


"Funded Debt" of the Water/Wastewater System means all Parity Water/Wastewater
Obligations (and, for purposes of Section 10(b) of the Ordinance, all Subordinated Debt) created
or assumed by the City and payable from Net Revenues maturing by their terms (in the absence
of the exercise of any earlier right of demand), or renewable at the option of the City to a date, more
than one year after the original creation or assumption of such Debt by the City.

"Government Obligations” means (i) direct noncallable obligations of the United States
of America, including obligations the principal of and interest on which are unconditionally
guaranteed by the United States of America, (ii) noncallable obligations of an agency or
instrumentality of the United States, including obligations unconditionally guaranteed or insured by
the agency or instrumentality and on the date of their acquisition or purchase by the City are rated
as to investment quality by a nationally recognized investment rating firm not less than AAA or its
equivalent and (iii) noncallable obligations of a state or anagency ora county, municipality, or other
political subdivision of a state that have been refunded and on the date of their acquisition or
purchase by the City, are rated as to investment quality by a nationally recognized investment rating
firm not less than AAA or its equivalent.

"Gross Revenues" means all revenues, income, and receipts derived or received by the
City from the operation and ownership of the Water/Wastewater System, including interest income
and earnings from the investment or deposit of money in any Fund created by the Ordinance or a
Supplement or maintained by the City in connection with the Water/Wastewater System, other than
those amounts subject to payment to the United States of America as rebate pursuant to section
148 of the Code, and Other Available Water/Wastewater System Revenues . The term "Gross
Revenues", however, does not include refundable meter deposits, restricted gifts and grants in aid
of construction or impact fees charged under authority of Chapter 395, Texas Local Government
Code, which by law are restricted as to use.

"Holder" or "Bondholder” or "owner" means the registered owner appearing on the books
and records of the Registrar of any Parity Water/Wastewater Obligation registered as to ownership
and the holder of any Parity Water/Wastewater Obligation payable to bearer.

"Maturity" when used with respect to any Debt means the date the principal of such Debt
or any installment thereof becomes due and payabie, whether at its Stated Maturity or by
declaration of acceleration, call for redemption, or otherwise.

"Net Revenues" and "Net Revenues of the Water/Wastewater System" with respect to
any period of time means the Gross Revenues for such period less Operating Expenses incurred
during such period.

"Operating Expenses” means the expenses of operation and maintenance of the
Water/Wastewater System, including all salaries, labor, materials repairs, and extensions necessary
to render efficient service, provided, however, that only such repairs and extensions, as in the
judgment of the City, reasonably and fairly exercised by the passage of appropriate ordinances, are
necessary to render adequate service, or such as might be necessary to meet some physical
accident or condition which would otherwise impair any Parity Water/Wastewater Obligations.
Operating Expenses shall include the purchase of water, the treatment and disposal of wastewater,
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and, to the extent permitted by law Operating Expenses may include payments made on or in
respect of obtaining and maintaining any Credit Agreement or Credit Facility. Depreciation shall not
be considered as expenses of operation and maintenance.

"Opinion of Counsel" means a written opinion of counsel acceptable to the City.

"Ordinance” means this Ordinance No. 000608-56A pertaining to the issuance Parity
Water/Wastewater Obligations, and any amendments thereto.

"Other Available Water/Wastewater System Revenues" means an amount of
unencumbered funds accumulated in the Water/Wastewater System Surplus Revenue Account
designated as Other Available Water/Wastewater Funds and deposited to the credit of the System
Fund as provided in Section 9 hereof; provided, the maximum amount which may be so designated
in any Fiscal Year for purposes of complying with the provisions of Sections 4 and 10 of this
Ordinance cannot exceed twenty-five per cent (25%) of the Debt Service Requirements for the
Parity Water/Wastewater Obligations for such Fiscal Year.

"Outstanding" when used with respect to Parity Water/Wastewater Obligations means, as
of the date of determination, all Parity Water/Wastewater Obligations theretofore delivered under
this Ordinance and any Supplement, except:

(i) Parity Water/Wastewater Obligations theretofore canceled and delivered to the
City or delivered to the Paying Agent or the Registrar for cancellation;

(ii) Parity Water/Wastewater Obligations deemed paid pursuant to the provisions of
Section 11 of the Ordinance or any comparable section of any Supplement;

(iii) Parity Water/Wastewater Obligations upon transfer of or in exchange for and in
lieu of which other Parity Water/Wastewater Obligations have been authenticated
and delivered pursuant to the Ordinance and any Supplement; and

(iv) Parity Water/Wastewater Obligations under which the obligations of the City
have been released, discharged, or extinguished in accordance with the terms
thereof;

provided, that, unless acquired for purposes of cancellation, Parity Water/Wastewater Obligations
owned by the City shall be deemed to be Outstanding as though owned by any other owner.

"Outstanding Principal Amount" means, with respect to all Parity Water/Wastewater
Obiligations or to a series of Parity Water/Wastewater Obligations, the outstanding and unpaid
principal amount of such Parity Water/Wastewater Obligations paying interest on a current basis
and the accreted value as of each compounding date for Parity Water/Wastewater Obligations
paying accrued, accreted, or compounded interest only at maturity and as determined and
established in the Supplement authorizing the issuance of such Parity Water/Wastewater
Obligations
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"Prior First Lien Obligations” means those obligations identified and described in the
preamble of the Ordinance.

"Prior Subordinate Lien Obligations" means to obligations identified and described in the
preamble of the Ordinance.

"Parity Water/Wastewater Obligations" means all Debt of the City, except Previously
Issued Separate Lien Obligations, issued or incurred in accordance with the terms of the Ordinance
and a Supplement, and secured by a lien on and pledge of the Net Revenues.

"Paying Agent’ means bank, trust company or other entity selected by the City in a
Supplement undertaking the duties and responsibilities for the payment to the Holders of the
principal of and interest on the series or issue of Parity Water/Wastewater Obligations.

"Previously Issued Separate Lien Obligations’ means those obligations payable, in whole
or in part under a contract with the City, from and secured only by a lien on and pledge of the Net
Revenues of the Water/Wastewater System and more particularly described as follows: (i) Circle
C MUD#4 City of Austin, Texas Contract Revenue Bonds, Series 1990,dated date February 1,
1990 and currently outstanding in the principal amount of $2,745,000, (ii) Circle C MUD #3 City of
Austin, Texas Contract Revenue Bonds, Series 1991,dated date June 15, 1991, and currently
outstanding in the principal amount of $26,835,000, (iii) Village at Western Oaks MUD City of Austin,
Texas Contract Revenue Bonds, Series 1991, dated August 15, 1991, and currently outstanding
in the principal amount of $17,570,000, (iv) Southland Oaks MUD City of Austin, Texas Contract
Revenue Bonds, Series 1991, dated August 15, 1991, and currently outstanding in the principal
amount of $20,525,000, (v) Maple Run at Austin MUD City of Austin, Texas Contract Revenue
Bonds, Series 1992, dated February 1, 1992, and currently outstanding in the principal amount of
$13,255,000, and (vi) North Austin MUD#1 City of Austin, Texas Refunding Contract Revenue
Bonds, Series 1994, dated February 1, 1994, and currently outstanding in the principal amount of
$13,035,000.

"Prudent Utility Practice” means any of the practices, methods and acts, in the exercise
of reasonable judgment, in the light of the facts, including but not limited to the practices, methods
and acts engaged in or approved by a significant portion of the public utility industry prior thereto,
known at the time the decision was made, would have been expected to accomplish the desired
result at the lowest reasonable cost consistent with reliability, safety and expedition. Itis recognized
that Prudent Utility Practice is not intended to be limited to the optimum practice, method or act at
the exclusion of all others, but rather is a spectrum of possible practices, methods or acts which
could have been expected to accomplish the desired result at the lowest reasonable cost consistent
with reliability, safety and expedition. In the case of any facility included in the Water/Wastewater
System which is owned in common with one or more other entities, the term "Prudent Utility
Practice”, as applied to such facility, shall have the meaning set forth in the agreement governing
the operation of such facility.

