NEW ISSUE - BOOK-ENTRY ONLY RATING: Standard & Poor’s: “AA+”"
(See “APPENDIX F - THE Book-ENTRY SYSTEM”") (See “MiscELLANEOUS — Rating”)

In the opinion of Procopio, Cory, Hargreaves & Savitch, LLP, San Diego, California, Bond Counsel, under existing statutes, regulations,
rulings and court decisions, and assuming the accuracy of certain representations and continuing compliance with certain covenants, interest on
the Series 2017 Bonds is excluded pursuant to section 103(a) of the Internal Revenue Code of 1986 from the gross income of the owners thereof for
Sfederal income tax purposes and is not an item of tax preference for purposes of the federal alternative minimum tax. It is also the opinion of Bond
Counsel that under existing law such interest is exempt from personal income taxes of the State of California. See, however, “TAX MATTERS”
in this Official Statement.

$22.115,000
SAN ELIJO JOINT POWERS AUTHORITY
(SAN DIEGO COUNTY, CALIFORNIA)
2017 REVENUE BONDS
(CLEAN WATER PROJECTS)

Dated: Date of Delivery Due: as shown on inside front cover page

The $22,115,000 San Elijo Joint Powers Authority 2017 Revenue Bonds (Clean Water Projects) (the “Series 2017 Bonds”) are being issued by the San Elijo
Joint Powers Authority (the “Authority”) for the purpose of funding facilities and improvements as part of the Authority’s capital improvement plan and
certain costs of issuance of the Series 2017 Bonds, pursuant to laws of the State of California (the “State”) and the Series 2017 Indenture of Trust, dated as of
June 1, 2017 (the “Series 2017 Indenture”) between the Authority and MUFG Union Bank N.A., as Trustee (the “Trustee”). The Series 2017 Bonds will be dated
their date of delivery, in authorized denominations of $5,000 and any integral multiple of $5,000 and will mature March 1 of the years as shown on the inside
front cover page. The Series 2017 Bonds will bear interest payable semi-annually March 1 and September 1, commencing September 1, 2017, until maturity or
earlier redemption. The Series 2017 Bonds are subject to optional and mandatory sinking fund redemption. The Series 2017 Bonds initially will be delivered
only in book-entry form and registered in the name of Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC”), which will
act as securities depository for the Series 2017 Bonds. Individual purchases of the Series 2017 Bonds will be made in book-entry form only. Purchasers of
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“Series 2017 Loan Agreements”), to assist in the financing of the Cities’ respective shares of the Series 2017 Bonds. Each Series 2017 Loan Agreement is an
absolute and unconditional obligation of Encinitas and Solana Beach, respectively, to make payments (“Loan Installments”) from and secured by a pledge of
System Revenues (defined below) and other funds of each respective City lawfully available therefor and does not constitute an obligation of the other City. The
pledge of System Revenues is on a parity with each City’s pledge of System Revenues for its obligations under its respective Third Amended and Restated Loan
Agreement, each dated as of December 1, 2011, which will remain in full force and effect until final payment of the Authority’s 2011 Refunding Revenue Bonds
as described below. Each of the Cities has agreed to pay its respective Loan Installments from its “System Revenues” comprised of gross revenues derived
from its respective wastewater collection and disposal system (including the Authority’s treatment of wastewater collected by its system) after the deduction
of maintenance and operation expenses, in an amount sufficient to pay the annual principal and interest due under its respective Series 2017 Loan Agreement.
In addition, each City has made covenants under its respective Series 2017 Loan Agreement regarding the collection of its System Revenues, and the Authority
has made certain covenants with respect to the operation and maintenance of its facilities. The Loan Installments paid by Encinitas would pay approximately
50% of total debt service on the Series 2017 Bonds, and the Loan Installments paid by Solana Beach would pay approximately 50% of total debt service on
the Series 2017 Bonds. NEITHER CITY IS RESPONSIBLE FOR ANY LOAN INSTALLMENT OWED BY THE OTHER CITY, AND A DEFAULT
UNDER ONE SERIES 2017 LOAN AGREEMENT WILL NOT RESULT IN A DEFAULT UNDER THE OTHER SERIES 2017 LOAN AGREEMENT.
NO OTHER LOCAL AGENCY OR OTHER CUSTOMER OF THE AUTHORITY HAS ANY OBLIGATION REGARDING THE SERIES 2017 LOAN
AGREEMENTS OR THE SERIES 2017 BONDS. See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2017 Bonps.”

Under the Series 2017 Indenture, the Authority will assign its rights, title and interest under and pursuant to the Series 2017 Loan Agreements to the
Trustee, as assignee of the Authority. The Series 2017 Bonds and the interest thereon are payable solely from certain funds and accounts established and
maintained under the Series 2017 Indenture (but excluding amounts held in the Series 2017 Rebate Fund), which in turn are funded principally through the
foregoing assignments by the Authority, subject only to the provisions of the Series 2017 Indenture permitting the application thereof for the purposes and on
the terms and conditions set forth in the Series 2017 Indenture.

THE AUTHORITY HAS PREVIOUSLY ISSUED ITS 2011 REFUNDING REVENUE BONDS (SAN ELIJO WATER RECLAMATION FACILITY) (“SERIES 2011
BONDS”), WHICH ARE OUTSTANDING IN THE PRINCIPAL AMOUNT OF $3,015,000 AND WHICH ARE SECURED ON A PARITY WITH THE SERIES 2017
BONDS. ADDITIONAL PARITY OBLIGATIONS MAY BE ISSUED IN THE FUTURE AS PROVIDED IN THE SERIES 2017 INDENTURE. See “SECURITY AND
SoOURCES OF PAYMENT FOR THE SERIES 2017 BoNDS — OUTSTANDING AND ADDITIONAL PARITY DEBT.”

THE SERIES 2017 BONDS ARE SPECIAL OBLIGATIONS OF THE AUTHORITY, PAYABLE SOLELY FROM THE REVENUES AND OTHER FUNDS
PLEDGED THEREFOR IN THE SERIES 2017 INDENTURE, AND ARE NOT SECURED BY ANY LEGAL, EQUITABLE OR OTHER PLEDGE OF, OR CHARGE
OR LIEN UPON, ANY PROPERTY OF THE AUTHORITY OR THE LOCAL AGENCIES, OR ANY OF THE AUTHORITY’S INCOME OR RECEIPTS, EXCEPT
AS PROVIDED IN THE SERIES 2017 INDENTURE. THE SERIES 2017 BONDS DO NOT CONSTITUTE A DEBT OF THE AUTHORITY OR THE STATE OF
CALIFORNIA, OR OF ANY POLITICAL SUBDIVISION THEREOF, IN CONTRAVENTION OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION
OR RESTRICTION. NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE STATE OF CALIFORNIA, OR ANY POLITICAL SUBDIVISION
THEREOF OR THE CITIES, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR THE INTEREST ON THE SERIES 2017 BONDS OR OTHER
PAYMENTS REQUIRED TO BE MADE UNDER THE SERIES 2017 INDENTURE OR THE LOAN AGREEMENTS. THE AUTHORITY HAS NO TAXING POWER.
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MATURITY SCHEDULE

$22,115,000
SAN ELIJO JOINT POWERS AUTHORITY
2017 REVENUE BONDS
(CLEAN WATER PROJECTS)
MATURITY DATE PRINCIPAL  INTEREST
(March 1) AMOUNT (§)  RATE (%) YIELD (%) PRICE (%) CUSIP*
2020 435,000 3.000 1.000 105.222 797544CP6
2021 450,000 3.000 1.080 106.857 797544CQ4
2022 460,000 3.000 1.180 108.215 797544CR2
2023 475,000 3.000 1.330 109.063 797544CS0
2024 490,000 4.000 1.450 116.114 797544CT8
2025 510,000 5.000 1.610 124314 797544CU5
2026 535,000 5.000 1.800 125.531 797544CV3
2027 560,000 5.000 1.940 126.816 797544CW1
2028 590,000 5.000 2.100© 125216 797544CX9
2029 620,000 5.000 2.200 124.228 797544CY7
2030 650,000 5.000 2.3300 122.958 797544CZ4
2031 680,000 5.000 2.440© 121.895 797544DA8
2032 715,000 5.000 2.530©) 121.033 797544DB6
2033 750,000 3.000 3.150 98.155 797544DC4
2034 775,000 5.000 2.670© 119.707 797544DD2
2035 815,000 5.000 2.720©) 119.238 797544DE0
2036 855,000 4.000 3.160© 106.938 797544DF7
2039 2,750,000 3.250 3.450 96.964 797544DG5
2047 9,000,000 4.000 3.370© 105.151 797544DH3

(© Priced to the first optional call on March 1, 2027 at par.

* Copyright © 2017. CUSIP Global Services. All rights reserved. CUSIP® is a registered trademark of the American Bankers
Association. CUSIP Global Services (“CGS”) is managed on behalf of the American Bankers Association by S&P Capital 1Q.
The CUSIP® numbers are not intended to create a database and do not serve in any way as a substitute for CUSIP® service.
CUSIP® numbers have been assigned by an independent company not affiliated with the Authority or the Cities and are included
solely for the convenience of the registered Owners of the Series 2017 Bonds. None of the Authority, either City, the Underwriter
or the Municipal Advisor is responsible for the selection or use of any CUSIP® numbers, and no representation is made as to
their correctness on the Series 2017 Bonds or as included in this Official Statement. The CUSIP® number for a specific maturity
of Series 2017 Bonds is subject to change after the issuance of the Series 2017 Bonds as a result of various subsequent actions
including, but not limited to, a refunding in whole or in part or as a result of the procurement of secondary market portfolio
insurance and other similar enhancement by investors that is applicable to all or a portion of certain maturities of the
Series 2017 Bonds.
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This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor
shall there be any sale of, the Series 2017 Bonds by any person in any jurisdiction in which it is unlawful
for such person to make such an offer, solicitation or sale. The information in this Official Statement has
been provided by the San Elijjo Joint Powers Authority (the “Authority”), the City of Encinitas
(“Encinitas”), the City of Solana Beach (“Solana Beach”) and other sources that are believed by the
Authority to be reliable. No dealer, broker, salesperson or other person has been authorized to give any
information or to make any representations other than those contained in this Official Statement. If given
or made, such information or representations must not be relied upon as having been authorized by the
Authority, Encinitas, Solana Beach, Hilltop Securities Inc. (the “Underwriter”) or any other party in
connection with any offering or reoffering of the Series 2017 Bonds.

This Official Statement is not a contract with the purchasers or Owners of the Series 2017 Bonds.
Statements in this Official Statement which involve estimates, forecasts or matters of opinion, whether or
not expressly so described, are intended solely as such and are not to be construed as representations of
facts.

This Official Statement and the information and expressions of opinion in it are subject to change
without notice, and neither delivery of this Official Statement nor any sale made hereunder shall, under
any circumstances, create any implication that there has been no change in the affairs of the Authority,
Encinitas or Solana Beach or any other parties described in this Official Statement since its date (shown at
the bottom of the front cover), and this Official Statement speaks only as of its date. The Series 2017
Bonds may not be sold, nor may an offer to buy the Series 2017 Bonds be accepted, before the Official
Statement is delivered in final form. This Official Statement is submitted with respect to the sale of the
Series 2017 Bonds referred to herein and may not be reproduced or used, in whole or in part, for any other
purpose, unless authorized in writing by the Authority. All summaries of documents and laws are made
subject to the provisions thereof and do not purport to be complete statements of any or all provisions of
such documents and laws. The preparation of this Official Statement and its distribution have been duly
authorized and approved by the Authority, Encinitas and Solana Beach.

In connection with the offering or any reoffering of the Series 2017 Bonds, the Underwriter may
over-allot or effect transactions that stabilize or maintain the market price of the Series 2017 Bonds at a
level above that which might otherwise prevail in the open market. Such stabilizing, if commenced, may
be discontinued at any time. The Underwriter may offer or reoffer and sell the Series 2017 Bonds to
certain dealers, institutional investors and others at prices lower than the public offering prices stated on
the inside front cover page of this Official Statement, and said public offering prices may be changed
from time to time by the Underwriter.

Certain statements included or incorporated by reference in this Official Statement constitute
forward-looking statements. Such statements are generally identifiable by the terminology used such as
“plan,” “expect,” “estimate,” “project [as a verb],” “budget,” “intend” or similar words. The achievement
of certain results or other expectations contained in such forward-looking statements involve known and
unknown risks, uncertainties and other factors which may cause actual results, performance or
achievements described to be materially different from any future results, performance or achievements
expressed or implied by such forward-looking statements.

9 e

The Series 2017 Bonds have not been registered under the Securities Act of 1933, as amended, in
reliance upon an exemption contained in such Act, and the Series 2017 Bonds have not been registered or
qualified under the securities laws of any state.

The Authority and the Cities maintain internet websites, however, no information on or linked to or
from such websites is part of this Official Statement and should not be relied upon in making any
investment decision about the Series 2017 Bonds.

il
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OFFICIAL STATEMENT

$22,115,000
SAN ELI1JO JOINT POWERS AUTHORITY
2017 REVENUE BONDS
(CLEAN WATER PROJECTS)

INTRODUCTION

This introduction contains only a brief summary of certain of the terms of the Series 2017 Bonds being offered
and a brief description of this Official Statement. All statements in this introduction are qualified in their entirety by
reference to this entire Official Statement. References to, and summaries of, provisions of the Constitution and laws
of the State of California (the “State”) and any documents referred to in this Official Statement do not purport to be
complete, and such references are qualified in their entirety by reference to the complete provisions. All capitalized
terms used in this Official Statement and not otherwise defined herein have the meanings set forth in the Series 2017
Indenture and the Series 2017 Loan Agreements (each, as hereinafter defined). See “APPENDIX B — CERTAIN
DEFINITIONS AND SUMMARY OF PRINCIPAL LEGAL DOCUMENTS — Certain Definitions.”

This Official Statement, including the cover page and all appendices, provides certain information concerning
the sale and delivery of $22,115,000 aggregate principal amount of the San Elijo Joint Powers Authority
2017 Revenue Bonds (Clean Water Projects) (the “Series 2017 Bonds™) to be issued by the San Elijo Joint Powers
Authority (the “Authority”) for the purposes of funding improvements and additions to facilities used in its
wastewater treatment and water reclamation and recycling services (the “San Elijo Clean Water Facilities”, as more
fully defined below) and to pay certain expenses of the Authority in connection with the issuance of the Series 2017
Bonds.

The Series 2017 Bonds are being issued pursuant to: (a) the Constitution and laws of the State of California,
including Articles 1, 2, 3 and 4 of Chapter 5 of Division 7 of Title | (commencing with section 6500) of the
Government Code of the State (the “Act”); (b) a resolution (the “Resolution”) adopted by the Board of Directors of
the Authority at its meeting held June 12, 2017; and (c) a Series 2017 Indenture of Trust, dated as of June 1, 2017
(the “Series 2017 Indenture”) by and between the Authority and MUFG Union Bank N.A., as trustee (the “Trustee”)
thereunder.

Each of the City of Encinitas (“Encinitas”) and the City of Solana Beach (“Solana Beach”) will enter into
separate Series 2017 Loan Agreements, each dated as of June 1, 2017 (each a “Series 2017 Loan Agreement,” and
together, the “Series 2017 Loan Agreements”), to assist in the financing of their respective shares of the Series 2017
Bond obligations. The Series 2017 Loan Agreements are secured by pledges of revenues on a parity with the
pledges of such revenues under the Third Amended and Restated Loan Agreement, dated as of December 1, 2011.
See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2017 BONDS — Outstanding and Additional Parity
Debt.” Encinitas and Solana Beach are each a “City” and together, the “Cities”. At the May 2017 regular meetings
of the City Council of each City, respectively, acting by City Council resolutions, each City authorized and
approved its respective Series 2017 Loan Agreement, the Disclosure Agreement (defined below) and other
agreements, documents and instruments required in connection with the Authority’s issuance of the Series 2017
Bonds and their respective disclosure obligations related to the Series 2017 Bonds.

The Authority

The Authority was formed by the Cardiff Sanitation District and the Solana Beach Sanitation District pursuant
to the Act. Initial facilities were developed as the wastewater treatment facility for the Cities pursuant to a joint
powers agreement between Cardiff Sanitation District and the Solana Beach Sanitation District in 1963. In 1987, a
Joint Exercise of Powers Agreement, as amended (the “Basic Agreement”), replaced the earlier agreement and
provided for the joint ownership of certain wastewater conveyance, treatment and disposal facilities as well as
management of the facilities. In 1990, the City of Solana Beach succeeded to the powers and responsibilities of the
Solana Beach Sanitation District and assumed obligations of the Solana Beach Sanitation District with respect to the
Authority. In 2001, the City of Encinitas succeeded to the powers and responsibilities of the Cardiff Sanitation
District and assumed its obligations with respect to the Authority. In 2008, the Cities entered into a Restatement of
Agreement between Cardiff Sanitation District and Solana Beach Sanitation District establishing the San Elijo Joint
Powers Authority (the “Restatement of Agreement”). The Authority serves the wastewater collection and disposal
systems (“City Systems”) of each City (specifically, the Cardiff Sanitary Division of Encinitas’ City System and all



of Solana Beach’s City System). For all purposes related to the Series 2017 Bonds, the City System of Encinitas
does not include divisions other than the Cardiff Sanitary Division. The facilities of the Authority used to treat
effluent from each City System were first constructed in 1964 and then expanded in subsequent years. The
Authority expects to use proceeds of the Series 2017 Bonds to fund portions of the cost of improvements and
expansions of the San Elijo Clean Water Facilities in three phases, continuing through 2020. See “THE CLEAN
WATER PROJECTS.”

The San Elijo Clean Water Facilities

The Authority operates the San Elijo Clean Water Facilities (“Authority Facilities”), consisting primarily of
wastewater treatment and disposal facilities serving the Cities (the “Wastewater Enterprise Facilities”) and water
reclamation, recycling and delivery facilities (the “Water Reclamation Facilities”). Encinitas and Solana Beach as
the Cities are the Authority’s principal Wastewater Enterprise Facilities customers, and other communities served by
the Wastewater Enterprise Facilities include areas of the City of Del Mar (“Del Mar”), the Cardiff community in
Encinitas (“Cardiff”) and portions of Rancho Santa Fe Community Services District (“Rancho Santa Fe’). The
San Elijo Clean Water Facilities handle mostly domestic wastewater and are permitted to discharge up to
3.02 million gallons per day (“MGD?”) of tertiary-treated wastewater to recycled water users and up to 5.25 MGD of
secondary-treated wastewater to the Pacific Ocean through the San Elijo Ocean Outfall (capacity 25.5 MGD),
approximately 1.5 miles offshore (the “Ocean Outfall”). The Ocean Outfall is owned jointly by the Authority (21%)
and by the City of Escondido (79%).

The Wastewater Enterprise Facilities. The Wastewater Enterprise Facilities, which serve as the sole
wastewater treatment and disposal facilities for the City Systems, are located at the Authority’s headquarters site,
approximately 23 miles north of the City of San Diego in a small valley on the northern side of San Elijo Lagoon
immediately west of Interstate Highway 5 (the “I-5”). The Wastewater Enterprise Facilities, which also include the
eight wastewater pumping stations (operated by the Authority but owned by each respective City as part of its City
System), serve northern San Diego County areas including: (a) Encinitas’ Cardiff Sanitation Division service area,
comprising 5,250 gross acres (approximately 38% of the city limits of Encinitas) along the Pacific coast and
extending inland; and (b) Solana Beach’s service area, comprising 2,211 gross acres (the entire city limits of Solana
Beach), also along the Pacific coast; and (c) Del Mar’s service area, comprising approximately 1,240 gross acres
(the entire city limits of Del Mar), also along the Pacific coast. Del Mar has no obligation with respect to the
Series 2017 Bonds; accordingly, its wastewater collection and disposal system is not a “City System” with respect to
the Series 2017 Bonds.

