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MATURITY SCHEDULE

$765,845,000
STATE OF CALIFORNIA DEPARTMENT OF WATER RESOURCES
POWER SUPPLY REVENUE BONDS, Series 20150

Maturity Date
(May 1) Principal Amount Interest Rate Yield CUSIP Number”
2021 $ 4,090,000 2.00% 1.59% 13066YSQ3
2021 840,000 3.00 1.59 13066YSS9
2021 1,510,000 4.00 1.59 13066YSU4
2021 309,570,000 5.00 1.59 13066YSWO
2022 4,580,000 2.00 1.78 13066YSR1
2022 2,300,000 3.00 1.78 13066YST7
2022 7,360,000 4.00 1.78 13066YSV2
2022 435,595,000 5.00 1.78 13066YSX8

Copyright 2015, American Bankers Association. CUSIP® is a registered trademark of the American Bankers Association. CUSIP data herein
is provided by the CUSIP Service Bureau, operated by Standard & Poor’s. This data is not intended to create a database and does not serve
in any way as a substitute for the CUSIP Services Bureau. CUSIP numbers have been assigned by an independent company not affiliated
with DWR and are included solely for the convenience of the registered owners of the applicable Series 20150 Bonds. Neither DWR nor the
Underwriters are responsible for the selection or uses of these CUSIP numbers, and no representation is made as to their correctness on the
applicable Series 20150 Bonds or as included herein. The CUSIP number for a specific maturity is subject to being changed after the issuance
of the Series 20150 Bonds as a result of various subsequent actions including, but not limited to, as a result of the procurement of secondary
market portfolio insurance or other similar enhancement by investors that is applicable to all or a portion of certain maturities of the Series
20150 Bonds.
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GENERAL INFORMATION

For an index of certain defined terms used in this Official Statement, see APPENDIX G — “INDEX OF
PRINCIPAL DEFINITIONS.” Capitalized terms used, but not defined in this Official Statement have the meanings
given in the Indenture. For definitions of certain terms used in the Indenture, see APPENDIX C — “SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE.”

Descriptions and summaries of CPUC orders, the Rate Agreement, the Indenture, the Series 20150 Bonds,
DWR’s Servicing Arrangements, DWR’s power purchase contracts, Division 27 (commencing with Section 80000)
of the California Water Code, as amended from time to time (the “Act”), and other documents, regulations and laws
referred to in this Official Statement do not purport to be complete and reference is made to each of them for a
complete statement of their provisions. A copy of the Rate Agreement is attached as Appendix D to this Official
Statement. Copies of DWR’s power purchase contracts are available on DWR’s Internet site at
www.cers.water.ca.gov. Copies of other DWR documents referred to in this Official Statement may be obtained by
request to DWR at 1416 Ninth Street, gt Floor, Sacramento, California 95814, Attention: Chief, Division of Fiscal
Services; upon payment of a reproduction fee.

This Official Statement, including any supplement or amendment hereto, is intended to be deposited with,
and may be obtained from the Municipal Securities Rulemaking Board (“MSRB”) through the Electronic Municipal
Market Access website of the MSRB, currently located at http://emma.msrb.org. The information contained on such
website is not part of this Official Statement and is not incorporated herein.

So far as any statements made in this Official Statement involve matters of opinion, assumptions,
projections, anticipated events or estimates, whether or not expressly stated, they are set forth as such and not as
representations of fact, and actual results may differ substantially from those set forth herein. Neither this Official
Statement nor any statement which may have been made verbally or in writing in connection with the issuance of
the Series 20150 Bonds is to be construed as a contract with the Owners or beneficial owners of the Series 20150
Bonds.

No person has been authorized to give information or to make any representations in connection with the
issuance of the Series 20150 Bonds other than the information and representations contained in this Official
Statement; and, if given or made, such other information or representations must not be relied upon as having been
authorized by DWR or the State. This Official Statement does not constitute an offer to sell or a solicitation of an
offer to buy, nor shall there be any sale of the Series 20150 Bonds offered hereby by any person in any jurisdiction
in which it is unlawful for such person to make such offer, solicitation or sale. This Official Statement speaks only
as of its date and any information, estimates and/or expressions of opinion herein are subject to change without
notice; and neither the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no material change in the affairs of DWR or the CPUC
since the date hereof.

The information set forth herein has been obtained from sources that are believed to be reliable, but it is not
guaranteed as to accuracy or completeness. The presentation of certain information herein is intended to show
recent historic information and is not intended to indicate future or continuing trends in the financial position or
other affairs of DWR or the CPUC. No representation is made that past experience, as it might be shown by such
financial and other information, will necessarily continue or be repeated in the future. However, this Official
Statement also includes forward-looking statements that are based on DWR’s current expectations and projections
about future events. These forward looking statements are subject to risks and uncertainties, including risks and
uncertainties outside the control of DWR. Such statements generally are identifiable by the terminology used, such
as “plan,” “expect,” “estimate,” “budget,” “believes,” “projects” or other similar words. Such forward-looking
statements include but are not limited to certain statements contained under the captions “SUMMARY,” “PLAN OF
REFUNDING,” “DWR’S ROLE AS POWER SUPPLIER UNDER POWER SUPPLY PROGRAM ENDING,”
“SECURITY FOR THE BONDS,” “THE DWR POWER SUPPLY PROGRAM,” “CALCULATION AND
IMPOSITION OF BOND CHARGES,” “LITIGATION AND ADMINISTRATIVE PROCEEDINGS,” “RISK
FACTORS,” and “TAX MATTERS” in this Official Statement. The achievement of certain results or other
expectations contained in such forward-looking statements involve known and unknown risks, uncertainties and
other factors that 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. DWR



does not plan to issue any updates or revisions to these forward-looking statements if or when expectations or
events, conditions or circumstances on which such statements are based occur or fail to occur.

A wide variety of other information, including financial information, concerning DWR and the State is
available from DWR, the State Treasurer, the State and publications and websites of DWR, the State Treasurer, the
State and various State agencies and officials, including the CPUC. Any such information that is inconsistent with
the information set forth in this Official Statement should be disregarded. Except as expressly provided otherwise
herein, no such information is a part of or incorporated into this Official Statement.

The CPUC makes no representation as to the accuracy or completeness of this Official Statement, including
any forward looking statements or projections contained in this Official Statement and any description in this
Official Statement of litigation involving or affecting the CPUC. Any statements regarding such litigation do not
necessarily represent the CPUC’s view of such litigation or any position in such litigation. In addition, while CPUC
staff may have assisted in the preparation of certain sections of this Official Statement, the CPUC can only take
positions through formal action and has not taken any such action with respect to preparation or approval of this
Official Statement. The CPUC is an independent five member body that must act by an affirmative vote of a
majority of its members and, as a result, the CPUC can only indicate its views in formal decisions or other formal
actions. In addition, the CPUC is an independent body not subject to the control of DWR and may take positions in
the future different from DWR in litigation or other matters described in this Official Statement. As a result,
statements in this Official Statement regarding electricity markets and regulation, and DWR’s views of the CPUC’s
role or DWR’s role in such markets and regulation, do not necessarily represent the views, opinions or beliefs of the
CPUC and should not be construed as such by any recipient of this Official Statement.

Information in this Official Statement about the major investor-owned utilities in California, Pacific Gas
and Electric Company, San Diego Gas & Electric Company and Southern California Edison Company (collectively,
the “IOUs”) has been obtained from publicly available documents. Each of the IOUs and the parent companies of
each of the IOUs named under “THE DWR POWER SUPPLY PROGRAM - Customer Base” file annual, quarterly
and certain other reports with the Securities and Exchange Commission (“SEC”). Such reports are available on the
SEC’s website (www.sec.gov) and upon request from the Office of Public Reference of the SEC, 450 5th Street,
NW, Room 1300, Washington, D.C. 20549-0102 (phone: (202) 942-8090; fax: (202) 628-9001; e-mail:
publicinfo@sec.gov). No such report is a part of or incorporated into this Official Statement. Filings by each of the
IOUs with the Federal Energy Regulatory Commission (“FERC”) may be found on FERC’s website
(www.ferc.gov). No such report on the SEC’s website or report on the FERC website is a part of or incorporated
into this Official Statement. The information referred to in this paragraph has not been independently verified and
DWR and the Underwriters do not warrant that this information is accurate or complete.

In connection with this offering the Underwriters may over-allot or effect transactions that stabilize or
maintain the market prices of the Series 20150 Bonds offered hereby at levels above that which might otherwise
prevail in the open market. Such stabilizing, if commenced, may be discontinued at any time.

The Underwriters have provided the following sentence for inclusion in this Official Statement: The
Underwriters have reviewed the information in this Official Statement in accordance with, and as a part of, their
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this
transaction, but the Underwriters do not guarantee the accuracy or completeness of such information.



OFFICIAL STATEMENT

$765,845,000

State of California Department of Water Resources
Power Supply Revenue Bonds, Series 20150

SUMMARY

This summary is a brief description of the Series 20150 Bonds and this Official Statement. A full review should be
made of the entire Official Statement, including the Appendices. The Index of Principal Definitions in Appendix G lists the
pages on which the definitions of principal terms used in this Official Statement appear.

General

Outstanding Bonds; Plan of Refunding................

Bond Authorization

This Official Statement describes the State of California (the “State”)
Department of Water Resources (“DWR”) Power Supply Program,
DWR’s Power Supply Revenue Bonds (the “Bonds”), including the
Power Supply Revenue Bonds, Series 20150 (the “Series 20150
Bonds”) offered hereby in the principal amount of $765,845,000. See
“THE SERIES 20150 BONDS” and “SECURITY FOR THE
BONDS.”

As of March 1, 2015, there were $5,943,250,000 aggregate principal
amount of Bonds issued by DWR to finance or refinance costs of the
Power Supply Program outstanding, all of which are fixed rate bonds.
DWR is issuing the Series 20150 Bonds to refund $812,520,000
aggregate principal amount of Bonds and to pay certain costs of
issuance of the Series 20150 Bonds. DWR will use proceeds of the
Series 20150 Bonds, together with other available moneys, to establish
an escrow account on the date of issuance of the Series 20150 Bonds
to accomplish the defeasance of a portion of the Series 2008H Bonds
in an aggregate par amount of $518,880,000 and the defeasance of a
portion of the Series 2010L Bonds in an aggregate par amount of
$293,640,000. The purpose of this refunding is to obtain savings with
respect to Bond Related Costs. See “PLAN OF REFUNDING.” The
final maturity of the outstanding Bonds is May 1, 2022.