"Rating Agency" means a nationally recognized securities rating agency which has
assigned a rating to the Parity Water/Wastewater Obligations.
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"Required Reserve Amount" means an amount equal to 50% of the average Annual Debt
Service Requirements of the Parity Water/Wastewater Obligations then Outstanding, to the extent
such Parity Water/Wastewater Obligations are to be secured by the Reserve Fund in accordance
with the terms and provisions of Section 8 of the Ordinance and the provisions of any Supplement.

"Reserve Fund" means the "Water/Wastewater System Revenue Obligation Reserve Fund"
established pursuant to Section 8 of the Ordinance.

"Reserve Fund Obligations" means cash, Eligible Investments, any Credit Facility, or any
combination of the foregoing. ~

"Registrar" means bank, trust company or other entity selected by the City in a Supplement
to serve as the registrar for the registration and transfer of a series or issue of Parity '
Water/Wastewater Obligations issued in fully registered form as to the payment of principal of and
interest thereon.

"Stated Maturity” when used with respect to Debt or any installment of interest thereon
means any date specified in the instrument evidencing or authorizing such Debt or such installment
of interest as a fixed date on which the principal of such Debt or any instaliment thereof or the fixed
date on which such installment of interest is due and payable.

"Subordinated Debt" means any Debt which expressly provides that all payments thereon
shall be subordinated to the timely payment of all Parity Water/Wastewater Obligations then
Outstanding or subsequently issued.

"Supplement” or "Supplemental Ordinance" means an ordinance supplemental to, and
authorized and adopted by the governing body of the City pursuant to the terms of, the Ordinance.

"System Fund" means the "Water and Sewer System Fund" affirmed in Section 6 of the
Ordinance.

"Term of Issue” means with respect to any Balloon Debt, a period of time equal to the
greater of (i) the period of time commencing on the date of issuance of such Balloon Debt and
ending on the final maturity date of such Balloon Debt or the "maximum maturity date" in the case
of commercial paper ("maximum maturity date” having the meaning given to said term in any
Supplement authorizing the issuance of commercial paper) or (ii) twenty-five years.

"Utility System Consultant" means an independent firm, person or corporation recognized
as having expertise and with a favorable reputation for special skill and knowledge in the operations
and financing of municipal water and wastewater facilities and systems similar in size to the
Water/Wastewater System.

"Value of Investment Securities" and words of like import shall mean the amortized value
thereof, provided, however, that all United States of America, United States Treasury
Obligations--State and Local Government Series shall be valued at par and those obligations which
are redeemable at the option of the holder shall be valued at the price at which such obligations are
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then redeemable. The computations made under this paragraph shall include accrued interest on
the investment securities paid as a part of the purchase price thereof and not collected. For the
purposes of this definition "amortized value”, when used with respect to a security purchased at par
means the purchase price of such security.

"Water/Wastewater System"means all properties, facilities and plants currently owned,
operated and maintained by the City for the supply, treatment and transmission of water and the
collection, treatment and disposal or reuse/reclaim of wastewater, together with all future
extensions, improvements, replacements and additions thereto; provided, however, that
notwithstanding the foregoing, and to the extent now or hereafter authorized or permitted by law,
the term Water/Wastewater System shall not include facilities of any kind which are declared not
to be a part of the Water/Wastewater System and which are acquired or constructed by or on behalf
of the City with the proceeds from the issuance of "Special Facilities Debt", which term is defined
as being special revenue obligations of the City not secured by or payable from the Net Revenues
but which are secured by and payable solely from special contract revenues, or payments received
from the City or any other legal entity, or any combination thereof, in connection with such facilities.
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APPENDIX D

SELECTED MODIFIED PROVISIONS FROM ORDINANCES RELATING TO
PRIOR FIRST LIEN OBLIGATIONS AND PRIOR SUBORDINATE LIEN OBLIGATIONS

SECTION : Definitions. The following definitions are provided:
City-shall mean the City of Austin, Texas, located in the Counties of Travis and Williamson.

Electric Light and Power System-shall mean all facilities and plants currently owned, operated and
maintained by the City, wholly or partially in participation with others, for the generation, transmission, supply and
distribution of electrical energy and power, together with all future extensions, improvements, replacements and
additions thereto, and all replacements thereof; provided that, notwithstanding the foregoing, and to the extent now or
hereafter authorized or permitted by law, the term “Electric Light and Power System” shall not include facilities of any
kind (including any electric power generating and transmission facilities) which are declared not to be a part of the
Electric Light and Power System and which are acquired or constructed by the City, or in participation with others, with
the proceeds from the issuance of “Special Facilities Bonds,” which are hereby defined as being special revenue
obligations of the City which are not Prior Lien Bonds, Subordinate Lien Bonds or Separate Lien Obligations but which
are payable from and secured by other liens on and pledges of any revenues, sources or payments not pledged to the
payment of the Prior Lien Bonds, the Subordinate Lien Bonds or Separate Lien Obligations including, but not limited to,
special contract revenues or payments received from any other legal entity in connection with such facilities.

Fiscal Year-shall mean the twelve month period used by the City in connection with the operation of
the Systems which may be any twelve consecutive month period established by the City.

Government Obligations-shall mean direct obligations of the United States of America, including
obligations the principal of and interest on which are unconditionally guaranteed by the United States of America, which
may be United States Treasury obligations such as its State and Local Government Series, and which may be in
book-entry form.

Gross Revenues-shall mean, with respect to the Electric Light and Power System or the Waterworks
and Sewer System, all income, receipts and revenues of every nature derived or received from the operation and
ownership (excluding refundable meter deposits, restricted gifts and grants and proceeds derived from the sale or other
disposition of all or part of the City’s participating interest in the South Texas Project and revenues, sources or payment
from facilities acquired or constructed with “Special Facilities Bonds”) of the respective system, including earnings and
income derived from the investment or deposit of moneys in any special funds or accounts created and established by
the City for the payment and security of the Prior Lien Bonds or the Subordinate Lien Bonds or Separate Lien
Obligations.

Maintenance and Operating Expenses-shall mean, with respect to the FElectric Light and Power
System or the Waterworks and Sewer System, all current expenses of operating and maintaining the respective system,
including all salaries, labor, materials, repairs and extensions necessary to render efficient service; provided, however, that
only such repairs and extensions, as in the judgment of the City Council, reasonably and faitly exercised, are necessary to
maintain the operations and render adequate service to the City and the inhabitants thereof, or such as might be
necessary to meet some physical accident or condition which would otherwise impair the Prior Lien Bonds or the
Subordinate Lien Bonds shall be deducted in determining “Net Revenues.” Depreciation shall never be considered as an
expense of Maintenance and Operation. Maintenance and Operating Expenses shall include payments under contracts
for the purchase of power and energy, water supply or other materials, goods or setvices for the Systems to the extent
authorized by law and the provisions of such contract.

Net Revenues-shall mean, with respect to the Electric Light and Power System or the Waterworks and
Sewer System, Gross Revenues of the respective system after deducting the system’s Maintenance and Operating
Expenses.

Outstanding-shall mean with respect to Bonds, as of the date of determination, all Bonds theretofore
issued and delivered under this Ordinance, except:(i) those Bonds canceled by the Paying Agent/Registrar or delivered



to the Paying Agent/Registrar for cancellation; (i) those Bonds for which payment has been duly provided by the City in
accordance with the provisions of Section 27 hereof; and(iii) those Bonds that have been mutilated, destroyed, lost, or
stolen and replacement Bonds have been registered and delivered in lieu thereof as provided in Section 30 hereof.