The Water Reclamation Facilities. The Water Reclamation Facilities are also located at the Authority’s
headquarters site. The Authority operates a recycled water delivery system, including 20 miles of recycled water
distribution pipelines, two pumping stations and three recycled water reservoirs (one underground and two
aboveground, with storage capacities ranging from 750,000 to 1,000,000 gallons), to communities extending
northward and southward along the I-5 corridor (including the CalTrans I-5 right-of-way). Various cities and local
agencies in the area are wholesale customers of recycled water delivered by the Authority, serving areas of
Encinitas, Solana Beach, Del Mar, Rancho Santa Fe and the La Costa area of the City of Carlsbad (“La Costa”).
Tertiary treatment components of the Water Reclamation Facilities produce approximately 1,400 to 1,600 acre-feet
of recycled water annually for local use by parks, schools, churches, golf courses, freeway and street landscaping,
landscape irrigation for businesses and homeowners’ associations and industrial cooling towers. Tertiary treatment
capacities by technology include 2.5 MGD of sand filtration, 1.4 MGD of micro filtration and 0.5 MGD of reverse
osmosis. No revenues of the Water Reclamation Facilities are pledged to the payment of the Series 2017 Bonds.

No city or local agency other than Encinitas and Solana Beach (the Cities) has any obligation with respect
to the Series 2017 Bonds, whether or not such city or local agency is a customer of the Authority’s wastewater
treatment or recycled water services.

Security and Sources of Payment for the Series 2017 Bonds

THE AUTHORITY HAS PREVIOUSLY ISSUED ITS 2011 REFUNDING REVENUE BONDS (SAN ELIJO
WATER RECLAMATION FACILITY) (“SERIES 2011 BONDS”), WHICH ARE OUTSTANDING IN THE
PRINCIPAL AMOUNT OF $3,015,000 AND WHICH ARE SECURED ON A PARITY WITH THE SERIES 2017
BONDS. ADDITIONAL PARITY OBLIGATIONS MAY BE ISSUED IN THE FUTURE AS PROVIDED IN



THE SERIES 2017 INDENTURE. See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2017 BONDS —
Outstanding and Additional Parity Debt.”

Loan Installments. Under the Series 2017 Loan Agreements, each City is required to make its Loan
Installment payments from certain revenues (“System Revenues”) derived from its respective City System,
including services the Authority provides each City System through operation of the Wastewater Enterprise
Facilities. System Revenues are comprised of Gross Revenues (defined below) less Operating and Maintenance
Expenses (defined below). The Series 2017 Loan Agreements provide that, as long as the Series 2017 Bonds remain
outstanding and unpaid, each City is absolutely and unconditionally required to pay its Loan Installments from its
System Revenues (whether or not the Wastewater Enterprise Facilities are operating or operable).

Under the Series 2017 Loan Agreements, each City has covenanted and agreed to prescribe, revise and collect
such charges from the services and facilities provided by its City System and the Wastewater Enterprise Facilities
which, after allowances for contingencies and errors in the estimates, will produce Gross Revenues (defined below)
sufficient in each Fiscal Year to provide System Revenues equal to at least 1.30 times the sum of (a) its Loan
Installments coming due and payable during such Fiscal Year and (b) all payments required with respect to Parity
Debt (as defined below) coming due and payable during such Fiscal Year. Aggregate Loan Installment payments by
the Cities are intended to be sufficient, in both time and amount, to pay, when due, the annual principal of and
interest on the Series 2017 Bonds.

Each Series 2017 Loan Agreement defines “Gross Revenues” as all gross income and revenue received by the
respective City and allocated to its City System, including, without limiting the generality of the foregoing, (a) all
income, rents, rates, fees, charges or other moneys derived from the services, facilities and commodities sold,
furnished or supplied through the facilities of its City System and the Wastewater Enterprise Facilities; (b) the
earnings on and income derived from the investment of such income, rents, rates, fees, charges or other moneys; and
(c) transfers to the respective City’s sanitary enterprise fund from (but exclusive of any transfers to) any rate
stabilization reserve accounts; provided, that the term “Gross Revenues” shall not include customers’ deposits or
any other deposits subject to refund until such deposits have become the property of the respective City.

For purposes of each Series 2017 Loan Agreement, “Wastewater Enterprise Facilities” means any and all
facilities of any kind or purpose of or used by the Authority (excluding the Authority’s Water Reclamation
Facilities) used for the treatment and disposal of wastewater, including without limitation sewage treatment plants,
intercepting and collecting sewers (owned by the Cities), outfall sewers, force mains, pumping stations, ejector
stations, pipes, valves, machinery, safety and systems for the protection, monitoring, command, control and
operation thereof, and all other appurtenances necessary, useful or convenient for the foregoing, and any necessary
lands, rights of way and other real or personal property useful in connection therewith. As stated above, the term
“Wastewater Enterprise Facilities” expressly excludes the Water Reclamation Facilities of the Authority and
the City Systems.

“Operation and Maintenance Expenses” of each City System is defined in the Series 2017 Loan Agreements to
be (a) all expenses and costs of management, operation, maintenance and repair incurred by the respective City for
the collection of wastewater in its City System, as well as the cost of maintaining its City System, and all incidental
costs, fees and expenses properly chargeable to its City System (but excluding debt service or other similar
payments on Parity Debt or other obligations and depreciation and obsolescence charges or reserves therefor and
amortization of intangibles and inter-fund transfers or other bookkeeping entries of a similar nature); and (b) all
expenses and costs of management, operation, maintenance and repair billed by the Authority to the respective City
for the treatment of wastewater at the Wastewater Enterprise Facilities, as well as the cost of maintaining the
Wastewater Enterprise Facilities and all incidental costs, fees and expenses properly chargeable to the Wastewater
Enterprise Facilities, which expenses and costs are billed to the respective City. “Operation and Maintenance
Expenses” does not include the Loan Installments or the expenses and costs of management, operation, maintenance
and repair of the Water Reclamation Facilities. See “THE SAN ELIJO CLEAN WATER FACILITIES —Water
Reclamation Facilities”.

While Encinitas is also served by its Encinitas Sanitary Division and the Leucadia County Water District, no
revenues from either of those enterprises will be aggregated with the revenues of Encinitas’s City System or pledged
or assigned to the payment of debt service on the Series 2017 Bonds. NO CITY OR LOCAL GOVERNMENT
ENTITY OTHER THAN ENCINITAS AND SOLANA BEACH (THE CITIES) HAS ANY OBLIGATION
WITH RESPECT TO LOAN INSTALLMENTS PAYABLE FOR THE SERIES 2017 BONDS, WHETHER



OR NOT SUCH CITY OR OTHER ENTITY IS A CUSTOMER OF THE AUTHORITY’S WASTEWATER
OR RECYCLED WATER SERVICES.

No Reserve Fund or Account. No reserve fund or account for the payment of debt service on the Series 2017
Bonds has been or will be established or funded.

Outstanding Parity Debt. The Loan Installments are also pledged and secured, on a parity basis with each
City’s pledge of System Revenues, for the payment of debt service on $3,015,000 outstanding aggregate principal
amount of the Authority’s 2011 Refunding Revenue Bonds (San Elijo Water Reclamation Facilities) (the
“2011 Bonds”, and together with any permitted additional indebtedness or similar obligations subsequently issued or
incurred, secured on a parity basis with the Series 2017 Bonds, “Parity Debt”). The 2011 Bonds are not subject to
redemption prior to their maturities, which are March 1 annually as follows: 2018 redemption of $1,365,000
principal; 2019 redemption of $1,415,000 principal; 2020 redemption of $115,000 principal; and 2021 redemption
of $120,000 principal.

Bond Payments, Interest and Maturities

The Series 2017 Bonds mature and bear interest (computed on the basis of a 360-day year of twelve 30-day
months) at the rates set forth on the inside front cover page of this Official Statement. Interest on the Series 2017
Bonds will be payable September 1, 2017, and each March 1 and September thereafter to and including the maturity
or redemption of such Series 2017 Bonds. See “THE SERIES 2017 BONDS.”

Redemption of the Series 2017 Bonds

Optional Redemption. The Series 2017 Bonds maturing on or before March 1, 2027, are not subject to
optional redemption. The Series 2017 Bonds maturing on and after March 1, 2028 may be redeemed, at the option
of the Authority (which the Authority may rescind at its discretion), from and after March 1, 2027, prior to their
stated maturity on any date specified by the Authority in a notice of redemption given by the Trustee to the Owners
of the Series 2017 Bonds to be redeemed at the principal amount thereof together with interest accrued thereon to
the date fixed for redemption, without premium.

Mandatory Sinking Fund Redemption. Subject to the Series 2017 Indenture, the term Series 2017 Bonds
maturing March 1, 2039, and thereafter are subject to mandatory sinking fund redemption by the Authority and shall
be redeemed (or paid at maturity, as the case may be) by application of mandatory sinking account payments in the
amounts and on the dates set forth in “THE SERIES 2017 BONDS — Redemption.”

Special Obligations

EACH SERIES 2017 LOAN AGREEMENT IS A SPECIAL, ABSOLUTE AND UNCONDITIONAL
OBLIGATION OF THE RESPECTIVE CITY, AND LOAN INSTALLMENTS PAYABLE THEREUNDER ARE
SECURED BY A PLEDGE OF SYSTEM REVENUES AND OTHER FUNDS OF THE CITY LAWFULLY
AVAILABLE THEREFOR, AND DOES NOT CONSTITUTE A GENERAL OBLIGATION OF SUCH CITY OR
AN OBLIGATION OF THE OTHER CITY. EACH OBLIGATION OF THE CITIES TO MAKE LOAN
INSTALLMENT PAYMENTS UNDER THE SERIES 2017 LOAN AGREEMENTS IS AN OBLIGATION OF
THE RESPECTIVE CITY, PAYABLE FROM SYSTEM REVENUES OF THE RESPECTIVE CITY AND
OTHER SOURCES IDENTIFIED IN THE SERIES 2017 LOAN AGREEMENTS AND THE SERIES 2017
INDENTURE. THE CITIES ARE NOT OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION IN
ORDER TO PAY THE LOAN INSTALLMENTS UNDER THE SERIES 2017 LOAN AGREEMENTS. THE
AUTHORITY HAS NO TAXING POWER. NEITHER THE SERIES 2017 BONDS NOR THE OBLIGATION
OF THE LOCAL AGENCIES TO MAKE LOAN INSTALLMENT PAYMENTS UNDER THE SERIES 2017
LOAN AGREEMENTS CONSTITUTES A DEBT OF EITHER CITY, THE AUTHORITY, THE STATE OF
CALIFORNIA OR ANY OF THEIR RESPECTIVE POLITICAL SUBDIVISIONS IN CONTRAVENTION OF
ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR RESTRICTION. NEITHER THE
AUTHORITY’S OR THE CITIES’ RESPECTIVE OFFICERS, EMPLOYEES AND AGENTS, NOR ANY
PERSONS EXECUTING THE SERIES 2017 LOAN AGREEMENTS OR THE SERIES 2017 BONDS, SHALL
BE PERSONALLY LIABLE ON THE SERIES 2017 LOAN AGREEMENTS OR THE SERIES 2017 BONDS OR
SUBJECT TO ANY PERSONAL LIABILITY OR ACCOUNTABILITY BY REASON OF THE DELIVERY
THEREOF.



Book-Entry Only Registration

The Series 2017 Bonds will be issued in fully registered form and will be registered initially in the name of
“Cede & Co.” as nominee for The Depository Trust Company, New York, New York (“DTC”), a securities
depository. Beneficial ownership interests in the Series 2017 Bonds may be acquired in denominations of $5,000 or
any multiple of $5,000 through participants in the DTC system (the “Participants”). Such beneficial ownership
interests will be recorded in the records of the Participants. Persons for whom Participants acquire interests in the
Series 2017 Bonds (the “Beneficial Owners”) will not receive certificates evidencing their interests in the
Series 2017 Bonds so long as DTC or a successor securities depository acts as the securities depository with respect
to the Series 2017 Bonds. So long as DTC or its nominee is the registered owner of the Series 2017 Bonds,
payments of principal, premium, if any, and interest on the Series 2017 Bonds, as well as notices and other
communications made by or on behalf of the Authority pursuant to the Series 2017 Indenture, will be made to DTC
or its nominee only. Disbursement of such payments, notices and other communications by DTC to Participants,
and by Participants to the Beneficial Owners, is the responsibility of DTC and the Participants pursuant to rules and
procedures established by such entities. See “APPENDIX F — THE BOOK-ENTRY ONLY SYSTEM” for a discussion
of the operating procedures of the DTC system with respect to payments, registration, transfers, notices, and other
matters.

Delivery of Series 2017 Bonds

The Series 2017 Bonds are offered when, as, and if issued by the Authority and accepted by Hilltop
Securities Inc., as underwriter for the Series 2017 Bonds (the “Underwriter”), subject to prior sale and the approving
legal opinion of Bond Counsel and certain other conditions. See “MISCELLANEOUS — Underwriting.” It is
anticipated that the Series 2017 Bonds in definitive form will be available for delivery through the book-entry
facilities of DTC on or about July 6, 2017.

Tax Matters

In the opinion of Procopio, Cory, Hargreaves & Savitch LLP, San Diego, California, Bond Counsel, under
existing statutes, regulations, rulings and court decisions, and assuming the accuracy of certain representations and
continuing compliance with certain covenants, interest on the Series 2017 Bonds is excluded pursuant to
section 103(a) of the Internal Revenue Code of 1986 from the gross income of the owners thereof for federal income
tax purposes and is not an item of tax preference for purposes of the federal alternative minimum tax. It is also the
opinion of Bond Counsel that under existing law such interest is exempt from personal income taxes of the State of
California. See, however, “TAX MATTERS” and “APPENDIX D — FORM OF BOND COUNSEL OPINION.”

Audited Financial Statements

For the fiscal year 2015-16 of the Authority and each City, their respective audited financial statements and
their accompanying reports are attached to this Official Statement in “APPENDIX C — AUDITED FINANCIAL
STATEMENTS OF THE AUTHORITY, ENCINITAS AND SOLANA BEACH.” Except as otherwise expressly stated in this
Official Statement, all other financial information about the Authority or either City is unaudited financial
information.

The audit reports accompanying the financial statements were prepared: (a) for the Authority by The Pun
Group, LLP, San Diego, California (“TPG”); (b) for Encinitas by TPG; and (c) for Solana Beach by Lance, Soll &
Lunghard, LLP, Brea, California (“LSL”) (TPG and LSL, each an “Auditor”), to the extent and for the periods
indicated in their respective reports. Such financial statements have been included in reliance upon the respective
reports of each Auditor. Each Auditor has consented to the reproduction of its report in this Official Statement.
Neither the Authority, Encinitas nor Solana Beach is aware of any facts that would make its respective financial
statements misleading in any material respect.

Professionals, Service Providers and Advisors

Procopio, Cory, Hargreaves & Savitch LLP, San Diego, California, has acted as Bond Counsel and Disclosure
Counsel to the Authority. Certain legal matters will be passed on for the Authority by its general counsel, Procopio,
Cory, Hargreaves & Savitch LLP, and for each City by its respective City Attorney. Hilltop Securities Inc. will
serve as the Underwriter (the “Underwriter”). Certain legal matters will be passed on for the Underwriter by its
counsel, Nixon Peabody LLP. MUFG Union Bank N.A. will serve as the Trustee for the Series 2017 Bonds.



Fieldman, Rolapp & Associates, an independent registered municipal advisor, is serving as municipal advisor to the
Authority (the “Municipal Advisor”). Certain fees that are payable by the Authority with respect to the Series 2017
Bonds to counsel, the Underwriter, the Trustee and the Municipal Advisor are contingent upon the issuance and
delivery of the Series 2017 Bonds. For more information concerning circumstances in which certain of these
professionals may have a financial or other interest in the offering of the bonds, see “CERTAIN LEGAL MATTERS —
General.”

Bond Owner Risks

See “BOND OWNER RISKS” for a discussion of certain risk factors which should be considered, in addition to
the other matters set forth in this Official Statement, in considering the investment quality of the Series 2017 Bonds.
The purchase of the Series 2017 Bonds involves risks, and the Series 2017 Bonds may be appropriate investments
for some types of investors but not others.

Additional Information

The summaries of or references to constitutional provisions, statutes, resolutions, agreements, contracts,
financial statements, reports, publications and other documents or compilations of data or information set forth in
this Official Statement do not purport to be complete statements of the provisions of the items summarized or
referred to and are qualified in their entirety by the full provisions of such items, copies of which are either publicly
available or available upon request and the payment of a reasonable copying, mailing and handling charge from the
Authority’s administrative offices, 2695 Manchester Avenue, P.O. Box 1077, Cardiff, California 92007-7077,
telephone: 760.753.3203 ext 73, or Hilltop Securities Inc., 2533 South Coast Highway 101, Suite 250, Cardiff,
California 92007, telephone: 760.632.8614.

CONTINUING DISCLOSURE

The Authority and Encinitas, with Applied Best Practices, LLC, as Dissemination Agent, and Solana Beach
with Urban Futures, Inc., as Dissemination Agent, will enter into and deliver a Disclosure Agreement (the
“Disclosure Agreement”) with respect to the Series 2017 Bonds, under which the Authority and the Cities will
provide to the Electronic Municipal Market Access System of the Municipal Securities Rulemaking Board
(“EMMA”), which can be found at www.emma.msrb.org, certain financial information and operating data relating
to the Authority and the Cities by not later than eight months after the end of each Fiscal Year (the “Annual
Reports™), and to provide notices of the occurrence of certain listed events. The Disclosure Agreement is made for
the benefit of the registered and Beneficial Owners (as defined in the Disclosure Agreement) of the Series 2017
Bonds and in order to assist the Underwriter in complying with its obligations pursuant to United States Securities
and Exchange Commission Rule 15¢2-12 (17 CFR Part 240, § 240.15¢2-12) (“SEC Rule 15¢2-12”), as amended and
promulgated by the United States Securities and Exchange Commission (“SEC”) under the Securities Exchange Act
of 1934, as amended. See “APPENDIX E — FORM OF DISCLOSURE AGREEMENT.”

[REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]



ESTIMATED SOURCES AND USES OF FUNDS

The proceeds to be received from the sale of the Series 2017 Bonds are expected to be determined and applied
as follows:

Sources of Funds

Par Amount of Series 2017 Bonds $22,115,000.00
Net Original Issue Premium on Series 2017 Bonds 2,106.719.20

TOTAL SOURCES $24,221,719.20

Uses of Funds

Deposit to Series 2017 Project Fund $23,883,452.20
Deposit to Costs of Issuance Fund® 210,000.00
Underwriter’s Discount 128.267.00

TOTAL USES $24,221,719.20

(a) Includes, without limitation, all compensation, fees and expenses (including but not limited to fees
and expenses for legal counsel) of the Authority, the Cities and the Trustee, compensation to the
financial advisor or any consultants, rating agency fees and costs of printing.

THE SERIES 2017 BONDS

General

The Series 2017 Bonds will be dated as of their date of delivery, will be issued in the aggregate principal
amounts and will bear interest at the rates and mature on the dates, subject to redemption as described under “THE
SERIES 2017 BONDS — Redemption,” set forth on the inside front cover page of this Official Statement. The
Series 2017 Bonds will be issuable as fully registered bonds without coupons in authorized denominations of $5,000
and any multiple of $5,000 in excess thereof.

