” means the pericd beginning on October 1 of each year and ending on the
next succeeding September 30, or such other fiscal year ag may be adopied by the Authority.

Fund

“Fund” means each fund established and given = designation pursuant to this Indenture or
any Supplemental Indenture. . ’ . :

General Manager

“General Manager” mesns the person appointed by the Board under the Act to supervise
the administration of the Authority as its chief executive officer.

@vemment

 “Government” means the Government of Guam or any successor to the rights, powers
and obligations thereof under the Act with respect ta the Bonds. . S -
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Indenture

“Indenture” means this Indenture, as originally executed or as it may from time to time be
suppleraented, modified or amended by any Supplementat Indenture.

Independent

“Independent” means, when used with respect to any given person, that such person (who
may be selected and paid by the Authority or the Government) (1} is in fact independent and not under
domination of the Authority or the Government; (2) does not have any substantial intgrest, direct or
indirect, with the Authority or the Government; and (3) is not conneeted with the Authority or the
Government as an officer or employes of the Authority or the Government, but who may be regularly
ratained to provide services to the Authority or the Government.

Interest Accrual Period

“Tnterest Accrial Period” means, for any particular Bond, each period between
successive Interest Payment Dates for such. Bond, including in each case in such period the concluding
Intersst Payment Date but not the beginning Interest Payment Date, and {reating the day prior to the date
of original issuance of such Bond as if it were an Interest Payment Date for such Bond for this purpose.

Interest Payment Date

“Interest Payment Dats” means, for any particular Bond, each date specified 23 an
Interest Payment Date for such Bond by the SuppIcmenta] Indenture authorizing the issnance of such
Bond and, for all Bonds, all such dates. .

nvestment Securifies

“Tnyestment Securities” means any of the following which at the time are legal
investments under the lawa of Guam for moneys held hereunder and then proposed to be invested thersin
(the Trustee and the Co-Trustee shall be entitled to rely upon a Request of the Authority directing
investments hereunder as a detormination that such investment constitutes a legal investment):

(1) Federal Securities;
(2) obligations, debentures, notes or other evidenice of mdcbtcduess isgued or gunramacd

by any of the following: ‘Federal Home Loan Banks, Federal National Mortgage Association, -
Government National Mortgage Assomahon, Federal Housing Adrmm stration or Federal Home Loai

Mortgage Corporatlon,

' (3) interest-bearing dernand or time deposits (including certificates of depos:t) wlnch are
continuously a.ud fuily msurcd by the Bank Insurance Fund or the Savings Association Insm'anoc Fund;

(3] obhgahons inchuding deposits, federal fnds borrowings and banker’s acceptances, of

any banik, or of the subsidizry lead bank of any bank liolding company, which bas g tnsetired,
- uninsured and ungnaranteed obligation of equivalent maturity rated at least the second highest major
rating category by each Rafing Agcncy' .

. -(5) comrcml papex rafed at least thc smond highest rating category by ciach Rating
Agency;
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(6) money markst funds which are (2) restricted to Federal Securities or (b) registered
under the Investment Company Act of 1940 and the shares of which are registered under the Securities
Act of 1933, and have a rating by S&P of AAAmM-G; AAA-m; or AA-m and Moody's of Aaa, Aal or
Aa?;

(7} repurchase agreements, the underlying securitics of which are specifically designated
and are obligations described in clause (1) or (2) of this definition, provided that, (a) the agreement is
" between the municipal enfity and a dealer bank or securities firm; (b) such dealer bank or securities firm
is either a primary dealers on the Federal Reserve reporting dealer list rated “A™ or better by Standard &
Poor's and Moody’s, or & bank rated “A” or better by Standard & Peoor’s and Moody's; {c) the agreement
provides that the securities be delivered to the Authority, the Trustee, the Co-Trustes or third party acting
as agent for either (if the Trustee or Co-Trustee is supplying the collateral) before payment oron a
delivery versus payment basis; (d) the securities must be valued weekly, marked-to-market at current
maarket price plus acorucd interest; (¢} the value of collateral must be equal to 104% {or 105% if the
collateral i3 comprised of obligations of Federal National Mortgage Association or Federal Home Loan
Mortgage Corporation) of the amount of cash transferred to the dealer bank or security firm plus accrued
interest; and {¢) the Authority receives a legal opinion that the agreement is a legal investment under the
" laws of Guamn; )

(8) subject to the provisions of any Supplemental Indenture, investment agreements {(a)
with corporations, associations or financial institutions which have general obligations, or whose holding
companies have general obligations, rated at least the second highest rating category by each Rating
Agency, or (b) which agrecments are continuously secured by obligations described in clause (1) or (2) of
this definition which have a market value (valued at least weekly) not less than 103% of the amount so
invested; and

(9) any other investment approved in writing by each Credit Provider then prowdmg a
Credit Facility for Bonds not then in default of its obligations thereunder.

None of the Trustee, the Co-Trustee nor any Depositary shall be deemed, by entering into
this Indenture, to have agreed to make the valuation required by clauses (7) and (8).above, but such
agreement by or on behalf of the Trustee, the Co-Trustes or a Depositary shalt bc a condition precedent to
irivestment in obligations of the type described in such claunses. :

Legislature

* “Legislature” means the Legislature of Guam or any successor to the rights, powers and
obhgaﬁons thereof under the Act with respect to the Bonds.

v Sinldng Ac t ent

“Mandatory Sinking Accovnt Payment” means, as of any date of calculation with respect
to any Serics of Bonds, the amount required by this Indenfure and any Supplemental Indenture to be paid
“'by the Authority on a glvmdate for the retivement of Terth Bonds of such Seties.

Maximmum Atnual Qﬂg Service

’ “Mammum Annual Debt Setvics™ mns, for any ﬁam.mlnr Bonds as of any parncular
date of calculation, Anrual Debt Service on such Bonds for the Bond Year mc!udmg or uommcncmg on
or after such date for which such sum shall be Iargwt.
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“Navy/GPA Surcharge” means that certain surcharge established by order of the Guam
Public Utilitics Commission on September 13, 2001, as amended on Yune 23, 2003 and October 27, 2005,
for the purpose of colfecting revenues for the payment of amounts dus to the United States Treasury, the
Guam Power Authority and the Guam Public Utilities Coramission and any successor surcharge to the
extent provided for the sare purpose or purposes.

Net Revenues

*Net Revenues” means, for any particular period, (a) the sum of (i) all of the Revenues
(other than Payment Agreement Receipts) received during such period plus (ii) the aggregate amount of
all transfers from the Rate Stabilization Fund to the Revenue Fund during such period, less (b) the sum of

(x) all Operation and Maintenance Expenses incurred during such peried plus () the amount of all
transfers from the Revenue Fund to the Rate Stabilization Fund during such period.

O-Mgign and Maintenance Expenses

“Operation and Maintenance Expenses” means such reasonable and necessary current
expenses of the Authority, paid or acéned, for operation, maintenance and repair of the System as may be
determined by the Board, and the term may include at the Board's option; except as lumted by contract or
otherwise limited by law, without lu'mtmg the generality of the foregoing: )

(2) Legal and overhead expenses of the Authority directly related and reasonzbly
allocable to the aﬁxmmstratmn of the System;

(b) Fidelity bond and insurance premiums appertaining to the System or a reasonably
allocable share of a premivwm of any blanket bond or policy perfaining to the System;

. (c) Contractual secvices, professional services, salaries, administretive expenses, and .
- costs of Jabor appertaining to System, including fees and expenscs of the Trustee;

{d) The costs incurred in the collection of all or any part of the Revenues; and

{e) Any costs of ufility services furnished to the System by the Authority or
otherwise, . ‘

However, the term “dpcmtion and Maintenance Expenses” as used herein does not include:
@  Anyallowance for depreoiation;

- (i) miy costs of System capital renewals, replacements, major repairs,
reconstruction, improvements, €xtensions or betterments; ] .o

(iii)  Anyaccunmlation of reserves for System capital renewals, replacements, major

repairs or reconsiruction;

(iv)  Any reserves for operation, maintenance or repair of the Systcm;

(v) Any Hisbilities incurred in the acquisition or improvement of anypmpcrhes
comprising the System or any combindtion thereof;
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(vi)  Any other legal liability not based on contract;

(vii)  Payments made by the Authority to the United States Treasury, the Guam Power
Authority or the Guam Public Utilities Commission from revenues derived from the Navy/GPA
Surcharge; and .

(vii) Payments made by the Authority to Guam Power Authority fox powei' delivered
pricr to the Fiscal Year commencing Oetober 1, 2003.

Operation and Maintenance Fund

“Operation and Maintenance Fund” means the fund by that name established pursuant to
Section 5.01. '

Q ion, Maintenance, Renewal smd Replacement Reserve Fund

Fl

“Operation, Maintenance, Renewal and Replacement Reserve Fund” moans the fund by
. that name established pursuant io Section 5.01. '

QOpinion of Coumsel

“Opinion of Counsel” means a writien opinion of counsel (whe may be counsel for the
Anthority) retained by the Authority. If and to the extent required by the provisions of Section 1.03, each
Opinion of Counsel shall include the statements provided for in Section 1.03.

Qrder, Request, Requigition or Statement of the Authority

“Order of the Authority”, “Request of the Anthority”, “Requisition of the Authority”, or
#Statement of the Authority” mean, respectively, a written ordet, request, requisition or statement signed
by or on behalf of the Autherity by the Chairperson or the Genieral Manager or by any person (whether or
not ant officer of the Authority) who is specifically authorized by resotution af the Board to sign or
execute such a document on behalf of the Authority.

Oth edit cmert Pa

“Other Credit Agreement Payments” means any payment obligation of the Authority
pursuant to a Credit Agreement designated as such in a Supplemental Indenture.

Quistanding
' _“‘Qutstanding,” when used as of any particulat time with reference to

(A) Bonds, means (subject to the provisions of Section 9.03) all Bonds thetetofore
cxecuted, issued and delivered by the Authority under this Indenture except —

"+ " (1)" Bondstherctofore cancellsd by the Trustee or sumrendered to the Trustes

for cancellation; o . . L -
(?)  Bonds for the payment or redemption of which funds or securities in the
necessary amount (as set forth in Section 10.01) shall have theretofore been depasited with the

Trustee (whether upon or prior to the maturity or redemption date of such Bonds); provided that,
if such Bonds are to be redeemed prior to the maturity thereaf, notice of such redemption shall
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have been gwcn as in Article IV provided or provision satisfactory to the Trustee shall have bcm
madc for the giving of such notice; and

(3) Bounds in liex of or in substitution for which other Bonds shall have been
exccuted, issued and delivered by the Avthority pursuant to Section 2.08;

{B) Payment Agreeiments, means all Payment Agreements which have not been paid or
othemsa satisfied as provided in the proceedings and instraments pursuant to which such Payment
Agreements have been incurred; provided that Payment Agreements shallnot be Outstanding if the
Authority or the Qualified Counterparty with respect thercto is in default thereunder; and

(C) Credit Agreemcnts, means all Credit Agreements which have not been paid or
otherwise satisfied as provided in the proceedings and instruments pursuant to which such Credit
Apreements have been incurred; provided that a Credit Agreement shall not be Quistanding during any
period in which the Credit Provider with mcpoct thereto is in defanlt on its payment ebligations
thereunder.

Pari ayment Agresment

"“Parity Payment Agreement” means a Payment Agreement which is designated as suchin
& Supplemental Indenture, the payment of which constitutes a charge and lien on Revenues equal to and
on a parity with the charge and lien upon the Revenues for the payment of the Bonds.

Parity Pa t Agreement ents

“Parity Payment Agreement Paymcnts” means Payment Agreement Payments undm‘ a
Parity Payment Agrecment. .

Paying Agent

“Paying Agent” means ary I;a.ying agent appointed pursuant to a Supplemental Indenture,
and its successors and assigns as provided in Section 8.03.

Payment Agreement

“Payment Agreement” means any coniract entered into by the Authoniy with a Qualified

. Counterparty in connection with, or incidental to, the issuance of Bonds, or the carrying of any
investment or program of investment of entering into.or maintaining any sgreement which sccures Bonds
which the Autherily determines to be necessary or appropriste to placc the obligation or investment of the
Axuthority, as tcprmted by such Bonds, investment, program of investment or agreernent and the
contract or contracts, in whole or in part, on the interest rate, currency, cash-flow, or other basis desired
by the Authority, including, without limitation, contracts commonly known as interest rate swap

. agreements ot contracis providing for paymenpts based on levels of, or changes in, interest rates, or
contracts to exchange cash flows or a series of payments, or contracts, including, without limitation,
interest rate floors o caps, options, put or call to hedge payment, rate, spread, or similar exposure and

- which is demgm.tnd as su.ch and as Relaﬁcd o parttcular Bondsina Supplemcnml Tndenture,

Payment Aj t Pa it Period

. “Payment Agreement Payment Acctual Period” means, foiany Paymént'Agieemcut,
cach period between successive Payment Agreement Payment Dates for such Payment Agreement,
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including in each case in suchperiod the concluding Payment Agreement Payment Date but not the
beginning Payment Agreement Payment Date, and treating the day prior to the effective date of such
Payment Agreement as if it were a Payment Agreement Payment Date for such Payment Agrecment for
this purpose.

pyment Apreement Payment Date

“Payment Agreement Payment Date” means, for any particular Payment Agreement, each
date speeified as a payment date in such Payment Agreement.

. Payment Agreement Payments

“Payment Agreement Pa}mm-ts“ means amounts required 1o be paid periodically by the
.Authority ta any Qualified Counterparty pursuant to & Payment Agreement, but not including (i)
Termination Payments or (if) such other payments as may be specified in a Supplemental Indenture,

Payment Agreement Receipts

“Payment Agreement Receipis” means amounts required to be paid periodically by a
Qualified Countevparty to the Authority pursvant to a Payment Agreement, but not including Termination
Payments.

Principal Office

“Principal Office” means, with respect to the Trustes, the Co-Trustee and any other
‘Fiduciary, the office at the respective address sct forth in Section 12.07 hereof or at such other address as
the respective party may have designated for such purpose. The Principal Office of any Credit Provider
shall be as specificd by such Credit Provider pursuant to its Credit Fecility or Credit Agreement.

Principal Payment Period

“Principal Payment Period” means, for any particular Bond, each period so designated by
the Supplemental Indenture authorizing the issuance of such Bond.

Br_o_ ject

“Project” means any pa.rttcular additions, ehlargeinénts, benerments extmsmns and other
zmpmvemenls to or related to, and the equipping of, the System, including, without limitation, the
acquisition of land and furnishings therefor or the payment of any claims or judgments relating thereto, a8
specified and described by the Supplemental Indenture authorizing issuance of the first Series of Bonds
for such Project, and as such specification and description may be. modxﬁe,d in acdordance with Section
3.03. .. .

Project Costs

- “Project Costs” means, with regpect to any given Project, all costs which are chargeable
to The capitai account of such Pm;ect, ineluding, but not imited to, the following:

(1) costs of the Authority and all contractors for land (ncluding franchises, licenses
or oﬁmr interests in land) Iabor, matmals, machinery, cqulpmcnt and fumishings in conuection with the
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acquisition, construction, reconstruction, instaliation and equipping of the Project or otherwise -
attributable to the Project;

2) the cost of relocation and installation of utilities, environmental cleanup and
noise zhatement; .

3 the cost of contract bonds and insurance of all kinds that may be required ar
necessary during the construction of the Project;

D all costs of architectural and engineering services, including the costs of test
borings, surveys, estimates, plans and specifications and preliminary investigation therefor, and for
inspecting and supervising construction, as weli as for the performance of all other duties required by or
consequent upon the proper construction of the Froject; '

(5) relocation costs and any claims, awards or ju-dgmems relating to the Project;
(6)  Capitalized Interest; and

(7.) all amounts required to reimburse the Authority for advances made by it for any
of the above items or for any other costs incurred and for work done, whether before or after the date of
this Indenture, which are properly chargeable to the Project.

Qualified Counterparty

“Qualified Countesparty” mieans the party, other than the Authority, to a-Payment
Agreement; provided that eny such party must satisfy the following requirements: (1) either (g} the
obligations of such party under+the Payment Agreement (or obligations of such iypes) must be rated in one
of the thres (3) highest rating categories of each of the Rating Agencies then rating the Bonds (without
regard to 2ny gradations within a rating category), or (1) the obligations of such party under the Payment
Agreement are guaranteed by a bond insurer or other institation, in each case the obligations of such type
of which must be rated in one of the three (3) highest rating catcgorics of each of the Rating Agencies
then rating the Bands (without regard to any gradations within a rating category); and (2) such party must

. be otherwise qualified to act as the other party to a Payment Agreement with the Authority under any

appliceble laws.

Ratg Stabilization Fund

“Rate Stabilization Fund” means the find by that name established pursuant to Section
5.01. : e :

Rating Agency

“Rating Agency” means, as of a.ny given date, each nationally recognized securities
rating agency designated by this Indenture or any, Supplemental Indenture as & Rating Agency hercunder
and then rating any Series of Bonds. ' -

. Rebate Fund

. “Rebate Fund” means the find by that name established pursuant to Section 5.01.
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Record Date

. “Record Date” means, for any particular payment of principal of or interest or premium
on particular Bonds, each date specified as a Record Date for such Bonds by the Supplemental Indenture
authorizing the issuance of such Bonds.

Redemption Price

“Redemption Price” means, with respect to any Bond (or portion thereof if Iess than all of
a Bond is to be redeemed) the principal amount of such Bond (or portion) plus the applicable preminm, if
any, payable upon redemption thersof pursnaat to the provisions of such Bond and this ndenture.

Registrar

“Registrar” means any registrar appointed pursuant {o a Supplemental Indenture, sud its
successors and assigns as provided in Section 8.02.

Related

“Related” means, with respect to afty particniar Payment Agreement, having been
designated as such with respect to any particutar Bonds pursuant to a Supplemental Indenture.

Retiewal and Replacement Costs

“Renewal and Replacement Costs” means the costs of System capital renewals,
replacements, mejor repairs or reconstruction.

Revenue Fund

“Revenue Fund means the Guam Waterworks Authority Revgnué Fund established
_ pursuant to the Act.

Revenues

“Revenues” means all gross income and other amounts received or receivable by the
Authority as revenues of any kind from the ownership or aperation of any part of the System, including
- all rates, foes and chargcs (including ground water, surface water and treated water charges and all sewer
and wastewater service charges), received by the Authority for providing water and sewer scrvices (but
excluding development cherges and assessments and hook-ip fees and other special charges such as
penalties and fines), all Payment Agreement Receipis, and all proceeds of insurance or grants cavering
busincss interraption loss (and related losses and expenses) reldfing to the System, end all other income
and revenue howsoever derived by the Authorify from the owmership or operation of, or arising from, the
System, together with all interest, profits or other income derived from the investment of amounts in the
‘Revenue Fund, but net including: )

<

1) amounts received as msumncc.p:cocecds {except as hereinabove provided) or

fromm the sale, transfer or other disposition of, or tpon the-taking by or under the threat of eminent

domain of, all or any part of the System (which moneys shall be received and disposed of
. pursuant to Sections 6.03, 6.06 and 6.11, as the case may be),
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)] proceeds from any securities issued by the Authority or proceeds from loans
obtained by the Authority,

3) the proceeds of any court or arbitration award or settlement in lieu thereof
received by the Authority,

@) amounts rcceivv:-,d by the Authority as gifts or as prants (except as hereinabove
provided), whether restricted or unrestricted,

(5) amounts received b'y the Authority as revenues from the Navy/GPA Surcharge;

.(6) other amounts (except as hereinabove provided), the use of which is restricted by
the donor or grantor. .
Serjes
“Series” or “Series of Bonds” means and refers to all Bonds of like designation and
described as such in 2 Supplemental Indenture authenticated and delivered on originel issuance at the

same time pursuant to this Indenture, and any Bonds thercafier delivered in lien of or subshtunon for any
of such Bonds pursuant to this Indenture.

Series 2005 Certificates

“Series 2005 Certificates” means the Certificates of Participation, Series 20085,
evidencing an assignment of a proportionate interest in rights t6 receive certain Net Pledged Revenues

pursuant to the Purchase Agreement between Guam Waterworks Facilitics Corporation and the Autherity.

Sinkinpg Accounts

“Sinking Accounts” means any special account or accounts established by any
Supplemental Indenture or Indentures in the Debt Service Fund for the payment of Term Bonds.

Subordinate Securities -

“Subordinate Securities” mesns any obiiéatiuns of the Authority payable from the
Subordinate Securities Fund and having & lien, if any, on Revenues subordinate to the pledge and lien of
this Indenture securing the payment of the Bonds.

Subordipa urities Fund

“Suboidinate Sesurities Fund” means the fund by fhat name established pursuant to
. Section 5.01 for the purposes provided in Section 5.07.

Supplementsl Indenture
“Supplemental Indeature™ ieans-any indenture hereafter duly authorized- undx;r and-in

_ compliance with the Act, entered into by and between the Authority, the Trustee and the Co-Trustee and
accepted by each Depositary, Paying Agent and Registrar the duties of which are affected thereby,
supplémenting, modifying or amending this Indenture; but only if and to the cxtent that such

‘Supplemental Indenture is spécifically authorized hereunder. .
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Sysiem

"System™ means the water and sewer systems, now or hereafter existing, owned and/or
operated by the Authority or its coniractors, agents or subcontractors.

Tax Certificats

. “Tax Certificate” means a Certificate of the Authority concerning the calculation of any
amount to be paid to the United States of America pursuant to Section 148(f) of the Code and any other
matters relating to the exclusion of interest on Bonds from gross income for federal income tax purposes.

Termination Payments

“Termination Payments™ means armounts roqulted to be paid by the Authority ora
Qualificd Counterparty pursuant te a Payment Agreemnent in connection with a termination of all or any
portion thereof,

Trustee

. “Trustee” means Bank of Guam, appointed by the Authority as Trustee in Section 8,01
and acting a5 an independent trustes with the duties and powers herein provided, its successors and
assigns, and any other corporation or assoctatmn which may at any fime be substituted in its place as

- provided in Section 8.03.

SECTION 1.02 - Egqual Security. In consideration of the acceptance of the Bonds -
by those who shall hold the same from time to time, this Indenture shall be deemed to be and shall
constitute a contract between the Authority and the Owners from time to time of the Bonds; and the
covenants and agreements herein set forth to be performed on behalf of the Authority shall be for the
equal and proportionate benefit, security and protection of alt Owners of the Bonds without preference,
priority or distinction as to security or otherwise of any of the Bonds over any of the others by reason of
the Series, number or date thereof or the time of issue, sale, execution or delivery thereof, or otherwise for
any cause whatsoever, cxcept as expressly provided therein or herein,

SECTION 1.03 Content of Certificates and Opiniops. Every certificate-or
opinion with respect to compliance with a condition or covenant provided for in this Indenture, including
. each Certificate of the Authority, shall include (A) a statement that the person or persons meking or
. piving such certificate or opihion Have read such covenant or condition and the definitions herein relating
thereto; (B) a brief statement as to the nature and scope of the examination or investigation upon which
the statements or opinions conitained in such eertificate or opinion are based; (C) a statemens that, in the
“opinion of the siguers, they have made or cansed to be made such examination or investigation as is
.- necessary to cnable them to express an informed opinion as to whether or not such covenant or condition
- has been complied with; and (D) a statement as to whether, in the opinion of the signers, such condition

© - orcovensat has been complied with.

Any such certificate or opinion made or given by an officer of the Authority may be
based, insofar 2s it relates to Iegal, accounting or System matters, upon 2 certificate or opinion of or
rcprcsmtauons by counsel, accountants or consultants, respectively, unless such officer knows, or in the
exercise of reasonable care shduld have known, that the certificate or opinion or representations w1th
respect to the matters upon which his certificate or opinion may be based, as aforesaid, are enoneous.
Any such certificate or opinion made or given by counsel, accountants or consultants may be based,
insofar as it relates to factual matters, information with respect to which is in the possession of the
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Authority, upon the certificatz or opinion of or reprcséntations by an officer or officers of the Authority,
unless such counsel, accountant or consultant knows, or in the exercise of reasonable care should have
known, that the certificate or opinion or representations with respect to the matters upon which his
opmmn may be based as aforesaid are erronecus.

ARTICLE I
THE BONDS _

- SECTION 2,01 Authorization of Bonds. Bonds may be issued hereunder from

fime to fime in order to obmain funds for the purposes authotized herein, The Bonds shall be issued under
the Act for the purpose of financing or refinancing the acquisition, construction, reconstruction,
improvement, betterment, extension, financing and refinancing of the System. The aggregate principal
amount of Bonds which may be issued herennder is not limited (subject, however, to the right of the
Authority, which is hereby reserved, to limit or resirict the aggregate principal amount of Bonds which
may at any time be issued and Outstanding hereunder) and consists or may consist of one or more Series
of varying denaminations, dates, maturities, interest rates and other provisions, &ll issued and fo be issued
pursuant to this Indenture and the Act, subject to the limitations contained in Sections 3.04 and 3.05. The
Bonds are designated as the “Guam Waterworks Authority Water and Wastewater System Revenue
Bonds” The Bonds may be issued in such Series as from time to time shall be established and authonzcd
by the Authority by Supplemental Indenture, subject to the promons and conditions herein contained.’

SECTION 2.02 Execution of Bonds, The Bonds shs.ll be executed on behalf of
the Authority by the manual or facsimile signature of the Chairperson and countersigned by the manual or
facsimile signature of the Chief Financial Officer of the Authority. The Bonds shall then be delivered to
the spplicable Registrar for authenticafion by it. Tn case any of the officers who shall have signed or
countersigned any of the Bonds shall cease to be such officer or officers before the Bonds so signed or
countersignied shall have been authenticated or delivered by the Registrar or issued by the Authority, such
Bonds may nevertheless be authenticated, delivered and issued and, upon such authentication, delivery
and issue, shall be as binding upon the Authority as though those who signed and countersigned the same
had continued to be such officers of the Autharity, and also any Bond may be signed and countersigned
on behalf of the Authority by such persons as oxi the actual date of the execution of such Bond shall be the
proper officers of the Authority although at the noxmnal date of such Bond any such person shall not have
been such officer of the Authority. .

"Except as may be provided in any Suppleniental Indenture, only such of the Bonds as
‘shall bear theteon a certificate of authentication in the form hereinbefore recited, manually exccuted by
the applicable Registrar, shall be valid or cbligatory for any purpese or entitled to the benefits of this
Tndenture, and such certificate of the Registrar shalt be conclusive evidence that the Bonds so
authenticated have been duly auth::ntlcatcd and delivered hercunder and are entitled to the benefits of this
Tndenture.

SECTION 2.03 Transfer 6f Bonds, Any Bond may, in accordance with its terms,
b ﬁausferred, upen the books reqtiired to be kept pursuant to the provisions of Section 2.05, by the

_ petson in whose name it is registered, in person or by its duly authorized attorney, upon surrender of such
Bond for cancellation, accompanied by delivery of a duly executed written instrument of transfer ina .

" form approved by the applicable Registrar. ' .

: Whenever. any Bound or Bonds shall be smn:ndﬂad for transfer, the Authority shall
exectte and fhe applicable Registrar shall authenticate and deliver a new Bond or Bonds of the same
Series and maturity, for a like aggregate pnncxpa.l amount of authorized denominations, -The Registrar
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shall require the payment by any Bondowner requesting any such transfer of any tax or other
governmental charge required to be paid with respect to such transfer.

. No transfer or exchange of any Bond of any Series shall be required during the period
established by the applicable Registrar for the selection of Bonds of such Series for redemption or at any
time after seiection of such Bond for redemption.

, * SECTION 2.04 Exchange of Bonds. Bonds may be exchanged at the Principal

Office of the applicable Registrar, for a like aggregate principal amount of Bonds of ether authorized
denominations of the same Series and maturity. The Registrar shall require the payment by the
Bondowner requesting such exchange of any tax or other governmental charge required to be paid with
respect to such exchange. ' .

SECTION 2.05 Bond Repister; Right of Inspection. Each Registvar will keep or
cause to be kept, at the Principal Office of the Registrar, sufficient books for the-registration and transfer
of the Bonds of the applicable Series, which shall at all times be open to inspection during regular
business hours by the Authority, the Co-Trustee or the Trustee; and, upon presentation for such purpose,
the Registrar shafl, under such reasonable regulations as the Registrar may prescribe, register or transfer
or cause to be registered or transferred, on said books, Bonds as hereibefore provided.

SECTION 2.06 Temporary Bonds. The Bonds may be initially issued in
temporary form exchangeable for definitive Bonds when ready for delivery. The temporary Bonds may
e printed, lithographed or typewritten, shall be of such denominations as may be determined by the
" Authority, shall be in registered form without coupons and may contain such reference to any of the
provisions of this Indenture as may be appropriate, Every temporary Bond shall be executed by the
Authority and be authenticated by the applicable Registrar upon the same conditions and in substantially
the same manner as the definitive fully registered Bonds. If the Autherity issues ternporary Bonds, it may
execute and furnish definitive Bonds without delay, and thereupon the teraporary Bonds may be .
surrendered, for cancellation, in exchange thersfor at the Principal Office of the applicable Registrar, and
the Registrar shail deliver in exchange for such temporary Bonds an equal aggregate principal amount of
definitive Bonds of the same Series and maturity or maturities in authorized derominations. Until so
exchanged, the temporary Bonds shall be entitled to the same benefits under this Indenture as definitive
Bonds executed and delivered hereunder. -

SECTION 2.07 Bonds Mutilated, Lost, Destrayed or Stolen, If any Bond shall
become mutilated, the Authority, at the expense of the Owner of said Bond, shall execute, and the .
applicable Registear shall thereupon authentioate and deliver a new Bond of Jike tenor in exchange and
substifution for the Bond so mutilated (except that such mumber may be preceded by a distinguishing
prefix), but only upon surrender to the Registrar of the Bond so mutilated. Every rautilateé Bond so
surrendered to the Registrar shall be cancelled by it and delivered to, or upon, the order of, the Authority. -
If any Bond shall be lost, destroyed or stolen, evidence of such loss, destruction or theft may be submitted
to the Authority and the Regisirar and, if such evidenoe be satisfactory to bothi and indenmity satisfactory
to them shall be given, the Authority, at the expense of the Owner, shall execnte, and the Registrar shall . -
thereupon authenticate and deliver 2 new Bond in liew of and in substiution for the Bond so lost,
destroyed or stolen (excépt that such nuniber may be preceded by a distinguishing prefix). The Authority.
may require payment of 2 sum not exceeding the actual cost of preparing each new Bond issued under this
Section and of the expenses which may be incured by the Authority and the Registrar in the premises.
Any Bond issued under the provisions of this Section in exchange for any Bond mutilated or in lien of
any Bond alleged to be lost, destroyed or stolen shall constitute an ariginal additional contractual
obligation on the part of the Authority, whether or niot the Bond so mutilated or so alleged to be lost,
destroyed or stolen be at any time enfarceable by anyone, and shall be equally and proportionately
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entitled to the benefits of this Indentire with all ather Bonds secured by this Indenture. Neither the
Authority, the Trustee nor the Co-Trustes shall be required to treat both the originel Bond and any
replacement Bond as being Quistanding for the purpose of det¢rmining the Accreted Value of Bonds
which may be issued hereunder ot for the purpose of determining any percentage of Bonds Cutstanding
hereunder, but both the original and duplicate Bond shall be treated as one and the same.

SECTION 2.08 Book-Entry Registrati xchanges. (A) Notwithstanding
any of the provisions of Sections 2.02 through 2.07 to the contrary, the Supplemental Indenture providing
for the issuance of a Series of Bonds may provide: (1) that one or more Bonds of such Series shall be
delivered upon initial issuance fo, and registered in the name of, or in the name of one or more nominees
of, one or more bond depositories, (2) that such Bonds may not be exchanged, transferred or replaced on

the registration books maintained pursuant to Section 2.05, subject to such sxceptions as may be provided '

by such Supplemental Indenture, (3) that, while ary such Bond is held by such a bond depository, the
Anthority, ths Trustee, the Co-Trustee, any Paying Agent and any Registrar for such Bond may treat the
bond depository as the absolute owner of such Bond for all purposes and shall have no liability with
respect to {a) the accuracy of the reconds of such bond depository or any participant with respect to any
ownership interest in such Bond, (b) the delivery to any perticipant, any beneficial owner or any other
person, other than such bond depository, of any notice with respect to such Bond, including any notice of
redemption, or (c) the payment to any participant, any beneficial owner or any other person, other than
-such bond depository, of amy amount with respect to the principal or Redemption Price of or interest on
such Bond. : '

. (B) In the alternative, notwithstanding any of the provisions of Sections 2.02 through

2,07 to the contrary, the Supplemental Indenture providing for the issuance of a Series of Bonds may

<provide: (1) that one or more Bonds shall be delivered upen initial issuance to, and registered in the name
of, or in the name of one or more nominees of, the Trustee, the Co-Trustee or any other Registrar fot such
Series of Bonds, in ordex to set forth the terms of such Bonds in the same manner as for Bonds that are
subject to exchange, transfer and replacement in written certificated form, (2) that no person other than
the Trustee, the Co-Trustee or such other Registrar may receive an authenticated Bond, subjest to such
exceptions as may be provided by such Supplemental Indenture, (3) that the awnership of such Bonds

, shall be evidenced solely by the bond registration books of the Trustee, the Co-Trustee or such other

Registrar, and (4) that the transfer of the ownership of such Bonds shall take place subject to such
regulations as may be provided by such Supplemental hdenture. - .

ARTICLE IIT

ISSUANCE OF BONDS; ISSUANCE OF A SERIES OF BONDS;
PARTFY PAYMENT AGREEMENTS

SECTION 3.01 - Issuance of Bonds. At any fime afler the execution of this
Indénture and one or more appropriate Supplemental Indenbires, the Anthority may scll and execute one
- ormore Series of Bords and the Registrar for each suth Series of Bonds shall authenticate and, upon the
_Orderof the Authority, deliver such Series of Bonds.

SECTION3.02  Application of Proceeds of Bonds. The proceeds reccived by the

ety

Authority from the sale of each Stries of Bonds shall be deposited with the Trustee or the Co-Trustee,
- who shall forthwith set aside such proceeds i such regpective fimds and accounts s are directed by a
Request of the Authority, subject to the requireraents of this Iridenture.

SECTION303  Estsblishmentand Application of Construction Accomnts;
Modification of Projects.- {A) With respect 1o each Project or Series, as determined by the Authority, the

" DOCSSH1:836871.7 21



o 0

Depositary for the Construttion Account for such Project or Series shall establish within the Construction
Fund and maintain and hold in trust hereunder & separate account designated as the * )
Construction Account” (inserting therein the Project or Series designation). Amounts in each
Construction Account shall be used and withdrawn, as provided in this Section, solely for the payment of
Project Costs of such Project (or of the Project or Projects for which such Series is being issued),
including by (1) direct payment, (2} payment of any debt obligations issued by the Authority, or
repayment of any advances made from any source, io finance temporarily such Project Costs, (3) payment
of Capitalized Interest accruing on Bonds issued for such Project as specified in the Supplemental
Indenture relating thereto, and {4) payment of Costs of Issuance of such Bonds. A Depositary shall
dishurse raoneys in a Construction Account only upon Requisition of the Autherity stating the person 10 -
whom payment is to be made, the amount to be paid, the purpose for which the obligation was incurred
and that such payment is a proper and lawful charge agsinst such account.

The Authority may modify the specifications or description of any Project or Projects by
filing with the Trustee and each Depositary for each Construction Account for such Project or Projects a
Cerfificate of the Authority deseribing such modification, together with a written report of an Consulting
Enginesr to the effect that such modification will have no roaterial adverse effect on the Authority’s
ability to comply with Section 6.12 and an opinion of Bond Counsel to the effect that such modification
and the use of amounts in such Construstion Accounts for such modified Project or Projects will not
adversely effect the exclusion, if any, of interest on any Bonds from gross income for federal income tax
purposes.

. ‘Upon receipt of a Certificaiz of the Authority that ameunts in any Construction Account
are no longer required for the purpose of such account, said amounts shall be transferred to the Capital |
- Improvement Fund or any other find or accdunt designated by the Authority in such Certificate;
provided, however, that any such iransfer shall be subject to receipt by the Trustes of an opinion of Bond
Counsel to the effect that such transfer and the use of such amounts for the purposes intended by the
Authority after such transfer will not adversely affect the exclusion, if any, of interest on any Bonds from
gross income for federal incorme tax purposes.

) (B) All interest and other profits derived from the investment of moneys in each
Construction Ascount shall be retained therein,

(C) The Authority may provide in the Supplements] Indenturé providing for the issuance
of Additional Bonds that the proceeds of such Additional Bonds shall otherwise be limited as to use or
application. ’ . .

SECTION3.04  ILssuance of Additional Series of Bonds; Additional Parity

Payment Agreements: Qther Payment Agrcemonts, (A) In addition to the initial Series of Bonds, the

.Authority may. by Supplemental Indenture establish one ar more other Series of Bonds payable from
Revenues on a parity with the initisl Series of Bonds end Parity Payment Agreements and secured bya
lien upon and pledge of Revenues seual to the lien and pledge seouring the initial Serics of Bonds and
Parity Payment A greements, and the Authority may issue Bonds of any Secies so established, in such
prineipal amount and for such lawful purpose or purposes (including refunding of any Bonds issued
her&xmder and then Outstanding) as shall be spevified by the Authority-in said Supplemental Indenture,
but only upon complisnce by the Authority with the provisions of Section 3.05 and any applicable

provisions of any Supplemental Indenture,-and subject to the following specific conditions, which are
hereby made conditions precedent to the issuance of any such additional Sexies of Bonds:

" " (1) No Event of Default shall kave occurred and then be continning.

r
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" (2) The Supplemental Indenture providing for the issnance of such additional
Series of Bonds shall specify the purposes for which such Series is being issued, which shall be one or
more of the following (1) to provide moneys for deposit inte & Construction Account and withdrawal
therefrom in accordance with Iaw for purposes other than the refunding of Bondas, or (2) to refund all or
part of the Bouds of any one or more Series then Outstanding, by depositing with the Trustes, in trust,
moneys o noncallable Federal Securities in the necessary amount to discharge all liability of the
Authority with respect to the Bonds to be refunded as provided in Szction 10.02 and. to make any payment
necessary or desirable in conmection with the termination of any Rejated Payment Agreement in
comnection with such refinding.

(3) The Supplemental Indenture providing for the issuance of such additional
Series of Bonds shall require that the amount in the Bond Reserve Fund be increased, if and to the extent
necessary, to an amount at least equal to the Bond Reserve Fund Requirement for such Serjes. Said
deposit may be made from such proceeds or any other source, as provided in Sections 5.02 and 5.06 and
said Suppiemental Indenture.

(4) The agpregate principal amount of Bonds issued hereunder shall not exceed
any limitation imposed by law or by any Supplemental Indenture,

(5) The representations and estimates set forth in the certificates and written
repotts required by Section 3.05 for such Series shafl have been made by thc pames Tequired to give such
_ certificates and written reports

(B} 'I‘hc Authority may enter into Parity Payment Agreements payable from Revenues en
a parity with the Bonds and other Parity Payment Agreements and secured by a liet upon and pledge of
Revenues equal to the lien and pledge securing the Bonds and other Parity Payment Agreements, but only
upon compliance by the Authority with the provisions of Section 3.05 and any applicable provisions of -
any Supplemental Indenture, and subject to the following epecific conditions, which are hereby made
conditions precedent to the entering into by the Authority of any Parity Payment Agreement:

(1) No Event of Defsult shall have occurred and then be continuing,

(2) The representations and estimates set forth in the certificates and written
reports required by Section 3.05 shall have been made by the parties required to give such certificates and
Written reports.

(3) The Authority, the Trustee and the Co-Tristee shall have executed and
delivered a Supplerental Indenture designating such agreeimetit as a Parity Payment Agreement and the
Bonds to which such Parily Payment Agreement ig Related.

. (C)Inaddition to Parity Payment Agreements, the Authority may enter into Payment
Agrecments payable from Revenues after and subordinate o the payment fiom Revenues of payments
" with respect to the Bonds and Parity Payment Agreements, but only upon compliance by the Authority
with any appliceble provisions of any Supplemental Indenture’and any such agreement shall constitute &
Payment Agreement spon execution and delivery by ihe Authority, the Trusiee aud the Co-Trustes ofa
Supplemental Indenhywre des:gnaung such agreemetit a3 2 Payment Agreement and the Bonds to which
such Payment Agreement is Related.
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. SECTION3.05 - Procesdings for the ssuance of a Series of Bonds; Parity
Payment Agreements. The requirements of this Section 3.05 are in addition to the other applicable

conditions precedent set forth in Section 3.04.

(A) Whenever the Authority shall determine to issue a Series of Bonds, the Authority
shall execute and deliver a Supplemental Indenturs providing for the issnance of such Series of Bonds and
specifying the terms and conditions of such Series of Bonds, including the following:

{1} the authorized principal amount of such Series;

{2} the purpose or purposes for which such Series is being issued and, if such
purpose is the deposit of moneys in a Construction Account, the Project or Projects for which such Series
i3 being issued {including any appropriate modifications to any previously specified or described Project
or Projects);

(3} the amount of the Bond Rescrve Fund Requirement upon the issuance of
such Series; . ’

(4) the amount to be deposited (or otherwise available) in the Bond Reserve
Fund upon the issuance of such Series, the source or sources of such amourt (which may be proceeds of
. such Series, a Credit Facility or other amounts available for such purpose);

(5) the amount, if any, to be deposited.in the applicable Construction Account, if
any, upon the issuance of such Series, and the source or sources of such depasit (which may be the
proceeds of such Series or other amounts available for such purposc);

(6) the amounts, if any, to be reserved within the applicable Construction
Account to pay Costs of Issuance and Capitalized Interest of such Series and the source or sources of such
" amounts (which may be the proceeds of such Series or other amounts available for such purpose);.

+  {(7) the amount, if any, to be deposited in the Debt Service Fund as accrued
interest upon the issuance of such Series; .

{(8) the Cl'Bd-lt Facility end Credit Provider, if any, for such Series and any special
provisions not inconsistent with the terms of this Indenture relating to such Crcd:t Facxlrty and
.deslgtm‘mg any Credit Agreement Payments with respect thereto; -

. (9) the Related Payment Agreement, if any, and Qualified Counterparty with
. rcs'pect thercto and any provisions not inconsistent with the terms of this lndenture relating to such
_Paymnt Agreemeit;

(10)  the appointraent of the Registrar and any Paying Agents for such Series
a.nd, if nacessary, any Depositary for any Funds or Accounts rcla.hng to such Series;

(11) thc form, tifle and dulgn&hnn of, and the meammer of nmnbcrmg and
Ict‘tmng. Bonds of stich Series;

(12}  the denomination or denominations of Bonds'of such Series;
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) (13) the date or dates of maturity and Principal Payment Periods of Bonds of
such Series and the manner of payment of principal of such Bonds;

(14)  the rate or rates of interest or the manner of determining such rate or
rates borne by the Bonds of such Series and the Record Dates and Interest Payment Dates for such Bonds;

- (15) the Bonds of such Series which are Serial Bonds (if any) and the Bonds
of such Series which are Term Bonds (if any);

(16) the terms of redemption, if any, of Bonds of such Series;

{17)  the date and amount of cach Mandatory Sinking Account Payment {if
any) required to be paid by the Authority for the retirement of Term Bonds of such Series;

(18) the designation of any accounts to be established pursuant to this
Indenture and any other accounts deemed advisable by the Avthority;

{19) any tax or other covenants which, in the judgment of the Authority, are
designed to insure that intérest on such Series of Bonds will be excludable from gross income for federal
income tax purposes and which are not inconsistent with the provisions of this Indenture; provided,
however, that the Authority may, i its sole and absolute discretion, determine in connection with the
anthotization of a Series of Bonds that it will not make any sech covenants because interest on such
Series is not intended to be excludable from gross income for federal income tax purposes; and

{20)  any other provisions deemed advisable by the Authority, not in conflict
with ot in substitution for the pravisions of this Indenture (exccpt as expressly permitted in this
Indenturz).

(B) (1) Before any Series of Bonds other than the initial Series shall be issued and
delivered and before any Parity Payment Agreements are entered into, the Authority shall file the
following documents with the Trustee: .

{(a)  If and to the cxtent that an additional Series of Bonds is being
issued, an Opinion of Cotmscl setting forth (i) that such counsel has examined the Supplemental
Indenture; (i) that the execution and delivery of the additional Series of Bonds have been duly authorized
by the Authority; and (iii) that said additional Series of Bonds, when duly executed by the Authority and,

obligations of the Authority, payable from Revenues as provided herein,

--if required, authenticated and delivered by the Registrar for such Bonds, will be valid and binding special

(b} A Certificate of the Authority that the requirement of Section
3.04(AX1) bas been met.

. (¢} () Ifand to the exicnt that an additional Series of Bonds is being
issued for the purpose of providing moneys for deposit in a Construction Account, the following

.certificates:

(A) A certificate of 2 Consulting Engineer settirig forth (T)
the projected Date of Completion for the Project or Projests for which such Series of Bonds is being
issucd and for any other uncompleted Projects, and (TI) an estimate of the cost of construction of such
Projects;
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(B) A written report of a Consulting Engincer setting forth
for each Fiscal Year from the then current Fiscal Year through the later of (T} the first Fiscal Year .
commencing at least five years after the date of original issnance of such additional Series, or () the first
Fiscal Year commencing at least three years after the Date of Completion projected by the Consulting
Engineer pursuant to subparagraph (4) above, estimates of Revenues, Operation and Mafntenance
Expenses and Net Revenues; and

(C) A Certificate of the Anthority (I) setting forth (a) the
estimates of Revenues, Operation and Maintenance Expenses and Net Revenues, as set forth in the
wriften report of & Consulting Engineer pursuant to subparagraph (B) above, for eaph of the Fiscal Years
covered by such report, and (b) the Aggregate Annual Debt Service and Capitalized Interest for each of

" such Fiscal Years, including Annual Debt Service and Capitalized Interest on afl future Series of Bonds, if
any, which such Certificate of the Authority shall estimate (based on the estimate of the Consulting
Engineer of the cost of canstruction of such Projects) are required to complete payment of the cost of
construetion of such Projects, and (I} demonstrating that for cach of such Piscal Years {a) Revenues are
projected to be at least equal to the aggregate amount of all transfers required to be made pursuant to
Section 5.02(A) through (E) and, to the extent applicable, otherwise required to provide for the payment
of all obligations of the Authority to be paid from Revenues, and (b) Net Revenues are projected to be at
{east equal to 1.25 times Agpregate Annual Debt Service

(i)  Inlieu of the certificates and reports required by
subparagraphs (i}(4), (B) and (C} above, the Authority may deliver to the Trustee a Certificate of the
Aathority to the effect that for the last complete Fiscal Year ar any period of 12 consccutive calendar
months out of the 18 calendar months next preceding the original issuance of such Series of Bonds, Net
Revenues for such Fiscal Year or 12-month period equaled at least 1.25 times the Maxinmm Annual Debt
Service on all Bonds then Outstanding plus the Series of Bonds being issued.

(iti) Tnaddition, 2 Series of Bonds may be issued for
the sole purpose of deposmng in a Construction Account the amounts necessary to complete any one or
mote Projects without filing with the Trustee of the cerfificatcs and reports required by subparagraphs
(iXB) and (C}, if such certificates and reporis demonstrating compliance with such subparagraphs were
filed in commection with the.issuance of the prior Series of Bonds for cach of snch Projects and if the
principal amount of such Bonds to be ssued for completion purposes does not exceed ten pereent (10%)
of the principal amount of Bonds previously issued for and allocable to such Projects.

{d) Ifand tothe extent thatan additional Series of Bonds is being
isstied for the purpose of refunding Bonds, either (i) a certificaie of an Independent Certified Public
Accountant thet Aggregate Annual Debt Service for each Fiscal Year thereafiér will be less than or equal
to Aggregate Annual Debt Service for each such Fiscal Year in the absence of such refunding, or (i) the
certificates and reports required by subsection (B)(1){cKi)(A) (if any one ¢r more of the Projects for
which the Bonds being refunded is not then completed), (B) and () of this Section; provided that in leu
of the centificates and reports required by subparagraphs (A), (B} and {C) of said subsection (B} 1)e)(i),
the Authority may deliver to the. Trustee the certificats required by subsection (BY L{c)(i).

{¢) Ifand io the extent thata Parity Payment Apreement, other than a
Parity ] Pa.ymcnt Agreeinent ail payments pursuant fo- which have been takcn mto account for purposes of

the Related Bonds, is being entered into; either (i) a certificate of an Independent Certified Public

. Accountant that Aggregate Annual Debt Service for sach Fiscal Year thercafter will be less than or equal
to Aggregate Anmual Debt Service for each such Fiscal Year in the absence of such Parity Payment
Agreement, or (ii) the certificates and reports required by subsection (B)(1)cHi)(B) and (C) of this
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Section, in each case freating such Payment Agreement as in effect for purposes of any ealculations;
provided that in Jieu of the certificates and reporis required by subparagraphs (B) and {C} of said
subsection (BY(1){c){i), the Authority may deliver to the Trustee the certificate required by subsection
(B)(1)(c)ii), treating such Payment Agreement as in effect for purposes of 2y calculations.

(2) In cormection with the issuance of an additional Series of Bonds, upon the
delivery to the Trustee of the foregoing instruments, the applicable Registrar shall authenticate and
deliver said additional Series of Bonds, in the aggregate prmcipal amount specified in such Supplemental
Indenture, to, or upon the Order of, the Authority, when such additional Series of Bonds shall have been
presented to it for that purpose.

SECTION 3.06 Validity of Bonds. The validity of the aithorization and
issuance of the Bonds shall not be dependent on or affected in any way by any proceedings taken by the
Authority for the improvement of the System, or by any contracts made by the Authority in connection
therewith, or the failure to construct the System or any part thereof. The recital contained in the Bonds
that the same are regularly issued pursuant to the Act shall be conclusive evidence of their validity and of.
compliance with the provisions of law in their issuance.

ARTICLE IV
REDEMETION OF BONDS.