The outstanding Bonds, the Series 20150 Bonds and any additional
Bonds that may be issued from time to time under the Indenture will be
secured by and payable from the Trust Estate on a parity basis. See
“SECURITY FOR THE BONDS.” As of the date hereof, DWR does
not anticipate issuing any additional Bonds after the Series 20150
Bonds other than refunding Bonds if then-existing market conditions
provide for a significant level of debt service savings.

The Series 20150 Bonds are being issued under Division 27
(commencing with Section 80000) of the California Water Code, as
amended from time to time (the “Act”) and a Trust Indenture, as
amended and supplemented (the “Indenture”), including, with respect
to the Series 20150 Bonds, as supplemented by a Twelfth
Supplemental Trust Indenture (the “Twelfth Supplemental Indenture”)
among DWR, the Treasurer of the State, as Trustee, and U.S. Bank
National Association, as Co-Trustee (collectively, the “Trustees”).



The Series 20150 Bonds

Department of Water Resources

Power Supply Program

The Series 20150 Bonds will be dated the date of their delivery, will
mature on the dates and in the amounts, and will bear interest at the
rates shown on the inside cover of this Official Statement. Interest on
the Series 20150 Bonds is payable on May 1 and November 1 of each
year, commencing November 1, 2015. Series 20150 Bonds may be
purchased in book-entry form only, in principal amounts of $5,000 or
any integral multiple thereof. The Series 20150 Bonds will not be
subject to redemption prior to maturity.

DWR was established in 1956 under California law as a department
within the Executive Branch of the State. The Director and Chief
Deputy Director of DWR are appointed by the Governor and report to
the Governor through the Secretary of the Resources Agency. DWR
has been operating the Power Supply Program since early 2001. See
“THE DWR POWER SUPPLY PROGRAM.” Under the Power
Supply Program, DWR has been purchasing power for sale to end use
customers in the service areas of the three major investor-owned
electric utilities in the State, Pacific Gas and Electric Company
(“PG&E”), Southern California Edison Company (“SCE”), and San
Diego Gas & Electric Company (“SDG&E”) (collectively, the
“IOUs”), however, DWR will cease purchasing power under the Power
Supply Program when the last power purchase contract expires or
terminates, which will occur no later than September 18, 2015. See
“DWR’S ROLE AS POWER SUPPLIER UNDER POWER SUPPLY
PROGRAM ENDING” and “THE DWR POWER SUPPLY
PROGRAM - Background and History — Summary of Power Supply
Program” and “— Power Purchase Contracts.” DWR operates the
Power Supply Program through the Electric Power Fund, which is
separate and apart from DWR’s other funds.

DWR is considering terminating the last power purchase contract
before its scheduled expiration. DWR projects that an early
termination will modestly increase its cash flows and, accordingly,
result in a modest increase in the amounts projected to be on deposit in
the Operating Account and the Operating Reserve Account
(collectively referred to herein as the “Power Charge Accounts”) at the
end of 2015. See “DWR’S ROLE AS POWER SUPPLIER UNDER
POWER SUPPLY PROGRAM ENDING.”

DWR established the Power Supply Program in 2001, when Governor
Gray Davis determined that the IOUs could not or did not supply
electric power sufficient to prevent widespread and prolonged
disruption of electric service in California.  Governor Davis
proclaimed a state of emergency, and directed DWR to procure electric
power for retail customers of the IOUs. During 2001 and 2002, DWR
entered into both short-term and long-term contracts to purchase power
from wholesale suppliers, and supplied the portion of the retail load
that the IOUs could not or did not provide. DWR is only authorized
under the Act to purchase wholesale power to the extent wholesale
power can be purchased by DWR through a long-term wholesale
power contract entered into prior to December 31, 2002. Accordingly,
DWR has not made any spot market purchases and has not entered into
any new power contracts since that date. See “DWR’S ROLE AS
POWER SUPPLIER UNDER POWER SUPPLY PROGRAM
ENDING” and “THE DWR POWER SUPPLY PROGRAM.”

DWR recovers the costs of the Power Supply Program through “Bond
Charges” and “Power Charges,” which are imposed by the CPUC on



California Public Utilities Commission

the approximately 11.5 million bundled customers and certain direct
access, departing load and Community Choice Aggregation customers.
A “bundled customer” is a retail customer that purchases electrical
energy and transmission and distribution services from an IOU. A
“direct access” customer is a retail customer who purchases electrical
energy from an electric service provider but purchases transmission
and distribution services from an IOU. An “electric service provider”
is a privately-owned retail seller of electrical energy, other than an IOU
that is regulated by the CPUC, as defined with more particularity in the
Rate Agreement attached as Appendix D. A “departing load”
customer is a retail customer who commences customer generation
(sometimes called “self-generation”) or whose load was or was
projected to be served by the IOU, but who is now receiving electrical
energy and transmission and distribution services from a publicly
owned utility. A “Community Choice Aggregation” customer is a
retail customer that receives electrical energy from a Community
Choice Aggregator pursuant to California Public Utilities Code Section
366.2.

Bond Charges are the primary source of money to pay debt service on
the Bonds, and must be imposed by the CPUC whether or not DWR
continues to purchase or sell electricity under the Power Supply
Program.

Power Charges have been the primary source of money to procure
wholesale power and pay other operating costs of the Power Supply
Program.

See “DWR’S ROLE AS POWER SUPPLIER UNDER POWER
SUPPLY PROGRAM ENDING,” “SECURITY FOR THE BONDS —
Rate Covenants,” “THE DWR POWER SUPPLY PROGRAM -
Summary of Historical and Projected Operating Results” and
“CALCULATION AND IMPOSITION OF BOND CHARGES — Rate
Agreement.”

Under California law and the Rate Agreement (described below), the
CPUC sets Bond Charges and Power Charges to recover DWR’s
statutorily defined revenue requirements and allocates such charges
among service areas and electric customers. The CPUC has also
approved a number of decisions that implement other aspects of the
Power Supply Program. See “CALCULATION AND IMPOSITION
OF BOND CHARGES.”

The CPUC was established in 1911 under the California Constitution
and the California Public Utilities Act enacted in 1912. The CPUC is
an independent regulatory agency and is not controlled by DWR. The
CPUC regulates the I0Us and other California entities, mostly
investor-owned electric, telecommunications, natural gas, water,
railroad and passenger transportation companies. See “CALIFORNIA
PUBLIC UTILITIES COMMISSION.”

The CPUC makes no representation as to the accuracy or completeness
of this Official Statement, including any forward-looking statements or
projections contained in this Official Statement and any description in
this Official Statement of litigation involving or affecting the CPUC.
Any statements regarding such litigation do not necessarily represent
the CPUC’s view of such litigation or any position in such litigation.
In addition, while CPUC staff may have assisted in the preparation of
certain sections of this Official Statement, the CPUC can only take



Bond Charges and Rate
Covenants

positions through formal action and has not taken any such action with
respect to preparation or approval of this Official Statement. The
CPUC is an independent five member body that must act by an
affirmative vote of a majority of its members and, as a result, the
CPUC can only indicate its views in formal decisions or other formal
actions. In addition, the CPUC is an independent body not subject to
the control of DWR and may take positions in the future different from
DWR in litigation, or other matters described in this Official
Statement. As a result, statements in this Official Statement regarding
electricity markets and regulation, and DWR’s views of the CPUC’s
role or DWR’s role in such markets and regulation, do not necessarily
represent the views, opinions or beliefs of the CPUC and should not be
construed as such by any recipient of this Official Statement.

The Bonds are payable primarily from charges (“Bond Charges”) to be
imposed by the CPUC upon the approximately 11.5 million bundled
customers and certain direct access, departing load and Community
Choice Aggregation customers in the service areas of the IOUs. In the
Rate Agreement with DWR (the “Rate Agreement”), the CPUC has
irrevocably covenanted to calculate, revise and impose from time to
time, Bond Charges sufficient to provide moneys so that amounts
available for deposit in the Bond Charge Payment Account under the
Indenture from time to time, together with amounts on deposit in the
Bond Charge Payment Account, are at all times sufficient to pay or
provide for the payment of debt service on the Bonds and other Bond
Related Costs when due in accordance with the Indenture and other
financing documents. When DWR no longer sells Power under the
Act and Bonds remain outstanding, DWR’s Bond Charge servicing
costs, costs of preparing and providing the information and reports
required under the Indenture and other financing documents, the Rate
Agreement and the Act, related audit, legal and consulting costs,
related administrative costs, and costs of complying with arbitrage
restrictions and rebate requirements (such costs referred to herein as
“Bond Servicing and Administrative Costs”) will be included as a
component of the Bond Related Costs recovered through the
imposition of Bond Charges. See “SECURITY FOR THE BONDS —
Rate Covenants” and “CALCULATION AND IMPOSITION OF
BOND CHARGES — Rate Agreement.”

Under the Act and the Rate Agreement, DWR is responsible for
notifying the CPUC of the amounts required to pay Bond Related
Costs that are to be recovered from Bond Charges. See
“CALCULATION AND IMPOSITION OF BOND CHARGES — Rate
Agreement.”

In the Indenture, DWR has covenanted to cause to be established, fixed
and revised from time to time, charges sufficient, together with any
other available moneys and securities on deposit in DWR’s Electric
Power Fund, to satisfy all of DWR’s revenue requirements at the times
and in the amounts needed. The term “revenue requirements” means
the amounts needed from time to time by DWR to satisfy its
obligations under the Act and under proclamations and orders issued
pursuant to the California Emergency Services Act that are identified
in the Indenture. These obligations include, but are not limited to,
making deposits to the Bond Charge Payment Account and Debt
Service Reserve Account in the amounts and at the times required by
the Indenture. See “CALCULATION AND IMPOSITION OF BOND
CHARGES - Substantive Considerations in Establishing Revenue



Rate Agreement and CPUC’s Bond Charge
Rate Covenant

Bond Related Costs

Security for the Bonds;

Bond Charge Revenues

Requirements” and “~ DWR Actions to Establish Revenue
Requirements.”

The Rate Agreement provides that the CPUC rate covenant described
herein shall have the force and effect of a “financing order” under the
California Public Utilities Code and shall be irrevocable and
enforceable in accordance with its terms, including, without limitation,
in circumstances in which DWR has breached its obligations under the
Rate Agreement or in respect of the Financing Documents. Under the
California Public Utilities Code, a “financing order” is binding upon
the CPUC as it may be constituted from time to time, and the CPUC
shall have no authority to rescind, alter or amend its obligations
thereunder. Under the Act, the rights, powers and duties of the CPUC
and DWR may not be diminished or impaired in a manner that would
adversely affect the interests or rights of Bondholders. See
“SECURITY FOR THE BONDS - Rate Covenants,”
“CALCULATION AND IMPOSITION OF BOND CHARGES — Rate
Agreement” and “RISK FACTORS - Determination of Bond
Charges.”