Prior Lien Bonds-shall mean the outstanding revenue bonds of those issues or series identified as
follows: (i) City of Austin, Texas, Combined Utility Systems Revenue Refunding Bonds, Series 1990B,” dated
February 1, 1990, (i) “City of Austin, Texas, Combined Ultility Systems Revenue Refunding Bonds, Series 1992, dated
March 1, 1992, (iii) “City of Austin, Texas, Combined Utility Systems Revenue Refunding Bonds, Series 1992A,” dated
May 15, 1992, (iv) “City of Austin, Texas, Combined Utility Systems Revenue Refunding Bonds, Series 1993,” dated
January 15, 1993, (v) “City of Austin, Texas, Combined Utility Systems Revenue Refunding Bonds, Series 1993A,” dated
June 1, 1993, (vi) “City of Austin, Texas, Combined Ultility Systems Revenue Refunding Bonds, Series 1994, dated
September 1, 1994, (vii) “City of Austin, Texas, Combined Ultility Systems Revenue Refunding Bonds, Series 1995,”
dated June 1, 1995, (viii) “City of Austin, Texas, Combined Ultility Systems Revenue Refunding Bonds, Series 1996A,”
dated August 1, 1996, (ix) “City of Austin, Texas, Combined Utllity Systems Revenue Refunding Bonds, Series 1996B,”
dated August 1, 1996, (x) “City of Austin, Texas, Combined Utility Systems Revenue Refunding Bonds, Series 1997,”
dated August 1, 1997, (xi) “City of Austin, Texas, Combined Utility Systems Revenue Refunding Bonds, Series 1998,”
dated July 1, 1996, and (xii) “City of Austin, Texas, Combined Utility Systems Revenue Refunding Bonds, Series 1998A,”
dated August 1, 1997.

Subordinate Lien Bonds-shall mean the outstanding revenue bonds of those series designated (i) “City
of Austin, Texas, Subordinate Lien Revenue Bonds, Series 1994,” dated March 1, 1994, (ii) “City of Austin, Texas,
Combined Utility System Subordinate Lien Revenue Bonds, Series 1998, dated August 1, 1998, (iii) “City of Austin,
Texas, Subordinate Lien Revenue Refunding Bonds, Series 1998,” dated October 1, 1998 and (iv) “City of Austin, Texas,
Subordinate Lien Revenue Refunding Bonds, Series 1998A,” dated October 1, 1998.

Required Reserve-shall mean the amount required to be accumulated and maintained in the Reserve
Fund under the provisions of Section 15 hereof.

Separate Lien Obligations-shall mean (a) those obligations hereafter (i) issued or incurred by the City
payable solely from the Net Revenues of either the Electric Light and Power System or the Net Revenues of the
Waterworks and Sewer System, but not both, (i) incurred pursuant to express charter or statutory authority heretofore
or hereafter adopted or enacted and (iii) which by the terms of the ordinance authorizing their issuance or the incurring
of the obligation provide for payments to be made by the City for the retirement or payment thereof to be secured solely
by a lien on and pledge of the Net Revenues of the Electric Light and Power System or the Net Revenues of the
Waterworks and Sewer System, but not both, of equal dignity with the lien on and pledge of said Net Revenues securing
the payment of the Subordinate Lien Bonds and (b) those contractual obligations of the City heretofore incurred payable
solely from and secured by a lien on and pledge of the Net Revenues of the Water and Sewer System and securing the
payment of certain outstanding contract revenue bonds more specifically identified in Exhibit B.

South Texas Project-shall mean the City’s ownership interest in two nuclear steam electric generating
units and related land and facilities, as more particularly defined in the South Texas Project Participation Agreement
effective as of December 1, 1973, as amended.

Systems-shall mean collectively the Electric Light and Power System and the Waterworks and Sewer
System.

Waterworks and Sewer System-means all properties, facilities and plants currently owned, operated
and maintained by the City for the supply, treatment and transmission of treated potable water and the collection,
treatment and disposal of water-carried wastes, together with all future extensions, improvements, replacements and
additions thereto; provided, however, that notwithstanding the foregoing, and to the extent now or hereafter authorized
or permitted by law, the term “Waterworks and Sewer System” shall not include facilities of any kind which are declared
not to be a part of the Waterworks and Sewer System and which are acquired or constructed by or on behalf of the City
with the proceeds from the issuance of “Special Facilities Bonds,” which are hereby defined as being special revenue
obligations of the City which are not Prior Lien Bonds, Subordinate Lien Bonds or Separate Lien Obligations but which
are payable from and secured by other liens on and pledges of any revenues, sources or payments, not pledged to the
payment of Prior Lien Bonds, the Subordinate Lien Bonds or Separate Lien Obligations including, but not limited to,
special contract revenues or payments received from any other legal entity in connection with such facilities.



SECTION : Pledge. (a) Electric Light and Power System. Subject only to the prior lien on and pledge of
the Net Revenues of the Electric Light and Power System for the payment and security of the Prior Lien Bonds, the City
hereby covenants and agrees that the Net Revenues of the Electric Light and Power System, with the exception of those
in excess of the amounts required for the payment and security of the Subordinate Lien Bonds and the Separate Lien
Obligations, shall be and are hereby irrevocably pledged, equally and ratably, to the payment of the principal of and
interest on the Subordinate Lien Bonds and Additional Subordinate Lien Bonds, if issued, and to satisfy amounts
required for the payment of Separate Lien Obligations, if issued or incurred, and the pledge of the Net Revenues of the
Electric Light and Power System herein affirmed and made for the payment and security of the Subordinate Lien Bonds
and Separate Lien Obligations, if issued, shall constitute a lien on the Net Revenues of the Electric Light and Power
System in accordance with the terms and provisions hereof, subject and subordinate only to the lien and pledge securing
the payment of the Prior Lien Bonds.

(b) Waterworks and Sewer System. Subject only to the prior lien on and pledge of the Net Revenues of the
Waterworks and Sewer System for the payment and security of the Prior Lien Bonds, the City hereby covenants and
agrees that the Net Revenues of the Waterworks and Sewer System, with the exception of those in excess of the amounts
required for the payment and security of the Subordinate Lien Bonds and the Separate Lien Obligations, shall be and are
hereby irrevocably pledged, equally and ratably, to the payment of the principal of and interest on the Subordinate Lien
Bonds and Additional Subordinate Lien Bonds, if issued, and to satisfy amounts required for the payment of Separate
Lien Obligations now outstanding and hereafter issued or incurred, and the pledge of the Net Revenues of the
Waterworks and Sewer System herein affirmed and made for the payment and security of the Subordinate Lien Bonds
and Separate Lien Obligations now outstanding and hereafter issued, shall constitute a lien on the Net Revenues of the
Waterworks and Sewer System in accordance with the terms and provisions hereof, subject and subordinate only to the
lien and pledge securing the payment of the Prior Lien Bonds.

SECTION : Rates and Charges. For the benefit of the Holders and in addition to all provisions and
covenants in the laws of the State of Texas and in this Ordinance, the City hereby expressly stipulates and agrees, while
any of the Subordinate Lien Bonds are outstanding, to establish and maintain rates and charges for facilities and services
afforded by the Electric Light and Power System and the Waterworks and Sewer System to provide Gross Revenues in
each Fiscal Year from each System sufficient:

) To pay the respective Maintenance and Operating Expenses thereof,

2 To provide amounts required to establish, maintain or restore, as the case may be, a
required balance in any reserve or contingency fund created for the payment and security of Separate
Lien Obligations,

3 To produce combined Net Revenues of the Systems sufficient to pay the amounts
required to be deposited in any reserve or contingency fund created for the payment and security of
the Prior Lien Bonds, the Subordinate Lien Bonds, and other obligations or evidences of indebtedness
issued or incurred that are payable only from and secured solely by a lien on and pledge of the
combined Net Revenues of the Systems, and

4 To produce combined Net Revenues of the Systems (after satisfaction of the
amounts required to be paid in 2 and 3 above) equal to at least the sum of (i) 1.25 times the annual
principal and interest requirements (or other similar payments) for the then outstanding Prior Lien
Bonds and Separate Lien Obligations and (i) 1.10 times the total annual principal and interest
requirements (or other similar payments) for the then outstanding Subordinate Lien Bonds and all
other indebtedness (except Prior Lien Bonds and Separate Lien Obligations) payable only from and
secured solely by lien on and pledge of the Net Revenues of the Systems, either or both.

SECTION : Electric Light and Power System Fund. The City hereby covenants and agrees that the
Gross Revenues of the Electric Light and Power System shall be deposited, as collected, into a separate account
maintained with a depository bank of the City and known as the “Electric Light and Power System Fund” (herein called
the “Electric Fund”) and such revenues of the Electric Light and Power System shall be kept separate and apart from all
other funds of the City. All revenues deposited in the Electric Fund shall be pledged and appropriated to the extent
required for the following uses and in the order of precedence shown:




FIRST: To the payment of all necessary and reasonable Maintenance and
Operating Expenses of the Electric Light and Power System, as defined herein or required by statute
to be a first charge on and claim against the Gross Revenues thereof.