SECTION 4.01 Terms of Redemption. Any Series of Bonds may be made
subject to redemption prior to maturity, as a whole or in part, at such time or times, and upon payment of
the'principal amount thereof plus such premivm or premiums, if any, a5 may be determined by thie
Authority at the time such Series is authorized and as shall be set forth in the Supplemental Indenture
authorizing such Series; provided, however, that such Supplemental Indenture shal | provide that the
Aunthority shall have the right, on any date, to redsem the Bonds of any such Series, asa whole, or ir part
so that the reduction in Annual Debt Service for the Bonds of such Series for each Bond Year after such
redemption shall be as nearly proportional as practicable, from and to the extent of proceeds received by
the Authority due to & governmental taking of the System or portions thereof by eminent domain
proceedings, if such amounts are not used for additions, improvements or extensions to the System, under
the circumstances and upon the condifions and terms set forth in Sectien 6.11, at the principal amount
thereofplus interest acerued thereon, without premium. .

SECTION 4.02 Selection of Bonds for Redemption. For purposes of selecting
Bouds for redemption, Bonds shall be deemed to be composed of portions equal to their respective
miniomrn authorized denomination, and any such portion may be separately redesmed. The applicable
Registrar shall promptly notify the Authority, the Trustee and the Co-Trustee in writing of thc Bonds or
portions thereof selected for redemption. In the event that less than all of the Bonds of any Sexies and
maturity are to be redeemed, the Bonds (or portions thereof) to be redeemed shall be selected by the
Authority or; in the absence of such a selection by the Authority, by the applicable Registrar by lot within
such maturity in such manner as the Registrar may determine. The amount of zach Series and maturity of
the Bonds to be redzemed shall be determined by Section 4.01 or the applicable Supplemental Indenture
ot, if permitéed, by Request of the Authority. :

In addition, a Suppleinental Indenture providing for the issuance of Additional Bonds
may specify any other method or order of selection of such Additional Bonds for redemption, subject to
Section 4.01. .
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SECTION 4.03 Notice of Redemption, Notice of redemption (except as

. provided below) shall be given, not less than thirty (30) nor more than sixty (60) deys before the date
fixed for redemption, by first class mail to cach of the registered owners of Bonds designated for
redemption at their addresses appearing on the Bond registration books of the applicable Registrar on the
date the Bonds to be redeemed are selected. Each notice of redempiion shall state the redemption date,
the place or places of redemption, the Series and maturities to be redeemed, and, if less than all of any
such maturity, the numbers of the Bonds of such matority to be radeemed and, in the case of Bonds to be
redeerned in part only, the respective portions of the principal amount thereof to be redeemed, and shall
also state that on said date there will become due end payable on each of said Bonds the Redemption
Price thereof or of said specified poriion of the principal therebf in the case of a Bond to be redeemed in’
part only, together with interest accrued thereon to the redemption date, and that from and after such
redemption date interest thereon shall cease to acerie, and shall require that such Bonds be then
surrendered, with a written instrument of ransfer duly executed by the registered owner thereof or by
such registerad owner’s attomey duly authorized in writing. No defect in or failure to give such mailed
notice of redenption shall affect the validity of proceedings for the redemption of such Bonds. Each
notice of redemption shall also state the CUSIP number, date of issue and interest rate on each Bond, or
portion thereof, to be redeemed, and shall include the redemption agent name and address; provided,
however, that failure to include any of such information in any redemption notice, or any inaccurasy in
any such information, shall not affect the sufficiency of the proceedings for redemption of any Bonds.

. A copy of any notice of redemption given pursuant to the foregoing paragraph shall also
be sent by fivst cldss mail to each Owner of $1,000,000 or more in aggregate principal amount of Bonds
to be redeemed and to cach of the Fiduciaries, cach of the Credit Providers, the Securities Depositories (as
. defined below) and two or more Infonration Services (as defined below); provided, however, that failure -
to give notice pursuant fo this sentence by certified mail to any Bondowners, to any Fiduciaries, to any
Credit Providers or to any Securities Depositories or Information Services, or the insufficiency of any
such notices, shall not affect the sufficiency of the proceedings for redemption of any Bonds, A, second
notice shall be sent by first class mail to the registered owner of any Bond which has been called for
redemption in whole or in part, and is not surendered for payment within sixty (60) days after the date
fixed for redemption; provided, kowever, that failure fo send any such second notice, or any deficiency of
any such notice, shall not affect the sufficiency of the pracecdings for redemption of any Bonds, Asused
in this paragraph, the term “Information Services™ means Financial Information, Ing.’s “Daily Called
Bond Service,” 30 Montgomery Street, 10th Floor, Jersey City, New Jerscy 07302, Atiention: Editor;
Kenny Information Services’ “Called Bond Service,” 55 Broad Strest, 23th Floor, New York, New York
10004; Moody’s “Mimicipat and Government,” 99 Church Stzeet, 8th Floor, New York, New York
10007, Attention: Mumicipal News Reports; and Standazd and Poor's “Cailed Bond Record,” 25
Broadway, 3rd Floor, New York, New York 10004; or, in accordance with then-current guidelines of the
Securities and Exchange Commission, and/or such other services providing information with respect fo
cailed bonds, or na such services, as the Authorify may designate in a Certificate delivered to the Trustee;
and the term “Securities Depositories” means: Thie Depository Trust Company, 711 Stewart Avenue,
Garden City, New York 11530, Fax~(516) 227-4039 er 4190; and/or, in agcordance with then-current
guidelines of the Securities and Exchange Comimission, such other securities depositories, or no such
depositories, 45 the Authority may designate in a Certificate delivered o the Trustee.

Noties of redemnption of Bonds shall be given by the applicable Registrar for and on

behalf of the Aunthority.

A Supplemental Indenture providing for the issuance of Bonds may provide that notice of
the redemption of such Bonds shall be given at times.and in 2 mancer different from that specified above.

DOCSSFI:836871.7 _ - 28



SECTION 4.04 Partial Redenption. Upon surrender of any Bond redeemed in
part only, the Authority shall execute and the applicable Registrar shall authenticate and deliver to the
registered owner thereof, at the expense of the Authotity, 2 new Bond or Bonds of authorized
denominations, and of the same Series, maturity and tenor, equal in aggregate principal amount to the
unredeemed portion of the Bond surrendered.

SECTION 4.05 Effect of Rederuption. Notice of redemption having been duly

. given as afpresaid, and moneys being held by the Trustee, the Co-Tiustee or Paying Agents for payment

of the Redemption Price of, and interest accrued ta the redemption date on, the Bonds (or portions
thereof) so called for redemption on the redemption date designated in such notice, such Bonds {or such
portions) shall become due and payable at the Redemption Price specified in such notice plus interest
accrued thereon to the date fixed for redemption, interest on the Bonds so called for redemption shall
cease to accrue, said Bonds (or portions thereof) shall cease to be entitled to any benefit or security under
this Indenture, and the Owners of said Bonds shall have no rights in respect thercof except to receive
payment of said Redemption Price and acorued interest, .

All Bonds purchased or redeemed purspant to the provisions of this Indenture shall be
canceiled upon surrender thereof and delivered to or upon the Order of the Authority.

SRCTION 4.06 Rescission of Notice of Redemption, The Authority may, at its
option and expeuse, prior 1o the date fixed for rndamphon in any noucc of redemption rescind and cancel
such notice of redemption,

ARTICLEV ~
REVENUES AND FUNDS

SECTION 5.01 Pledge and Assignment of Reverues: Revenue Fund. (A)
Subject only to the provisiens of this Indenture permitting the application thereof for or to the purposes
and on the terms and conditions set forth herein and to the provisions of that certain Consent Decree dated
April 24, 2003 end the relsted Order dated May 9, 2003, eelating to United States of America v.
Government gf Guam (gettling a lawsuit filed on behalf of the U.S. Navy against the Government and the
Authority), there are hereby pledged to secure the payment of the principal of, premium, if any,and -~
iterest on the Bonds in accordance with their terms and the provisions of this Indenture and the payment
of Credit Agreement Payments and Parity Payment Agreement Payments in accordance with their terms,
all of the Revenues. Said pledge shall constitute a lien on and security interest in such Revenues and shail
attach, be perfected and be valid and binding from and after delivery by the applicable Registrar of the
first Serm of Bonds hereunder, without any physical delivery of such Revenues or further act.,

(B) The Depositary for the Revenue Fund shali maintain and.hold in trust the Revenue -

Fund s0 long as any Bonds, Credit Agreement Payments, or Parity Payment Agreement Payments remain

Outstending. The Authority shall deposit all Revenues upon the receipt thereof in the Revenue Fund.
Subject only to the provisions of this Indenture permitting the application thereof for or to the purposes
and on the terms and conditions set forth herein and thessin, the Trustre and the Depositary shall be
entitled to and shall collect and receive all of the Revenues, and sny Revenues collected or reccived by

the Authority shall be deemed to be held, and to have been collected or received, by the Authority as the
agent of the Trustee, the Co-Trustee and the Depositary for thc Revenue Fund and shall forthwith be paid
by the Authority to sur.h Depositary.
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(C}{1) In addition to the Revenue Fund, the Depositary for the Revenue Fund shall
establish within the Revenue Fund and maintain and held in trust hereunder additional separate funds
designated as follows:

{a)  The “Operation and Maintenance Fund”;

{b)  The “Subordinate Securities Fund” (which may be held by the
applicable tustee or depositary for any Subordinate Securities);

(c) the “Operation, Maintenance, Reneiwal and Replacsnmnt Reserve
Fund™;

(d) the “Rate Stabilization Fund™
(e)  the*“Capital Improvement Fund”; and
{f) the "Recbate Fund”.

The Operation, Maintenance, Renewal and Replacement Reserve Fund, the Rate
Stabilization Fund and the Capital Improvement Fund may also be held by any one or more Depositaries
other than the Depositary for the Revenue Fumd,

{2) The Co-Trustee shall establish, maintain and hold in trust the following
additional find and aceounts:

(a) the Débt Service Fund (within the Revenue Fund); and
(b}  the Bond Reserve Fund (withz:n the Revenue Fund).

{ID) All moneys &t any time deposited with the Trustee, the Co-Tristee or any Depositary,
as'the case may be, shall be held by the Trustee, the Co-Trustee or such Depositary, as the case may be, in
trust for the benefit of the Owners at-any time of the Bonds (and, to the extent any Credit Agreement
Payment is doe and payable, for the benefit of the applicable Credit Provider), and the Authority shail
have no beneficial right or interest in avy of such morieys, except as provided in this Indentuze. All
Revenues and other moneys go deposmd shall be held, disbursed, allocated and applied only as provided
in this Indénture.

SECTION 5.02 Allocation of Revenues. On or before the fifth daiy of each
calendsr month, after prov:dmg for any emounts due under the Consent Decree described in Section 5.01
-for which revennes from the Navy/GPA Surcharge are not availdbic to pay, the Depositary for the |
Revenue Fuad shall transfer from the Revenue Fund (to the Trustee as necessmy) for deposit into one or
ore of the following respective separate fimds, the following amounts in the following order of priorily,
the requivoments of each such fund or account (including the making up of any deficiencies in any such-
fimd or aceount resulting from lack of Revenues sufficiént to make any corlier required deposit) at the
time of deposit to be satisfied, and the results of such satisfaction being teken into account, before ay

transfer is made to any fuud subordinate in priority:
(A) into the Operation and Maintenance Fund, an amount equal to the amount of

Operation snd Maintenance Expenses budgeted by the Authority, pursuant to the budget, as revised, filed
in accordance with Section 6.08, to be paid from Revenues during the next succeeding calendar month
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(including any amotmt to be hicld a8 a reserve for transfer to the Rebate Fund) plus the amount of any
Other Credit Agreement Payments then duc and payable or to become due and payable during such month
not otherwise included in such amount;

(B)into the Debt Service Fund held by the Co-Trustee, an amount equal to the amount
necessary to increase the amount in the Debt Service Fund to the aggregate amount for all Quistanding
Bonds of all unpaid inteest, principal and Mandatory Sinking Account Payments and for all Cutstanding
Parity Payment Agreements of all Parity Payment Agreement Payments with respect thersto and for all
Outstanding Credit Agreements of all Credit Agreement Reimbursement Payments due and payable to the
extent not otherwise included in such amount which shell be required to have been transfemred to the Debt
Service Fund on the basis of the following transfer requirement rules (after taking into account amounts
transferred and to be transferred from any Congtruction Account.to pay Capitalized Interest):

(1) an amount equaf to the amount of interest payable en each Bond on a current
uncompounded basis on any Interest Payment Date shall be transferred in equal monthly amowmts over
the Tnterest Accrual Period for such Bond ending on such Interest Payment Date (or in the case of
Variable Rate Bonds 110% of the amount of interest accrued during the next preceding calendar month
less any excess deposited for the next preceding calendar month); provided that to the extent that a
Qualified Counterparty is obligated to make payments to the Authority on or prior to such Interest
Payment Date pursuant to an Outstanding Payment Agreement Related t any Bonds, an amount equal to
the amount of any such payment obligation shall be transferred from the Revenue Fund to the Debt
Service Fund on the date such payment is due and the amount of each monthly fransfer with respect to
such Bonds required by this subparagraph (1) during the Interest Accrual Period (or portion thereof) over
which such payment obligation accrues shall be reduced by an amount equal to the amount of such
Qualified Counterparty’s payment obligation accruing during the next preceding calendar month;

2) _the amount of intetest payable on each Bond ona deferred compounded basis
on any Interest Payment Date shall be transferred in substantially equal monthly amounts over the period
during which such interest accrues on su¢h basis;

3)- the amount of the principsl of each Bond shall be transferred in equal
monthly amounts over the Principal Payment Period for such Bond ending on the maturity date for such
Beond; . .

“ the amount of each Mandatory Sinking Account Payment for Bonds shall be
transferred in equal monthly amounts over the Principal Payment Period for such Bonds ending on the
date such Mandatory Sinking Account Payment is duc;

I &) the amount of any Parity Payment Agreement Payment psyable on any
Payment Agreement Payment Date shall be transferred (a) in the case of such payments calevlated based
on a fixed rate, in equal monthly installments over the Payment Agreement Payment Accrual Peried for
such Payment Agreement Payment ending on such Payment Agreement Payment Date and (b) in the case
of such payments calculatod based on 4 varisble rate, in monthly installments equal to 110% of the
amonnt of such obligation accrued during the next preceding calendar mmonth less any excess deposited
for the next preceding calendsr month; and .

(3] {o the extent not otherwise included in amounts described in subparagraphs

(1) through (5) above, the amount of any Credit Agreerent Reimbursement Payment due and payable
shall be transferred. i . '
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(C) into the Bond Reserve Fund held by the Co-Trustee, the amount, if any, needed to
increase the amount in the Rond Reserve Fund to the Bond Reserve Fund Requirement as of the date of
such transfer;

(D)into the Subordinate Securities Fund (and any accaunts therein), the amount, if any,
needed to increase the amount in such Fund and each such account to its requitement (including any
requirements for reasonable debt service reserves and requirements related io Payment Agreements that
consfitute Subordinate Securities (including Termination Payments)) established by each resolution,
indenture or other instrument pursuant to which Subordinate Securities are issued and outstanding;

{E) into the Operation, Maintenance, Renewsl and Replacement Reserve Fund, the
amount, ifany, nceded to iicrease the amonnt in the Operation, Maintenance, Renewal and Replacement
Reserve Fund to a requirement equal to one-fourth (1/4) of the sum of the amounts of Operation and
Maintenance Expenses and Renewal and Replacement Costs budgeted by the Authority, pursuant to the
budget, ag revised, filed in accordance with Section 6,08, for the then current Fiscal Year; provided,
however, that prior to the Fiscal Year beginning October 1, 2010, the deposit into such fund each month
shall not be rcquiyed to be greater than one-sixtieth (1/60) of such requirernent for the then-current Fiscal
Year;

(F) fato the Rate Stabilization Fund, the amount specified for such month in 2 Cerfificate
of the Authority which also certifies thet such amount is consistent with the annual budget established by
the Authority pursuant to Section 6.08; and

(G)into the Capital JmprovcmcntFund, the balance remaining in the Revenue Fund after -

the foregomg deposits.

SECTION 5.03 Applicatien of Operatjon and Maintenance Fund, All emoumts in
the Cperation and Maintenancs Fund shall be used and withdrawn by the Authority upon Requisition

solely for the purpose of paying Operation and Maintenance Expenses; provided that any amounts
depasited in the Operation and Maintenance Fund for the purposs of paying Cther Credit Agreement
Payments shall bé used and withdrewm only for the purpose for which they were deposited. For purposes
of this Section, any check, draft, warrant or purchase order of the Authority executed by an officer or
employee of the Authority duly authorized by resolution of the Board of Directors of the Authority io
excoute such instraments shall be tréated as a Requisition.

SECTION 5.04 Rebate Fund,

’ (A)If and to the extent required by the Supplemental Indenture providing for the issuante
of a Series of Bonds, the Trustee shali establish and maintain within the Rebate Fund 2 separate Rebate
Account for such Series. There shall be deposited in such Rebate Account from amounts in the Opezation
and Maintenance Fund or other Tawfully available moneys such amounts as are required to be deposited .

 therein pursuant to the Tax Cerfificate with respect to such Series of Bonds, All meney atany time -
deposited in 2 Rebate Account shell be held by the Trustee in frust, and shall be governed excluswely by
this'Section and by the Tex Certificate with respect to such Series of Bonds.

(B) Notwithstanding any provisions of this Section, if the Authority shall provide to the

Trustee an opinion 6f Bond Counsel that any sPcctﬁed action required under this Section is no longes
required or that some further or different 2etion iz required to roaintain the exclusion, if any, from gross
income for federal income tax purposes of interest on &ny Series of Bonds, the Trustee and the Authority
may conclusively rely on such opinion in complying with the requirements of this Section, and,
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nohvuhstandmg Article IX of this Indenture, the covenants hereunder sha]l be deemed to be modified to
that extent.

SECTION 5.05 Application of Debt Service Fund. (A) Subject to subsection (C)
of this Section, all amounts in the Debt Service Fund shall be used and withdrawn by the Co-Trustee
solely for the purpose of (1) paying interest on Bonds as it shell become due and payable (including
accrued interest on any Bonds purchased or redeemed prior to maturity pursuant to this Indenture), (2)
paying the principal of Serial Bonds when due and payable, (3} purchasing or redeeming or paying at
maturity Term Bonds 4s provided in this Section, (4} paying Parity Payment Agreement Payments due
and payable, and (5) paying Credit Agreement Reimbursement Payments due and payable.

(B) Subject to subsection (C) of this Section, on each Mandatory Sinking Account
Payment date, the Co-Trustee shall apply the Mandatory Sinking Account Payment or Payments required
4n that date to the redemption (or payment at maturity, as the case may be) of the applicable Term Bonds
upon the notice and in the manngr provided in Article IV. Atany time prior fo giving such notice of such
tcdempnon, the Co-Trustes, upon the Request of the Authority, shall apply moneys in the Debt Seryice
Fund, in an amount not in excess of such Mandatory Sinking Account Payment, to the purthase of’ the
applicable Term Bonds at public or private sale, as and ‘when and at such pnc.es (including brokerage and
other charges) as are specified in such Request, except that the purchase price {excluding accrued interest)
shall not exceed the price that would be payable for such Bonds upon redemption by application of such
Mandatory Sinking Account Payment.

(C) If {1} during the twelve-month period immediately preceding a Mandatory Sinking
Account Payment date the Co-Trustee purchases the applicable Term Bonds with moneys in the Debt
Service Fund, or (2) during said period and priof to giving notice of redemption the Authority otherwise
deposits the applicable Term Bonds with the Co-Trustee (together with a Request of the Authorityto .
apply such Bonds so deposited to the Mandatory Sinking Account Payment due on said date}, the amount
of Bonds so purchased or deposited shail be credited at the time of such purchase or deposit, to the extent
of the full principal amount thereof, to reduce such Mandatory Sinking Account Payment, AH Bonds
purchased or deposited pursuant to this subsection shall bs caneslled and destroyed by the Co-Trustee.

(D) With respect to each series of Bonds for which proceeds of the sale thereof are
required to be set aside to pay interest on the Bonds, the Co-Trustee (if so instructed by the Supplemental
Indentwre providing for the issuance of such series) shall transfer from the Constraction Fund and deposit
in the Debt Service Fund the amounts at the bmes specified in the Supplemental Indenture providing for
the issuance of such Series.

SECTION 5.06 Application of Bond Reserve Fund. All amounts in the-Bond

Reserve Fund shall be used and withdrawn by the Co-Trustee solely for the purpose of paying debt
servics on Bonds (including Payment Agreement Payménts to the extent provided in any Supplemental
Indenture) in the event of a deficiency in the Debt Service Fumd, in the manner and to the extent set forth
in Section 5.12. So long zs the Autherity is not in defauit hereunder, any amount in the Bond Reserve
Fund in excess of the Bond Reserve Fund Requirement shall be transferred to the Revenue Fund. A
Supplemental Indenture providing for the issuance of 2 Series of Bonds may pmmde that income derived
from the investment of the proceeds of such Series in the Bond Reserve Fund prior to the completion of
- -each Praject for which such Bonds were issued shall be deposited in the Construetion Account for such

Project. Otherwise, such income shali be deposited in the Revenue Fund.

If and to the extent provided by Supplemental Indenture, the Bond Reserve Fund

Requirement may be wholly or partially satisfied by a Credit Facility. Notwithstanding anything to the
contrary contained hereinbefore in this Section or in Article IV, such Supplemental Indenhive may also
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provide thata draw on such Credit Facility shall be made only after all cash in the Bond Reserve Fund
has been withdrawn, and that if a drawing or other claim. on such Credit Facility is honored, amounts
available under Section 5.02(C) for deposit in the Bond Reserve Fund shafl be applied by the Co-Trustee
to reimburse, as soon as practicable, the amoimt of each payment honoring such drawing or other claim,
and the Trustee shall give any notice of such reimbursement required by the applicabls Credit Agreement,
No such Credit Facility shall be given any priotity over any other such Credit Facility as to draws or

repayments,

SECTION 5.07 Applicati¢m of Subordinate Securities Fund. All amounts in the
Subordinate Securities Fund may be used and withdrawn, 2s directed by a Request of the Authority, for
the purpose of paying debt service due on Subordinate Securities, amounts due pursuant to Payment
Agreements (including Termination Payments), funding or replenishing reasonable reserves and meeting
other requirements of the instrutment purseant to which such Subordinate Securities are issued.

SECTION 5.08 gghcauon of Operation, Maintenance, Rencwal and
“Replacement Regerve Fupd. All amounts in the Operation, Maintenance, Renewal and Replacement

Reserve Fund shall be used and withdrawn upon Requisition of the Authority solely for the purpeses of
{4) paying Operation and Maintenance Expenses if and to the extent that arnounts on deposit in the
Operation and Maintenance Fund are insufficient for such purpose, (B} paying Renewal and Replacement
Costs budgeted by the Authority, pursuant to the budget, as revised, filed in accordance with Section 6.08,
for the then current Fiscal Year, and (C) paying thé costs of repair or replacement of loss or damage
caused by or resulting from fire or from action of the elements (including toss frem typhoons,
earthquakes, floods and tidal waves), whether or not sich costs are Operation and Maintenance Expenses
or Renewal and Replacement Costs. For purposes of this Section, any check, draft, warrant or purchase
aorder of the Authority exectted by an officer or employee of the Authority duly authorized by resolution
of the Board of Directors of the Authority to execute such instruments shall be treated as a Requisition.

SECTION 5.09 Application of Rate Stabilization Fund, All amounts in the Rate
Stabilization Fund shatl be transferred by the Authority from time to time to the Revenue Fund in the
amounts specified by a Certificate of the Anthority which also certifies that such amount is consistent
with the annual budget established by the Authority pursuant to Sec‘aon 6.08.

SECTION 5. 10 Application of Capital Mrovcmcnt Fund, Except as may be
otherwise set forth in a Supplemental Indenfure, all amounts in the Capital Improvemnent Fund may be
used and withdravm hy the Authority for any lawful purpose of the Authority or may be transferred to the
Reverue Fund, in each case upon Request of the Authority. The Authority may direct the appropriate
Depositary to establish accounts within the Capital Improvement Fund for appropriate purposes, and may
restrict the purposes for-which amounts in any such account may be used and withdrawn so long as such
purposes are lawful puiposes.

SECTION 5.11 | Peficiencies in Fiinds or Accounts. ¥n the event that the amount
in any Fund or Account is insufficient for the purposes for which such Fund or Account was established,
the Co-Trustee, or the Trustee or the Depositary upon the direction of the Co-Trustes, shall transfer to
such Fund or Account the smount of such deficiency by withdrawing said amount from subordinate

- Funds and Accounts in reverse order of the priority set forth in Section 5.02 and prior to any other claims

—ro e oo -~ upon such Funds and Accounts, subject only t¢ the limitation that amounts in the Bond Reserve Fund
shall only be used as provided in Section 5.06. If after making all such transfers, the amount in the Debt
Service Fund is insufficient, the Co-Trustes shall promptly nnhﬁ{ each Credit Provider of the amount of
such msufﬁcmncy. )
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SECTION 5.12 Inyestment of Moneys jn Funds. All Investment Securities and
any other investments acquired with toneys held hereunder shall be acquired subject to the [imitations of
any covernant relatmg to the exclusion of interest on Bonds from gross income for federal income tax
purposes, to the limitations as to mahurities hercinafter in this Section set forth and to such additional
limitations or requirements consistent with the foregoing as may be established by Request of the
Authority. No Investment Security which is subject to redemption at the option of the issuer may be

purchased at a premium above the amount of the premium payable upon any such redemption.

Moneys in the Consirustion Accounts, the Rebate Fumd, the Debt Service Fund and the
Bond Regerve Fund shail be invested solely in Investment Securities o maximize investment income,
with proper regard for the preservation of principal, pursuant to a Request of the Authority as to such
investment. In the absence of any different instruction, suck moneys shall be invested in Investment
Securities described in clause (6) of the definition thereof.

Moneys in the Revenue Fund, the Operation and Maintenance Fund, the Subordinate
Securities Fund, the Operation, Maintenance, Renewal and Replacement Reserve Fund and the Capital
Improvement Fund may be invested in any investment designated by Request of the Authority,

Notwithstanding any other provision hereof, moneys in the Revenue Fund and the Bond
Reserve Fund shall be invested only in Investment Securities having at least an investrnent grads rating
from the Rating Agency.

Subject to the provisions of any Supplemental Indenturs, moneys in ali Funds and
Acommts established under this Indenture shali be invested in invesiments paying interest and maturing
not later than the dates on which it is estimated that such moneys will be required by the Trustee, the Co-
‘Trustee, the applicable Depositary or the Authority.

All interest and other profit derived from such investments shall be deposited in the
Revenue Fund when received, except that interest and other profit derived from the investment of moneys
in the Coenstruction Accounts, the Capitsl Inprovement Fund and the Rebate Fund shall be retained in
such respectivc Fund or Aecount, and except that intersst and other profit derived from the investment of
moneys in the Bond Reserve Fund shall be deposited as provided in Section 5.06. Investments acquited
s an investment of moneys in any Fund or Account established under this Indenture shall be credited to
‘such Fund or Account,

Subject to the provisions of any Supplémental Indénture, for the purpose of determining
the amount in any Fund or Account, éxcept the Rebate Fund, the amount of any obligation allocdble to
such Fund or Account shall be equal to the purchase price of such obligation (not including accrued
intercst, if any, paid on the purchase of such obligation) plus the amount of any discount below par )
. accounting for any such discount ratably each year over the term of such obligation (i.e., by dividing the
amount of such discount by the number of interest payments remaining to matunty and by multiplying the
amaunt so caleulated by the number of interest paymerit dates having passed since the date of purchase)
(in this Section calléd “amortized value™); provided, however, that the amoimt of any accrued interest on
any obligation may be credited to the Revenue Fund or to any Fund or Account to which such ameunt or’
any portion thereof may have been transferred from the Revenue Fund.

 The Trustoe, the Co-Trustee or the applicable Depomtary may sell at the best price .
obtzinable, or present for redemption, any security purchased hersunder whenever it shall be necessary in
order to provide moneys to meet any required payment, transfer, withdrawal or disbursement from the .
Fund or Account to which such security is credited, and the Trustee, the Co-Trustee and such Depositary
shall not be lizble or responsible for any-loss resulting from such investment,
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- ARTICLE VI
CERTAIN COVENANTS

. SECTION 6.01 Paypent of Principal and Interest. ‘The Authority will punctuaily
pay or cause to he paid the principal and interest (and premium, if any) to become due in respect of every
Bond issucd hereunder at the times and places and in.the manner provided herein and in the Bonds, in
strict conformity with the terms of the Bonds and of this Indenture, but solely from Revenues and other
moneys held in trust hereunder, as provided hersin.

SECTION 6.02 Against Encurpbrances, Subject to any rights of the United
States of America or as otherwise set forth herein, the Authority will not morigage or otherwise
encumber, pledge or place any charge upon the System or any paxt thereof, or upon any of the Revenues,
prior to or on a parity with the Bonds, the Parity Payment Agrecments and Credit Agreement Payments.

So long as any Ronds are Ouistanding, the Authority will not issue any bonds or
obligations payable from Revenues or secured by a pledge, lien or charge upon Revenues priorfo oron e
parity with the Bonds, the Parity Payment Agreements and the Credit Agreement Payroeats, other than
the Bonds, the Parity Payment Apreements and the Credit Agreement Fayments.

_ Except as may be otherwise set forth in a Supplemental Indenture, nothing in this
Indenture, and particularly nothing in the preceding two paragraphs, shalt prevent the Authority from
authorizing and issuing bonds, notes, warrants, certificates or other obligations or evidences of
indebtedness which as fo principal or interest, or both, (1) are payable from Revenues after and
subordinate to the payment from Revenues of the principal of and interest on the Bonds, the Parify
Payment Agreement Payments and Credit Agreement Payments, or (2) ere payable from moneys which
are not Revenues as such term is defined in this Indenture.

SECTION 6.03 Sale or Other Disposition of Property. (A) The Authority and
the Government will not selt or otherwise dispose of the System or any part thereof, or permit othersto .
sell or otherwise dispose of the System or any part thereof, essential io the proper operation of the System
or to the collection of Revenues sufficient to pay debt service on the Bonds, Parity Payment Agresraent
Payments and Credit Agreement Payments and otherwise comply with Section 6.12. The Authority will
not enter into any agreement which impairs the operation of the System or impedes the collection of
Revenues sufficient to pay debt sefvice on the Bonds, Parity Paymient Agreement Payments and Credit
Agreernent Payments and otherwise comply with Sectiont 6.12. .

(B) Any real or personal property which has become nonoperative or which is notneeded
for the efficient and proper operation of the System, or any material or equipment which has wom out, .
may be sold at a price not less than the fair. market valus thereof if such sale will not reduce Net Revenues
and if the net proceeds of such sale are deposited in the Revenue Fund.

SECTION 6.04 Operation and Maintenance of the System. The Authority will
maintain and preserve the System in good repair and working order at all times from the Revenues
available for such purposes, in canformity with prudent management and standards customarily followed
in the industry for systerns of like size and character. The Authority will from time to time make ail
necessary and proper repairs, renewals, replacements and substitutions to the properties of the System, so
that at all times business carried o in connection with the System shall and can be properly and
advantageously conducted in an efficient manner and at reasonable cost. The Authority will operate the
Systzm in an efficient and economical niavmer, consistent with the peotection of the Owners of the Bonds
and 50 as to assure that the System shal! be financially self-sufficient and sclf-sustaining. “The Authority
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shall not commit or allow any waste with respect to the System. Nothing herein shall prohibit the
Authority from subcontracting any part of the raaintenatce and operation of the System.

SECTION 6.05 Licos and Claims. Subject to any rights of the United States of
América, the Authority shall keep the System and all parts thereof fres from judgments, from mechanics’
and materialmen’s liens and: from all tieps and claims of whatsoever nature or character, to the end that
the scourity provided pursuant to this Indenhire may at all irnes be maintained and preserved, and the
Authoerity shall keep the System and the Revenues free from any liability which might hamper the
Authority in condueting its business or operating the System. The Trustes or and Co-Trustee at its option
(after first giving the Authority ten days written notice to comply therewith and failure of the Authority to
so comply within said ten-day period) may defend against any and all aetions or proceedings in which the
validity of this Indenture is or might be questioned, or may pay or compromise any claim or demand
asserted in any such actions or proceedings; provided, however, that, in defending against such actions or
proceedings or in paying or compramising such claims or demands, the Trustee or the Co-Trustee shall
not in auy event be deerned tohave waived or released the Anthority from lisbility for or on account of
any of its covenants and warrantics contained herein, or from its liability hereunder to defend the vahdlty
of this Indenture and the pledge herein iade and to perform such covenants and warranties,

SECTION 6.06 Insurance.

(A) The Authority will rmaintain or cause to be maintained insurance on the System with
responsible insurers in such amounts and against such risks (including accident to or destruction of the
System) as are usually maintained by prudent operators of systems similar and similarly situated to the
System and which it shall deem advisable or necessary to protect its-interests and the interests of the
Bondowners so long as such insurance is available to the Authority on the open market from responsible
insurers at reasonable cost. In the event of any damuige to or destruction of the System caused by the
perils coverad by such insurance, the proceeds of such insurance shail be applied to the repair,
reconstruction or replacement of the damaged or destroyed portion of the System; and the Authority shall
cause such repair, reconstruction or replacement to begin promptly after such damage or destruction shall
occur and to continue and to be properly completed-as expedmo:.lsly as pnssihtc If the proceeds received
by rcason of any such loss shall exceed the costs of such repair, reconstruction or replacement, the
Authetity shall deposit such exeess in the Capital Improvement Fund. Notwithstanding the foregoing, if
the proceeds of such insurance, together with other moneys available for such purpose, are sufficient to
enable the Authorify to retire all Outstanding Bonds, whether at maturity or on redemption prior to
maturity or any combination thereof, aud to pay the Parity Payment Agrezment Payments and any
Termination Amount payabile by tho Authority purimant to Parity Payment Agreements in connection
~witl'a termination. thereof, and to pay any Credit Agmcmcnt Payments then due and payable the
_ Authority may elect not to repair, reconstruct or replace the damaged or destroyed portion of the System,
. and therenpon, the proceeds of such insurance shall be applied by the Authority and the Trustee to the

payment when due of the interest to become due on all Outstanding Bonds on and prior to the maturity
date or rederaption date thereof, as the cass may be, to the payment of the principal of and redemption
" premiums, if any, on all Ouistanding Bonds at matnrtity or on redemption prior to maturity, ag the case
may be, and to the payment of such Parity Payment Agrecmmt Payments and any such Termination .
Amoumis, ag the case may be, when dus and to pay any Credit Agreement Payments then duc and
payable .

(B) The Authority will maintain such ofhet insurance which it shall deem advisable or
necessary to protect its interests and the interests of the Bondowners, which insurance shall afford

protection in such amounts and against such risks as are usually maintained by prudent operators of
gystems similar to the System.
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(C) Any insurance required under this Section may be maintained under a self-insurance
program so fong as such self-insurance is maintained in the amounts and manner customarily maintained
by prudent operators of systems similar to the System. The Authority shall, every third year, engage an
jnsurance consultant o revicw the Authority’s self-insurance program and to make recommendations for
any necessary modifications, including, but not limited to, any modifications necessary to comply with
this Section. Each such report shall be filed with the Trustee. )

SECTION 6.07 Books and Accounts; Financial Statements. (A) The Authority
will keep proper books of record and accounts, separate from all other records and zccounts, in which
complete and correct entries shall be made of all transactions relating to the System. Such books of

_record and accounts shall at all times during businiess hours be subject to the inspection of the Trustes, the
Co-Trustee or any Owner of Bonds then Qutstanding or their representatives authorized in writing, at
reasonable hours and under reasonable conditions.

(B) The Authority will prepare and file with the Trustee and the Co-Trustee annually
within nine months after the close of each Fiscal Year so long as any of the Bonds are Qutstanding ~

¢1) finencial staterments for the preceding Fiscal Year, prepared in accordancé
with (i) the accounting requircments of this Indenture and (i) generally acceptéd accounting principles
applied on a consistent basis from year to year, including 2 balance sheet, statement of income, statement
of retained eamings, and statément of changes in financial position (including a statement of revenue,
expenditures and fund balances for each.of the Funds and Accounts éstablished pursuant to this

Tndenture), and including a reconciliation between the bases of accounting required under clauses (i} and

(i) above, which financial statements shall be examincd by and include the certificate or opinion of an
Independent Certified Public Accountant, such certificate or opinion to include a statement as fo the
manner and cxtent to which tho Authority has complied with the provisions of this Indenture as it relates
to seid financial statemenis; and .

(2) 2 statement as to all insurance carried by the Authority 2s of the end of such
Fiscal Year, including a brief description of the amount and coverage of each insurance policy and the
* name of the inguring company. ’

The Authority will furnish a copy of the aforesaid statements to any Credit Provider and
to any Bondownet upon request, and will furmnish ta the Trustee stch reasonable number of copies thereof
. {not excecding 100 copics) a5 may be required by the Trustee for distribution to investment bankers,
securities dealers and others interested in the Bonds and to the Owners of Bonds requesting copies
.thereof. The Trustes shall not be fequired to incur any nonreimbursable expenses in making such
distribution. . - '

SECTION 6.08 Authority Budgets. Prior to the commencement of each Fiscal
Year, the Authority shall prepare and adopt an anmual budget for such Fiscal Year. Such budget shall set
forth in reasonable detail the Revenues anticipated to be derived in such Fiscal Year and the cxpenditures
anticipated to be paid or provided for therefrom in such Fiscal Year including, without limitation, the

amounts required to-provide. for the payment of the principat of, interest and redemption premium, if any,

" on the Bonds during such Fiscal ‘Year, to pay of provide for Operation and Maintenance Expenses for

such Fiscal Year, to pay or provide for Renewal and Replacement Costs for such Fiscal ¥ ear, to make up

any deficiencics in 2ny Fund or Account anticipated for the then current Fiscal Year, to transfer to or from

the Rate Stahilization Fund each month, and to pay or provide for the payment of all ather claims or -

. obligations required to be paid from Revennes in such Fiscal Year, and shall show that Net Revenues

_ shall be at least adequatz to satisfy the reguirements of Section 6.12. The Authority shall supply to the
Trustee; the Co-Trusice, the Revenue Fund Depositary, any Credit Provider and any Bondowners who

DOCSSFL:83687L7 38




shall so request in writing a copy of the annual budget for the then current Fiscal Year. ‘Such budget shall
also be open for inspeetion by any Owner during normal business hours. The Authority may at any time
adopt a revised annual budget and shall supply copies as aforesaid.

SECTION 6.09 Payment of Taxes, Btc, The Authority will pay and discharge, er
cause to be paid and discharged, all taxes, assessments and other governmental charges which may
hereafter be lawfully imposed upon the Authority on eccount of the System or any portion thereof or upon
any Revenues and which, if unpaid, might impair the security of the Bonds, when the same shall become
due, but nothing herein contained shall require the Authorify to pay any such tix, assessment or charge so
long as it shall in good faith contest the validity thereof. The Authority will duly observe and conform
with all valid requirements of any governmental authority having jurisdiction over the Anthority or the
System or any part thereof.

SECTION 6.10 Acquisition and Constriction of Improvements. The Authority

will commence and will continue to completion the acquisition and construction of the improvements to .
the System proposed to be financed from any Series of Bonds, and said improvements will be acquired,
constructed and completed in a sound and economical manner end in conformity with law.

SECTION 6.11 Eminent Domain Proceeds. If all or any patt of the System shall
be taken by or under threat of eminent domain proceedings, the net proceeds realized by the Authority
therefrom (excluding any portion thereof payablc to the United States of America or required by the
United States of America to be deposited in a restricted fund) shall be deposited by the Chief Financial
Officer in a special fund in trust and applied and dishursed by the Chief Financial Officer subject to the
following conditions:

(A)If such proceeds are sufficient to provide for the payment of the entire amount of
principal due or to become due upon all of the Bonds, together with alf of the interest due or to become
due thereon and any redemption pramiums, and all amounts payable under Parity Payment Agreements
(including Termination Amounts) end all Credit Agreement Payments then due and payable so as to
enable the Authority to tefire alkof the Bonds, either by redemption at the then current redemption prices
or by payment at maturity or parly' by redemption prior to maturity and parily by payment at maturity,
and terminate such Parity Paymnent Agresments and discharge such obligations with respect to such Credit
Agreement Payments, the Chief Financial Officer shall transfer such moneys to the Trustee who shall
apply such moncys to such retirenaent and to the payment of such amounts. The balance of such moneys,
if any, shall be transferred back to the Authority and shall be deposited in the Capital Improvement Fund.

(B) If such proceeds are insufficicnt to provide the moneys required for the purposes set
forth in the foregoing subsection (A), the Authiority shall by resolution determine to apply such proceeds

- for one of the following purposes, subject to the conditions hereinafter in this subsection (B} set forth:

(1) The Authority may determine to apply such proceeds to the purchase or
redemption of Bonds then Qutstanding and to the payment of Credit Agreement Payments thén due and
paysble. In that event, the Chief Financial Officer shall transfer such procecds to the Trustee, who shajl
apply such proceeds pro rats to the redemption or purchase of Bonds of each Serics then Outstanding in
the proportion which the principal amount of outstanding Bonds of cach Seties bears to the aggregate

" prineipal amount of all Bonds then Qutstanding.

(2) The Authority may determine to apply such proceeds to the cost of edditions
or improvements to or extensions of the System if the Authority first sscures and files with the Trustec a
report of an Independent Consulting Engineer (a) showing (i) the loss in annual Revenues, if any, suffered
or to be suffered, by the Authority by reason of such eminent domsin proceedings, (i) a general
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description of the additions, improvements or extensions then proposed to be acquired by the Authority
from such proceeds, and (iii) an estimate of the additional Revenues te be derived from such additions,
impravements or extensions; and (b) determining that such eminent domain proceedings will not
substantially impair the ability of the Authority to mest its obligations under Section 6,12, The Authority
shall then promptly proceed with the construction of the additions, improvements or extensions
substantially in accordance with such report. Payments for such construction shall be made by the
Authority from such proceeds. Any balance of such proceeds not required by the Authority for the
purposes aforesaid shall be deposited in the Capital Improvement Fund.

SECTION 6.12 Rate Covenant,

(A) The Authority shall at all times fix, prescribe and colicct rates, fees and charges in
connection with the services furnished by the System which will be sufficient fo vield the sum of Net
Revenues during ezch Fiscal Year equai to at least 1,25 times the Apgregate Annuval Debt Service for
such Fiscal Year and to yield Revenues during each Fiseal Year equel fo at Jeast the aggregate amount of
all fransfers required by Section 5.02(A) through (E) for such Fiscal Year.

The debt sérvice coverage 1atio specified in this Section shall be the debt service
coverage ratio used by the PUC, together with other appropriate factors, in sctting rates.

. If the financial statements prepared pursuant to Section 6.07(B)(1) reflect that (or if the
Authority’s other books and records st the time such statements are due heretnder reflect that) st the end
- ofa Fiscal Year the sum of Net Revenues shall have been less than 1.25 times Aggregate Annual Debt
Service for such Fiscal Year, or if Revenues shall have been less than the aggregate amount of all
. transfers required by Sections 5.02(A) through, (E) for such Fiscal Year, the Autherity shall prompitly
employ a Consulting Engineer to make recommendations a$ to a revision of such rates, fees and charges
or the methods of operation of the System. The Authority shall, prompily upon its receipt of such
recommendations, subject to applicable requirements or restrictions imposed by law and subject to a good
faith determination of the Board that such recomnmendations, in whole or in part, are in the best interests
of the Authority, the Owmers and each Credit Provider, revise such rates, fees and cherges or methods of .
operation and will take such other actions as shall be in conformity with such recommendations.

If the Authority complies in all material respeots with the reasonable recommendations of
the Consulting Engincer with respect to said rates, fees, charges and methods of cperation or collection,
or makes a good faith determination that such recommendations are not in the best interests of the
Authority, the Authority will be deemed to have complied with this Section for such Fiscal Yeas;
provided, that Net Revenues shall in no event hiave been less then Aggregate Annual Debt Service for
such Fiscal Vear.

(B) The Antherity may make adjustments from time to time in its rates, fees and charges
and may make such classification thereof as it deems necessary, but shail not reduce such rates, fees and
charges below those then in effect unless the Revenues from such redneed rates, fees and charges will at
all times be sufficiént to meet the requirtments of this Section.

SECTION 6.13 . Compliance with Indenture, The Authority (and the Government
as io Section 6.17) will faithfully observe and perform all the covenants, conditions and requiremients of

this Indenture, and will not suffer or permit any default to ocour hereunder, or do or permit to be done, in,
* upon or about the System, or any part thereof, anything that might in any way weaken, diminish or impair
* the security intended to be given pursuant to this Indeatre:
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SECTION 6.14 Observance of Laws and Regulations. The Authority shall
comply promptly, fully and faithfully with and abide by any coentract relating to or affecting the
availability of any grant or other similar assistance and any statute, law, ordinance, order, rule, regulation,
judgment, decree, direction or requirement now in force or hereafier enacted, adopted or entered by any
competent governmental authority or agency applicable or with respect to or affecting the acquisition,
construction or reconstruetion of the System or any part thercof or applicable or with respect to or
affecting the operation, manter, use or condition of the Systemn or any part or parcel thereof or adjoining
public ways or relating to the imposition of charges or collection of Revenues; provided that the Authority
need not comply with any such contract, statute, law, ordinance, rule, regtlation, judgment, decree,
direction or requirement if and so long as the Authority in good faith shall be contesting or permitting or
causing to be contested the applicability or validity thereof by appropriate proceedings diligently
prosecuted, even though such contest may result in the imposition of a lien or charge against the System
or the Revenues, if {1) the Authority shall effectively prevent foreclosure or enforcement of any such lien
or charge and (2) the foreclosure or enfarcement of any such lien or charge shall be stayed, and if said
stay thereafter expires, the Authority shall forthwith discherge such lien or charge or causs the sarne to be
discharged, so that pending such proceedings the System and the Revenues thereof shall not be affected
thereby, and the security of the Bonds shall not be impaired.

SECTION 6.15 Prosccution and Defense of Suits. The Authority shatl promptly
from fime to time take such action as may be necessary or proper to remedy or cure any defect in or cloud
upen the title to the System hereafter developing, and shall prosecute all such suits, actions and other
proceedings as may be appropriate for such purposes and, to the extent permitied by law, shall indemnify
and save the Trustee and cvery Bondowner harmless from all loss, cost, damage and expense, including
attorneys’ fees, which they or any ‘of them may incur by reason of any such defect, cloud, suit, action or

proceeding.

] The Authority shall defend against every suit, action or proceeding at any time brought
against the Trustes or any Bordowner upon any claim arising out of the receipt, application or
disbursement of any of the Revenues or involving the rights of the Trustee or any Boandowner under this
Indenture; provided, that the Trustee or any Bondowner at its or his election may appear in and defend
any such suit, action or proceeding. To the extent permitted by law, the Authority shall inderrmify and
hold harmless the Trustec and the Bondowners against anmy and all liability claimed or asserted by any
person arising out of such receipt, application or disbursement, and shall indemnify and hold harmless the
Boadowners against any atiomeys’ fees or other expenses which any of them may incur in connection
with any litigation to which any of them may becoroe a defendant by reason of its ownership of Bonds.
“To the extent permitted by law, the Authority shall prompily reimburse any Bondowner in the full amount
of any dttorneys’ fees or other expenses which such Bondowner may incur in litigation or otherwise i
czrder to enforce its rights tmder this Indenture or the Bonds, if such ]:tlgahun is concluded favorably o

_ such Bondowner's contentions therein, Notwithstanding any contrary provision hereof, this Section shall
remain in fiill force and effect, even though all indebtedness and obligations issued hereunder may have

. been full}' paid and satisfied, until the Authority shall have been dissolved.

. SECTION 6.16 Further Assurances, Wheneverand so often as requested so to
do by the Trustee or any Bondowner, the Awthority will promptly execute and deliver or cause te be
cxecuted and delivered all such other and further mstruments, documents or assurances, ard promptly do
or cause to be done all such other and further things, as may be necessary or reascnably required in onder

to fucther and more fully vest in the Trustee and the Bondowners all rights, inferest, powers, benefits,
privileges and advantages conferred or intended to be conferred upon them by this indenture,

SECTION 6.17 B&M The Government hereby pledgesto
the holdezs of &ll Bonds the foilamng. while any Bonds remain outstanding and not fully performed or
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discharged (A) to maintain the rights, powers and duties of the Board and the Guam Public Utilities
Commission, or their respective successors in accordance with law, to fulfill the terms of Bonds and this
Indenture, (B) to maintain the rights and remedics of Bondholders provided in the Act and this Indenture,
{C) to protect the exciusive right of the Authority to operate or maintain within Guam any water or
wastewater system operated by the government or its designees by preventing the acquisition, operation,
maintenance or permitting of any instrumentality of the Govemment or any other public or private
agency, entity or person to operate a scpasate and competitive water and/or wastewater system, and (D)
not {o iransfer eny additional non-system operating responsibilities or other unfunded mandates to the
Authority without providing for the payment of the costs of such additional responsibilities, with the
exception of annual supplementa) annuity and COLA contributions paid by the Authority on behalf of
retired employees of the Authority (or its lawful predecessors) as may be reguired by other laws of Guam.
The Authority includes this pledge and agreement of the Govmmlent in this Indenture as authorized by
Section 14229 of the Act.