Bond Related Costs that are payable from Bond Charges imposed by
the CPUC under the Rate Agreement include, among other costs, debt
service on the Bonds and payments required to be made: (i) under
agreements with issuers of credit and liquidity facilities, including
letters of credit, bond insurance, guarantees, debt service reserve fund
surety bonds, lines of credit, reimbursement agreements, and standby
bond purchase agreements, (ii) under agreements relating to other
financial instruments entered into in connection with the Bonds,
including but not limited to investment agreements, hedges, interest
rate swaps, caps, options and forward purchase agreements, (iii) under
agreements relating to the remarketing of Bonds and (iv) when DWR
no longer sells Power under the Act and Bonds remain outstanding, to
pay Bond Servicing and Administrative Costs. Such payments may
cover fees, expenses, indemnification, or other obligations due the
providers of any such facilities or parties to such agreements, and such
agreements may be entered into at any time concurrently with or after
the issuance of Bonds. The obligation of DWR under such agreements
may require the payment of certain Bond Related Costs on a parity
with payment of debt service on the Bonds. DWR has no existing
agreements with interest rate swap providers and DWR has no current
expectation of issuing additional Bonds bearing interest at variable
rates or entering into any interest rate swap agreements. See
“SECURITY FOR THE BONDS — Bond Related Costs.”

The primary source of moneys for the payment of debt service on the
Bonds and other Bond Related Costs will be Bond Charge Revenues,
which constitute part of the Trust Estate securing the Bonds, as
described below.

The “Trust Estate” is assigned and pledged to the Trustees under the
Indenture for the benefit of the Bonds and Parity Obligations, subject
to the use of the Trust Estate in accordance with the Indenture. The
“Trust Estate” is defined in the Indenture to include, among other
things, “Revenues.” The term “Revenues” includes “Bond Charge
Revenues,” “Power Charge Revenues” and “Direct Access Power
Charge Revenues.” The term “Revenues” also includes (1) revenues
from a surcharge (referred to herein as the “Cost Responsibility
Surcharge”) on direct access customers, various types of “departing



Sources of Payment of Operating Expenses

load” and from other possible future sources as described under “THE
DWR POWER SUPPLY PROGRAM - Direct Access, Departing
Load and Community Choice Aggregation” and “CALCULATION
AND IMPOSITION OF BOND CHARGES,” and (2) moneys actually
received by DWR which have been recovered as compensation or
damages from providers of power purchased by DWR under the Power
Supply Program.

. “Bond Charge Revenues” are Revenues received by DWR arising
from Bond Charges imposed by the CPUC upon customers in the
service areas of the IOUs as described under “SECURITY FOR
THE BONDS — Rate Covenants” and “CALCULATION AND
IMPOSITION OF BOND CHARGES.”

*+  “Power Charge Revenues” are Revenues received by DWR
arising from Power Charges imposed by the CPUC upon
customers for electric power deemed sold to customers by
DWR.”

*  “Direct Access Power Charge Revenues” are Revenues received
by DWR from Direct Access Power Charges imposed by the
CPUC upon any person receiving power from an “Electric
Service Provider” (as that term is defined in the Rate Agreement,
attached as Appendix D).

See “DWR’S ROLE AS POWER SUPPLIER UNDER POWER
SUPPLY PROGRAM ENDING.”

Through the end of 2015 the Power Supply Program operating
expenses (including to the extent applicable Bond Servicing and
Administrative Costs) are expected to be paid from Power Charge
Revenues, Direct Access Power Charge Revenues, other Revenues (not
including Bond Charge Revenues) and amounts on deposit in the
Operating Account. The Indenture provides that when DWR is no
longer responsible for the payment of costs under any Power Supply
Contract, all amounts in the Operating Account shall be utilized in the
same manner as Excess Amounts under the Indenture, provided,
however, that amounts required to satisfy a particular contingency shall
be retained in the Operating Account only until the contingency has
been satisfied or discharged; and provided further, however, that there
may be retained in the Operating Account the amount, if any,
determined by the Department to be required to pay Bond Related
Costs that otherwise would have to be paid from the Bond Charge
Payment Account as Bond Servicing and Administrative Costs; and
provided further, however, that any amounts not required for the
purposes described in the preceding provisos shall be utilized in the
same manner as Excess Amounts are required to be utilized under the
Indenture. DWR expects to include Bond Servicing and
Administrative Costs in the 2016 revenue requirements to be collected
through the application of Bond Charges and paid from Bond Charge
Revenues held in the Bond Charge Payment Account. See “DWR’S
ROLE AS POWER SUPPLIER UNDER POWER SUPPLY
PROGRAM ENDING,” “SECURITY FOR THE BONDS — Bond
Related Costs” and “— Priority Long-Term Power Contracts,” “RISK
FACTORS — Determination of Bond Charges” and APPENDIX C —
“SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE —
Application and Flow of Funds.”



Accounts and Flow of Funds under the
Indenture for Bond Charge Revenues...................

Bond Charge Accounts

DWR’s Role as Power Supplier Under Power
Supply Program Ending

The Indenture establishes within the Electric Power Fund a set of
accounts, the “Bond Charge Accounts,” primarily for the deposit of
Bond Charge Revenues and the payment of Bond Related Costs. Bond
Charge Accounts include the Bond Charge Collection Account, the
Bond Charge Payment Account, and the Debt Service Reserve
Account. See “DWR’S ROLE AS POWER SUPPLIER UNDER
POWER SUPPLY PROGRAM ENDING” and “SECURITY FOR
THE BONDS — Accounts and Flow of Funds under the Indenture for
Bond Charge Revenues.”

The Indenture requires the following deposits and transfers of Bond
Charge Revenues:

. All Bond Charge Revenues are required to be deposited in the
Bond Charge Collection Account.

. On or before the last Business Day of each month, DWR is
required to transfer from the Bond Charge Collection Account to
the Bond Charge Payment Account such amount as is necessary
to make the amount in the Bond Charge Payment Account
sufficient to pay Bond Related Costs (including Debt Service on
the Bonds) estimated to accrue or be payable during the next
succeeding three calendar months. See “RISK FACTORS —
Determination of Bond Charges.”

. Deficiencies in the Bond Charge Payment Account are required
to be made up first, from the Operating Account and second,
from the Debt Service Reserve Account (except for the payment
of Fiduciary costs).

. The Debt Service Reserve Account is required by the Indenture to
have a balance in the amount of the maximum aggregate annual
Debt Service on all outstanding Bonds, calculated in accordance
with the Indenture (the “Debt Service Reserve Requirement”).
Each month after the Bond Charge Payment Account is funded as
described above, Revenues are to be transferred to the Debt
Service Reserve Account and to any reserve established for Parity
Obligations to the extent necessary to meet the respective
requirements (including replenishment requirements) for such
reserves. Amounts in the Debt Service Reserve Account may be
used for the payment of Bond Related Costs (including debt
service on the Bonds) except Fiduciary costs, but only if amounts
in the Bond Charge Payment Account and Operating Account are
insufficient for that purpose. See “DWR’S ROLE AS POWER
SUPPLIER UNDER POWER SUPPLY PROGRAM ENDING,”
“SECURITY FOR THE BONDS — Accounts and Flow of Funds
under the Indenture for Bond Charge Revenues” and “— Debt
Service Reserve Account” and APPENDIX C — “SUMMARY
OF CERTAIN PROVISIONS OF THE INDENTURE -
Establishment of Funds” and “— Application and Flow of Funds.”

The only power purchase contract that remains in effect is the long-
term power purchase contract between DWR and Kings River
Conservation District (the “KRCD Contract”). The KRCD Contract is
not a Priority Long-Term Power Contract and costs related thereto are
not payable from Bond Charge Revenues. The KRCD Contract expires



Collection of Revenues;
Servicing Arrangements

in September 2015; however, due to a potential change in ownership of
the related facility it may terminate as early as April 2015.
Accordingly, DWR will cease purchasing power for sale to customers
in the IOUs service areas under the Power Supply Program no later
than September 2015 and as early as April 2015. The cost to DWR of
the KRCD Contract will end when the contract terminates or expires.

Power Charges (including the Power Charge component of the Cost
Responsibility Surcharge) and Direct Access Power Charges will not
apply to any power deliveries to rate payers after the expiration or
earlier termination of the KRCD Contract. DWR expects to receive all
or substantially all of the final Power Charge Revenues and Direct
Access Power Charge Revenues to be collected from rate payers
pursuant to the Servicing Arrangements by the end of 2015. Once the
final Power Charge Revenues and Direct Access Power Charge
Revenues to be collected from rate payers pursuant to the Servicing
Arrangements are received by DWR, DWR expects virtually all of the
Revenues it receives will be Bond Charge Revenues that will flow
through the Bond Charge Accounts, except for amounts, if any, yet to
be received by DWR from claims related to power purchases by DWR
under the Power Supply Program. See “SECURITY FOR THE
BONDS - Priority Long-Term Power Contracts” and “LITIGATION
AND ADMINISTRATIVE PROCEEDINGS - California Refund
Proceedings.”

Based on the assumptions in the 2015 Revenue Requirement, DWR
projects the collection of Power Charge Revenues will result in
amounts on deposit in the Power Charge Accounts that will constitute
Excess Amounts. Excess Amounts are being returned by DWR to
ratepayers in the IOU service areas in 2015 in the form of customer
credits. The return of Excess Amounts by DWR will have no effect on
the collection of Power Charges and Bonds Charges as described in
this Official Statement. The amounts in the Power Charge Accounts as
of the date hereof are projected by DWR to be sufficient to pay any
power contract related costs that may remain and DWR intends to
retain a sufficient amount in the Power Charge Accounts to pay such
costs when due. See “SECURITY FOR THE BONDS - Priority
Long-Term Power Contracts.”

See “DWR’S ROLE AS POWER SUPPLIER UNDER POWER
SUPPLY PROGRAM ENDING.”

See APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF
THE INDENTURE - Establishment of Funds” and “— Application and
Flow of Funds” for a description of the Power Charge Accounts and
the deposit and application of Power Charge Revenues and all other
Revenues (excluding Bond Charge Revenues) deposited therein and
the determination of Excess Amounts under the Indenture.