Interest on the Series 2017 Bonds is payable semiannually each March 1 and September 1, commencing
September 1, 2017 (each an “Interest Payment Date™). Interest on the Series 2017 Bonds will be calculated on the
basis of a 360-day year consisting of twelve 30-day months, until payment of principal has been made or provided
for, payable on each Interest Payment Date. The principal of, interest on and Redemption Price, if any, with respect
to the Series 2017 Bonds shall be payable in legal currency of the United States of America, to the person in whose
name the Bond is registered in the registration books maintained by the Trustee (the “Owner”) as of the fifteenth day
of the month preceding such Interest Payment Date, whether or not such day is a Business Day (the “Record Date”).
Any interest not punctually paid or duly provided for shall cease to be payable to the Owner of the Bond on the
respective Record Date and shall be paid to the Owner in whose name the Bond is registered at the close of business
on a special record date for the payment of such defaulted interest to be fixed by the Trustee. Under the Series 2017
Indenture, the Trustee will provide notice to the Owner of such special record date by first-class mail at least 15 days
before the special record date.

Interest on the Series 2017 Bonds shall be payable on each Interest Payment Date by the Trustee by check
mailed on the date on which due to the Owners of the Series 2017 Bonds at the close of business on the Record Date
with respect to such Interest Payment Date, at the registered addresses of Owners as shall appear on the registration
books of the Trustee. Any Owner of Series 2017 Bonds in an aggregate principal amount in excess of $1,000,000
may be paid interest by wire transfer to a bank account located in the United States of America by providing written
wire transfer instructions to the Trustee prior to the Record Date next preceding the applicable Interest Payment
Date.

Redemption

Optional Redemption. The Series 2017 Bonds maturing on or before March 1, 2027, are not subject to
optional redemption. The Series 2017 Bonds maturing on and after March 1, 2028, are subject to redemption prior
to their stated maturity on or after March 1, 2027, at the option of the Authority, from any source of available funds,
as a whole or in part on any date specified by the Authority in a notice of redemption given by the Trustee to the



Owners of the Series 2017 Bonds to be redeemed at least 30 days before such redemption date (in such amounts and
of such mandatory sinking fund payments as may be specified by the Authority, or if the Authority fails to specify
such amounts and such principal or Redemption Price, if any, of mandatory sinking fund payments, in inverse order
of mandatory sinking fund payments), at the principal amount thereof together with interest accrued thereon to the
date fixed for redemption, without premium.

Mandatory Sinking Fund Redemption. Subject to the terms and conditions set forth in the Series 2017
Indenture, the Series 2017 Bonds maturing March 1, 2039, shall be redeemed (or paid at maturity, as the case may
be) by application of mandatory sinking fund payments in the following amounts and on the following dates:

SERIES 2017 BONDS MATURING MARCH 1, 2039

REDEMPTION DATE PRINCIPAL
(MARCH 1) AMOUNT
2037 $890,000
2038 $915,000
2039® $945,000

® Final Maturity

In addition to the foregoing, and subject to the terms and conditions set forth in the Series 2017 Indenture, the
Series 2017 Bonds maturing March 1, 2047, shall be redeemed (or paid at maturity, as the case may be) by
application of mandatory sinking fund payments in the following amounts and on the following dates:

SERIES 2017 BONDS MATURING MARCH 1, 2047

REDEMPTION DATE PRINCIPAL
(MARCH 1) AMOUNT
2040 $ 975,000

2041 $ 1,015,000

2042 $ 1,055,000

2043 $ 1,100,000

2044 $ 1,145,000

2045 $ 1,190,000

2046 $ 1,235,000
2047@ $ 1,285,000

® Final Maturity

Notice of Redemption. The Trustee is required to cause notice of the call for redemption to be given in
accordance with the Series 2017 Indenture and not more than 60 nor less than 30 days prior to the applicable
redemption date by mailing by Electronic Means (as defined in the Series 2017 Indenture) and by first-class mail a
copy of the notice to the Owners of the Series 2017 Bonds designated for redemption in whole or in part, at their last
addresses appearing upon the bond register, together with a copy of the notice to EMMA; provided, however,
receipt of such notice shall not be a condition precedent to such redemption and failure of any Owner of the
Series 2017 Bonds to receive any such notice or any defect in such notice shall not affect the validity of any
proceedings for the redemption of such Series 2017 Bonds.

Each notice of redemption is required to specify the series and maturities of the Series 2017 Bonds to be
redeemed, the date fixed for redemption and the place or places where amounts due upon such redemption shall be
payable and, if less than all of the Series 2017 Bonds of any like series and maturity are to be redeemed, the letters
and numbers or other distinguishing marks of such Series 2017 Bonds to be so redeemed, and, in the case of
Series 2017 Bonds to be redeemed in part only, the respective portions of the principal amount thereof to be
redeemed. Such notice shall further state any conditions that must be satisfied prior to the redemption of the
Series 2017 Bonds to be redeemed and that on such date there shall become due and payable upon each Series 2017
Bond to be redeemed the principal or Redemption Price of the specified portions of the principal amount thereof in
the case of the Series 2017 Bonds to be redeemed in part only, together with interest accrued but unpaid on the
principal amount of the Series 2017 Bonds to be redeemed to the date fixed for redemption, and that from and after
such date interest thereon shall cease to accrue and be payable.



Under the Series 2017 Indenture, neither the Authority nor the Trustee shall have any responsibility for any
defect in the CUSIP® number that appears on any of the Series 2017 Bonds or in any redemption notice with respect
thereto, and any such redemption notice may contain a statement to the effect that CUSIP® numbers have been
assigned by an independent service for convenience of reference and that neither the Authority nor the Trustee shall
be liable for any inaccuracy in such numbers.

Rescission or Cancellation of Optional Redemption. The Authority has the right to rescind any optional
redemption notice by written notice to the Trustee, on or before the date fixed for optional redemption. Any such
notice of redemption will be canceled and annulled if funds will not be or are not available on the date fixed for
redemption for the payment in full of the Series 2017 Bonds then called for optional redemption, and such
cancellation is not an Event of Default under the Series 2017 Indenture. The Authority and the Trustee will have no
liability to the Owners or any other party related to or arising from rescission or cancellation of optional redemption.
The Trustee will mail any rescission or cancellation notice in the same manner and to the same recipients as the
original notice of optional redemption was sent.

Debt Service
TABLE 1 shows the debt service requirements for the Series 2017 Bonds.

TABLE 1: DEBT SERVICE SCHEDULE
$22,115,000
San Elijo Joint Powers Authority
2017 Revenue Bonds
(Clean Water Projects)

(amounts in United States Dollars)

Date Principal Coupon Interest Total P+l
03/01/2018 - - 589.311.46 589.311.46
03/01/2019 - - 902.775.00 902.775.00
03/01/2020 435,000.00 3.000% 902,775.00 1.337.775.00
03/01/2021 450.000.00 3.000% 889.725.00 1.339.725.00
03/01/2022 460.000.00 3.000% 876.225.00 1.336.225.00
03/01/2023 475.000.00 3.000% 862.425.00 1.337.425.00
03/01/2024 490.000.00 4.000% 848.175.00 1.338.175.00
03/01/2025 510.000.00 5.000% 828.575.00 1.338.575.00
03/01/2026 535.000.00 5.000% 803.075.00 1.338.075.00
03/01/2027 560.000.00 5.000% 776.325.00 1.336.325.00
03/01/2028 590.000.00 5.000% 748.325.00 1.338.325.00
03/01/2029 620.000.00 5.000% 718.825.00 1.338.825.00
03/01/2030 650.000.00 5.000% 687.825.00 1.337.825.00
03/01/2031 680.000.00 5.000% 655.325.00 1.335.325.00
03/01/2032 715.000.00 5.000% 621.325.00 1.336.325.00
03/01/2033 750.000.00 3.000% 585.575.00 1.335.575.00
03/01/2034 775.000.00 5.000% 563.075.00 1.338.075.00
03/01/2035 815.000.00 5.000% 524,325.00 1.339.325.00
03/01/2036 855.000.00 4.000% 483.575.00 1.338.575.00
03/01/2037 890.000.00 3.250% 449.375.00 1.339.375.00
03/01/2038 915.000.00 3.250% 420.450.00 1.335.450.00
03/01/2039 945.000.00 3.250% 390.712.50 1.335.712.50
03/01/2040 975.000.00 4.000% 360.000.00 1.335.000.00
03/01/2041 1.015.000.00 4.000% 321.000.00 1.336.000.00
03/01/2042 1.055.000.00 4.000% 280.400.00 1.335.400.00
03/01/2043 1.100.000.00 4.000% 238.200.00 1.338.200.00
03/01/2044 1.145,000.00 4.000% 194,200.00 1.339,200.00
03/01/2045 1.190.000.00 4.000% 148.400.00 1.338.400.00
03/01/2046 1.235.000.00 4.000% 100.800.00 1.335.800.00
03/01/2047 1.285.000.00 4.000% 51.400.00 1.336.400.00

Total $22.115,000.00 - $16.822.498.96 $38.937.498.96




SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2017 BONDS

Capitalized terms used but not defined in this section have the meanings attributed to them in
“APPENDIX B — CERTAIN DEFINITIONS AND SUMMARY OF PRINCIPAL LEGAL DOCUMENTS.”

THE AUTHORITY HAS PREVIOUSLY ISSUED ITS 2011 REFUNDING REVENUE BONDS (SAN ELIJO
WATER RECLAMATION FACILITY) (“SERIES 2011 BONDS”), WHICH ARE OUTSTANDING IN THE
PRINCIPAL AMOUNT OF $3,015,000 AND WHICH ARE SECURED ON A PARITY WITH THE SERIES 2017
BONDS. ADDITIONAL PARITY OBLIGATIONS MAY BE ISSUED IN THE FUTURE AS PROVIDED IN
THE SERIES 2017 INDENTURE. See “Outstanding and Additional Parity Debt” in this section.

Special Obligations

EACH SERIES 2017 LOAN AGREEMENT IS AN ABSOLUTE AND UNCONDITIONAL OBLIGATION
OF THE RESPECTIVE CITY, AND LOAN INSTALLMENTS PAYABLE THEREUNDER ARE SECURED BY
A PLEDGE OF SYSTEM REVENUES AND OTHER FUNDS OF THE CITY LAWFULLY AVAILABLE
THEREFOR, AND DOES NOT CONSTITUTE A GENERAL OBLIGATION OF THE CITY OR AN
OBLIGATION OF THE OTHER CITY. THE OBLIGATION OF THE CITIES TO MAKE LOAN
INSTALLMENT PAYMENTS UNDER THE SERIES 2017 LOAN AGREEMENTS IS PAYABLE FROM
SYSTEM REVENUES AND OTHER SOURCES IDENTIFIED IN THE SERIES 2017 LOAN AGREEMENTS
AND THE SERIES 2017 INDENTURE. THE CITIES ARE NOT OBLIGATED TO LEVY OR PLEDGE ANY
FORM OF TAXATION IN ORDER TO PAY THE LOAN INSTALLMENTS UNDER THE SERIES 2017 LOAN
AGREEMENTS. THE AUTHORITY HAS NO TAXING POWER. NEITHER THE SERIES 2017 BONDS NOR
THE OBLIGATION OF THE CITIES TO MAKE LOAN INSTALLMENT PAYMENTS UNDER THE
SERIES 2017 LOAN AGREEMENTS CONSTITUTES A DEBT OF EITHER CITY, THE AUTHORITY, THE
STATE OF CALIFORNIA OR ANY OF THEIR RESPECTIVE POLITICAL SUBDIVISIONS IN
CONTRAVENTION OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR
RESTRICTION. NEITHER THE AUTHORITY’S OR EITHER CITY’S RESPECTIVE OFFICERS,
EMPLOYEES AND AGENTS, NOR ANY PERSONS EXECUTING THE SERIES 2017 LOAN AGREEMENTS
OR THE SERIES 2017 BONDS, SHALL BE PERSONALLY LIABLE ON THE SERIES 2017 LOAN
AGREEMENTS OR THE SERIES 2017 BONDS OR SUBJECT TO ANY PERSONAL LIABILITY OR
ACCOUNTABILITY BY REASON OF THE DELIVERY THEREOF.

The Series 2017 Bonds are special obligations of the Authority and, pursuant to the Series 2017 Indenture, the
Series 2017 Bonds are secured by a first lien on and pledge of all of the Revenues (defined below) and a pledge of
all of the moneys in the Interest Account and the Principal Account, including all amounts derived from the
investment of such moneys.

Revenues of the Authority. ‘“Revenues” means: (a)all amounts payable by the Cities pursuant to the
Series 2017 Loan Agreements (taking into account any limitations contained therein with respect to such payment),
other than (i) administrative fees and expenses and indemnity against claims payable to the Authority and the
Trustee and (ii) taxes and other charges payable to the United States of America pursuant to each Series 2017 Loan
Agreement; (b) any proceeds of Series 2017 Bonds originally deposited with the Trustee and all moneys deposited
and held from time to time by the Trustee in the funds and accounts established under the Series 2017 Indenture; and
(c) income and gains with respect to the investment of amounts on deposit in such funds and accounts. The
Authority has assigned to the Trustee for the benefit of the Owners its right to receive all of the Revenues, and all of
the right, title and interest of the Authority in the Series 2017 Loan Agreements.

System Revenues of Cities. Under the Series 2017 Loan Agreements, each City is required to make its Loan
Installment payments from certain revenues (“System Revenues”) derived from its respective City System,
including services the Authority provides each City System through operation of the Wastewater Enterprise
Facilities. System Revenues are comprised of Gross Revenues (defined below) less Operating and Maintenance
Expenses (defined below). The Series 2017 Loan Agreements provide that, as long as the Series 2017 Bonds remain
outstanding and unpaid, each City is absolutely and unconditionally required to pay its Loan Installments from its
System Revenues whether or not any Authority facilities are operating or operable.
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Gross Revenues of City Systems. Each Series 2017 Loan Agreement defines “Gross Revenues” as all gross
income and revenue received by the City party thereto for the collection and treatment of wastewater generated in its
respective City System, including, without limiting the generality of the foregoing: (a) all income, rents, rates, fees,
charges or other moneys derived from the services, facilities and commodities sold, furnished or supplied through
the facilities of its City System and the Wastewater Enterprise Facilities (defined below); (b) the earnings on and
income derived from the investment of such income, rents, rates, fees, charges or other moneys; and (c) transfers to
that City’s Enterprise Fund; provided, that the term “Gross Revenues” shall not include customers’ deposits or any
other deposits subject to refund until such deposits have become the property of the applicable City.

Wastewater Enterprise Facilities. For purposes of each Series 2017 Loan Agreement, “Wastewater Enterprise
Facilities” means any and all facilities of any kind or purpose of the Authority (excluding the Authority’s Water
Reclamation Facilities) used for the treatment and disposal of wastewater, including without limitation sewage
treatment plants, certain intercepting and collecting sewers, outfall sewers, certain pumping stations, ejector stations,
pipes, valves, machinery, safety and systems for the protection, monitoring, command, control and operation
thereof, and all other appurtenances necessary, useful or convenient for the foregoing, and any necessary lands,
rights of way and other real or personal property useful in connection therewith.

Operations and Maintenance Expenses. “Operation and Maintenance Expenses” of each City System is
defined in the Series 2017 Loan Agreements to be (a) all expenses and costs of management, operation, maintenance
and repair of the respective City System and all incidental costs, fees and expenses properly chargeable to the
respective City System (but excluding debt service or other similar payments on Parity Debt (as defined below), or
other obligations and depreciation and obsolescence charges or reserves therefor and amortization of intangibles and
inter-fund transfers or other bookkeeping entries of a similar nature); and (b) all expenses and costs of management,
operation, maintenance and repair billed by the Authority to each City for the treatment of wastewater at the
Wastewater Enterprise Facilities as well as the cost of maintaining the Wastewater Enterprise Facilities, and all
incidental costs, fees and expenses properly chargeable to the Wastewater Enterprise Facilities, which expenses and
costs are billed to the respective City. “Operation and Maintenance Expenses” do not include Loan Installments or
the expenses and costs of management, operation, maintenance and repair of the Water Reclamation Facilities. See
“THE SAN EL1IJO CLEAN WATER FACILITIES — The Water Reclamation Facilities.”

Loan Installment Obligations. The obligation of the Cities to pay Loan Installments constitutes an absolute
and unconditional special obligation of each respective City, payable from a first and prior lien on its System
Revenues, together with other funds of the respective City lawfully available therefor, and certain interest and other
income derived from the investment of the funds and accounts held by the Trustee pursuant to the Series 2017
Indenture (other than the Series 2017 Rebate Fund). Neither the Authority, the Cities, the State, nor any of the
State’s political subdivisions shall be directly, indirectly, contingently or morally obligated to use any other moneys
or assets to pay all or any portion of the principal of, Redemption Price (if any) of, or interest on the Series 2017
Bonds, to levy or to pledge any form of taxation whatever therefor or to make any appropriation for their payment.
The Series 2017 Bonds are not a pledge of the faith and credit of the Authority, the Cities, the State, nor any of the
State’s political subdivisions and do not constitute indebtedness within the meaning of any constitutional or statutory
debt limitation. The Authority has no taxing power.

Delinquencies and Remedies. If either City fails to pay any Loan Installment when due, the delinquent Loan
Installment shall continue as an obligation of that City, and that City shall pay the same with interest thereon, to the
extent permitted by law, from the date thereof at the net effective interest rate then borne by the Outstanding
Series 2017 Bonds; provided, however, that in the event such amounts shall be insufficient to pay in full the full
amount of such interest and principal, then such amounts shall be applied in the order of priority prescribed in the
respective Series 2017 Loan Agreement. Should either City default under its respective Series 2017 Loan
Agreement, the Trustee may, and at the written direction of the Owners of a majority in aggregate principal amount
of the Outstanding Series 2017 Bonds the Trustee shall: (a) declare the principal of the Series 2017 Loan, together
with the accrued interest on all unpaid installments thereof, to be due and payable immediately, and upon any such
declaration the same shall become immediately due and payable, anything in the Series 2017 Loan Agreement to the
contrary notwithstanding, and (b) exercise any other remedies available to the Trustee in law or at equity. Each
City’s liability to pay its Loan Installments is limited to System Revenues and other funds of such City lawfully
available therefor.
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Separate City Obligations; No Cross-Default. Each Series 2017 Loan Agreement is an obligation only of the
respective City, and does not constitute an obligation of the other City. As a result, a default in the payment of a
Loan Installment under either Series 2017 Loan Agreement would constitute an event of default under such
Series 2017 Loan Agreement and may result in acceleration of the related Loan Installments. Such a default under
one Series 2017 Loan Agreement would not constitute an event of default under the other Series 2017 Loan
Agreement, but may result in a payment default on the Series 2017 Bonds.

No Third-Party Revenues or Obligations. While Encinitas is also served by its Encinitas Sanitary Division
and the Leucadia County Water District, no revenues from either of those enterprises will be aggregated with the
revenues of Encinitas’s City System or pledged or assigned to the payment of debt service on the Series 2017
Bonds. THE REVENUES OF THESE TWO ENTERPRISES ARE SEPARATE FROM THE REVENUES
OF THE CARDIFF SANITARY DIVISION AND ARE NOT PLEDGED TO THE PAYMENT OF DEBT
SERVICE ON THE SERIES 2017 BONDS. NO CITY OR LOCAL GOVERNMENT ENTITY OTHER
THAN ENCINITAS AND SOLANA BEACH (THE CITIES) HAS ANY OBLIGATION WITH RESPECT
TO THE LOAN INSTALLMENTS REQUIRED FOR THE SERIES 2017 BONDS, WHETHER OR NOT
SUCH CITY OR OTHER ENTITY IS A CUSTOMER OF THE AUTHORITY’S WASTEWATER OR
RECYCLED WATER SERVICES.