ARTICLE VII
EVENTS OF DEFAULT AND REMEDIES OF BONDOWNERS

SECTION 7.01 Events of Default: Remedies. (A) Any one or more of the
following events shall be an “Event of Default” hereunder:

(1) if default shall be made in the due and punctual paysment of the principal of,
or the premiumn (if any) on, any Bond when and as the same shall become due and payable, whether at
matutity as therein expressed, by procesdings for redemption, or otherwise, or if default shall be made in
the fedemption or payment at maturity from any Sinking Aceount of any Term Bonds in the amounts and
at the times provided therefor;

.(2) if default shall be made in the due and punctual payment of any installment
of interest on any Bond or any Parity Payment Agreement Payment when and as such interest installment
or Parity Payment Agreerent Payment shall become due and payable;

(3) if defavit shall be made by the Authority in the observance of any of the
other covenants, agresrients.or conditions on its part in this Indenture or in the Bonds contained or by the
Government in the observance of its covenant in Section 6.17, and such default shall have continued for s
period of thirty (30) days after notice thereof, specifying such default and requiring the same to be

* remedied, shall have been given to the Authority by the Trustee, the-Co-Trustee or a Credit Provider, or to

the Authority, the Trustee and the Co-Trustee by the Owners of not 1éss than twenty -five percent (25%}) in-
aggregate principal amount of the Bonds at the timte Cutstanding; or

. {4) if the Authority shall file a petition or auswer secking reorganization or
anangcmcnt under the federal bankruptey laws or any other applicable law of the United States of
America, or if a court of competent jurisdiction shall approve 2 pefition, filed with or without the consent
of the Autherity, secking reorganization umder the federal banlcuptoy laws or any other applicable law of
the United States of America, or if, under the provisions of any ofher law for the relief or aid of debtors,
any court of competent _]unsdlchon shail assums custcdy or contro]l of the As.lthonty or of the whole or
any substantial part of its prapeny

{B) In each and every case during the continuance of an Event of Default, the Trustee in
its own name and s Trustee of an express trust, on behalf nd for the benefit and profeetion of the
Bondowners, after notice to the Authority, and upon the request of the Gwmers of a majority in Accreted
Value of the Bonds then Outstanding, shall proceed tb protect and enforce sny rights of the Trustee and,
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to the full extent that the Bondowness themselves might do, the rights of such Bondowners under this
Indenture and under the laws of the Government by such of the following remedies as such majority shall
deern most cffectual to protect and enforce such rights: '

(4] by mandamus or other suit, action or proceeding at law or in equity, to
enforce all rights of the Bondewners, including the right fo require the Authority to charge, prescribe and
collect Revenues adeguate to comply with the covenants and agreements made herein, and to require the
Authority to carey out any other covenant or agreement with the Bondowners and to perform its duties
under the Ack

{2) by bringing suit upon the Bonds;

(3) by action or suit in equity, to require the Authority to account as if it were the
trustee of an expressed trust for the Bondowners;

. {4) by realizing or causing to be realized through sale or otherwise upon the
moneys, securities and other assets pledged hereunder;

(5) by action or suit in equity, to enjoin any acts or things which may be
unlawful or in violation of the rights of the Bondowners;

{(6) by requiring the Authority to endorse 2ll checks and other negotiable
instruments representing Revenues fo the order of the Trustes immediately upon the receipt thereof and to
deliver such endorsed instruments daily to the Trustee; ’

(7) by notifying any or all account debtors of the Authority to pay any amounts
tepresenting Revenues, when due, directly to the Trustee as Trustee; and

{8) by eommencing proceedings for the appointment of a receiver or receivers of
the System and of the Revenues, with such powers as the court making such appointment confers.

SECTION 7.02 Application of Funds Upon Default. All of the Revenues, all
amounts in. ail of the Funds and Accounts provided for in Sections 3.02 (except any escrow fund ’
established for the payment of any refunded obligations), 3.03, 5.01 and 5.02 upon the datz of the
declaration of an Event of Default as provided in Seetion 7.01 and all Rovenues theveafter received by the.
Anthority, the Trustes, the Co-Trustee or any Depositary hereumder, shall be transmitted to the Trustes
and b applied by the Trustee a3 and in the order of priority provided in Scctions 5.01, 5.02 and 5.06;
provided, however, that {A) if amounts in the Debt Service Fund are‘insufficient to pay, when due, ali
interest on, principal of, and Mandatory Sinking Account Payments on all Bonds then Outstanding, all

. Parity Payment Agrecment Payments pursuant to Parity Payment Agreements then Outstanding and all

. Credit Agreement Reimbursement Payments due and payable pursuant to Credit Agreements then

" Qutstanding, then such amounts in the Debt Sexvice Fund shall be used first to pay all installments of

. interest then due and owing without preference or priority of any such installment of mtevest over any
Gther ingtallment of interest, then to pay instailments of principal and Mandatory Sinking Account
Payments then due and owing, without preference or priority of any installment of principal or Mandatory .
Sinking Account Payments over any other such Installment, then {o pay all Credit Agreement -~ -
Reitubursement Payments then due and payzble, and then to pay Parity Payment Agreement Payments
then due and owing, without preference or priority of any Parity Payment Agreement Payment over any
‘ofher such Parity Payment Agreement Payment; and (B) amounts in Consbruction Accounts may be used
for the purposes for which such Constriction Accounts were created and funded if the Trustes :
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determines, in accordance with Section 8.03(A), that such use is in the best interests of the Bendholders
and the Credit Providers.

If any instaliment of interest, principat or Redemption Price is enly partially paid, such
payment shall occur only upon presentation of the several Bonds and the recording thereon of a record of
such partial payment.

SECTION 7.03 Representation of Bondowners ry Trustee. In case one or more
of the Events of Default shall happen, then and in every such case the Qwner of any Bond at the time

Outstanding shall be entifled to proceed to protect and enforce the rights vested in such Owner by this
Indenturs by such appropriate judicial proceeding as such Owmer shall deem most effectual to protect and
enforce any such right, either by suit in equity or by action at law, whether for the specific performance of
any covenant or agreement contained in this Indenfure, or in aid of the exercise of any power granted in
this Indenture, or to enforce any other legal or equitable right vested in the Owners of Bonds by this
Indenture or by law; provided, however, that no such Bandowner shall have the right {o institute any such
judicial proceeding pursuant to this Section unless (A) such Owner shall have previously given to the
Trustes notice of the occurrence of an Event of Default hereunder; (B) the Owners of at least a majority in
Accreted Value of the Bonds then Outstanding shall have made request to the Trustee to exereise the
powers herein granted or to institute such action, suit or procecding in its own narne; (C) such Owner or
said Owners shall have tendered to the Trustee reasonable indemnity against the costs, sxpenses and
liabilities to be incurred in compliance with such request; and (D) the Trustee shall have refused or
omitied to comply with such request for a period of sixty days after such request shall have been received
by, and said tender of indermnity shall have been mede to, the Trustee. The provisions of this Indenture
shali constitute a contract with the Owners of the Bonds, and such contract and duties of the Authority
and of the Authority members, officers and employees thereof shall be enforceable by any Bandowner by
mandamus or other appropriate suit, action or proceeding in any court of compstent jurisdiction.

Nothing in this Section shall affect or impaix the right of any Ovwner to enforce the
payment of principal of and interest on such Owner’s Bonds or the obligation of the Authoiity to pay the
principal of and interest on each such Bond at the time and place specified in such Bdud.

' SECTION 7.04 Nonwaiver, Nothing in this Arficle or in any other provision of
this Tndentuse, or in the Bonds, shall affect or impair the obligation of the Authority, which is absolute
and unconditional, fo pay the principal of and the interest (and premium, if any) on the Bonds to the
xespective Owners of the Bonds at the respective dates of maturity, or upon call for redemptlon as herein
provxded, but only out of the Revenues herein pledged for such payments, or affect or impair the right of
action, which is also absolute and unconditional, of such Owners to institute snit to enforce such payment
by virtue of the contract embodied in the Bonds. . }

A waiver of any default or breach of duty or confract by any Bondowner shall not affect
any subscqucnt default or breach of duty or contract, or impair any rights or remedies on the suhseqtumt '
default or breach. No dolay or omission of the Trustee or of any Owner of any of the Bonds to exercise
amy Tight or power arising upon the happening of any Eveat of Default shall 3 un;mrany such right or
power ot shall be construed to be a waiver of any such Event of Default or an acquiescence therein, and
. "every power and remedy gwenbychntor ﬂns Article to the'I‘xustoe or to the Owners ofBonds or any

Trustee or the Owmers of Bonds or any such Credit Provldcr

. Ifa euit, action or proceeding to enforce any right or exercise any remedy is abandoned
or determined adversely to the Bondowners, the Authority, the Trugice and the Bondowners and each
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Credit Provider shall be restored to their former positions, rights and remedies as if such suit, action or
proceeding had not been brought or taken.

SECTION 7.05 Actions by Trustee as Aitormey-in-Fact. Any suit, action or
proceedmg which any Owner of Bonds shall have the right to bring to enforee any right or remedy

hereznder may be brought by the Trustee for the equal benefit and protection of all Owners of Bonds
similarly situated (notwithstanding any conditions npon the bringing of any such action, suit or
proceeding set forth in Section 7.03) and the Trustee is hereby appointed (and the successive respective
Owmners of the Bonds issued hereunder, by taking and holding the same, shall be conclusively deemed so
to have appointed it) the true and lawful attomey-in-fact of the respective Ovwmers of the Bonds for the
purpose of bringing any such suit, action, or proceeding and to do and perform any and ali acts and things
for and on behalf of the respective Owaers of the Bonds 25 a class or elasses, as may be necessary or
advisable in the opinion of the Trustee as such attorney-in-fact.

Except as may be set forth in a Supplemental Indenture in accordance with Section 11.15,
anything in this Indenture to the contrary notwithstanding, the Gwners of a majority in Accreted Value of
the Bonds at any time Quistanding shall have the right, by an instrumnent or concurzent instruments in
writing executed and delivered to tho Trustee, to direct the method and place of conducting all remedial
proceedings to be taken by the Trustee hercunder, provided that such direction shail be in accordance with
taw and the provisions of this Indenture.

SECTION 7.06 Remedies Mot Exclusive. Mo remedy herein conferred upon or
reserved to the Trustee or to the Owners of Bonds or to sny Credit Provider is intended to be exclusive of
any other remedy. Every such remedy shall be cumulative and shall be in addition to every other remedy
given hereunder or now or hereafter existing, at law or in equity or by siatute or otherwise and may be
exercised w:thout exhausting and without regard to any othermmedy conferred by the Act or any other
law.

ARTICLE VIl
THE FIDUCIARIES

o SECTION 8.01 Appoiatment of Trustes, Bank of Guarh is hereby appointed 25
Trustee under thiy Indmu.tre. - fL

Appointment of Co-Trustes. U.S. Bank National Association is herehy appointed as Co-
Trustee under this Indenture.,

SECTION 8.02 ' Duties, Immumities and Liabilities of Fiduciaries. (A) The
TFrustee and the Co-Trustee shall, prior to an Event of Default, and after the curing of all Events of
Defanlt which may have ocourred, perform such duties and only such duties as are specifically set forth in
this Indenture for each to perform. The Trustee and the Co-Trustee shall, during the existence of any
Event of Default which has not been cured, exercise such of the rlgin‘s and powers vested in them by this,’
Indenturs, and use the sams degme of care and skill in their :xcrmse, as a prudent person would exercise
or use under the cifcumstances in the conduct of such person’s own affairs. ‘The Auithority, the Trustee,
the Co-Trustee and each Depositary shail establish such accounting, notice and other relationships as are
. necessary to provids for the operation of the aceomirty oreated under or pursuant to Article V, and the

-handling of the Revenues credlted thereto in accordance herewith,

(B) Each Depomlnry, Regisirar and Paying Agent shall, prior to ar Event of Default, and
after the curing of all Events of Default which may have eccumed, perform such duties and only such
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duties ag are specifically set forih in this Indenture, and shall, during the existence of any Event of Default
(which has not been cured), follow the directions of the Trustee with respect to any of the Funds and
Accounts held under this lndenture.

(C) The Authority may remove any Fiduciary at eny time unless an Event of Default
shall have occurred and then be continuing, and shall remove a Fiduciary if af any time requested to do so
by an instrument or concurrent instruments in writing signed by the Owners of not less than 2 majority in
Accreted Value of the Bonds then Outstanding (or their attorneys duly authorized in writing) or if' at any
time such Fiduciary shall ceass to be eligible in accordance with subsection (F) of this Section, or shail
become incapable of acting, or shall be adjudged 2 bankrupt or insolvent, or a receiver of such Fiduoiary
or its property shall be appointed, or any public officer shall take control or charge of such Fidusiary or its
propesty or affairs for the purpose of rehabilitation, conservation or liquidation; in each case by giving
notice of such removal to such Fiduciary and thereupon shall appoint a suceessor Trustee, Co-Trustee,
Depositary, Registrar or Paying Agent, as the case may he, by an instrument in wriling. Any
Supplemental Indenture or Credit Agreement entered into in cormection with Bonds may provide that the
Credit Provider with respect thereto has the right to direct the Authority 1o remove any Fiduciary and .
appoint & successor under the circumstances specified therein.

. (D) Any Fiduciary may at any time resign by giving notice of such resignation to the
Authority, the other Riduciaries and each Credit Provider. Subject to the provisions of any Supplementai
* Indenture or Credit Agreement, upon receiving such notice of resignation, the Authority shall promptly
appoint & successor Trustee, Co-Trustes, Depositary, Registrar or Paying Agent, as the case may be, by
an ipstrument in writing. .

(B) Any such removal or resignation and appointment of a successor Fiduciary shall
hecome effective upon acceptance of appointment by the successor. Promptly upon such acceptance, the
Authority shall give notice thereof to each Fiduciary, to each affected Credit Provider and to the affected
Bondowners by mail in the manner provided by Section 4,03, Ifno successor shall have been appointed
and have accepted appointment within forty-five (45) days after giving notice of removal or notice of
resignation as aforesaid, the resigning Fiduciary or any Bondowner {ori behalf of such Bondowner and all
other Bondowners) or any Credit Provider may petition any court of competent jurisdiction for the
appointment of a suceessor, and such court may thereupon, afier such notice (if any) as it may deem
proper, appoint such successar. Any such successor appointed under this Indenture shall signify its
acceptance of such appointment by executing and delivering to the Authority and to its predecessora
written acceptance thereof (which may be a Supplemental Indenture), and thereupon such successor, .
without any further act, deed or conveyance, shall become vested with all the moneys, egtates, properties, -

* rights, powers, trusts, duties and obligations of such predeeessor, with like effeet as if originally named
herein; but, nevertheless, at the Request of the Authority or the request of the successor, such predecessor
shall execute and deliver any and all instruments of conveyance or firther assurance and do such other
things as may reasonabiy be required for more fully and certainly vesting in and confirming to such
successar all the right, title and interest ofsuchpredecmor in and to any property held by it under this
Indenture and shall pay over, transfer, assign and deliver to the successor any money or other propesty
subject to the trusts and conditions herein set forth. Upon request of the successor, the Authority shall
execute end deliver any and all instnumoents as may be reasonably required for more fully and certainly
vesting in and confirming to such succesmr all such moneys, estates, properties, rights, powers, trusts,

. duties and obligations.

(F) (1) The Trustes and the Co-Trustee appointed under the provisicas of this Section
shall meet the requirements of any Supplemental Indenture and any Credit Agreement and shall eachhe a
trust company or bank having the powers of a trust company doing business and having s corporate frust
office in any State or temitory and having a combined capital and surplus of at least Fifty Million Dollars
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(£50,000,000), and subject to supervision or examination by, federal, state or territorial anthority. The Co-
Trustee shall have a corporate trust office in one of the contiguous 48 States and bave a combined capital
and surplus of at least One Hindred Million Dollars ($100,000,000), Either the Trustee or the Co-Trustce
shal) have a corporate trust office in Guam. Any bank or trust company that meets the requirements of
both of the preceding two sentences may serve as both Trustee and Co-Trustee. If a bank or trust
cormpany publishes a report of condition at least annuafly, pursuant to law or ta the requirements of any
supervising or examining authority above referred to, then for the purpose of this Section the combined
capital and surplus of such bank or trust company shall be deemed to be its combined capital and surplus
as sct forth In its most recent report of condition so published. In caseat any tirne the Trustee or the Co-
Trustee shall cease to be eligible in accordance with the provisions of this subsection (F)(1), it shall resign
immediately in the manner and with the effect specificd in this Section. The Trustee and Co-Trustee may
be appointed and act as a Depositary, Registrar or Paying Agent hereunder,

(2) Each Registrar and Paying Agent appointed under the provisions of this
Section shall meet the tequirements of any Supplemental Indenture and any Credit Agreement and shall
be a trust company or bank having trust powers doing business and having a corporatz trust office in any
State of the United States and subject to supervision or examination by federal or state authority. In case
at any time any Regisirar or any Paying Agent shall cease to be eligible in accordance with the provisions
of this subsection (F)(2), it shall resign immediately in the manner and with the effect specified in this
Section.

(3) Each Depasitary appointed under the provisions of this Section shall be a
trust company or commercial bank having the powers of 2 trust company doing business and having a
trust office on Guam, having a combined capital and surpius of at least Ten Million Dolfars

($10,000,000), and subject to supervision or examination by federal or territorial authority. If such bank '

or trust company publishes a Teport of condition at least annually, pursuant te iaw or to the requirements
of any supervising or examining authority above referred to, then for the purpose of this Section the
coribined capital and surplus of such bank or trust company shall be deemed to be its combined capital
and gurplus as set forth in its most recent report of condition s0 published. In case at any time the
Depositary shall cease 1 be eligible in accordance with the provisions of this subsection (F)(3), the
Depositary shall resign immnediately in the manner and with the effect specified in this Section.

(G) Any company into which any Fiduciary may be merged or converted or with which it .

ma.y be consolidated or any company resulting from any merger, conversion or consolidation to which it
. shall be a party or any company to which such Fiduciary may sell or transfer all or substantially all of its
«corparate trust business, provided such comparty shail be eligible under subsection (F) of this Section,
shall be the successor to such Fiductary without the execution or filing of any paper or any further et
anything herein to the contrary notwithstanding. Any such successor shall give notice of such merger,
conversion or consolidation to each other Fiduciary and fo the Authority.

SECTION 8.03 Compensation. Subject to the terms of separate contracts with
Fiducmnw, the Authority shall pay to each Fiduciary from time to time reasonable campensation for atl
services rendered under this Indenture, and also all reasonable expenses, charges, feas of counsel,
accountants and consuitants and other disbursements, including those of their attorneys, agents and
employees, incured in good faith in and about the performance of their powers and duties under this
‘Indenture, The Authority further agrees, to the extent permitted by law, to indemnify and save each

~ Fiduciary harmless against any losses, costs, expenses, claims and liabilities (including without limitation
those ofits aftorneys, agents and receivers) which they may incur in the exercise and performance of their
respective powers, fimctions and duties under this Indenture, which are not due to their own respective
gross negligence or willful misconduct, Such indemmity shall survive the resignation or removal of each

Fiduciary.
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SECTION 8.04 Liability of Fiduciaries, The recitals of facts herein and in the
Bonds contained shall be taken as statements of the Autherity, and no Fiduciary assumes any
responsibility or lability for the correctness of the same, of makes any representations as to the validity or
sufficiency of this Indenture, of the Bonds, of any Credit Facility or of the pledge and assignment of
Revenues herein or any informiation or statements in any offering memorandum or other disclosure
materiel prepared or distributed in connection with the issuance of Bonds or shall incur any responsibitity
or liability in respect thereof, other than in connection with the duties or cbligations herein or in the
Bonds assigned to or imposed upon them, respectively. Each Registrar shall, however, be responsible for
its representations contained in its cextificate of authentication and registration on the Bonds. No
Fiduciary shall be liable in connection with the performance of its respective duties hereunder, except for
its owm respective gross acgligence or willful misconduct. Any Fiduciary may become the owner of the
"Bonds with the same rights it would have if it were not a Fiduciary, and, to the extent permitted by law,
may act as depositary for and permit any of their officers or directors to act as 2 member of, or in any
other capacity with respect to, arny commitiee formed to protect the rights of Bondowners, whether or net
such committes shall represent the Cwaers of a majority in Acoreted Value of the Bonds then )
Outstanding. No Fiduciary shall be under any twponSIblhty or duty with respect to the application of any
moneys paid to any other Fiduciary or the acts or omissions of any other Fiduciary. No Fiduciary shall be
under any cbligation or duty to perform ary act which would require it to expend or rigk its own moneys
or otherwise incur any liability or to instifute or defend smy action.or suit in respect of this Indenture or
the Bonds, wmless it is in its judgment adequately indemnified. No-Fiduciary shall be deemed to have
knnwledge of an Event of Defanlt hareunder ynless it has reccived actual knowledge thereof at its
* " Principal Office, except, in the case of the Trustee, default in the payment of any amounts due on the
Bonds on the due date therefor,

SECTION 8.05 Right of Fiduciaries to Rely on Documents. Any Fidusiacy shall
be protected i acting upon eny notice, resolution, request, consent, order, certificate, requisition, ’

- statement, repott, opinion, bond or other paper or document believed to be genuine and to have been
signed or presented by the propet party or parties, Any Fiduciary may consult with counse), who may be
counsel of or to the Anthority, with regard to legal questions, and the opinion of such coumse] shail be full
and complefe authorization and protection in respect of any action taken or suffered by it hereunder in
good faith end in accordance therewith. )

Whenever in the administration of the trusts fmposed upon it by this Indenture 2
Fiduciary shall deem it necessary or desirable that a matter be proved or established prior to taking or
suffering any sction hereunder, such matter (unless other evidence in respect thereof be herein
specifically prescribed) may be deemed to be conclusively proved and established by a Certificate of the
Authority, and such Certificate shall be full warrant 1o such Fiduciary fot any action taken or suffered in
good faith under-the prowsxons of this Indenture in reliance upon such Certificate, but in its discretion
such Fiduciary may, in lico thereof, accept other evidence of such matter or may require such additional
evidence as to it may seem reasanablc

SECTION 8:06 Presei—vatianmdm tion of Doctments. All documents
teceived by any Fiduciary imder the provisions of this Indenture shal] be retained in its possession and

. shall be subject at 2l reasonehle times to the ifspection of the Authority and any Bondowner, and their
" agents and representatives duly authorized in wnhng, at reasonable hours and under reasonable
— cond:tmns.
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ARTICLE IX
MODIFICATION OR AMENDMENT OF THE INDENTURE

SECTION 9.01 Amendments Permiited. (A)}(1) This Indenture and the rights
and obligations of the Authority and of the Owners of the Bonds and of the Trustee and Co-Trustee may
be modified or amended at any time by 2 Supplemental Indenture which. shall become binding when the
consents of the Owners of at least sixty percent {60%) in Accreted Value of the Bonds then Qutstanding,
exclusive of Bonds disqualified as provided in Section 9.03 hereof; provided that if such modification or
amendment will, by its terms, not take effect so long as any bonds of any particnlar maturity or Series
remain Outstanding, the consent of the Owmers of Bonds of such maturity or Series shail not be required
and such Bonds shall not he deemed to be Qutstanding for the purpose of any caleulation of Qutstanding
Bonds under this Scction; and provided firther that the consent of a Credit Provider for any Bond shall be
deemed to be the consent of the Owner of such Bond if specified in the Supplemental Indenture pursnant
to which such Credit Provider is designated s providing 2 Credit Facility for such Bond.

(2) No such modification or amendment shall (2) extend the fixed maturities of
the Bonds, or extend the time for making any Mandatory Sinking Account Payments, or reduce the rate of
interest thereon, or extend the time of payment of interest, or reduce the amount of principal thereof, or
reduce any premium payable on the redemption thercof, without the consent of the Owner of cach Bond -
so affected, (b} reduce the aforesaid percontage of Owmers of Bonds whose consent is required for the
execution of any amendment or modification of this Indenfure or permit the creation of any lien on the
Revenues prior to or on a parity with the lien created by this Indenture or deprive the Owners of the
Bonds of the lien created by this Indenture upen such Revenuss, without in each case the consent of the
Owners of all of the Bonds then Qutstanding,

(3) Nosuch modification or amendment shall modify any of the rights or
obligations of any F:ducmry without its consent thereto.

{(B) This Indenture and the rights and obligations of the Authority and of the Ovmers of
the Bonds may also be modified or amended at any time by a Supplemental Indenture which shall become
binding upon adoption, without the consent of any Bondowners, but cnly to the extent permitted by law
and only for any one or more of the following purposes:

(1) 1o add to the covenants and agreements of the Authority in this Indenture
contained othsr covenants and agreements thereafter to be observed or to simrender any right or power
herein reserved to or conferred upon the Authonity;

(2) to cure, correct or supplement any ambiguous ar defective provision
contzined in this Indenture or in regard o questions arising under this Indenture, as the Authority may
deem necessary or desjrable and not inconsistent with this Indenture, and which shall not materially
adversely affect the i.ntcrests of the Owners of the Bonds or any Credit Provider;

(3) to provide for the issuance of Additional Bonds, and to provide the terms and
conditions under which such Additional Bonds may be issued, subjeet to and in zccordance with the

-

provisions of Article Iil;

{(4) to provide for any other matters for which a Supplemental Indenture is
cxpressly permitted or rcqmred hereunder; and
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(5) to make any other amendment or modification which shall not materially
adversely affect the interests of the Qumers of the Bonds or any Credit Provider.

(C) Any Supplemental Indenture providing for the issuance of a Series of Bonds may
requtive, in addition to or in lien of any consents required by the foregoing provisions of this Section 9.01,
the consent of any Credit Provider for such Bonds in order for any amendment hereto affecfing such
Bonds to be effective, and may set forth appropriate procedures for obtaining and evidencing such
consent.

SECTION 9.02 Procedure for Amendment with Consent of Bondowners. The
Authority may at any time adopt a Supplemental Indenture amending the provisions of the Bonds or of -
this Indenture or any Supplemental Indenture, {o the extent that such amendment is permitted by Section
9.01(A)1), to take effect when and as provided in this Section. A copy of such Supplemental Indenture,
together with a request to Bondowners for their consent thereto, shall be mailed by the Authority to cach
Owner of Bonds, but fajlure to receive any such copies of such Supplemental Indentrre and request shall
not affect the validity of the Supplementa] Indenture when assented fo as in this Section provided,

Such Supplemental Indenture shall not become cffective tnless there shall be filed with
the Trustee the consents of the Owners of sixty percent {60%) in Acereted Value of the Bonds then
Ouistanding (exclusive of Bonds disqualified as provided in Section 9.03) and a notice shall have been
published as hereimafter in this Scction provided. Each such consent shall be effective only if
accompanied by proof of ownemhip of the Bends for which such consent is given, which proof shall be
such as is permitted by Section 11.08. Any such consent shall be binding upon the Owner of the Bonds
giving such consent and om any subscquent Qwner (whether or not such subsequent Owner has notice
thereof} vnless such consent is revoked in writing by the Owmer giving such consent or a subsequent
Owner by filing such revacation with the Trustee prior to the date when the notice hereinafter in this
Section provided for has been published.

After the Owners of the required percentage of Bonds shall have filed their consents to
the Supplemental Indenture, the Authority shall mail a notice to the Bondowners in the manner
hereinbefore provided in this Section for the mailing of the Supplemental Indenture and publication of the

" notice of adoption thereof, stating in substance that the Suppiemental Indenture has been consented to by
the Owners of the required pereentage of Bonds and will be effsctive a3 provided in this Section (but
failure to receive copies of said notice shall not affect the validity of the Supplemental Indenture or
consents thereto), A record, consisting of the papers required by this Section to be filed with the Trustes,

_ shall be proof of the mattr.ts therein stated mtil the conlrary is proved,

Lalien of obtaining any demand, request, direction, consent or waiver in writing, the
Trustee may call and hold a meeting of the Bondevmers upon such notice and in accordance with such
rules and regulations as the Trustee considers fhir and reasonable for the purpose of obtammg any such
achon . . .
-. SECTION 9.03 Disqualified Bonds. Banda owned or held by o for the account
of the Anthority (but excluding Bonds held in any pension or retirement fund) shall not be deemed

Outstmdifig for the purposs of any consent o Other action or any calculation of OuGtanding Bonds
provided for in this Article or Indenture, and shall not be entitled to consent to or take any other action
provided for in this Arficle or Indenfure,

The Authority may adopt appropriate regulations to require each Bondowner, before his
consent provided for in this Article shall be deemed effective, to reveal if the Ronds as to which such
consent is given are disqualified a3 provided in this Section.
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SECTION 9.04 Effect of Supplemental Indepture. From and after the time any
Supplemental Indenture becomes effective pursuant to this Article, this Indenture shall be deemed to be
modified and amended in accordance therewith, and the respective rights, duties and obligations under
this Indenture of the Authority, the Trustee, the Co-Trustee and all Owners of Bonds Outstanding shall
thercafter be determined, exercised and enforced herennder subjest in atl respects to such modification
and amendment, and all the terms and conditions of any such Supplemental Tndenture shall be deered to
be part of the terms amd condmons of tlns Indenture for any and atl purposes.

SECTION 5. 05 -Endorscment or Repl t of Bonds Issued Before
Amendments. The Authority may determine that Bonds issued and delivered before the cffectivq date of
any action taken as provided in this Asticle shall bear a notation, by endorsement or otherwise, in form
approved by the Authority, as to such action. In that case, upon demand of the Owner of any Bond
Outstanding at such effective date and presentation of his Bond for that purpose at the office of the
Authority or at such other office as the Authority may select and designate for that purpos, a suitable
notation shzll be made on such Bond. The Aunthority may determine that new Bonds, so modified as in
the opinion of the Authority is necessary to conform to such action, shall be prepared, exeeuted and
delivered. In that case, upon demand of the Owner of any Bonds then Outstanding, such new Bonds shall
be exchanged at the Principal Office of the applicable Registrar, without cost to such Owner, for Bonds of
the same character then Quistanding, upon sutrender of such Bonds.

SECTION 9.06 Amendatory Endorsement of Bonds. The provisions of this
Article shall not prevent any Bondowner from accepting any amendment as to the particular Bonds held
by such Bondhaolder, provided that due notification thereof is made on such Bonds.

SECTION9.07  Credit Provider Consent, Nothing in this Article or in this
Indenture shall affect any provision of any Credit Agreement or Supplemental Indenture requiring the
Authority to obtain the consent of the Credit Provider or to satisfy any other conditions before amending
ot supplementing this Indenture or any Bond.
ARTICLE X
DEFEASANCE

SECTION 10.01 Discharge of Indenture. If the Authority shall pay and discharge

) thc entire indebtedness on all Bonds Outstandmg if1 any one or more of the followmg ways—

r

. {A)by well and mlly paying or causing to be pald the principal of (including redcmpuon
premiuns, if any) and interest on 2]l Bonds Outstanding, as and when the same become due and payable
(but this clause shall not include Bonds the principal of or interest on which has been paid by a Credit

Provider unti] said pnnmpal and interest shall have been paid by the Authority); or

(B) by depositing with the Co-Trustes, in trust, et or before maturity, money Whll:h,
together with the amounts then on deposit in fhe Debt Service Fund and the Bond Reserve Fund, is fully
sufficient o pay or redeen: all Bonds Oufxiandmg, including all principal, interest and redemptien

premiurms, if any; or
. (C) by delivering to the Co-Trustee, for cancellation by it, ail Bonds Outstandmg‘,
(D) by depositing with the Co-Trustee, in trust, non-callable Federal Securities in such
amount which, in the deiermination of an Independent Certified Public Accountant, who shall cerfify such
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determination to the Co-Trustee and, if so provided in a Supplemental Indenture, any Credit Provider,
shall, together with the income or increment to accrue thereon and any other moneys of the Authority
made available for such purpose, be fully sufficient to pay and discharge the indebtedness on all Bonds
{including all pnncxpal interest and redempuon premiums, if any) at or before their respective maturity
dates;

and if the Authority shall also pay or cause to be paid ali other surns payable hereunder by the Authority
(including afl Parity Payment Agreement Payments and any Termination Payments payable in connection
with a termination of a Parity Payment Agreement and any Credit Agreement Payments then due and
payable) and deliver or have delivered to the Trustee, the Co-Trustee and each Credit Provider an Opinion
of Counsel 1o the effect that upon satisfaction of the other requirements of this Section 10.01 and any
Supplernental Indenture ali obligations of the Authority under this Indenture have ceased, terminated and
been completely discharged, then and in that case, at the slection of the Authority (evidenced by a
Certificate of the Authority signifying its intention to pay and discharge all such indebtedness and that
this Indenture and alf other obligations of the Authority under this Indenture shall cease and terminate,
which shall be filed with the Trustee and the Co-Frustee), and notwithstanding that any Bonds shall not
have been surrendered for payment, the pledge of the Revenues and other funds provided for in this
Indenture and all other obligations of the Authority under this Indenture shalt ceass, terminate and be
completcly discharged, and the Owners of the Bonds not 5o surrendered and paid shall thereafier be
entitled to payment only out of the money or Federal Securities deposited with the Co-Trustee as
aforesaid for their payment; subject, however, to the provisions of Section 10.03. The discharge of the
obligations of the Authority under this Indenture shall be without prejudics to the rights of the Co-Trustee
to charge for and be reimbursed by the Authority for any expenditures whlch it may thereafter incur in
connection herewith. .

The Authority may at any time surrender to the Co-Trustee for cancellation by it L any
Bonds previously issued and delivered, which the Authority may have acquired in any manner
whatsoever, and such Bonds, upon such surrender and cancellation, shall be deemed to be paid and
retired.

SECTION 10.02 Discharge of ¥ jability on Bonds. Upon the deposit with the Co-

Trustee, in trust, at or before maturity, of money or Federal Seourities in the necessary amount to pay or
redeem Outstanding Bonds {whether upon or prior fo their maturity or the rederaption date of such
Bonds), provided that if such Bondsare to be redeemed prior to the maturity thereof, notice of such
redemption shall have been given ag in Article IV provided or provision satisfactory to the Co-Trustes
shel have been made for the giving of such notice, then all Liability of the Authority in respect of snch
-Bonds shall cease, determine-and be completely discharged and the Owners thereof shall thereafter be
. entitled only to payment cut of the money or Federal Securities deposited with the Trustes as aforesaid -

for their pa.yment, subject, however, to the provisions of Section 10.03,

SECTION 10.03 . Payment of Bonds afier Discharge of Indentirre.
Notmﬂ:standmg any provisions of this Indenture, any moneys deposited with. the Co-Trustee in trust for
the payment of the principal of, ox interest or premium on, any Bonds and remaining unclaimed for two
years after the principal of all the Gutstanding Bonds has become due and payable (whether at maturity or
" upon cll for redemption or by decleration as provided in this Indenture) shall then be repaid to the
Authority upon its Request, and the Owners of such Bonds shall theresfier be entitled to look only to the

Authority for payment thereof; aud all Tability of the Co-Trustes with respect fo such moneys shail o
thereupon cease; provided, however, that before the repayment of such moneys to the Authonl:y as

aforesaid, the Co-Trustee may (at the cost of the Authority) first publish 2t least once in 2 Financial
Newspaper or Journal and in a newspaper of general circulation in Guam & notice, in such form as may be
deemed appropriate by the Co-Trustee, with respect to the Bonds 56 payable and not presented and with
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respect to the provisions relating to the repayment to the Authority of the moneys held for the payment
thercof. In the event of the repayment of any such moneys to the Autherity as aforesaid, the Gwners of
the Bonds in respect of which such moneys were deposited shall thereafier be deemed to be general
creditors of the Authority for amounts equivalent o the respective amounts deposited for the payment of
such Bonds and so repaid to the Authority (without interest thercon).

ARTICLE X1
MISCELLANEQUS

SECTION 11.01 Liability of Authority I imited to Revenues. Notwithstanding
anything in this Indenture contained, the Authority shall not be required to advance any moneys derived
from any source of income other than the Revenues, for the payment of the principal of or interest on the
Bonds, Payment Agreement Paymoents, Tenmination Payments and Credit Agreement Payments, for the
" operation and maintenance of the System, for the performance of any coveriants herein contained or for
the payment of any obligations hereunder, including indermification. The Authority rmay, however,
advance funds for any such purpose, provided that such fimds are derived from a source legally available
for such purpase and may be used by the Anthority for such purpose without incurring indebfedness.

The Bonds shall be lirited obligations of the Authority, payable solsly from and secured
by a pledge of the Revenues as provided in this Indentufe. The Bonds shall not be a legal or equitable
pledgs, charge, lien or encumbrance upon any property of the Autherity or upon any of its income,
recezpts or revenues except the Revenues pledged to the payment thereof as provided in this Indenture,

} Neither the Government of Guam (the "Government") nor any political subdivision

thercof is obligated to pay the principal of, Redemption Price, if appliceble, or interest on the Bonds,
except from Revenues, and neither the Authority, the Government nor any poﬁtlcal subdivision thereof
has pledged its faith or credit to the payment of the 'pnnclpal of, redemption price, if applicable, or
interest on the Bonds. .

SECTION 11.02 Successor Is Deemed Included in AR References to Predecessor,
Whenever in this Indenture cither the Authority or any Fiduciary is named or referred to, such reference
shell be deemed to include the successors or sssigns thereof, and all the covenants and agreements in this
Indenture contained by or on behalf of the Authority or any Fiduciary shall hind and inore to the bensfit
of the respective successors and assigns thereof whether so expressed or not. .

SECTION 11.03 Limitatioft of Rights to Partics and Bondowners. Nothing in this
Indenturs or in the Bonds expressed or implied is intended or shiall be construed fo give to sny person,

other than the Authority, the Fiduciaries and the Owners of the Bonds issued herémnder and to the extent
set forth herein or in 2 Supplemental Indentire any Credit Provider, any legal or equitable right, remedy
or claim under.or.in respect of this indenture or any covenant, condition of provision therein or herein

- contained; and all sach covenants, conditions and provisions are and shall be held to be for the sole and
exclugive benefit of the Authority, the Fiduciaries and the Owners of the Bonds issued hmnndar and any
such Credit Provider.

' SECTION 11.04 ﬂm of Notice, Whenevu- in this Indenture the giving of
notice by mail ‘or otherwise is required, the giving of such notice may be waived in writing by the person’
entitied to receive such notice and in any such case the giving or receipt of such notice shall notbe a
condition precedent to the validity of any ection taken in reliance upon such waiver.
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" SECTION.11.05 Destruction of Bonds. Whensver in this Indenture provision is
made for the cancellstion by the Co-Trustee and the delivery to the Autherity of any Bonds, the Co-
Trustee may destroy such Bonds (in the presence of an officer of the Authority, if the Authority shall so
require), and deliver a ceritficate of such destruction to the Authority, unless the Authority shall, by
Request of the Authority, request the Co-Trustee to instead cancel and deliver said Bonds to the
Authority.

SECTION 11.86 Severability of Invalid Provisions. If amy one or more of the
provisions contained in this Indenture or in the Bonds shall for any reason be held to be invalid, illegal or
unenforceable in any raspect, ther such provision or provisions shall be deemed severable fromthe |
remaining provisions contained in this Indenture and such invalidity, iilegality or unenforcesbility shall
not affect any other provision of this Indenture, and this Indenture shall be construed as if such invalid or
illegal or unenforceable provision bad never been contained herein. The Authority hereby declares that it
would have adopted this Indentive and each and every other Section, paragraph, sentence, clause or
phrase hereaf and authorized the issuance of the Bonds pursuant thereto irrespective of the fact that any
one or more Sections, paragraphs, sentences, clauses or phrases of this Indenture may be held illegal,
invalid orinenferceable. I, by reason of the judgment of any court, the Trustee or the Co-Trustee or any
successor Trustes or Co-Trustee is rendered unable to perform its duties hereunder, and ifno successor
Trustee or Co-Trustes be then eppointed, all such dutics and all of the rights and powers of the Trustee or
the Co-Trustee herevmder, as applicable, shall be assumed by and vest in the Chief Financial Officer of
the-Authority in trust for the benefit of the Bondowners.

SECTION 11.07 Notice to Authority. Trustee and Co-Trustes. Any notice'to or
demand upon the Authority, the Trustee, the Co-Trustee, eny Depositary or any Registrar shell be deemed
to have been sufficiently given or served for all purposes by being deposited, postage prepaid, in a post
office letter box, addressed to the applicable address set forth below, or at such other address as may have
been specified by the Supplemental Indenture appointing sush pazty or filed in writing by such party with
each other pazty. .

Any notice to or demand upan the Authority may be served or presented, and such .
demand may be made, at the office of the principal administrative office of the Authority, which at the
date of adoption of this Indenture is: Guam Waterworks Authority, 578 N. Marine Corps Drive,
Tamuning, Guam 96913, Attention: Chief Financial Officer,

Any notice to or demnand upon the Trustee or the Depositary may be served or presented,
and such demand may be made, at the Principal Office of the Trustee, which at the date of adoption of
this Indenture is: Bank of Guam, 111 Chalan Saato Papa, 2nd Floor, Agana, Guam 96910, Aticghnn

Corporate Trust Depamncnt

Any nofice to or demand upon the Co-Trustee may be served of pmecntcd, and such
demand may be made, at the Principat Office of the Co-Trustee, which st the date of adoption of this
Indenturc is: U.S, Bank National Association, 633 West Fifth Street, 24th Floor, Los Angeles, CA 50071,
Attention: Corporate Trust Services; provided, however, that for purpeses of payment, transfer,
registration and exchange of Bonds, presentation shall be mads at the Principal Office of the Co 'l‘rustec
located dt 60 Lmngston ‘Avenue, St. Paul, MN 55107, Attention: Corporate Trust Operations.

SECTION 11.08 Evidénce of Rights of Bondowners. Anyrcqucst, wnsentor
other instrument required by this Indenture fo be signed and executed by Bondowners may be in any
nuraber of concurrent vmtmgs of substentially similar tenor and may be signed or ‘executed by such
Bondowners in person ar by ah agent or agents duly appointed in writing. Proof of the execution of any
such réquest, consent or other instrument or of a writing appointing any such agent shall be sufficient for
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any purpose of this Indenture and shall be conclusive in favor of the Trustee, the Co-Tmstee and of the
Authority if made in the mamner provided in this Section.

The fact and date of the execution by any person of any such request, consent or other
instrument or writing may be proved in any manner reasonably acceptable 10 the Trustes or the Co-
Trustes, 25 applicable.

The ownership of Bonds shall be proved by the Bond registration books maintained
pursusnt to Section 2.06.

Any request, consent, vote or declaration of the Owner of any Bond shali bind every

" future Owner of the same Bond and the Owner of every Band issued in exchange therefor or in eu
thereof, in respect of anything done or suffered to be done by the Trustes, the Co-Trustee or the Authonty
in pursuance of such request, consent, vote or declaration.

SECTION 11.09 Article and Section Headings and References. The headings or
titles of the several Articles and Sections hereof, and any table of contents appended to copies hereof, .
shall be solely for convenience of reference and shail not affect the meaning, construction or effect of this
Indenture,

All references herein to “Articles,"” “Sections” and other subdivisions are to the
corresponding Articles, Sections or subdivisions of this Indenture; and the words “herein,” “hereof,”
“hereunder” and other words of smilar import refer to this Indenture as a whole and not to any particular
Article, Section or subdivision hereof,

SECTION 11.10 Funds and Acconnts. Any find required by this Indenture to be
established and maintained by the Autherity, the Trustee, the Co-Trustee or any Depositary may be
established and maintained in the accounting records of the Authority, the Trustee, the Co-Trustee or the
Depositary, as applicable, either as a fund or an account, and may, for the purposes of such records, any
audits thereof and any reporis or statements with respect thereto, be treated either as a fund or as an
account; but all such records with respect to'all such fimds shall at all times be mainteined in sccordance
with generally accepted accounting practices (and as to the Trustee, the Co-Trustee and any Depositary,
sound industry practice) and with due regard for the protection of the security of the Bonds and the rights
of every Owner theteof,

. SECTION11.11 . Saturdays, Sundays and T epsl Holidays. ¥ any party hereto is
required to perform, pursusnt to a provision of this Indenture, any act on a date which falls on a Saturday,
Sunday or Iegal holiday, the party required to perform such act shall be deemed to have performed itin a
timely manner, and in conformance with such provision, ifit shall perform such act on the next
succeeding Business Day. Any payments or transfers which would otherwise become due on any day

which is not a Business Day shall become due or shall be made on the next succeeding Business Day.

SECTION 11.12 Waiver of Persopal Lmhllng,: No Board member, officer, agent
ot employes of the Authority shafl be individually or personally liable for the payment of the principal of
or interest on the Bonds; but nothing herein contained shall relieve any such Board mermber, officer, agent
or cmployes from the pcrfommnc of any official duty provided by law.

SECTION 1L13 Governing Law. This Indenture and any Supplemental
Indentizres shali be construed and governed in accordance with the laws of tiie Government of Guam,
provided, however, that the administration of the trusts imposed upon the Trustes and the Co-Trustee by
the Indenture and the rights and duties of the Trustee and Co-Trustee heretmder shatl be governed by, and
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construed in accordance with, the laws of the jurisdiction in which the Trustes or the Co-Trustee, as
applicable, has its corporate trust office.

SECTION 11.14 Bxecution in Several Counterparts. This Indenture may be
exccuted in any number of counterparts and cach of such counterparts shatl for 2l purposes be deemed to
be an original; and all such counterparts, or as many of them as the Authority, the Trustes and the Co-
Trustee shall preserve undestroyed, shall together constitute but one and the same instrument.

- SECTION 11.15 Credit Agrecments and Credit Providers, Anything herein to the

" contrary notwithstanding, a Supplementat Indenture providing for the issuance of & Series of Bonds for

which a Credit Facility provides supplemental credit support may, so long as such Credit Facility shatl be
Qutstanding or any Credit Agreement Payments are due and payable with respect thereto, provide
additional terms, provisions and limitations not inconsistent with the provisions hereof for the protection
and benefit of the related Credit Provider.
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IN WITNESS WHERECF, the GUAM WATERWORKS AUTHORITY has caused this
Indenture to be signed in its name by its duly authorized officers; and BANK OF GUAM and 1.8, BANK
NATIONAL ASSOCIATION, in token of their acceptance of the respective trusts created hercunder, has
caused this Indenture to be signed in their respective corporate names by one of their authorized officers,
all as of the day and year first above written.

GUAM WATERWORKS AUTHORITY

By .R[‘;“f’\r G ME

Chairperson of the Board <./

By @o'-b &Q.

General Manager

BANK OF GUAM, as Trustee

WA

Title: }

17.58. BANK NATIONAL ASSOCIATION, as Co-
Trustee -

By

“Title:
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IN WIINESS WHEREOQF, the GUAM WATERWORKS AUTHORITY has cauzed this

Indenture to be signed in its name by its duly authorized officers; and BANE OF GUAM and U.S, BANK
NATIONATL ASSOCIATION, in token of their acceptance of the respective trosts created hereimder, has
caused this Indentums to be signed in their respective cocporate names by one of thefr anthorized officers,
ell as of the day and yesr first above written,

GUAM WATERWGRKS AUTHORITY

By

Chairperson of the Bosrd
By

Genezal Manager
BANK OF GUAM, as Trustee
By

Tite:

- U.8. BANK NATIONAL ASSOCIATION, as Co-
Trustes |
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The undecsigned BANK OF GUAM, hereby accepts and agrees to perform the duties and
obligations of Depositary for the Revenue Fund imder this ndenture.

BANK OF GUAM, as Depositary for the Revenue Fund

By

Title: YP/Trust sng Economic nﬁd
Market Statlstics Offlcer
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GUAM WATERWORES AUTHORITY
and
BANK OF GUAM,
as Trustee,
and
U.S. BANK NATIONAL ASSOCIATION,
as Co-Trustee

SUPPLEMENTAL INDENTURE

Dated as of Pmembcr 1, 2605

Relating to

$101,175,060
Guam Waterworks Authority
‘Water and Wastewater System Revenue Bonds,
Series 2005
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1,
‘J

)

THIS SUPPLEMENTAL INDENTURE, made and cntered into as of December 1, 2005,
by and between the GUAM WATERWORKS AUTHORITY, a duly organized public corporation of the
government of Guam (the “Authority™), BANK OF GUAM, a domestic banking corporation duly
organized and existing under and by vittue of the laws of Guam, having a corporate trust office in Guam,
and being qualified to aceept and administer the trusts hereby ereated and to do business within Guam, as
trustee (the “Trustee™), and U.S, BANK NATIONAL ASSOCIATION, a national banking association
organized under the laws of the United States of America and qualified to accept and administer the trusts
hereby created, as co-frustes (the “Co-Trustee™),

WITNESSETH:

WHEREAS, pursuant to Article 2, Chapter 14 of Title 12 of the Guam Code Amnotated
(the “Act”), the Authority is authorized to issue and sell revenue bonds to raise funds for the purpuse of
acquiring, constructing, improving, equipping, maintaining, repairing, renewing, replacing, reconstructing
or insuring the System (as defined in the Jodenture), or any part theveof, or for the purpose of refunding
any such bonds or any other prier obligations of the Authority, or for any combination of such pucposes;

WHEREAS, the Authority has determined to issue revenue bonds for such purposes and
to that end has duly authorized the execution and delivery of that certsin Indenture, dated as of
December 1, 2005 (the “Indenturc™), between the Authority and the Trustee, to secure the payment of the
principal thereof and the interest and premiun, if any, thereon, and the observance of the covenants and
conditions therein contained;

) WHEREAS, revenue bonds may be issued pursuant to the Indenture and one or more
indéntures supplemental thereto (“Supplemental Indentires™), from time to time, in an aggregate principal
amoumt not limited except as thersin provided, and said ravenus bonds are to be designated as the “Guam
Waterworks Authority Water and Wastewater System Revenue Bonds” (the “Bonds™);

WHEREAS, it is now desirable and necessary and in the best interests of the Authority to
authorize the issuance of $101,175,000 principal amount of Bonds further designated ag “Series 2005
Bonds” fo raise funds for the purpose of acquiring, consfructing, improving, equipping, maintaining,
Tepairing, rencwing, replacing and reconstructing parts of the System and for the purpose of mefinding
and cffecting the defeasance of the Authority’s outstanding Certificates of Participation, Series 2005 {as
finther defined below, the “Series 2005 Cerlificates™);

WHEREAS, pursuant to and subject ta the terms and conditions sct forth in Public Law
No. 28-71, the Legislature of Guam (as required by Section 50103(k) of Title 12, Guam Cods Annotated
" (the “GEDCA Law") approved the terms and conditions of tie issnance of said Series 2005 Bouds, so
long as the Series 2005 Bonds meet the requiréments sct forth in the Act; -

) WHEREAS, the Guam Ecénomic Development and Cormmerce Authority hag approved
the issiance and sale of said Series 2005 Bonds as required by the GEDCA Law; :

_WHEREAS, all &dts, conditions and things required by the Laws of {86 United States of
America ahd the laws of Guam t6 exist; to have happened aid to have been performed precedent to and in
 connection with the issysnce of said Series 2005 Bonds exist, have happened, and have been performed in

*-regularand dué time; form and manncr a5 required by 14w, and the Authority is now duly authotized and
_ empowered, pursuant to each and every requirement of law, to issue said Bonds for the purpose, in the:
rmanner zud upon the terms herein provided;
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NOW, THEREFORE, THIS SUPFLEMENTAL INDENTURE WITNESSETH, in
. consideration of the premises and of the mutual covenants herein contained and of the purchase-and
acceptance of the Series 2005 Bonds by the owners thereof, and for other valuable considerations, the
receipt whereof is hereby acknowledged, the Authority does hereby covenant and agres with the Trustee
and the Co-Trustee as follows:

ARTICLE XTI
DEFINITIONS

SECTION 12.01 Definitions. Unless the confext otherwise requires, the terms
defined in the Indenture shall, for all purposes of this Supplemsntat Indenture and of any certificate,
opinion or other document herein mentioned, have the meanings specified in the Indenture,

In addition, unless the context otherwise requires, the terms defined in this Section shall
for ali purposes of the Indenture and this Supplemental Indenture and of any certificate, opinion or other
dociument herein mentioned, have the meanings herein specified.