Pursuant to the Act, the CPUC has issued or approved Servicing
Arrangements (as defined herein) for the IOUs to provide transmission
and distribution services, bill and collect Bond Charges and Power
Charges, and perform other services on behalf of DWR in connection
with the Power Supply Program. Under such Servicing Arrangements,
the IOUs collect DWR’s Bond Charges and Power Charges solely as
the agents of DWR. See “THE DWR POWER SUPPLY PROGRAM
— Collection of Revenues.”
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The IOUs

Litigation and Administrative
Proceedings

Certain Risk Factors

The three major investor-owned electric utilities in California are
PG&E, SCE and SDG&E. Their combined service areas cover
approximately three-quarters of California’s land area and their
combined approximately 11.5 million bundled customer accounts
represent approximately three-quarters of all retail connections in
California. See “THE DWR POWER SUPPLY PROGRAM —
Customer Base.”

Litigation and administrative proceedings involving DWR or affecting
DWR’s Power Supply Program are summarized under “LITIGATION
AND ADMINISTRATIVE PROCEEDINGS.”

Investment in the Series 20150 Bonds is subject to certain risks,
including the events and circumstances identified under “RISK
FACTORS.”

11



THE SERIES 20150 BONDS

General

The Series 20150 Bonds will be dated their date of delivery, will mature on the dates and in the amounts, and will
bear interest at the rates per annum shown on the inside cover of this Official Statement. Series 20150 Bonds may be
purchased in book-entry form only, in principal amounts of $5,000 or any integral multiple thereof. Interest on the Series
20150 Bonds will be payable on May 1 and November | of each year, commencing November 1, 2015, to the owners of
record at the close of business on the 15th day of the preceding calendar month (i) by check mailed by the Paying Agent to
the registered Owner at such Owner’s address as it appears on the books of registry required to be kept by the Registrar
pursuant to the Indenture or (ii) by wire transfer to the account specified by the Owner of at least $1,000,000 in aggregate
principal amount of Series 20150 Bonds in a written direction received by the Paying Agent at its office designated for such
purpose on or prior to a Record Date (as defined in the Indenture). Any such direction or request shall remain in effect until
revoked or revised by such Owner by an instrument in writing delivered to the Paying Agent. See APPENDIX B — “BOOK-
ENTRY SYSTEM.” Interest on the Series 20150 Bonds shall be calculated on the basis of a 360-day year comprised of
twelve 30-day months. The Series 20150 Bonds will not be subject to redemption prior to maturity.

The Treasurer of the State is the Trustee and U.S. Bank National Association is the Co-Trustee under the Indenture.
The Treasurer of the State is also the Registrar and Paying Agent for the Series 20150 Bonds.

So long as any Series 20150 Bond is registered in the name of Cede & Co., as nominee of The Depository
Trust Company, New York, New York (“DTC”), procedures with respect to the transfer of ownership, and the
payment of principal, premium, if any, and interest on such Bond shall be in accordance with arrangements among
DWR, the Trustee, the Co-Trustee, the Paying Agent and DTC. See APPENDIX B — “BOOK-ENTRY SYSTEM.”

PLAN OF REFUNDING
Refunding of Prior Bonds

Refunding of Certain Bonds. Proceeds of the Series 20150 Bonds (the “Refunding Proceeds™) will be applied to
redeem a portion of the outstanding Series 2008H Bonds and Series 2010L Bonds (collectively, the “Refunded Bonds™)
identified below. See “THE DWR POWER SUPPLY PROGRAM - Financing of the Power Supply Program — Prior
Sources of Financing.” DWR intends to redeem the portion of the Refunded Bonds constituting Series 2008H Bonds on
May 1, 2018 and the portion of the Series 2010L Bonds constituting Refunded Bonds on May 1, 2020, in each case, at a
redemption price equal to one-hundred percent of the principal amount thereof, plus accrued interest thereon. The Refunded
Bonds are identified in the following table.

CUSIP
Series Maturity 13066Y Outstanding Redemption Interest
Designation Date Suffix Par Amount Par Amount Rate
2008H May 1, 2021 MP1 $ 22,310,000 § 15,940,000 4.250%
2008H May 1, 2021 MQ9 101,235,000 72,345,000 5.000
2008H May 1, 2021 MR7 167,995,000 120,055,000 5.000
2008H May 1, 2022 MS5 46,960,000 33,560,000 4.375
2008H May 1, 2022 MT3 137,580,000 98,320,000 5.000
2008H May 1, 2022 MUO 250,000,000 178,660,000 5.000
2010L May 1, 2021 PW3 5,595,000 3,470,000 4.000
2010L May 1, 2021 QF9 204,450,000 126,805,000 5.000
2010L May 1, 2022 PX1 10,725,000 6,650,000 4.000
2010L May 1, 2022 QG7 252,675,000 156,715,000 5.000

* CUSIP numbers have been assigned by an independent company not affiliated with DWR and are included solely for the convenience of
the registered owners of the applicable Refunded Bonds. Neither DWR nor the Underwriters are responsible for the selection or uses of
these CUSIP numbers, and no representation is made as to their correctness on the Refunded Bonds or as included herein.
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DWR will use the Refunding Proceeds, together with other available moneys, to pay the redemption price of the
Refunded Bonds. See “PLAN OF REFUNDING - Estimated Sources and Uses of Funds” and “THE DWR POWER
SUPPLY PROGRAM - Financing of the Power Supply Program — Prior Sources of Financing.”

DWR intends to cause a notice of redemption to be delivered with respect to the Refunded Bonds as prescribed in
the Indenture.

A portion of the Refunding Proceeds, together with other available moneys, will be used to purchase Defeasance
Securities (as defined in Appendix C, except that the securities described in clauses (iii) and (iv) of the definition of
Defeasance Security will not be purchased) that will be deposited, together with certain uninvested cash, in an irrevocable
trust fund (the “Escrow Fund”) held by the Trustee, as escrow agent, as security solely for the Refunded Bonds. The
Defeasance Securities in the Escrow Fund will be scheduled to mature at such times and in such amounts, and will bear
interest payable at such times and in such amounts, that together with the uninvested cash on deposit in the Escrow Fund and
funds held in the Bond Charge Payment Account, such securities will provide sufficient moneys to pay, when due, interest on
and the redemption price of the Refunded Bonds. See “PLAN OF REFUNDING — Estimated Sources and Uses of Funds”
and “VERIFICATION.” Interest on the Refunded Bonds due May 1, 2015, will be paid from funds currently held in the
Bond Charge Payment Account and not from the Escrow Fund. See “PLAN OF REFUNDING — Estimated Sources and
Uses of Funds.”

After giving effect to the establishment of the Escrow Fund, approximately $5.9 billion of aggregate principal
amount of Bonds will remain outstanding under the Indenture. See “THE DWR POWER SUPPLY PROGRAM - Financing

of the Power Supply Program — Prior Sources of Financing.”

The redemption of the Refunded Bonds is intended to achieve debt service savings with respect to Bond Related
Costs.

Estimated Sources and Uses of Funds

The estimated sources and uses of the proceeds of the Series 20150 Bonds and other available funds, at the time of
issuance of the Series 20150 Bonds, are as follows:

Estimated Sources of Funds

Principal Amount of Bonds $765,845,000
Release from Debt Service Reserve Account 9,520,074
Release from Bond Charge Payment Account 20,097,716
Original Issue Premium 153,918,909
Total Sources of Funds $949,381,699
Estimated Uses of Funds
Deposit in Escrow Fund for Refunded Bonds $926,182,213
Payment of Interest on the Refunded Bonds" 20,097,716
Costs of Issuance 1,068,390
Underwriters’ Discount 2,033,380
Total Uses of Funds $949,381,699

' Interest on the Refunded Bonds due May 1, 2015, will be paid from funds currently held in the Bond Charge Payment
Account and not from the Escrow Fund.
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DWR’S ROLE AS POWER SUPPLIER UNDER POWER SUPPLY PROGRAM ENDING

The only power purchase contract that remains in effect is the KRCD Contract. The KRCD Contract is not a
Priority Long-Term Power Contract and costs related thereto are not payable from Bond Charge Revenues. Every other
power purchase contract entered into by DWR under the Power Supply Program expired or terminated on or prior to
December 31, 2013. The KRCD Contract expires in September 2015; however, due to a potential change in ownership of the
related facility it may terminate as early as April 2015. Accordingly, DWR will cease purchasing power for sale to customers
in the IOUs service areas under the Power Supply Program no later than September 2015 and as early as April 2015. The
cost to DWR of the KRCD Contract will end when the contract terminates or expires. Power Charges (including the Power
Charge component of the Cost Responsibility Surcharge) and Direct Access Power Charges will not apply to any power
deliveries to rate payers after the expiration or earlier termination of the KRCD Contract. DWR expects to receive all or
substantially all of the final Power Charge Revenues and Direct Access Power Charge Revenues to be collected from rate
payers pursuant to the Servicing Arrangements by the end of 2015. Once the final Power Charge Revenues and Direct
Access Power Charge Revenues to be collected from rate payers pursuant to the Servicing Arrangements are received by
DWR, DWR expects virtually all of the Revenues it receives will be Bond Charge Revenues that will flow through the Bond
Charge Accounts, except for amounts, if any, yet to be received by DWR from claims related to power purchases by DWR
under the Power Supply Program.

The amounts on deposit in the Operating Account and the Operating Reserve Account (collectively referred to
herein as the “Power Charge Accounts”) as of the date hereof are projected by DWR to be sufficient to pay any power
contract related costs that may remain and DWR intends to retain a sufficient amount in the Power Charge Accounts to pay
such costs when due. See “SECURITY FOR THE BONDS — Priority Long-Term Power Contracts.” In addition, based on
the assumptions in the 2015 Revenue Requirement, DWR projects the collection of Power Charge Revenues in 2015 will
result in amounts on deposit in the Power Charge Accounts that will constitute Excess Amounts under the Indenture to be
returned by DWR to ratepayers in the IOU service areas in 2015 in the form of customer credits. See APPENDIX C —
“SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Application and Flow of Funds” for a description of
the determination of Excess Amounts.

Due to the impending expiration and anticipated termination of the KRCD Contract, the related receipt of the final
Power Charge Revenues and Direct Access Power Charge Revenues to be collected from rate payers as described herein and
the projection by DWR that the amounts held in the Power Charge Accounts as of the date hereof will be sufficient to pay
any power contract related costs that remain under the Power Supply Program, the determination of Revenue Requirements
related to power contract costs, the imposition of Power Charges by the CPUC and the collection of Revenues other than
Bond Charge Revenues and the application thereof under the Indenture are described primarily in APPENDIX C —
“SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE” and APPENDIX D — “RATE AGREEMENT.”