Shares of Capacity of Wastewater Enterprise Facilities

The Wastewater Enterprise Facilities have a rated capacity of 5.25 MGD. Each of the Cities owns 50% of the
Wastewater Enterprise Facilities. The total amount of each payment of principal and interest with respect to the
Series 2017 Bonds is comprised of Loan Installments to be made by each respective City, approximately 50% (with
respect to Encinitas) and 50% (with respect to Solana Beach) of debt service on the Series 2017 Bonds.

The foregoing percentages may differ slightly from the 50% ownership share of the Cities due to the refunding
of prior indebtedness as well as different equity contributions by each of the Cities. Under the Basic Agreement, the
Cities are entitled to purchase and use the capacity of the Wastewater Enterprise Facilities from each other based on
pro-rata responsibility for ongoing capital costs as well as operation and maintenance expenses with the result that
the responsibility of either City for debt service on the Series 2017 Bonds can change under certain circumstances
from that shown above. See “APPENDIX B — CERTAIN DEFINITIONS AND SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS — THE SERIES 2017 INDENTURE — Funds and Accounts — Flow of Funds.”

Rate Covenants of the Cities

Each City has covenanted and agreed to prescribe, revise and collect such charges from the services and
facilities of its City System and Wastewater Enterprise Facilities which, after allowances for contingencies and error
in the estimates, shall produce Gross Revenues sufficient in each Fiscal Year to provide System Revenues equal to
at least 1.30 times the sum of (a) its Loan Installments coming due and payable during such Fiscal Year and (b) all
payments required with respect to Parity Debt (as defined herein) coming due and payable during such Fiscal Year.
Aggregate Loan Installment payments by the Cities are intended to be sufficient, in both time and amount, to pay,
when due, the annual principal of and interest on the Series 2017 Bonds.

Outstanding and Additional Parity Debt

Series 2011 Refunding Revenue Bonds. The Loan Installments are also pledged and secured, on a parity basis
with the Series 2017 Bonds, to the payment of debt service on $3,015,000 outstanding aggregate principal amount of
the Authority’s 2011 Refunding Revenue Bonds (San Elijo Water Reclamation Facility) (the “2011 Bonds”). The
2011 Bonds are not subject to redemption prior to their maturities, which are March 1 annually as follows:
2018 redemption of $1,365,000 principal; 2019 redemption of $1,415,000 principal; 2020 redemption of
$115,000 principal; and 2021 redemption of $120,000 principal.

Additional Parity Debt. Each City has the right to issue or incur Parity Debt (“Parity Debt”), on a parity with
its respective Series 2017 Loan Agreement, provided:

(a) The City is not in default under the terms of its respective Series 2017 Loan Agreement; and

(b) System Revenues, calculated on sound accounting principles, as shown by the books of the City for
the latest fiscal year, currently July 1 through June 30 in the succeeding year (the “Fiscal Year”), or any more
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recent 12-month period selected by the City ending not more than 60 days prior to the adoption of the
resolution pursuant to which instrument such Parity Debt is issued or incurred, as shown by the books of the
City, plus at the option of the City, either or both of the items below designated (1) and (2), shall have
amounted to at least 1.30 times the sum of the maximum Loan Installments of the City coming due and
payable in any future Fiscal Year and the maximum annual debt service on all Parity Debt outstanding
immediately subsequent to the incurring of such additional obligations.

Either or both of the following items may be added to such System Revenues of the City for the purpose of
determining whether the condition described in paragraph (b) above is met:

(1) An allowance for revenues from any additions to or improvements or extensions of the City System and
the Wastewater Enterprise Facilities to be made with the proceeds of such additional obligations, and
also for net revenues from any such additions, improvements or extensions which have been made from
moneys from any source but which, during all or any part of such Fiscal Year, were not in service, all in
an amount equal to 75% of the estimated additional average annual revenues to be derived from such
additions, improvements and extensions for the first 36-month period following closing of the proposed
Parity Debt, all as shown by the certificate or opinion of a qualified independent engineer employed by
either of the Cities or the Authority, and

(2) An allowance for earnings arising from any increase in the charges made for service from the City
System and the Wastewater Enterprise Facilities which has become effective prior to the incurring of
such additional obligations but which, during all or any part of such Fiscal Year, was not in effect, in an
amount equal to 100% of the amount by which revenues would have been increased if such increase in
charges had been in effect during the whole of such Fiscal Year and any period prior to the incurring of
such additional obligations, as shown by the certificate or opinion of a qualified independent engineer
employed by the City or the Authority.

Insurance

The Authority covenants to procure and maintain or cause to be procured and maintained casualty insurance on
the Wastewater Enterprise Facilities with responsible insurers, or to provide self-insurance (which may be provided
in the form of risk-sharing pools), in such amounts and against such risks (including accident to or destruction of the
Wastewater Enterprise Facilities) as are usually covered in connection with similar facilities. See “BOND OWNER
RISKS — Insurance and Risk Management.”

THE CLEAN WATER PROJECTS

The Authority expects to use proceeds of the sale of the Series 2017 Bonds deposited in the Series 2017 Project
Fund toward the completion of wastewater and recycled water infrastructure projects (the “Clean Water Projects”),
including additions to and enhancement of the Wastewater Enterprise Facilities and the Water Reclamation
Facilities. The estimated cost distribution to be funded from the Series 2017 Project Fund is 75% for wastewater
system infrastructure (including portions of the Wastewater Enterprise Facilities) and 25% recycled water system
infrastructure (the Water Reclamation Facilities). The projects are anticipated to be completed in three phases over
a four-year period.

Phase I Clean Water Projects

Phase I projects are ready for construction. The design of these projects has been completed, and all permits
have been obtained. The current Clean Water Projects schedule anticipates construction to commence in mid-2017
with completion in late 2018. The current cost estimate for Phase I Clean Water Projects is $13.7 million, of which
approximately $6.2 million is expected to be funded from the Series 2017 Project Fund. The Authority expects to
fund the balance of the cost of Phase I Clean Water Projects from the proceeds of grants and capital contributions
and other available Authority funds. Phase I includes the following Clean Water Projects:

* Land Outfall Replacement. Replacement of the San Elijo Land Outfall pipeline due to age (“Land Outfall
Replacement”). This project will replace approximately 2,500 linear feet of 30-inch diameter asbestos-
concrete pipeline originally installed in 1965. The Authority regards the Land Outfall Replacement as
critical wastewater infrastructure because (a) there are no redundant facilities or systems, (b) the Land
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Outfall Replacement is in use 24 hours per day, every day of the year, and (c)the Land Outfall
Replacement is essential for meeting disposal permit compliance. See “THE SAN ELIJO CLEAN WATER
FACILITIES —Water Discharge Requirements.”

*  Preliminary Wastewater Treatment Upgrades. Preliminary Wastewater Treatment Upgrades will increase
peak flow wastewater treatment by more than 50% to approximately 13.6 MGD from the current flow of
9 MGD. This Clean Water Project includes construction of new concrete treatment structures, installation
of new screening and dewatering equipment, rehabilitation of existing concrete channels and structures and
replacement of aging chemical storage tanks.

*  Odor and Gas Control Systems. The replacement of aging mechanical, electrical and other components of
the Wastewater Enterprise Facilities associated with treatment odor control systems is necessary to sustain
the capture and removal of odors and corrosive gases.

Phase IT Clean Water Projects

Phase II projects are currently in design. California Environmental Quality Act (“CEQA”) documentation has
been completed and filed on all Phase II projects. The current schedule anticipates design completion by mid-2018,
commencement of construction immediately thereafter and completion in December 2019. The current cost
estimate for Phase Il Clean Water Projects is $13.5 million, expected to be funded in whole or in part from the
Series 2017 Project Fund. Phase II currently includes the following Clean Water Projects (however, the Authority
reserves the right in its discretion to reorder or substitute Clean Water Projects among the three phases):

*  Operations, Administration and Clean Water Visitors Center. This project will replace the obsolete
operations and administration buildings due to age, safety concerns, code compliance issues, and
accessibility and workspace requirements with new, modern facilities located at the Authority Facilities
campus entrance. The project includes a new laboratory, operations control room and work area, secure
SCADA room, class room/training room, offices, and a public meeting and educational area.

o Site Security, Cybersecurity and Systems Resilience. This Clean Water Project will improve site security
with the installation of taller and more secure perimeter fencing, expansion and modernization of video
surveillance, enhancements for building access security and upgrading the SCADA system to improve data
collection, storage and cybersecurity.

» Site Utilities. The Authority Facilities require the replacement of aging and obsolete electrical and
mechanical piping infrastructure and process control components as well as expansion of fiber optic
interconnectivity throughout the campus, with the construction of a more secure and advanced operations
control center.

*  Carbon Emissions Reduction. This element will add solar energy systems to new and existing buildings
and carport structures in order to reduce and offset the carbon-emissions use of the electricity grid.

*  Recycled Water Distribution. The Authority expects to continue the expansion of its recycled water
distribution system with additional pipelines and conveyance infrastructure. Identified projects in Encinitas
and Solana Beach are anticipated to convert 16 million gallons per year of potable water irrigation to
recycled water.

Phase III Clean Water Projects

Phase III projects are in early design. CEQA documentation has been completed and filed on all Phase III
projects. The current schedule anticipates design completion by mid-2019, with completion of construction by
late 2020. The current cost estimate for Phase III Clean Water Projects is $7.8 million, expected to be funded from
the Series 2017 Project Fund. Phase III currently includes the following Clean Water Projects (however, the
Authority reserves the right in its discretion to reorder or substitute Clean Water Projects among the three phases):

*  Pre-Digestion Treatment. The Authority expects to maintain and improve pre-digestion treatment in a
group of Clean Water Projects that include upgrades to mechanical elements of the dissolved air thickening
units and primary sludge thickening improvements.
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» Digester Performance. The Authority expects to sustain the performance and asset lives of its digester
systems with replacement of aging pumps, upgrades to heat exchange systems, repairs of surface and
structural damage to concrete digesters and refurbishment of Digesters Nos. 1 and 2 at the Wastewater
Enterprise Facilities.

» Solids Handling, Dewatering, Corrosion Repair and Odor Control. This group of Clean Water Projects
involves replacement of aging solids handling and dewatering equipment, repair of corrosion damage at the
solids handling building and further improvements in odor control.

o Secondary Treatment and Safety. The Authority expects to upgrade secondary treatment systems and
processes with replacement of corroded troughs and baffles, repairs of concrete channels and effluent
boxes, the implementation of trough automation and installation of a fall-arrest system to enhance
workplace safety.

SAN EL1JO JOINT POWERS AUTHORITY

History and Legal Status

The Authority is a joint exercise of powers authority organized and existing under and by virtue of California
Government Code section 6500 et seq. (Title 1, Division 7, Chapter 5, Article 1). In 1963, the Cardiff Sanitation
District and the Solana Beach Sanitation District originally approved a joint powers agreement, as amended, under
which a wastewater conveyance, treatment and disposal facility was constructed. The joint powers agreement set
forth the criteria for joint ownership of conveyance, treatment and disposal facilities, and originally authorized the
County of San Diego to maintain and operate the facilities. The joint powers agreement contemplates the possible
inclusion of adjacent communities as users of the facilities. Under the original joint powers agreement, 56% of the
capacity of the facilities and related ocean outfall was acquired by the Cardiff Sanitation District and 44% was
acquired by the Solana Beach Sanitation District. Subsequently, it was determined that it would be in the mutual
best interests of Cardiff Sanitation District and the Solana Beach Sanitation District to rescind the joint powers
agreement and to create a new joint powers authority.

Establishment

In 1987, the Authority was established by the terms of the Basic Agreement as a separate entity with the power
to own, operate, maintain and upgrade the facilities. In 1990, Solana Beach succeeded to the powers and
responsibilities of the Solana Beach Sanitation District and assumed the obligations and benefits of the Solana
Beach Sanitation District with respect to the Authority. In 2001, Encinitas succeeded to the powers and
responsibilities of the Cardiff Sanitation District and assumed the obligations and benefits of the Cardiff Sanitation
District with respect to the Authority on behalf of Encinitas’s Cardiff Sanitary Division. In 2008, Encinitas and
Solana Beach amended and restated the Basic Agreement by entering into the Restatement of Agreement.

Governance

The Authority is governed by a four-member Board of Directors (“Board”), with two members representing
each of the two Cities. The Authority has hired its own staff to operate and maintain the San Elijo Clean Water
Facilities (the “Authority Facilities”, comprised of the Wastewater Enterprise Facilities and the Water Reclamation
Facilities) as well as manage the business of the Authority. By means of the Restatement of Agreement, the Cities
have conveyed their ownership interests in the Authority Facilities to the Authority. In general, the Restatement of
Agreement establishes the Authority’s right to finance expansion of the Authority Facilities as well as to determine,
by agreement of the Cities, capacity rights resulting from any upgrade of the Authority Facilities. Each City
maintains its respective City System collection facilities located within its respective service territory. However, the
Authority maintains the pump stations and force mains for each City System service area.

The Restatement of Agreement

Under the Restatement of Agreement, each City owns a specified percentage, or capacity rights, of the sewage
treatment capacity provided by the Wastewater Enterprise Facilities. Each City may lease, sell or purchase capacity
without the consent of any other party. Any such transaction, however, will not relieve the City of any of its
obligations under the Restatement of Agreement. The Restatement of Agreement may be rescinded and the
Authority terminated upon the written consent of the Cities; however, under the Restatement of Agreement, prior to
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termination, all expenses of any City terminating its participation in the Authority would become due and payable in
full. Each City has covenanted in its respective Series 2017 Loan Agreement not to terminate the Restatement of
Agreement until its obligations under its Series 2017 Loan Agreement have been satisfied.

Under the Restatement of Agreement, two Authority directors are to be members of the City Council of the
City of Encinitas and two Authority directors are to be members of the City Council of the City of Solana Beach.
The Board of Directors meets regularly, and an affirmative vote of at least three members of the Authority’s Board
of Directors is required for any actions of the Authority. Whenever, after consideration of a matter for two
meetings, the Authority Board of Directors is unable to decide a matter because of a tie vote, the issue shall be
referred to the City Council of the City of Encinitas and the City Council of the City of Solana Beach for resolution.

The Restatement of Agreement also provides for the appointment of a manager responsible for the
administrative operation of the Authority under the direction and control of the Authority’s Board of Directors.
Pursuant to the Restatement of Agreement, the manager has been given the following powers, among others, in
addition to the powers necessary and proper to the effective administration of the Authority: (a) participating in the
design of and supervision of the construction of any improvement, or expansion of the Authority Facilities;
(b) making and entering into contracts in connection with capital costs, costs of special services, equipment,
materials, supplies, maintenance or repair that involve an expenditure of less than $35,000; (c) employing agents and
employees to maintain and operate the Authority Facilities; (d) in an emergency, making and entering into contracts
where required to keep the Authority Facilities in operation or to restore the Authority Facilities to operating
conditions that involve an expenditure of less than $75,000; (e) preparing and submitting annual budgets;
(f) applying for all permits, licenses or approvals necessary for operation of the Authority Facilities from any local,
state or federal government or agency with jurisdiction over the Authority Facilities and filing all reports required by
any local, state or federal government or agency with jurisdiction over the Authority Facilities; and (g) supervising
the acquisition, construction, management, maintenance and operation of the Authority Facilities.

Wastewater Enterprise Facilities

The Authority acts as the wholesale provider of wastewater treatment services for each of the Cities. The
Cities have agreed to contribute from their respective wastewater enterprise funds the actual cost of the
administration, operation and maintenance of the Wastewater Enterprise Facilities as divided between the Cities
pursuant to the Restatement of Agreement. Such costs shall include the actual costs of (a) all materials and supplies
used or purchased for the operation and maintenance of the Wastewater Enterprise Facilities, (b) all contracts let by
Authority for the performance of any work incidental to providing such service and (c) the salaries and wages of all
Authority employees providing such services. Each City independently sets its own rates for the provision of the
wastewater collection, treatment and disposal services for its City System. See “THE SAN ELIJO CLEAN WATER
FACILITIES — Wastewater Service Area.”

Water Reclamation Facilities

The Authority has additional sources of operating income, primarily from its water recycling and reuse
operations. The Authority Facilities were upgraded in 1998 for water reuse through $4 million in capital
contributions from the Cities, a $12.6 million loan from the State of California Water Resources Department and a
$4 million loan from the United States Bureau of Reclamation. Currently, the Authority serves approximately
19 square miles with a population of approximately 40,000. The Authority operates a recycled water delivery
system, including 20 miles of recycled water distribution pipelines, two pumping stations and three recycled water
reservoirs (one underground and two aboveground, with storage capacities ranging from 750,000 to
1,000,000 gallons), to communities extending northward and southward along the I-5 corridor (including the
CalTrans I-5 right-of-way). Various cities and local agencies in the area are wholesale customers of recycled water
delivered by the Authority, serving areas of Encinitas, Solana Beach, Del Mar, Rancho Santa Fe and La Costa.
Tertiary treatment facilities produce approximately 1,400 to 1,600 acre-feet of recycled water annually for local use
by parks, schools, churches, golf courses, freeway and street landscaping, landscape irrigation for businesses and
homeowners’ associations, and industrial cooling towers. Tertiary treatment capacities by technology include
2.5 MGD of sand filtration, 1.4 MGD of micro filtration and 0.5 MGD of reverse osmosis.
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Key Management

Michael T. Thornton, P.E., who serves at the pleasure of the Authority’s Board of Directors, acts as the
General Manager for the Authority, and in that capacity he is responsible for the day-to-day operation and
management of the Authority Facilities. In addition to the manager, the Authority’s Board of Directors also selects
the Treasurer/Auditor. The General Manager selects and hires all other administrative staff of the Authority. The
backgrounds of the current General Manager, Director of Finance/Administration, and Director of Operations of the
Facility are as follows:

e  MICHAEL T. THORNTON, P.E., General Manager. Michael Thornton is the General Manager of the
San Elijo Joint Powers Authority and has been with the Authority since 2000. His duties include
responsibility for the planning, engineering, financing, and management of the Wastewater Enterprise
Facilities and the Water Reclamation Facilities that comprise the San Elijjo Clean Water Facilities.
Mr. Thornton is a graduate of San Diego State University, earning a B.S. in Civil Engineering, and is a
licensed civil engineer in the State of California. Mr. Thornton currently serves on the Board of Trustees
for WateReuse California, the Board of Directors for the Southern California Alliance of Publicly Owned
Treatment Works, and the Industry Advisory Board for the Environmental Engineering Program at
San Diego State University. Mr. Thornton’s professional affiliations include the Water Environment
Foundation, California Association of Sanitation Agencies, and American Society of Civil Engineers.

* PAUL F. KINKEL, Director of Finance and Administration. Paul Kinkel is the Director of Finance and
Administration of the San Elijo Joint Powers Authority and has been with the Authority since 2013. His
duties include supporting the General Manager in carrying out the directives of the Board, developing and
administering programs related to the Authority’s provision of services, general accounting activities
including payroll, accounts payable, purchasing, expenditure control, budget and year-end audit, contract
administration, human resources including recruitment, classification and compensation, benefits and
supporting labor relations, management information systems, document control including record keeping
and Board policies and administrative procedures. Mr. Kinkel has 29 years of accounting, financial and
management experience. He is a graduate of San Diego State University.

* CHRISTOPHER A. TREES, P.E., Director of Operations. Christopher Trees is the Director of Operations of
the San Elijo Joint Powers Authority and has been with the Authority since 2009. His duties include
supporting the General Manager in carrying out directives of the Board and overseeing operations of the
Authority’s Wastewater Enterprise Facilities and Water Reclamation Facilities. Mr. Trees is also
responsible for planning and implementation of capital projects associated with Authority Facilities. With
29 years of engineering and management experience, Mr. Trees is a licensed mechanical engineer in the
State of California. He is a graduate of Purdue University, earning a B.S. in Mechanical Engineering.