Bond Year

“Bond Year” means, with respect to the Sevies 2005 Bonds, the period of twelve
consecutive months ending on July 1 of each year if Series 2005 Bonds are or will be Qutstanding in-such
twelve-month period; provided that fhe first Bond Year shall commence on the date of delivery of the
Series 2005 Bonds and end on July 1, 2006,

Certificate Indenture

“Certificate Indenture” means the indenfure, dated as of July 1, 2005, between the Guan
Wategworks Facilities Corporation and the Certificate Trmstee, relating to the Series 2005 Certificates.

Certificate Trustes

*“Certificate Trustee” means L.P, Morgan Trust Company, National Association, as trustee
undér the Certificate Indenture, its successors and assigns, and any ofhier Corporation or association which
may at any time be substituted in its place.

DTC

" *DTC” means The Depository Trust Company, New Yoi'k, New York, and its successors /
and assigns. . . ]

w A t

} “Escrow Agreemcnt" means the agreement, dated as of December 1, 2005 and entitled
- “Bscrow Agreement,” to be entemd into between the Authority and the Certificate Trustes. :

Escrow Fund

“Escrow Fund” means the fund-of thet namie to be established by the Certificate Trustee -
pursuant to the Escrow Agreement, -
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Representation Letter

“Representation Letter” means any representation letier delivered to or agreement with
DTC with respect to the Serics 2005 Bonds L Bonds,

Series 2005 Certificat
““Series 2005 Certificates™ means the Certificates of Paxumpatmn, Series 2005,

evidencing an assignment of a proportionate intercst in rights to receive certain Net Pledged Revenues
. "pursuant {o the Purchase Agreement between Guam Waterworks Facilities Corporation and the Authority.

Series 2005 Bonds, Series 2005 Scrial Bonds, Serjes 2005 Term Bonds

“Series 2005 Bonds” means the $101,175,000 principal amount of Guam Waterworks
Authority Water and Wastewater System Revenue Bonds, Series 2005.

. “Series 2005 Serial Bonds” means the-Series 2005 Bonds desigmated as such by Scetion
13.62, and for which no Mandatory Sinking Account Payraents are provided.

“Series 2005 Term Bonds” means the Serics 2003 Bonds designated as such by Section
13.02, and for which Mandatory Sinidng Account Payments are provided,

ARTICLE X1II
AUTHORIZATION AND TERMS OF THE SERIES 2005 BONDS

BECTION 13.01 Anthorization of Sexies 2005 Bonds. An initial Series of Bonds
is he.reby authorized and created under the Act to raise funds for the purpose of acquiring, constructing,

" improving, equipping, maintaining, repairing, renewing, replacing and reconstructing parts of the System;
and for the purpose of refunding and effecting the defeasances of the Authority’s Series 2005 Certificates.
Such Serits of Bonds is designated as the “"Guam Waterworks Authority Water and Wastewater Systera
Revenue Bonds, Series 20057 The aggregate pringipal amount of Series 2005 Bonds which may be
issued-and Ontstanding under this Supplemental Indenture shall not exceed $191, 175,000,

The Serics 2005 Bonds s‘hallbe treated gs 2 single Series nnder thg Indentire,
SECTION 13.02 3 of Series 2005 Bonds: Appointrents; Designations.

The Series 2005 Bond.s shall be igsued as fully reglsimsd Bonds wrthnut coupons in the
denomfnations of $5,000 or any integral multiplé thereof. The Series 2005 Bonds shall be dated their date
of delivery, dnd inttrest thereon (based on a 360-day year of twelve thirty-days months) shall be payable
. on January 1 and July 1'of cach year, cothmencing Jannary 1, 2006 (each, an “Interest Paymsent Date” for
the Series 2005 Bonds)
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The Series 2005 Bonds shial] mature on the dates and in the andounts end ghall bear
interest at the rates per antitim specified in the following table:

Maturity Date Principat Interest -
{July 1) Amount Rate

2008 S 1,865,000 5.000%
2009 1,960,000 5.000
2010 2,055,000 5.000
2011 2,160,000 5.000
2012 2,270,000 5.000
2013 2,380,000 5.000
2016 7,420,000 5.500
2025 27,700,000 . 6,000
2035 53,365,000 5.875

The Series 2005 Bonds maturing on July 1, 2008 through Yuly 1, 2013 are Serial Bonds,
and the Series 2005 Bonds maturing on July 1, 2016, July 1, 2025 and July 1, 2035 are Term Bonds.

The Principal Payment Period for the Series 2005 Bonds ghall be the twelve calendar
months fext prucedmg each maturity date for such Bonds. The Serics 2005 Bonds are Serics 2005 Serial
Bonds.

_ The Record Date for all scheduled payments of principal of and interest on the Series
* 2005 Bonds shall he the 15th day of the calendar month next preceding the date each such paymeent is
due, whether ornot such 15&1 day is a Business Day.

The Co-Trustee is hereby appointed Paying Agent for the Scries 2005 Bonds and
Registrar for thie Series 2005 Bonds, and the Co-Trustee's corporate trust office in Los Angeles,
California is hereby designated as the Principal Office of the Co-Trustee. The Trustee is hereby
‘appointed Depositary for the Series 2005 Construction Account,

The principal of and premivm, if any, on ¢cach Series 2005 Bond shall be payable in

lawfial inoney of the United States of America to the Owner of such Bond, upon the surrender of such
.Bond 4t the Principal Office of any Paying Agent for such Bond. The interest on each Series 2005 Bond
shall be payable in like lawful money to the person whose name appears ont the bond registration books of
the Registtar for such Bond as the Owner of such Bond as of the close of business on the Record Date for
suchi Bohd preceding the Interest Payment Date, whéther or not such Recoid Date i a Business Day, such
interest to be paid by cheek or mailed by first class mail 1o such Owmer st such address ag appests on such
régistration books or at such address as such Owner may have filed with the Registrar for that purpose.
Upon the written request of a registered owner of one million dollars (§1,000,000) or more in aggregats
principal ameunt of Series 2005 Bonds, payment of interest on anid principal (inchuding Eedemption
Price) of suth Borids shail be made by wire transfer from the Paying Agent to the registered owner of
such Bonds. Any such principal payment by wire transfer shall neverihieless be subjéct to prior sumender
of the Series 2005 Bonds with respect to which such paymest is made, Each pajmocnt of interest or
princips] on Series 2005 Ponds, whether by check, draft or wire iransfer, shall be gccompanied by

information specifying for each maturity of such Bonds with respect to which such payrent is being

made, the amount and thé CUSIP number (if available).

"Each Series 2005 Bond shall bear interest from the Interest Payment Date next preceding
the date of authentication thereof uriless it is authenticated as of a day during the period from the Record -
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Dste preceding any Interest Payment Date to the Interest Payment Date, inclusive, in which event it shell
bear interest from such Interast Payment Date, or unless it is authenticated on or before December 15,
2004, in which event it shall bear interest fiom its date of delivery; provided, however, that if, at the time
of anthentication of any Series 2005 Bond, interest is in default on Outstanding Bonds of such Series,
such Bond shal] bear interest from the Interest Payment Date to which interest has previously been paid or
made available for payment on. the Qutstanding Bonds of such Series.

The Series 2005 Bonds shall be subject to redemption as provided in Section 13.03.

The Registrar for the Series 2005 Bands shall assign each Series 2005 Bond
authenticated and registersd by it a distinetive letter, or number, or letter and number, and shall maintain 2
record thereof which shall be available to the Authority for inspection.

The Series 2005 Bonds, the Registrar’s certificate of anthentication and registration and
the form of assignment to appear thereon shall be in spbstantially the forms set forth in Exhibit A hereto,
respectively, with necessary or appropnatc variations, omisgions and insertions as permitted or required
by this Indenture, .

" SECTION 13.03 Terms of Redemption of the Series 2005 Bonds, (A) The Series

2003 Bonds are subject to redemption on any data prior to their respective stated maturitics, as a whole, or

in part so that the reduction in Annual Debt Service for the Serfes 2005 Bonds for each Bond Year after
such redemption shall be as nearly proportional as practicable, from and to the extent of proceeds
received by the Authority due 1o # governmental taking of the Systemn or portions thereof by eminent
demain proceedings, if such amounts are not used for additions, improvements or extensions to the

" System, under the circutnstances and upon the conditions and tetms set forth in the Indenture, st the

greater of par or Amortized Value, plus accrucd interest. “Amortized Value™ means on any interest

" payment date, the then cvrrent value of the bond amortizing the original issue prevaium over the period

ending on the first call date vsing the constant yield method.

(B}  The Series 2005 Bonds maturing on or afier July 1, 2016 are subject to
redemption prior to their respective stated maturities, at the option of the Authority, from any source of
available moneys, on any date on or after July 1, 2015, as a whole, or in part by such maturities or
portions of maturities as shall be detsrmined by the Authority (or by lot within a maturity in the absence
of such a determination), at a redemption price equal to the principal amount of each Serias 2005 Bond
called for redemption plus interest acerued to the date fixed for redemption, without premiurn.

{C)  The Series 2005 Term Bonds maturing on July 1, 2016 are subject to redemnptiod
prior to their stated maturity in part, by lot, on July 1 of each year, commencing July 1, 2014, ata
medemption price equal to their principal amount, plus accrued interest thereon to the date fixed for

" reédemption, without premium, in the years and in the ammmts as set forth below:

Year . Amount

2014 $2,500,000
’ 2015 . 2,635,000

2016t 2,285,000

¥ Final maturity,

DOCSSF1B44583.4 5




(DY  The Series 2005 Term Bonds maturing on July 1, 2025 are subject to redemption
prior to their stated maturity in part, by lot, on July I of each year, commiencing July 1, 2017, ata
redemption price equal to their principal amount, plus accrued interest thereon to the date fixed for
redemption, without premium, in the years and in the amounts, as set forth below:

Year Amount

2017 $2,410,000
2018 2,555,000
2019 2,710,000
2020 © 2,870,000
2021 3,045,000
2022 3,225,000
2023 . 3,420,000
2024 3,625,000
2025¢ 3,840,000

T Tinal patuity,

(E)  The Serics 2005 Term Bonds maturing on July 1, 2035 ars subject fo redemption
prior to their stated maturity i part, by [ot, on July 1 of each year, commencing July 1, 2026, ata
redenmtion price equal to their principal amoumnt, plus acerued interest thereon to the date fixed for
redemption, without premium, in the years and in the amounts, as set forth below:

Year . Amount
2026 $4,070,000
2027 4,310,000
2028 4,565,000
2029 | 4,835,000
.2030 . . 5,115,000
2031 5,420,000
. 2032 - 5,735,000
2033 6,075,000
2034 . 6,430,000

2035t - . 6,810,000

"1_Final maturity

. SECTION 13.04 Special Covenanits as to Book—ﬁntrv Only System for Series
2005 Bonds, (a) Except as otherwise provided in subsections (b) and () of this Section 13.04, all of the
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Series 2005 Bonds initially issued shall be registered in the name of Ceds & Co., as nominee for The
Depository Trust Corapany, New York, New York (“DTC"), or such other nominee ag DTC shall request
puzsuant to the Representation Letier. Payment of the interest on any Series 2005 Bond registered in the
name of Cede & Co. shall be made on each interest payment date for such Series 2005 Bohds to the
account, in the manner and at the address indicated in or pursuant to the Repressntation Letter.

) The Series 2005 Bonds initially shall be issued in the form of a single
authenticated fully registered bond for each stated maturity of each portion of such Series 2005 Bonds,
representing the aggregate principal amount of the Series 2005 Bonds of such-portion and maturity. Upon
initial issuance, the ownership of alt such Series 2005 Bonds shall be registercd in the registration records
maintained by the Registrar pursuant to Section 2.05 hercof in the name of Cede & Co., 35 nominee of
DTC, or such other nominee as DTC shall request pursuent to the Representation Letier, The Trustee, the
Co-Trustes, the Registrar, the Authority and any paying-agent may treat DTC {or its nominee) as the sole
and exclusive owner of the Series 2005 Bonds registered in its name for the purposes of payment of the
principal or redemption price of and interest on such Series 2005 Bonds, sclecting the Seties 2005 Bonds
or portions thereof to be redeemed, giving any notice permitted or required to be given to Bondowners
hereunder, registering the transfer of Seties 2005 Bonds, obtaining any consent or other action to be taken
by Bondowners of the Series 2005 Bords and for all other purposes whatsoever; and the Trustee, the Co-
‘Trustee, the Registrar, the Authority and any paying agent shall not be affected by any notice to the
confrary, Neither the Trustes, the Co-Trustes, the Authority nor any paying agent shall have any
responsihility or obligation to any Participant (which shall mean, for purposes of this Section 13.04,
securities brokers and dealers, banks, trust companies, clearing corporations and other entities, some of
whom gdirectly or indirectly own DTC), any person claiming a beneficial ownership interest in the Series
2005 Bonds under or through DTC or any Participant, or any other person which is not shown on the
registration records as being & Bondowner, with respect to (i) the accuracy of any records maintained by
DTC or any Participant, (if) the payment by DTC or any Participant of any amount in respect of the
principal or redemption price of or interest on the Series 2005 Bonds, (jif) any notice which is permitted
or required to be given to Holders of Series 2005 Bonds hereunder, (iv) the selection by DTC or any
Participant of any person to receive paynient in the event of a partial redemption of the Series 2005
Bonds, or (v} any consent given or other action taken by DTC as Holder of Series 2005 Bonds. The
Paying Agent shall pay all principal of and premium, if any, and interest on the Series 2005 Bonds only at
the times, to the accounts, at the addresses and otherwise in accordance with the Represéatation Letter,
and all such payments shall be valid and effective to-satisfy fully and discharge the Authority’s
obligations with respect to the principal of and premium, if any, and mfcrest on the Scrics 2005 Bonds to
the extcnt of the surn or sums so paid, Upon delivery by DTC to the Trustee of written notice to the effect
that DTC has determined to substitute a new nominee in place of its then existing norinee, the Series
2005 Bonds-will be transferable to such new nominee in accordance with subsectmn (f) of this Sectmn
13 04. .

: (c) In the event that the Authority élects to dmconhnm: the book-enu'y systcm for
any Scncs 2005 Bonds, the Trustee shall, upon the written instruction of the Authority, so notify DTC,
whereipon DTG shall notify the Farticipants of the availability through DT'C of boid certificates. In such
.event, such Series 2005 Bonds will be transferable in accordance with subsection. ® of this Section 13.04.
DTC ity deterriine to discontinue p:tmdmg its services with respect to thé Séries 2005 Bonds at any
time by giving wiiltén notice of such discontinuance to the Authority or the Trastes and discharging its
respansibilities with respect theréto under applicable law._In stich eveat, the Series 2005 Bonds willbe

. transférable in accordance with subsection (f) of this Section 13.04. Whenever DTC requésts the

Authority and thc Trustes to do so, the Trustee and the Anthdrity will cooperate with DTC in taking
appropriate action afiter reasonable notice to arrange for another securitics depository fo maintain custody

- of all certificates evidencing the Series 2005 Bonds then Outstanding. In such event, the Series 20035
Bonds will be transferable to such securities depository in accordamce with subsection (f) of this Section.
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13.04, and thereafter, all references in this Supplemental Indenture to DTC or itsnomines shal be
deemed to refer to such successor securities depository and its nomiuee, 23 appropriate.

(1)  Notwithstanding any other provision of this Supplemental {ndenture to the
contrary, so long as afl Series 2005 Bonds Outstanding are registered in the name of any nominee of
DTC, all payments with respect to the principal of and premium, if sny, end interest on each such Series
2005 Bond and all notices with respect to each such Series 2065 Bond shall be made and given,
tespectively, to DTC as provided in the Representation Latter. .

{®) The Co-Trustes is hersby authorized and requésted to execute and deliver the
Representation Letier and, in connection with any suceessor nominee for DTC or any successor
depository, enter into coraparable arrangements, and shall have the same rights with respect to its actions
thercunder as it has with respect to its actions under this Supplemental Indentare,

. ® Ini the ovent that any transfer or exchange of Series 2005 Bonds is authorized
under subsection (b} or (¢) of this Section 13.04, such transfer or exchange shall be accomplished upon
receipt by the Registrar from the registered owner thereof of the Series 2005 Bonds to be transferred or
exchanged snd appropriate instcuments.of iransfer to the permitted transferee, all in accordance with the
applicable provisions of Scctions 2.03 and 2.04 of the Indenture. Jn the event Scrics 2005 Bond
. certificates are issued to Holders other than Cede & Co., its successor as nomines for DTC as holder of all
tht Series 2005 Bonds, anether securiiies depository as holdct of all the Series 2005 Bonds, or the )
nomines of such successor securitics depository, the provisions of Sections 2.03 and 2,04 of the Indentuse
shall also apply to, among other things, the registration, exchenge and transfer of the Series 2005 Bonds
and the method of payment of principal of, premium, if any, and inferest o the Series 2005 Bonds.

ARTICLEXIV
ISSUANCE OF SERIES 2005 BONDS; AFPLICATION OF PROCEEDS

SECTION 14.01 Issuance of Series 2005 Bonds. Atany time after the execution
and delivery of this Supplemental Indenture, the Authority may sell and execute and the Registrar for the
Series 2005 Bonds shall authenticate and, upon the Order of the Authority, deliver Series 2005 Bonds in
an aggregate principal amount nof to exceed $101,175,000,

SECTION 14, 02" Application of Proceeds of Series 2005 Borids and Other
M@ eys: Defeasance of Series 2005 Certificates. (A) A portion of the net proceeds received by the
Authority from the sale of the Series 2005 Bonds in the amount of $86,838,263.18 shall be deposited with
the Co-Trustee, who shall forthwith apply such procwds m the following miarmer, as directéd by a
Request of the Authonty

(1) - the Co-Trustee shall deposit in the Bond Reserve Fund an amount
Whmh, togethcr with any funds received frorh the Certificate Trustes puriuant to subsection (C)(1) of this
. "Séction 14.02, bnngs the total amount cn dcposu: therein to $7,707,793.76; and

. () - thc Co-Trusteo shall transfer to the Seéries 2005 Construction Accomt )
Dcpusltary, for deposit pursuant to an Order of the Authority, the balance of such proceeds.

| (B) “ Apurhonofthe n:tprocwds recewedby ﬂ;eAuﬂmtyﬁomthe sale ofthe

Seties 2005 Bonds in the amount of $16,190,775.24 shall be deposited with the Certificats Trustee, who |
shall forthwith apply such fands as instructed in the Escrow Agresment,
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’ - {C)  Onthe date of original issuance of the Series 2005 Bonds, the Authority shall
deliver to the Certificate Trustee a request that the Certificate Trustee depaosit certain funds as follows:

(1) totransfer to the Depositary for deposit in the Bond Reserve Fund the
entire balance in the Debt Service Reserve Fund and the Certificate Fund established
pursuant to the Certificate Indenture;

*(2) totransfer to the Series 2005 Construction Account Depositary, for
deposit in the Series 2005 Consfniction Account, the entire unencumbered balancs in the
Acquisition Fund established pursuant to the Certificats Indenture and, for deposit
pursuant to an Order of the Authority, the entire balance in the Insurance Reserfve
Account established pursnant to the Certificate Indenture; and

(3) to transfer to the Authority the entire balance of any other fund or
account established pursuant to the Certificate Indenture, if any.

ARTICLEXV
TAX COVENANTS
SECTION 15.01 2005 Rebate Account.

) (A)  The Trustee, as Depositary for the Revenue Fund, shall establish and maintain
within the Rebats Fund a separate subaccount designated as the #2005 Rebate Account.” There shall be .
deposited in the 2005 Rebate Account from amounts in the Operation and Maintenance Fund or other
lawfully available moneys such amowmts as arc required to be deposited thérein pursuant to the Tax
Certificate delivered by the Authority in connection with the isspance of the Series 2005 Bonds. All
money at any time deposited in the 2005 Rebate Account shall be held by the Trustes in trust, to the
extent required to satisfy the Rebate Requirement for the Seties 2005 Bonds (as defined in such Tax
Certificate), for payment to the United States of America, and the United States of America is hereby
granted 2 first Yien on such money until such payment. All amdunis required to be deposited into or on
deposit in the 2605 Rebate Account shall be governed exclusively by this Section and by such Tax

Certificate (which is incorporated hersin by reference).

In the event that the amount in the 2005 Rebate Account cxcecds the Rebate Requirement
for the Series 2005 Bonds, ugion the Request of the Authority, the Trustee shall transfer the excess ﬁ'om
the 2005 Rebate Account to the Ravenue Fund. .

{B) Notwithstanding any provisions of this Section, if the Authority shall provide to
thc ‘Trustee an opinion of Bond Counsel that any specified action required under this Sectionis no longer
Tequired dr that some further or different action is required to maintain the exclusion from federal intoms
tax of interest on any Series of Bonds, thie Trustee and the Aunthority may conclusively rely.on such
opinion in complying with the requirements of this-Section, and, notwithstanding Article IX of the
. Indésture, the covenants hereunder shall be deemed to be mo'diﬁed to that extent. .

SECTION 15.02 Tax Covenants for Series 2005 Bonds. (A}.The Authcmty
intends that interest on the Series 2005 Borids. be excluded from gross income for federal income tax

— purpascs; that the Sevies 2005 Bonds and the interest thereon be exempt from taxation by any state or — —— = -~ -

pohtlcal subdivision or the District of Columbia and that interest on the Series 2005 Bonds not be tisated
asa specific preference item for purposes of the federal individual and corporate alternative minimum
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"taxes. The Antharity reserves the right to determine the desired tax status of any additional Scries of

Bonds.

(B)  The Authority shall not use or permit the use of any proceeds of the Series 2005
Bonds or any other funds of the Authority, directly or indirectly, to acquire any securities or obligations,
and shali not use or permit the use of any amounts received by the Authority in any manaer, snd shall ot
take or permit to be taken any other action or actions, which would cause any such Bond to be an
“arbitrage bond” within the meaning of Section 143 of the Code or to be “federally guaranteed” within
the meaning of Section 149(b} of the Code.

(C)  The Authority shall at all times do and perform all acts and things permitted by
law and this Indenture which ave necessary or desirable in order to assure that interest paid on the Series
2005 Bonds (or on any of them) shall be excluded from gress income for federal income tax purposes and
that interest paid on the Series 2005 Bonds shall not be freated as a specific preference item for purposes
of the federal individual and corporate alternative minimum taxes.
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DN WITNESS WHEREOF, the GUAM WATERWORKS AUTHORITY has caused this
Supplemental Indenture to be signed in its name by its duly authorized officers; and BANK OF GUAM
and U.8. BANK NATIONAJL ASSOCIATION, in token of their acceptance of the respective trusts
created herenmder, has caused this Supplemental Indenfure to be signed in their respective corporate
names by one of their authorized officers, and the Trustes and the Co-Trustee have cach caused their
respective corporate seals to be hereunto affixed, all as of the day and year first zbove written.

GUAM WATERWORKS AUTHORITY

By'.('/\ l a

. Chairperson of the Board
By @ .»‘QQ {L M
General Manager
BANK OF GUAM, as Trustee

By
T1tle

U.S. BANE NATIONAL ASSOCIA'I‘ION, as Co-
Trustes

By

Title:
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N WITNESS WHEREQF, the GUAM WATERWORKS AUTHORITY has caused this
Supplemental ndsnture to be signed in its name by its duly authorized officers; and BANK OF GUAM
and U.S. BANK NATIONAI, ASSOCIATION, in token of fheir 2cceptance of the respeative trusts
created herennder, bag cavsed this Supplemental Indenture t¢ be signed in their respective corporate
names by one of their authorized officers, and the Trustee and the Co-Trustes have each caused their
respective corporate seals to be hereunto affixed, all as of the day and yesr firet above written.

GUAM WATERWORKS AUTHORITY

By .
Chairperson of the Board
By
General Manager
BANK OF GUAM, as Trustes
By
Title!

U.S. BANK NATIONAL ASSOCIATION, I! Co-
Trustee ’

" By

Dot g
T PsgrsTart VibeAfecidert
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The undersigned U.S. BANK NATIONAL ASSOCIATION, herchy accepts and agrees
ta perfonmn the duties and obligations of Registrar and Faying Agent under this Supplerental Indenture.

U.S. BANK NATIONAL ASSOCIATION, as Co-
Trusiee

/v s e
By‘ Title: Aﬁﬁ’l’&\n'\’ i/m ﬁtsfcien"'
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EXHIBIT A
FORM QOF BOND
No.R-__ ¢ ' 3

GUAM WATERWORKS AUTHORITY
WATER AND WASTEWATER SYSTEM REVENUE BOND,

SERIES 2005
INTEREST RATE MATURITY DATE DATED DATE cuse
July 1, December 7, 2005
Repistered Owner:
Principal Sum: Dollars

The GUAM WATERWORKS AUTHORITY, a duly organized public.corporation of the
government of Guam (herein called the “Authority™), for value received, hereby promises to pay (but only
out of the Revenues and other assets pledged therefor as hereinafter mentioned) to the registered owner
identificd above or registered assigns, on the maturity date specified above (subject to any right of prior
redemption hereinafter mentioned), the principal sum specified above in lawful money of the United
States of America; and {0 pay interest thereon, in like lawful money and solely from said Revenues and
assets, from the Interest Payment Date next preceding the date of authentication of this Bond unless this -
Bond is authenticated as of 2 day during the period from the-Record Date preceding any Interest Payment
Date to the Interest Payment Date, inclusive, in which event it shall bear interest from such Interest
Payment Date, or unless this Bond is authenticated on or before December 15, 2005, in which event it
shall bear interest from its date of delivery, imtil payment of such principal sum shall be discharged as
provided in the indenture hersinafier mentioned, at the interest rate specified above per anowm, payable
on January 1 and July 1 in each year, commencing January 1, 2006; provided, however, that if, at the time
of authentication of this Bond, inferest is in default hercon, this Bond shal bear interest from the Interest
Payment Date to which interest has previously been paid or made available for payment. The principal

_ (or redemption price) hereof is payable upon surrerider hercof at the Principal Office of U.S, Bank
National Association (herein called the “Paying Agent”} in Los Angeles, California, and the interest
hercon is payable by check or draft mailed by first class mail to the person in whose namie this Bond is
régistered at the close of business on the fifteenth day of the month immediately preceding an interest
payment date, at such person’s address 5 it appears on the bond registration books of U.S. Bank Nationsl
Assaciation (lerein called the “Registrar’’). Upon the written Tequest of a registered owner of $1,000,000

_ or-more in aggregate principal amount of Series 2005 Bonds, payment of interest on and principal

(including redemption price) of such Boads will be made by wire transfer as provided in the Indenture;
provided that any such principal payment shail nevertheless be subject to prior surrender of thie Series

.. 2005 Bonds with respect to which such payment is made,

This Bond is one of a duly authorized issue c;f bonds of the Auﬂiontydmgnﬂtedas the

. “Guain Waterworks Authority Water and Wastewater System Revefue Bonids” (herein called the

_ #Bonds”), imlimited.in aggregate principal amount, except as sfherwise Provided'in the laws of the

' United States of America and the government of Guam and in the Indenture hereinafier mentipned, which

issue of Bonds consists or may consist of one or more Series of varying dates, maturities, initerest ates,
* and redemption and other provisions, all issued or to be issued pursuant tg Asticle 2, Chapter 14 of Title

12 of the Guara Code Amotated, as amended, and that cectain Indenture, dated as of December 1, 2005

(herein called the “Indenture™), by and between the Authority, Bank of Guam, as trustee (herein called the
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“Trustee™) and U.S. Bank National Association, as co-trustee (herein called the “Co-Trustee™). This
Bond is also one of a duly authorized series of Bonds additionally designated “Serics 2005 (herein called
the “Seties 2005 Bonds™), in the aggregate principal amount of One Hundred One Million One Hundred
Seventy-Five Thousand Dollars ($101,175,000), all issued under the provisions of the Indenture and &
Supplemental Tadenture, dated as of December 1, 2005, by and between the Authority, the Trustee'and the
Co-Trustee. Reference is hereby made to the Indenture (s copy of which is on file at said office of the
Trustee) and all indentures supplemental thereto for a description of the rights thereunder of the registeied
owners of the Bonds, of the nature and extent of the security and provisions for payment of the Bends, of
the rights, duties and immumities of the Trustee and other fiduciaries and of the rights and obligations of
the Authority thexreunder, to il the provisions of which Indenture the registered owner of this Bond, by
acceptance hereof, assents and agrees.

The Bonds and the interest thereon (to the extent set forth in the Indenture) are payable
solely from Revenues (as that term is defined in the Indenture) and other assets pledged as provided in the
Tndenture. Subject only to the provisions of the Indenture permitiing the application thereof for or to the
purposes and on the terms and conditions set forth therein, said Revenues are pledged under the Indenture
10 secure the payment of the principat of, premitim, if any, and interest on the Bonds in accordance with
their terms and the provisions of the Indenture and the payment of Credit Agreement Payments and Parity
Payment Agreement Payments in accordance with their terms.

The Series 2005 Honds are subject to redemption on any date prior to their respective

stated maturities, 2s a whole, or in part so that the reduction in Aunual Debt Service for the Series 2005
Bonds for each Bond Year after such redemption shall be as ncarly proportional as practicable, from and
to the extent of proceeds received by the Authority due to 8 governmental taking of the System or

- pértions thereof by eminent donmain proceedings, if such amounts are not used for additions, )
improvements or extensions to the System, inder the sircumstances and upon the conditions-and terms set
forth in the Indenture, at the greater of par or Amortized Valus, plus accrued interest. “Amortized Value”
means on any Interest Payment Date, the then current value of the Series 2005 Bond, amortizing the
original issue premium over the period ending on the first call date using the constant yield method.

The Series 2005 Bonds maturing on or afier July 1, 2016 are subject to redemption prior
to their respective stated maturities, at the option of the Authiority, from sny source of available moneys,
on any date on or after July 1, 2015, a8 a whole, or'in part by such maturities or portions of maturities as
shall be determined by the Authorify (or by lot within a maturity in the absence of such a determination},
at a redemption price cqual to the principal amount of sach Series 2005 Bond called for redemption plus
interest accrued to the date fixed for redemption, without premium.

- The 2005 Bonds maturing op July 1, 2016, July 1, 2025 and July 1, 2035 are subject to,
redemoption prior to their stated maturity in part, by lot, on July 1 oficach year, commencing July 1,2014, -
Jisly 1,2017 and July 1, 2026, respectively, at a redemption price eqiial to their principal amount, plus
accrued miterest thereon to the dats fixed for redemption, without premivm. .

. . Notice of any redermption, identifying the Bohds or portions thereof to be redeemed, shall
. be given by the Registrar not less than 30 nor more than §0 days before the date fixed for redetiuption by
. first class mil to each of the tegistered owners of Bonds designated for redemption at their addressés
appearing on the bond registration books of the Registfar on the date the Bonds to be redeemed are
 selected. Receint of such notice by such registered owners shall not be a condition precedent o such

Tedemption.

If this Bond is called for redemption and pgymcnf: is duly provided herefor as specified in .

the Indenture, interest shall ceass o accrue hereon from and after the date fixed for rederaption.
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. The Series 2005 Bonds are issuable only in fully registered form in denominations of
$5,000 or any integral multiple thereof. Subject to the Yimitations and upon payment of the charges, if
any, provided in the Indenture, this Bond may be sxchanged, at the Principal Office of the Registrar, in
Los Angeles, California, for a new fully registered Bond or Bonds, of the same Series, maturity and tenor
and of any authorized denomination or denominations and for the aggregate principal amount of this
Bond then remaining outstanding.

This Bond is transferable by the registered owner hereof, in person or by its attomey duly
authorized in writing, at said office of the Regisirar, but only in the manner, subject to the limitations and
upen payment of the charges, if any, provided in the Indenture, and upon swrender and cancellation of
this Bond. Upon such transfer a new registered Bond or Bonds, of the same Series, maturity and tenor
and of any authorized denomination or denominations and for the same aggregate principal amount of this
Bond then remaining outstanding, will be issued to the transferee in exchange therefor. The Regisfrar
shall not be required to register the transfer of this Bond during the period established by the Trustee for
the sclectionof Bonds for redemption or at any time after selection of this Bond for redemption,

The Authority, the Trustee, the Paying Agent and the Registrar may treat the registered
owner hereof as the absolute owner hereof for all purpoescs, and neither the Authority, the Paying Agent
nor the Registrar shall be affected by any notice to the contrary.

The Indenture and the rights and obligations of the Authority, the registered owners of
the Bonds, the Trustes, the Registrar.and other fiduciaries may be modified or amended at any time in'the
manner, to the extent, and upon the terms provided in the Indenture, provided that no such modification or
amendment shall (i) extend the fixed maturity of this Bond, or extend the time for making any Maundatory
Sinking Account Payments, or reduce the rate of interest on this Bond, or extend the.time of payment of
interest, or reduce the smount of principal of this Bond, or reduce any premium payable on the
redemption hereof, without the consent of the registered owner hereof, or (fi) reduce the percentage of the
principal amount of Bonds the consent of the registered owners of which is required to effect any such
modification or amendment, or permit the creation of any lien on the Revenues (including additional
Bonds hereafter issued) prior to or on a Parity with the lien created by the Indenture or deprive the
Owners of the Bonds of the lien created by the Indenture upon such Revenues (except as expressly '
provided in the Indenture), without the consent of the registered owners of all Bonds then outstanding, all
as more fully set forth in the Indenture. There isno provision in the Indenture for the aceeleration of

_ amounts due on the Bondg npon the ocomrence of an svent of defautt thereunder. )

The Bonds are limited obligations of the Authority and are not a lien ar chacge upon the
funds ot property of the Authotity, except to the extent of the pledge and assigniment herein destribed.
Neither the faith and credit of the govertmient of Guam nor the faith and credit of the United States of
America or' any political subdivision thereof is pledged to the payment of the piincipal of or interest on-
the Bonds. .

_ This Bond shall not be &tifled to any benefit under the Indenture, ot Bocore valid or
obligatory for any purpose, until he certificate of authentication and registration hereon endorsed hall -
lave been dated and.signed by the Registrar. - .

1t is hereby certified and recited that any and all conditions, things and acts requited to

_exist, to have happened and to have been performed precedent to and in the issuance of this Bond exist,

have happened and have been performed in due time, form and manner as required by the laws of the

United States of America and the governipent of Guam, and that the amount of this Bond, fogether with
all other indehtedness of the Authority, does not exceed any limit prescribed by such laws, and is not in
excess of the amount of Bonds permitted to be issued under the Indenture. .
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N WITNESS WHERECF, the GUAM WATERWORKS AUTHORITY has caused this
Bond to be executed in its name and o its behalf by the manual or facsimile signature of the Chairman of
the Consolidated Commission on Utilities and the Chief Tinancial Officer of the Authority, ail as of

GUAM WATERWORKS AUTHORITY

By
Chairman of the Board of Directors

By

Chief Financial Officer
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[FORM OF] CERTIFICATE OF AUTHENTICATION AND REGISTRATION .

This is one. of the Bonds described in the within- mentioned Indenture, which has been
registered as of .

U.S. BANK NATIONAL ASSOCIATION, as
\ Registrar

By

Anthorized Officer
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{FORM OF] ASSIGNMENT

For value received the undersigned do(es) hereby sell, assign and transfer unto the
within-mentioned Tegistered Bond and hereby irrevocably constitute(s) and appoint(s) stiorney, to transfer
the same on the books of the Registrar with full power of substitution in the premises,

* Dated:
NOTICE: The signature on this
Assignment must correspond with the neme as it
appears on the face of the within Bond in every
parbcular, without alteration or enlargement or
any change whatsoever,
Sigrature Guaranteed: o - Sociat Security Number, Taxpayer Identification
Number or uther Tdentifying Number of
Assignec:
Notice: Signature must be guaranteed by a
memnber firm of the New York Stock
- Exchange or a eommercial bank or trust
COmpany. .

Note:  Transfer fees must be paid to the Regisirar in order to transfer or cxchmge this bond as provided
in the within-mentioned Indenture,
]
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This Preliminary Official Statement
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O) )
PRELIMINARY OFFICIAL STATEMENT DATED NOYEMBER 6, 2013
oW - BOOK-ENTRY QNLY RATINGS: (See “RATINGS” herein)

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel o the Authority, based upon an analysis of existing lows, regufations, ridings, and
court decisions, and assuming, among other matlers, the qccuracy of certain representations and compliance with certain covenanis, Interest on the
2013 Bonds is excluded from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of 1986 (the “Code"). In
the further opinion of Bond Counsel, interest on the 2013 Bonds is not a specific preference item for purposes of the federal individual and corporate
alternative minimum taxes, although Bond Counsel observes thaf such interest is included in adjusted current earnings when calewlating corporate
alternative minimum taxable income. Bond Counsel is also of the apinion that, under 48 U.5.C. Section 1423a, interest on the 2013 Bonds is exempt
Jfrom taxation by the government of Guam, or by any State or Territory or any political subdivision thereaf or by the District of Columbia. Bond
Counsel expresses ro opinion regarding any other iax consequences relating (o the ownership or disposition of, or the accrual or receipt of interest on,
the 2013 Bonds. See “TAX MATTERS" herein.

$1°713,985,000*
GUAM WATERWORKS AUTHORITY
Water and Wastewater System Revenue Bonds
Series 2013

Bated: Date of Delivery Due: July 1, as shown on the inside Front cover

The Guara Waterworks Authority Water and Wastewater System Revenue Bonds, Serfes 2013 (the “2013 Bonds™), mature on the dates and in the
amounts and will bear interest al the rates per annum listed on the inside front cover. Interest on the 2013 Bonds will be payable on January 1 and Tuly 1
of each year, commencing July 1, 2014.

The 2013 Bonds are subject to mandatory, optional and extraordinary optional redemption prior to maturity, as described herein,

The issuance, sale and delivery of the 2013 Bonds have been approved by the Board of Directors of the Guam Economic Development Authority
and by the Consolidated Commission on Utilities, the gaveming board of the Guam Waterworks Authority (the “Authority™). The issuance, terms and
conditions of the 2013 Bonds have been approved by the Legislature of Guam. The 2013 Bonds are autharized to be issued pursuant to Chapter 14 of
Title 12 of the Guam Code Annotated, as amended (the “Act”), and pursuant to an indenture, dated as of December 1, 2005 (the “General Indenture™),
by and among the Authority, and Bank of Guam as Trustee and as Depaositary, and U).S. Bank National Association, as Co-Trustee and Paying Agent, as
supplemented, including as supplemented by a third supplemental indenture dated as of December 1, 2013 (the *“Third Supplemental Indenture” and,
together with the General Indenture and the previcus supplements, the “Indenture®), The terms of the Indenture and the amounts and terms of the 2013
Bonds are subject to approval by the Guam Public Utilities Commission.

The Authority is issuing the 2013 Bonds to (i) fund capital improvements to the Authority’s water and wastewater systems (collectively, the
“System™); (ii) provide for capitalized interest; (jif) fund a deposit to the Bond Reserve Fund; and (iv) pay costs incurred in connection with the issuance
of the 2013 Bonds.

The Bonds (as herein defined, including but not Hmited to the 2013 Bonds) are [imited obligations of the Autherity payable solely from and
secured by a pledge of Revenues (as defined in the Indenture and more particularly described herein) consisting primarily of @ll gross income and
revenue received by the Authority from the ownership or operation of the System, all as more fully described herein, sulject to the provisions of the
Indenture permitting the appiication of Revenues for or to the purposes (including payment of Operation and Maintenance Expenses) and exclusive of
certain surcharges deseribed herein.

The Bonds are not a legal or cquitable pledge, charge, lien or eacumbrance upon any property of the Authority or upon any of its income,
receipls or revenues except the Revenues pledged to the payment thercof as provided in the Indenture. Neither the Government of Guam (the
“Government™) nor any political subdivision thereof is obligated 1o pay the principal of, Redemption Price, if applicable, or interest on the
Bonds, except from such Revenues, and neither the Authority, the Gevernment nor any political subdivision thercof has pledged its faith or
credit to the payment of the principal of, Redemption Price, if applicable, or interest on the 2013 Bonds.

The 2013 Bonds will be issued as fully registered bonds and, when issued, will be registered in the name of Cede & Co., as nominec of The
Depository Trust Company, New York, New York (“DTC"). DTC will act as securities depository of the 2013 Bonds. Individual purchases of the
2013 Bonds will be made in book-entry form only. The 2013 Bonds will be issued only in denominations of $5,000 or any integral multiple thereof.
Payments of principal of, Redemption Price, if applicable, and interest on the 2013 Bonds are to be made to purchasers by DTC through DTC
participants, See Appendix G - “BOOK-ENTRY ONLY SYSTEM.” Purchascrs will not receive physical delivery of 2013 Bonds purchased by them.

Invesiment in the 2013 Bonds involves risks which may not be appropriate for certain investors. Therefore, only persons with substantial financial
resources who undersiand the risks of investment in the 2013 Bonds should consider such an investment, Se¢ the section in this Official Statement
entitled “CERTAIN INVESTMENT CONSIDERATIONS® for a discussion of certain factors that should be considered, in addition to the other matters
set forth herein, in evaluating the investment quality of the 2813 Bonds. This cover page contains certain information for quick reference only. It is not
a summary of this issue. Investors must read the entire Official Statement to obtain information essential to making an informed investment decision.
Capitalized terms not defined on this cover page are defined inside.

The-2013-Bonds-ave-offered-when;-as-and-if issued-and-received-by-the-Underwriters,-subject-to-the-approval -of-legality-by-Orrick,-Herringlon. &
Sutcliffe LLP, San Franeisco, California, Bond Counse! to the Authority. Certain legal matters will be passed upon for the Autherity by Sammel J,
~~Taylor, counsel for the Authority, and for the Undewriters by their counsel; Hawkins; Delaficld & Wood LLP, Portland, Oregon, It is expected that the
2013 Bonds in bock-entry form will be available for delivery through the DTC book-entry system, on or about December __, 2013.

re: be any sale of the 2013 Bonds in any jurisdiction in which such offer, soliciiation or sule wonld e untawful under the securities laws of such jurisdiction.

Citi Bareclays Capital
_ 2013

* Preliminary, subject to change.
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MATURITY SCHEDULE

$173,985,000"
GUAM WATERWORKS AUTHORITY
Water and Wastewater System Revenue Bonds

Series 2013
$10,480,000° Serial Bonds
Due Inferest CUSIP
(Inly D* Amount* Rate Yicld! Mumbert
2020 $2,410,000 % % 40065FA__
2021 2,545,000 40065FA__
2022 2,690,000 40065FA__
2023 2,835,000 40085FA__

$163,505,000" Term Bonds

$16,855,000" % Term Bond due July 1, 20287; Yield %Y; CUSIP Number* 40065FA__
$22,795,000' % Term Bond due July 1, 2033"; Yield %'; CUSIP Number* 40065FA__
$123,855,000" % Term Bond due July 1, 2043"; Yield %!: CUSIP Number* 40065FA__

* Preliminary, subject to change.
T Prices or yields certified by the Underwriters._The Authority.takes no. responsibility.of the accuracy thereof.

* Copyright 2013, American Bankers Association, CUSIP® is a registered trademark of the American Bankers Association. The

CUSIP data herein are provided by CUSIP Global Services, managed on behalf of the American Bankers Association by
Standard and Poor®s. The CUSIP numbers are not intended to create a datebase and do not serve in any way as a substitute for
CUSIP service. CUSIP numbers have becn assigned by an independent company not affiliated with either the Authority or
GEDA end are provided solely for convenience and reference. The CUSIP numbers for a specific maturity or maturities are
subject to change after the issuance of the 2013 Bonds. None of the Authotity, GEDA or the Underwriters takes responsibility
for the accuracy of the CUSIP numbers, and no representation is made as to their correctness on the applicable 2013 Bond
certificates or in this Cfficial Statement.
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The Underwriters have provided the following sentence for inclusion in this Official Statement. The
Underwriters have reviewed the information in this Official Statement in accordance with, and as part of, their
respective responsibilities to investors under the federal securities laws as applied to the facts and circumstances of
this transaction, but the Underwriters do not guarantee the accuracy or completeness of such information.

No dealer, broker, salesperson or other persom has been aunthorized by the Anthority or the
Underwriters to give any information or to make any representations other than those contained herein and,
if given or made, such other information or representations must not be relied upon as having been
authorized by any of the foregoing. This Official Statement does not coustitute an offer to sell or the
solicitation of an offer to buy, nor shall there be any sale of the 2013 Bonds by any person in any jurisdiction
in which it is unlawfal for sueh person to make such an offer, solicitation or sale.

This Official Statement is not to be construed as a contract with the purchasers of the 2013 Bonds.
Statements contained in this Official Statement that involve estimates, forecasts or matters of opinion, whether or
not expressly so described herein, are intended solely as such and are not to be construed as representations of fact.

CERTAIN STATEMENTS CONTAINED IN THIS OFFICIAL STATEMENT ARE NOT
INTENDED TO REFLECT HISTORICAL FACTS BUT ARE ESTIMATES AND “FORWARD-LOOKING
STATEMENTS.” NO ASSURANCE CAN BE GIVEN THAT THE FUTURE RESULTS DISCUSSED
HEREIN WILL BE ACHIEVED, AND ACTUAL RESULTS MAY DIFFER MATERIALLY FROM THE
EXPECTATIONS OR FORECASTS DESCRIBED EEREIN. IN THIS RESPECT, THE WORDS
“ESTIMATE,” “PROJECT,” “FORECAST,” “ANTICIPATE,” “EXPECT,” “ASSUME,” “INTEND,”
“BELIEVE” AND SIMILAR EXPRESSIONS ARE INTENDED TO IDENTIFY FORWARD-LOOKING
STATEMENTS. ALL PROJECTIONS, FORECASTS, ASSUMPTIONS, EXPFRESSIONS OF OPINION,
ESTIMATES AND OTHER FORWARD-LOOKING STATEMENTS ARE EXPRESSLY QUALIFIED IN
THEIR ENTIRETY BY THE CAUTIONARY STATEMENTS SET FORTH IN THIS OFFICIAL
STATEMENT. THE AUTHORITY DCES NOT PLAN TO ISSUE ANY UPDATES OR REVISIONS TO
SUCH FORWARD-LOOKING STATEMENTS OR WHEN ITS EXPECTATIONS OR EVENTS,
CONDITIONS OR CIRCUMSTANCES ON WHICH SUCH STATEMENTS ARE BASED DO OR DO NOT
OCCUR,

The information set forth in this Official Statement has been furnished by the Authority and other sources
which are believed to be reliable, but it is not guaranteed as to accuracy or completeness by, and is not to be
construed as a representation by, the Underwriters. The information and expressions of opinion stated herein are
subject to change without notice and neither delivery of this Official Statement nor any sale made hereunder shall,
vader any circumstances, create any implication that there has been no change in the information or opinions stated
herein or in the affairs of the Authority since the date hereof.

THE 2013 BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH ACT. THE 2013 BONDS
HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS GF ANY STATE,

IN CONNECTION WITH THIS OFFERING THE UNDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE 2013
BONDS OFFERED HEREBY AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN
THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BL DISCONTINUED AT ANY
TIME.
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$173,985,000"
GUAM WATERWORKS AUTHORITY
WATER AND WASTEWATER SYSTEM REVENUE BONDS
SERIES 2013

INTRODUCTION

The purpose of this Official Statement, which includes the cover page, the inside cover page, the table of
contents and appendices hereto (collectively, the “Official Statement”), is to provide information in connection with
the offering by the Guam Waterworks Authority (the “Authority”) of the $173,985,000° Guam Waterworks
Authority Water and Wastewater System Revenue Bonds, Series 2013 (the “2013 Bonds™).

This Introduction is not a summary of this Official Statement, but is only a brief description of, and is
qualified by, more complete and detailed information contained in this Official Statement. The Introduction should
not be relied upon to provide all of the information necessary to make an informed decision about purchasing the
2013 Bonds. A full review should be made of the entire Official Statement. The offering of 2013 Bonds to potential
investors is made only by means of the entire Official Statement.

Capitalized terms used herein that are not otherwise defined shall have the meanings set forth in
APPENDIX D—*SUMMARY CF CERTAIN PROVISIONS OF THE INDENTURE.”

The 2013 Bonds

The Authority is issuing the 2013 Bonds (i) to fund capital improvements to the System; (ii) to provide for
capitalized interest on the 2013 Bonds through September 30, 2015; (iii) to fund a deposit to the Bond Reserve Fund;
and (iv} to pay costs of issuing the 2013 Bonds.