SECOND: To the payment of the amounts required to be deposited in the special
funds or accounts created for the payment and security of the Prior Lien Bonds.

THIRD: To the payment of the amounts required to be deposited in the Reserve
Fund to establish and maintain the Required Reserve in accordance with the provisions of this
Ordinance or any other ordinance relating to obligations for which the Reserve Fund was created and
established to pay.

FOURTH: To the payment of the amounts required to be deposited in the Interest
and Redemption Fund created and established for the payment of principal of and interest on the
Subordinate Lien Bonds as the same becomes due and payable and the payment of Separate Lien
Obligations secured by a lien on and pledge of the Net Revenues of the Electric Light and Power
System.

Any Net Revenues remaining in the Electric Fund after satisfying the foregoing payments, or making adequate
and sufficient provision for the payment thereof, may be appropriated and used for any other City purpose now or
hereafter permitted by law.

SECTION : Water and Sewer System Fund. The City hereby covenants and agrees that Gross Revenues
of the Waterworks and Sewer System shall be deposited, as collected, into a separate account maintained with a
depository bank of the City and known as the “Water and Sewer System Fund” (herein called the “Water and Sewer
Fund”) and such revenues of the Waterworks and Sewer System shall be kept separate and apart from all other funds of
the City. All revenues deposited in the Water and Sewer Fund shall be pledged and appropriated to the extent required
for the following uses and in the order of precedence shown:

FIRST: To the payment of all necessary and reasonable Maintenance and
Operating Expenses of the Waterworks and Sewer System, as defined herein or required by statute to
be a first charge on and claim against the Gross Revenues thereof.

SECOND: To the payment of the amounts required to be deposited in any special
funds or accounts created for the payment and security of the Prior Lien Bonds.

THIRD: To the payment of the amounts required to be deposited in the Reserve
Fund to establish and maintain the Required Reserve in accordance with the provisions of this
Ordinance or any other ordinance relating to obligations for which the Reserve Fund was created and
established to pay.

FOURTH: To the payment of the amounts required to be deposited in the Interest
and Redemption Fund created and established for the payment of principal of and interest on the
Subordinate Lien Bonds as the same becomes due and payable and the payment of Separate Lien
Obligations secured by a lien on and pledge of the Net Revenues of the Waterworks and Sewer
System.

Any Net Revenues remaining in the Water and Sewer Fund after satisfying the foregoing payments, or making
adequate and sufficient provision for the payment thereof, may be appropriated and used for any other City purpose
now of hereafter permitted by law.

SECTION : Reserve Fund. (2) In connection with the issuance of the Prior Lien Bonds and Subordinate
Lien Bonds, the City agrees and covenants to keep and maintain with its depository bank a separate and special fund
known as the "Combined Pledge Revenue Bond Common Reserve Fund" (the "Reserve Fund") for the purpose of
accumulating and maintaining funds as a reserve for the payment of the Prior Lien Bonds and Subordinate Lien Bonds
in an amount (the "Required Resetve") equal to the average annual requirement (calculated on a calendar year basis) for



the payment of principal of and interest (or other similar payments) on all outstanding Prior Lien Bonds and Subordinate
Lien Bonds, as determined on (i) the date of the initial deposit of a Financial Commitment (hereinafter defined) to the
Reserve Fund or (ii) the date one or more rating agencies announces the rating of the insurance company or association
providing the Financial Commitment for the Reserve Fund falls below the minimum requirement noted below,
whichever date is the last to occur. All funds deposited in the Reserve Fund (excluding earnings and income derived or
received from deposits or investments which, subject to the limitations hereinafter specified, may be withdrawn and
transferred from the Reserve Fund) shall be used solely for the payment of the principal of and interest on the Prior Lien
Bonds and the Subordinate Lien Bonds on a pro rata basis, when (whether at maturity, upon mandatory redemption
prior to maturity or any interest payment date) and to the extent other funds available for such purpose are insufficient,
and, in addition, may be used to retire the last of the Prior Lien Bonds or Subordinate Lien Bonds outstanding.

The total amount required to be accumulated and maintained in the Reserve Fund is $106,790,235.15 (the
Required Reserve), which amount is equal to or greater than the average annual requirement (calculated on a calendar
year basis) for the payment of principal of and interest (or other similar payments) on all outstanding Prior Lien Bonds
and Subordinate Lien Bonds as determined on the date of the initial deposit of a Financial Commitment (hereinafter
defined) to the Reserve Fund.

Currently, the Required Reserve is fully funded with Financial Commitments of Financial Security Assurance
Inc. in the amounts of $30,000,000 (the Initial Financial Commitment acquired) and $76,790,325.15 (an additional
Financial Commitment acquired on or about August 31, 2004).

When and so long as the money and investments, or Financial Commitments, are on deposit to the credit of the
Reserve Fund in an amount equal to or exceeding the Required Reserve, no deposits need be made to the credit of the
Reserve Fund; but when and if the Reserve Fund at any time contains less than the Required Reserve, the City covenants
and agrees to cure the deficiency in the Required Reserve within twelve (12) months from the date the Required Reserve
deficiency occurred with available Net Revenues in the Electric Fund and the Water and Sewer Fund, and the City
hereby covenants and agrees that, subject only to payments required for the payment of principal of and interest on the
Prior Lien Bonds and the establishment and maintenance of the special funds (other than the Reserve Fund) created for
the payment and security thereof, all Net Revenues remaining in the Electric Fund and the Water and Sewer Fund shall
be applied and appropriated and used to establish and maintain the Required Reserve and to cure any deficiency in such
amount as requited by the terms of this Ordinance and any other ordinance pertaining to obligations the payment of
which are secured by the Required Reserve. During such time as the Reserve Fund contains the total Required Reserve,
the City may, at its option, withdraw all surplus in the Reserve Fund in excess of the Required Reserve and deposit such
sutplus in the "Interest and Redemption Fund" created and established for the payment and redemption of the
Subordinate Lien Bonds while the same remain outstanding and, at such time as the Subordinate Lien Bonds are no
longer outstanding, such surplus may be deposited in the Bond Fund.

Notwithstanding any provision contained herein to the contrary, the Required Reserve may be funded, in whole
or in part, by depositing to the credit of the Reserve Fund (i) cash, (i) investments, and (iii) one or more Financial
Commitments. The term Financial Commitments means an itrevocable and unconditional policy of bond insurance or
surety bond in full force and effect issued by an insurance company or association duly authorized to do business in the
State of New York and the State of Texas and with financial strength meeting the requirements below. Such insurance
policy or surety bond shall provide for payment thereunder of moneys when other funds available to the payment of the
Prior Lien Bonds or Subordinate Lien Bonds, or both, in the interest and sinking fund maintained for the payment of the
Prior Lien Bonds or Subordinate Lien Bonds, or both, is insufficient on a payment date when interest or principal, or
both, is due and payable for such obligations.

The financial strength of the insurance company or association providing the Financial Commitment must be
rated on the date of the deposit of the Financial Commitment to be credit of the Reserve Fund in the highest rating
category by Moody’s Investors Service, Inc., Standard & Poot’s Ratings Services and Fitch Ratings and, if rated, by A.M.
Best . In the event the rating of the financial strength of a provider of a Financial Commitment falls below (i) “Aa2” by
Moody’s Investors Service, Inc., (ii) “AA” by Standard & Poor’s Ratings Services, (iii) “AA” by Fitch Ratings or (iv) if
applicable, “A+” by A.M. Best, the City will be required to replace the Financial Commitment with (a) cash and
Authorized Securities or (b) a substitute Financial Commitment issued by an insurance company or association that
satisfies the ratings requirements summarized above in this paragraph (but in no event less than the ratings described in
clauses (i), (ii), (iii) and (iv) of this sentence.).



Notwithstanding any provision herein to the contrary, the City may at any time substitute one or more Financial
Commitments for the cash and securities deposited to the credit of the Reserve Fund, and following the substitution of
one or more Financial Commitments for cash and securities held in the Reserve Fund, the cash and securities released
from the Reserve Fund, net of costs incurred with respect to the initial substitution of the Financial Commitment, shall
be deposited to the credit of one or more special accounts maintained on the books and records of the City and
expended only to pay, discharge and defease Prior Lien Bonds and Subordinate Lien Bonds in a manner that reduces the
principal amount and Maturity Amount of outstanding Prior Lien Bonds and Subordinate Lien Bonds.