SECURITY FOR THE BONDS
Introduction

The primary source of moneys for the payment of the Bonds and Bond Related Costs is Bond Charge Revenues,
which constitutes part of the Trust Estate securing the Bonds, as described below. Bond Charges are imposed by the CPUC
pursuant to the Rate Agreement and the Act upon customers in the service areas of the three IOUs.

The “Trust Estate” is assigned and pledged to the Trustees under the Indenture for the benefit of the Bonds and
Parity Obligations, subject to the use of the Trust Estate in accordance with the Indenture. The “Trust Estate” is defined in
the Indenture to include, among other things, “Revenues.” ‘“Revenues” includes “Bond Charge Revenues” and “Power
Charges.” For a further description of the terms “Trust Estate,” “Revenues” and ‘“Power Charges” see APPENDIX C —
“SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Definitions” and APPENDIX D — “Rate Agreement.”
“Bond Charge Revenues” are Revenues received by DWR arising from Bond Charges imposed by the CPUC upon customers
in the service areas of the IOUs, including a Bond Charge component of the Cost Responsibility Surcharge imposed upon
certain direct access, departing load and Community Choice Aggregation customers, as described in “THE DWR POWER
SUPPLY PROGRAM - Direct Access, Departing Load and Community Choice Aggregation.”
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The use of amounts on deposit in the Bond Charge Collection Account (including Bond Charge Revenues) for the
payment of debt service on the Bonds and other Bond Related Costs when due is subject to the possible prior use of such
amounts to pay, under certain circumstances, expenses of the Trustees (see APPENDIX C — “SUMMARY OF CERTAIN
PROVISIONS OF THE INDENTURE — Events of Default and Remedies”). To date, no amounts on deposit in the Bond
Charge Collection Account have been used to pay expenses of the Trustees. See “SECURITY FOR THE BONDS -
Accounts and Flow of Funds under the Indenture for Bond Charge Revenues” and APPENDIX C — “SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE — Establishment of Funds” and “— Application and Flow of Funds.”

The accounts created under the Indenture, and the flow of funds under the Indenture, provide for the allocation of
Revenues among different uses and are discussed below and in Appendix C. See APPENDIX C — “SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE” for a detailed discussion of security provisions for the Bonds.

THE BONDS SHALL NOT BE OR BE DEEMED TO CONSTITUTE A DEBT OR LIABILITY OF THE STATE
OR OF ANY POLITICAL SUBDIVISION THEREOF OR A PLEDGE OF THE FAITH AND CREDIT OF THE STATE
OR OF ANY SUCH POLITICAL SUBDIVISION, OTHER THAN DWR TO THE EXTENT PROVIDED IN THE
INDENTURE. THE BONDS SHALL BE PAYABLE SOLELY FROM THE FUNDS PLEDGED THEREFOR
PURSUANT TO THE INDENTURE. THE BONDS SHALL NOT DIRECTLY OR INDIRECTLY OR CONTINGENTLY
OBLIGATE THE STATE OR ANY POLITICAL SUBDIVISION THEREOF TO LEVY OR TO PLEDGE ANY FORM OF
TAXATION WHATEVER THEREFOR OR TO MAKE ANY APPROPRIATION FOR THEIR PAYMENT.

Accounts and Flow of Funds under the Indenture for Bond Charge Revenues

Revenues are held and accounted for in the Electric Power Fund established under the Act for DWR. The Indenture
establishes within the Electric Power Fund a set of accounts, the “Bond Charge Accounts,” primarily for the deposit of Bond
Charge Revenues and the payment of Bond Related Costs. Bond Charge Accounts include the Bond Charge Collection
Account, the Bond Charge Payment Account, and the Debt Service Reserve Account. In addition, an Administrative Cost
Account facilitates accounting for certain DWR administrative costs that are subject to appropriation, but this account has no
effect on the use of Revenues.

The Indenture requires all Bond Charge Revenues and any payments received from any counterparty to a Qualified
Swap, if any, relating to Bonds to be deposited in the Bond Charge Collection Account.

The Indenture requires the following transfers of Revenues to and from the Bond Charge Accounts:

e  On or before the last Business Day of each month, DWR is required to transfer from the Bond Charge
Collection Account to the Bond Charge Payment Account such amount as is necessary to make the amount in
the Bond Charge Payment Account sufficient to pay Bond Related Costs (including “Debt Service” on the
Bonds) estimated to accrue or be payable during the next succeeding three calendar months. For the definition
of Debt Service, see APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE —
Definitions.” Amounts in the Bond Charge Payment Account may be used solely to pay debt service on the
Bonds and other Bond Related Costs.

e  Deficiencies in the Bond Charge Payment Account are required to be made up first, from the Operating
Account and second, from the Debt Service Reserve Account (except for Fiduciary costs), see APPENDIX C —
“SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE - Application and Flow of Funds — 4.
Operating Account.”

e  Each month after the Bond Charge Payment Account is funded as described above, Revenues are required to
be transferred to the Debt Service Reserve Account, on a parity with payments for any reserve established for
Parity Obligations, to the extent necessary to meet the respective requirements for such reserves. In the case of
the Debt Service Reserve Account: (i) to the extent such transfer is required as a result of a change in
investment value, such transfers shall be made first, from the Operating Account and second, to the extent
necessary, from the Bond Charge Collection Account, and (ii) if any other transfer is required, it shall be made
from the Bond Charge Collection Account. Deficiencies in the Debt Service Reserve Account may be cured by
monthly deposits during the period commencing no later than seven months following the determination of the
deficiency, such that the deficiency is cured by no later than 12 months following the determination of the
deficiency.
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The Indenture prescribes an application of Revenues that may be different than is described above in the event of a
default thereunder. See APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Events of
Defaults and Remedies.”

Debt Service Reserve Account

The “Debt Service Reserve Requirement” is an amount equal to maximum aggregate annual Debt Service on all
outstanding Bonds, determined in accordance with the Indenture. The Debt Service Reserve Account was initially funded
with proceeds of Bonds issued in 2002 and is required to be maintained in the amount of the Debt Service Reserve
Requirement. Giving effect to the issuance of the Series 20150 Bonds and the application of the proceeds thereof, the Debt
Service Reserve Account Requirement will be $909,205,521. The Debt Service Reserve Account is required to be
replenished, if necessary, from Power Charge Revenues or Bond Charge Revenues in the manner and at the times (to
commence no later than seven months following the determination of the deficiency and curing such deficiency by no later
than 12 months following the determination of the deficiency) described under APPENDIX C — “SUMMARY OF CERTAIN
PROVISIONS OF THE INDENTURE — Application and Flow of Funds —E. Debt Service Reserve Account.”

For an explanation of assumptions to be used in calculating the Debt Service Reserve Requirement for variable rate
and hedged bonds and under other circumstances, see the definitions of Debt Service and Debt Service Reserve Account in
APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE - Definitions.” None of the
outstanding Bonds bear interest at variable rates and DWR has no current expectation of issuing additional Bonds bearing
interest at variable rates.

Alternate Debt Service Reserve Account Deposits may be made to the Debt Service Reserve Account in lieu of cash
and/or securities. Such Deposits may consist of irrevocable surety bonds, insurance policies, letters of credit or similar
obligations. No Alternate Debt Service Reserve Account Deposits have been made to the Debt Service Reserve Account.

Whenever the amount in the Debt Service Reserve Account exceeds the Debt Service Reserve Requirement, after
giving effect to any Alternate Debt Service Reserve Account Deposit, the excess shall, at least annually, be transferred to the
Bond Charge Collection Account.

Amounts in the Debt Service Reserve Account may be used for the payment of Bond Related Costs (including debt
service on the Bonds, payments under Enhancement Facilities and scheduled and termination payments under Qualified
Swaps, if any) except Fiduciary costs, and in each case only if amounts in the Bond Charge Payment Account and Operating
Account are insufficient for that purpose. See APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE
INDENTURE — Application and Flow of Funds — E. Debt Service Reserve Account.”

Bond Related Costs

Bond Related Costs that are payable from Bond Charges imposed by the CPUC under the Rate Agreement consist of
payments or deposits or other provision to be made by DWR under the Indenture or other financing documents or the Act, for
the following components of DWR’s revenue requirements under the Act:

(1) principal of, premium, if any, and interest on Bonds and any additional amount required under the
Indenture or other financing documents to be deposited into the Bond Charge Collection Account
to provide debt service coverage of the Bonds;

(i1) payments required to be made (A) under agreements with issuers of credit and liquidity facilities
and their participants, including letters of credit, bond insurance, guarantees, debt service reserve
fund surety bonds, lines of credit, reimbursement agreements, and standby bond purchase
agreements, (B) under agreements relating to other financial instruments entered into in
connection with the Bonds, including but not limited to investment agreements, hedges, interest
rate swaps, caps, options and forward purchase agreements, and (C) under agreements relating to
the remarketing of Bonds;

(iii) deposits to the Debt Service Reserve Account established under the Indenture to the extent

necessary to provide therein an amount equal to the requirement for such account under the
Indenture and other financing documents if not otherwise replenished from Power Charges;
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(iv) the costs of the Trustees and the Registrars and Paying Agents associated with the issuance and
administration of the Bonds; and

(v) when DWR no longer sells Power under the Act and Bonds remain outstanding, DWR’s Bond
Charge servicing costs, costs of preparing and providing the information and reports required
under the Indenture and other financing documents, the Rate Agreement and the Act, related audit,
legal and consulting costs, related administrative costs, and costs of complying with arbitrage
restrictions and rebate requirements (referred to herein as “Bond Servicing and Administrative
Costs.”)

The amount payable under Parity Obligations is not limited by the Indenture or the Rate Agreement. However, not
all costs that constitute Bond Related Costs under the Rate Agreement are payable on a parity with the Bonds. “Parity
Obligation” is defined in the Indenture to include only “Reimbursement Obligations” and the amounts payable under
Qualified Swaps, if any. The criteria for determining whether an agreement is a Reimbursement Obligation or a Qualified
Swap are explained in APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE - Special
Provisions Relating to Enhancement Facilities, Qualified Swaps and Other Similar Arrangements.”

In connection with Bonds bearing interest at variable rates, DWR has entered into and may enter into agreements,
such as agreements with issuers of credit and liquidity facilities and agreements with interest rate swap providers, which
agreements may constitute Parity Obligations. None of the outstanding Bonds bear interest at variable rates and DWR has no
current expectation of issuing additional Bonds bearing interest at variable rates.