The 2013 Bonds are authorized to be issued pursuant to the Act and pursuant to an indenture, dated as of
December 1, 2005 (the “General Indenture”), as supplemented, including as supplemented by a third supplemental
indenture, to be dated as of December 1, 2013 (the “Third Supplemental Indenture” and together with the General
Indenture and the prior supplemental indentures, the “Indenture™), each by and among the Authority, Bank of Guam,
as trustee (the “Trustee™) and Depositary for the Revenue Fund, and U.S. Bank National Association, as co-trustee
{the “Co-Trustee™), The 2013 Bonds are the third series of Bonds to be issued under the Indenture, the others being
the Authority’s Water and Wastewater Systemn Revenue Bonds, Series 2005 and Series 2010 (the “2005 Bonds™ and
“2010 Bonds,” respectively, and together, the “Prior Bonds™), of which $207,310,000 aggregate principal amount
remain ontstanding as of October 1, 2013. The Prior Bonds and the 2013 Bonds, together with any additional bends
that may be issued pursuant to, and outstanding at any given time under, the Indenture, are herein referred to as
“Bonds.”

The CCU has approved the issuance, sale and delivery of the 2013 Bonds. The board of directors of the
Guam Economic Development Authority (“GEDA™) has approved the issuance and sale of the 2013 Bonds. The
Legislature of Guam has approved the issuance, terms and conditions of the 2013 Bonds, The terms of the Indenture
and the aggregate principal amount and terms of the 2013 Bonds are subject to approval by the PUC.

See “PLAN OF FINANCE—Authorization” and “—Purposes of the 2013 Bonds.”

Security and Sources of Payment jor the 2013 Bonds

The Bonds, including the 2013 Bonds, are limited obligations of the Authority payable solely from and
secured solely by a pledge of Revenues (as defined in the Indenture and described herein} consisting primarily of all

* Preliminary, subject to change.
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gross income and revenue received by the Authority from the ownership or operation of the System, subject to the
provisions of the Indenture permitting the application of Revenues for or to the purposes (including payment of
Operation and Maintenance Expenses) and on the terms and conditions set forth therein, The Bonds are not a legal
or equitable pledge, charge, lien or encumbrance upen any property of the Authority or upon any of its income,
receipts or revenues except the Revenues pledged to the payment thereof as in the Indenture.

The Indenture prohibits the issnance of any bonds or obligations payable from Revenues or secured by a
pledge, Hen or charge upon Revenues superior to the Bonds, and permits issuance of obligations on a parity with the
Bonds only in accordance with the Indenture.

Neither the Government of Guam (the “Government”} nor any political subdivision thereof is obligated to
pay the principal of, redemption price, if applicable, or interest on the Bonds, except from such Revenues, and
neither the Authority, the Government nor any political subdivision thereof has pledged its faith or credit to the
payment of the principal of, redemption price, if applicable, or interest on the Bonds.

See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Pledge of Revenues™ and “—
Allocation of Revenues” and “REGULATORY ENVIRONMENT - Regulation of Ratemaking,”

The Authority and the System

The island of Guam is located in the western Pacific Ocean approximately 3,800 miles west-southwest of
Honoluly, Hawaii, 1,550 miles south-southeast of Tokye, Japan and 1,600 miles east of Manila, Philippines, and is
the westernmost territory of the United States of Ameriea. Guam is about 30 miles long and varies from four to nine
miles wide, with a total land area of approximately 212 square miles.

Guam’s annual rainfall averages 85 inches in the western coastal area to 110 inches in the highest mountain
locations in the south, Three guarters of the total annual rainfall occurs between the months of June and December.
Rain is the only source of fresh water for the island. Potable water is derived from groundwater in the northern
portion of Guam and primarily from surface water in the southern portion. The source of water has been stable and
is foreseen to be adequate for the foreseeable future. There has been no need for use of desalination on the island.

In 2002, the Authority was converted from a government agency to a Guamn public corporation organized
and existing under Chapter 14 of Title 12 of the Guam Annotated Code, as amended (the “Act”), The Authority is
authorized te operate and maintain the water and wastewater systems (collectively and as further described herein,
the “System™) for the island of Guam., During Fiscal Year 2012, the Authority served an average of 41,316 water
customers and an average of 25,426 wastewater customers.

The Authority is governed by the Consolidated Commission on Utilities (the “CCU™}, which acts as the
governing board of the Authority and the Guam Power Authority (“GPA™}. The CCU was created in 2002 and
consists of five elected members. The CCU makes decisions regarding policies, management, budgeting and
financing of the Authority’s operations. Certain actions, however, such as issning bonds for financing utility capital
projects, still require the approval of the Legislature of Guam and the Guam Public Utilities Commission (the
“PUC™. In addition, ratemaking by the CCU is subject to the approval of the PUC, as the regulatory ratemaking
body. The Authority may not enter intc any contractual agreements or obligations which could increase rates and
charges without the prior written approval of the PUC,

The Authority’s goals are directed towards providing more cfficient and reliable service to its customers
and operating as a self-supporting utility while meefing regulatory requirements. The Authority is subject to federal
and Guam regulations governing water supply and wastewater freatment. The drinking water standards promulgated
in the federal Safe Drinking Water Act, as amended (the “SDWA™), are the primary requirements for water supply.
Wastewater treatment and disposal must comply with the water quality standards in the federal Clean Water Act, as
amended (the “CWA”). Historically, the Authority has experienced difficulty in complying with SDWA and CWA
regulations. Failure to meet all of the SDWA and CWA standards resulted in a number of issues with the United
States Environmental Protection Agency (the “USEPA™) over a 15~ to 20-year period and to meet certain deadlines
for compliance led to the filing with the United States District Court of Guam (the “District Court”) on June 5, 2003
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of a Stipulated Order for Preliminary Relief, which was subsequently amended in 2006 (collectively, the “2003
Stipulated Order”). The 2003 Stipulated Order required the Authority to make specified improvements to the
System and to undertake certain planning measures by specific dates. The Authority did not meet all of the
deadlines in the 2003 Stipulated Order, and the USEPA required it fo pay fines fotaling approximately $38%,000.

In 2010, the USEPA requesied that the District Court order the Authority to address the then-incomplete
items in the 2003 Stipulated Order, as well as certain additional actions or improvements. On November 10, 2011,
the District Court issued an Order for Preliminary Relief Re: Deadlines for Ouistanding Projects Under the
Amended Stipulated Order (the “2011 Court Order”) establishing deadlines for such projects and superseding the
2003 Stipulated Order and all prior orders. The Authority has made compliance with the 2011 Court Order a top
priority and has, by and large, complied with the timelines set forth in the 2011 Court Order, meeting 53 of 54 EPA
deadlines during the first year of the 2011 Court Order and completing the 54" item early in the second year. In
November 2012, the USEPA issued to the Authority 2 notice of Findings of Significant Deficiencies under the
SDWA identifying several deficiencies in the Authority’s water system, and in May 2013, the USEPA issued fo the
Authority under the CWA a Request for Information identifying several findings in respect of the Authority’s
wastewater system. The Authority has addressed many of the items identified in both the Findings of Significant
Deficiencies and the Request for Information and is continuing to work te address others.

To help meet its goals of providing more efficient and reliable service to its customers and operating as a
self-supporting utility while meeting regulatory requirements, including those specified in the 2011 Court Order and
in the Findings of Significant Deficiencies and the Request for Information, the Authority has developed a six-year
capital improvement program (the “Capital Improvement Program” or the “CIP”) focused on rehabilitation and
upgrade of the System. The total estimated capital improvement need for Fiscal Years 2013-2018 is approximately
$457.5 million.

See “THE AUTHORITY,” “REGULATORY ENVIRCNMENT,” “THE SYSTEM™ and “FUTURE
SYSTEM CAPITAL REQUIREMENTS — Capital Improvement Program.”

Consulting Engineer’s Report

To assist the reader with an independent review of the Authority’s operations, Brown and Caldwell
(“Brown and Caldwell”} has been retained as the Consulting Engineer to provide a Consulting Engineer’s Report
(the “Consulting Engineer’s Report” or the “Report”) in connection with the issuance of the 2013 Bonds. The
Report is included in this Official Statement as APPENDIX A. The Report includes, among other things, a
description of the facilities of and an evaluation of the condition of the Systern, an assessment of System compliance
with regulatory and permit requirements, a summary of the capital projects anticipated to be financed by the
Authority and an assessment of the Authority’s projected financial operating results. No assurance can be given that
the projections and expectations discussed in the Report will be achieved or that the assumptions upon which the
projections and conclusions are based will be realized. There may be differences between the projections and actual
results, and such differences may be material. The financial projections in the Report are based upon certain
information and assumptions that were provided or reviewed with and agreed to by the Authority. In the opinion of
Brown and Caldwell, these assumptions provide a reasonable basis for the projections set forth in the Report. The
Report is an integral part of this Official Statement and should be read in its entirety. The Report has not been
revised subsequent to its date of publication (MNovember 6, 2013} to reflect the final terms of the 2013 Bonds. See
“REPORT OF THE CONSULTING ENGINEER” and APPENDIX A.

Brown and Caldwell has been providing consulting and engineering services for municipal water utilities
for over 66 years., Since May 2004, Brown and Caldwell has been engaged by the Authority to provide engineering
services, including development of the Water Resources Master Plan (2004-2007) and provision of Program

Management Office services. Authority staff generated the CIP with minimal input from Brown and Caldweli, in
connection with its provision of Program Management Office services. Brown and Caldwell does not have a
company interest in the CIP, is not paid in proportion to the CIP and does not have a direct input to increase the CIP.
The term of Brown and Caldwell’s contract of engagement for Program Management Office services currently
extends through February 2017, but may be extended for two additional two-year terms through February 2021, See
“FUTURE SYSTEM CAPITAL REQUIREMENTS ~ Capital Improvement Program.”
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Investment Considerations

There are important investment considerations and risks associated with the purchase of the 2013 Bonds,
See “CERTAIN INVESTMENT CONSIDERATIONS® for a discussion of some of these considerations and risks.
Any one or more of the considerations and risks discussed, and others, could lead to a decrease in the market value
and/or the liguidity of the 2013 Bonds. Potential purchasers of the 2013 Bonds are advised to review this Official
Statement carefully.

Continuing Disclosure

The Authority will covenant for the benefit of the holders and beneficial owners of the 2013 Bonds to
provide annually certain financial information and operating data and to provide notice of certain enumerated events
to assist the Underwriters in complying with the Securities and Exchange Commission’s Rule 15¢2-12 under the
Securities Exchange Act of 1934, as amended (“Rule 15¢2-127}. See “CONTINUING DISCLOSURE” below and
the proposed form of Continuing Disclosure Agreement included herein as APPENDIX F,

Forward-Looking Statements

Certain statements included or incorperated by reference in this Official Statement constitute “forward-
looking statements.” Such statements are generally identifiable by the terminology used such as “plan,” “expect,”
“estimate,” “budges,” “forecast,” “project” or other similar words. Such forward-locking statements include, but are
not limited to, certain statements contained in the information in the forepart of this Official Statement under the
headings “CERTAIN INVESTMENT CONSIDERATIONS,” “THE AUTHORITY,” “THE SYSTEM,” “FUTURE
SYSTEM CAPITAL REQUIREMENTS” and “HISTORICAL AND PROJECTED OFERATING RESULTS” and
in APPENDIX A — “CONSULTING ENGINEER'S REPORT.”

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 to be materially different from any firture results, performance or achievements expressed or implied
by such forward-lecking statements. The Authority does not plan to issue any updates or revisions to those forward-
looking statements if or when its expectations, or events, conditions or circumstances on which such statements are
based, change.

Miscellaneous

Brief descriptions of the 2013 Bonds, the Authority and Guam are provided below. Such descriptions do
not purport to be comprehensive or definitive. All references to the 2013 Bonds and the Indenfure are qualified in
their entirety by reference to the forms thereof, which are available for inspection at the Adminijstration Office of the
Guam Waterworks Authority, 578 N. Marine Corps Drive, Tamuning, Gnam 96913 during normal business hours,
Monday through Friday, excluding holidays.

The information herein is subject to change without notice, and neither the delivery of this Official
Statement nor any sale made with respect hereto shall, under any circumstances, create any implication that there
has been no change in the affairs of the Authority or the System since the date hereof.

This Official Statement is not to be construed as a contract or agreement between the Authority and the
purchasers or owners of any of the 2013 Bonds.

PLAN OF FINANCE
Anthorization
The 2013 Bonds are authorized to be issued pursuant to the Act and are being issned pursvant to the

Indenture. The CCU has approved the issuance, sale and delivery of the 2013 Bonds. ‘The board of directors of
GEDA has approved the issuance and sale of the 2013 Bonds. The Legislature of Guam has approved the issuance,
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terms and conditions of the 2013 Bonds. The terms of the Indenture and the aggregate principal amount and terms
of the 2013 Bonds are subject to approval by the PUC.

Purposes of the 2013 Bonds

The Authority is issuing the 2013 Bonds (i) to fund capital improvements to the System; (ii) to provide for
capitalized interest on the 2013 Bonds through September 30, 2015; (jif) to fand a deposit to the Bond Reserve Fund;
and (iv) to pay costs of issning the 2013 Bonds.

The Authority has developed its six-year Capital Improvement Program to assist the Autherity in meeting
its goals of providing more efficient and reliable service to its customers and operating as a self-supporting utility
while meeting regulatory requirements, including those specified in the 2011 Court Order and in the Findings of
Significant Deficiencies and the Request for Information, as more fully discussed below nnder “REGULATORY
ENVIRONMENT-Environmental Regulations.”

The capital cost of implementing the entire CIP for Fiscal Years 20G13-2018 has been estimated at
approximately $457.5 million. The Authority expecls to finance the CIP from, among other sources, proceeds of the
2013 Bonds. The Authority expects to fund the rest of the Capital Improvement Program with two series of
Additional Bonds to be issued in 2015 and 2017 and expected to provide CIP funding in the amounts of
approximately $128 million and $72 million, respectively, and from the Authority’s operating revenues, USEPA
State Revolving Fund grants, System Development Charge revenues and other grants.

The portion of the Capital Improvement Program to be funded with proceeds of the 2013 Bonds is set forth
in Table 1 below:

Table 1
Capital Improvements to be Funded with Proceeds of 2013 Bonds
{Dollars in thousands)

Water Production, Treatment, Distribution and Storage $95,130
Wastewater Collection and Treatment 33,300
Electrical, Including Monitoring and Control 5,395
General Plant and Miscellaneous 5,500
Total $139,325

For a more complete description of the CIP and sources of funding, see “FUTURE SYSTEM CAPITAL
REQUIREMENTS” and APPENDIX A —“CONSULTING ENGINEERS REPORT.”

ESTIMATED SOURCES AND USES OF FUNDS

The proceeds of the 2013 Bonds are expected to be applied as shown below:

Sources:
Principal Amount of 2013 Bonds 3
Net Original Issue Premium/(Discount)
Total Sources 3
Uses:
Deposit to 2013 Construction Account 5

Deposit to Bond Reserve Fund
Costs of Issuance™
Deposit to 2013 Capitalized Interest Account™
Total Uses 8
M Includes Underwriters® discount, Trustee and Co-Trustee fees, fegal fees and expenses, rating agency fees, printing

¢osts and other miscellaneous costs of issuance.
@ Interest on the 2013 Bonds will be paid from bond proceeds until September 30, 2015,
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THE 2013 BONDS
General

When issued, the 2013 Bonds will be dated their date of delivery and will bear interest at the rates per
annum and mature, subject to prior redemption, on the dates and in the principal amounts set forth on the inside
cover page of this Official Statement. Interest on the 2013 Bonds will be payable on January 1 and July 1 of each
year, commencing July 1, 2014 (each an “Interest Payment Date”). Interest will accrue on the 2013 Bonds on the
basis of a 360-day year of twelve 30-day months. Each 2013 Bond will bear interest from the Interest Payment Date
next preceding the dete of authentication thereof, except that: (1) 2013 Bonds authenticated during the period from
the Record Date immediately preceding an Interest Payment Date to such Interest Payment Date, inclusive, will bear
interest from such Interest Payment Date; and (2) 2013 Bonds authenticated on or prior to the Record Date for the
first Interest Payment Date for the 2013 Bonds will bear interest from their date of delivery; provided, however, that
if interest on the 2013 Bonds then Outstanding shall be in default at the time of anthentication of any 2013 Bond,
such 2013 Bond will bear interest from the Interest Payment Date to which interest has previously been paid or
made available for payment on the 2013 Bonds then Qutstanding. The 2013 Bonds will be issued in deneminations
of $5,000 and integral multiples thereof.

The 2013 Bonds when issued will be registered in the name of Cede & Co., as registered owner and
nominee of The Depository Trust Company, New York, New York ("DTC”). DTC will act as securities depository
for the 2013 Bonds. Individual purchases may be made only in book-entry form, and purchasers will not receive
certificates representing their interest in the 2013 Bonds purchased. Except as described below under “TAX
MATTERS,” so long as Cede & Co. is the registered owner of the 2013 Bonds, as nominee of DTC, references
herein to “Bondholders™ or to “registered owners™ of the 2013 Bonds mean Cede & Co. and not the Beneficial
Owners of the 2013 Bonds. In this Official Statement, the term “Beneficial Owner” means the person for whom a
DTC participant acquires an interest in the 2013 Bonds.

So Iong as DTC, or its nominee Cede & Co. (or such other nominee as an authorized officer of DTC may
request), is the registered owner of all 2013 Bonds, all payments of principal of, Redemption Price, if applicable,
and interest on the 2013 Bonds are to be made directly to DTC, which, in turn, is to remit such amounts to the Direct
and Indirect Participants for subsequent distribution to the Beneficial Owners of the 2013 Bonds. See APPENDIX
G— “DTC AND ITS BOOK-ENTRY ONLY SYSTEM.”

Redemption of the 2013 Bonds

Optional Redemption. The 2013 Bonds maturing on or after July 1, 20 __ are subject to redemption prior
to their respective stated maturities, at the option of the Authority, from any source of available moneys, on any date
on or after July I, 20__, as a whole, or in part by such maturities or portions of maturities as shall be determined by
the Authority (or by lot within a maturity in the absence of such a determination), at a redemption price equal to the
principal amount of each 2013 Bond called for redemption plus interest accrued to the date fixed for redemption,
without premium.

* Preliminary, subject to change.
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Mandatory Sinking Account Redemption. The 2013 Bonds maturing on July 1, 2028 are subject to
redemption prior to their stated maturity in part, by lot, on July 1 of each year from Mandatory Sinking Account
Payments, commencing July 1, 2024, at a redemption price equal to their principal amount, plus accrued interest
thereon to the date fixed for redemption, without premium, in the years and in the amounts, as set forth below:

2028 Term Bond
Year Amount
2024 $2,990,000
2025 3,170,000
2026 3,360,000
2027 3,560,000
20281 3,775,000
Maturity

The 2013 Bonds maturing on July I, 2033 are subject to redemption prior to their stated maturity in part, by
iot, on July 1 of each year from Mandatory Sinking Account Payments, commencing July 1, 2029, at a redemption
price equal to their principal amount, plus accrued interest therecon to the date fixed for redemption, without
premium, in the years and in the amounts, as set forth below:

2033 Term Bond
Year Amount
2029 $4,005,000
2030 4,265,000
2031 4,540,000
2032 4,835,000
2033! 5,150,000
' Maturity

The 2013 Bonds maturing on July 1, 2048 are subject to redemption prior to their stated maturity in patt, by
Iet, on July 1 of each year from Mandatory Sinking Account Payments, commencing July 1, 2034, at a redemption
price equal to their principal amount, plus accrued interest thereon to the date fixed for redemption, without
premium, in the years and in the amounts, as set forth below:

2043 Term Bond
Year Amount
2034 $5,485,000
2035 5,855,000
2036 6,250,000
2037 6,670,000 .
2038 7,120,000
2039 7,600,000
2040 8,115,000
2041 23,935,000
2042 25,550,000
20437 27,275,000
Maturity

Extraordinary Optional Redemption. The 2013 Bonds are subject to redemption on any date prior to
their respective stated maturities, as a whole, or in part so that the reduction in Annual Debt Service for the 2013
Boends for each Bond Year after such redemption shall be as nearly proportional as practicable, from and to the
extent of proceeds received by the Authority due to a governmental taking of the System or portions thereof by
eminent domain proceedings, if such amounts are not used for additions, improvements or extensions to the System,
under the circumstances and upon the conditions and terms set forth in the Indenture, at the greater of par or
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Amortized Value (in the case of 2013 Bonds, if any, issued at an original issue premium), plus accrued interest to
the date fixed for redemption, without premium, “Ameortized Value” means on any Interest Payment Date, the then
current value of the 2013 Bond, amortizing the original issue premium over the period ending on the first call date
using the constant yield methed.

Selection of 2013 Bonds for Redemption. If less than all of the 2013 Bonds of any maturity are to be
redeemed at any one time, the 2013 Bonds or portions thereof to be redeemed shall be selected by the Authority or,
in the absence of such a selection by the Authority, by the Registrar by lot in such manner that the Registrar may
determine,

Notice of Redemption. Notice of redemption (except as otherwise provided in the Indenture) is required
to be given, not less than 30 nor more than 60 days before the date fixed for redemption, by first class mail to each
of the registered owmers of 2013 Bonds designated for redemption at their addresses appearing on the Bond
registration books of the Repistrar on the date the 2013 Bonds to be redeemed are selected. Each notice of
redemption is required to state the redemption date, the place or places of redemption, the Series and maturities te be
redeemed, and, if less than all of any such maturity, the numbers of the 2013 Bonds of such maturity to be redeemed
and, in the case of 2013 Bonds to be redeemed in part only, the respective portions of the principal amount thereof to
be redeemed, and is required also fo state that on said date there will become due and payable on each of said 2013
Bonds the Redemption Price thereof or of said specified portion of the principal thereof in the case of a 2013 Bond
to be redeemed in part only, together with interest acerued thereon to the redemption date, and that from and after
such redemption date interest thereon shall cease to acerue, and is also to require fhat such 2013 Bonds be then
surrendered, with a written instrument of transfer duly executed by the registered owner thereof or by such
registered owner’s attorney duly authorized in writing. No defect in or failure o give such mailed notice of
redemption shall affect the validity of proceedings for the redemption of such 2013 Bonds. Each notice of
redempticn shall also state the CUSTP number, date of issue and interest rate on each 2013 Bond, or portion thereof,
to be redeemed, and shall include the redemption agent name and address; provided, however, that faiture to include
any of such information in any redemption notice, or any inaccuracy in any such information, shall not affect the
sufficiency of the proceedings for redemption of any 2013 Bonds.

The Authority may, at its option, prior to the date fixed for redemption in any notice of redemption, rescind
and cancel such notice of redemption.

Trustee, Co-Trustee, Registrar and Paying Agent

The Bank of Guam has been appointed to act as the Trustee for the Bonds, including the 2013 Bonds, and
U.S. Bank National Association has been appointed to act as Co-Trustee, registrar (the *Registrar®) and paying
agent (the “Paying Agent™) for the 2013 Bonds.

Book-Entry System

The 2013 Bonds will be delivered in fully registered form only, and when delivered will be registered in the
name of Cede & Co., as nominee of DTC, DTC acts as securities depository for the 2013 Bonds. Ownership
interests in the 2013 Bonds may be purchased in book-entry only form, in the denominations set forth above. The
Indenture provides that, so long as DTC acts as securities depository for the 2G13 Bonds, the Authority, the Trustee,
the Co-Trustee, the Registrar and the Paying Agent may treat DTC as the absolote owner of such 2013 Bonds for all
purposes and that none of the Authority, the Trustee, the Co-Trustee, the Registrar and the Paying Agent shall have
any liability with respect to (1) the accuracy of the records of DTC or any Participant with respect to any beneficial
ownership interest in the 2013 Bonds, (2) the delivery to any Participant, any Beneficial Owner or any other person,

other than DTC, of any notice with respect to the 2013 Bonds, {3) the payment to any Participant, any Benefictal

Owner or any other persen, other than DTC, of any amount with respect to principal or redemption price of or
interest on the 2013 Bonds, (4) the selection by DTC or any Participant of any person to receive payment in the
event of a partial redemption of the 2013 Bonds or (5) any consent given or other action taken by DTC as Holder of
the 2013 Bonds. See APPENDIX G —“DTC AND ITS BOOK-ENTRY ONLY SYSTEM.,”
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DEBT SERVICE SCHEDULE
Table 2 sets forth the debt service schedule for all Bonds to be Outstanding upon the issuance of the 2013
Bonds.
Table 2
Debt Service Schedule
Fiscal Year 2013 Bonds™"
Ending Total
September 310, Prior Bonds Principal Interest Debt Service®

2014 514,221,693 - s 5
2015 15,274,193 -
2016 15,272,068 -
2017 . 15,272,793 -
2018 15,272,856 -
2019 15,271,931 -
2020 15,274,331 $2,410,000
2021 15,272,381 2,545,000
2022 15,270,468 2,690,000
2023 15,272,243 2,835,000
2024 15,271,543 2,950,000
2025 15,272,506 3,170,000
2026 15,274,006 3,360,000
2027 15,273,543 3,560,000
2028 15,271,281 3,775,000
2029 15,271,062 4,005,000
2030 15,271,456 4,265,000
2031 15,271,050 4,549,000
2032 15,274,187 4,835,000
2033 15,272,850 5,150,000
2034 15,270,568 5,485,000
2035 15,270,618 5,855,000
2036 15,270,568 6,250,000
2037 15,272,625 6,670,000
2038 15,272,437 7,120,600
2039 15,273,437 72,600,000
2040 15,273,373 3,115,000
2041 - 23,935,000
2042 - 25,550,000
2043 - 27,275,000

Total® $411,302,469 $173,985,000 $ ]

B preliminary, subject to change.
®Totals may not add due to rounding,

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS
Pledge of Revenues

" The Bonds are limited obligations of the Authority and are payable solely {rom, and secured solely by a
lien on and pledge of, the Revenues, Pursuant to the Indenture, the Awuthority has pledged all of the Revenues,
subject only to the provisions of the Indenture permitting the application thereof for or to the purposes and on the
terms and conditions set forth in the Indenture, to secure the payment of the principal of, premium, if any, and
interest on the Bonds in accordance with their terms and the provisions of the Indenture and the payment of Credit
Agreement Payments and Parity Payment Agreement Paymenis in accordance with their terms. The Indenture
provides that such pledge constitutes a lien on and security interest in the Revenues and will attach, be perfected and
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be valid and binding from and after delivery of the first Series of Bonds issued under the General Indenture, without
any physical delivery of such Revenues or further act,

As defined in the Indenture, “Revenues™ include all gross income and other amounts received or receivable
by the Authority as revenues o1 any kind from the ownership or operation of any part of the System, including all
rates, fees and charges (including ground water, surface water and freated water charges and all wastewater service
charges), received by the Authority for providing water and wastewater services (but excluding development
charges and assessments and hook-up fees and other special charges such as penalties and fines), all Payment
Agreement Receipts, and all proceeds of insurance or grants covering business interruption loss ¢and related losses
and expenses) relating to the System, and all other income and revenus howsoever derived by the Authority from the
ownership or operation of, or arising from, the System, together with all interest, profits or other income derived
from the investment of amounts in the Revenue Fund, but not including: (1) amounts received as insurance
proceeds (except as described above) or from the sale, transfer or other disposition of, or upon the taking by or under
the threat of eminent domain of, all or any part of the System (which moneys shall be received and disposed of
pursuant to the provisions of the Indenture); (2} proceeds from any securities issued by the Anthority or proceeds
from loans obtained by the Authority; (3) the proceeds of any court or arbitration award or settlement in lieu thereof
received by the Authority, (4) amounts received by the Authority as gifts or as grants (except as described above),
whether restricted or unrestricted; and (5) other amounts (except as described above), the use of which is restricted
by the donor or grantor.

The Authority has covenanted in the Indenture that, so long as any Bonds are outstanding, the Authority
will not issue any bonds or obligations payable from Revenues or secured by a pledge, lien or charge npon Revenues
prior to or on a parity with the Bonds, any Parity Agreement Payments and any Credit Agreement Paymenis {other
than Additional Bonds, Parity Agreement Payments and Credit Agreement Payments),

The ability of the Authority to pay principal of and interest on the Bonds will depend upon the receipt by
the Authority of sufficient Revenues. If Revenues and amounts available in the funds and accounts under the
Indenture are insufiicient to pay the principal of and interest on the Bonds, no other source of repayment exists. The
Aunthority has no taxing power,

The Indenture currently provides that the pledge of Revenues to secure and pay the Bonds is subject also fo
the provisions of that certain Consent Decree, dated April 24, 2003, and the related Order, dated May 9, 2003,
relating to a lawsuit filed by the Navy against the Govenment and the Authority (collectively, the “Settlement™) and
that the allocation of Revenues as described belew is subject to the prior payment of any amounts due under the
Settlement for which revennes from the Navy/GPA surcharge (as defined below) are not available to pay. Pursuant
to a Satisfaction of Judgment, entered on July 19, 2012 (the “Satisfaction of Judgment™), the Authority’s obligations
in respect of the Settlement have been satisfied and the Navy/GPA surcharge has been discontinued. The Authority
has included in the 2013 Supplemental Indenture amendments to certain provisions of the General Indenture to
delete references to the Settlement and the Navy/GPA Surcharge. See “—Amendments to the General Indenture”
and APPENDIX D - “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE—MOCDIFICATION OR
AMENDMENT OF THE INDENTURE—Amendments to the Indenture in the 2013 Supplemental Indenture” for a
complete description of the description of such amendments.

Allocation of Revennes

The Indenture requires the Anthority to deposit all Revenues upen receipt in the Revenue Fund held by the
Depositary. The Indenture provides that on or before the fifth day of each calendar month, the Depositary is
required_to_transfer from._the Revenue Fund (to_the Trustee_as_necessary)_for_deposit_into_one_or_more_of_the
following respective separate finds, the following amounts in the following order of priority, the requirements of

each such fund or account (including the making up of any deficiencies in any such fund or account resulting from
lack of Revenues sufficient to make any earlier required deposit) at the time of deposit to be satisfied, and the results
of such satisfaction being taken into account, before any transfer is made to any fund subordinate iIn priority:

A) into the Operation and Maintenance Fund, an amount eqral to the amount of Operation

and Maintenance Expenses budgeted by the Authority, pursuant to the budget, as revised, filed in accordance with
the Indenture, to be paid from Revenues during the next succeeding calendar month (including any amount to be

10
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held as a reserve for transfer to the Rebate Fund) plus the amount of any Other Credit Agreement Payments then due
and payable or to become due and payable during such month not otherwise incladed in such amount;

(B) into the Debt Service Fund held by the Co-Trustee, an amount equal to the amount
necessary to increase the amount in the Debt Service Fund to the aggregate amount for all Ouistanding Bonds of all
unpaid interest, principal and Mandatory Sinking Account Payments and for all Outstanding Parity Payment
Agreements of all Parity Payment Apreement Payments with respect thereto and for all QOutstanding Credit
Agreements of all Credit Agreerent Reimbursement Payments due and payable to the extent not otherwise included
in such amount which shall be required to have been transferred to the Debt Service Fund on the basis of the
following transfer requirement rules (after taking inte account amounts transferred and to be transferred from any
Construction Account to pay Capitalized Interest)y:

6))] an amount equal to the amount of interest payable on each Bond on a current
uncompounded basis on any Interest Payment Date shall be transferred in equal monthly amounts over the Interest
Accrual Period for such Bond ending on such Interest Payment Date (or in the case of Variable Rate Bonds 110
percent of the amount of interest acerued during the next preceding calendar month less any excess deposited for the
next preceding calendar month); provided that to the extent that a Qualified Connterparty is obligated to make
payments to the Aunthority on or prior to such Interest Payment Date pursuant to an Outstanding Payment Agreement
Related to any Bonds, an amount equal to the amount of any such payment obligation shall be transferred from the
Revenue Fund to the Debt Service Fund on the date such payment is due and the amount of each monthly transfer
with respect to such Bonds as described in this subparagraph (1) during the Interest Accrual Period (or portion
thereof) over which such payment obligation accrues shall be reduced by an amount equal to the amount of such
Qualified Counterparty’s payment obligation accruing during the next preceding calendar month;

() the amount of interest payable on each Bond on a deferred compounded basis on
any Interest Payment Date shall be transferred in substantially equal monthly amounts over the period during which
such interest accrues on such basis;

£))] the amount of the principal of each Bond shall be transferred in equal monthly
amounts over the Principal Payment Period for such Bond ending on the maturity date for such Bond;

4 the amount of each Mandatory Sinking Account Payment for Bonds shall be
transferred in equal monthly amounts over the Principal Payment Period for such Bonds ending on the date such
Mandatory Sinking Account Payment is due;

(5) the amount of any Parity Payment Agreement Payment payable on any Payment
Agreement Payment Date shall be transferred (a) in the case of such payments calculated based on a fixed rate, in
equal monthly installments over the Payment Agreement Payment Acerual Period for such Payment Agreement
Payment ending ot such Payment Agreement Payment Date and (b} in the case of such payments calculated based
on a variable rate, in monthly installments equal to 110 percent of the amount of such obligation accrued during the
next preceding calendar month less any excess deposited for the next preceding calendar month; and

(6) to the extent not otherwise included in amounts described in subparagraphs (1)
through (5) above, the amount of any Credit Agreement Reimbursement Payment due and payable is to be
transferred; :

© into the Bond Reserve Fund held by the Co-Trustee, the amount, if any, needed to
increase the amount in the Bond Reserve Fund to.the Bond Reserve Fund Requirement (equal to the Maxinmm

_____Annual Debt Service for the then current or any future Fiscal Year on all Ouistanding Bonds) as of the date of such

transfer;
{D} into the Subordinate Securities Fund {and any accounts therein), the amount, if any,

needed to increase the amount in such Fund and each such account to its requirement (including any requirements
for reasonable debt service reserves and requirements related to Payment Agreements that constitute Suberdinate

11
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Securities (ncluding Termination Payments)) established by each reselution, indenture or gther instrument pursuant
to which Subordinate Securities are issued and outstanding;

(E) into the Operation, Mairtenance, Renewal and Replacement Reserve Fund, the amount, if
any, needed to increase the amount in the Operation, Maintenance, Renewal and Replacement Reserve Fund to an
amount equal to one-fourth {1/4) of the sum of the amounts of Operation and Maintenance Expenses and Renewal
and Replacement Costs budgeted by the Authority, pursuant to the budget, as revised, filed in accordance with the
Indenture, for the then current Fiscal Year;

® into the Rate Stabilization Fund, the amount specified for such month in a Certificate of
the Authority which also certifies that such amount is consistent with the annual budget established by the Authority
pursuant to the Indenture; and

G) into the Capital Improvement Fund, the balance remaining in the Revenue Fund after the
deposits described above.

The Indenture provides that, in the event that the amount in any Fund or Account is insufficient for the
purposes for which such Fund or Account was established, the Trustee, the Co-Trustee or the Depositary upon the
direction of the Trustee, is required to transfer to such Fund or Account the amount of such deficiency by
withdrawing said amount from subordinate Funds and Accounts in reverse order of the priority described above and
prior to any other claims upon such Funds and Accounts, subject only to the limitation that amounts in the Bond
Reserve Fund shall only be used as provided in the Indenture.

See APPENDIX D — “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE?” for definitions
of the capitalized terms used above and descriptions of certain of the Funds and Accounts referenced above,

Rate Covenant

The Anthority has covenanted in the Indenture fo at all times fix, prescribe and collect rates, fees and
charges in connection with the services furnished by the System which will be sufficient to yield the sum of Net
Revenues during each Fiscal Year equal to at least 1.25 times the Aggregate Annual Debt Service for such Fiscal
Year and to vield Revenues during each Fiscal Year equal to at least the aggregate amount of all transfers required
to be made pursuant to the provisions of the Indenture described above in (A) through (E) under *-—Allocation of
Revenues” (collectively, the “Rate Covenant™),

“Net Revenues” is defined in the Indenture to mean, for any pariicular period, (a) the sum of (i) all of the
Revenues (other than Payment Agreement Receipts) received during such period plus (i} the aggregate amount of
all transfers from the Rate Stabilization Fund to the Revenue Fund during such period, less (b) the sum of {x) all
Operation and Maintenance Expenses incurred during such period plus (y) the amount of all fransfers from the
Revenue Fund to the Rate Stabilization Fund during such period.

The Indenture provides that if at the end of a Fiscal Year, (i) the sum of Net Revennes for such Fiscal Year
were less than 1.25 times Aggregate Annual Debt Service for such Fiscal Year, or (ii) Revenues were less than the
aggregate amount of all required fransfers described above in (A) through (E) under “—Allocation of Revenues” for
such Fiscal Year, the Authority is required to promptly employ a Consulting Engineer to make recommendations as
to a revision of rates, fees and charges or the methods of operation of the System, and promptly upon its receipt of
such recommendations, to revise such rates, fees and charges or methods of operation and to take such other actions
as will be in conformity with such recommendations, subject to applicable requirements or restrictions imposed by

best interests of the Authority, the Owners and each Credit Provider, if any. The Indenture provides that if the
Autherity complies in all material respects with the reasonable recommendations of the Consulting Engineer with
respect to said rates, fees, charges and methods of operation or collection, or makes a good faith determination that
such recommendations are not in the best interests of the Authority, the Authority will be deemed to have complied
with the Rate Covenant for such Fiscal Year; provided, that Net Revenues are in no event less than Aggregate
Annual Debt Service for such Fiscal Year.

12

law and subject to a good faith determination of the Board that such recommendations, in whole or in part, are in the




) O

In Fiscal Years 2008 and 2009, the Authority did not generate Net Revenues sufficient to satisfy the Rate
Covenant. As required by the Indenture, the Authority hired a Consulting Engineer (the “2009 Consulting
Engineer”) to make recommendations as to a revision of rates, fees and charges or the methods of operation of the
System In order to provide sufficient Net Revenues to satisfy the Rate Covenant and to meet the Authority’s other
goals. The 2009 Consulting Engineer reviewed the Authority’s 2009-13 Rate Plan discussed below and determined
that the Authority would satisfy the Rate Covenant if the plan was implemented. See “THE SYSTEM — Debt
Service Coverage.”

See APPENDIX D - “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE—
DEFINITIONS” for definitions of the capitalized terms used above and “—CERTAIN COVENANTS—Rate
Covenant,”

For discussions of additional requirements relating to rate-setting, see “REGULATORY
ENVIRONMENT--Regulation of Ratemaking” below.

Bond Reserve Fund

The Indenture establishes the Bond Reserve Fund to be used and withdrawn by the Co-Trustee solely for
the purpose of paying debt service on the Bonds (including Payment Agreement Payments to the extent provided in
any Supplemental Indenture) in the event of a deficiency in the Debt Service Fund, in the manner and to the extent
set forth in the Indenture. So long as the Anthority is not in default under the Indenture, any amount in the Bond
Reserve Fund in excess of its Bond Reserve Fund Requirement is 10 be transferred to the Revenue Fund.

“Bond Reserve Fund Requirement” is defined in the Indenture te mean, as of any particular date of
calculation, an amount equal to the Maximum Annual Debt Service for the then current or any future Fiscal Year on
all Outstanding Bonds; provided, however, that if upon issvance of a Series of Bonds, such amount would require
moneys to be credited to the Bond Reserve Fund from such Bond proceeds in an amount in excess of the maximum
amount permitted from tax-exempt bond proceeds under the Code, the Bond Reserve Fund Requirement shall mean
an amount equal to the sum of the Bond Reserve Fund Requirement immediately preceding issuance of such Bonds
plus the maximum amount permitted under the Code to be deposited therein from the proceeds of such Bonds, as
specified by Certificate of the Authority.

At the time of delivery of the 2013 Bonds, the Bond Reserve Fund Requirement is § 8
of which the Authority expects to fund with proceeds of the 2013 Bonds. The balance of the Bond Resenre Fund
Requirement has been funded with proceeds of Prior Bonds. See “PLAN OF FINANCE—Purposes of the 2013
Bonds™ and “ESTIMATED SOURCES AND USES OF FUNDS,”

If and to the extent provided by a Supplemental Indenture, the Bond Reserve Fund Requiremeni may be
wholly or partially satisfied by a Credit Facility. Notwithstanding anything to the contrary contained in the
Indenture, such Supplemental Indenture may provide that a draw on such Credit Facility is to be made only after all
cash in the Bond Reserve Fund been withdrawn and that if a drawing or other claim on such Credit Facility is
honored, amounts available for deposit pursuant to the provisions of the Indenture relating to allocation of Revenues
to the Bond Reserve Fund will be applied by the Co-Trustee to reimburse, as soon as practicable, the amount of each
payment honoring such drawing or other claim.

See APPENDIX D - “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE—REVENUES
AND FUNDS—Aplecatmn of Bond Reserve Fund,”

,,,,Addltlonal Bnnds ,,,,,,,,, B o . . o e

The General Indenture permits the Authority to issue Additional Bonds secured on a parity with the
Qutstanding Bonds, including the 2013 Bonds, upen the satisfaction of the requirements set forth in the Indenture,
including, among other things, the filing of the documents described below, as applicable, with the Trustee.
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If and to the extent that a Series of Additional Bonds is being issued to provide moneys for depositin a
Construction Account, the following certificates and reporis are to be filed:

(A) a certificate of a Consulting Engineer setting forth (I) the projected Date of Completion
for the Project or Projects for which such Series of Additional Bonds Is being issued and for any other uncompleted
Projects, and (11} an estimate of the cost of construction of such Projecis;

{B) a written report of a Consulting Engineer setting forth for each Fiscal Year from the then
current Fiscal Year throvgh the later of (I) the first Fiscal Year commeneing at least five years after the date of
original issuance of such additional Series, or (II) the first Fiscal Year commencing at least three years after the Date
of Completion projected by the Consulting Engineer in the certificate described in (A) above, estimates of Revenues,
Operation and Maintenance Expenses and Net Revenues; and

©) a certificate of the Anthority (1) setting forth (d) the estimates of Revenues, Operation and
Maintenance Expenses, and Net Revenues, as set forth in the written report of a Consulting Engineer described in
subparagraph (B) above, for each of the Fiscal Years covered by such report, and (b) the Ageregate Annual Debt
Service and Capitalized Interest for each of such Fiscal Years, including Annual Debt Service and Capitalized
Interest on all future Series of Bonds, if any, which such Certificate of the Authority shali estimate (based on the

. estimate of the Consulting Engineer of the cost of construction of such Projects) are required to complete payment

of the cost of construction of such Projects, and (iI) demonstrating that for each of such Fiscal Years (a) Revenues
are projected to be at least equal to the aggregate amount of all transfers required to be made pursuant to the
provisions of the Indenture described above in (A) through (E) under “—Allocation of Revenues”, and, to the extent
applicable, otherwise required to provide for the payment of all obligations of the Authority to be paid from
Revenues, and (b) Net Revennes are projected to be at least equal to 1.25 times Aggregate Annual Debt Service.

(D) In lien of the certificates and reports required by the provisions of the Indenture
summarized in subparagraphs (4), (B) and (C) above, the Authority may deliver to the Trustes a Certificate of the
Authority to the effect that for the last complete Fiscal Year or any peried of 12 consecutive calendar months out of
the 18 calendar months next preceding the original issuance of such Additional Bonds, Net Revenues for such Fiscal
Year or 12-month period equaled at least 1.25 times the Maximum Annuval Debt Service on all Bonds then
Qutstanding plus the Series of Additional Bonds being issued.

In addition, a Series of Bonds may be issued for the sole purpose of depositing in a Construction Account
the amounts necessary to complefe any one or more Projects withont filing with the Trustee the certificates and
reports required by the provisions of the Indenture summarized in subparagraphs (B} and {C), if such certificates and
reporis demonstrating compliance with such provisions of the Indenture were filed in connection with the issuance
of the prior Series of Bonds for each of such Projects and if the principal amount of such Additional Bonds to be
issued for completion purposes does not exceed ten percent (10%) of the principal amount of Bonds previously
issued for and allocable to such Projects,

The General Indenture also provides that if and to the extent that a Series of Additional Bonds is being
issued for the purpose of refunding Bonds, the Authority is required to file with the Trustee either (i) a certificate of
an Independent Certified Public Accountant that Aggregate Annual Debt Service for each Fiscal Year thereafter will
be less than or equal to Aggregate Annual Debt Service for each such Fiscal Year in the absence of such refunding,
or (ii) the certificates and reports described in subparagraphs (A) (if any one or more of the Projects for which the
Bonds being refunded is not then completed), (B) and {C) above; provided that in lieu of the certificates and reports
described in subparagraphs (A), (B) and (C), the Authority may deliver to the Trustee the certificate described in
subparagraph.(D}.above.

See APPENDIX D - “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE—ISSUANCE
OF BONDS; ISSUANCE OF A SERIES OF BONDS; PARITY PAYMENT AGREEMENTS—Issuance of
Additional Series of Bonds” and “—Proceedings for the Issuance of a Series of Bonds; Parity Payment
Agreements,”

14




/
O ®
! -
\\

Parily Payment Agreements

The Authority is permitted under the General Indentwre to enter into one or more Parity Payment
Agreements, the Authority payments of which are secured by a lien upon and pledge of Revenues equal to andon a
parity with the lien and pledge securing the Bonds, provided the Authority complies with certain provisions of the
Indenture, The Authority is not a party to any Parity Payment Agreements, nor dees the Authority have any current
plans to enter into any Parity Payment Agreements.

See APPENDIX D ~ “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE—ISSUANCE
OF BONDS; ISSUANCE OF A SERIES OF BONDS; PARITY PAYMENT AGREEMENTS—Additional Parity
Payment Agreements” and “—Proceedings for the Issuance of a Series of Bonds; Parity Payment Agreements.”

Subordinate Obligations

The Indenture does not prevent the Authority from issuing or incurring any additional indebtedness with a
lien or charge on Revenues that is jurior and subordinate to the lien and charge of the Bonds,

In 2010, the Anthority entered into a loan agresment, dated June 15, 2010 (the “Loan Agreement™), with
the Bank of Guam (the “Bank™) pursuant to which the Authority took cut two loans in the aggregate principal
amount of $30,000,000 (collectively, the *Subordinate Loan™) to pay a portion of the costs of certain projects to
increase the capacity of the wastewater collection system serving the Tumon Bay area, to fund deficiencies in the
Authority’s Operation, Maintenance, Renewal and Replacement Reserve Fund and Operations and Maintenance
Fund and to pay up to $5,000,000 of accounts payable and to pay other expenses of the Authority, In connection
with the execution of the Loan Agreement, the Authority and the Bank entered into a pledge and assignment, dated
June 15, 2010 (the “Pledge™), pursuant to which the Authority pledged to the Bank the Revenues on basis
subordinate to the pledge of the Bonds. The Authority’s obligation to repay the Subordinate Loan is evidenced by
two Promissory Notes, one in the initial principal amount of $3,000,000 (*Note 1) and one in the initial principal
amount of $25,000,000 (“Mote 2”), each dated as of June 15, 2010, bearing interest at the rate of 7.75 percent per
annum, payable as to principal and interest in monthly instaillments and maturing on June 135, 2015, As of
September 30, 2013, Note 1 is outstanding in the principal amount of $1,968,183.93 and Note 2 is oufstanding in the
principal amount of $18,838,786.10. Note 2 is being amortized over ten years, with $15,000,000 balloon payment
in principal coming due at maturity, which the Authority infends to refinance Note 2 at or prior to maturity.

The Loan Agreement and the Pledge require that the Authority obtain the written consent of the Bank prior
to issuing any Additional Bonds. The Bank has consented to the issuance of the 2013 Bonds.

The remedies available to the Bank in the event of a default under the Loan Agreement or the Pledge
include, among other things, the ability to declare the ouistanding balance of the Subordinate Loan to be
immediately due and payable. Upon such acceleration, the Subordinate Loan would continue to be payable solely
from amounts transferred to the Subordinate Securities Fund as described above under *—Allocation of Revenues.”

The Subordinate Loan is guaranteed also by the Government of Guarn and is entitled to the full faith and
credit of the Government of Guam.

Events of Default and Remedies; Ne Acceleration

The Indenture specifies a number of Events of Defanlt and related remedies. The remedies granted to the
Trusiee and the Bondowners under the Indenture do not include any right to accelerate the payment of the Bonds,
including the 2013 Bonds. The Trustee is authorized to take certain actions upon the ceeurrence of an Event of
Default, including proceedings to enforce the rights of the Bondowners. See APPENDIX I — “SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE—EVENTS OF DEFAULT AND REMEDIES OF
BONDOWNERS” for descriptions of the Events of Default and remedies under the Indenture.
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Depositaries for Funds and Aceounts

The Co-Trustee has been appointed to act as Depositary for the Debt Service Fund and the Bond Reserve
Fund, as well as for the 2013 Construction Account and the 2013 Capitalized Interest Account within the
Construction Fund. The Trusiee has been appointed as Depositary for the Revenue Fund, the Operation and
Maintenance Fund, the Subordinate Securities Fund, the Operation, Maintenance, Renewal and Replacement
Reserve Fund, the Capital Improvement Fund, the Rate Stabilization Fund and the Rebate Fund. The Autherity may
enter into a Supplemental Indenture from time to time to provide for a different or additional Depositary for any
fund or account established under the Indenture.

Amendments to the General Indenture

The 2013 Supplemental Indenture includes amendments te certain provisions of the General Indenture to
delete references to the Seftlement with the Navy and the related Navy/GPA Surcharge, as the Authority’s
obligations under the Settlement have been satisfied. These amendments wili become effective upon the execution
of the 2013 Supplemental Indenture. See “—Pledge of Revenues” and APPENDIX D—*SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE—MODIFICATION OR AMENDMENT OF THE
INDENTURE—Amendments to the Indeature included in the 2013 Supplemental Indenture” for complete
descriptions of the proposed amendments to the General Indenture.