(b) Initial Financial Commitment. As permitted in paragraph (a) above, the City has determined to acquire
initially a Financial Commitment for the Reserve Fund with coverage in the maximum amount of $30,000,000 to fund in
part the Required Reserve from Financial Security Assurance Inc., a New York domiciled insurance company
(hereinafter referred to as "FSA"). In accordance with FSA's terms for the issuance of a “Municipal Bond Debt Setvice
Reserve Insurance Policy” (the “Reserve Policy”), an Insurance Agreement by and between the City and FSA has been
submitted to the City for approval and execution, and such Insurance Agreement, substantially in the form and content
of Exhibit A attached hereto, is hereby approved and authorized to be executed by the City Manager and such
Insurance Agreement, as executed and delivered by the City Manager, shall be deemed the Insurance Agreement herein
approved by the City Council and authorized for execution.

To the extent the City should make a draw under the Reserve Policy, the City acknowledges and agrees the
repayment of “Policy Costs,” as defined in the Insurance Agreement, shall constitute a payment of an amount required
to be deposited in the Reserve Fund to establish and maintained the Required Reserve, and insofar as the priority of uses
of the revenues of (i) Electric Light and Power System and (ii) the Waterworks and Sewer System, such Policy Costs
shall be entitled to the same priority of payment identified in the Prior Lien Bond Ordinances for payments required to
be deposited in the Reserve Fund to establish and maintain the Required Reserve.

SECTION : Interest and Redemption Funds. For purposes of providing funds to pay the principal of
and interest on the Prior Lien Bond or the Subordinate Lien Bonds, as the case may be, as the same becomes due and
payable (whether at maturity or upon redemption), the City agrees to maintain at a depository bank of the City a separate
and special account or fund known as the “City of Austin Interest and Redemption Fund” (the “Interest and
Redemption Fund”).

The City covenants that there shall be deposited into said Fund prior to each interest and principal payment
date for the Prior Lien Bonds and for the Subordinate Lien Bonds from the Net Revenues in the Electric Fund and the
Water and Sewer Fund amounts equal to one hundred per centum (100%) of the amount required to fully pay the
interest on and principal then due and payable on the Prior Lien Bonds and the Subordinate Lien Bonds, as the case may
be, such deposits to pay principal at maturity or redemption, as the case may be, and accrued interest to be made in
substantially equal monthly installments on or before the 14th day of each month, beginning on or before the 14th day
of the month. If the Net Revenues in the Electric Fund and the Water and Sewer Fund in any month are then
insufficient to make the required payments into the Interest and Redemption Fund, then the amount of any deficiency in
the payment shall be added to the amount otherwise required to be paid into the Interest and Redemption Fund in the
next month.

The monthly deposits to the Interest and Redemption Fund for the payment of principal and interest on the
Prior Lien Bonds and the Subordinate Lien Bonds shall continue to be made as hereinabove provided until such time as
(@) the total amounts on deposit in the respective Interest and Redemption Fund and Reserve Funds is equal to the
amount required to pay all outstanding indebtedness (principal and interest) for which said Funds were created and
established or (i) the Prior Lien Bonds or Subordinate Lien Bonds, as the case may be, are no longer Outstanding.

Accrued interest and premium, if any, received from the purchasers of the Bonds shall be deposited to the
credit of the Interest and Redemption Fund and taken into consideration and reduce the amount of the monthly
deposits hereinabove required to be deposited in the Interest and Redemption Fund from the Net Revenues of the
Systems.

SECTION : Investment of Certain Funds. (a) Money in any Fund required to be maintained pursuant to
this Ordinance may, at the option of the City, be placed in time deposits or certificates of deposit secured by obligations
of the type hereinafter described, or be invested, including investments held in book-entry form, in direct obligations of
the United States of America, obligations guaranteed or insured by the United States of America, which, in the opinion



of the Attorney General of the United States, are backed by its full faith and credit or represent its general obligations, or
invested in indirect obligations of the United States of America, including, but not limited to, evidences of indebtedness
issued, insured or guaranteed by such governmental agencies as the Federal Land Banks, Federal Intermediate Credit
Banks, Banks for Cooperatives, Federal Home Loan Banks, Government National Mortgage Association, United States
Postal Service, Farmers Home Administration, Federal Home Loan Mortgage Association, Small Business
Administration, Federal Housing Association, or Participation Certificates in the Federal Assets Financing Trust;
provided that all such deposits and investments shall be made in such a manner that the money required to be expended
from any Fund will be available at the proper time or times. Such investments (except State and Local Government
Seties investments held in book entry form, which shall at all times be valued at cost) shall be valued in terms of current
market value within 45 days of the close of each Fiscal Year. All interest and income derived from deposits and
investments in the Interest and Redemption Fund immediately shall be credited to, and any losses debited to, the Interest
and Redemption Fund. All interest and interest income derived from deposits in and investments of the Reserve Fund
shall, subject to the limitations provided in Section 14 hereof, be credited to and deposited in the Interest and
Redemption Fund.

All such investments with respect to the Interest and Redemption Fund and Reserve Fund shall be sold
promptly when necessary to prevent any default in connection with the Subordinate Lien Bonds and, with respect to the
Reserve Fund, to prevent any default in connection with the Prior Lien Bonds.

() Money in all Funds required to be maintained by this Ordinance, to the extent not invested, shall be
secured in the manner prescribed by law for securing funds of the City.

SECTION : Obligations of Inferior Iien and Pledge. The City hereby reserves the right to issue
obligations payable from and secured by a lien on and pledge of the Net Revenues of the Systems, either or both, junior
and subordinate to the lien and pledge securing the payment of the Subordinate Lien Bonds, as may be authorized by the
laws of the State of Texas.

SECTION : Maintenance and Operation-Insurance. The City shall maintain the Systems in good
condition and operate each in an efficient manner and at reasonable cost. So long as any Bonds are Outstanding, the
City agrees to maintain insurance, for the benefit of the Holders of the Bonds, on the Systems of a kind and in an
amount which usually would be carried by municipal corporations engaged in a similar type of business. Nothing in this
Ordinance shall be construed as requiring the City to expend any funds derived from sources other than the operation of
the Systems, but nothing herein shall be construed as preventing the City from doing so.

SECTION : Sale, Lease or Disposal of System Property. To the extent and in the manner provided by
law, the City can sell, exchange or otherwise dispose of property and facilities constituting part of the System at any time
and from time to time, provided such sale or exchange of property or facilities does not impede the operations of the
System. In the event the property, facilities or assets of the System sold or exchanged represents more than 5% of the
total assets of the System, the City agrees to notify the rating agencies then rating the Prior Lien Bonds, Subordinate Lien
Bonds and Separate Lien Obligations and bond insurance companies insuring the Prior Lien Bonds, Subordinate Lien
Bonds and Separate Lien Obligations of such sale, exchange or disposal of property and facilities. Prior to the sale or
exchange of any assets or properties representing more than 5% of the total assets of the System being completed, a
written response shall be obtained from the rating agencies then rating the Prior Lien Bonds, Subordinate Lien Bonds
and Separate Lien Obligations to the effect that such sale or exchange of such assets or properties in and of itself will not
result in a rating category change of the ratings then assigned on such obligations. Furthermore, the City to the extent
and in the manner provided by law may lease, contract, or grant licenses for the operation of, or make arrangements for
the use of, or grant easements or other rights to the properties and facilities of the System, provided such lease, contract,
license, arrangement, easement or right does not impede or disrupt the operations of the System. The proceeds of any
such sale, exchange or disposal of property or facilities shall be deposited to the credit of a special Fund or Account, and
funds deposited to the credit of such Fund or Account shall be used either (i) to acquire other property necessary or
desirable for the safe or efficient operation of the System, or (ii) to redeem, defease or retire Prior Lien Bonds,
Subordinate Lien Bonds or Separate Lien Obligations.