Retirement Plan

Generally, the Authority recovers its operating expenses, including but not limited to its employment and
related retirement benefit costs, through its service charges to the Cities for the Wastewater Enterprise Facilities.
For more detailed information about the Authority’s pension and other retirement benefit payments and liabilities,
see the audited financial statements of the Authority included in “APPENDIX C — AUDITED FINANCIAL
STATEMENTS OF THE AUTHORITY, ENCINITAS AND SOLANA BEACH.” The following description is only a brief
summary:

* OPEB. The Authority provides medical insurance benefits to eligible retirees in accordance with various
labor agreements, subject to the Authority’s vesting schedule. Typically, these benefits are available at age
55, and only to retirees participating in the California Public Employees Retirement System (“CalPERS”).
CalPERS currently sets the Authority’s maximum monthly contributions at $125 per retiree. For all retiree
benefits other than pension benefits (Other Post-Employment Benefits, or “OPEB”), as of June 30, 2016,
the Authority’s net share of OPEB liability was approximately $155,000, together with an unfunded
actuarial accrued liability of approximately $292,000.

* Pension. The Authority contracts with CalPERS for service retirement and disability benefits with annual
cost-of-living adjustments and death benefits to public employees and their beneficiaries. For employees
hired before July 1, 2012, the CalPERS pool is 2.5% at 55; for employees hired thereafter, the pool is

17



2% at 62. For the year ended June 30, 2016, the Authority’s aggregate contributions were approximately
$161,000 for 46 covered employees. CalPERS has announced that it anticipates substantial increases in
required employer and employee contribution rates; however, the Authority cannot yet estimate the impact
of such increases. As of June 30, 2016, the Authority reported its proportionate share of net pension
liability as $2,463,484.

THE SAN EL1IJO CLEAN WATER FACILITIES

The San Elijo Clean Water Facilities to be augmented and improved with the Clean Water Projects consist of
its Wastewater Enterprise Facilities and its Water Reclamation Facilities, located approximately 23 miles north of
the City of San Diego in a small valley on the northern side of the San Elijo Lagoon and west of the I-5. With the
exception of certain pump stations operated and maintained by the Authority but owned by the Cities, the Ocean
Outfall and the recycled water delivery system, the Wastewater Enterprise Facilities and the Water Reclamation
Facilities are located at the Authority’s 27-acre headquarters site. The Wastewater Enterprise Facilities serve as a
regional sewage treatment and disposal facility for a service area encompassing approximately 19 square miles, with
a population of approximately 40,000. Wastewater effluent is discharged directly to the Pacific Ocean from the
Ocean Outfall, which the Authority owns jointly with the City of Escondido (“Escondido”). Escondido owns a
79% share of the Ocean Outfall, and the Authority owns the other 21% share. See “THE CLEAN WATER
PROJECTS.”

Wastewater Service Area

The joint service area served by the Wastewater Enterprise Facilities is located 23 miles north of the City of
San Diego and encompasses approximately 8,640 gross acres in the northern portion of San Diego County. The
sewage agencies served by the Wastewater Enterprise Facilities include Cardiff Sanitary Division (of Encinitas),
Solana Beach, Del Mar, Rancho Santa Fe and the 22nd District Agricultural Association (the local government
agency that manages and operates the Del Mar Fairgrounds and equestrian park), and a portion of the City of
San Diego. The water agencies within the joint service area are the Olivenhain Water District, the Santa Fe
Irrigation District and the San Dieguito Water District. No city, district or local agency other than the Authority and
the Cities has any financial obligation with respect to the Series 2017 Bonds or the Series 2017 Loan Agreements.

The joint service area is situated on a coastal plain, bordered by the Cardiff community in Encinitas to the
north and Solana Beach and Del Mar to the south. Major hydrological features in the area consist of surface water
(creeks, lagoons) and groundwater basins. The principal water features are the Escondido Creek, the San Dieguito
River and the San Elijo Lagoon.

City Collection Systems. Each City owns its City System to collect and transport wastewater to the
Wastewater Enterprise Facilities. Each City is responsible for the maintenance, operation, expansion and
installation of its City System except for certain pump stations and force mains that are operated and maintained by
the Authority but owned by the respective City. While either City may delegate responsibilities to the Authority for
certain aspects of City System operations, the delegating City remains liable for any costs associated with any
delegation. In general, the City Systems have similar but distinct service areas and operations, all as described in
“THE CITIES OF ENCINITAS AND SOLANA BEACH.” The combined City Systems serve approximately 8,640 gross
acres.

As of June 30, 2016: (a) the Cardiff Sanitary Division (of Encinitas) served 8,344 Equivalent Dwelling Units
(“EDUs”) including 7,157 residential EDUs and 1,187 commercial or industrial EDUs, all across approximately
5,250 gross acres (approximately 38% of the city limits of Encinitas) along the Pacific coast and extending inland;
and (b) Solana Beach’s service area served 5,142 EDUs, including 2,736 residential EDUs and
2,406 commercial/industrial EDUs, all across approximately 2,176 gross acres (the entire city limits of Solana
Beach), also along the Pacific coast.

Sewer Service Rates and Revenues

Both Cities recover the cost of wastewater treatment system operation, maintenance, renewal and replacement
and capital expansion through a user fee system consisting of four major components and federal and State Clean
Water Grants. Each City establishes user fees adequate to provide for its prorata responsibility for the Authority’s
costs as well as the City’s costs. Among other fee components, the Cities impose two primary components of user
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fees: sewer service charges, based on EDUs; and sewer connection fees, to recover the depreciated original cost of
the capacity required by new sewer connections and to recognize the equitable interests of existing sewer users who
financed current treatment capacity.

The City Council of each City sets its sewer rates, which are not subject to review by any State or local
government agency. Most rate changes are enacted based upon staff recommendations. TABLE 2 (Encinitas) and
TABLE 3 (Solana Beach) show the respective sewer rates and charges for each City System. See “THE CITIES OF
ENCINITAS AND SOLANA BEACH” and “LIMITATIONS ON TAXES AND REVENUES.”

TABLE 2: CITY OF ENCINITAS, CARDIFF SANITARY DIVISION

SEWER RATES AND CHARGES (actual for Fiscal Years ended June 30, 2012 through 2016)
RATE SCHEDULES (as of June 30, 2016)

SEWER SERVICE

FISCAL YEAR CHARGE (Average, CCNVEC g)(g FEE (per
Residential)
2012 $675.86 $3.417
2013 $651.63 $3.417
2014 $621.78 $3417
2015 $609.98 $3,417
2016 $633.52 $3.417

Source: City of Encinitas
City of Encinitas, Cardiff Sanitary Division
Rate Schedule for Annual Sewer Service Charges
As of June 30, 2016

Users/Class Category Charge HCF Rate HCF Median Charge

New Connections (no prior water

Group | Residential consumption history)
Single Family SF $44.00 $5.14 94.9 $531.79
Multi Family MF See below $5.14 $355.73/unit
Trailer Park TP See below $5.14 $355.73/unit

New Connections (no prior water

Non-Residential consumption history)

Commercial Group II See below See below $5.40 See below See below
Commercial Group 111 See below See below $7.03 See below See below
Commercial Group IV See below See below $10.56 See below See below

Multi-Family* and Non-Residential Fixed Meter Charge

Meter Size Annual Charge Meter Size Annual Charge
5/8" $44.00 1-1/2" $220.00
3/4" $66.00 2" $352.00
1" $110.00 3" $660.00

*Multi-Family = Fixed Meter Charge x 2
Water Consumption Periods to be Used

Residential = 2 Lowest Periods of Water Consumption for Meter Readings Occurrinig Between Dec. - May (most recent available 5-year period)
Non-Residential (Commerical) = Water Consumption for Meter Readings Occurring Between July - June of Preceding Year

19



HCF (New Charge (New

Users/Class Sub Category Unit Cost (perHCF) Connections) Connections)
Group I Commercial
Softwater Service SW $5.40 e
Car Wash cw $5.40 1,520 $8,208.00
Office Building OF $5.40 200 $1,080.00
Fire Station FS $5.40 110 $594.00
Professional Building (Doctor) PB $5.40 160 $864.00
Veterinary Clinic vC $5.40 —eeee
Athletic Gymnasium G $5.40 1,340 $7,236.00
Laundromat L $5.40 990 $5,346.00
Department and Retail Store DRS $5.40 120 $648.00
Warehouse w $5.40 1,050 $5,670.00
Hospital, Convalescent Home HCH $5.40 3,240 $17,496.00
Parks PB $5.40 510 $2,754.00
Church-Membership Organization C $5.40 440 $2,376.00
Membership Organization (Non- MO $5.40 240 $1,296.00
Church)
Social Services SS $5.40 160 $864.00
Group Il Commercial
Hotels-Motels (without restaurant) HM $7.03 890 $6,256.70
Repair and Service Station RSS $7.03 70 $492.10
Shopping Center SC $7.03 1,030 $7,240.90
Kennel K $7.03 900 $6,327.00
Coffee Shop CS $7.03
Amusement Park AP $7.03 e
Nightclub/Bar NC $7.03 320 $2,249.60
Commercial Laundry CL $7.03 e
Manufacturing M $7.03 180 $1,265.40
Lumber Yard LY $7.03 N
Group IV Commercial
Hotels-Motel (with restaurant) HM $10.56 3,130 $33,052.80
Bakery (wholesale)/Food BW $10.56 ——
Processor
Supermarket SM $10.56 1,030 $10,876.80
Mortuary MT $10.56 300 $3,168.00
Restaurant R $10.56 600 $6,336.00

(1) Sewer rates are based on water consumption (fixed charged based on meter size and consumption component).
The consumption is based on HCF (hundred cubic feet - 748 gallons).

Source: City of Encinitas

TABLE 3: CITY OF SOLANA BEACH, SANITATION ENTERPRISE FUND
SEWER RATES AND CHARGES (Fiscal Years ended June 30)

SEWER SERVICE CHARGE / EDU CONNECTION FEE
2012 $560.00 $4,500.00
2013 574.00 $4,500.00
2014 588.35 $4,500.00
2015 603.06 $4,500.00
2016 618.14 $4,500.00

Source: City of Solana Beach, Ordinances 402, 438, 441, 452, 458, 462, SD-7.

Setting Rates and Charges. Each City is required by its respective Series 2017 Loan Agreement to establish
rates and charges for the use of its wastewater collection system to produce Gross Revenues sufficient to provide
System Revenues equal to at least 1.30 times (a) its Loan Installments coming due and payable during each Fiscal
Year and (b) all payments required with respect to its Parity Debt. Sewer service charges, sewer connection fees and
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other miscellaneous fees and charges are established by ordinance adopted by a super-majority (4/5) vote of the City
Council of Encinitas and the City Council of Solana Beach, respectively, and become effective after a 30-day
posting period.

City sewer service charges are designed to comply with the Revenue Program guidelines of the State Water
Resources Control Board (the “State Board”). California recipients of State and federal grants for sewage facilities
are required to adopt rates in conformity with grant guidelines, which require all customers to pay for sewer service
in proportion to their demand on the wastewater treatment system from which they receive sewer service. Utility
rates and charges may be reviewed as part of each City’s budget process. After results of operations for each City’s
wastewater collection systems are known, the need for any rate adjustments is determined. Based on fees a City
collects, sewer rates and connection fees are reviewed and adjusted as needed.

Authority Budgets. The Authority develops annual budgets for operations as well as maintenance and capital
improvement programs. The operations and maintenance budget, which includes treatment plant and pump station
operations and maintenance, is based in part on salary and expenditure trends, anticipated inflationary and cost
change impacts and a planned maintenance program. The capital improvement program budget identifies current
year planned expenses and revenues. The recommended budget is provided to the Authority’s Board for review in
April and revised as necessary for final adoption at the May Board meeting. Recommended budget information is
also provided to the Cities in order to allow opportunity for comment and inclusion in the Cities’ annual budget
process.

Billing and Collection. Sewer service charges and connection charges are billed as follows:

Sewer Service Charges. With few exceptions for a limited number of customers, billing and collection
services for sewer service charges of each City are provided by the County of San Diego (the “County”). Sewer
service charges are included with the County’s property tax billing. The County remits collected sewer service
charges to each City, less delinquencies, in 13 installments throughout the Fiscal Year with a majority of the money
remitted in January and May, after property tax payments are processed. Delinquencies are budgeted by each City
based upon County delinquency estimates. The Cities are ultimately at risk for any reduction in revenues due to
delinquencies; however, shortfalls in collections are typically offset by collections of prior period delinquencies. In
addition, each City maintains reserves against various contingencies, including revenue variations. Public schools,
churches and other public entities are billed by the respective public agencies within each City’s boundaries.

Connection Fees. Each City collects connection charges from new customers as a precondition to issuance of
a wastewater discharge permit for connection to the wastewater collection system of the respective City, generally
when a certificate of occupancy is issued.

Tax Levies and Delinquencies. Property taxes are due in two installments (November 1 and February 1) of
each Fiscal Year, and unpaid installments become delinquent as of December 10 and April 10, respectively. A
10% penalty attaches immediately to all delinquent payments. Property with respect to which taxes are delinquent
becomes tax defaulted on or about June 30 of the Fiscal Year. Such property may thereafter be redeemed by
payment of a penalty of 1.5% per month to the time of redemption, plus costs and a redemption fee. If taxes are
unpaid for five years or more, the property is subject to sale by the County Treasurer/Tax Collector. The County
does not remit wastewater fees and charges in lieu of payment delinquencies by property owners.

Population and Allowable Growth. The population of the Encinitas and Solana Beach areas served by the
Wastewater Enterprise Facilities is approximately 26,800 for Encinitas and 13,200 for Solana Beach. These areas
are near full build-out, with only slight growth in recent years. Estimates of build-out populations in these areas are
based on a “population” equivalent which includes allowances for commercial and industrial discharge. At full
build-out, the Encinitas service areas are expected to have about 9,000 dwelling units, 10 acres of commercial use
and no industrial use; and the Solana Beach service areas are expected to have about 6,660 dwelling units, 115 acres
of commercial use and 10 acres of industrial use.

Water Discharge Requirements

The wastewater treatment, collection and disposal systems of the Authority and the Cities are subject to waste
discharge requirements established by the San Diego Regional Water Quality Control Board (the “Regional Board”)
as well as the State Water Resources Control Board of California (the “State Board”). The requirements are
established in Regional Board orders permitting the discharge of secondary-treated wastewater from the San Elijo
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Water Pollution Control Facility to the Pacific Ocean through the Ocean Outfall (collectively, “Wastewater
Discharge”). The Authority’s permits are issued jointly by the California Environmental Protection Agency and the
Regional Board, and the Authority holds current permits for all operations of the Wastewater Enterprise Facilities,
including without limitation permits from the San Diego Air Pollution Control District and Hazardous Materials
storage permits.

Secondary Wastewater Treatment Systems and Processes.

Influent. First, sewage flows to the influent structure through force mains and gravity sewers. The influent
structure contains bar screens that remove large solids to protect downstream equipment. Auxiliary facilities add
chemicals, polymer and ferric chloride to the aerated grit chamber to aid in the settling of solids of the primary
sedimentation tank.

Primary Treatment. Next, wastewater flows from the grit chamber to covered primary sedimentation tanks.
Sludge from the primary sedimentation tanks is pumped through a grinder to the anaerobic digesters. Effluent flow
from the primary sedimentation tanks is flow-equalized in one of two 700,000-gallon flow equalization basins prior
to secondary treatment.

Secondary Treatment. Secondary treatment involves flow of primary-treated wastewater to one of four
aeration basins where organic materials are oxidized through a bacterial process. Flow from the aeration basins goes
to secondary sedimentation basins where additional solids settle, and then treated water from the secondary
sedimentation tanks is discharged to the ocean or pumped through the tertiary treatment system for reclamation and
recycling. Waste solids from the bottom of the secondary clarifiers are pumped through dissolved air flotation
(“DAF”) units to further concentrate solids and then to anaerobic digesters for further biological treatment prior to
dewatering by belt filter press and disposal.

Removal of Sludge. Dewatered sludge is hauled away and disposed of pursuant to an agreement with a private-
sector hauler. See “BOND OWNER RISKS — Sludge Disposal.”

Transport and Discharge. The final secondary-treated effluent flows by gravity or is pumped through the
Ocean Outfall, which was commissioned in 1965 to discharge treated effluent from the Wastewater Enterprise
Facilities. The Ocean Outfall was upgraded and expanded in 1974 to include discharge capacity for Escondido’s
Hale Avenue Resource Recovery Facility. The Ocean Outfall is about 8,000 feet long and has an end depth
approximately 150 feet below mean sea level. The diffuser section of pipe comprises 1,176 feet of 48-inch pipe
with 200 individual 2-inch-diameter diffuser ports. Discharge from the Wastewater Enterprise Facilities to the
Pacific Ocean is subject to environmental regulations that stipulate dilution requirements, offshore distance and
water depth. The Authority conducts annual inspections to ensure that the Ocean Outfall is in sound operating
condition and that environmental regulations are being met.

Laboratory

The Authority owns and operates a chemistry laboratory to monitor the effectiveness of wastewater treatment
for compliance with its permits. Analytical services include chemical, biological and microbiological testing,
assessing organic and inorganic chemicals, bacteria and toxicity of incoming wastewater, discharge from the
Wastewater Enterprise Facilities and reclaimed/recycled water from the Water Reclamation Facilities.

Operating Expenses

The Authority’s current budget anticipates Wastewater Enterprise Facilities fund operations and maintenance
at approximately $4.6 million, and Water Reclamation Facilities fund operations and maintenance at approximately
$1.5 million, with sales of reclaimed water projected at approximately 1,500 acre-feet (with an anticipated
9% increase attributed to State grant revenue).

Capital Improvement Program

The Authority’s current Capital Improvement Program encompasses the projects described under “CLEAN
WATER PROJECTS.” The Program is an evolving plan and is subject to modifications of any type and at any time.
The Authority can provide no assurance that specific projects will be completed as currently planned.
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BOND OWNER RISKS

This Official Statement contains summaries of pertinent portions of the Series 2017 Bonds, the Series 2017
Indenture, the Series 2017 Loan Agreements, the Disclosure Agreement and other relevant documents. Such
summaries and references are qualified in their entirety by reference to the full text of such documents. The
following discussion of certain special considerations and risk factors affecting the payment of and security for the
Series 2017 Bonds is not, and is not intended to be, complete or exhaustive, and such risks are not necessarily
presented in order of relative importance or degree. Potential investors in the Series 2017 Bonds should consider the
following special factors along with all other information in this Official Statement in evaluating the Series 2017
Bonds. There can be no assurance that other considerations will not arise in the future.

For more specific information on State limitations on taxes and revenues, see “LIMITATIONS ON TAXES AND
REVENUES.”

Sewer Revenues and Demand for Sewer Service

No assurance can be given that the demand for wastewater collection and treatment services will occur as
described in this Official Statement. Reduction in levels of demand could require an increase in rates or charges in
order to comply with the Cities’ rate covenants in the Series 2017 Loan Agreements. See “SECURITY AND SOURCES
OF PAYMENT FOR THE SERIES 2017 BONDS — Rate Covenants.”

Sewer System Expenses

No assurance can be given that the Cities’ expenses for their respective wastewater collection systems will be
consistent with the levels described in this Official Statement. Changes in technology, new regulatory requirements,
increases in the cost of energy or other expenses would reduce System Revenues of a City and could require
substantial increases in rates or charges in order to comply with the rate covenants in the Series 2017 Loan
Agreements. Any rate increases could increase the likelihood of nonpayment and decrease demand for sewer
services.