THE AUTHORITY

General

In 1950, the Guam Legislature passed Public Law 1-12 assigning responsibility for the public water supply
to the Guam Department of Public Works. In 1952, the Guam Legislature passed Public Law 1-88 creating the
Public Utility Agency of Guam (the “PUAG"), which consisted of telephone, power, water and wastewater utilities.
The PUAG remained responsible for the island’s water and wastewater systems for the next 44 years. In 1996, the
Authority was established as a new semiautonomous, self-supporting agency responsible for the island’s water and
wastewater utilities, and began operations on February 1, 1997, In 2002, by virtue of the passage of Public Law 26-
76, the Authority converted to a public corporation and is crganized and exists as a Guam public corporation under
Chapter 14 of Title 12 of the Guam Code Annotated and is authorized to operate and maintain the System for the
island of Guam.

The Authority’s System provides water to all of the civilian population of Guam and also provides sewer
service to a large percentage of the civilian population, Andersen Air Force Base and several smaller Navy facilities.
There is, however, a significant civilian population, particularly in the northern arca of the island, that does not have
sewer service. In addition, there are alse two major military installations, Andersen Air Force Base and the Guam
Naval Station, which occupy large areas on the island. Both of these military installations have their own water and
wastewater systems. The Authority purchases some of its water supply from the Navy and a very small portion
from the Air Force. The wastewater collected from Andersen Alr Force Base is discharged into the Authority’s
System and treated at its Northern District Treatment Plant. This service is a revenue source for the Autherity,
During Fiscal Year 2012, the Anthority served an average of 41,316 water custorners and an average of 25,426
wastewater customers.

The Authority’s goals are direcled towards providing more efficient and reliable service to its customers,
and operating as a self-sufficient utility while meeting all USEPA requirements.

Maintenance and Wastewater Operation and Maintenance, In 2007, the Authority entered into a Performance
Management Contract (“PMC")} with Veolia Water Guam (“Veolia™) to manage operations and maintenance of the
Authority’s wastewater treatment plants and wastewater collection system. Because the PMC with Veolia expires in
garly January 2014, the Authority has recently re-assumed the management of the operation and maintenance of its
wastewater treatment facilities and is currently in the process of procuring a PMC for wastewater collections.
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Consolidated Commission on Utilities

The Authority is governed by the CCU, a five-member board elected in a general election that is also
charged with oversight of the GPA. The CCU was created in 2002 and consists of five elected members. The CCU
makes decisions regarding policies, management, budgeting and financing of the Authority’s operations, Certain
actions, however, such as issuing bonds for financing utility capital projects, still require the approval of the
Legislature of Guam and the Guam Public Utilities Commission (the “PUC”). In addition, ratemaking by the CCU
is subject to the approval of the PUC, as the regulatory ratemaking body. The Authority may not enter into any
contractual agreements or obligations which could increase rates and charges without the prior written approval of
the PUC. See “REGULATORY ENVIRONMENT—Regulation of Ratemaking” below.

Upon taking office in Januvary 2003, the original members of the CCU were faced with more than $25
million in debt and pending federal lawsuiis for violations of water quality and environmental standards that had
accumulated over the past several decades, Since 2003, a number of changes have been made to move the
Autherity’s operations towards a self-supporting economic medel and envirenmental compliance. Currently, both
the CCU end Authority staff are focused on meeting the requirements of the 2011 Court Order by refurbishing
facilities to meet regulatory standards, to improve reliability, and to implement operational systems and procedures
censistent with current utility practices in the continental United States. See "REGULATORY ENVIRONMENT”
below.

The current members of the CCU are:

Simon A. Sanchez IT, Chairman. Elected to the CCU and chairman since January 2003, Former Senator,
Former Vice Chairman, Public Utilities Commission (PUC) 1988-94. Vice President/General Manager
Guam Dry Cleaners since 1988. Served on numerous government and civic organization boards including
the Guam Chamber of Commerce, the Guam Visitors Bureau, the Guam Hotel and Restaurant Association
and the Guam Memorial Hospital. Graduated from Harvard University (1980 — MA, City and Regional
Planning), and Stanford University (1978-BA, History).

Benigno M. Palomo, Vice Chairman. Elected to the CCU and member since January 2003. Mr. Palomo,
has served the Government of Guam for over thirty (30) years, he was an Organization and Methods
Examiner, of the Management Section, Department of Finance, Govemment of Guam. He was also Deputy
Executive Director then Executive Director for the Guam Housing and Urban Renewal Authority. General
Manager of the Port Authority of Guam, it was during his time as General Manager, that the Port made a
profit by improving productivity and reducing expenses. Former Sepator of the 13", 14" and 15" Guam
Legislature. Founding president of the Guam Jaycees, and served as Vice-President for the Jaycee
International, and also was a founding member of the Chamorro Cultural Association. Graduated from
Belmont Abbey College with a BA, attended DePaul College of Law, Chicagoe, Iilinois, and numerous
waorkshops and seminars on effective management.

Eloy P. Hara, Vice Chairman. Elected to the CCU and member since January 2007, Mr. Hara is the
president and chief executive officer of International Technology, Incorporaied., d/bfa ITI — Power $avers,
which he co-founded. Mr. Hara’s carcer in govemment includes serving as Assistant General Manager of
Administrations for GPA, Executive Director of the Guam Civil Service Commission and Administrator
for Guam Memorial Hospital, Member of the Executive Management Committee for the American Public
Power Association, Member of the Guam Public Utilities Commission, Vice President of the Statehood
Task Force for the Guam Decolonization Commission, and Cabinet Member under Governor Joseph Ada
and Governor Carl T.C. Gutierrez. Mr. Hara had a career in the Navy spanning over 20 years. Mr, Hara
_attended Father Duenas Memorial Seminary (FDMS) for two years and graduated from East Texas State

University with a BBA.

Joseph (Joey) T. Duenas, Secretary. Elected to the CCU and member since January 2009, Mr, Duenas’s
government and community service includes serving as Finance Officer for the Archdiocese of Hagdtiia,
Director of the Guam Department of Revenue & Taxation, President of the Guam Housing Corporation,
Vice Chaitman of the Guam Election Commission, PUC Chairman, Board of Directors Chairman for the
American Red Cross, Vice Chairman of the Board of Trustees for Guam Community College, and former
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President of the Rotary Club of Guam. Mr. Duenas has a BA in Business Management from the
Chaminade University of Honohlu.

Pedro S.N. Guerrero, Treasurer. Elected to the CCU and member since January 2013, Mr. Guerrero has
over 39 years of industry experience in utilities engineering and management, theoretical applications and
instruction, and resources consultation and operations within the federal, local, and private sectors in Guam.
Mr. Guetrero’s experience includes, among other things, serving as Residential Energy Manager, Andersen
Air Force Base, Electrical Superintendent, 36th Civil Engineering Squadron, Andersen Air Force Base,
Deputy Chief of Operations, 36th Civil Engineering Squadron, Andersen Air Force Base (retired 2006), as
well as serving as an adjunct professor at Guam Commumity College. Mz, Guerrere completed an
apprenticeship with the United States Navy Public Works Center in 1973 and completed training as a High
Voltage/Power Plant Electrician at the United States Navy Public Works Center in 1978,

Following is a brief résumé of the General Manager of Consolidated Utility Services for the CCU.

General Manager of Consolidated Utility Services ~- John Benavente P,E.— Mr. Benavente was appointed to
his current position in June 2005 to oversee the Authority and the GPA. Mr, Benavente has over 35 years
of technical, engineering and management experience in power and water related fields both in the
government and private sectors. He served as acting General Manager of the Authority for approximately
one year prior to the appointment of the cirrent General Manager. Mr, Benavente worked at GPA for 25
years, including 14 years as General Manager. Mr. Benevente is experienced in all aspects of utility
operations, including strategic planning, succession planning, rate proceedings before the PUC, legislative
hearings, bond ratings and issuance, environmental permitting, plant construction, transmission and
distribution construction, budgeting, collections, typhoon and earthquake recoveries. Mr, Benavente has a
BS in Mechanical Engineering from the University of Dayton and an MS in Engineering Management from
the University of Missouri-Rolla and is a registered professional engineer.

Key Management Personnel
Following are brief résumés of key management personnel of the Authority.

General Manager of the Authority — Martin Roush P.E. — Martin Roush is the Authority’s General Manager
and was previously its Chief Engineer. He possesses over twenty years of experience in leadership
positions in the public sector in the areas of public works, water utilities, and wastewater utilities. Mr.
Roush holds a Bachelors of Science in Electrical Engineering and a Masters of Science in Civil
Engineering, both from the University of Arizona. Mr. Roush also holds professional engineering licenses
in both civil and electrical. Prior to joining the Authority, Mr. Roush was the City Manager for the City of
Benson, Arizona, and Public Werks Director and Utility Director for the Town of Sahuarita in Arizona, Mr,
Roush is experienced in development review and public works infrastructure planning and engineering,
financing, design, engineering review, project management, and construction management. In the 1990°s
Mr. Roush also worked for Tucson Water, a public water utility and department of the City of Toeson,
Arizona, that serves over 600,000 customers. Mr. Roush also holds operator certifications in Wastewater
Collections, Wastewater Treatment, Water Distribution, and Water Treatment.

Chief Financial Officer — Greg P. Cruz — Mr. Cruz has over 25 years of experience in the accounting

profession. This includes over 15 years in a management capacity. Prior to joining the Authority, Mr.

Cruz had held positions in the telecommunications industry, public accoumting and various Government of

Guam agencies. Mr. Croz’s background includes operating his own business serving clients primarily in

the non-profit industry. M. Cruz eamed a BA in Accounting from Western Washington University in
* Bellingham, Washington, and is a Certified Public Accountant and licensed to practice in Guam.

Assistant General Manager, Compliance — Paul Kemp — Mr. Kemp has 49 years of experience in managing
and teaching water quality chemistry for natural (ground and surface) waters, drinking water, water for
industrial applications (e.g. manufacturing, food and dairy processing), uliva high purity water, wastewater
treatment, water recovery for reuse, and environmental and safety compliance and training. Mr, Kemp has
been Assistant General Manager of Compliance at the Authority since 2003. Prior to joining the Authority,
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he held engineering and management positions In private leboratory, research and manufacturing
companies as well as teaching and research positions in higher education, Mr, Kemp is currently a member
of the Joint Editorial Board of “Standard Methods for the Examination of Water and Wastewater”
(AWWA), Technical Director of the Sunset Terrace Homeowners Association (upgrading its wastewater
treatment system) and Hawaii Section of the American Waterworks Association Member of Past Chairs
Advisory Committee. Mr, Kemp is educated as an analytical chemist specializing in spectroscopic
methods and water analysis, and he received a BS degree in Chemistry from Towa State University and an
MS in Analytical Chemistry from Oregon State University. He also undertook postgraduate studies at the
University of Hawaii.

Chief Engineer — Thomas F. Cruz, P.E, — Mr, Cruz started with the Autherity in 2006 as a senior engineer
supervisor and has moved up the ranks to become the Chief Engineer in August 2011. Mr. Cruz is a
licensed Civil Enginger on Guam and has 17 years of engineering experience in projects ranging from
roadway design and construction, water distribution and wastewater collection design as well as
Construction Management, Mr, Cruz holds a Bachelor of Science (Civil Engineering) from Kansas State
University and a Master in Business Administration from the University of Phoenix. As the Chief Engineer,
Mr. Cruz’s current task objectives are to deliver necessary capital improvements projects for the Auntherity.

Following is a brief résumé of the Authority’s counsel.

Attorney for Authority — Samuel J. Taylor — Mr. Taylor served as the legal counsel to the Superior Court of
Guam prior to being selected by the Consolidated Commission on Utilities to act as the legal connse] for
the Guam Waterworks Authority. Mr. Taylor also served as the law clerk to the Hon. Alberio Lamorena I,
Presiding Judge for the Superior Court of Guam, Mr. Taylor is the past Vice Chairman of the Talcfofo
Municipal Planning Council. Mr. Taylor's practice has focused on govemment operations, administrative
law, contract law, litigation, criminal law, government financing and labor law. Mr. Taylor is currently
licensed to practice before all courts of Guam, and has also been admitted to practice before the United
States Disirict Court of Guam, the Ninth Circuit Court of Appeals, as well as the United States Supreme
Court. Mr. Tayler has a BA in Political Science and graduated Cum Laude from the University of Oregon
and earned his JD from the University of Oregon, School of Law,

REGULATORY ENVIRONMENT
Environmental Regulations
General

The Authority is subject to federal and Guam regulations governing water supply and wastewater treatment.
The drinking water standards promulgated in the SD'WA are the primary requirements for water supply, Wastewater
treatment and disposal must comply with the water quality standards in the CWA. The Guam Environmenta)
Protection Agency (the “GEPA™) is the local agency responsible for monitoring Authority operations for compliance.
Generally, GEPA regulations are the same as the federal standards, although the agency can implement more
stringent requirements if GEPA determines it is necessary. GEPA and the USEPA jointly enforce environmental
regulations on Guam, except that GEPA has primacy for establishing and enforcing water quality standards under
the SDWA, while the USEPA has retained National Pollutant Discharge Elimination System (“NPDES™) permit
authority under the CWA,

Historically, the Authority has experienced difficulty in complying with SDWA and CWA regulations. In
2002, the USEPA filed a complaint against the Authority in the District Court seeking to appoint a receiver to .
address the Authority’s inability to comply with the CWA and the SDWA. In response to concerns over continued
non-compliance by the Authority, the Guam Legislature created the elected CCU as the governing body of both the
Authority and GPA, thereby removing the Authority, as well as GPA, from the direct confrol of the Government of
Guam. Upon taking office in January 2003, the original members of the CCU were faced with more than $25 million
in debt and pending federai lawsuits for violations of water quality and environmental standards that had
accumulated over the past several decades.
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The 2003 Stipulated Order and the 2011 Court Order

In November 2002, the newly elected members of the CCU met with the U.S. Attorney General and
representatives from the USEPA. to discuss whether or not the CCU could play a role in the rehabilitation of the
Authority, As a result of these discussions, the USEPA and the Authority agreed to enter into the 2003 Stipulated
Order, pursuant to which the Authority was afforded the opportunity to comply with federal water and wastewater
regulations under the governance of the CCU. The 2003 Stipulated Order required the Authority to make specified
improvements tc the System and to underfake certain planning measures by specific dates, The Authority began
implementing the specified projects, including, among other things, the completion in 2007 of the Water Resources
Master Plan (“WRMP”) to serve as the basis for the Authority’s long-term planning. The Authority did not meet all
of the deadlines in the 2003 Stipulated Order, however, and the USEPA required it to pay fines in the aggregate
amount of $389,750 through 2010.

In 2010, the USEPA requested that the Disirict Court order the Authority to address the then-incomplete
items in the 2003 Stipulated Order, as well as certain additional actions or improvements, some of which were
identified by the Anthority. On November 10, 2011, the District Court issued the 2011 Court Order, which
established deadlines for such projects and superseded the 2003 Stipulated Order and all prior orders. The 2011
Court Order contains a comprehensive list of management, operations, finencial administration, facilities
construction and rehabilitation and training requirements to be implemented in accordance with sirict schedules,
Many of those objectives have been established in the WRMP that was approved by the CCU and the USEPA. The
2011 Court Order is being administered directly by the USEPA through its Region 9 office in San Francisco. The
Authority must submit all of the 2011 Court Order deliverables to the USEPA for review, and where noted,
comment and approval. The Authority is required to provide a quarterly progress report to the District Counrt
covering all of the stipulated items. The Authority has made compliance with the 2011 Court Order a top priority
and has, by and large, complied with the timelines set forth in the 2011 Court Order, meeting 53 of 54 USEPA
deadlines during the first year of the 2011 Court Order and completing the 54™ project early in the second year.
Since the issuance of the 2011 Court Order, the USEPA has not fined the Authority for missed deadlines. The CIP
includes projects required under the 2011 Court Order.

Compliance with tlre SDWA - Water System

General. As of November 6, 2013, treatment of the groundwater obtained by the Authority from
its wells and from the Santa Rita spring and surface water from the Ugum WTP complies with SDWA requirements,
The Navy has initiated a project to include an additional treatment process at the Fena WTP; once the improvements
are In place and the Fena WTP is producing water in compliance with the relevant rule, the Authority will be in
compliance with the SDWA with respect to the water purchased from the Navy.

Findings of Significant Deficiencies. On November 1, 2012, the USEPA issued a notice to the
Aunthority pursuant to the SDWA that significant deficiencies (the “Findings of Significant Deficiencies™) were
found in the Authority’s water system based on inspections eand sanitary surveys conducted by the USEPA National
Enforcement Investigations (the “NEIC”), including, among others, deficiencies in water sources, treatment sysiems,
water quality monitoring, reporting and verification, compliance with the SDWA. and water system management,
operations and administration. The Authority submitted a formal response to the USEPA in April 2013, which
formed the basis of a corrective action plan that is expected to be approved by the USEPA. Of the 40 items
identified in the Findings of Significant Deficiencies, 18 have been addressed and no farther action is required, 13
are in progress with the next steps scheduled or are part of a long-term, continuous planning process and nine are
being addressed under the 2011 Court Order. The CIP inclndes projects to address items identified in the Findings
of Significant Deficiencies.

See “THE SYSTEM — Water System” “FUTURE CAPITAL REQUIREMENTS” and
APPENDIX A—"CONSULTING ENGINEER'S REPORT.”

Compliance with the CWA — Wastewater System

National Pollutant Discharge Elimination System (“NPDES*) Permits. Until recently, the
Authority’s two largest wastewater treaiment plants, the Northern Districc WWTP and the Hagétila WWTP
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mentioned below, have operated under secondary treatment variances issued by the USEPA under the CWA, which
permitted the Authority to discharge primary effluent into the Philippine Sea. Effective as of June 1, 2013, the
NPDES permits for the Northern District WWTP and the Hagétila WWTP include secondary treatment requirements;
however, neither wastewater treatment plant is equipped to provide secondary treatment, The Authority estimates
that the design and construction necessary to satisfy the secondary treatment requirements will take approximately
five years for each plant and estimates the cost of upgrading both treatment plants to satisfy the secondary treatment
requirements to be approximately $279 million. The Authority and the USEPA, are currently negotiating secondary
treatment compliance schedules for the Northern District WWTP and the Hagdtiia WWTP. The CIP does not
currently include the secondary treatment upgrade projects as the Authority expects to obtain compliance schedules
that will permit the Authority to delay implementation of the secondary treatment requirements until afier the
provisions and capital requirements of the 2011 Court Order have been satisfied.

In addition, the Agat-Santa Rita WWTP, the Baza Gardens WWTP and the Umatac-Merizo
WWTP have been unable to consistently meet the requirements of their respective NPDES permits. Both the 2011
Court Order and the CIP include projects that will help the Authority address these issues.

Request for Information, On May 30, 2013, the USEPA issued to the Authority a request for
information under the CWA (the “Request for Information™), based on the inspection conducted by the NEIC in
April and May 2012 of the Authority’s NPDES-permitted wastewater treatment plants, pumping stations and
collection systems. In August 2013, the Authority issued a response to the USEPA indicating that of the 72 findings
referenced in the Request for Information, 33 have been addressed and eompleted and 27 are being addressed under
the 2011 Court Order. The Authority expects to discuss the remaining 12 items with the USEPA and to develep a
corrective action plan, if necessary, The CIP includes projects to address items identified in the Request for
Information.

See “THE SYSTEM — Wastewater System,” “FUTURE CAPITAL REQUIREMENTS” and
APPENDIX A—"CONSULTING ENGINEER’S REPORT."”

Potential GWUDI Designation

Groundwater sources for which there js a possibility that untreated surface water could infiltrate the
groundwaier near the source may in some instances be designated as “Groundwater Under the Direct Influence of
Surface Water (“GWUDI"). In its study of the Northern District agnifer, the United States Geological Survey (the
“USGS") determined that most of the wells did not act as GWUDI. The USGS determined, however, that nine of
the wells required additional testing, but that it was unlikely that the wells would be found to be GWUDI. Although
the Authority and the USGS, the USEPA and other regulatory and scientific entities agree that Guarn’s groundwater
should not be classified as GWUD], the GEPA believes that some of the wells should be classified as GWUDI. The
Authority, GEPA and other regulatory entities continue to meet to discuss whether a GWUDI designation is
appropriate, but no assurance can be given as to when a final a determination may be made. As there has been no
GWUDI designation and the Authority does not expect that there will be 2 GWUDI designation, the current CIP
does net include any refated projects. If the entire aquifer were designated as GWUDI, the Authority estimates the
costs to implement additional treatment measures to be approximately $200 to $300 million.

Other Environmenial Regulations

In addition to the water and wastewater regulations discussed above, the Authority must alse comply with
other applicable environmental requirements, including, but not limited to, air emission standards for standby diesel
generators, regulations related to above-ground and underground petroleum storage tanks, and various health and
safety regulations regarding work performed by the Authority’s employees. :

Regulation of Ratemaking
The Authority’s ratemaking is regulated by the PUC, which is comprised of a seven member board

appointed by the Governor and confirmed by the Guam Legislature. The Authority and the CCU establish water and
wastewater rates and charges and present them to the PUC for review and approval. The laws of Guam require that
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the PUC set rates that are just and fair and are adequate to provide revenues sufficient to pay for all prudent acts of
owning, properly maintaining and operating the System, and may reguire the Authority’s rates to be adjusted
upwards or downwards at any time to meet these conditions,

In January 2004, the Authority filed its first rate petition with the PUC, which resulted in a 7.5 percent
increase in rales, effective in April 2004, The PUC agreed to continue to review information as it became available
relative to the Authority’s financing plans and the related costs. The continued review resulted in an additional rate
increase of 6.5 percent that tock effect in October 2004 and the creation of a rate plan that allows the Authority to
incrementally increase rates in anticipation of the debt service associated with Systsm rehabilitation. The PUC also
granted an additional surcharge to fund health insurance benefits for the Authority’s retirees (“Legislative
Suorcharge™ or, as it is sometimes referred to, the “Retirement Benefits Surcharge™), effective April 1, 2004. See
“THE SYSTEM--Cther Post-Employment Benefits,”

In July 2009, the PUC approved a five-year rate plan (the “2009-13 Rate Plan™)} developed by the Authority
in part to address the findings of the 2009 Consulting Engineer in its 2009 Report. See “SECURITY AND
SOURCES OF PAYMENT—Rate Covenant” and “THE SYSTEM—Debt Service Coverage.” The 2009-13 Rate
Plan included scheduled rate increases through Fiscal Year 2013, subject to annual review and approaval by the PUC,

In October 2004, the PUC adopted a policy of providing rates sufficient to ensure that the Authority’s debt
service coverage ratio would not drop below 1.75x (the “PUC DSCR™), The PUC eslablished the policy to ensure
that the Authority would generate Net Revenues sufficient to meet the Rate Covenant and fo provide sufficient
ongoing equity in the System. For purposes of determining compliance with the PUC DSCR, the Authority is
permitied to take info account not only Net Revenues, but also other available funds of the Autherity, including
amounts on the deposit in the Working Capital Reserve Account to be created in the Capital Improvement Fund. In
Fiscal Years 2008, 2009, 2010 and 2011, the Authority did not generate Net Revenues sufficient to satisfy the PUC
DSCR set forth in the PUC rate policy; however, the Authority did meet the PUC DSCR in Fiscal Year 2012. See
“THE SYSTEM — Debt Service Coverage” and “HISTORICAL AND PROJECTED OPERATING RESULTS.”

[REMAINDER. OF PAGE INTENTIONALLY BLANK]
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Since April 1, 2004, the Authority has adjusted its water and wastewater rates 13 times for various reasons.
During this time period, the PUC has granted all of the Authority’s rate increase requests, although in some cases,
less than the full amount requested. Rate adjustments, their effective dates and principal reasens for such
adjustments are set forth in Table 3 below.

Table 3
Bistorical Rate Adjustments
Rate Adjustment
Effective Date Water Wastewater Principal Reason for Adjustment

April 1,2004 7.50% 7.50% Base rate increase to fund projects required under the 2003
Stipulated Order.

October 14, 2004 1.37% 1.37% PUC increased Legislative Surcharge from 1.89 percent to
2.59 percent.

October 14, 2004 6.50% 6.50% PUC increased rates to fund projects required under the 2003
Stipulated Order.

February 1, 2006 3.00% 3.00% Future financial and lepal obligations.

Febmary 1, 2006 4.13% 4.13% PUC increased the Legislative Surcharge from 2.59 percent to
4,13 percent.

September 1, 2007 14.24% 14.24% Debt service for the 2005 Bonds,

September 1, 2007 8.03% 8.03% Navy/GPA Surcharge'” decreased from 4.13 percent to 3.49
percent.

September 1, 2007 3.45% 3.49% PUC decreased Legislative Surcharge from 4.13 percent to
3.49 percent.

April 1, 2009 6.60% 6.60% Base rate increase due to increases in power and water
purchases costs.

Augpst 1, 2009 14.00% 14.00% Base rate increases to provide sufficient Net Revenues to
satisfy PUC DSCR.

October 1,2010 3.00% 8.00% Base rate increases to cover employee health insurance, cost
of living allowance and property insurance,

October 1, 2011 12.77% 12.77% Base rate increases to provide sufficient Net Revenues to
satisfy PUC DSCR.

February 1, 2013 6.10% 6.10% Base rate increases to provide sufficient Net Revenues to

satisfy PUC DSCR.

9 The PUC had previcusly granted a surcharge rate increase o the Authority (referred to as the “Navy/GPA Surcharge™) 10 enable the payment
of a large debt owed ta the GPA, amounis owed to the PUC and Guam Telephone Authority, to pay for ongoing regulatory fees to the PUC
and, eventually, to pay the debt to the United States Treasury for amounts owed to the Mavy. As of July 2012, the Navy/GPA Surcharge was
discontinucd, as the Anthority’s obligations to the Mavy and GPA had been paid in full.

Source: Consuiting Engineer's Report

[REMAINDER OF PAGE INTENTIONALLY BLANK]
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In February 2013, the CCU adopted the new five-year rate plan, which includes proposed scheduled rate
increases for water and wastewater services for Fiscal Years 2014 through 2018 (the “2014-18 Rate Plan™), as well
as rate increases for the Legislative Surcharge. On October 29, 2013, the PUC approved the scheduled rate
increases set forth in the 2014-18 Rate Plan. The actual implementation of the annual rate increases is subject to the
PUC’s annual review and prior approval, based on the Authority’s actual financial performance and needs. The
proposed rate adjustments in the 2014-18 Rate Plan are set forth in Table 4 below.

Table 4
2014-18 Rate Plan Rate Increases
2014 2015 2016 2017 2018
Basic & Non-Lifeline Increase 15.00% 14,50% 16.50% 7.00% 4.00%
Lifeline Increase (.00% 0.00% 0.00% 7.00% 0.00%
Legislative Surcharge 3.50% 3.41% 3.00% 2.79% 2.66%

Source: Consulting Engincer's Repor!

Purspant to the 2014-2018 Rate Plan, the next rate adjustment will become effective on November 1, 2013,
and is expected to result in an estimated 13.2 percent increase in total operating revenues in Fiscal Year 2014 over
those generated for Fiscal Year 2013. The Authority expects that the revenues generated by the rate increases set
forth in the 2014-18 Rate Plan will provide additional funds for the Authority to undertake revenue funded capital
improvement projects, including projects required under the 2011 Court Order and to address items identified in the
Findings of Significant Deficiencies and the Request for Information, to ensure compliance with the Rate Covenant
and the PUC DSCR and to allow for more gradual increases in Authority rates in the future, thereby minimizing to
the extent possible sudden rate increases for the Authority’s ratepayers.

See “HISTORICAL AND PROJECTED OPERATING RESULTS” and APPENDIX A—'CONSULTING
ENGINEER’S REPORT.”

THE SYSTEM

The Authority has undergone significant transformation and continues to face challenges from the USEPA
and other regulatory agencies, as well as from customers to make needed improvements to the System on a timely
basis. Considzrable capital needs remain between the 2011 Court Order items, capital improvements needed to
facilitate growth in the island’s population centers, and normal renewals and replacements. Revenues were lower
than expected in the past as a result of metering issuss {(described below under “—Meter Replacement Program™), and
certain expenses had been higher than planned. Over the last several years, the Authority has worked to improve the
management and operation of the System, including, among other things, decreasing expenditures, significantly
decreasing leak repair times and implementing a meter replacement system. As result, the Authority’s operating
results began to improve significantly in Fiscal Years 2011 and 2012. Table 5 below presents selected statistics
regarding Authority operations for Fiscal Year 2012, the latest complete Fiscal Year for which andited information
is available. Preliminary operating results for Fiscal Year 2013 indicate that improvements are continuning, and
projected operating results included in the Consulting Engineer’s Report indicate that this pattern is expected to
continue in the future. See “HISTORICAL AND PROJECTED OPERATING RESULTS” and APPENDIX A—
“CONSULTING ENGINEER’S REPORT.”
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Table 5
Selected Statistics
Fiscal Year Ended September 30,2012
Average Number of Water Customers 41,316
Average Number of Wastewater Customers 25,426
Anpnual Water Sales (million gallens) 5,795
Anmnal Wastewater Collection (million gallons) 4,103
Operating Revenues® $67,547,757
Gross Investment in Utility Plant $524,085,856
Net Utility Plant Investment §277,527,588
Total Equity $201,859,012
" Net Current Assets $9,499,113

" The latest complete Fiscal Year for which such information is available.
@ Excludes PUC or GPA/Navy Surcharge and SDC revenues.
Source: Consulting Engineer's Report

The Authority curently has two Operations and Maintenance divisions — Water Operation and
Maintenance and Wastewater Operation and Maintenance, As mentioned above, the Authority entered into a PMC
with Vecliza in 2007 to manage cperations and maintenance of the Authority’s wastewater treatment plants and
-wastewater collection system. Because the PMC with Veolia expires in early January 2014, the Authority has
recently re-assumed the management of the operation and maintenance of its wastewater treatment facilities and is
currenily in the process of procuring a PMC for wastewater collections. See “—The Wastewater System.”

For more detailed descriptions of the Authority’s water system and wastewater system, see APFENDIX A
—“CONSULTING ENGINEER'S REPORT.”

‘The Water System

The Anthority’s water supply system consists of 120 wells (94 of which are currently operating), one active
spring, the Ugum WTP mentioned below, 27 booster pump stations (22 of which are actively used), 21
reservoirs/tanks in service having a total active volume of 25,7 million gallons (*MG”™), approximately 386 miles of
water distribution pipe lines and approximately 3,376 fire hydrants.

Water Supply

Water sources on Guam are groundwater, surface water and springs, all of which are replenished by rainfall
on Guam. Trade winds blow over Guam throughout the year and are responsible for significant rainfall and a
relatively constant temperature near 80 degrees throughout all seasons. Annual rainfall averages 83 inches in the
western coastal area to 110 inches in the highest mountain Iocations in the south. Three quarters of the total annual
rainfall oceurs between the months of June and December, Rain is the only source of firesh water for the island.

Topographic features divide Guam into northern and southern areas. Because of the island’s topography,
potable water comes from grovndwater in the northern portion of the island and primarily surface water in the
scuthern portion of the island.

In the north a limestone platean, bordered by steep cliffs, slopes southwesterly from an elevation of 600
feet to less than 100 feet at the midsection of the island. The plateau surface is generally flat and is interrupted by
© just three hills: Barrlgada Hill (B! 665 ft.), composed of a limestone dome, and Mount Santa Rosa (E] 858 ft.) and
Mataguac Hill (El 630 ft.) both composed of voleanic rock. There are no perennial streams within the northern area
due to the permeability of the limestone. The main groundwater source is located under the plateau. The rainfall
percolates through the limestone and forms a freshwater “lens” that floats at approximately sea level above deeper,
higher density brackish and salt water. Previous studies of the Guam aquifers have concluded that the freshwater
lens under the northern part of the island can provide a sustainable water supply of up to 80 million gallons per day
("MGD™). The Authority currently pumps approximately 36 MGD of groundwater daily, or about 45 percent of the
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sustainable yield, and the U.S. Air Force and other users currently pump approximately 6 MGD of groundwater
daily, indicating total groundwater extraction of approximately 42 MGD, or 53 percent of the sustainable yield. The
U.8. Geological Swvey (the *USGS™) is currently conducting a study of Guam’s groundwater resources to
determine the impacts of drought conditions on sustainable yield, as well as to assess the potential impact of
increased pumping to accommodate the proposed military build-up, as further discussed under “FUTURE
CAPITAL REQUIREMENTS—Proposed Military Relocation and Installations.” Although the study is not
scheduoled to be completed until December 2013, preliminary results indicate that the gronndwater resource ¢an be
managed to provide up to 46.5 MGD to meet future island-wide demand, ineluding as a result of the proposed
military build-up.

The Authority’s groundwater wells provided approximately 86 percent of the Authority’s water supply.
The Authority owns 120 wells, of which 94 are currently operating, six of which are in standby mode and 20 of
which are inactive. The inactive wells ate not considered necessary to meet the Anthority’s daily water needs, as
they constitute only approximately 13 percent of the Authority’s 40.1 MGD of permiited well capacity. Most of the
Authority’s wells are drilled to below sea level to “iap™ the basal aquifer; the basal aquifer is fresh water lens that
extends below sea level. The capacity of individual basal aquifer wells averages approximately 230 gallons per
minute (“gpm™) to avoid localized over-pumping of the aquifer. The Authority recently completed an assessment of
all 120 wells and identified several recommended improvements, inciuding well and pump upgrades, safety
equipment upgrades, new chlorination equipment, electrical improvements and site work. The CIP includes these
upgrades, as well the replacement of some wells and the construction of three new wells.

The Authority has two production springs located in the southern and ceniral areas of the island. The
Authority currently obtains water from one operating spring in Santa Rita, which generates approximately 0,24
MGD, or less than ene percent of the Authority’s total water supply. The Authority’s CIP includes the rehabilitation
of the currently inactive Asan spring.

The southern portion of Guam is of voleanic origin and momntainouns. A nearly continuous mountain ridge
parallels the coastline from Piti (mid-island on the west side) to Guam’s southern tip. Several peaks in the ridge top
1,000 feet, with Mount Lamlam being the highest at 1,332 feet. Generally, surface water resources are available in
the southern portion of Guam. The southern portion has more than 40 streams draining into the sea. The only large
surface impoundment on the island for potable water, known as the Fena Valley Lake Reservoir, is located
approximately 2.5 miles southeast of S8anta Rita,

The Authority currenily operates the Ugum Water Treatment Plant (the *Ugum WTP™), which treats
surface water collecied from the Ugum River in southern Guam and supplies approximately six percent of the
Authority’s total water supply. The rated capacity of the Ugum WTP is four MGD; however, the Ugum WTP
cannot always operate at full capacity when flows in the Ugum River are low or there is high turbidity in the Ugum
River due to heavy rainfall. Although the Authority has recently upgraded some of the systems at the Ugum WTP,
additional upgrades are needed. The CIP includes some of the contemplated upgrades, including construction of an
additional finished water storage tank.

To help supply its customers on the southern part of Guam, the Authority also purchases water from the
United States Navy (the “Navy™) pursuant to the terms of a Memorandum of Agreement under which the Aunthority
is permitted to purchase up 1o 439 MGD of water. After 2009, however, the Navy requested that the Authority
work to reduce the tofal purchases to a maximum of 3.5 MGD. Although the Memorandum of Agreement has
expired, the Authority and the Navy continue to operate in accordance with its provisions. The Navy collects
surface water in the Fena Vallgy Lake Reservoir and obtains spring water from the Almagosa and Bona Springs.
The surface water and spring water is then freated at the Fena Water Treatment Plant (the “Fena WTP”) owned and
.operated by the Navy. Due in part to.the Authority’s aggressive leak detection and repair programs and meter
replacement program described below, the Authority has been able reduce the amount of water purchased from the
Mavy over the past three Fiscal Years. In Fiscal Year 2012, the Authority purchased approximately 3.1 MGD of
water from the Navy, or approximately seven percent of the Authority’s total demand, as compared to
approximately 4.38 MGD, or approximately 10.2 percent of the Authority’s total demand, in Fiscal Year 2010,

The actual average supply requirement for the Authority’s System during Fiscal Years 2008 through 2012
is approximately 42.7 MGD; however, actual water consumed in the System during the same period, based on the
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Authority’s average water sales, is approximately 16.77 MGD, meaning wnaccounted for (or non-revenue) water in
the System during this time period is approximately 61 percent of the water delivered to the System. The difference
between supply and consumption is due to leakage, malfunctioning meters, and water used for line flushing, fighting
fires, and similar activities. Since 2012, the Authority has implemented an initiative to reduce its response time to
identified leaks in the water supply system. The Authority estimates that as of February 2012, these efforts have
saved 0.91 MGD of water relative to past practices. In addition, in August 2012, the Authority implemented a
program to replace defective meters, which has resulted in more accurate metering of water and a decrease in the
non-revenue water pumped into the System, resulting in a decrease of non-revenue water in the System from 61
percent in January 2012 to 54 percent in Angust 2013. See “—Leak Detection Program and Leak Repair Program”
and “—Meter Replacement Program.”

Water Distribution System

The Authority"s water distribution system includes an exfensive network of approximately 386 miles of
transmission and distribution pipeline (excluding some 2-inch distribution lines), comprised of ductile iron,
polyvinyl chloride (“PVC™), cast iron, ashestos cement and galvanized steel pipe, 27 booster pump stations, 22 of
which are currently active, and 21 reservoirs/tanks in active use and having a total capacity of 25,71 million gallons
(*MG™), and epproximately 3,376 fire hydrants. The Authority has an additional 12 reserveoirs for which the
Authority is required by the 2011 Court Order to take further action. The Authority expects to repair, replace, or
relocate five of these reservoirs by the end 02014,

The Authority recently completed an assessment of all water booster pump stations and has nearly
completed a structural assessment and hydraulic analysis of all of its reservoirs. The CIP includes projects to
improve the booster pump sfations to increase efficiencies and to decrease operating and maintenance costs, as well
as o repair, replace or relocate components of the water distribution system, as required by the 2011 Court Order.

Wastewater System

Unlike the Authority’s water system, which serves essentially all of the civilian population of Guam, there
is a significant percentage of the population that is not served by the Authority’s wastewater system. This is
particularly true in the northern area of Guam, where many homes rely on individual septic tanks or other on-site
disposal systems. Comparing the number of water customers with wastewater customers indicates that there are
nearly 15,500 customers, or approximately 38 percent of water system customers, that do not have sewer service,

The Authority provides wastewater services for Guam’s general population, as well as for Anderson Air
Force Base. The main U.S. Naval base is served by its own wastewater collection and treatment system. For
planning purposes, Guam s divided into seven wastewater districts based on population distribution and the
topography of the island: Northern District, Haghtfia, Agat-Santa Rita, Umatac-Merizo, Inarajan, Baza Gardens and
Pago Socio. The Authority’s wastewater system includes wastewater treatment plants and extensive collection
systems in each of these districts.

As mentioned above, Veolia has been managing Authority staff in the operation and maintenance of the
Authority’s wastewater treatment plants and wastewater colleetion system since 2007 pursuant to the PMC. Under
the PMC, Veolia has provided training, iniroduced corrent utility practices for system maintenance and standardized
approaches to safety practices,

Wastewater Collection Systems
- - The-Authority’s wastewater collection gystems cansist of approximately 314-miles of gravity sewers and
force mains (pressure sewers) that collect sewage from the communities and transport it to the seven wastewater
treatment plants. There are 76 wastewater pump stations in the collection systems.
The sewer pipe construction includes PVC, concrete, cast iron, epoxy coated ductile iron and high density

polyethylene plastic. Most of the recent gravity sewer construction is PVC pipe. Some of the older sewer lines,
such as those in Agat, are vitrified clay and are reportedly in poor condition. The pressure sewers (force mains)
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discharping from the pumping stations are epoxy coated ductile iron, The Air Foree installed techite pips to deliver
wastewater from Andersen Air Force Base to the Northern Disirict wastewater freatrnent plant.

The Authority is preparing Infiltration and Inflow (“I/T”) Analyses and Sewer System Evaluation Surveys
for the majority of the Authority’s wastewater collection network to provide a carrent assessment of the wastewater
collection system and to identify any areas of concemn regarding capacity, condition and necessary improvements.
The Authority has already been able to identify some areas of high I/,

The CIP includes projects to rehabilitate or replace parts of the collection system to reduce high flow
impacts to the wastewater treatment plants and the risk of system overflows, as well as improvements to the
wastewater pump stations.

Wastewater Treatment Plants

The Northern District and Hagatiia wastewater treatment plants (the “Northern District WWTP” and the
“Hagatiia WWTP,” respectively) are the Authority’s largest wastewater treatment plants and serve the northern and
the central areas of Guam, respectively, and currently provide primary treatment,

The Northern District WWTP is designed for an average flow of 12 MGD, representing approximately 46
percent of Guam’s wastewater flow, but is currently permitted by the USEPA, to discharge only 6 MGD. Upen the
satisfaction of certain conditions under the 2011 Court Order, the Authority may request flow up to @ MGD. In
December 2012, the Authority completed upgrades to provide interim treatment improvements at the Northern
District WWTP, and as of January 2013, the Northern District WWTP is in eompliance with the 2011 Court Order.

The Hagétiia WWTP is also designed for an average flow of 12 MGD, or approximately 46 percent of
Guanr’s wastewater flow. In June 2013, the Authority completed certain interim treatment improvements required
under the 2011 Court Order, Additional improvements to provide for chemically enhanced primary reatment are
currently in progress and are expected to be completed in early 2014.

The Northern Disirict WWTP has an ocean outfall, constructed in 2009, consisting of large diameter pipe
extending approximately 2,600 feet away from shere to discharge the freated effluent inte the Philippine Sea at a
depth of approximately 140 feet. The Hapitila WWTP also has an occan outfall, constructed in 2008, consisting of
large diameter pipe extending approximately 2,120 feet away from shore to discharge the treated effluent into the
Philippine Sea at a depth of approximately 275 feet. As discussed above, until recently, the Authority operated the
Northern District WWTP and the Hagitila WWTP under secondary treatment variances issued by the USEPA,
which permitted the Authority to discharge primary effluent into the Philippine Sea, Effective as of June 1, 2013,
however, the NPDES permits for both plants include secondary treatment requirements. Neither plant is equipped to
provide secondary ireatment, and the Authority estimates that the design and construction necessary to satisfy the
secondary treatiment requirements will take approximately five years for each plant and estimates the cost of
upgrading both treatment plants to satisfy the secondary freatment requirements to be approximately $279 million,
The Authority and the USEPA are currently negotiating secondary treatment compliance schedules for the Northem
District WWTP and the Hagatita WWTP. The CIP does not currently include the secondary treatment upgrade
projecis as the Authority expects to obtain compliance schedules that will permit the Authority to delay
implementation of the secondary treatment requirements until after the provisions and capital requirements of the
2011 Court Order have been satisfied. See “REGULATORY ENVIRONMENT—Environmental Regulations—
Compliance with the CWA—Wastewater System.”

The remaining wastewater treatment plants are smaller plants that serve villages or platted subdivisions on
- other areas of Guam. As mentioned above, the Agat-Santa Rita WWTP, the Baza Gardens WWTP and the Umatac-
Merizo WWTP have been unable to consistently meet the requirements of their respective NPDES permits. Both
the 2011 Court Order and the CIP include projects to address these issues. See “FUTURE SYSTEM CAPITAL
REQUIREMENTS” and APPENDIX A—"CONSULTING ENGINEER'S REPORT.”
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The Authority’s Largest Customers

Tables 6 and 7 below show the Authority’s ten largest water customers and wastewater customers,
respectively, for the Fiscal Year ended September 30, 2013.

Table 6
Guam Waterworks Authority
Ten Largest Water Customers
for Fiscal Year 2013
PERCENT OF
ANNTAL ANNUAL
CUSTOMER NAME REVENUE GROSS REVENUE
1. Hotels of the Marianas Inc. (Hilton) $876,828 2%
2. Pacific Islands Club 722,245 2%
3. MDI Guam Corporation {Leo Palace Hotel) 718,063 2%
4. Sheraton Lagnna Guam Resort 550,030 1%
5. Hotel Nikko Guam 539,689 1%
6. Hyatt 537,828 1%
7. Guam Marriott Resort and Spa 521,235 1%
8. MDI Guam Corporation (Westin Hotel} 435,949 1%
9. Onward Beach Resort Guam Inc. 340,571 1%
10. Guam Intemational Airport Authority 258,273 1%
Total $5,500,711 12%
) Based on preliminary information for the Fiscal Year Ended Seplember 30, 2013,
Source: Guam Waterworks Authority
Table 7
Guam Waterworks Authority
Ten Largesi Wastewater Customers
for Fiscal Year 2013"
PERCENT OF
ANNUAL ANNUAL
CUSTOMER NAME REVENUE GROSS REVENUE

1. Anderson Air Force Base $2.346,342 9%
2. Navy 1,508,758 6%
3. Hotels of the Marianas Inc (Hilton) 873,873 3%
4, Sheraton Laguna Guam Resort 548,571 2%
5. Hotel Nikko Guam 537,540 2%
6. Hyait 535,383 2%
7. Guam Marriott Resort & Spa 512,051 2%
8. MDI Guam Cerporation {Westin Hotel) 433,864 2%
9. Onward Beach Resort Guam Inc. 388,959 1%
10. Guam International Airport Authority 237,588 1%
Total $7,929,929 30%

M Rased on preliminary information for the Fiscal Year Ended Seplember 30, 2013,

Source: Guam Waterworks Aushority
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New Water and Sewer Instalations; System Development Charge

Tables 8 and & below summarize the new water installations and new sewer installations, respectively, for
the Fiscal Years ended September 30, 2008 through 2013,

Table 8
Guam Waterworks Authority
New Water Installations

Fiscal Years 2008-2013
Customer Type 2008 2009 2010 2011 2012 2013®
Residential 489 620 522 412 . 587 289
Irrigation H 0 0 0 0 2
Hotel 1] 0 0 V] 0 0
Government 4 3 5 6 2 1
Federal 0 0 0 0 0 0
Commercial 20 39 53 58 45 51
Golf Course 2 0 0 0 ] 0
Agricultural 10 16 23 13 18 21

Total 525 678 603 489 652 364
M Based on preliminary information for the Fiscal Year Ended September 30, 2013,
Source; Guam Waterworks Auihority
Table 9
Guam Waterworks Authority

New Sewer Installations

Fiscal Years 2008-2013
Customer Type 2008 2009 2010 2011 2012 2013%
Residential 282 380 202 209 159 74
Irrigation 0 0 0 0 0 0
Hotel 0 ] 0 0 M 0
Government 2 4 4 0 0 1
Federal 0 H G 0 H 0
Commercial 12 11 20 15 24 13
Golf Course 0 [t} 0 0 0 0
Agricultural 0 0 0 0 0 0

Total 296 395 226 224 183 88

™ Based on preliminary information for the Fiscal Year Ended September 30, 2013.
Source: Guam Waterworks Authority

Guam Iaw required the Autherity to develop and implement a Water and Sewer System Development
Charges (the “SDCs”). Afier approval by the CCU and the PUC, the SDCs were implemented in March 2010, The
SDCs are one-time fees assessed on each user connecting property to the Authority’s water or wastewater systems,
as applicable, for the first time or on each builder if the density of development on an existing connection is
increased. The SDCs are payable at the time of construction permitting, however, certain qualified residential
customers are allowed to amortize the SDCs over a specified time period. Although the SDCs may vary depending
___on water meter size, a typical combined water and wastewater SDC for & new residential connection is. $3,600. The
revenues generated by the SDCs are not included in the Revenues pledged under the Indenture, but are to be applied
to the costs associated with the construction, expansion, upgrading and repair of water and wastewater facilities
resulting from such conneciions or to pay the principal of, interest on and other financing costs related to, debt
obligations incurred by or on behalf of the Authority to pay such costs. In Fiscal Years 2010, 2011 and 2012, the
Authority received revenues from the SDCs in the amounts of $794,128, $1,626,87% and $1,142,025, respectively.
The Authority expects to finance a portion of the CIP with revenues generated from the SDC.
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See “FUTURE SYSTEM CAPITAL REQUIREMENTS,” APPENDIX A - “CONSULTING
ENGINEER'S REPORT” and APPENDIX C — “FINANCIAL STATEMENTS, ADDITIONAL INFORMATION
AND INDEPENDENT AUDITCRS® REPORT FOR THE FISCAL YEARS ENDED SEPTEMEBER 30, 2012 AND
2011,” Note 15.

Meter Replacement Program

To address historic problems with identifying and reading meters, irregular meter locations and aging meter
stock, the Authority initiated the automated meter reading program. The Authority purchased radio read meters that
can be read remotely based on a signal sent out from a transmiiter attached to the meters and began meter
installation in 2005. However, the Authority began to experience problems with these meters as early as 2007. The
Authority began replacing meters in late 2007, and then in 2008 became aware that the reliability of the new meters
of all sizes was substantially less than expected. In September of 2009, the Authority established a meter task force
to fix the problem. In late 2011, the Authority’s General Manager determined that the solution was to replace the
meters,

In August 2012, the Authority began replacing the defective meters with new Badger meters, As of August
2013, the Authority had replaced 26,275, or 81 percent, of the defective meters, The Authority expects to replace
the remaining 4,905 mefers in early 2014. The meter replacement program has resulted in significant increases in
the Authority’s operating revenues in Fiscal Years 2011, 2012 and 2013. With over 26,000 Badger meters installed
since Aupust 2012, the successful electronic read perceniage has consistently been maintained above 95 percent.
The data logging features provided by the new Badger meters also allow for improved and more timely customer
service.

Biiling, Colleciions and Enforcements
Table 10 shows a comparison of the Authority’s typical combined monthly water and wastewater bills for

selected residential, commercial and large commercial usage levels to bills charged by other public and private water
and wastewater utilities.