In order for an interest rate swap agreement to qualify as a Qualified Swap, the Indenture generally requires, among
other things, that (i) the swap provider have ratings not lower than the third highest rating category from each rating agency
then maintaining a rating for the provider, and in no event lower than the rating category designated by any such rating
agency for the Bonds subject to the interest rate swap, or (ii) the interest rate swap will not result in a reduction or withdrawal
of any ratings on the Bonds subject to such interest rate swap. See the definitions of “Qualified Swap” and “Qualified Swap
Provider” in APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE.”

Subject to certain conditions in the Rate Agreement, if DWR projects that there will be insufficient amounts on
deposit in the Bond Charge Payment Account to make timely payment of Bond Related Costs, the Rate Agreement requires
DWR to submit to the CPUC a request that the CPUC increase Bond Charges, and the CPUC is required to calculate and
impose revised Bond Charges to pay such Bond Related Costs no later than 120 days from the date following DWR’s
request. See APPENDIX D — “RATE AGREEMENT.”

Rate Covenants

The CPUC has irrevocably covenanted in the Rate Agreement, for the benefit of Bondholders (and all other persons
to whom DWR is obligated to pay Bond Related Costs), to calculate, revise and impose from time to time, Bond Charges
sufficient to provide moneys so that amounts available for deposit in the Bond Charge Payment Account under the Indenture
from time to time, together with amounts on deposit in the Bond Charge Payment Account, are at all times sufficient to pay
or provide for the payment of debt service on the Bonds and all other Bond Related Costs (as defined in the Rate Agreement)
when due in accordance with the Indenture and other financing documents. See “CALCULATION AND IMPOSITION OF
BOND CHARGES — Rate Agreement.” The Rate Agreement provides that this covenant shall have the force and effect of a
“financing order” under the California Public Utilities Code and shall be irrevocable and enforceable in accordance with its
terms, including, without limitation, in circumstances in which DWR has breached its obligations under the Rate Agreement
or in respect of the Financing Documents. Under the California Public Utilities Code, a “financing order” is binding upon the
CPUC as it may be constituted from time to time, and the CPUC and DWR shall have no authority to rescind, alter or amend
its obligations thereunder. Under the Act, the rights, powers and duties of the CPUC may not be diminished or impaired in a
manner that would adversely affect the interests or rights of Bondholders. See “SECURITY FOR THE BONDS — Bond
Related Costs.” See also, however, “RISK FACTORS — Determination of Bond Charges.”

DWR has covenanted in the Indenture to cause to be established, fixed and revised from time to time, charges
sufficient, together with any other available moneys and securities on deposit in DWR’s Electric Power Fund, to satisfy all of
DWR’s revenue requirements at the times and in the amounts needed. The term “revenue requirements” means the amounts
needed from time to time by DWR to satisfy its obligations under the Act and under proclamations and orders issued
pursuant to the California Emergency Services Act. These obligations include, but are not limited to, making deposits to the
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Bond Charge Payment Account and Debt Service Reserve Account in the amounts and at the times required by the Indenture.
See APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE.”

Priority Long-Term Power Contracts

Certain of the long-term power purchase contracts entered into by DWR were “Priority Long-Term Power
Contracts” as defined in the Rate Agreement. The KRCD Contract is not a Priority Long-Term Power Contract.

The use of amounts on deposit in the Bond Charge Collection Account (including Bond Charge Revenues) for the
payment of debt service on the Bonds and other Bond Related Costs when due is subject to the possible prior use of such
amounts to pay amounts due under Priority Long-Term Power Contracts (“Priority Contract Costs”) because each Priority
Long-Term Power Contract contained a provision requiring that payments by DWR under the contract are to be paid or
payable prior to payment of Bond Related Costs. See APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE
INDENTURE” for a summary of the Indenture provisions related to the use of Bond Charge Revenues to pay Priority
Contract Costs. To date, no amounts on deposit in the Bond Charge Collection Account have been needed or used to pay
Priority Contract Costs and all of the Priority Long-Term Power Contracts have either terminated or expired (with the last
such contract having expired in December 2013).

DWR believes it has paid or caused to be paid all Priority Contract Costs due to counterparties under the terminated
Priority Long-Term Power Contracts; however, three counterparties are currently pursuing litigation claims against DWR
under the related Priority Long-Term Power Contract. If all of these counterparties were to prevail in full on the existing
claims, the total Priority Contract Costs that would be payable by DWR is estimated to be approximately $2.6 million
excluding interest thereon. The 2015 Revenue Requirement projects a balance in the Power Charge Accounts of $21 million
throughout 2015. DWR intends to retain all or a portion of this $21 million in the Power Charge Accounts after 2015, with
respect to such claims, in an amount projected to be sufficient to pay the maximum exposure of such claims to DWR until the
claims are resolved.

While DWR is not aware of any other costs that may arise under the terminated or expired Priority Long-Term
Power Contracts, it is possible that additional claims for payment of Priority Contract Costs due under such contracts may be
made by one or more counterparties in the future. However, each Priority Long-Term Power Contract included a provision
that, among other things, any dispute with the amount of any invoice or adjustment to an invoice rendered under the related
agreement must be provided to DWR within the period specific in the related contract, the longest such period being twenty-
four months, or such dispute was waived. This dispute notice period has expired for all of the Priority Long-Term Power
Contracts. Accordingly, DWR believes that in the event any future claims were made by a counterparty under a Priority
Long-Term Power Contract it would not give rise to a liability of DWR in excess of the amount DWR intends to retain in the
Power Charge Accounts, however, there can be no guarantee that any such claims would not be made in an amount
materially in excess of the amount then retained in the Power Charge Accounts, if any.

CALIFORNIA DEPARTMENT OF WATER RESOURCES

DWR is a department within the Resources Agency of the Executive Branch of the State. DWR was established in
1956 under California law for the purpose of planning and guiding the development of California’s water resources. In
addition to responsibility for the Power Supply Program, DWR is separately responsible for the planning, construction,
operation and maintenance of the State Water Project, a statewide system of dams, reservoirs, pumping plants, power plants
and aqueducts. DWR is the largest purchaser of power for its own use within California because of the power requirements
of the State Water Project, and DWR was designated by Governor Davis to undertake the Power Supply Program because of
DWR’s experience in purchasing and selling power. The Power Supply Program is not part of the State Water Project, the
revenues of the State Water Project are not available for the payment of the Bonds, and the Trust Estate pledged for the
payment of the Bonds is not available for the payment of indebtedness incurred for the State Water Project.

The Director of Water Resources oversees DWR’s activities, with the assistance of a Chief Deputy Director and four
Deputy Directors. The Director is appointed by the Governor and reports to the Governor through the Secretary of the
Resources Agency. Biographical information for the DWR management officials currently responsible for the Power Supply
Program is as follows.

Mark W. Cowin has served as Director of DWR since February 2010. He has worked for DWR for over 29 years.
Prior to his appointment as Director, Mr. Cowin served as Deputy Director of Integrated Water Management for DWR. In
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previous assignments with DWR Mr. Cowin served for five years as Chief of DWR's Division of Planning and Local
Assistance and as an Assistant Director for the CALFED Bay-Delta Program.

Cathy Crothers has served as Chief Counsel of DWR since April 2011, and was Acting Chief Counsel of DWR
starting in May 2010. She oversees a staff of 34 attorneys working on DWR’s varied and complex legal issues. She joined
DWR in 1990 and prior to serving as Acting Chief Counsel she served as the Assistant Chief Counsel responsible for water
rights, environmental compliance, energy planning, and local project financing since 2007.

Perla Netto-Brown is the Chief Financial Officer of DWR. Prior to joining DWR, Ms. Netto-Brown was employed
by the California Auditor General. She joined DWR in 1986, has served in various capacities in the Division of Fiscal
Services and was named Chief of the Division of Fiscal Services in 2000.

John Pacheco is the Acting Deputy Director of DWR responsible for the Power Supply Program. He began his
career with DWR in 1978. In February 2001, he began working on the Power Supply Program and played a prominent role
in growing this program that helped stabilize the Western power markets. Prior to working on the Power Supply Program his
work at DWR involved managing water supply contracts with the local agency water buyers DWR serves and attending to
energy issues and water rights related to DWR’s water supply program.

Jim Spence is the Acting Chief of the Negotiations and Contract Management Office. He joined DWR in 1977 and
has worked in the Divisions of Design and Construction, Flood Management, and Operations and Maintenance. Prior to
assuming his current position and his related work on the Power Supply Program, he was Chief of Operation Planning for the
State Water Project. Current duties include developing, recommending and implementing energy policy.

Russell Mills is the Assistant Chief, Division of Fiscal Services. Prior to assuming his current position in January
2014, he was Chief of Financial Management for the Power Supply Program from December 2007 until April 2011. In April
2011 he left state civil service and worked for a public finance advisory firm until returning to the DWR in January 2014.
His current duties include assisting with administration of the Power Supply Program, including formulation of annual
revenue requirements and financial reporting, the financial management of DWR’s water revenue bond financing programs,
enterprise wide risk management and financial reporting for the Department’s enterprise funds.

CALIFORNIA PUBLIC UTILITIES COMMISSION

The CPUC is the principal ratemaking authority for the IOUs’ retail rates. Under the Rate Agreement, the CPUC
has agreed to impose Bond Charges sufficient to provide moneys sufficient to pay all Bond Related Costs when due, and to
impose Power Charges sufficient to satisfy DWR’s “Retail Revenue Requirements” (defined in the Rate Agreement attached
as Appendix D) as specified by DWR. Pursuant to the Act, the CPUC also issues orders approving servicing arrangements or
otherwise directing the IOUs to provide operational, transmission, distribution, billing, collection and other services to DWR
in connection with the Power Supply Program. The obligation of the CPUC to calculate, revise and impose Bond Charges is
irrevocable and cannot be amended. Other provisions of the Rate Agreement may be amended only by an amendment
approved by DWR and the CPUC. See “CALCULATION AND IMPOSITION OF BOND CHARGES — Rate Agreement.”
However, other orders of the CPUC are subject to modification, subject to compliance with procedural requirements. See
“THE DWR POWER SUPPLY PROGRAM - Collection of Revenues” for a discussion of amendments that have been made
to the Servicing Arrangements.

The CPUC consists of five members appointed by the Governor and confirmed by the Senate. Members serve for
six-year, staggered terms. The Governor appoints one of the five to serve as President. The CPUC is an independent
regulatory agency. It regulates the IOUs and other California entities, mostly investor-owned electric, telecommunications,
natural gas, water, railroad and passenger transportation companies. Some of the entities regulated by the CPUC are not
investor-owned. The CPUC’s headquarters are in San Francisco.