Insurance and Risk Management

The Authority is a member of the California Sanitation Risk Management Authority (“CSRMA”), a risk-
pooling self-insurance authority created under provisions of the Act. CSRMA arranges and administers programs of
insurance for the pooling of self-insured losses and to purchase excess insurance coverage. Each insured agency
pays for its proportionate share of its individually contracted insurance coverage and consulting services. As of
June 30, 2016, the Authority participated in these CSRMA programs:

*  General Liability Including Bodily Injury, Property Damage, Public Entity Errors and Omissions,
Employment Practices Liability and Automobile Liability. The CSRMA Pooled Liability (shared
risk) program provides $25.5 million per occurrence and in the aggregate. It is self-insured up to
$15.5 million and has purchased $10 million of excess insurance. The Authority has a $100,000
deductible under this program.

*  Property Damage. As of June 30, 2016, the Authority had $56,191,022 in scheduled values covered
through the Alliant Property Insurance Program, with a $1 billion shared loss limit per occurrence,
subject to a $5,000 deductible. Coverage includes all-risk property coverage, mobile equipment, auto
physical damage and boiler and machinery (with deductibles of $5,000 to $350,000 for boiler and
machinery, depending on size of the machinery).

»  Faithful Performance/Employee Dishonesty Bond. The Authority is insured up to $2 million with a
$2,500 deductible. Coverage includes employee dishonesty, faithful performance, forgery or
alteration, computer fraud, money and securities theft, disappearance and destruction.

o Workers’ Compensation. The Authority participates in CSRMA’s Workers” Compensation Program,
which self-insures the first $750,000 of each claim. Participants have no deductible or self-insured
retention. Excess insurance provides statutory limits for Workers’ Compensation and $750,000 for
each accident or each employee for disease in limits for Employer’s Liability.
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Annual premiums are subject to retroactive adjustment based on claims experience. There can be no estimate
of the nature and amount of any adjustments; however, there have been no incidents in the past three years involving
any settlement exceeding the Authority’s insurance coverage.

Initiative Constitutional Provisions and Statutes Limiting Revenues, Appropriations, Fees and Charges

See “LIMITATIONS ON TAXES AND REVENUES” for a description of the history and current provisions of
constitutional provisions and statutes that could limit fees, rates and charges established by the Authority or the
Cities. While the outcome of any litigation challenging or seeking to reduce or repeal fees, rates and charges
established by the Authority or the Cities cannot be predicted with certainty, each of them adheres to the view that
its fees, rates and charges are not limited by such provisions.

Other Changes in Law

In addition to the other limitations described in this Official Statement, the California electorate or State
Legislature could adopt a constitutional or legislative property tax decrease or an initiative with the effect of
reducing revenues payable to or collected by the Cities. There can be no assurance that the California electorate or
State Legislature will not enact or approve additional limitations that could reduce the revenues and adversely affect
the security and sources of payment for the Series 2017 Bonds. See also “LIMITATIONS ON TAXES AND
REVENUES.”

Limited Recourse on Default

If either City defaults on its obligations to make Loan Installments, the Trustee has the right to accelerate the
total unpaid principal amount of the Loan Installments payable under the terms of the defaulting City’s Series 2017
Loan Agreement. However, in the event of a default and such acceleration there can be no assurance that the
defaulting party will have sufficient funds to pay the accelerated Loan Installments. Such acceleration will not
affect the Loan Installments owed by the non-defaulting City, and in such event, a Bond Owner may not receive the
entire amount of scheduled principal of or interest on the Series 2017 Bonds.

NEITHER CITY IS RESPONSIBLE FOR THE LOAN INSTALLMENTS OWED BY THE OTHER
CITY, AND A DEFAULT UNDER ONE SERIES 2017 LOAN AGREEMENT WILL NOT RESULT IN A
DEFAULT UNDER THE OTHER SERIES 2017 LOAN AGREEMENT. CORRESPONDINGLY, ONE
CITY IS NOT RESPONSIBLE TO CURE THE DEFICIENCY IN PAYMENTS OF THE OTHER CITY’S
SERIES 2017 LOAN AGREEMENT.

Limitations on Available Remedies

The enforceability of the rights and remedies of the Owners and the obligations of the Authority and the Cities
may become subject to the following: the federal bankruptcy code and applicable bankruptcy, insolvency,
reorganization, moratorium or similar laws relating to or affecting the enforcement of creditors’ rights generally,
now or hereafter in effect, equitable principles which may limit the specific enforcement under State law of certain
remedies; the exercise by the United States of America of the powers delegated to it by the United States
Constitution; and the reasonable and necessary exercise, in certain exceptional situations, of the police power
inherent in the sovereignty of the State and its governmental bodies in the interest of servicing a significant and
legitimate public purpose. In any bankruptcy proceedings, the exercise of powers by the federal or State
government could subject the Owners to judicial discretion and interpretation of their rights in bankruptcy or
otherwise and consequently may entail risks of delay, limitation or modification of their rights.

No Obligation To Tax

The obligation of the Authority to pay the principal of and interest on the Series 2017 Bonds does not
constitute an obligation of the Authority for which the Authority is obligated to levy or pledge any form of taxation
or for which the Authority has levied or pledged any form of tax. The Authority has no taxing power, and neither
City has any obligation to levy or pledge any tax. The obligation of the Authority to pay principal of and interest on
the Series 2017 Bonds does not constitute a debt or indebtedness of the Authority, Encinitas, Solana Beach, the State
or any of the State’s political subdivisions, within the meaning of any constitutional or statutory debt limitation or
restriction.
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Sludge Disposal

The Authority disposes of all of the sludge produced at the Wastewater Enterprise Facilities pursuant to an
agreement with a private-sector contractor. If the Authority were unable to dispose of the sludge it produces, it
might be forced to curtail or cease operations. For more information, see “THE SAN ELIJO CLEAN WATER
FACILITIES — Water Discharge Requirements — Secondary Wastewater Treatment Systems and Processes —
Removal of Sludge.”

Loss of Tax Exemption

As discussed under “TAX MATTERS,” interest on the Series 2017 Bonds could become includable in gross
income for purposes of federal income taxation retroactive to the date the Series 2017 Bonds were issued, as a result
of future acts or omissions of the Authority in violation of its covenants in the Series 2017 Indenture. From time to
time, tax reform and similar legislative proposals may be pursued that could affect the treatment of tax-exempt
interest for certain taxpayers. Potential Bond Owners should consult with their tax advisors when considering the
purchase of the Series 2017 Bonds.

Natural Disasters

The Cities, like all California communities, may be subject to unpredictable seismic activity, fires, flood or
other natural disasters. Like most of Southern California, the areas served by the Wastewater Enterprise Facilities
are seismically active. Earthquakes, related tsunamis, rising sea levels, unusually heavy rainfall and wildfires could
damage the Wastewater Enterprise Facilities and other buildings, roads, bridges and property within the territories of
the Cities and impair operations. The Authority and the Cities consider the design and operations of their systems to
be configured so as to mitigate some effects of such events; however, no assurance or estimate can be given as to
their resilience or the time and cost of recovery, repair and resumption of normal operations. Recent heavy rains in
Southern California have led the Authority and similar agencies in the region to implement mutual support measures
to restore microbial and other treatment processes that may be impaired by unusual inflows of storm water. Any
economic consequences of such disasters might compromise the ability or willingness of property owners and other
customers to pay for wastewater services.

Cybersecurity and Other Malicious Acts

The Authority and the Cities depend on reliable sources of electricity in their operations, along with computer
systems, sensors and security systems necessary for command-and-control of the Wastewater Enterprise Facilities
and their wastewater collection enterprises. Throughout the State and nation, portions of the electric power
distribution and generation networks have been subject to cyberattacks, sometimes resulting in significant and
extended power outages. Any such event affecting the Authority or the Cities could damage their Facilities and
systems significantly, as could any malicious acts directed at them. The Authority and the Cities consider their
security facilities and measures generally to conform to industry practices; however, no such facilities or measures
can provide any absolute assurance that such events will not occur without significant adverse effects on the
Wastewater Enterprise Facilities and their operations.

Secondary Market, Rating Changes and Continuing Disclosure

Secondary Market. Subject to applicable securities laws and prevailing market conditions, the Underwriter
intends but is not obligated to make a market for the Series 2017 Bonds. There is no guarantee that a secondary
trading market in the Series 2017 Bonds will be sustained indefinitely.

Rating Changes and Outlook. Any Rating Agency assigning its rating to the Series 2017 Bonds will
periodically review information provided by the Authority, each City and other available sources, along with its
relevant rating criteria, to determine whether such rating should be changed or assigned a positive, negative or stable
outlook. Any adverse rating change or negative outlook could materially and adversely affect the price of the
Series 2017 Bonds in any secondary trading market or impair such trading.

Failure To Provide Continuing Disclosure. The Authority and each City, with Applied Best Practices, LLC, as
the dissemination agent designated by the Authority, will enter into a Disclosure Agreement pursuant to
SEC Rule 15¢2-12 in connection with the issuance of the Series 2017 Bonds. Failure to comply with a Disclosure
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Agreement or SEC Rule 15¢2-12 may adversely affect the liquidity of the Series 2017 Bonds and their market price
in the secondary market, if any. See “APPENDIX E — FORM OF DISCLOSURE AGREEMENT.”

Parity Bonds

Until the 2011 Bonds are fully paid or defeased, they will remain secured by and payable from a parity pledge
and assignment of Loan Installments and other System Revenues. The 2011 Bonds are not subject to redemption
prior to their maturities, which are March 1 annually as follows: 2018 redemption of $1,365,000 principal;
2019 redemption of $1,415,000 principal; 2020 redemption of $115,000 principal; and 2021 redemption of
$120,000 principal. In addition, the Series 2017 Indenture allows the Authority to issue Additional Bonds on a
parity with the Series 2017 Bonds if certain conditions are met. See “SECURITY AND SOURCES OF PAYMENT FOR
THE SERIES 2017 BONDS — Outstanding and Additional Parity Debt” and “APPENDIX B — CERTAIN
DEFINITIONS AND SUMMARY OF PRINCIPAL LEGAL DOCUMENTS.”

Bond Owner Risks at Maturity or Redemption

The rights of the Bond Owners to receive interest on the Series 2017 Bonds will terminate at maturity or on
any date of Bond redemption, notice of which has been given under the Series 2017 Indenture. Such termination
will occur whether or not any Bond Owner receives such notice. See “THE SERIES 2017 BONDS — Redemption”.

LIMITATIONS ON TAXES AND REVENUES

This section provides a brief background on constitutional and statutory provisions that limit taxes on real
property and that limit State and local government expenditures. This overview and the summary of relevant law
are provided for the convenience of prospective investors but are not and do not purport to be comprehensive.

Tax Rate Limit, Article XIIIA of the California Constitution (Proposition 13)

In 1978, California voters approved Proposition 13, adding Article XIIIA to the California Constitution
(“Article XIIIA”). Article XIIIA, as amended, limits the amount of any ad valorem tax on real property to 1% of its
full cash value, except that additional ad valorem taxes may be levied to pay debt service on (a) indebtedness
approved by California voters before July 1, 1978; (b) as a result of a voter-approved amendment enacted in 1986,
bonded indebtedness for the acquisition or improvement of real property which has been approved on or after July 1,
1978, by two-thirds of the voters on such indebtedness; and (c¢) bonded indebtedness incurred by a school district or
community college district for the construction, reconstruction, rehabilitation or replacement of school facilities or
the acquisition or lease of real property for school facilities, approved by 55% of the voters of the district, but only if
certain accountability measures are provided. Article XIIIA defines “full cash value” to mean “the county assessor’s
valuation of real property as shown on the 1975-76 tax bill under ‘full cash value,” or thereafter, the appraised value
of real property when purchased, newly constructed, or a change in ownership has occurred after the 1975
assessment.” The full cash value may be adjusted annually to reflect inflation at rate not to exceed 2% per year or to
reflect a reduction in the consumer price index or comparable data for the area under the taxing jurisdiction, or
reduced in the event of declining property values caused by substantial damage, destruction, economic conditions or
other factors. Legislation enacted by the State Legislature to implement Article XIIIA provides that notwithstanding
any other law, local agencies may not levy any ad valorem property tax except to pay debt service on indebtedness
approved by the voters as described above.

Legislation Implementing Article XIITA

Legislation has been enacted and amended from time to time since 1978 to implement Article XIIIA. Under
current law, local agencies are not permitted to levy directly any property tax (except to pay voter-approved
indebtedness). The 1% property tax is automatically levied by the County and distributed according to a formula
among taxing agencies. (Encinitas and Solana Beach are among the taxing entities in the Authority’s service area,
but the Authority is not a taxing entity.) The formula apportions the tax roughly in proportion to the relative shares
of taxes levied before 1989.

Increases of assessed valuation resulting from reappraisals of property due to new construction, change in
ownership or from the 2% annual adjustment are allocated among the various jurisdictions in the “taxing area” based
on their respective “situs” (generally meaning “location”). Any allocation to a local agency continues as part of its
allocations in future years.
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Beginning in the 1981-82 Fiscal Year, assessors in the State ceased to record property values on tax rolls at the
assessed value of 25% of market value (which had been expressed as $4 per $100 assessed value). All taxable
property is now shown at full market value on the tax rolls. As a result, the tax rate is expressed as $1 per $100 of
taxable value. All taxable property value included in this Official Statement is shown at 100% of market value
(unless otherwise noted), and all tax rates reflect the $1 per $100 taxable value.

Appropriations Limit, Article XIIIB of the California Constitution

An initiative to amend the State Constitution, entitled “Limitation of Government Appropriations” and
approved in 1979, added Article XIIIB to the State Constitution (“Article XIIIB”). Under Article XIIIB, the State
and each local governmental entity has an annual “appropriations limit” and is not permitted to spend certain
moneys called “appropriations subject to limitation” (consisting generally of tax revenues, State subventions and
certain other funds) in an amount higher than the appropriations limit. Article XIIIB does not affect appropriations
of money that are excluded from the definition of “appropriations subject to limitation” including debt service on
indebtedness authorized or existing as of January 1, 1979, or bonded indebtedness subsequently approved by the
voters. Generally, the appropriations limit is to be based on certain 1978-79 expenditures, subject to annual
adjustment to reflect changes in consumer prices, populations and services provided by the relevant government
entity. Among other provisions of Article XIIIB, if a government entity’s revenues in any year exceed the amounts
permitted to be spent, the excess would have to be returned by revising tax rates or fee schedules over the next two
years.

“Appropriations subject to limitation” are authorizations to spend “proceeds of taxes”, which consist of tax
revenues, State subventions and certain other funds, including proceeds from regulatory licenses, user charges or
other fees to the extent that such proceeds exceed “the cost reasonably borne by such entity in providing the
regulation, product or service”, but “proceeds of taxes” excludes tax refunds and some benefit payments such as
unemployment insurance. No limit is imposed on appropriations of funds which are not “proceeds of taxes”, such as
reasonable user charges or fees and certain other non-tax funds.

Excluded from the Article XIIIB limit are appropriations for the debt service costs of bonds authorized or
existing not later than January 1, 1979, or subsequently authorized by the voters, appropriations required to comply
with mandates of courts or the federal government and appropriations for qualified capital outlay projects. The
appropriations limit may also be exceeded in certain cases of emergency.

Each appropriations limit for the Authority and each City, respectively, is based on the prior-year limit,
adjusted annually for changes in the cost of living, for population changes and, as applicable, for transfer of financial
responsibility of providing services to or from another government unit. At its option, each entity’s measurement of
changes in the cost of living is either (a) the percentage change in per capita income in the State or (b) the
percentage change in the local assessment roll on nonresidential property. Either test is likely to exceed any change
in the cost of living index, which had been used before the adoption of Proposition 111 in 1990. Population changes
are measured either within each entity’s boundaries or across the entire County.

Proposition 111 added a new measurement period to Article XIIIB: the appropriations limit is tested over
consecutive two-year periods (each, a “Biennial”). Any excess “proceeds of taxes” a government entity receives in
any Biennial is to be returned to taxpayers by reductions in tax rates or fee schedules over the next Biennial.
Proposition 111 also changed the basis for calculating appropriations limits by using the Fiscal Year 1986-87 limit
as a base point.

Propositions 1A and 22

Proposition 1A restricts State authority to reduce major local tax revenues such as the tax shifts permitted in
Fiscal Years 2004-05 and 2005-06 by preventing the State from reducing any local sales tax rate or limiting
government authority to levy a sales tax rate or alter allocations of local sales tax revenues, subject to certain
exceptions. Generally, the State may not shift shares of property tax revenues allocated to local governments in any
Fiscal Year to schools or community colleges. But starting in Fiscal Year 2008-09, the State was allowed to shift up
to 8% of local government property tax revenues to schools and community colleges, subject to repayment of shifted
funds, with interest, within three years, but only two such shifts were permitted in any 10-year period. The State
was allowed to approve voluntary exchanges of local sales tax and property tax revenues among local governments
within a county.
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Proposition 22 largely superseded Proposition 1A in 2010, barring the State, even during severe fiscal
hardship, from delaying the distribution of tax revenues for transportation, redevelopment or local government
projects and services. The State could not redirect redevelopment agency property tax increment to any other local
government or, even temporarily, shift property taxes from cities, counties and special districts to schools. These
restrictions on State control over local property taxes were intended to stabilize local government revenues.

Proposition 22 ensued after the State invoked Proposition 1A to divert nearly $2 billion in local property tax
revenues in Fiscal Year 2010 from cities, counties and special districts to the State in order to offset State general
fund spending for education and other programs. Proposition 1A continues to require the State to replenish local
government revenues sufficient to offset any reductions caused by the State’s reduction of vehicle license fees.
Proposition 1A also requires the State to suspend State mandates affecting cities, counties and special districts,
except mandates relating to employee rights, schools or community colleges, in any year when the State does not
fully reimburse local governments for their costs of compliance with such mandates.

Proposition 218, Right To Vote on Taxes, Articles XIIIC and XIIID of the California Constitution

In 1996, California voters approved Proposition 218, adding Articles XIIIC and XIIID to the California
Constitution, with additional requirements for the imposition by most local governments of “general taxes,” “special
taxes,” “assessments,” “fees” and “charges.”

Article XIIID imposes substantive and procedural requirements on the imposition, extension or increase of any
“fee” or “charge” that is subject to such requirements. “Fees” and “charges” subject to Article XIIID include any
levy, other than an ad valorem tax, special tax or assessment imposed by an agency upon a parcel or upon a person
as an incident of property ownership. Article XIIID prohibits, among other things, the imposition of any proposed
fee or charge and, possibly, the increase of any existing fee or charge, if written protests against the proposed fee or
charge are presented at a required public hearing on the fee or charge by a majority of owners of affected parcels.
Excluding fees or and charges for water, sewer and refuse collection services, the approval of a majority of property
owners subject to the fee or charge, or at the option of the agency, by a two-thirds vote of the electorate residing in
the affected area, is required within 45 days after the public hearing on any proposed new or increased fee or charge.
The California Supreme Court decisions in Richmond v. Shasta Community Services District, 32 Cal.4th 409 (2004)
(“Richmond”) and Bighorn-Desert View Water Agency v. Verjil, 39 Cal.4th 205 (2006) (“Bighorn™) have clarified
some of the uncertainty about the applicability of section 6 of Article XIIID to service fees and charges. In
Richmond, the Shasta Community Services District charged a water connection fee, which included a capacity
charge for capital improvements to its water system and a fire suppression charge. The Court held that both the
capacity charge and the fire suppression charge were not subject to Article XIIID because a water connection fee is
not a property-related fee or charge. The Court’s reasoning was based on the property owner’s voluntary decision to
apply for the connection. In both Richmond and Bighorn, however, the Court stated that a fee for ongoing water
service through an existing connection is imposed “as an incident of property ownership” within the meaning of
Article XIIID, rejecting, in Bighorn, the water agency’s argument that consumption-based water charges are not
imposed “as an incident of property ownership” but as a result of voluntary customer decisions about water use.