SECTION : Records and Accounts. The City hereby covenants and agrees that so long as any of the
Bonds or any interest thereon remains Outstanding, it will keep and maintain separate and complete records and
accounts pertaining to the operations of the Waterworks and Sewer System and the Electric Light and Power System in
which complete and correct entries shall be made of all transactions relating thereto, as provided by Article 1113,



V.AT.CS. The Holders of any Bonds or any duly authorized agent or agents of such Holders shall have the right at all
reasonable times to inspect such records, accounts and data relating thereto, and to inspect the respective Systems and all
properties comprising same. The City further agrees that following the close of each Fiscal Year, it will cause an audit of
such books and accounts to be made by an independent firm of Certified Public Accountants. Each such audit, in
addition to whatever other matters may be thought proper by the Accountant, shall particularly include the following:

(a) A detailed statement of the income and expenditures of the Electric Light and
Power System and of the Waterworks and Sewer System for such Fiscal Year.

() A balance sheet for the Electric Light and Power System and the Waterworks and
Sewer System as of the end of such Fiscal Year.

() The Accountant’s comments regarding the manner in which the City has carried
out the requirements of this Ordinance and any other ordinance authorizing the issuance of Prior Lien
Bonds or Subordinate Lien Bonds and his recommendations for any changes or improvements in the
operations, records and accounts of the respective Systems.

(d) A list of insurance policies in force at the end of the Fiscal Year covering the
properties of the respective Systems, setting out as to each policy the amount thereof, the risk
covered, the name of the insurer and the policy’s expiration date.

Expenses incurred in making an annual audit of the operations of the Systems are to be regarded as
Maintenance and Operating Expenses of the respective Systems and paid on a pro rata basis or as otherwise determined
by the City from available revenues in the Electric Fund and Water and Sewer Fund, either or both. Copies of each
annual audit shall be furnished to the Executive Director of the Municipal Advisory Council of Texas at his office in
Austin, Texas, the Texas Water Development Board, Attention: Executive Administrator, State Water Pollution Control
Revolving Fund and, upon request, to the original purchaser of any series of Subordinate Lien Bonds. The audits herein
required shall be made within 120 days following the close of each Fiscal Year insofar as is possible.

SECTION : Deficiencies; Excess Net Revenues. (a) If on any occasion there shall not be sufficient Net
Revenues of the Systems to make the required deposits into the Interest and Redemption Fund and the Reserve Fund,
then such deficiency shall be cured as soon as possible from the next available Net Revenues of the Systems, or from any
other sources available for such purpose.

(b) Subject to making the required deposits to (i) all special funds created for the payment and security of
the Prior Lien Bonds (including the Reserve Fund) (i) all special funds created for the payment and security of the
Subordinate Lien Bonds (including the Interest and Redemption Fund) and (iii) all funds or accounts created for the
benefit of Separate Lien Obligations, the excess Net Revenues of the Systems, either or both, may be used by the City
for any lawful purpose.

SECTION : Final Deposits; Governmental Obligations. (a) All or any of the Prior Lien Bonds or
Subordinate Lien Bonds, as the case may be, shall be deemed to be paid, retired and no longer outstanding within the
meaning of their respective ordinances when payment of the principal of, and redemption premium, if any, on such
obligations, plus interest thereon to the due date thereof (whether such due date be by reason of maturity, upon
redemption, or otherwise) either (i) shall have been made or caused to be made in accordance with the terms thereof
(including the giving of any required notice of redemption), or (i) shall have been provided by irrevocably depositing
with, or making available to, the Paying Agent/Registrar, in trust and irrevocably set aside exclusively for such payment,
(1) money sufficient to make such payment or (2) Government Obligations, certified by an independent public
accounting firm of national reputation, to mature as to principal and interest in such amounts and at such times as will
insure the availability, without reinvestment, of sufficient money to make such payment, and all necessary and proper
fees, compensation and expenses of the Paying Agent/Registrar with tespect to which such deposit is made shall have
been paid or the payment thereof provided for the satisfaction of the Paying Agent/Registrar. At such time as an
obligation shall be deemed to be paid hereunder, as aforesaid, it shall no longer be secured by or entitled to the benefit of
this Ordinance or a lien on and pledge of the Net Revenues of the Systems, and shall be entitled to payment solely from
such money or Government Obligations.



() Any moneys so deposited with the Paying Agent/Registrar, or an authorized escrow agent, may at the
direction of the City also be invested in Government Obligations, maturing in the amounts and at the times as
hereinbefore set forth, and all income from all Government Obligations not required for the payment of the obligations,
the redemption premium, if any, and interest thereon, with respect to which such money has been so deposited, shall be
turned over to the City or deposited as directed by the City.

(©) The City covenants that no deposit will be made or accepted under clause (a)(ii) of this Section and no
use made of any such deposit which would cause the obligations to be treated as arbitrage bonds within the meaning of
Section 103 of the Internal Revenue Code of 1986, as amended.

(d) Notwithstanding any other provisions of the ordinances, all money or Government Obligations set
aside and held in trust pursuant to the provisions of this Section for the payment of the obligations, the redemption
premium, if any, and interest thereon, shall be applied to and used for the payment of such obligations, the redemption
premium, if any, and interest thereon and the income on such money or Government Obligations shall not be
considered to be “Gross Revenues” under this Ordinance.

SECTION : Remedy in Event of Default. In addition to all rights and remedies provided by the laws of
the State of Texas, the City covenants and agrees particularly that in the event the City (a) defaults in payments to be
made to the Interest and Redemption Fund or the Reserve Fund as required by the ordinances authorizing the issuance
of the Prior Lien Bonds or the Subordinate Lien Bonds, as the case may be, or (b) defaults in the observance or
performance of any other of the covenants, conditions or obligations set forth in such ordinances, the Holders of any of
the Prior Lien Bonds or Subordinate Lien Bonds, as the case may be, shall be entitled to a writ of mandamus issued by a
court of proper jurisdiction, compelling and requiring the City and its officers to observe and perform any covenant,
condition or obligation prescribed in the ordinance authorizing their issuance. No delay or omission to exercise any right
or power accruing upon any default shall impair any such right or power, or shall be construed to be a waiver of any such
default or acquiescence therein, and every such right and power may be exercised from time to time and as often as may
be deemed expedient.

The specific remedy herein provided shall be cumulative of all other existing remedies and the specification of
such remedy shall not be deemed to be exclusive.

SECTION : Special Obligations. The Bonds are special obligations of the City payable from the pledged
Net Revenues of the Systems and the Holders shall never have the right to demand payment thereof out of funds raised
ot to be raised by taxation.
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FULBRIGHT & JAWORSKI L.L.P.

A REGISTERED LIMITED LIABILITY PARTNERSHIP
2200 Ross AVENUE. SUITE 2800
DaLLas, TExAs 75201-2784
WWW.FULBRIGHT.COM

TELEPHONE: (214) 855-8000 FACSIMILE: (214) 855-8200

IN REGARD to the authorization and issuance of the “City of Austin, Texas, Water and
Wastewater System Revenue Refunding Bonds, Series 2006” (the “Bonds”), dated August 15, 2006, in
the principal amount of $63,100,000, we have examined into the legality and validity of the issuance
thereof by the City of Austin, Texas (the “City”), which Bonds are issuable in fully registered form only and
mature on November 15 in each of the years stated in the ordinance (the "Ordinance") authorizing the
issuance of the Bonds, unless redeemed prior to maturity in accordance with the applicable redemption
provisions. The Bonds accrue interest from the dates, at the rates, and in the manner and interest is
payable on the dates, all as provided in the Ordinance.

We have acted as Bond Counsel for the City solely to pass upon the legality and validity of the
Bonds under the Constitution and laws of the State of Texas, the defeasance and discharge of the City's
outstanding obligations being refunded by the Bonds, and with respect to the exclusion of interest on the
Bonds from gross income for federal income tax purposes, and none other. We have not been requested
to investigate or verify, and have not independently investigated or verified, any records, data or other
material relating to the financial condition or capabilities of the City or the City’'s Water/Wastewater
System (the “System”) and have not assumed any responsibility with respect thereto. Capitalized terms
used herein and not otherwise defined have the meanings assigned in the Ordinance.