Since January 1, 2001, the CPUC has approved a number of decisions that relate to DWR’s Power Supply Program.
Additional CPUC decisions relating to the Power Supply Program and the Bonds are expected by DWR. See “THE DWR
POWER SUPPLY PROGRAM - Collection of Revenues” and “— Direct Access, Departing Load and Community Choice
Aggregation” and “CALCULATION AND IMPOSITION OF BOND CHARGES.”

The CPUC makes no representation as to the accuracy or completeness of this Official Statement, including any
forward-looking statements or projections contained in this Official Statement and any description in this Official Statement
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of litigation involving or affecting the CPUC. Any statements regarding such litigation do not necessarily represent the
CPUC’s view of such litigation or any position in such litigation. In addition, while CPUC staff may have assisted in the
preparation of certain sections of this Official Statement, the CPUC can only take positions through formal action and has not
taken any such action with respect to preparation or approval of this Official Statement. The CPUC is an independent five
member body that must act by an affirmative vote of a majority of its members and, as a result, the CPUC can only indicate
its views in formal decisions or other formal actions. In addition, the CPUC is an independent body not subject to the control
of DWR and may take positions in the future different from DWR in litigation, or other matters described in this Official
Statement. As a result, statements in this Official Statement regarding electricity markets and regulation, and DWR’s views
of the CPUC’s role or DWR’s role in such markets and regulation, do not necessarily represent the views, opinions or beliefs
of the CPUC and should not be construed as such by any recipient of this Official Statement.

THE DWR POWER SUPPLY PROGRAM
Background and History
Summary of the Power Supply Program

Under the Power Supply Program, DWR purchased power from wholesale suppliers under long-term contracts, and
sold electricity to retail customers that were also served by the IOUs. DWR electricity was delivered to retail customers
through the transmission and distribution systems of the IOUs. DWR is only authorized to purchase wholesale power to the
extent wholesale power can be purchased by DWR through a long-term wholesale power contract entered into prior to
December 31, 2002. On that date DWR’s statutory authority to enter into new power purchase arrangements expired.

The KRCD Contract is the only long-term power purchase contract still in effect. The KRCD Contract expires in
September 2015; however, due to a potential change in ownership of the related facility it may terminate as early as April
2015. Accordingly, DWR will cease purchasing power for sale to customers in the IOUs service areas under the Power
Supply Program no later than September 2015 and as early as April 2015. The cost to DWR of the KRCD Contract will end
when the contract terminates or expires. Power Charges (including the Power Charge component of the Cost Responsibility
Surcharge) and Direct Access Power Charges will not apply to any power deliveries to rate payers after the expiration or
earlier termination of the KRCD Contract. DWR expects to receive all or substantially all of the final Power Charge
Revenues and Direct Access Power Charge Revenues to be collected from rate payers pursuant to the Servicing
Arrangements by the end of 2015. Once the final Power Charge Revenues and Direct Access Power Charge Revenues to be
collected from rate payers pursuant to the Servicing Arrangements are received by DWR, DWR expects virtually all of the
Revenues it receives will be Bond Charge Revenues that will flow through the Bond Charge Accounts, except for amounts, if
any, yet to be received by DWR from claims related to power purchases by DWR under the Power Supply Program. When
DWR no longer sells Power under the Act and Bonds remain outstanding, Bond Servicing and Administrative Costs will be
included as a component of the Bond Related Costs recovered through the imposition of Bond Charges. DWR expects to start
including Bond Servicing and Administrative Costs in its determinations of Bond Related Costs for each period of revenue
requirements starting with calendar year 2016. Payments from customers are collected by the IOUs pursuant to Servicing
Arrangements approved or ordered by the CPUC.

Electricity Service in California

Prior to the inception of the DWR Power Supply Program, Californians generally received their electricity service
from one of three types of providers: IOUs, local publicly owned electric utilities, and electric service providers.

IOUs have a defined geographic service area and are required by law to serve customers in that area. The CPUC
regulates the [OUs’ rates and how electricity service is provided to their customers.

Publicly owned electric utilities are public entities that provide electric service to residents and businesses in their
local area. Unlike IOUs, they are not regulated by the CPUC. Major publicly owned electric utilities include the Los
Angeles Department of Water and Power, the Sacramento Municipal Utility District, and the Imperial Irrigation District.

The electric service providers provide retail electricity service to customers who have chosen not to receive
electricity service from the utility that serves their area. Instead, these customers have entered into “direct access” contracts
with electric service providers for their electricity. This electricity is delivered to these electric service provider customers
through the transmission and distribution system of their local utility. There are currently twenty-four registered electric
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service providers operating in the State, generally serving large industrial and commercial businesses.” The electric service
providers also provide electricity to certain State and local government entities, such as the California State University
system, several University of California campuses, some community college districts, and some local school districts.

Deregulation and Direct Access

California began the process of restructuring electricity service in the early 1990s by introducing competition into
the generation of electricity, with the ultimate goal being lower prices for IOU customers. The deregulation legislation
ultimately enacted in 1996 (“AB 1890”) included a “transition” period during which the IOUs were to sell off their fossil fuel
power plants to independent generators while retaining their hydroelectric and nuclear power plants. Eventually, however,
electricity purchases and customer rates were to be determined in a competitive market. In such a market, customers could
choose to have the IOUs purchase the electricity on their behalf, or they could purchase electric power directly from electric
service providers through direct access. During the transition period, however, the retail rates of the IOUs were to be frozen
until certain conditions had been satisfied, including the recovery by the IOUs of certain “stranded” costs of uneconomic
generating facilities that would not be otherwise recoverable in a competitive market. The deregulation process was
suspended in response to the energy crisis that arose in 2000 and early 2001.

The California Energy Crisis

By the summer of 2000, wholesale power sellers were not making sufficient power supplies available in the
wholesale spot market, and spot market prices began to rise, swiftly and dramatically. At the same time, PG&E and SCE
remained in the AB 1890 transition period, with frozen retail rates. The cost of procuring power in the spot market quickly
surpassed the frozen retail rates. By December 2000, PG&E and SCE had incurred several billion dollars of losses, adversely
affecting their creditworthiness and ultimately causing defaults in payments for power purchases in the spot markets and
from other suppliers. PG&E’s and SCE’s credit deterioration had a spiraling effect, deterring power suppliers from bidding
supplies into the California market, exacerbating the shortage of electric power, and causing wholesale prices to escalate
further. In the SDG&E service area, retail rates had been unfrozen by the time wholesale spot market prices began escalating
in 2000. SDG&E’s retail rates escalated sharply with wholesale prices, causing the State Legislature to enact a statutory cap
on retail rates in the San Diego area.

The State’s Response to the Energy Crisis: the DWR Power Supply Program, Transfer of Power Purchase Contracts
and CPUC Direct Access Proceedings

Recognizing an immediate need for a creditworthy party to assume the obligation of purchasing electricity for
customers of the IOUs, Governor Gray Davis proclaimed a state of emergency on January 17, 2001 and authorized DWR to
begin purchasing the electricity that the IOUs could not or did not provide (such portion being referred to herein as the “net
short”). Thereafter, the State Legislature passed, and Governor Davis signed, Assembly Bill 1 (“AB 1X”). AB 1X
authorized DWR to undertake a program of purchasing the net short for customers of the IOUs, incurring debt to finance
such purchases, implementing a mechanism to recover the costs thereof from the ratepayers of the IOUs, and related actions,
including, but not limited to, prohibiting the CPUC from increasing electricity rates in effect on February 1, 2001, charged to
residential customers for electricity usage up to 130 percent of baseline quantities. Such program is referred to herein as the
“Power Supply Program.”

At the height of the emergency in 2001, DWR began purchasing substantial amounts of power in daily and even
hourly transactions on the spot market, and under other short-term contracts. In addition, DWR solicited proposals for,
negotiated and entered into long-term power purchase contracts, which had the effect of reducing the amount of power DWR
purchased on the spot market. From January 2001 through December 2002, DWR procured the net short for the three IOUs
from power delivered under its long-term power purchase contracts and from wholesale spot market and other short-term
transactions. The Act does not authorize DWR to enter into new power purchase contracts after December 31, 2002. As a
result, DWR ceased procuring the portion of the net short not provided by the long-term power purchase contracts in effect as
of such date and each of the IOUs resumed procuring this portion of the net short for its respective bundled customers.
Irrespective of whether DWR continues to purchase or sell electricity under the Power Supply Program, the Rate Agreement
obligates the CPUC to continue to impose Bond Charges in an amount sufficient to pay Bond Related Costs when due. See
“SECURITY FOR THE BONDS - Rate Covenants.”

" Source: California Public Utilities Commission website as of March 9, 2015.
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In response to the energy crisis, the State also halted several aspects of deregulation. Among these, the State
suspended the ability for bundled customers to enter into new direct access contracts. On October 11, 2009, Senate Bill (SB)
695 was signed into law as an urgency statute. SB 695 allows individual retail nonresidential end-use customers to acquire
electric service from other providers in each IOU service area, up to a maximum allowable limit. Except for this express
authorization for increased direct access transactions under SB 695, the suspension of direct access remains in effect. On
March 15, 2010, the CPUC issued Decision 10-03-022 which authorizes increases in the maximum direct access load for
each IOU service area, as specified in SB 695. See “THE DWR POWER SUPPLY PROGRAM - Direct Access, Departing
Load and Community Choice Aggregation — Direct Access.”

Statutory Authority

AB 1X was codified as Division 27 of the California Water Code (commencing with Section 80000), and is also
referred to herein as the “Act.” The Act established a framework under which DWR would purchase the net short and would
recover the costs of the Power Supply Program. The Act authorized DWR to contract for power under such terms and
conditions as it deemed appropriate, taking into account a number of factors, including a desire to secure as much low-cost
power as possible under contract. Although the Act only authorized DWR to enter into new power purchase contracts until
December 31, 2002, the Act permits DWR to continue administering its then-existing contract portfolio after that date.
Under the Act, power acquired by DWR is sold directly to customers in the service areas of the IOUs, and payment for such
power is a direct obligation of the customers. The KRCD Contract is the only remaining DWR contract for power under the
Power Supply Program and the power is sold to customers in the service area of PG&E. The Act provides that DWR is
entitled to recover its costs, including power purchase costs and debt service on the Bonds (referred to herein as DWR’s
“revenue requirements”), in the amounts and at the times necessary to satisfy its contractual obligations, and is to advise the
CPUC of its revenue requirements so that its revenue requirements can be recovered through charges imposed upon
customers by the CPUC. The Act also authorized the CPUC and DWR to enter into agreements with respect to such charges.
The Act authorizes DWR to contract with the IOUs for the transmission and distribution of its power, and for billing,
collection and related services, all as agents of DWR. The Act also directs the CPUC, at the request of DWR, to order the
IOUs to provide such services. See “THE DWR POWER SUPPLY PROGRAM — Direct Access, Departing Load and
Community Choice Aggregation.”