Table 10
Typical Combined Monthly Water and Wastewater Bills
As of October 1, 2013
Customer Class
Large
Residential  Commercial Commercial
The Authority™ $89.82 $435.83 $20,798.75
American Samoa 54.32 161.27 5,042.62
City and County of Honolulu 145.94 438.09 12,575.06
Commonwealth Utilities Commission — Saipan 99.71 373.92 14,709.55
County of Hawaii 79.65 274,70 9,108.05
County of Kanai 128.06 337.98 14,769.38
County of Maui 102.65 400.96 15,075.55

W Authority rates based on moathly rates effective from February 2013,
Source: Consulting Engineer's Report

___The Authority has.historically_bad a_large number_of delinquent accounts (accounts that are_more than 50

days old} due to the past absence of a consistent and rigorous enforcement of a disconnection policy. Bringing the
delinquent accounts under control was a tremendous challenge during the early years of CCU governance, both
because of the sheer number of delinquent accounts and difficulties in locating the meters, The Authority has made
considerable progress in the last several years; however, there is still work to be done to bring the receivable
accounts into compliance with industry best practices.
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The Authority implemented an online and telephone payment systern on October 1, 2010, which provides
its customers with the opticn of paying their bills using a credit card. By September 30, 2013, there had been over
80,134 transactions totaling over $5,818,374 in online payments. The Authority has also implemented a late
payment collection program. Under the program, zll bills are due 15 days after the billing date. The Authority may
discontinue service for non-payment upon providing advance written notice at least ten (10) days prior to the
termination date. The program requires the Authority to make all reasonable efforts to collect all past due bills,
including employing a collection agency.

The Authority has nearly completed the process of replacing defective water meters, as required by the
2011 Cowrt Order, which has resulted in more accurate and timely meter reads for monthly billing. See “—Meter
Replacement Program® above.

As of September 30, 2012 (the most recent complete Fiscal Year for which audited information is
available), Accounts Receivable were approximately $27.6 million, about 56.1 percent of which are doubtful for
collection. The allowance for doubtful receivables for Fiscal Year 2012 includes approximately $6.5 million in
accrued receivables for service to fire hydrants becanse no governmental agency is tasked to pay for such service.
See APPENDIX C — “FINANCIAL STATEMENTS, ADDITIONAL INFORMATION AND INDEPENDENT
AUDITORS’ REPORT FOR THE FISCAL YEARS ENDED SEPTEMRBER 30, 2012 AND 2011,” Notes 2 and 4.

Table 11 below sets forth the collection data for the Authority for Fiscal Years 2009 through 2013,

Table 11
Guam Waterworks Authority
Collection Data
Fiscal Years 2009 through 2013
2009 20107 2011 2012 2013%
Cash Received from Customers $52,702,684 $65,758,523 564,887,819 $67.011,385 $70,314,968
Total Revenues $54,217,663 $64.400,198 $65,688,324 168,370,500 $73,933,505
Collection Ratio 97% 102% 99% 08% 3%

U} Based on the Authority’s audited financial statements for the Fiscal Years ended Seplember 30, 2009 through 2012, Does not include SDCs
and bad debt recovery.

®  Based on preliminary information for the Fiscal Year Ended September 30, 2013,

Source: Guam Waterworks Authorlly

Debt Service Coverage

As discussed zbove, the Authority has covenanted in the Indenture to at all times fix, prescribe and collect
rates, fees and charges in connection with the services furnished by the System which will be sufficient to yield the
sum of Net Revenues during each Fiscal Year equal to at least 1.25 times the Aggregate Annual Debt Service for
such Fiscal Year. In Fiscal Years 2008 and 2009, Net Revenues were less than 1.25 times the Aggregate Annual
Debt Service (the “Debt Service Coverage Ratio™).

As required by the Indenture, the Authority hired the 2009 Consulting Engineer to make recommendations
as to a revision of rates, fees and charges or the methods of operation of the System in order to provide sufficient
Net Revenues to satisfy the Rate Covenant and to meet the Authority’s other goals. The 2009 Consulting Engineer
provided its report in August 2009 (the *2009 Report™) to the Authority, when the Authority then filed with the
Trostee in accordance with the Indenture. The 2009 Report identified several reasons the Authority was unable to
generate-Net-Revenues-sufficient-to-satisfy-the-Debt-Service-Coverage-Ratio,-including -the-unreliability- of the ——— —
Authority’s then-new meters, increased operating costs reflecting significant increases in power and purchased water
expenses, the challenges of implementing the many capital improvements to the System on a timely basis, and the
depletion of certain reserve funds required under the Indenture, as discussed below under “—Funding of Required
Reserves.” The Authority worked with the CCU and the PUC to develop a financial plan to comply with the
recommendations outlined in the 2009 Report, including development of the 2009-13 Rate Plan, repair or
replacement of failing water meters, continuation of the Leak Detection Program mentioned below, implementation
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recommendations from a consultant assisting the Authority with reducing operational nefficiencies and tmproving
managetial practices, and funding the Authority’s reserve funds at required levels, as deseribed below under “—
Funding of Required Reserves,” In Fiscal Years 2010, 2011 and 2012, the Authority generated Net Revenues
sufficient to satisfy the Debt Service Coverage Ratio required under the Indenture. See “SECURITY AND
SOURCE OF PAYMENT FOR THE BONDS—Rate Covenant” and “HISTORICAL AND PROJECTED
OPERATING RESULTS.”

As discussed above, in Qctober 2004, the PUC adopted a policy of providing rates sufficient to ensure that
the Authority’s debt service coverage ratio would not drop below the PUC DSCR. The Authority did not generate
Net Revenues sufficient to satisfy the PUC DSCR in Fiscal Years 2008, 2009, 2010 and 2011; however, the
Authority did satisfy the PUC DSCR in Fiscal Year 2012 and expects to do so in Fiscal Year 2013. See
“REGULATORY ENVIRONMENT—Reguiation of Ratemaking” and “HISTORICAL AND PROJECTED
OPERATING RESULTS.”

Funding of Required Reserves

The Authority covenants under the Indenture to maintain two funds: the Operation and Maintenance Fund,
available for working capital purposes, which as of September 30, 2013, has a required balance of $8.3 million, and
the Operation, Maintenance, Renewal and Replacement Reserve Fund, available for emergency renewals, -
replacements and other contingency items, which as of September 30, 2013, has a required balance of $14.75
million, At various times during Fiscal Years 2008 and 2009, the balances of those funds were lower than as
required under the Indenture, and the Authority did not have sufficient Revenues to replenish them at the rate
required under the Indenture. To address this issue, the Authority applied a portion of the proceeds received from
the Subordinate Loan incurred in June 2010 to fill these two funds to the required levels, Sinee June 2010, the
Authority has maintained both of these funds at the required levels. See “SECURITY AND SQURCES OF
PAYMENT FOR THE BONDS—Subordinate Obligations.”

Leak Detection Program and Leak Management System

Historically, one of the Authority’s most challenging problems has been the amount of water that is
unaccounted for by the Authority and for which the Authority is not compensated. One of the main sources of non-
revenue water are water leaks in the System, which result in higher operating costs to the Authority because of the
need both to purchase more water ffom the Navy and to pump more water, which results in higher energy bills,

As part of its efforts to reduce non-revenue water within the System, the Anthority initiated a Leak
Detection Program in May 2004. As part of the Leak Detection Program, a team of Authority employees searched
Guam for significant System leaks. In January 2009, the Authority hired ancther engineering firm to conduct a
three-year leak detection study of the Authority’s entire water system with definitive targeted goals, including
discovering and reporting incidents of water thefl, training Authority employees in modern leak detection techniques
using state-of-the art equipment, condueting a system audit and transferring the equipment at the cenclusion of the
contract. The Authority’s leak repair crews were tasked with repairing the leaks once discovered and significant
resources, both in personnel and equipment, were dedicated to the task. The average leak repair time in Fiscal Year
2011 was 38 days.

In December 2011, the Authority implemented a proactive leak management system (“Leak Management
System™) substantially reducing the time to repair leaks, Since the implementation of the Leak Management System,
an aggregate of 489 leaks have been detected and repaired and the average leak repair time has decreased from 38
days to 3.7 days. The Authority estimates that as of Febrnary 2012, these efforts have saved 0.91 MGD of water
e —— —relative-to-past-practices,—The- Authority-estimates-that repairing-leaks-within-this-smaller-time frame can-save the - ...
Aunthority approximately $200,000 per month, or $2.4 million annually.

Based in part on decreases in non-revenue water resulting from the Authority’s Leak Detection Program

and Leak Management System, purchases by the Authority of water from the Navy have decreased during Fiscal
Year 2013.
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For additional information regarding historical and projected water supply tequirements and non-revenue
water, see Table 13 below in “FUTURE SYSTEM CAPITAL REQUIREMENTS.”

Non-Discrimination Policy

In February 2003, the CCU mandated that a disconnection practice be established on a regular and engoing
basis and that all customers, including Government of Guam accounts, be subject to the same disconnection policy.
The Authority’s disconnection target is to schedule disconnection when a customer becomes 30 days delinquent and
to ensure all such customers are disconnected before they become 45 days delinguent,

Security Measures

As required by the 2011 Court Order, the Authority timely completed and filed with the USEPA a
vulnerability assessment on all of its public water systems and completed an emergency response plan (“ERP™),
which is incorporated into the Guam Emergency Response Plan.

Labor and Employee Relations

The Authority has approximately 334 employees, The majority of the Authority’s employees are classified
as employees of the Government and have the full protection of the Guam Civil Service System. Certain
management positions and key skilled supervisory personnel hold unclassified positions.

The Guam Federation of Teachers (“GFT™) has been recruiting non-management employees of the
Authority. As of September 30, 2013, 47 of the Authority’s 303 employees have joined the union. The GFT
recently filed a Petition for Exclusive Representation for the Authority’s employees and a vote on the matter is
expected to occur soon. The GFT does not have the ability under Guam law to negotiate for wage and benefit
adjustments and meay engage in a strike only under very limited circumstances, The Autherity’s management
believes that relations with its employees are positive.

Employees®’ Retirement Plan

The Government of Guam Retirement Fund (the “Retirement Fund™) provides retirement annuities and
other payments to retired Government employees, including employees of the Authority, and their dependents.
Employees hired before September 30, 1995 are members of the Government of Guam Employees Retirement
System, a defined benefit pension plan (the “DB Flan®), and employees hired after September 30, 1995 are members
of the new Defined Contribution Retirement System (the “DC Plan”). The DB Plan and the DC Plan are
administered by the Government of Guam Retirement Fund (the “*GGRF"). The GGRF issues a publicly available
financial report that includes financizl statements and required supplementary information for the DB Plan. As of
September 30, 2012, there were a total of 15,752 members in the DB Plan and 7,766 active employees under the DC
Plan, As of September 30, 2013, 66 Authority employees were members of the DB Plan and 237 Authority
employecs were memmbers of the DC Plan,

The DB Plan is a cost-sharing mnitiple-employer plan to which the Authority contributes based upen a
fixed percentage of the payroil for those employees who are members of the DB Plan. A single actuarial valuation
is performed annually covering all DB Plan members, and the same contribution rate applies te each employer,
including the Authority. Members of the DB Plan are required to contribute a certain percentage of their annual
covered salary. The DB Plan member and employer contribution requirements are sstablished, and may be amended,
by the GGRF.

Based on the Government of Guam Retirement Fund Actuarial Valuation as of September 30, 2012,
which was issued on April 11, 2013 (the “2012 Valuation™), at September 30, 2012 the DB Plan had an actuarial
accrued liability of approximately $2.811 billion, with an unfunded actuarial accruved Jiability of approximately
$1.483 billien.

34



o >

Under Title 4, Chapter 8, Section 8137 of the Guam Code Annofated, as amended, the Government of
Guam is tequired to completely fund the unfunded actvarial accrued liability by 2031. The annual actuarial
valuations prepared for the DB Plan include actvarial employer coniribution rates intended to satisfy this
requirement. The actuarial employer contributions rates set forth in the annual valuations apply to the fiscal year
beginning one year after the valuation date. Based on the information provided in the 2012 Valvation and in prior
valuations, the actuarial employer contribution rates for the fiscal years ended September 30, 2013, 2012 and 2011,
were 30.76%, 30.09% and 28.06%, respectively, of covered payroll.

Although the actuarial contributions rates ate provided to the Guam Legislature by the Retirement Fund in
advance of each Fiscal Year and used for budget preparation, the Guam Legislature is not required to adopt such
rates. For the Fiscal Years ended September 30, 2013, 2012 and 2011, employers, including the Authority, funded
lower statutory contribution rates of 30.05%, 28.30% and 27.46%, respectively, of covered payroll, based in part on
Section 3 of Public Law No. 28-150, which provides that the employer confribution rate to the Retirement Fund are
to increase over a five-year period, beginning with Fiscal Year 2007, until it reaches the actuarial recommended
contribution rate. The coniribution rate for Fiscal Year 2011 was further reduced to 21.44% for the period from
June 4, 2011 to September 30, 2011 for most Government agencies. Statutory employee contribution rates for the
DB Plan were 9,50% in such Fiscal Year. During the Fiscal Years ended September 30, 2012, 2011 and 2010, the
Authority made contributions to the DB Plan in the amounts of $1,251,402, $1,331,651 and $1,321,122, respectively,
which were based on the statutory contribution rates for those years,

Based on the information provided in the 2012 Valuation, the actuarial employer contribution rate for the
DB Plan the Fiscal Year ending September 30, 2014 is 30.03%. For the Fiscal Year ending September 30, 2014, the
Legislature has adopted statutory employer and employee contribution rates of 30.09% and 9.5%, respectively.

Contributions to the DC Plan by members are based on an automatic deduction of 5% of the member’s
regular base pay. The contribution is periodically deposited into an individual annuity account within the DC Plan,
The statutory employer contribution rate for the DC Plan for the years ended Septernber 30, 2012 and 2011 were
determined using the same employer statutory contribution rates as the DB Plan., Of such amounts contributed by
the employers under the DC Plan, only an amount equal to 5% of the DC Plan member’s regular base pay is
deposited into the member's individual annuity account; the remaining amount is contributed towards the unfunded
liability of the DB Plan. DC Plan members are fully vested upon the completion of five years of govemment service.

For the years ended September 30, 2012, 2011 and 2010, the Authority made contributions to the DC Plan
in the amounts of $2,345,226, $2,223,307 and $1,850,779, respectively.

See APPENDIX C - “FINANCIAL STATEMENTS, ADDITIONAL INFORMATION AND
INDEPENDENT AUDITORS” REPORT FOR. THE FISCAL YEARS ENDED SEPTEMBER 30, 2012 AND
2011,” Note 6.

Other Post-Employment Benefits

The Government makes certain annual expenditures for certain postretirement healthcare benefits
(“OPEBSs”) to retirees who are members of the Retirement Fund. The Government provides medical, dental, and life
insurance coverage. The retiree medical and dental plans are fally-insured products provided through insurance
companies. The Government shares in the cost of these plans with its contribution amount set each year at renewal.
Current statutes prohibit active and retired employees from contributing different amounts for the same coverage.
As such, the Government contributes substantially more to the cost of retiree healthcare than to active healthcare.
For the life insurance plan, the Government provides retirees with $10,000 of life insurance coverage through an
- insurance company. Retirees do not share in the cost of this coverage. As of Fiscal Year ended September 30, 2012,
the OPEB unfunded actuarial accrued liability for the Government was approximately $2.1 billion.

The Governor’s Executive Budget transmitted to the Guam Legislature typically includes provisions to
appropriate sums from the General Fund to accommodate the cost of living allowances, supplemental annuities and
the medical and dental benefits (generally, the Government’s share of the preminms for the retirees’ insurance) for
Government of Guam retirees, which the Government is currently paying on a “pay-as-you-go” basis. The
Authority is then required to reimburse the General Fund for the OPEB costs of the Authority’s retirees. The
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Authority applies revenues generated by the Legislative Surcharge to pay these costs. See “REGULATORY
ENVIRONMENT --Regulation of Ratemaking.”

For the years ended September 30, 2012 and 201], the Authority made contributions in the amounts of
$2,262,583 and $2,244,032, respectively, to reimburse the Government for the OPEB costs of the Authority’s
retirees.

See APPENDIX € - “FINANCIAL STATEMENTS, ADDITIONAL INFORMATION AND
INDEPENDENT AUDITORS' REPORT FOR. THE FISCAL YEARS ENDED SEPTEMBER 30, 2012 AND
2011,” Note 6.

FUTURE SYSTEM CAPITAL REQUIREMENTS
Capital Improvement Program

The Authority’s Capital Improvement Program for Fiscal Years 2013 through 2018, in compliance with the
2011 Court Order, is described below, The capital cost of implementing the entire CIP for Fiscal Years 2013-2013
has been estimated at approximately $457.5 million. The Authority expects to finance the CIP with a combination
of proceeds of the 2023 Bonds and two series of Additional Bonds to be issued in 2015 and 2017, Authority
operating revenues, the USEPA State Revolving Fund grants, System Development Charge revenues and other
grants. Because the size of the Capital Improvement Program for Fiscal Years 2013 through 2018 is substantially
larger than in past years, the Authority intends to enter into contracts with qualified construction management firms
to manage most of the CIP projects being funded with the 2013 Bonds. See “CERTAIN INVESTMENT
CONSIDERATIONS — Implementation of the Capital Improvement Program,”

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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Table 12 sets forth the allocation of CIP project costs among (i) water production, treatment, distribution
and storage, (ii) wastewater collection and treatment, (iif) electrical, and (iv) general plant and miscellaneous, as
well as the projected sources of funding for such projects.

Table 12
Capital Improvement Program and Sources of Funds
Fiscal Years Ended September 30, 2013 through 2018

(5000}
2013 2014 2015 2016 2017 2018 Total
Capital Improvement
Program
Water Production, Treatment,

Distribution and Storage $25,785 $58,605 $45,500 $35,250 $47,000 $51,250 3263480
Wastewater Collection and

Treatment 24,935 16,171 26,400 41,500 26,400 28,000 163,406
Eleetrical, Including
Monitoring and Conirol 600 2,470 2,925 500 4,500 1,000 11,995
General Plant and
Miscellaneous 2,344 5,500 4,000 3,000 200 3,000 18,644
Totals $53,664 $82,836 $78,825 $80,250 $78,700 $83,250  $457,525
Sources of Funds
Proceeds of the 2010 Bonds $34,545 $ - $ - 3 - 3 - b - $ 34,545
Proceeds of the 2013 Bonds - 66,000 73,325 - - - 139,325
Proceeds of the 2015 Bonds - - ~ 65,250 63,200 - 128,450
Proceeds of the 2017 Bonds - - - - - 72,250 72,250
USEPA State Revolving Fund
Grants 15,376 10,536 - - - - 25912
SDCs - 4,300 500 500 500 - 3,800
Other Grants 3,243 - - - - - 3,243
Internally Funded CIP 500 2,000 5,000 14,500 15,000 11,000 48,000
Totals $53,664 §82.836 $78,825 $80,250 $78,700 $83,250  $457,525

Sonrce: Guam Watenvorks Authority

Major water production, treatment and distribution projects in the CIP include construction of additional
reservoirs to increase water storage capacity, completion of the meter replacement program, replacement of failing,
leaking and aging pipelines, possible adjustment of pressure zones, and development of new water production wells.
Major wastewater collection and treatment projects in the CIP include construction of new wastewater treatment
facilities that will incorporate provisions for redundancy to improve reliability, meet existing and future flow
capacity and/or reliably achieve regulatory compliance, The CIP also includes electrical control and monitoring
upgrades to the System and other miscellaneous improvements.

The CIP does not include (i} upgrade projecis to address the secondary treatment requirements under the
NPDES permits for Northern District WWTP and the Hagétiia WWTP; (ii) any projects related to the proposed
military build-up described below under “—Proposed Military Relocation and Installations™; or (iii) any projects
that might be required to address groundwater treatment if the Northern District aquifer is classified as GWUDI.
See “REGULATORY ENVIRONMENT—Environmental Regulations.”

Authority staff generated the CIP with minimal input from Brown and Caldweil, in-comnection with its

provision of Program Management Office services. Brown and Caldwell does not have a company interest in the
CIP, is not paid in proportion to the CIP and does not have a direct input to increase the CIP.
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Proposed Military Relocation and Installations

In late July 2010, the Joint Guam Program Office of the Department of the Navy released its Final
Environmental Impact Statement (the “E18") pertaining to the proposed military build-up on Guam, and in September
2010 the Department of Defense (“DoD"} issued its Record of Decision pertaining to the EIS. At the time the EIS
was released, it was anticipated that the military build-up would have three major parts: relocation of part of the Third
Marine Expeditionary Force from Okinawa, Japan, creation of the infrastructure for an aircraft catrier berthing, and
installation of an Army Air and Missile Defense Task Force. Together, these were anticipated to add approximately
32,000 permanent residents to the island, and to create a peak population increase of approximately 79,000 people in
2014.

The proposed military build-up subsequently has been delayed and now is not expected to occur until after
2018. In addition, the expected size of the build up has decreased. The Department of Defense is preparing a
Supplemental Environmental Impact Statement (“SEIS”), which is expected to be completed in 2014, with a Record
of Decision expected to be issued in 2015, See APPENDIX B--“CERTAIN DEMOGRAFPHIC AND ECONCMIC
INFORMATION REGARDING THE TERRITORY OF GUAM—Military Activity.”

The Authority does not currently expect the proposed military build up to materially affect the Authority’s
fuuture capital requirements and has not included any capital improvements relating to the proposed military build-up
in the CIP. Based on the Memorandum of Understanding (the “MOU™) entered into in 2010 by the Authority and the
DoD, the Authority expects that the DoD> will be responsible for all direct and indirect impacts resulting from any
build-up in erder to avoid rate pressure on the Authority’s civilian customers.  Although the MOU dees not bind
either party fo any financial commitments, the MOU does reflect that, among other things, the agreed-upon costs
associated with meeting DoD requitements will be allocated to and paid for by the DoD through a utility agreement
with the Authority.

HISTORICAL AND PROJECTED OPERATING RESULTS

The historical operating results for Fiscal Years 2008 through 2012 and unaudited and projected operating
results for Fiscal Years 2013 through 2018 are addressed in this section to allow a projection of debt service coverage
in future years. Table 14 below sets forth the Authority’s historical operating results and debt service coverage for
Fiscal Years 2008 through 2012. Certain immaterial costs relating to waste disposal fees in the amounts of $254,000
and $305,000 are excluded from Administrative and General Expenses for Fiscal Years 2010 and 2011, respectively.
For # discussion of the Authority’s debt service coverage for Fiscal Years 2008 and 2009, see “THE SYSTEM — Debt
Service Coverage.”

[REMAINDER OF PAGE INTENTIONALLY BLANK]
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Table 14
Historieal Qperating Results and Debt Service Coverage
Fiscal Years Ended September 30, 2008 through 2012

($000)
2008 2009 2610 2011 2012
Operating Revennes: :
Water Revenues® $30,219 $28,836 $35,960 $37,026 $39,307
Wastewater Revenues'? 17,016 19,6656 21,488 21,796 23,935
Additional Revenues® 1,505 1,490 1,637 1,669 3,105
Other Rcvenuesm 991 972 818 607 701
Total Operating Revenues $49.731 $50,964 $59,902 $61,098 $67.548
Operating Expenses: (!
Water Purchases $4,413 $5,168 $6,669 $6,283 $5,263
Power Purchases 14,632 14,971 14,344 15,192 17,016
Salarics and Wages 15,286 15,871 18,086 18,409 18,391
Contractual® 3,875 3,970 3,381 3,355 3,069
Retiree and Healtheare®™ 1,617 1,429 1,898 2,244 2,263
Administrative and Generail? 4,760 3,755 3.847 5,286 5,423
Total Operating Expenses $44,583 $45,164 $48,225 $50,860 $51,924
Amounts Available for Debt Service
Net Operating Revenues $5,148 $5,800 $11,677 $10,238 $15,624
Other Income (Expense)® 1,393 138 g 11 10
Current Revenues Available for Debt Service $6,541 $5,038 $11,686 $10,245 $15,634
Indenture Debt Service Coverape Test:
Current Revenues Available for Debt Service® 86,541 $5,938 11,686 $10,245 $15,634
Debt Service on Qutstanding Bonds!® $7,705 $7,707 $7,704 37,706 $7,708
Debt Service Coverage (1.25X) 0.85 0.77 1.52 1,33 203
PUC DSCR:
Current Revenues Available for Debt Service®™ $6,541 $5,938 $11,686 $10,249 $15,634
Debt Service on Outstanding Bonds"? £7,705 $7,707 7,704 $7,706 37,708
PUC DSCR (1.75%) 0.85 0.77 1.52 1.33 2,03

W Derived from audited information provided by the Authority.,

®  Based on 2008-13 Rate Plan, Represents amounts billed as Revenue, as defined in the Indenture.  Amounts not collected are included in
Administrative and Genera! Operating Expenses as bad debt. Amounts shown include amounts collected for certain past retirement henefits.
Does not include (i) GPAMavy Surcharge or (i) SDCs.

@ Includes Legislative Surcharge revenues.

@ includes misceltaneous fees and charges.

@ Includes contractial labor, materials, equipment rental, legal services, testing, PMC management fees, insurance, and miscellaneous fees and
eXpenses.

®  Includes supplemental reliree payments and cost of living adjustments.

@ Includes bad debt cxpense,

®  Includes interest on Bond Reserve Fund,

1 Caleolated based on Current Revenues Available for Debi Service divided by Debt Service on Outstanding Bonds,

4% Amounts shown ars net of capitalized interest.

Source: Consulting Engincer's Repori

Table 15 below sets forth the Authority’s unaudited operating results and debt service coverage for Fiscal
Year 2013 and projected operating results and debt service coverage for Fiscal Years 2014 through 2018. The

Authority does not as 2 matter of course make public projections as to future sales, earnings, or other results, -

However, Brown and Caldwell has prepared the prospective financial information as set forth in Table 15 to provide
projected water sales and wastewater revenues, cost of services, and operating results and debt service coverage. The
accompanying prospective financial information was not prepared with a view toward complying with the guidelines
established by the American Institute of Certified Public Accountants with respect to prospective financial
information, but, in the view of the Authority’s management, was prepared on a reasonzble basis, reflects the best
currently available estimates and judgments, and presents, to the best of management’s knowledge and belief, the
expected course of action and the expected future financial performance of the Autherity, However, this information
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is not fact and should not be relied upon as being necessarily indicative of future results, and readers of this Official
Statement are cautioned not to place undue refiance on the prospective financial infermation. Neither the Authority's
independent auditors nor any other independent accountants have compiled, examined, or performed any procedures
with respect to the prospective financial information contained herein, nor have they expressed any opinion or any
other form of assurance on such information or its achievability, and assume no responsibility for, and disclaim any
association with, the prospective financial information. The assumptions and estimates underlying the prospective
financial information are inherently uncertain and, though considered reasonable by the management of the Authority
as of the date of its preparation, are subject to a wide variety of significant business, economic, and risks and
uncertainties that could cause actual results to differ materially from those contained in the prospective financial
information, including, among others, risks and uncertainties as set forth in the Report. Accordingly, there can te no
assurance that the prospective results are indicative of the fuhire performance of the Authority or that actval results
will not differ materially from fhose presented in the prospective financial information. Inclusicn of the prospective
financial information in this Official Statement should not be regarded as a representation by any person that the
results contained in the prospective financial information will be achieved.

Operating revenues from water sales and wastewater sales for Fiscal Year 2013 are unaudited based on
preliminary actual information provided by the Authority. Projected operating results for Fiscal Years 2014 through
2018 are based on the 2014-18 Rate Plan approved by the PUC in October 2013, with the initial rate adjustment
becoming effective as of November 1, 2013. Although the rate adjustments inclnded in the 2014-18 Rate Plan have
been approved by the PUC, they are subject to annual PUC review prior to implementation and there is no guarantee
that the PUC will approve the rates at the times and in the amounts set forth in the 2014-18 Rate Plan,

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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Unaudited and Projected Operating Results and Debt Service Coverage

Table 15

Fiscal Years Ended September 30, 2013 through 2013

Operating Revenues:
Water Revenues®
Wastewater Revenues™
Additional Revenue ©
Other Revenues 7
Total Operating Revenues

Operating Expenses:
Water Purchases
Power Purchases
Salaries and Wages
Contraciual ¥
Retiree and Heallhearc™
Administrative and General ™

Total Operating Expenses

Amouris Available for Debt Service
‘Net Cperating Revenuves
Other Income (Expeuse)®?
Current Revennes Available for Debt Service

Senior Lien Debt Service:
2005 Bonds
2010 Bonds
2013 Bonds™
2015 Bondst"™
2017 BondsP-0
Total Senjor Lien Debt Service

Indentuse Debt Service Coverage Test:
Cumrent Revenues Available For Debt Service
Indenture Debt Service Coverage (125

PUC Debt Service Coverape Test:
Current Revenues Awvailable for Debt Service
Capital Improvement Fund Working Capital Reservet™
Adjusted Current Revenues Available for Debt Service

PUC Debt Service Coverage (1.75x)"

Svbordinate Loan Debt Service: 9
2010 Bank Loan of Guamn Loan ($5M)
2010 Bank Loan of Guam Loan (325M)
Bank of Guam $15M Refinance
Tetal Subordinate Lien Debt Service

Transfers:
Transfers to Bond Res¢rve Fund
Transfess to Working Capital Reserve Fund
Changes to Working Capital
Transfers to CIP Working Capital Reserve Fund
Backbilling

Total Transfers:

Interest Income:

Amount Available for Capital Improvement:

(S000)
Unauodited Projected
2013 2014 2015 2016 2017 203
$45,128 $45,774 346,794 347,300 $47.815 $48,341
26,186 25,561 27,153 37446 271,745 28,051
2,178 10,677 21,222 33,529 43,761 52,055
448 674 843 1.073 1362 1,722
$73,941 383,686 396,062 $109,348 $120,683 $130,169
$4,571 55,462 55,708 85,965 56,233 £5,514
17491 19,228 17,467 17.606 17747 17889
19,926 21,481 2877 23,106 24,030 25,111
3,294 3,636 3336 4,047 4,270 4,505
2,418 2482 2,591 2,654 2,137 2,802
7,278 10,631 10,827 11,0t1 11,154 11,266
554,678 561,020 563,306 $64,390 366,171 368,087
519,263 522,655 532,755 $44 958 554,512 562,082
35 20 20 20 20 20
519,298 $22 688 532,775 544978 $54,532 562,102
37,704 $1.705 37,703 57,208 57,207 $7,208
- 4,887 .51 8,064 8,066 8,065
- - - 8,684 11,536 11,536
“ - - - - 8,750
$1,704 512,592 $15.274 523,956 326,809 $35,559
519,208 522 685 $32,775 $44 978 554,532 $62,102
2.50 1.80 215 188 2.03 1.7%
519,298 $22, 685 332,775 $44,978 354,532 562,102
- - 710 7,535 7,538 11,135
515,298 $22,685 $33.435 352,513 S62,067 $73,287
2.50 180 219 219 232 206
51,200 51,209 5907 - - -
3,600 3,600 2,700 - - .
- - 360 £2,160 $1160 52,160
$4.810 54,310 $3,967 $2,160 $2,160 52,160
. (3147) s305 5565 $126 $118
- {1,000) {1,000) {2.050) (4,450 (5,000)
(6,630) {2.208) (755) (899) s1) 1,261
- (710) {6,825) - {3,650) -
(56,630) {84,055) (58,276) (52,383) (38,725) {83,021)
811 3B 38 58 S8 $8
£153 31,219 85,258 516,479 516,338 £21,362
S48 82,000 $6,000 $11,000 51300 516000

@ Information for Fiscal Year 2013 is unaudited based on preliminary actusl information provided by the Authority for Fiseal Year 2013.

@ Por Fiscal Year 2013, based on the 2009-13 Rate Plan. For Fistal Years 2014 through 2018, based on the 2014-18 Rate Plan, Represents amounts
billed as Revenue, as defined in the Indenture, Amounts not collected are included in Administrative and General Operating Expenses as bad debt.
Amounts shown include amonnts colleeted for certain past retitement benefits. Does not include SDC revenues.

B Includes Legislative Surcharge revenues,

% Includes revenue derived from miscellaneous fees and charges.

9 Includes contractual labor, materials, equipment rental, legal services, testing, PMC management fees, insurence, and miscellaneous fees and

¢xpenses,
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Includes supplemental retiree payments and cost of living adjustments.

Includes bad debt expense.

Includes interest eamnings on the Bond Reserve Fund.

Represents $173,985,000 aggregate principsl emount of 2013 Bonds bearing interest at a rate of 6.5 percent per annum, with interest capitalized
through September 30, 2015,

Represents $128,450,000 ageregate principal amount of Additional Bonds and $72,250,000 agaregate principal amoont of Additional Bonds
expecled to be issusd in December 2015 and December 2017, respectively, and assumed to bear interest at a rate of 7.0 percent per annum,
Payment of debt service on the 2017 Bonds commences in Fiscal Year 2021,

Calenlated based on Current Revenues Available for Debt Service divided by Senior Lien Debt Servies,

For purposes of the PUC DSRC, the Authority is permitted fo take into account amounts on deposit in the Working Capital Reserve Fund,
Calculated based on Adjusted Current Revenues Available for Debt Service divided by Total Senior Lien Debt Service,

Includzs 55,000,000 evidenced by Note | amortized over five years and $25,000,000 evidenced by Note 2 amortized over ten years with a balloen
payment due in 2015, See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS—Subordinate Obligations,”

Note: Totals may not add due to independent rounding.
Source: Consulting Engineer’s Report

Because power costs represent a significant operating cost with a relatively high degree of uncertainty in
future costs per kilowatt-hour (kWh), Brown and Caldwell prepared an analysis using a power cost escalator higher
than the cost escalator in the Base Case scenario. The Base Cass assumes power costs increase at an average annual
rate of just under one percent per year assuming increased pumping efficiencies and reductions in water production,
The higher power cost scenario assumes that power costs increase at approximately the same level as historical
increases, which are closer to 3.8 pexcent per year. Table 16 below shows the unaudited and projected debt service
coverage, as determined for purpose of complying with the Indenture, for Fiscal Years 2013 through 2018 for the
Base Case scenario and the higher power cost scenario.

Table 16
Unandited and Projected Debt Service Coverage for Two Scenarios
Fiseal Years Ended September 30, 2013 through 2018

Unaudited FProjected
2013 2014 2015 2016 2017 2018
Base Case: 2,50 1.80 2.15 1.88 2,03 1.75
Higher Power Cost: 2.50 1.76 2.08 1.81 1.95 1.67

Source: Consulting Engineer's Report
Assumptions and Conclusions in the Consulting Engineer’s Report

In connection with the issuance of the 2013 Bonds, the Authority retained Brown and Caldwell to prepare
the Consulting Engineer’s Report, included as APPENDIX A to this Official Statement. The Report includes, among
other things, a description of the facilities of and an evaluation of the condition of the System, an assessment of
System compliance with regulatory and permit requirements, a summary of the capital projects anticipated to be
financed by the Authority, an assessment of the Authority's projected financiak operating results, including projected
debt service coverage through Fiscal Year 2018, and a description of the assumptions upon which such projections
were made. The Consulting Engineer’s Report is an integral part of this Official Statement and should be read in its
entirety, including the assumptions used to prepare the projections made therein and set forth in Tables 15 and 16
above.

Brown and Caldwell has prepared the Consulting Engineer’s Report based on the assumption that all
contracts, agreements, statutes, rules and regulations which were relied upon by Brown and Caldwell in preparing its
Report will be fully enforced and enforceable in accordance with their terms and conditions and will not be cha.nged
in any material way. Brown and Caldwell makes no representations or warranties, and provxdes e opmwn
concerning the enforceability or legal interpretation of contracts, statutes, rules-and regulations. e

In preparing the Consulting Engineer’s Report, Brown and Caldwell made certain assumptions with respect
to the conditions which may exist or events which may occur in the future. In addition, the projections and studies
used and relied upon certain information provided by others, including: (i) information contained in the Official
Statement; (i) additional information provided by the Authority, Navy, Air Force, EPA and GEPA,; (iii) assumptions
regarding interest rates provided by the Underwriters; and (iv) assumptions and analysis provided by the Authority
regarding the financing plan for the Authority’s CIP and other matters. While Brown and Caldwell believes such
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assumptions to be reasonable for the purpose of its Report, such assumptions are dependent upon futare events, and
no assurance can be given that the projections and expectations discussed in the Consulting Engineer’s Report will be
achieved or that the assumptions upon which the projections and conclusions are based will be realized. To the extent
actual future factors differ from those assumed by Brown and Caldwell or provided to Brown and Caldwell by others,
there may be differences between the projections and actual resvlts and such differences may be material. See
“CERTAIN INVESTMENT CONSIDERATIONS” for some of the reasons differences could oceur,

Brown and Caldwell, based upon the principal considerations and assumptions and upon the studies and
analyses as summarized or discussed in the Consulting Engineer’s Report, which Report should be read in its entirety
in conjunction with the following, is of the opinion that:

Based on general field observations of the aboveground facilities, discussions with Authority staff, and
& review of documents and reports, many of the existing facilities of the Authority system appear to be
in need of significant rehabilitation and/or upgrades. The Authority inherited systems in poor condition
when the Authority was converted to a public corporation in 2002. The Authority has established, or is
establishing, plans for rehabilitating facilities in accordance with the 2011 Cowt Order. Facilities not
subject to the 2011 Court Order or other regnlatory actions (e.g., Inarajan WWTP) are in need of
rehabilitation but are not scheduled for upgrades due to higher Court-ordered prierities. Those facilities
that have recently been upgraded or rehabilitated (e.g., Northern District WWTP, Santa Rita Spring)
appear to be in good operating condition. Ugum WTP was recently upgraded but is in fair condition as
it needs additional maintenance.

Authority staff is generally qualified and capable of managing and operating the facilities comprising
the Authority System and of planning the proposed and future capital improvements. The Authority has
contracted with the PMC and PMO for additional support, training, and knowledge transfer where needs
have been identified. The Authority has invested in significant training for staff over the past two years
and continued training investments are expected to continue into the future.

The Authority water system appears to be adequately operated to provide a reliable water supply that
meets SDWA. requirements. Groundwater wells, iransmission and distribution pipelines, reservoirs, and
booster pump stations are in need of capital investment to ensure that the Authority continues to provide
a safe, reliable drinking water supply to its customers. The Authority is implementing plans for the
prioritized replacement or rehabilitation of infrastructure, addressing the most critical needs first.

The Authority water system experiences above-average water loss due to leaks and improper metering,
The Authority has responded by implementing 2 meter replacement program, meter test bench, and a
proactive leakage management system. Based on preliminary results of recent water audits, the
Authority appears to have reduced the water loss rate from approximately 61 percent to approximately
54 percent gver an 18-month period,

The Authority wastewater system appears to be adequately operated, but in many cases the existing
infrastructure is incapable of achieving regulatory requirements. Wastewater collection systems, pump
stations, and WWTPs are generally in need of capital investment to be able to achieve regulatory
requirements. Portions of the wastewater collection system experience excessive I/l that impacts
WWTP performance. Many of the WWTPs have not been upgraded to achieve changing regulatory
standards. The Authority operations staff has demonstrated the capability to operate upgraded
infrastructure to achieve the regulatory standards that the infrastructure was designed for at the Northern
District WWTP.

The capacity of the Autherity System, taking into account planned upgrades, replacements, and
additions, can be reasonably expected to meet the service area needs for the forecast period and meet the
regulatory compliance needs of the Anthority System. Exceptions to this are the Northem District and
Hagitita WWTPs; the CIP does not currently contain secondary treatment upgrade projects that will be
required to comply with the NPDES permit renewals issued in June 2013,



_____ Limitations on Remedies
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¢ The proposed military buildup on Guam will not occur before 2020 and may be reduced in size from
Department of Defense’s 2010 plan.

¢  During the course of Brown and Caldwell’s engineering investigations, nothing has come to Brown and
Caldwell’s attention that would lead Brown and Caldwell to believe that significant funds will be
required for the Authority System improvements identified in the five-year CIP beyond those funds
identified in the Consulting Enginesr’s Report.

» Except as described in the Consulting Engineer’s Report, upon issuance of the 2013 Bonds, all water
production facilities and wastewater treatment plants of the Authority System will be operating under
valid permits issued by the requisite regnlatory authoritics, and it is anticipated that any expired water
use and wastewater permits will be renewed as a matter of course without a material reduction in
maximnm permitted consumption levels.

¢ Assuming that the Authority performs the necessary remewals and replacements and operates the
Authority System under prudent utility practices, it is anticipated that most of the capital improvements
financed with proceeds of the 2013 Bonds will have a useful service life in exeess of the term of the
2013 Bonds,

¢ The Authority’s CIP is reasonable, necessary, and adequate for the identified projects that are necessary
to meet the requirements of the 2011 Court Order, to provide reliable water and wastewater service to
Authority customers, and to provide adequate reserve capacity for anticipated growth in customer
connections reflected in the Consulting Enginser’s Report.

s  The Authority’s projected aperating results, which include future rate increases and Bond sales, appear
reasonable and sufficient to meet the 1.25x debt service coverage requirement under the Indenture.

CERTAIN INVESTMENT CONSIDERATIONS

The following discussion of considerations is not meant to be an exhaustive list of the risks associated with
the purchase of the 2013 Bonds and doss not necessarily reflect the relative importance of the various risks. Potential
purchasers of the 2013 Bonds are advised to consider the following factors, among others, and to review all of the
other information in this Official Statement in evaluating whether to purchase the 2013 Bonds. Any one or more of
the risks discussed, and others, could lead 1o a decrease in the market value and/or in the liquidity of the 2013 Bonds.
No assurance can be given that other risk factors will not become material in the future. The 2013 Bonds may not be
suitable investments for all persons. Prospective purchasers should be able to evaluate the risks and merits of an
investment in the 2013 Bonds and should confer with their own legal and financial advisors before considering a
purchase of the 2013 Bonds.

General

The principal of and inferest on the Bonds, inclnding the 2013 Bonds, is payable pursuant to the Indenture
solely from the Revenues. The ability to pay debt service on the Bonds, including the 2013 Bonds, will depend on
the receipt of sufficient Revenues, pledged as payment for the Bonds. The Authority’s ability to generate Revenues
is dependent on a number of factors. To the extenf the Authority is unable to make up for Revenue shortfalls, the
Aunthority’s ability to pay debt service on the Bonds, including the 2013 Bonds, may be adversely affected.

The 2013 Bonds are not subject to acceleration under any citcumstances or for any reason, including without
limitation on the eccurrence or continuance of an Event of Default. Upon the occurrence or continuation of an Event
of Default, a Bondholder would only be entitled to principal and interest payments on the 2013 Bonds as they come
due. Under certain circumstances, Holders of the 2013 Bonds may not be able to pursue certain remedies or enforce
covenants contained in the Indenture. The remedies available to the Holders of the 2013 Bonds upon an Event of
Default under the Indenture are in mauy respects dependent upon judicial actions which are often subject to discretion
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and delay. Under existing law, the remedies specified by the Indenture and the Bonds may not be readily available or
may be Jimited. The various legal opinions to be delivered concurrently with the delivery of the 2013 Bonds
(including Bond Counsel’s approving opinion) will be qualified, as to the enforceability of the varicus legal
instruments, by limitations imposed by bankruptcy, reorganization, insclvency or other similar laws affecting the
rights of creditors enacted before or after delivery.

Consulting Engineer’s Report

The Consulting Engineer’s Report included as APPENDIX A to this Official Statement contains certain
assumptions and forecasts. Actual results are likely to differ, perhaps materially, from those projected. Accordingly,
the projections contained in the Consulting Engineer’s Report are not necessarily indicative of future performance,
and neither Brown and Caldwell nor the Authority assumes any responsibility for the failure to meet such projections.
In addition, certain assumptions with respect to fiture business and financing decisions of the Authority are subject to
change. If actual results are less favorable than the results projected or if the assumptions used in preparing such
projections prove to be incorrect, the amount of Revenues may be materially less than expected and consequently, the
ability to make timely payments of principal and interest on the Bonds firom Revenues may be materially adversely
affected. See APPENDIX A — “CONSULTING ENGINEER’S REPORT.”

Uncertainties of Projections and Assumptions

This Official Statement contains certain assumptions, estimates, projections and other forward-looking
statements. Demonstration of compliance by the Authority with certain of the covenanis contained in the Indenture
alsc may be based upon assumptions, estimates and projections. Actual results, however, may differ, perhaps
materially, from those projected. In addition, certain assumptions with respect to future business and financing
decisions, including the decision to undertake, or to posipone or cancel, future capital improvements of the System
may not occur and are subject to change. No representation is made or intended, nor should any representaticn be
inferred, with respect to the existence of any particular future set of facts or circumstances, and prospective
purchasers of the 2013 Bonds arc cautioned not to place undue reliance upon any forecasts, estimates, plans or
projections or requirements for forecasts or projections. If actual results are less favorable than the results projected
or if the assumptions used in preparing projections prove to be incorrect, the ability of the Authority to make timely
payment of the principal of and interest on the Bonds, including the 2013 Bonds, may be materially and adversely
affected.

Guam Economy; ¥mpact of Tourism and Military Presence

The Authority’s ability to generate Revenues depends in large measure, on the local economy, which is
heavily dependent on tourism as well as the U.S. military presence. In addition, lower levels of employment tend to
reduce the revenue available to the Authority. To the extent the Authority is unable to make up for revenue shortfalls,
the ability to pay debt service on the Bonds may be adversely affected. Tourism, particularly from Japan, where
approximately 68 percent of visitors to Guam originate, represents a significant share of the economic activity on
Guam. A decrease in tourism results in reduced revenues from hotels and other related tourist facilities. In the event
of a significant downturn in tourism, including a downturn related to Japanese economic conditions, the Authority
could likely suffer a reduction in revenues, For example, following the earthquake and tsunami in Japan on March 11,
2011, the number of tourists visiting Guam from Japan in Fiscal Year 2011 dropped by approximately 7.3%
compared to Fiscal Year 2010, Although visitor arrivals from Japan increased in Fiscal Year 2012, increasing 10.2%
over Fiscal Year 2011, no assurance can be given that Guarm will not experience a similar or greater reduction in the
number of visitors from Japan or other visitor markets as a result of other natural disasters or other economic,
political or societal conditions.

It is expected that the anticipated relocation of U.S. Marines from Okinawa, Japan, to Guam will generate a
significant amount of additional construction activity. Although Guam’s construction industry has time to develop its
capacity in anticipation of this significant increase in activity, it is possible that much of the work will be awarded to
outside developers and project managers. Although the relocation of U.S. Marines to Guam is expected to reap
benefits for the Guam economy in the short-term, the long-term benefits are not likely to be as great if the
construction activity is largely completed by nen-local firms.
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The level of Revenues is also affected by the U.S, military presence on Guam. Expansions in the U.S.
military presence, such as the expansions expected to occur over the next several years, could have a direct, positive
impact on Revenues by spurring new economic activity and attracting visitors t¢ Guam. However, economic,
geopolitical, and other influences that are beyond the Government’s control might result in a decision by the U.S.
government to reduce the existing presence of the U.S. military on Guam or forege some or all of the planned
enhancements to its presence on Guam, Significant military spending cuts have been discussed by various federal
elected representatives in recent months. In the event that the U.S. military changes its current plans with respect to
staffing and other strategic improvements on Guam, the level of Revenues conld be adversely affected. In the event
that the 1.8, military elects to reduce or eliminate its presence on Guam, Revenues could decline.

See APPENDIX B —“CERTAIN DEMOGRAPHIC AND ECONOMIC INFORMATION REGARDING
GUAM?” for more information about the tourism industry and the U.S. military presence.

Adverse Conditions Affecting International Economic and Political Conditions

Historically, the tourism industry, both worldwide and on Guam, has correlated closely with the state of the
world’s economies and levels of real disposable income. A weak economy, war or the threat of terrorist activity, and
regional pandemics, among othet influences which are beyond the Authority’s control, can adversely affect the
tourism industry. Alse, currency exchange rates, trade balances, political relationships, and conflicts within and
between countries are increasingly important influences on tourism,

Economic growth in Japan and throughout the Pacific Rim, and the resulting effect on overseas travel from
thess countrics, is a major determinant of tourism on Guam. Tourism, particularly from Japan, represents a
significant share of the economic activity on Guam. The Japanese government has encouraged international travel as
a means of reducing its trade surplus and Guam has benefited directly from this policy. Any change in the policy
could affect Anthority revenues,

Like that of many destinations, Gnam’s tourism industry is susceptible to the negative impacts of terrorism
and other confiicts on the travel industry in general.

2011 Court Order with the USEPA

The 2011 Court Order, which is being administered directly by EPA through its regional office in San
Francisco, contains a comprehensive list of requirements, including management, operations, financial administration,
facilities construction and rehabilitation and training requirements to be completed in accordance with a strict
schedule. Failure of the Authority to meet the scheduled requirements may result in fines being assessed against the
Authority. As of Qctober 1, 2013, the Authority has met substantially all deadlines under the 2011 Court Order and
has not been assessed any fines for missed deadlines or received any formal notification regarding any such fines. If
the Authority misses any additional deadlines in the future, the USEPA may assess fines.

Typhoons and Earthquakes

Because of its location on the southern end of the Marianas Islands chain, Guam is exposed to periodic
typhoons, earthquakes and floods, Typhoons and floods have caused significant damage to the Anthority’s facilities
in the past. Damage to the Authority’s System from typhoons and flooding has included sewage spills at pump
stations and collection piping, collapse of collection piping, and failure of treatment plant equipment. Damage from
floods and typhoons have also damaged facilities of GPA, which provide electric power to the Authority’s System.
To mitigate weather related service outages due to power interruption, back-up generators have been installed at a

majority of the Authority’s water and wastewater pump stations. Typheons and other significant storm events and
other namiral disasters occur periodically and can cause extensive damage to facilities and inftastructure, including to
the Authority’s Systems. The Authority has previonsly reported property losses resulting from storms damage.

Guam has established building codes in Guam that are specifically designed to ensure that structures be able

to sustain strong typhoon winds and earthquakes. Existing Authority structures were designed to satisfy the building
codes as then in effect; new structures, and existing structures undergoing structural rehabilitation, are designed or
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upgraded to comply with Guam’s current building codes. The Authority’s above-ground facilities are generally
housed in concrete buildings designed to withstand typhoon conditions and its underground facilities are rarely
affected by high winds or intense rain. Earthquakes have caused minimal damage to Authority facilities in the past,
but damage to the underground pipe network may go vnnoticed,

Although the United States Federal Emergency Management Agency (“FEMA™) has historicaily provided
disaster relief assistance after typhoon damage, there can be no assurance that future typhoons and/or earthquakes
will not canse significant damage to the System, or that FEMA will provide disaster relief assistance if significant
damage is experienced, There can also be no assurance that, even with FEMA assistance, damage that results from
future typhoons or earthquakes will not adversely affect the operation of the System for an extended period of time
and, as a result, Revenues.