Our examination into the legality and validity of the Bonds included a review of the applicable and
pertinent provisions of the Constitution and laws of the State of Texas; the Charter of the City; a transcript
of certified proceedings of the City relating to the authorization, issuance, sale, and delivery of the Bonds,
including a Master Ordinance and the Ordinance (collectively, the “Ordinances”); a Special Escrow
Agreement between the City and Deustche Bank Trust Company Americas, New York, New York (the
"Escrow Agreement”), a special report of The Arbitrage Group, Inc., Certified Public Accountants (the
“Accountants”); an executed initial Bond; certifications of the City relating to the expected use and
investment of proceeds of the sale of the Bonds and certain other funds of the City and to certain other
facts within the knowledge and control of the City; and such other material and such matters of law as we
deem relevant. In the examination of the proceedings relating to the issuance of the Bonds, we have
assumed the authenticity of all documents submitted to us as originals, the conformity to original copies of
all documents submitted to us as certified copies, and the accuracy of the statements contained in such
documents and certifications.

BASED ON OUR EXAMINATION, we are of the opinion that, under applicable law of the United
States of America and the State of Texas in force and effect on the date hereof:

1. The Bonds have been authorized, issued and delivered in accordance with law; that the
Bonds are valid, legally binding and enforceable special obligations of the City in accordance with their
terms payable solely from and, together with the outstanding Previously Issued Parity Water/Wastewater
Obligations, Prior Subordinate Lien Obligations (identified and defined in the Ordinances) and Previously
Issued Separate Lien Obligations (identified and defined in the Ordinances), equally and ratably secured
by a parity lien on and pledge of the Net Revenues of the System in the manner provided in the
Ordinances except to the extent the enforceability thereof may be limited by bankruptcy, insolvency,
reorganization, moratorium, liquidation and other similar laws now or hereafter enacted relating to
creditors’ rights generally. Subject to the restrictions stated in the Ordinances, the City has reserved the
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right, to issue and incur additional revenue obligations payable from and equally and ratably secured by a
parity lien on and pledge of the Net Revenues of the System in the same manner and to the same extent
as the Bonds.

2. The Escrow Agreement has been duly authorized, executed and delivered and is a
binding and enforceable agreement in accordance with its terms and the outstanding obligations
refunded, discharged, paid and retired with the proceeds of the Bonds have been defeased and are
regarded as being outstanding only for the purpose of receiving payment from the funds held in trust
pursuant to the Escrow Agreement and in accordance with the provisions of V.T.C.A., Government Code,
Chapter 1207. In rendering this opinion, we have relied upon the verification by the Accountants of the
sufficiency of cash and investments deposited with the Escrow Agent pursuant to the Agreement for the
purposes of paying the outstanding obligations refunded and to be retired with the proceeds of the Bonds
and the interest thereon.

3. Assuming continuing compliance after the date hereof by the City with the provisions of
the Ordinance and in reliance upon representations and certifications of the City made in a certificate of
even date herewith pertaining to the use, expenditure, and investment of the proceeds of the Bonds,
interest on the Bonds for federal income tax purposes (i) will be excludable from gross income, as defined
in section 61 of the Internal Revenue Code of 1986, as amended to the date hereof, of the owners thereof
pursuant to section 103 of such Code, existing regulations, published rulings, and court decisions
thereunder, and (ii) will not be included in computing the alternative minimum taxable income of
individuals or, except as hereinafter described, corporations. Interest on all tax-exempt obligations, such
as the Bonds, owned by a corporation will be included in such corporation’s adjusted current earnings for
purposes of calculating the alternative minimum taxable income of such corporations, other than an S
corporation, a qualified mutual fund, a real estate mortgage investment conduit, a real estate investment
trust, or a financial asset securitization investment trust (FASIT). A corporation’s alternative minimum
taxable income is the basis on which the alternative minimum tax imposed by Section 55 of the Code will
be computed.

We express no opinion with respect to any other federal, state, or local tax consequences under
present law or any proposed legislation resulting from the receipt or accrual of interest on, or the
acquisition or disposition of, the Bonds. Ownership of tax-exempt obligations such as the Bonds may
result in collateral federal tax consequences to, among others, financial institutions, property and casualty
insurance companies, life insurance companies, certain foreign corporations doing business in the United
States, S corporations with subchapter C earnings and profits, individual recipients of Social Security or
Railroad Retirement Benefits, individuals otherwise qualifying for the earned income tax credit, owners of
interest in a FASIT, and taxpayers who may be deemed to have incurred or continued indebtedness to
purchase or carry, or who have paid or incurred certain expenses allocable to, tax-exempt obligations.

Our opinions are based on existing law, which is subject to change. Such opinions are further
based on our knowledge of facts as of the date hereof. We assume no duty to update or supplement our
opinions to reflect any facts or circumstances that may thereafter come to our attention or to reflect any
changes in any law that may thereafter occur or become effective. Moreover, our opinions are not a
guarantee of result and are not binding on the Internal Revenue Service; rather, such opinions represent
our legal judgment based upon our review of existing law that we deem relevant to such opinions and in
reliance upon the representations and covenants referenced above.
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FINANCIAL GUARANTY INSURANCE POLICY
MBI A Insurance Cor poration
Armonk, New York 10504

Policy No. [NUMBER]

MBIA Insurance Corpordtion (the "Insurer"), in condderation of the payment of the premium and subject to the terms of this policy, hereby
unconditionaly and irrevocably guarantees to any owner, as hereinafter defined, of the following described obligations, the full and complete payment
required to be made by or on behdf of the Issuer to [PAYING AGENT/TRUSTEE] or its successor (the "Paying Agent") of an amount equdl to (i) the
principd of (either a the sated maturity or by any advancement of maturity pursuant to a mandatory sinking fund payment) and interest on, the
Obligations (as that term is defined below) as such payments shal become due but shal not be o paid (except that in the event of any accderation of the
due date of such principa by reason of mandatory or optiond redemption or accderation resulting from default or otherwise, other than any
advancement of maturity pursuant to a mandatory sinking fund payment, the payments guaranteed hereby shdl be made in such amounts and a such
times as such payments of principa would have been due had there not been any such accderation, unlessthe Insurer dects inits sole discretion, to pay
inwhole or in part any principa due by reason of such accderation); and (i) the reimbursement of any such payment which is subsequently recovered
from any owner pursuarnt to afind judgment by a court of competent jurisdiction that such payment conditutes an avoidable preference to such owner
within the meaning of any gpplicable bankruptcy law. The amountsreferred to in dauses (i) and (ji) of the preceding sentence shdl be referred to herein
collectively asthe " Insured Amounts" " Obligations' shal mean:

[PAR]
[LEGAL NAME OF | SSUE]

Upon receipt of telephonic or telegrgphic notice, such natice subsequently confirmed in writing by registered or certified mail, or upon receipt of written
notice by registered or certified mail, by the Insurer from the Paying Agent or any owner of an Obligation the payment of an Insured Amount for whichis
then due, thet such required payment has not been made, the Insurer on the due date of such payment or within one business day after receipt of notice of
such nonpayment, whichever is later, will make adepost of funds, in an account with U.S. Bank Trust Nationa Association, in New York, New York,
or its successor, sufficient for the payment of any such Insured Amounts which are then due. Upon presentment and surrender of such Obligations or
presentment of such other proof of ownership of the Obligations, together with any gopropriate instruments of assgnment to evidence the assgnment of
the Insured Amounts due on the Obligations as are paid by the Insurer, and appropriate insruments to effect the appointment of the Insurer as agent for
such owners of the Obligations in any legd proceeding rdated to payment of Insured Amounts on the Obligations, such ingruments being in aform
sdtisfactory to U.S. Bank Trust Nationd Assodiation, U.S. Bank Trust Nationd Assodiation shdl disburseto such owners or the Paying Agent payment
of the Insured Amounts due on such Obligations, less any amount held by the Paying Agent for the payment of such Insured Amounts and legdly
availabletherefor. Thispolicy does not insure againgt loss of any prepayment premium which may at any time be payable with respect to any Obligation.

Asused herein, theterm " owner" shal mean the registered owner of any Obligation asindicated in the books maintained by the Paying Agent, the Issuer,
or any designee of the |ssuer for such purpose. Theterm owner shdl not include the Issuer or any party whose agreement with the I ssuer condtitutes the
underlying security for the Obligations

Any sarvice of process on the Insurer may be medeto the Insurer at its officeslocated at 113 King Street, Armonk, New Y ork 10504 and such service of
processshdl bevaid and binding.