Article XIIID also provides that “standby charges” are “assessments” subject to Article XIIID assessment
procedures, which may include (a) notice requirements (including mailing a ballot to each owner of affected
property); (b) substituting the property owner ballot in place of the traditional written protest procedure (so that
“majority protest” exists when ballots, weighed by proportional financial obligation, submitted in opposition exceed
ballots in favor of the assessments); and (c) requiring the levying entity to “separate the general benefits from the
special benefits conferred upon a parcel” of land. Article XIIID also precludes standby charges for services not
immediately available to affected parcels. (Note: existing assessments imposed before the voters approved
Proposition 218 in 1996 “imposed exclusively to finance the capital costs or maintenance and operations expenses
for [among other things] water” are exempted from certain Article XIIID assessment provisions.)

Article XIIIC extended the voter initiative power to reduce or repeal existing local taxes, assessments, fees and
charges but is not limited to taxes, assessments, fees and charges imposed after the voters approved Proposition 218
in 1996. Absent authority to the contrary, Article XIIIC could result in retroactive reduction of existing taxes,
assessments, fees or charges. In Bighorn, the Court concluded that under Article XIIIC local voters by initiative
may reduce a public agency’s water rates and delivery charges; however, the Court said it did not hold that the voter
initiative power is free of all limitations, stating that it was not determining whether the voter initiative power is
subject to a public agency’s statutory obligation to set water service charges at levels that will “pay the operating
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expenses of the agency, . . . provide for repairs and depreciation of works, provide a reasonable surplus for
improvements, extensions, and enlargements, pay the interest on any bonded debt, and provide a sinking or other
fund for the payment of the principal of such debt as it may become due.”

Other Initiative Measures

Articles XIITA, XIIIB, XIIIC and XIIID were adopted pursuant to the State’s constitutional initiative process.
From time to time, other initiative measures could be adopted by California voters, placing additional limitations on
the ability of the Authority or the Cities to increase revenues. See “BOND OWNER RISKS — Changes in Law.”

THE CITIES OF ENCINITAS AND SOLANA BEACH

Encinitas

The voters approved the formation of the Cardiff Sanitation District (the “District”) in 1953. Until the voters
approved the San Dieguito Reorganization in 1986, the Board of Supervisors of the County acted as the District’s
Board of Directors. Under the San Dieguito Reorganization, the City Council of Encinitas became the new Board of
Directors of the District. The San Dieguito Reorganization also made certain boundary changes, causing transfers of
certain fixed assets of the District to Solana Beach Sanitation District and Rancho Santa Fe Community Services
District Improvement Areas 2 and 3. In 2001, Encinitas merged with the District, becoming a separate enterprise of
Encinitas known as the “Cardiff Sanitary Division”.

The service area of Cardiff Sanitary Division encompasses an area of approximately 4,202 acres, or
approximately 38% of Encinitas territory, and provides sewer service to approximately 7,636 connections. The
service area of the Cardiff Sanitary Division is located along the I-5 corridor and the Pacific Ocean immediately
north of the San Elijo Lagoon.

City Government. In the course of the incorporation of Encinitas in 1986, Cardiff Sanitation District became a
subsidiary district to the newly incorporated City. Following the completion of the merger of the Cardiff Sanitation
District with Encinitas, the City Council became the governing body for activities of the Cardiff Sanitary Division as
a separate enterprise of Encinitas. Encinitas staff is responsible for collection system engineering, budget and
accounting and new connections. (Note: Encinitas is also served by the Encinitas Sanitary Division of Encinitas
and the Leucadia County Water District; however, the revenues of these two enterprises are separate from the
revenues of the Cardiff Sanitary Division and are not pledged to the payment of debt service on the Series 2017
Bonds.)

The Encinitas System. The service area of the Cardiff Sanitary Division’s wastewater collection system is
located approximately 23 miles north of San Diego and extends about 2 miles northwest along the Pacific Coast and
about 6 miles inland. The potential service area of approximately 4,202 net acres in the north coastal County
includes land in both the San Dieguito River and Escondido Creek watersheds. The service area generally slopes
westerly to the Pacific Ocean, allowing most wastewater to be collected and transported by gravity along the coastal
plain where the topography is relatively flat; however, pumping stations are required. The sewer system comprises
approximately 75 miles of collection and trunk sewer lines. Wastewater is conveyed to a pumping station near the
Authority’s Facilities on the north shore of the San Elijo Lagoon. Wastewater is then pumped to the Wastewater
Enterprise Facilities through a 1,500-foot long, 10-inch diameter force main.

Connections. Gradual suburban residential-type growth in the service area has occurred in recent years.
TABLE 4 shows the last 5 years’ growth in connections. Encinitas estimates that 83% of sewer service users are
residential, with the other users commercial or industrial.
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TABLE 4: CITY OF ENCINITAS, CARDIFF SANITARY DIVISION
SERVICE CONNECTIONS AND EDU CLASSES (Fiscal Years ended June 30)

CONNECTIONS EQUIVALENT DWELLING UNITS

(PARCELS BILLED)  RESIDENTIAL COMMERCIAL / INDUSTRIAL ALL

2012 6,334 7,067 1,154 8,221
2013 6,365 7,083 1,174 8,257
2014 6,375 7,126 1,176 8,302
2015 6,394 7,132 1,187 8,319
2016 6,416 7,157 1,187 8,344

Source: City of Encinitas.

Secured Sewer Service Charges and Delinquencies. The assessed valuation of the Cardiff Sanitary Division
is established by the County Assessor, except for utility property assessed by the State Board of Equalization.
However, no annual breakdown of assessed values within the Cardiff Sanitation Division is prepared by the County
or provided to Encinitas. Taxes on non-exempt property within the Cardiff Sanitary Division are levied against the
assessed valuation of land and improvements. TABLE 5 shows secured service charges and rates of delinquencies
for the past 5 years within the Cardiff Sanitation Division.

TABLE 5: CITY OF ENCINITAS, CARDIFF SANITARY DIVISION
ASSESSED VALUES, SECURED SERVICE CHARGES AND DELINQUENCIES
(Fiscal Years ended June 30)

ASSESSED VALUES SECURED TAX CHARGES / DELINQUENCIES
(LAND / IMPROVEMENTS) CHARGES® DELINQUENT (JUNE30) % (JUNE 30)
2012 $3,840,880,188 $4,702,160.14 $52,740.86 1.12%
2013 $3,962,265,063 $4,578,623.96 $45,288.98 0.99%
2014 $4,172,476,834 $4,379,046.32 $31,893.48 0.73%
2015 $4,522,605,644 $4,332,166.68 $34,186.59 0.79%
2016 $4,773,525,116 $4,482,085.26 $29,734.95 0.66%

(a) Sewer service charge.

Source: California Municipal Statistics, Inc.

Ten Largest Ratepayers. TABLE 6 below shows the top ten wastewater collection customers of the Cardiff
Sanitary Division for the 12 months ended June 30, 2016, as reported by Encinitas. Collectively, these customers
represent less than 10% of the Cardiff Sanitary Division’s total revenues for that period.

TABLE 6: CITY OF ENCINITAS, CARDIFF SANITARY DIVISION
LARGEST WASTEWATER CUSTOMERS (Fiscal Year ended June 30, 2016)

PROPERTY OWNER PARCELS SEWER SERVICE CHARGES % OF CHARGES

Scripps Health 1 $92,755 2.01%
Collwood Pines Apartments LP 4 74,877 1.62%
State of California Parks & Recreation 2 55,352 1.20%
San Dieguito Union High School District 2 44,485 0.96%
Newport Taft Inc. 1 30,682 0.66%
944 Regal Road LLC 1 29,344 0.64%
Cardiff Town Center LLC 1 26,365 0.57%
George’s Restaurant Inc. 1 22,844 0.49%
West Village Inc. 1 22,373 0.48%
Deluca Trust 1 19,741 0.43%

TOTALS (all customers $4,618,432) 15 $418,818 9.07%

Source: City of Encinitas.
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TABLE 7 shows a five-year summary of revenues (excluding reclaimed water revenues), expenses and net
income of the Cardiff Sanitary Division, as derived from amounts included in Encinitas’ annual combined financial
statements for the Fiscal Years ended June 30, 2012 through 2016. See “APPENDIX C — AUDITED FINANCIAL
STATEMENTS OF THE AUTHORITY, ENCINITAS AND SOLANA BEACH.”

TABLE 7: CITY OF ENCINITAS, CARDIFF SANITARY DIVISION
SUMMARY OF REVENUES AND EXPENSES (Fiscal Years ended June 30)

2012 2013 2014 2015 2016
Operating Revenue:
Service charges(a) $ 4,923,299 $ 4,755,573 $ 4,605,867 $ 4,528,511 $ 4,761,486
Other revenues 47,363 - - 40 7,165
Total operating revenues N 4,970,662 $ 4,755,573 $ 4,605,867 $ 4,528,551 $ 4,768,651
Operating Expenses:
General operations and maintenance 1,042,356 1,107,347 985,008 974,187 1,013,875
Facility operations and maintenance 1,204,250 1,148,118 1,395,857 1,384,221 1,250,059
General and administrative 239,574 239,736 241,404 246,450 228,039
Depreciation of capital assets 189,640 193,727 200459 274,114 387,320
Amortization of other assets 215,000 367,126 1,281,841 915,952
Other 171,565 174,752 99,718 101,752 62,286
Total operating expenses $ 3,062,385 $ 3,230,806 $ 2,922,446 $ 4,262,565 $ 3,857,531
Operating Income (Loss) 1,908,277 1,524,767 1,683,421 265,986 911,120
Non-operating Revenues (Expenses):
Use of money and property 79,347 39,015 757,211 56,900 85,383
Gain (loss) on sale of capital assets - - (140,485) - -
Capital Grants - - 395,962 - -
Accretion of bond premium - - 63,768 63,768 63,768
Interest expense (248,400) (142,898) (126,337) (109,282) (91,757)
Other non-operating expenses (74,654) - - - -
Total non-operating revenues (expenses) S (243,707) $ (103,883) _$ 950,119 $ 11,386 $ 57,394
Income (Loss) Before Capital Contributions and Transfers $ 1,664,570 $ 1,420,884 $ 2,633,540 $ 271372 $ 968,514
Capital Contributions: $ 116,520 $ 120,278 $ 152,739 $ 86,849 $ 93,623
Transfers in (out): $ - $ (1,358,589)  $ - $ (10,0000 $ -
Change in Net Position $ 1,781,090 $ 182,573 $ 2,786,279 $ 354,221 $ 1,062,137
Beginning Balance 38,407,222 40,188,312 40,370,885 43,157,164 43,511,385
Ending Balance $ 40,188,312 $ 40,370,885 $ 43,157,164 $ 43,511,385 $ 44,573,522

Source: summaries derived from City of Encinitas annual reports.
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Historical Debt Service Coverage. TABLE 8 shows a five-year history of debt service coverage of Cardiff Sanitary
Division. See “APPENDIX C — AUDITED FINANCIAL STATEMENTS OF THE AUTHORITY, ENCINITAS AND SOLANA
BEACH.”

TABLE 8: CITY OF ENCINITAS, CARDIFF SANITARY DIVISION
HISTORIC DEBT SERVICE COVERAGE (Fiscal Years ended June 30)

2012 2013 2014 2015 2016
Revenues

Operating revenues - including connection fees $ 5,087,182 S 4875851 ® § 4758606 ® $ 4615399 © § 4862274 ©

Non-operating revenues 79,347 39,015 1,216,941 120,668 149,151

Gross Revenues® $ 5166529 $ 4,914,866 $ 5,975,547 S 4,736,067 $ 5,011,425

Total Operating and Non-Operating Expenses $ 3,385,439 $ 3,373,704 $ 3,189,268 $ 4,371,847 $ 3,949,288
Net Income® $ 1,781,090 $ 1,541,162 $ 2,786,279 $ 364,220 $ 1,062,137
Add back:

Interest expense $ 248400 $ 142,898 $ 266,822 @ s 109,282 $ 91,757

Deprecation and amortization expense 404,641 560,853 200,459 1,555,955 1,303,272
Net Revenues Available for Debt Service™ $ 2,434,131 $ 2244913 $ 3,253,560 $ 2,029,457 $ 2,457,166

2011 Loan Agreement Debt Service $ 799946  $ 694904 @ $ 695004 < $ 694442 § 691225 @
Coverage by Net Revenues Available for Debt Service 304% 323% 468% 292% 355%

Source: City of Encinitas.
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Balance Sheet History. TABLE 9 shows a five-year summary of assets, liabilities and retained earnings of the
Cardiff Sanitary Division’s wastewater treatment system as of June 30, 2012 through 2016 as derived from
Encinitas’ combined financial statements. For corresponding audited information, see “APPENDIX C — AUDITED
FINANCIAL STATEMENTS OF THE AUTHORITY, ENCINITAS AND SOLANA BEACH.”

TABLE 9: CITY OF ENCINITAS, CARDIFF SANITARY DIVISION
SUMMARY BALANCE SHEET INFORMATION (Fiscal Years ended June 30)

ASSETS: 2012 2013 2014 2015 2016
Current assets:
Cash and investments $14,723,359 $11,729,177 $12,338,211 $12,597,018 $13,449.441
Cash with fiscal agent - - - - -
Accounts and taxes receivable $259,826 $139,021 $106,651 $84,922 $88,244
Interest receivable $25,854 - - - -
Inventory and prepaid items - - - - -
Total Current Assets $15,009,039 $11,868,198 $12,444,862 $12,681,940 $13,537,685
NONCURRENT ASSETS:
Restricted cash and investments with fiscal agent - - - - -
Other assets $18.213,275 $18,100,000 - - -
Investment in joint ventures - - $19,687,756 $18,857,817 $18,446,627
Capital assets:
Land easements $1,358,591 - - - -
Public works facility right-of-use - - - - -
Construction in progress $7,349.479 $11,184,840 $7,279,754 $1,146,036 $1,495,624
Capacity rights, net of accumulated amortization - - - - -
Utility, plant, vehicles, and equipment, net of accumulated depreciation $3,946,072 $3,752,345 $7,450,801 $13,886,320 $13,499,000
Total capital assets, net of accumulated depreciation $12,654,142 $14,937,185 $14,730,555 $15,032,356 $14,994,624
Total noncurrent assets $30,867.417 $33,037,185 $34,418,311 $33,890,173 $33,441,251
Total assets $45,876,456 $44,905,383 $46,863,173 $46,572,113 $46,978,936

CURRENT LIABILITIES:

Accounts payable and accrued liabilities $747.915 $209,793 $13,740 $17,137 $24.,806
Due to other funds - - - - -
Accrued interest payable $49.455 $43,989 $38,359 $32,565 $26,630
Unearned revenue - - - - -
Deposits $500 $750 $750 $1,000 $1,250
Current portion of long-term debt $546,540 $563,037 $579,366 $593,530 $612,192

Total current liabilities $1,344,410 $817,569 $632,215 $644,232 $664,878

NONCURRENT LIABILITIES:
Capital leases payable - - - - -
Revenue bonds payable, due in more than one year - - - - -

Notes and mortgages payable, due in more than one year $4,343,734 $3,481,992 $2,368,224 $2,240,293 $1,593,700
Aggregate net pension liability - - - - -
Total noncurrent liabilities $4,343,734 $3,481,992 $2,868,224 $2,240,293 $11,593,700
Total liabilities $5,688,144 $4,299,561 $3,500,439 $2,884,525 $2,258,578
DEFERRED INFLOWS OF RESOURCES:
Deferred amount on refunding - $234,937 $205,570 $176,203 $146,836
Deferred pension related items (Note 14) - - - - -
Total deferred inflows of resources $234,937 $205,570 $176,203 $146,836
NET POSITION:
Net investment in capital assets $7,763,868 $10,892,156 $11,282,965 $12,198,533 $12,641,896
Restricted - - - - -
Unrestricted - $29,478,729 $31,874,199 $31,312,852 $31,931,626
TOTAL NET POSITION: $40,188,312  $40,370,885  $43,157,164  $43,511,385  $44,573,522

Source: summaries derived from City of Encinitas annual reports.
Solana Beach

The Solana Beach Sanitation District was formed following an election in 1946. The Board of Supervisors of
the County acted as the Solana Beach Sanitation District Board of Directors until 1986, when the voters approved
the reorganization (as approved by the Board of Supervisors of the County) under which Solana Beach Sanitation
District became a subsidiary district of Solana Beach (the “Subsidiary District”), and the City Council of Solana
Beach became the new Board of Directors of the Subsidiary District. The reorganization also made certain boundary
changes, causing transfers of certain fixed assets of the original District to the Subsidiary District. City staff is
responsible for collection system engineering, budget and accounting, and new connections. The operating
functions of line maintenance are provided under contract with Encinitas.
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In 1990, the Subsidiary District was merged into Solana Beach as a department of the City, with the
establishment of a City Sanitation Wastewater Enterprise Facilities Fund (the “Sanitation Wastewater Enterprise
Facilities Fund”). The City Council serves as the governing board of the City Sanitation Department. The
reorganization in no way affects the rights and obligations of the Subsidiary District under the Basic Agreement.
The validity of the Original Series 2017 Loan Agreement entered into between the Subsidiary District and the
Authority was not affected.

City Government. In 1986, the City was incorporated as a general law city in an election approving a
reorganization consisting primarily of: (a) the incorporation of Solana Beach; (b) the detachment of territory from
Encinitas and annexation of the same territory to the newly established Subsidiary District. Solana Beach operates
under a council-manager form of government, with a five-member City Council elected at large and serving
staggered four-year terms. The City Council selects the Mayor, who serves a one year term. The City Council also
appoints the City Manager as the chief administrator of the City. All other city employees are appointed by and
responsible to the City Manager (except the City Attorney, who is appointed by the City Council).

The Solana Beach System. The service area of Solana Beach wastewater collection system generally slopes
westerly to the Pacific Ocean, allowing most of the wastewater to be collected and transported by gravity along the
coastal plain, where the topography is relatively flat; however, pumping stations are required. The system comprises
approximately 196,470 linear feet of collection and trunk sewer lines. Wastewater collected by the system is
conveyed to Solana Beach’s pumping station on the south shore of the San Elijo Lagoon. The wastewater is then
pumped to the Authority’s Facilities through a 5,500-foot-long, 12-inch diameter force main. The remaining
wastewater is conveyed to Encinitas’ Olivenhain Pump Station (which the Authority operates), and then pumped to
The San Elijo Water Reclamation Facilities.

Connections. Gradual suburban residential-type growth in the service area has occurred in recent years.
TABLE 10 shows the last 5 years’ growth in connections. Solana Beach estimates that 62% of sewer service users
are residential, with the other users commercial or industrial.

TABLE 10: CITY OF SOLANA BEACH
SERVICE CONNECTIONS AND EDU CLASSES (Fiscal Years ended June 30)

EQUIVALENT DWELLING UNITS ®

SINGLE FAMILY RESIDENTIAL COMMERCIAL / INDUSTRIAL ALL
2012 2,734 2,304 5,038
2013 2,709 2,304 5,013
2014 2,707 2,306 5,013
2015 2,723 2,394 5117
2016 2,736 2,406 5,142

(a) Includes 300 EDUs billed to the City of San Diego for services outside Solana Beach.
Source: City of Solana Beach.

Secured Sewer Service Charges and Delinquencies. The assessed valuation of Solana Beach is established by
the County Assessor, except for utility property assessed by the State Board of Equalization. Taxes on non-exempt
property in Solana Beach are levied against the assessed valuation of land and improvements. TABLE 11 shows
assessed values in Solana Beach, secured service charges and rates of delinquencies for the past five years within
Solana Beach.

[REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]
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TABLE 11: CITY OF SOLANA BEACH
ASSESSED VALUES, SECURED SERVICE CHARGES AND DELINQUENCIES
(Fiscal Years ended June 30)

ASSESSED VALUES SECURED TAX CHARGES / DELINQUENCIES
(LAND / IMPROVEMENTS) CHARGES® DELINQUENT (JUNE30) % (JUNE 30)
2012 $3,669,445,588 $5,133,863.58 $83,073.86 1.62%
2013 $3,761,931,714 $5,438,039.91 $65,015.08 1.20%
2014 $3,980,087,328 $5,586,521.30 $54,408.58 0.97%
2015 $4,202,395,135 $5,909,334.49 $53,042.44 0.90%
2016 $4,429,757,720 $6,254,795.91 $47,369.97 0.76%

(a) Sewer service charge.

Source: California Municipal Statistics, Inc.

Ten Largest Ratepayers. TABLE 12 shows the top ten wastewater collection customers of the Solana Beach
Sanitation Enterprise Fund for the 12-month billing period ended June 30, 2016. Collectively, these customers
represent approximately 11% of the Sanitation Enterprise Fund’s total revenues for that period.

TABLE 12: CITY OF SOLANA BEACH
LARGEST WASTEWATER CUSTOMERS (Fiscal Year 2015-2016)

PROPERTY OWNER SEWER SERVICE CHARGES % OF CHARGES

Fenton Solana Highlands LLC $83,319 1.69%
Pacifica Solana Beach Holdings LP 65,261 1.32%
Muller-Beachwalk LLC 63,724 1.29%
ERP Operating LTD Partnership 61,718 1.25%
Uschel Holdings LP 48,757 0.99%
SB Corporate Centre III-IV LLC 44,499 0.90%
SBC Holdings LLC 41,968 0.85%
50% SBTC Holdings LLC 41,271 0.84%
SBTC Holdings LLC 41,209 0.83%
Solana Partners 32,711 0.66%

TOTALS (all customers $4,939,084) $524,437 10.62%

Source: City of Solana Beach.

TABLE 13 shows a five-year summary of revenues (excluding reclaimed water revenues), expenses and net
income of the Solana Beach Sanitation Enterprise Fund, as derived from amounts included in Solana Beach’s annual
combined financial statements for the Fiscal Years ended June 30, 2012 through 2016. See “APPENDIX C —
AUDITED FINANCIAL STATEMENTS OF THE AUTHORITY, ENCINITAS AND SOLANA BEACH.”

[REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]
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TABLE 13: CITY OF SOLANA BEACH, SANITATION ENTERPRISE FUND
SUMMARY OF REVENUES AND EXPENSES (Fiscal Years ended June 30)

2012 2013 2014 2015 2016

Operating Revenue:

Charges for Services S 4,517,005 S 4,708,765 S 4,775,489 S 4,949,069 S 5,151,671

Other revenues 13,802 46,470 36,300 28,939 49,090

Total operating revenues S 4,530,807 S 4,755,235 S 4,811,789 S 4,978,008 S 5,200,761

Operating Expenses:

Costs of sales and services 2,587,591 2,016,630 1,943,279 2,038,919 1,973,000

Administration 348,568 349,459 348,907 348,826 428,031

Depreciation 344,362 345,500 352,633 352,645 352,650

Total operating expenses S 3,280,521 S 2,711,589 S 2,644,819 S 2,740,390 S 2,753,681

Operating Income (Loss) 1,250,286 2,043,646 2,166,970 2,237,618 2,447,080
Non-operating Revenues (Expenses):

Interest income 152,477 78,615 71,541 71,973 115,321

Interest expense (666,620) (536,423) (510,648) (483,257) (454,872)

Amortization of bond issuance costs (91,263) (70,986) (7,651) (49,923) (42,853)

Amortization of investment premium - (21,890) (10,945) (10,945) (10,945)

Sharein joint venture net gain (loss)/capital contribution 255,556 (115,567) 318,695 (1,281,842) (306,550)
Total perating r (exy ) s (349,850)  $ (666,251) S (139,008) $ (1,753,994 (699,899)
Change in Net Position S 900,436 S 1,377,395 S 2,027,962 S 483,624 S 1,747,181
Beginning Balance 29,364,154 30,074,994 31,452,389 33,480,351 33,558,363
Restatement (405,612)
Ending Balance S 30,264,590 S 31,452,389 S 33,480,351 $ 33,558,363 $ 35,305,544

Source: summaries derived from City of Solana Beach annual reports.

Historical Debt Service Coverage. TABLE 14 shows a five-year history of debt service coverage of the Solana
Beach Sanitation Enterprise Fund. See “APPENDIX C — AUDITED FINANCIAL STATEMENTS OF THE AUTHORITY,
ENCINITAS AND SOLANA BEACH.”

TABLE 14: CITY OF SOLANA BEACH, SANITATION ENTERPRISE FUND
HISTORICAL DEBT SERVICE COVERAGE (Fiscal Years ended June 30)

2012 2013 2014 2015 2016
Revenues
Operating revenues - including connection fees S 4,530,807 S 4,755,235 S 4,811,789 S 4,978,008 S 5,200,761
Non-operating revenues 408,033 78,615 390,236 71,973 115,321
Gross Revenues S 4,938,840 S 4,833,850 S 5,202,025 S 5,049,981 S 5,316,082
Total Operating and Non-Operating Expenses S 4,038,404 S 3,456,455 S 3,174,063 S 4,566,357 S 3,568,901
Restatement of Operating Expenses S - S - S - S 405,612 S -
Net Income S 900,436 S 1,377,395 S 2,027,962 S 78,012 S 1,747,181
Add back:
Interest expense S 666,620 S 536,423 S 510,648 S 483,257 S 454,872
Depreciation and amortization expense 435,625 438,376 371,229 413,513 406,448
Changein investment in other agencies (255,556) 115,567 (318,695) 1,281,842 306,550
Net Revenues Available for Debt Service S 1,747,125 S 2,467,761 S 2,591,144 S 2,256,624 S 2,915,051
2011 Loan Agreement Debt Service S 851,600 S 785,914 S 785,863 S 785,426 S 781,593
Coverage by Net Revenues Available for Debt Service 205% 314% 330% 287% 373%

Source: summaries derived from City of Solana Beach annual reports.

Other Obligations of Solana Beach City System. In 2007, the Solana Beach Public Financing Authority issued
its $9,825,000 Subordinate Wastewater Revenue Bonds, Series 2006 (the “2006 Bonds”) to finance certain capital
improvements to the Solana Beach wastewater system. The 2006 Bonds are secured by installment payments to be
made by Solana Beach Sanitation from its Sanitation Enterprise Fund on a basis subordinate to the payment of the
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Loan Installments relating to the Series 2017 Bonds. The 2006 Bonds mature March 1, 2037, and annual debt
service payments are approximately $590,000.

Balance Sheet History. TABLE 15 shows a five-year summary of assets, liabilities and retained earnings of the
Solana Beach Sanitation Enterprise Fund as of June 30, 2012 through 2016 as derived from Solana Beach’s
combined financial statements. For corresponding audited information, see “APPENDIX C — AUDITED FINANCIAL
STATEMENTS OF THE AUTHORITY, ENCINITAS AND SOLANA BEACH.”

TABLE 15: CITY OF SOLANA BEACH, SANITATION ENTERPRISE FUND
SUMMARY BALANCE SHEET INFORMATION (Fiscal Years ended June 30)

2012 2013 201 2015 016
Assets:
Current:
Cash and investments $8,101,942 $8,785,338 $9,170,978 $10,281,652 $11,786,031
Receivables:
Accounts $75,887 $7,605 $18,008 $24,245 $268,320
Taxes - - - - $2
Interest $5,115 $2,553 $48,387 $5,901 $14,754
Prepaid costs $41.059 $38,844 $36,628 $34413 $32.197
Total Current Assets $8,224,003 $8,834,340 $9,274,001 $10,346,211 $12,101,304
Noncurrent:
Cash and investments with fiscal agent $2,585,169 $2,580.447 $2,580,485 $2,580,536 $594,936
Advances to other funds $2,780,338 $2,405,857 $2,008,165 $1,586,247 $1,139,045
Deferred charges $189,596 - - - -
Investment in joint venture $18,773,724 $19,066,147 $19,850,088 $19,009,204 $19,190,619
Capital Assets:
Non-depreciable $270,596 $281,383 $693,099 $1,342,123 $2,108,289
Depreciable, net $11.208.959 $11.077.621 $11.132.990 $10.780.345 $10.768.131
Total Noncurrent Assets $35,808,382 $35,411,955 $36,264,827 $35,298.,455 $33,801,020
Total Assets $44,032,385 $44,246,295 $45,538,828 $45,644,666 $45,902,324
Deferred Outflows of Resources:
Deferred pension related items - - - $42,302 $88,513
Deferred charge on refunding $617.824 $549.176 $480.529 $411.882 $343.235
Total Deferred Outflows of Resources $617,824 $549,176 $480,529 $454,184 $431,748
Total Assets and Deferred Outflows 44,650,2 44795471  $46,019.357  $46,098,850 46,334,072
Liabilities, Deferred Inflows, and Net Position:
Liabilities:
Current:
Accounts payable $241,169 $32,708 $156,839 $633,260 $15,496
Accrued liabilities $12,928 $12,634 $13,196 $12,294 $16,710
Interest payable $182,568 $173,219 $164,210 $154,841 $145,189
Compensated absences, due within one year $17,649 $14,977 $13,648 $19,410 $17,707
Long-term debt, due within one year $828.460 $856,963 $880,634 $906.470 $937.808
Total Current Liabilities $1,282,774 $1,090,501 $1,228,527 $1,726,275 $1,132,910
Noncurrent:
Compensated absences, due in more than one year $7,338 $13,914 $15,657 $5,607 $11,608
Long-term debt, due in more than one year $13,095,507 $12,238,668 $11,294,822 $10,367413 $9,401,597
Net Pension Liability - - - $329.413 $429.227
Total Noncurrent Liabilities $13,102,845  $12,252,581  $11,310479  $10,702,433 $9,842,432
Total Liabilities $14,385,619 $13,343,082 $12,539,006 $12,428,708 $10,975,342
Deferred Inflows of Resources:
Deferred pension related items - - - $111.779 $53.186
Total Deferred Inflows of Resources - - - $111,779 $53,186
Net Position:
Net investment in capital assets $5,470,469 $5,682,518 $6,324.,862 $6,798,584 $5,594,350
Unrestricted $24.794.121 $25.769.871 $27.,155.489 $26,759.779 29.711.194
Total Net Position $30,264,590 $31,542,389 $33,480,351 $33,558,363 $35,305,544
Total Liabilities, Deferred Inflows, and Net Position $44.650.209 $44.795.471 $46.019.357 $46.098.850 $46.334.072

Source: summaries derived from City of Solana Beach annual reports.
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TAX MATTERS

Tax Exemption of Interest on the Series 2017 Bonds

The Internal Revenue Code of 1986 (the “Code”) imposes certain requirements that must be met subsequent to
the execution and delivery of the Series 2017 Bonds for interest paid on the Series 2017 Bonds to be and remain
excluded pursuant to section 103(a) of the Code from the gross income of the owners thereof for federal income tax
purposes. Noncompliance with such requirements could cause such amounts to be included in gross income for
federal income tax purposes retroactive to the date of first delivery of the Series 2017 Bonds. The Authority and the
Cities have covenanted to maintain the exclusion of interest paid on the Series 2017 Bonds from the gross income of
the owners thereof for federal income tax purposes.

Upon the execution and delivery of the Series 2017 Bonds, Procopio, Cory, Hargreaves & Savitch LLP,
San Diego, California, Bond Counsel, will deliver its legal opinion that under existing law, and assuming
compliance with the covenants referred to in this section of the Official Statement, interest paid on the Series 2017
Bonds is excluded pursuant to section 103(a) of the Code from the gross income of the owners thereof for federal
income tax purposes. Further, on that same day Bond Counsel will render its legal opinion, based solely on the
foregoing, and upon existing provisions of the laws of the State of California (the “State”), that interest on the
Series 2017 Bonds is exempt from personal income taxes of the State. Bond Counsel will render its further opinion
that, under existing statutes, regulations, rulings and court decisions, the Series 2017 Bonds will not constitute a
“specified private activity bond” within the meaning of section 57(a)(5) of the Code and, therefore, that interest on
the Series 2017 Bonds will not be treated as an item of tax preference for purposes of computing the alternative
minimum tax imposed by section 55 of the Code. The receipt of interest on any Series 2017 Bonds owned by a
corporation may affect the computation of the alternative maximum taxable income of that corporation. A
corporation’s alternative minimum taxable income is the basis upon which the alternative minimum tax imposed by
section 55 of the Code is computed.

Pursuant to the Series 2017 Indenture, each Series 2017 Loan Agreement and in the Tax Certificate Pertaining
to Arbitrage and Other Matters under sections 103 and 141 through 150, inclusive, of the Internal Revenue Code of
1986, dated the date of this Official Statement (the “Tax Certificate), executed and delivered by the Authority,
Encinitas and Solana Beach (severally and collectively, the “Certifying Entities”) in connection with the execution
and delivery of the Series 2017 Bonds, each of the Certifying Entities will make representations relevant to the
determination of, and will make certain covenants regarding or affecting, the exclusion of interest paid on the
Series 2017 Bonds from the gross income of the owners thereof for federal income tax purposes. In reaching its
legal opinions described above, Bond Counsel will assume the accuracy of each such representation and the present
and future compliance by each of the Certifying Entities with each of its respective covenants.

Except as stated above in this section of the Official Statement, Bond Counsel will express no opinion as to
any federal or state tax consequence of the receipt or accrual of interest on the Series 2017 Bonds, or of the
ownership or disposition of any Series 2017 Bond. Furthermore, Bond Counsel will express no opinion as to any
federal, state or local tax law consequences with respect to the Series 2017 Bonds or interest paid or received on the
Series 2017 Bonds if any action is taken with respect to the Series 2017 Indenture, either Series 2017 Loan
Agreement, the Tax Certificate, the Series 2017 Bonds or the use or investment of proceeds of the Series 2017
Bonds predicated or permitted upon the advice or approval of other counsel. Bond Counsel has not undertaken to
advise in the future whether any events may affect the tax status of interest on the Series 2017 Bonds or the tax
consequences of the ownership or disposition of any Series 2017 Bond.

Bond Counsel’s legal opinion is not a guarantee of a result, but represents its legal judgment based upon its
review of existing statutes, regulations, published rulings and court decisions and the representations and covenants
of each of the Certifying Entities described above. No ruling has been sought from the Internal Revenue Service
(the “Service”) with respect to the matters addressed in the legal opinion of Bond Counsel, and Bond Counsel’s
legal opinion is not binding on the Service. The Service has an ongoing program of auditing the tax-exempt status
of the interest on municipal obligations, including obligations like the Series 2017 Bonds. If an audit of the
Series 2017 Bonds is commenced, under current procedures the Service is likely to treat each of the Certifying
Entities as a “taxpayer,” and the owners of the Series 2017 Bonds would have no right to participate in the audit
process. In responding to or defending an audit of the tax-exempt status of interest on the Series 2017 Bonds, any or
all of the Certifying Entities may have interests that differ or conflict with interests of the owners of the Series 2017
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Bonds. Public awareness of any future audit of the Series 2017 Bonds could adversely affect the value and liquidity
of the Series 2017 Bonds during the pendency of the audit, regardless of its ultimate outcome.

Existing law may change to reduce or eliminate the benefit to owners of the Series 2017 Bonds of the
exclusion of interest paid on the Series 2017 Bonds from gross income for federal income tax purposes. Any
proposed legislation or administrative action, whether or not taken, could also affect the value and marketability of
the Series 2017 Bonds. Prospective purchasers of the Series 2017 Bonds should consult with their own tax advisors
with respect to any proposed or future changes in tax law.

A copy of the proposed form of legal opinion of Bond Counsel relating to the Series 2017 Bonds is included in
“APPENDIX D — FORM OF BOND COUNSEL OPINION.”

Tax Accounting Treatment of Bond Premium and Original Issue Discount

For purposes of the following discussion, each Series 2017 Bond should be treated as a separate debt
instrument.

To the extent that a purchaser of a debt instrument acquires that debt instrument at a price that exceeds the
aggregate amount of scheduled interest payments (other than payments of “qualified stated interest” as defined in
section 1.1273-1 of the United States Treasury Regulations (the “Treasury Regulations™)) to be made on that debt
instrument (determined, in the case of a prepayable debt instrument, under the assumption described below) (the
“stated redemption price at maturity” of the instrument), such excess will constitute “bond premium” under the
Code. Section 171 of the Code, and the Treasury Regulations promulgated thereunder, provide generally that bond
premium on a tax-exempt obligation must be amortized on a constant yield, economic accrual, basis; the amount of
premium so amortized will reduce the owner’s basis in such obligation for federal income tax purposes, but such
amortized premium will not be deductible for federal income tax purposes. In the case of a purchase of a Bond that
is subject to redemption (in whole or in part), the determination whether there is amortizable bond premium, and the
computation of the accrual of that premium, must be made under the assumption that the redemption price will be
paid on the permitted date that would minimize the yield on the Bond (or that the Bond will not be prepaid prior to
its stated maturity date if that would maximize the purchaser’s yield). The rate and timing of the amortization of the
bond premium and the corresponding basis reduction may result in an owner realizing a taxable gain when a Bond
owned by that owner is sold or disposed of for an amount equal to, or in some circumstances even less, than the
original cost of the Bond to that owner. Any person considering purchasing a Bond at a price that includes bond
premium should consult such person’s own tax advisors with respect to the amortization and treatment of such bond
premium, including, but not limited to, the calculation of gain or loss upon the sale, redemption or other disposition
of the Bond.

The excess, if any, of the stated redemption price at maturity of a Bond of a stated maturity over the initial
offering price to the public of the Series 2017 Bonds of that stated maturity set forth on the inside front cover page
of this Official Statement is “original issue discount”. Original issue discount accruing in respect of a Bond is
treated for federal income tax and State (California) personal income tax purposes as additional interest in respect of
that Bond and is excluded from the gross income of the owner of that Bond for federal income tax purposes and
exempt from State personal income tax to the same extent as would be stated interest on that Bond. Original issue
discount accruing in respect of any Bond purchased at its initial public offering price and pursuant to such initial
offering will accrue on a semiannual basis over the term to stated maturity date of the Bond on the basis of a
constant yield method and, within each semiannual period, will accrue on a ratable daily basis. The amount of
original issue discount in respect of such a Bond accruing during each period is added to the adjusted basis of the
Bond to determine taxable gain upon disposition (including upon sale, redemption or payment at maturity) of such
Bond. The Code includes certain provisions relating to the accrual of original issue discount in the case of a
purchaser of a Bond who purchases that Bond other than at the initial offering price and pursuant to the initial
offering of that Bond.

Any person considering purchasing a Bond of a maturity in respect of which there is original issue discount
should consult such person’s own tax advisors with respect to the tax consequences of ownership of such Bond,
including the treatment of a purchaser who does not purchase in the original offering and at the original offering
price of that Bond, the allowance of a deduction for any loss on a sale or other disposition, and the treatment of
accrued original issue discount in respect of such Bond under federal individual and corporate alternative minimum
taxes.
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Certain Other Tax Consequences

Although interest paid on any Bond and received by the owner thereof may be excluded from the gross income
of such owner for federal income tax purposes, an owner’s federal, state or local tax liability may be otherwise
affected by the ownership or disposition of any Bond. The nature and extent of these other tax consequences will
depend upon the owner’s other items of income or deduction. Without limiting the generality of the foregoing,
prospective purchasers of the Series 2017 Bonds should be aware that (a) section 265 of the Code denies a deduction
for interest on indebtedness incurred