Rates

The Authority has covenanted in the Indenture to at all times, fix, prescribe and collect rents, fees and
charges in connection with the services and facilities funded by the System which will be sufficient to comply with
the Rate Covenant. The Indenture provides that if Revenues and Net Revenues in a Fiscal Year are insufficient to
satisfy the Rate Covenant for such Fiscal Year, the Authority would be obligated to is required to promptly employ a
Consulting Engineer to make recommendations as to a revision of rates, fees and charges or the methods of operation
of the System, and to revise such rates, fees and charges or methods of operation and to take such other actions as
will be in conformity with such recommendations, subject tc applicable requirements or restrictions imposed by law
and subject to a good faith determination of the Board that such recommendations, in whole or in part, are in the best
interests of the Authority, the Owners and each Credit Provider, if any. The ability of the Authority to increase rates
is subject to lmitation, including review and approval by the PUC. Rates for water and wastewater services are
regulated by the PUC. The 2014-18 Rate Plan approved by the PUC includes scheduled rate increases intended to
provide sufficient Revenue to operate and maintain the System efficiently, to finance capital improvements necessary
to comply with regulatory requirements, to meet the Authority’s financial obligations and to satisfy the Debt Service
Coverage Requirement and the PUC DSCR. The scheduled rate increases included in the 2014-18 Rate Plan are
subject to annual review and approval by the PUC prior to implementation. Although the PUC has historically
approved rate adjustments requested by the Authority, no assurance can be given that the PUC will approve such rate
adjustments at the times and in the amounts contemplated in the 2014-18 Rate Plan or approve any other rate
adjnstments requested by the Authority.

See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS—Rate Covenant,”
SREGULATORY ENVIRONMENT—Regulation of Ratemaking” and “THE SYSTEM-—Debt Service Coverage.”

Self~Insurance

The Authority has historically had a policy of self-insuring potential risks relative to its property, plant and
equipment, as well as for general liabilities claims. The Authority, with the assistance of a consultant, has assessed
jts insurance needs (for liability, property and vehicle) and has obtained such insurance through a competitive bidding
process,

Government Regulation
The federal and local governments significantly regulate the operations of the Authority. Regulations and
conditions affecting the acquisition, development, ownership and operation of the System could increase the
operating expenses of the System or could otherwise have a material adverse effect on the operations and financial
“ condition of the Anthority. T o ' SR '
Implementation of Capital Improvement Program
The Authority’s CIP for the 2013-2018 Fiscal-Year period is estimated to total approximately $457.5 million.

Annual expendifures under the CIP will be significantly greater than the Authority’s historical experience.
Successful and timely implementation of the CIP will require careful planning and coordination as well as hiring
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additional experienced construction management and workers, and other staff and consultants, including off-island
personnel and vendors. The Authority intends to enter into contracts with qualified construction management firms
te manage most of the CIP projects being funded with the proceeds of the 2013 Bonds.

The estimated costs of, and the projected schedules for, the CIP projects described under “FUTURE
SYSTEM CAPITAL REQUIREMENTS” and included in the financial analysis in the Consulting Engineer’s Report
are subject to 2 number of uncertainties, The ability of the Authority to complete the CIP projects may be adversely
affected by various factors including: (i) estimating errors, (ii) design and engincering errors, (iii) changes to the
scope of the projects, (iv) delays in contract awards, (v) material and/or labor shortages, (vi} unforeseen site
conditions, (vii) adverse weather conditions, earthquakes or other casualty events, (viii} contractor defaults, (ix) fabor
disputes, (x)} unanticipated levels of inflation and (xi} environmental issues. No assurance can be made that the CIP
projects will not cost more than the current budget for these projects. Any schedule delays or cost increases could
result in the need to issue Additional Bonds.

Funding for the CIP is expected from various sources, including proceeds of Additional Bonds, USEPA
State Revolving Fund grants, SDC revenue, Revenues and other grants. In the event one or more of these funding
sources is not available to the Authority in the amount or on the schedule described above under “FUTURE
SYSTEM CAPITAL REQUIREMENTS,” the implementation of some of the CIP projects may be delayed.

NPDES Permits

The recently issued NPDES permits for the Northern District WWTP and the Hagitfia WWTP include
secondary treatment requirements; however, neither wastewater treatment plant is equipped to provide secondary
treatment. The Authority estimates that the design and construction necessary to satisfy the secondary treatment
requirements will take approximately five years for each plant and estimates the cost of upgrading both treatment
plants to satisfy the secondary trcatment requirements to be approximately $279 million. The Authority and the
USEPA. are currently negotiating secondary treatment compliance schedules for the Northern District WWTP and the
Hagatila WWTP. The Authority has requested schedules that will delay secondary treatment implementation until
after the provisions and capital requirements of the 2011 Court Order are satisfied. Although other agencies have
successfully negotiated extended compliance schedules for implementing secondary treatment, no assurance can be
given that the Authority will be able to successfully negotiate an extended schedule. See “REGULATORY
ENVIRONMENT—Environmental Regulation.”

Potential GWUDI Designation

Although the Authority and the USGS, the USEPA and other regulatory and scientific entities agree that
groundwater from the Northern District aquifer should not be designated as GWUDI, the GEPA believes that some of
the wells should be classified as GWUDI. No assurance can be given that the aquifer will not be designated as
GWUDI As there has been no GWUDI designation, the current CIP does not include any related projects. If the
entire aquifer were designated as GWUDY, the Authority estitnates the costs to implement additional treatment
measures o be approximately $200 to $300 million. See “REGULATORY ENVIRONMENT—Environmental
Regulation.”

LITIGATION
No Litigation Relating to the 2013 Bonds
There is no litigation or proceeding pending or, to the knowledge of the Authority, threatened and having
merit (either in Guam, state or Federal courts) seeking to restrain or enjoin the execution, issuance, sale or delivery of*
the 2013 Bonds or the collection, pledge or payment of Revenues by the Authority under the Indenture, or in any way

contesting or affecting the legal existence of the Authority or the titles of certain relevant officials of the Authority to
their offices or the validity or enforceability of the 2013 Bonds or the Indenture,
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Other Litigation Relating to the Authority and the System

There are no pending claims or actions against the Authority arising from the operation and maintenance of
the System that, if determinations or settlements were made adverse to the Authority, would have, in the opinion of
the Authority’s counsel, a material adverse affect on the Authority’s financial position.

TAX MATTERS

In the opinion of Orrick, Herrington & Suteliffe LLP, Bend Counsel to the Authority (“Bond Counsel™),
based upon an analysis of existing laws, regulations, rulings, and court decisions and assuming, among other matters,
the acenracy of certain representations and compliance with certain covenants, interest on the 2013 Bonds is excluded
from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of 1986 (the
“Code™). In the further opinion of Bond Counsel, interest on the 2013 Bonds is not a specific preference item for
purpeses of the federal individual and corporate alternative minimum taxes, although Bond Counsel observes that
such interest is inclnded in adjusted current earnings when caloulating corporate alternative minimum taxable income.
Bond Counsel is also of the opinion that, under 48 U.S.C. Section 1423a, interest on the 2013 Bonds is exempt from
taxation by the government of Guam, or by any State or Territory or any political subdivision thereof, or by the
District of Columbia. A complete copy of the proposed form of Bond Counsel opinion is set forth in APPENDIX E
hereto.

To the extent the issue price of any maturity of the 2013 Bonds is less than the amount to be paid at maturity
of such 2013 Bonds (excluding amounts stated to be interest and payable at least annually over the term of such 2013
Bonds), the difference constitutes “originat issue discount,” the accrual of which, to the extent properly allocable to
each Beneficial Owner thereof, is treated as interest on the 2013 Bonds which is excluded from gross income for
federal income tax purposes and is exempt from income taxation by any state, terrifory or possession of the United
States or any political subdivision of any of them, For this purpose, the issue price of a particular maturity of the
2013 Bonds is the first price at which a substantial amount of such maturity of the 2013 Bonds is sold to the public
{excluding bond houses, brokers, or similar persons or organizations acting in the capacity of underwriters, placement
agents or wholesalers). The original issue discount with respect to any maturity of the 2013 Bonds accrues daily over
the term to maturity of such 2013 Bonds on the basis of a constant interest rate compounded semiannually (with
straight-line interpolations between compounding dates), The accruing original issue discount is added to the
adjusted basis of such 2013 Bonds to determine taxable gain or loss upon disposition (including sale, redemption, or
payment on maturity of such 2013 Bonds. Beneficial Owners of the 2013 Bonds should consult their own tax
advisors with respect to the tax consequences of ownership of 2013 Bonds with original issue discount, including the
treatment of Beneficial Owners who do not purchase such 2013 Bonds in the original offering to the public at the first
price at which a substantial amount of such 2013 Bonds is sold to the public.

2013 Bonds purchased, whether at original issuance or otherwise, for an amount higher than their principal
amount payable at maturity (or, in some cases, at their earlier call date) (“Premium Bonds™) will be treated as having
amortizable bond premium. No deduction is allowable for the amortizable bond premium in the case of bonds, like
the Premium Bonds, the interest on which is excluded from gross income for federal income tax purposes. However,
the amount of tax-exempt interest received, and a Beneficial Owner’s basis in a Premium Bond, will be reduced by
the amount of amortizable bond premium properly allocable to such Beneficial Owner. Beneficial Owners of
Premium Bonds should consult their own tax advisors with respect to the proper treatment of amortizable bond
premium in their particular circumstances.

The Code imposes various restrictions, conditions and requirements relating to the exclusion from gross

income for federal income tax purposes of interest on obligations such as the 2013 Bonds. The Authority has made
. —certain representations and covenanted to comply with certain restrictions; conditions-and requirements-designed to————————

ensure that interest on the 2013 Bonds will not be included in federal gross income. Inaccuracy of these
representations or failure to comply with these covenants may result in interest on the 2013 Bonds being included in
gross income for federal income tax purposes, possibly frem the date of original issuance of the 2013 Bonds. The
opinion of Bond Coursel assumes the accuracy of these representations and corpliance with these covenants. Bond
Counsel has not undertaken to determine (or to inform any person} whether any actions taken (or not taken), or events
occurring (or not occurring), or any other matters coming to Bond Counsel’s attention after the date of issuance of the
2013 Bonds may adversely affect the value of, or the tax status of interest on, the 2013 Bonds. Accordingly, the
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opinicn of Bond Counsel is not intended to, and may not, be relied upon in connection with any such actions, events
or matters.

Although Bond Counsel is of the opinion that interest on the 2013 Bonds is excluded from gross income for
federal income tax purposes and is exempt from income taxation by any state, territory or possession of the United
States or any political subdivision of any of them, the ownership or disposition of, or the accrual or receipt of interest
on, the 2013 Bonds may otherwise affect a Beneficial Owner’s federal, state or local tax liability. The nature and
extent of these other tax consequences depend upon the particular tax status of the Beneficial Owner or the Beneficial
Owner’s other items of income or deduction. Bond Counsel expresses no opinion regarding any such other tax
COnSequences.

Current and future legislative proposals, if enacted into law, clarification of the Code or court decisions may
cause interest on the 2013 Bonds to be subject, directly or indirectly, in whele or in part, to federal income taxation or
to be subject to or exempted from state income taxation, or otherwise prevent Beneficial Owners from realizing the
full current benefit of the tax status of such interest. As one example, the Obama Administration's proposed 2014
budget includes a legislative proposal which, for tax years beginning afier December 31, 2013, would limit the
exclusion from gross income of interest on obligations like the 2013 Bonds to some extent for taxpayers who are
individuals and whose income is subject to higher marginal income tax rates. The introduction or enactment of any
such legislative proposals or clarification of the Code or conrt decisions may also affect, perhaps significantly, the
market price for, or marketability of, the 2013 Bonds. Prospective purchasers of the 2013 Bonds shouid consult their
own tax advisors regarding the pofential impact of any pending or proposed federal or state tax legislation,
regulations or litigation, as to which Bond Counsel is expected to express no opinion,

The opinion of Bond Counsel is based on current legal authority, covers certain matters not directly
addressed by such authorities, and represents Bond Counsel’s judgment as to the proper treatment of the 2013 Bonds
for federal income tax purposes. It is not binding on the Internal Revenue Service (“IRS™) or the courts, Furthermore,
Bond Counsel cannot give and has not given any opinion or assurance about the future activities of the Authority, or
about the effect of future changes in the Code, the applicable regulations, the interpretation thereof or the
enforcement thereof by the IRS. The Authority has covenanted, however, to comply with the requirements of the
Code,

Bond Counsel’s engagement with respect to the 2013 Bonds ends with the issvance of the 2013 Bonds, and,
unless separately engaged, Bond Counse] is not obligated to defend the Authority or the Beneficial Owners regarding
the tax-exempt status of the 2013 Bonds in the event of an audit examination by the IRS. Under current procedures,
parties other than the Authority and its appointed counsel, including the Beneficial Owners, would have little, if any,
right to participate in the audit examination process. Moreover, because achieving judicial review in connection with
an audit examination of tax-exempt bonds is difficult, obtaining an independent review of TRS positions with which
the Authority legitimately disagrees may not be practicable. Any action of the IRS, including but not limited to
selection of the 2013 Bonds for audit, or the course or result of such audit, or an andit of bonds presenting similar tax
issues may affect the market price for, or the marketability of, the 2013 Bonds, and may canse the Authority or the
Beneficial Owners to incur significant expense.

UNDERWRITING

The 2013 Bonds are to be purchased from the Authority by Citigroup Global Markets Inc. and Barclays
Capital Inc. (collectively, the “Underwriters™) pursuant to the terms of a Bond Purchase Agreement (the “Bond
Purchase Agreement™) between the Underwriters and the Authority. The purchase price of the 2013 Bonds is
$ representing the aggrepate principal amount of the 2013 Bonds (§ ), plus original issue premium of

$ —less-original-issue-discount-of-$—————and-less Underwriters™ discount-of-§ —————The Bond——-—-———
Purchase Agreement provides that the Underwriters will purchase all of the 2013 Bonds if any are purchased and that

the obligation to make such purchase is subject to certain terms and conditions set forth in the Bond Purchase

Agreement, including the approval by counsel of certain legal matters.

The Underwriters reserve the right to join with dealers and other Underwriters in offering the 2013 Bonds to

the public. The Underwriters intend to offer the 2013 Bonds for sale at the prices or yields set forth on the inside
cover page hereof. Such initial public offering prices or yields may be changed from time to time by the
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Underwriters without prior notice. The Underwriters may offer and sell the 2013 Bonds to certain dealers, unit
investment trusts or money market funds at prices lower than or at yields higher than the public offering prices or
yields stated on the inside front cover page,

The Underwriters and their respective affiliates are full service financial institutions engaged in various
activities, which may include securities trading, commercial and investment banking, financial advisory, investment
management, principal investment, hedging, financing and brokerage activities. Certain of the Underwriters and their
respective affiliates have, from time to time, performed, and may in the future perform, various investment banking
services for the Authority, for which they received or will receive customary fees and expenses.

In the ordinary course of their various business activities, the Underwriters and their respective affiliates
may make or hold a broad array of investments and actively trade debt and equity securities {or related derivative
securities) and financial instruments (which may include bank loans and/or credit defaunlt swaps) for their own
account and for the accounts of their customers and may at any time hold long and short positions in such securities
and instruments. Such investment and securjties activities may involve securities and instruments of the Authority.

CONSULTING ENGINEER’S REPORT

The Report included herein as APPENDIX A has been prepared by Brown and Caldwell. The Report is
included in reliance vpon the professional opinion of Brown and Caldwell with respeet to the matters stated in the
Consulting Engineer’s Report. The Report should be read in its entirety for a complete understanding of the
assumptions and raticnale for the projections,

FINANCIAL STATEMENTS

The financial statements of the Authority for the Fiscal Years ended September 30, 2011 and 2¢G12 have
been andited by Deloitte & Touche LLP, independent auditors, as stated in their report appearing in APPENDIX C
hereto. Reference should be made to the audited financial statements included in APPENDIX C for a complete
understanding of the information provided therein. Generally, the audited financial statements for a given fiscal year
are not available until approximately six months after the close of the fiscal year.

CERTAIN LEGAL MATTERS

The validity of the 2013 Bonds and certain other legal matters are subject to the approving opinion of Bond
Counsel. The form of opinion Bond Counsel proposes to render with respect to the 2013 Bonds is attached as
APPENDIX E hereto. Bond Counsel undertakes no responsibility for the accuracy, completeness or faimess of this
Official Statement. Certain legal matters will be passed upon for the Underwriters by Hawkins, Delafield & Wood
LLP, Portland, Oregon, their counsel,

AVAILABLE INFORMATION
During the initial offering period for the 2013 Bonds, copies of the Authority’s audited financial statements
are available from the Authority, 578 N. Marine Corps Prive, Tamuning, Guam 96913, and copies of the Indentare
may be obigined, upon written request, from the Underwriters.

RATINGS

Moody's Investors Service, Inc. (“Moody’s®), Standard & Poor’s Ratings Services, a divination of The

" MacGraw-Hill Companies, Tne. (“S&P"), and Fitch Ratings (“Fitch”) have assigried their ratings of “Bal;” “A~"and

“BB”, respectively, to the 2013 Bonds. The ratings reflect only the view of the rating agencies assigning such ratings
at the time such ratings are given, and the Authority makes no representations as to the appropriateness of such
ratings. Any explanation of the significance of such ratings may only be obtained from the rating agency furnishing
the same. Certain information and materials not included in this Official Statement were furnished to the rating
agencies concerning the 2013 Bonds. Generally, rating agencies base their ratings on such information and materials
and on investigation, studies and assumptions by the rating agencies. There is no assurance that the ratings
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mentioned above will remain for any given period of time or that any or all of them might not be lowered or
withdrawn entirely by any rating agency if in the judgment of any or all rating agencies, circumstances so warrant.
Any such downward change in or withdrawal of such ratings might have an adverse effect on the market price for and
marketability of the 2013 Bonds.

CONTINUING DISCLOSURE

The Authority will covenant for the benefit of the Bondholders to provide certain financial information and
operating data relating to the Authority by not later than 270 days after the end of the Fiscal Year (currently
September 30) to which such information pertains, cornmencing with the Fiscal Year ending September 30, 2013 {the
“Annual Report™) and to provide notices of the occurrence of certain enumerated events, The Annual Report and
notices of enumerated events will be filed with the Municipal Securities Rulemaking Board, through jts EMMA
system. The specific nature of the information io be contained in the Annual Report or the notices of certain
enumetated events is described in APPENDIX F — “PROPOSED FORM OF 2013 CONTINUING DISCLOSURE
AGREEMENT? attached hereto. These covenants will be made in order to assist the Underwriters in complying with
Rule 15¢2-12.

In order to provide certain continuing disclosure with respect to the 2013 Bonds in accordance with Rule
15c2-12, the Authority has entered into a Master Continuing Disclosure Agreement, as supplemented, including as
suppiemented by the Supplemental Continuing Disclosure Agreement relating to the 2013 Bonds {collectively, the
“3013 Continuing Disclosure Agreement™), with Digital Assurance Certification, L.L.C. (“DAC") for the benefit of
the Holders of the 2013 Bonds under which the Authority has designated DAC as Disclosure Dissemination Agent.
The Disclosure Dissemination Agent has only the duties specifically set forth in the 2013 Continuing Disclosure
Agreement. The Disclosure Dissemination Agent’s abligation to deliver the information at the times and with the
contents described in the 2013 Continuing Disclosure Agreement is limited to the extent the Authority has provided
such information to the Disclosure Dissemination Agent as required by the 2013 Continuing Disclosure Agreement.
The Disclosure Dissemination Agent has no duty with respect to the content of any disclosures or notice made
pursuant to the terms of the 2013 Continuing Disclosure Agreement. The Disclosure Dissemination Agent has no
duty or obligation to review or verify any information in the annval report, audited financial statements, notice of
notice event or voluntary report, or any other information, disclosures or notices provided to it by the Authority and
shall not be deemed to be acting in any fiduciary capacity for the Authority, the Bendholders or any other party. The
Disclosure Dissemination Agent has no responsibility for the Authority’s failure to report to the Disclosure
Dissemination Agent a notice event or a duty to determine the materjality thereof. The Disclosure Dissemination
Agent shall have no duty to determine or liability for failing to determine whether the Authority has complied with
the 2013 Continuing Disclosure Agreement. The Disclosure Dissemination Agent may conclusively rely wpon
certifications of the Authority at all times.

The Authority has previously entered into continuing disclosure agreements in connection with the 2005
Bonds and the 2010 Bonds (the “Prior Continuing Disclosure Agrecments”) that require filing of a report (the
“Annual Report”) containing both the Authority’s audited financial statements and certain financial and operating
information, to the extent not contained in the audited financial statements. The Annual Report is due within 270
days of the end of the Authority’s fiscal year. The Anmual Reports for Fiscal Years 2008 and 2009 consisted only of
the Authority’s audited financial statements, and not all of the requisite financial and operating information was
found in the audited financial statements for those fiscal years. The Authority filed with EMMA supplemental
Annual Reports for Fiscal Years 2008 and 2009 to bring the Authority current on its continuing disclosure obligations
through Fiscal Year 2009. The Authority notes that its Annual Reports for Fiscal Years 2010 and 2011 were made
within nine months after fiscal year end rather than within 270 days as required by the Prior Continning Disclosure
Agreements. Other than as described in this paragraph, the Authority has complied in all material respects with its

————--previous continuing disclosure undertakings-within-the past-five years.— -
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MISCELLANEOUS
The attached Appendices are integral parts of this Official Statement and should be read in their entirety.
The Authority has reviewed the information contained herein and has approved all such information for use in this
Official Statement.
The execution and delivery of this Official Stalement has been duly authorized by the Authority.

GUAM WATERWORKS AUTHORITY

By:

Martin Roush
General Manager

CONSOLIDATED COMMISSION ON
UTILITIES

By:

Simon A, Sanchez I
Chairman
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APPENDIX G
DTC AND ITS BOOK-ENTRY ONLY SYSTEM

The Depository Trust Company (“DTC™), New York, NY, will act as securities depository for the 2013
Bonds. The 2013 Bonds will be issued as fully registered securities registered in the name of Cede & Co. (DTC’s
partnership nominee) or such other name as may be requested by an authorized representative of DTC. One fully-
registered 2013 Bond certificate will be issued for each maturity of each series of the 2013 Bonds in the aggregate
principal amount of such maturity, and will be deposited with DTC.

DTC, the world's largest securities depository, is a limited-purpose trust company organized under the New
Yark 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.8. 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 compnterized 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 The
Depository Trust & Clearing Corporation (“DTCC”). DTCC is a holding company for DTC, National Securities
Clearing Corporation and Fixed Income Clearing Corporation, all of which are registered clearing agencies. DTCC
is owned and operated by the users of its regulated subsdiarics. Access to the DTC system is also available to others
such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing corporations that
clear through or maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect
Participants”). DTC has a Standard & Poor’s rating of AA+. The DTC Rules applicable to its Direct and Indirect
Participants are on file with the Securities and Exchange Commission. More information about DTC can be found
at www.dtcc.com.

Purchases of 2013 Bonds under the DTC system must be made by or through Direct Participants, which
will receive a credit for the 2013 Bonds on DTC’s records. The ownership interest of each actual purchaser of each
2013 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 2013 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 2013 Bonds, except in the event that use of the book-entry
system for the 2013 Bonds is discontinned.

To facilitate subsequent transfers, all 2013 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 2013 Bonds with DTC and their registration in the name of Cede & Co. or
such other nominee does not effect any change in beneficial ownership. DTC has no knowledge of the actual
Beneficial Owners of the 2013 Bonds; DTC’s records reflect only the identity of the Direct Participants to whose
accounts such 2013 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 2013 Bonds may wish to take certain steps to augment fransmission to them of notices of
significant events with respect to the 2013 Bonds, such as redemptions, tenders, defaults, and proposed amendments
to the 2013 Bond documents. Beneficial Owners of 2013 Bonds may wish to ascertain that the nominee holding the
2013 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 the
notices be provided directly to them,

Redemption notices shall be sent to DTC. If less than all of the 2013 Bonds within a series and maturity
are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in
such series and maturity to be redeemed.

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with respect to the 2013
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 Authority 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 2013
Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Payment of principal of, Redemption Price of and interest on the 2013 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
Direet 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, the Authority or the Trustee, subject to any statutory or regulatory
requirements as may be in effect from time to time. Payment of principal of, Redemption Price or interest on the
2013 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 shall be the
responsibility of DTC, and disbursement of such, payments to the Beneficial Owners shall be the responsibility of
Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the 2013 Bonds at any
time by giving reasonable notice to the Authority. Under such circumstances, in the event that a successor securities
depository is not obtained, 2013 Bond certificates are required to be printed and delivered. The Authority may
decide to discontinue use of the system of book-entry transfers through DTC (or a successor securities depository).
In that event, 2013 Bond certificates will be printed and delivered.

The information in this section concerning DTC and DTC’s book-entry system has been obtained from
gources that the Authority believes te be reliable, but the Authority takes no respensibility for the accuracy thercof.

The preceding information in this APPENDLX G was provided by DTC for inclusion herein, and has not
been independently verified by the Authority or the Underwriters. No representation is made by the Authority as to
the completeness or the accuracy of such information or as to the absence of material adverse changes in such
information subsequent to the date heregf.

The Authority cannot and does not give any assurances that DTC will distribute to the Participants, or that
the Participants or others will distribute to the Beneficial Owners, payments of debt service on the 2013 Bonds paid
or any redemption or other notices or that they will do so on a timely basis or will serve and act in the manner
described in this Official Statement. The Authority is not responsible or liable for the failure of DTC or any Direct
Participant or Indirect Participant to make any payments or give any notice to 2 Beneficial Owner with respect to the
2013 Bonds or any error or delay relating thereto.

Neither the Authority nor the Trustee shall have any responsibility or obligation to any DTC Participant,

-any beneficial-owner or-other persons-claiming-a-beneficial- ownership-interest-in-the-2013-Bonds-under or-through

DTC or any DTC Participant, with respect to (i) the accuracy of any records maintained by DTC or any DTC
Participant with respect to the beneficial ownership interest in the 2013 Bonds; (ii) the payment by DTC or any DTC
Participant of any amount in respeet of the principal of and premium, if any, or interest on the 2013 Bonds to any
beneficial owner or other person for the 2013 Bonds; or (iii) the delivery to any beneficial owner of the 2013 Bonds,
or any other person of any notice which is permitted or required to be given to owners under the Indenture. Neither
the Authority nor the Trustee shall have any responsibility with respect to obtaining consents from anyone other than
the registered owners.
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1  Exeeutive Summary

1.1  Introduction

Lummus Consultants International Inc. was commissioned by the Guam Public Utilities Commission to
review and report on the benefits and risks to customers associated with the proposed FY 2013 petition
of the Guam Waterworks Authority (GWA} to approve the issuance of $195m in water and wastewater
revenue bonds and to approve the associated dacuments.

The purpose of the report is to document the investigation by Lummus Consultants of the petition by
GWA and to preseni the findings and recommendations made to the Guam PUC. The report is
organized as follows:

Executive Summary
Overview of GWA Proposal
Ratepayer Impacts

Other Considerations

Findings and Recommendations

1.2  Documents Reviewed
As part of our review and assessment Lummus consultants reviewed each of the following documents

»  GWA's petition to the GPUC (Docket No. 14-01) seeking approval to Issue a maximum of
5195,000,000 in Revenue Bonds (first in a series of 3 bond issues included in its 5 year Financial

Plan).

=  Consolidated Commission on Utilities {CCU) Resolution No. 14-01 approving GWA's issuance of
the FY2013 Bonds.

«  Guam Public Utility Commission’s approval of GWA's 5 year Financial and Rate Plan {Rate
Decision in GWA Docket 13-0, dated October 28, 2013) and ail related documents that were part
of that case.

= The Preliminary Official Statement dated November 6, 2013.

»  The Consulting Engineer's Report dated November 6, 2013.

= The Bond Purchase Agreement dated October 15, 2013,

* The Supplemental ndenture dated September 19, 2013.

= Consolidated Commission on Utilities {CCU) Resolution No. 17-Fy2013 approving GWA's

. ljbﬂatéd éa‘pit:va‘lr Iimprav);e;lﬁenf Plnar1 -ft;r.thé Pt‘lrup.osésl 61’ Plaﬁﬁing and .E-x'eﬁ‘cutiné P-rojec.:ts i.n ;ché
near term.

» Independent Auditors Report - Audited Financial Statements of GWA FY2011 and FY2012 by
Defoitte, dated May 30, 2013,

»  (Certain Demographic and Economic Information Regarding Territory of Guam.




*  Proposed Form of Opinion of Bond Counsel,

®  Guam Leglslature's Bill No, 181-32 (COR) » An Act to Amend Section 2 of Public Law 30-145,
which amended Section 4 of Public law.28-71, Relative to approving the Terms and Conditions of
the Issuance of GWA Revenue Bonds, to Increase the Amount of Bonds the GWA is Authorized
to Issue, and io Approve the Terms and Conditions of GWA Revenue Bonds to Refinance Certain
GWA Revenue Bonds.

*  Guam Economic Development Authority Resolution No. 13-057 - Resolution Approving the
Issuance and Sale of GWA Revenue Bonds and approving and Authorizing the Execution of
Related Documents, Agreements and Actions.

1.3 KeyFindings

The Commission should require GWA to provide updates on all significant factors that could materially
impact their decision to approve or not approve the issuance of the FY 2013 Bonds {this includes such
factors as the ratings assigned to the FY 2013 Bonds, financial market conditions and specifically the
expected interest rate on the Bonds (not to exceed 7.5%), significant changes to the OS from the POS,
any significant changes In GWA's financial condition or the condition/operability of it facilities, ate.).

*  Table 2 Debt Service Schedule - The POS only lists the principal payments associated with
FY2013 Bonds. The POS should show both interest and principal payments annually. The
Commission should have GWA's best estimate of the complete D5 scheduie and how it effects
the finances of the 5 year plan before it rules on GWA's petition for approval.

= Additionally, the principal payments now on this table indicate that a large percentage of these
paymenis occur late in the 30 year amortization period, which would indicate relatively high
interest payments over the life of the bonds. The rationale behind this and why alternative
payback schedules with significantly lower total interest payments were not selected.

Unless there is updated information provided just prior to the Commission's declsion in this matter that
would have a significant negative impact on GWA or its customers that was not known to us as of the
date of this repori, we recommend that the Commission approve Issuance of these Bonds.

If the Commission approves these Bonds, it shouid require verification from GWA that the proceeds of
the bonds are used for the specific improvements for which they are needed and for which they were
designated ta be applied to.




2 Overview of GWA's Proposal

2.1  General Description of Bonds

The 2013 Bonds will be dated their date of delivery and will bear interest at the rates per annum and
mature, subject to prior redemption, on the dates and in the principal amounts set forth on the inside
cover page of the Official Statement. Interest on the 2013 Bonds will be payable on January 1 and July 1
of each year, commencing July 1, 2014, interest will accrue on the 2013 Bonds on the basis of a 360-day
year of twelve 30-day months. The 2013 Bonds will be issued in denominations of $5,000 and integral
multiples thereof. The 2013 Bonds will be registered in the name of Cede & Co., as registered owner
and nominee of The Depository Trust Company, New York, New York ("DTC”), DTC will act as securities
depository for the 2013 Bonds. Individual purchases may be made only in book-entry form, and
purchasers will not receive certificates representing their interest in the 2013 Bonds purchased.

2.2 Purposes of the 2013 Bonds

The Authority is issuing the 2013 Bonds (1} to fund capital improvements to the System; (2} to provide
for capitalized interest on the 2013 Bonds through September 30, 2015; (3) to fund a deposit to the
Bond Reserve Fund; and (4] to pay costs of issuing the 2013 Bonds.

The Authority has developed its six-year Capital Improvement Program to assist the Authority in
meeting its goals of providing more efficient and reliable service to its customers and operating as a self-
supporting utility while meeting regulatory requirements, including those specified in the 2011 Court

The capital cost of implementing the entire CIP for Fiscal Years 2013-2018 has been estimated at-
approximately $457.5 million. The Authority expects to finance the CIP from, among other sources,
proceeds of the 2013 Bonds. The Authority expects to fund the rest of the Capital Improvement Program
with two series of Additional Bonds to be issued in 2015 and 2017 and expected to provide CIP funding
in the amounts of approximately $128 million and 572 million, respectively, and from the Authority's

- pperating revenues, USEPA State Revolving Fund grants, System Development Charge revenues and
other grants.

The portion of the Capital Improvement Program to be funded with proceeds of the 2013 Bonds is set
forth below:

Water Production, Treatment, Distribution and Storage 595,130

Wastewater Collectlon and Treatment 33,300
Electrical, Including Monltoring and Control 5,395
General Plant and Miscellanzous _ 5,500

- Total- $139.395

2.3  Financial Projections

An integral part of GWA's 5 year Financial Plan was the development of a financlal and rate model that
would aid in making projections of all system costs and revenues along with cash flow analysis including
debt service payments, debt service coverage ratios and needed rate Increases to maintzin self-




sufficiency. The main output of that model is a summary table on a spread sheet labeled "Schedule A"
This Schedule surnmarizes all of the financial factors listed above along with many others that together
give a detailed picture of the system's financial condition over the next 5 years. The latest version of
that schedule which was used as the basls for GWA's approved 5 year plan. This Schedule is repeated
here on the next page for ease of reference and to show how the FY2013 Bonds are factored into those

projections.
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Schedule A GWA Stipulation {continued)
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The Approved Stipulation in GWA's Five Year Rate Plan recognized the heed to issue additional revenue
bonds and considered the potential impact on revenue requirements, debt service coverage ratio, and
coverage of debt service.

24 GWA's 5 Year Financial Plan
In its petition to the GPUC GWA submitted a five year plan that addressed significant improvements in

infrastructure_and-water_quality._The_primary_reason_for_the_rate_increases_presented_by GWA is_that

they are necessary to pay debt service on the issuance of approximately $450M in bonds required to

enable GWA to comply with the November 2010 Order of the United States District Court in Civil Case

No. 02-00035 ("Order”) by upgrading and refurbishing GWA's existing water and wastewater
infrastructure as required under the Clean Water Act and the Safe Drinking Water Act. The FY2013
Bonds are the first in a series of three bond issues included in GWA's 5 year financial plan.




The GWA requested an overall increase of 57% aver the period from 2014 to 2018, which on a
compounded-basis equates to a total increase of 71%. The annual increases are summarized below:

FY 2014 15.0%
FY 2015 14.5%
FY 2016 16.5%
Fy 2017  7.0%
FY 2018  4.0%

Although the Stipulation Agreement provides for these recommended increases in each of the next five
years, GWA and Lummus Consultants explicitly recognize that true-ups will occur in each subsequent
year and adjustments will be made as needed and appropriate.

Lummus Consultants team addressed its review of the GWA rate increase as supporting approaches that
would reduce losses, Increase revenues through alignment with costs for unbundled services, and
improve operating efficiency. The five year rate plan is intended to improve the financial position of
GWA and the plan recognizes that this improvement will result in lower interest costs. Improved
financial position is anticipated to result in the need for a lower reserve in the working capital and cash
reserve funds - reducing needed rate increases.

2.5 Compliance with Legislative, GPUC, and GEDA Requirements

2.5.1 Guam Legislature [

The Guam legislature approved the issuance of the FY2014 Bonds in Bill Number 181-32 (COR), subject
to the following conditicns:

Section 4. Approval of Guam Waterworks Authority Revenue Bonds.

{a) The Guam Legislature, / Liheslaturan Gudhan, pursuant to §50103 of Title 12 of the Guam Code
Annotated, hereby approves the issuance and sale by the Authority of revenue bonds pursuant to
Article 2, Chapter 14, Title 12, Guam Code Annotated (the “Act”} in one or more series or issues;
provided that the issuance, terms and conditions of the bonds shafl have been approved by the Guam
Public Utilities Commission, and further provided that such bonds shall have a principal amount not to
exceed Six Hundred Seventy Million Doliars ($670,000,000), shall have a final maturity not later than
2055, shall bear interest at such rate or rates and shall be sold for such price or prices as shafl result in
a net yield to the bondholders not exceeding seven and one-half percent {7.5%) per annum, shall be
issued and sold in the manner, for the purposes and subject to the requirements and limitations
provided in Articie 2, Chapter 14, Title 12, Guam Code Annctated, and shall he issued pursuant to an
Indenture in substantially the form as attached to this Act as Exhibft A. In order to be able to take
advantage of a federally subsidized hond program, net yield to the bondholders shall be ¢alculated by
subtracting any interest subsidy amounts to be received from the United States in connection with such
bonds-from-the-amount-of-interest-to-be-paid-to-bondholders.”

Additionally, as part of the same Biil the Legislature finally finds that a 2010 rider, inserted during
legisiative session, required GWA ratepayers to pay back 20 Million Dollars 1o the General Fund for a
loan that was fully paid off in December 2010, causing an unnecessary burden on ratepavers,
Notwithstanding, the provision still remains in Guam law and needs to be repealed to make it clear that




this is no longer a requirement to be placed upon GWA’s ratepayers. Thus, the Legisiature finds that
adding another 20 Million Dollars rate increase onto GWA ratepayers Is not in the public interest.

2.5.2 Guam Economic Development Authority

The Guam Econemic Development Authority (GEDA) approved the issuance of the FY2014 Bonds in
Resolution Number 13-057. The controlling paragraph of that resolution reads as follows:

Section 1. The issuance and sale of the 2013 Bonds in an aggregate amount not to exceed (a)
$195,000,000 for the purpose of financing the Projects, plus (b} with respect to any redemption or
retirement of Prior Bonds, an aggregate principal amount sufficient to provide funds for such
redemption or retirement of all or a portion of such Prior Bonds, plus related costs of issuance ang of
such redemption or retirement, are hereby approved in accordance with Section 50103(k), subject to
the approval by the Legislature of the terms and conditions of the 2013 Bonds as described above, and
subject to the approval by the Guam Public Utllities Commission pursuant to Title 12 of the Guam Code
Annotated of the issuance of the 2013 Bonds."

This resolution was signed and dated October 24, 2013,

2.5.3 Guam Public Utilities Commission

The Guam Public Utilities Commission [GPUC) has general oversight and regulatory contrel over most
actions of GWA including rate setting authority and final approval authority of GWA's Bond issues.
Before it will consider approval of a proposed bond issue, GWA must seek and obtain approval of the
Guam Legislature and the GEDA. Additionally, GWA must demonstrate that the bonds are needed to
continue providing safe and reliable service to its customers -and that the certain financial criteria are
satisfied. As indicated above the other required approvals have been obtained by GWA. Additionally,
because the Commission has approved GWA's five year financial and rate plan, they have in general
accepted the need for this bond issue and financlal implications associated with the FY2013 Bonds.
However, specific details of this bond issue and updated information must be considered just before the
closing date to insure that conditions have not changed significantly, and to add any conditions or
limitations that the GPUC decides are necessary. One financial reguirement that the Commission has
placed on all bonds issued by the GWA relates to this utility's ability to make debt service payments.
This condition requires GWA to maintain a 1.75 Debt Service Coverage Ratio of at least 1.75 times. This
is a falrly high ratio given that the Bond Indenture requirement is significantly lower at 1.25 times debt
service. As part of its 5 vear plan GWA estimates what its DSCR will be in each of the 5 years of the plan.
These projections are summarized below,

FyY 2014 1.75
FY 2015 1.75
FY 2016 175
FY 2017 193

FY2018 177

10




3 Ratepayer lmpacts

3.1 Rate Revenue Requirements

In order to produce total revenues to pay for all costs that the Authority is expected to incur in FY 2014
intluding debt service associated with the FY2013 Bonds, total rate revenues (from water and
wastewater charges) will need to be increased to $80.6 million from about $70.1 miilien in FY2013.
Assuming all expense and revenue estimates contained in GWA's approved Financial Plan are realized,
total rate revenues in the four succeeding years will need to increase to the following levels:

» FY2015  $92.2 million

» FY2016 $105.6 million
= FY2017  $116.6 million
= FY2018  $125.6 million

3.2 Rate Increases

In order to produce total rate revenues ($80.6 million) to pay for all costs that the Authority is expected
to incur in FY2014 including any debt service associated with the FY2013 Bonds, the Authority will
increase rates and charges for both water and wastewater services on an Across-The-Board (A-T-B} basis
by 15% (except for lifeline service levels to residential customers). This specific level of increase for
FY2014 has been approved by the Guam Public Utilities Commission [GPUC) in Docket 13-0%.{dated
October 29, 2013} effective with all bills beginning on November 1, 2013. Assuming all expense and
revenue estimates contained in GWA's approved Financial Plan are realized, A-T-B rate increases to all
ratepayers in the succeeding 4 years will be as follows:

* FY2015  14.5%
*  FY 2016 16.5%
= FY2017  7.0%
» FY2018 4.0%

On a compound basis this represents a 71% increase over the 5 year period. In other words, all else
being equal, the rates charged by GWA will, during FY2018, be 71% higher than they were In FY2013.
This rate path has been tentatively approved by the GPUC, However, rate increases in sach of the four
successive years of the 5 year plan are subject to annual true-ups. Thus, if there are significant vartances
in revenue and/or expense projections, the rates that are approved by the GPUC prior to each
successive year would be adjusted accordingly to compensate {either an increase or decrease) for the
then expected annual surplus or deficit for the next fiscal year.

3:3——Customer Typical Billimpacts

-—The following figure provides the approved stipulation rates to-a residential customer that has 7,500

gallons consumption per month. The anticipated impact is 2 6.3% Increase in 2014 when compared to
the rate for this level of consumptlon in 2012. The monthly bill would increase by 54.69, and the annual
increase assuming consistent consumption patterns across the year would be $56.28,
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ASSUMPTIONS:

1. Custorner; Rasldomtial
2. Consumplicn per month: 7,500 gals.

Water

Baslz Charge
Lifefne 5 Sk gal
Non-Lifeline > 5k gsl
Legislaiive Surcharge

Wastewater Charge
Leglslative Surcharge

Waler
Basic Chamge
Lifeline
NorrLifeina > Skgal
Legisiative Surcharge

Wastewater Charge

Basic
Leglslafive Surcharge

Total Bill
$$ Change

% Change

PROPOSED
FY2012 CURRENT RATE {perkgal) FY2014
Rala Compressed Uncompressed Rats
12.40% 9,15% 5,10% 15.00%
1240% 9.15% B.10% 0.00%
12.40% 8.15% 6.,10% 15.00%
5.60% 263% 4.50% 3.90%
12.40% 9.15% 6.10% 0.00%
PROPDSED
FY2012 CURRENT BILL FYz014
Thru 83042 Thru 3/30M3  Ef10MM13 Bl

§ 1287 § 1405 8§ 1366 § 15.70
13.70 14,85 14.54 14.54

1873 18.26 1775 041

168 0.85 141 1.39

26408 A 26,61 26,61

3 7003 § 7548 § 73396 § 78,65
5 545 § [1.52) § A.68
7.78% -2.02% 8.34%
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4  Other Considerations

This, section presents areas of potential concern that should be addressed by GWA as they move
forward with the process.

4,1 Keylssues relative to the Preliminary Official Statement (POS)

This section summarizes areas of difference and concern identified in the Lummus Consultants review.

»  Table 2 Debt Service Schedule - The POS only lists the principal payments associated with
FY2013 Bonds. The POS should show both interest and principal payments annually. The
Commission should have GWA's best estimate of the complete DS schedule and how it affects
the finances of the 5 year plan before it rules on GWA's petition for approval. Additicnally, the
principal payments now on this table indicate that a large percentage of these payments occur
late in the 30 year amortization period, which would indicate refatively high interest payments
over the life of the honds, The rationale behind this and why slternative payback schedules with
significantly lower total interest payments were not selected.

* Table 12-1 s a critical summary table which includes the Overall CIP and the sources and uses of
Funds. This table accurately summarizes these key construction and funding levels contained in
GWA's 5 year Financial Plan.

im
!

Table 15, which cantains summarized key financial projections, does not match the amounts
specified on Schedule A. This Table should match the amounts specified on Schedule A when
the POS is updated to the final Official Statement.

4.2  KeyIssues refative to the Consulting Engineer's (CE) Reports
®  Table 1-1 The value shown for the Gross Bond Proceeds does not match the amount listed in
Schedule A that summarizes the key financial projections specified in the approved 5 year
financial Plan. This Table shouid match the amounts specified on Schedule A when the report is
updated with the final Official Statement.

®  Table 6-2 This Table does match the amounts specified on Schedule A from the approved 5 year
plan. o

»  Tables 6-3 and 6-4 do not match the amounts specified on Schedule A. These Tables should
match the amounts specified on Schedule A when the report is updated with the final Official
Statement.

= Table 7-1is a critical summary table which includes the Overall CIP and the sources and uses of
Funds through FY2010. This table accurately summarizes these key construction and funding
levels contained in GWA's 5 vear Financial Plan.

x _ Table 8-3 does not match the amounts specified on Schedule A. This Table should match the

amounts specified on Schedule A when the report is updated with the final Official Statement.

= Section ¢ Findings and Conclusions - Particularly, for the next 2 or 3 years, we generally agree
with the CE's Findings and Conclusions. However, with respect to some of their Findings and
conclusions, particularly with respect to the long run, we make the following
comments/suggestions:

13




© Number 2 - Because of the investment in Staff training (both prior and future} and to
reduce costs, both the PMC and the PMO should be phased out over time. Areasonable
“timeframe for accorplishing this would be 3 to 5 years for the PMO and 5 to 10 years
for the PMC.

¢ Number 4 - GWA has committed to reducing system losses to less than 40% by the end
of the 5 year period. If the current plan does not include sufficient funds to accomplish
this, additional funds should be obtained to insure that this goal is met,

o Number 7 - There is considerable uncertainty associated the possible buildup of the
Military presence in Guam. The key point here is if it is accelerated for some reason it is
likely that the Federal government will support any additional infrastructure
requirements associated with a buiidup.

o This is a key finding which supports the need for and the importance of the FY2013
Bond issue.

While we have no reason to suspect that the use of the PMO company to provide the CER could be 3
canflict of interest, we do recommend that for all future Bond Issues that a qualified Consulting Engineer
be selected that has absolutely no conflict of interest with GWA or even the appearance of a potential
conflict of interest. Use of a completely independent Engineering firm also has the advantage of adding
another set of experts to evaluate the system and provide their professional opinion as to quality and
performance of its facilities and operations.-

5  Fifdings and Recommendations

5.1 Benefits of Restructuring - Analysis and Restructuring

The petition by GWA for approval of the Revenue Bonds has benefits for the customers in that it will
allow GWA to fund the Court Ordered and USEPA improvements in the system and to fund additional
capital projects in GWA’s plan to improve service to customers.

5.2 Findings
= The Proposed FYZ013 Bond Issue by GWA was approved by the CCU.
= The Guam Legislature has approved The Proposed FY2013 Bond Issue by GWA,

r  The Guam Economic Development Authority has approved The Proposed FY2013 Bond [ssue by
GWA,

= The Financial Frojections contained in the 5 year Financial Plan, {and both the POS and the CE
Report) are reasonable and have been accepted as such by the Guam Legislature, the GEDA, the
CCU, and the GPUC.

= Some of the data in the CE Report does not match corresponding amounts in the 5 year plan.
" These amounts should match the amounts specified on Schedule A when the report is updated

~-with-the final Official Statement: -

» Some of the data in the POS does not matich corresponding amounts in the 5 year plan. These
amounts should match the amounts specified on Schedule A when the report is updated with

the final Official Statement.
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= The level of Debt requested for the FY2013 Bonds is needed for system improvements.
Moreover, almost all of the FY 2013 total is required to fund the Court Mandates and to satisfy
USEPA specified capital Improvements.

* The customer impacts of the 5 year plan are high, but not unreasonably so given the magnitude _

of the required improvements, and they should lessen after the first three years of the plan.

The Authority has taken extensive measures to reduce those impacts. The GPUC has agreed
that the increases are necessary to upgrade the facilities and over time improve th elevel and
quality of service provided by this utility. The customer impacts resulting solely from the FY2013
Bond Issue represent about half of the causes leading to the total rate increases projected in the
5 year plan.

= As of the date of this Report we are not aware of any changed conditions since the 5 year plan
was approved that would significantly impact GWA's financial condition or its ability to satisfy all
the requirements of the FY 2013 Bond issue.

5.3 Recommendations

The Commission should require GWA to provide updates on all significant factors that could materially
impact their decision to approve or not approve the issuance of the FY 2013 Bonds {this inciudes such
factors as the rafings assigned to the FY 2013 Bonds, financial market conditions and specifically the
expected interest rate on the Bonds (not to exceed 7.5%), significant changes to the OS from the POS,
any significant changes in GWA's financial condition or the condition/operability of it facilities, etc.).

"~ ®  Table 2 Debt Service Schedule - The POS only lists the princlpéi payments associated with
FY2013 Bonds. The POS should show both interest and principal payments annually. The
Commission should have GWA's best estimate of the complete DS schedule and how it effects
the finances of the 5 year plan before it rules on GWA's petition for approval.

»  Additionally, the principal payments now on this table indicate that a large percentage of these
payments occur [ate in the 30 year amortization period, which would indicate relatively high
interest payments over the life of the bonds. The rationzle behind this and why alternative
payback schedules with significantly lower total interest payments were not selected.

Unless there is updated informaticn provided just prior to the Commission's decision in this matter that
would have a significant negative impact on GWA or its customers that was not known to us as of the
date of this report, we recommend that the Commission approve issuance of these Bonds. ™

if the Commission approves these Bonds, it should require verification from GWA that the proceeds of
the bonds are used for the specific improvemenis for which they are needed and for which they were
designated o be applied to.

15