Thispolicy isnoncancellable for any reason. The premium on thispolicy is not refundable for any reason including the payment prior to maturity of the
Obligations.

IN WITNESS WHEREOF, the Insurer has caused this policy to be executed in facamile onits behdf by its duly authorized officers, this[DAY] day of
[MONTH, YEAR].

MBI A Insurance Corporation

Attest:
Assigant Secretary

DISCLOSURE OF GUARANTY FUND NONPARTICIPATION: In the event the Insurer is unable to fulfill its contractual
obligation under. this policy or contract or application or certificate or evidence of coverage, the policyholder or certificateholder is not
protected by an insurance guaranty fund or other solvency protection arrangement.

STD-TX-7
01/05
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FORM OF DELAYED DELIVERY CONTRACT

;200

Each person placing an order for City of Austin, Texas Water and Wastewater System
Revenue Refunding Bonds, Series2006, shall be required to execute a Delayed Delivery
Contract in substantially the form set forth below with such changes as the person placing the
order and the applicable Underwriter shall agree.

Re: City of Austin, Texas (the “City”), Water and Wastewater System Revenue
Refunding Bonds, Series 2006 (the “Bonds”)

The Purchaser designated below and executing this instrument (the “Purchaser”) hereby
agrees to purchase from Morgan Keegan & Company, Inc. (the “Underwriter”) and the
Underwriter agrees to sell to the undersigned,

MATURITY DATE PAR AMOUNT COUPON CUSIP Number

’ $— %

in aggregate principal amount of the above-referenced Bonds (the “Purchased Bonds’) offered
by the City’s Preliminary Official Statement dated November 10, 2005 and the Official
Statement dated November 17, 2005 (the “Official Statement’), receipt of copies of which is
hereby acknowledged, at a purchase price of $ (plus accrued interest, if any) bearing
the interest rates, amounts and maturity dates shown above, and on the further terms and
conditions set forth in this Delayed Delivery Contract.

The Purchaser hereby confirms that it has reviewed the Preliminary Officia Statement
and the Official Statement (including without limitation the section entitted “DELAYED
DELIVERY OF THE BONDS’ therein), has considered the risks associated with purchasing the
Purchased Bonds and is duly authorized to purchase the Purchased Bonds. The Purchaser further
acknowledges and agrees that the Purchased Bonds are being sold on a “forward” or “delayed
delivery” basis, and the Purchaser hereby purchases and agrees to accept delivery of such
Purchased Bonds from the Underwriter on or about August 17, 2006 (the “Delivery Date”) as
they may be issued pursuant to the Delayed Delivery Bond Purchase Agreement (the
“Agreement”) between the City and the Underwriter.

Upon (i) the issuance by the City of the Bonds and (ii) the purchase thereof by the
Underwriter, the obligation of the Purchaser to take delivery of the Purchased Bonds hereunder
shall be unconditional, unless the Underwriter terminates the Agreement because of a Changein
Law and the Bonds are not received and paid for on the Delivery Date for re-sale to the
Purchaser. A “Change in Law” is defined to mean (i) any change in or addition to applicable
federal or state law, whether statutory or as interpreted by the courts, including any changesin or
new rules, regulations or other pronouncements or interpretations by federal or state agencies (if
such change or addition becomes effective on or before the Delivery Date), (ii) any legidation
enacted by the Congress of the United States or introduced therein or recommended for passage
by the President of the United States (if such enacted, introduced or recommended legislation has
a proposed effective date which is on or before the Settlement Date), (iii) any law, rule or
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regulation proposed or enacted by any governmental body, department or agency (if such
proposed or enacted law, rule or regulation has a proposed effective date which is on or before
the Delivery Date) or (iv) any judgment, ruling or order issued by any court or administrative
body, which in any such case, would, as to the Underwriter, prohibit (or have the retroactive
effect of prohibiting, if enacted, adopted, passed or finalized) the Underwriter from purchasing
the Bonds as provided herein or selling the Bonds or beneficial ownership interests therein to the
public or, as to the Issuer, would make the issuance, sale or delivery of the Bondsillegal (or have
the retroactive effect of making such issuance, sale or delivery illegal, if enacted, adopted, passed
or finalized); provided, however, that such change in or addition to law, legidation, rule,
regulation, judgment, ruling or order shall have become effective, or been enacted, introduced,
recommended, proposed or issued, as the case may be, subsequent to the date of the Agreement.
If the Change of Law involves the enactment of legislation which only diminishes the value of,
as opposed to eliminating, the exclusion of interest payable on “state or local bonds’” from gross
income for federal income tax purposes, the City may, nonetheless, be able to satisfy the
requirements for the delivery of the Purchased Bonds. In such event, the Purchaser would be
required to accept delivery of the Bonds.

The City’s obligation to issue and deliver the Bonds to the Underwriter on the Delivery
Date, and accordingly the Underwriter's ability to redeliver the Purchased Bonds to the
Purchaser, is conditioned on the Bonds being insured (as to payment of scheduled principa and
interest) by amunicipal bond insurance policy issued by

The Purchaser acknowledges and agrees that it will not be able to withdraw its order as
described herein, and will not otherwise be excused from performance of its obligations to take
up and pay for the Purchased Bonds on the Delivery Date because of market or credit changes,
including specifically, but not limited to (a) changes in the ratings anticipated to be assigned to
the Bonds or in the credit associated with the Bonds generaly, (b) changes in the financial
condition, operations, performance, properties or prospects of the City from the date hereof to
the Déelivery Date of the Bonds (unless such changes give rise to an event of default under the
financing documents) or (c) the delivery of a memorandum by Bond Counsel to the City, or the
inclusion of any such memorandum or a summary thereof in the Updated Official Statement (as
defined in the Agreement), in satisfaction of the requirements of Circular 230 of the Interna
Revenue Service as applicable to the opinion of Bond Counsel with respect to the Purchased
Bonds, as more fully described under the heading “Tax Matters - Tax Exemption — Proposed
Regulations — Change in Form of Bond Counsel Opinion”. The Purchaser further acknowledges
that the Underwriter could be liable under the Agreement for damages to the City in the event of
a wrongful failure to accept delivery of the Bonds, and that the Underwriter has executed such
Agreement in reliance on the Purchaser’s commitment set forth herein. Finally, the Purchaser
acknowledges and agrees that it will remain obligated to purchase the Purchased Bonds in
accordance with the terms hereof even if the Purchaser decides to sell such Purchased Bonds
following the date hereof.

The undersigned represents and warrants that, as of the date of this Delayed Delivery
Contract, the undersigned is not prohibited from purchasing the Purchased Bonds hereby agreed
to be purchased by it under the laws of the jurisdiction to which the undersigned is subject.
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This Delayed Delivery Contract will inure to the benefit of and be binding upon the
parties hereto and their respective successors, but will not be assignable by either party hereto
without the written consent of the other.

This Delayed Delivery Contract may be executed by either of the parties hereto in any
number of counterparts, each of which shall be deemed to be an original, but al such
counterparts shall constitute one and the same instrument.

It is understood that the acceptance by the Underwriter of any Delayed Delivery Contract
(including this one) is in the Underwriter’s sole discretion and that, without limiting the
foregoing, acceptances of such contracts need not be on a first-come, first-served basis. If this
Delayed Delivery Contract is acceptable to the Underwriter, it is requested that the Underwriter
sign the form of acceptance below and mail or deliver one of the counterparts hereof to the
undersigned at its address set forth below. This will become a binding contract between the
Underwriter and the undersigned when such counterpart is so mailed or delivered by the
Underwriter. This Delayed Delivery Contract does not constitute a customer confirmation
pursuant to Rule G-15 of the Municipa Securities Rulemaking Board.

The City shall be deemed athird party beneficiary of this Delayed Delivery Contract.

This Delayed Delivery Contract shall be constructed and administered under the laws of
the State of New Y ork.

By:

(Signature)
Name:
Title:
Address:

Accepted: , 200

Morgan Keegan & Company, Inc.

By:
Name:
Title:
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