The Act also authorized DWR to issue up to $13,423,000,000 principal amount of Bonds (the “Statutory Cap”) to
provide permanent financing for costs incurred in connection with the Power Supply Program (excluding bond anticipation
notes). To date approximately $11,482,600,000 principal amount of Bonds have been issued and charged against the
Statutory Cap. Pursuant to the Act, the principal amount of the remaining Bonds issued to date was excluded from the
Statutory Cap, which leaves approximately $1,940,400,000 principal amount of Bonds that may still be issued pursuant to the
Act to provide permanent financing for costs incurred in connection with the Power Supply Program. As discussed above,
DWR expects to cease purchasing and selling power under the Power Supply Program no later than September of 2015 when
DWR’s last power purchase contract expires, accordingly, DWR does not expect any additional Bonds subject to the
Statutory Cap to be issued. See “THE DWR POWER SUPPLY PROGRAM - Financing of the Power Supply Program —
Prior Sources of Financing.” In addition, the principal amount of any additional Bonds the proceeds of which are used to
refund Bonds (1) to obtain a lower interest rate, (2) bearing interest at a variable rate or (3) secured by a bond insurance
policy, or a credit or liquidity facility, which secured Bonds are subject to a withdrawal or reduction in the credit rating
assigned to such Bonds, will not be charged against the Statutory Cap. Accordingly, the aggregate principal amount of the
Series 20150 Bonds will not be charged against the Statutory Cap.

No action or approval by the Federal Energy Regulatory Commission (“FERC”) or any other federal agency is
required for the issuance of the Bonds or the calculation, revision, imposition or collection of Bond Charges.

Power Purchase Contracts

Since December 31, 2002, DWR’s power purchase activities under the Power Supply Program have been limited to
purchasing power from wholesale suppliers under the long-term power purchase contracts then in effect because on such date
DWR’s statutory authority to enter into new power purchase arrangements expired. Currently, the KRCD Contract is the
only long-term power purchase contract still in effect. The KRCD Contract expires in September 2015; however, due to a
potential change in ownership of the related facility it may terminate as early as April 2015. The current operating expenses
of the Power Supply Program are primarily power purchase costs under the KRCD Contract, including associated fuel
procurement costs, however such costs are not payable from Bond Charge Revenues. Responsibility for managing the
KRCD Contract has been largely transferred to PG&E, although DWR continues to perform certain administrative activities
with respect to the KRCD Contract, and remains financially responsible for payments under the KRCD Contract.
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Summary of Historical and Projected Operating Results

The following table provides a summary of historical and projected revenues, expenditures and fund balances of the
Power Supply Program for the calendar years 2010 through 2017. The projected change in Net Revenues — Power Charge
Accounts in calendar year 2015 reflected in the following table is due to a planned reduction in such account balance based
on DWR’s projection of an excess in the amounts therein over DWR’s Power Supply Program operating expenses and Power
Charge Accounts balance requirements in such year. DWR’s declining Power Supply Program operating expenses, as
reflected in Power Charge Accounts Operating Expenses in the following table, is the primary cause of these excess amounts.
The actual changes in Net Revenues — Power Charge Accounts and Net Revenues — Bond Charge Accounts for calendar
years 2010 and 2014 resulted from planned changes in account balances and to variances in either revenue collections or
power and bond costs. See “CALCULATION AND IMPOSITION OF BOND CHARGES — Revenue Requirements.”

Historical and Projected Operating Results ($ in millions)

2010 2011 2012 2013 2014 2015 2016 2017

Power Charge Accounts”

Balances in Power Charge Accounts at January 1
Operating, Priority Contract and Admin Accounts $1320 $ 1,065 $ 725 $ 206 $ 174 $ 339 $ 35 $ 38

Operating Reserve Account 543 549 288 68 18 10 2 -
Total 1,863 1,614 1,013 274 192 349 38 38
Power Charge Accounts Operating Revenues
Power Charge Revenues 2,199 1,098 239 61 62 7 - -
Return of Excess Amounts to Retail Customers - (486) (787) (117) (69) (298) - -
Surplus Power and Gas Sales Revenues 117 111 12 9 5 - - -
Energy Litigation Settlements 62 245 24 21 203 - - -
Interest Earnings 10 4 2 1 0 1 0 0
Total 2,389 972 (510) (25) 201 (290)
Power Charge Accounts Operating Expenses
Power Costs 2,618 1,554 213 43 33 6 - -
Administrative and General 19 19 17 14 11 15 - -
Total 2,637 1,574 229 57 44 21 - -
Net Revenues - Power Charge Accounts (248) (601) (739) (82) 157 (311) 0 0
Balance in Power Charge Accounts at December 31 1,614 1,013 274 192 349 38 38 38
Bond Charge Accounts
Balance in Bond Charge Accounts at January 1
Bond Charge Collection Account 386 203 237 225 $ 169 § 182 § 141 § 122
Bond Charge Payment Account 574 640 663 668 691 687 726 729
Debt Service Reserve Account 950 919 919 919 919 919 909 909
Total 1,910 1,762 1,819 1,811 1,779 1,787 1,776 1,759
Bond Charge Account Revenues
Bond Charge Revenues 864 849 881 850 899 859 889 894
Interest Earnings 24 22 21 19 19 19 19 19
Total 888 871 902 869 918 878 908 912
Bond Charge Account Expenses
Debt Service on Bonds 1,036 814 909 901 909 889 909 894
Administrative and General - - - - - - 15 15
Total 1,036 814 909 901 909 889 924 909
Net Revenues - Bond Charge Accounts (148) 57 (7 33) 8 (12) (16) 3
Balance in Bond Charge Accounts at December 31 $ 1,762 $ 1819 $ 1,811 $ 1,779 $ 1,787 | $ 1,776 $ 1,759 $ 1,763

¥
Totals may not sum due to rounding
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Source: Results for calendar years 2010-2014 are derived from DWR’s operational reports and are unaudited. Projected results for calendar year 2015-2017 are
consistent with the assumptions in DWR's 2015 Final Revised Revenue Requirements Determination for the period January 1, 2015 through December 31, 2015,
which is available at DWR’s website at http://www.cers.water.ca.gov. DWR’s 2015 Final Revised Revenue Requirements Determination represented actual results
through August 31, 2014 with projections for the remainder of 2014. The above table takes into account actual operating results through December 31 2014 and the
issuance of the Series 20150 Bonds and the application of the proceeds thereof as described in this Official Statement. The above table takes into account actual
operating results through December 31 2014. The projections should be evaluated based on those assumptions. The projections included in this Official Statement
have been prepared by, and are the responsibility of, DWR management. DWR management believes that the projected financial information above has been
prepared on a reasonable basis, reflecting the best estimates and judgments, and represent, to the best of management's knowledge and opinion, DWR’s expected
course of action. However, because this information is highly subjective, it should not be relied on as necessarily indicative of future results. These projections
were not prepared with a view toward compliance with the guidelines established by the American Institute of Certified Public Accountants for preparation and
presentation of prospective financial information. Macias Gini & O'Connell LLP, DWR’s independent auditor, has neither examined, compiled nor performed any
procedures with respect to the prospective financial information contained herein and, accordingly, Macias Gini & O'Connell LLP does not express an opinion or
any other form of assurance on such information or its achievability. Macias Gini & O'Connell LLP assumes no responsibility for and denies any association with
the prospective financial information and any other information derived therefrom included elsewhere in this offering document. Macias Gini & O'Connell LLP has
not been engaged to perform and has not performed, since the date of its report included in Appendix A, any procedures on the Department of Water Resources
Electric Power Fund’s financial statements addressed in that report. The Macias Gini & O'Connell LLP report does not cover any other information in this Official
Statement.

As a result of the expiration or earlier termination of the long-term power purchase contracts entered into by DWR
under the Power Supply Program, the amounts on deposit in the Operating Account and the Operating Reserve Account have
exceeded the amount required to be held therein pursuant to the Indenture. As a result, certain Excess Amounts have been
and continue to be returned to retail customers by means of credits over the period from 2011 through the end of 2015. In the
2015 revenue requirement DWR projects that Excess Amounts totaling approximately $298 million will be transferred by
DWR to the IOUs in 2015 for return to retail customers by means of credits. The return of Excess Amounts by DWR will
have no effect on the collection of Bond Charge Revenues as described in this Official Statement.

Customer Base

Historically, DWR supplied power to bundled customers in the same service areas served by the three IOUs,
comprising approximately 11.5 million residential, commercial and industrial accounts representing approximately three-
quarters of all Californians.

PG&E is a wholly owned subsidiary of PG&E Corporation and is headquartered in San Francisco, California.
PG&E is the largest investor-owned utility in the nation, providing natural gas and electric service to approximately
5.1 million accounts. Its service area covers approximately 70,000 square miles in northern and central California.

SCE is a wholly owned subsidiary of Edison International and is headquartered in Rosemead, California. SCE
provides electric service to approximately 5 million accounts. Its service area is approximately 50,000 square miles in central
and southern California.

SDG&E is a wholly owned subsidiary of Sempra Energy and is headquartered in San Diego, California. SDG&E
provides natural gas and electric service to approximately 1.4 million accounts. Its service area covers approximately
4,100 square miles in southern California, including San Diego County and southern Orange County.

From January 1, 2014 through December 31, 2014, DWR received approximately $899 million in Bond Charge
Revenues. The table below sets forth certain statistics relating to Bond Charges collected from the service areas of the IOUs
from January 1, 2014 through December 31, 2014.

IOU Service Area
Service Area Statistics (Calendar Year 2014) PG&E SCE SDG&E DWR Total1
Bundled Bond Charges (in millions) $342 $344 $75 $762
Direct Access, Community Choice Aggregation and Departing
Load Bond Charges (in millions) $65 $58 $15 $137
Total Bond Charges (in millions) $407 $403 $90 $899
Total Bond Charges (as a percentage) 44%, 45% 10% 100%

"May not sum due to rounding.
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Collection of Revenues
General

Because DWR does not have the personnel, equipment or customer information necessary to provide its own
metering, billing and collection services, servicing arrangements obligating the IOUs to provide such services on behalf of
DWR are necessary for the timely collection of Bond Charges and Power Charges. Under the Act, the CPUC is required,
upon request of DWR, to order the IOUs to provide such services on terms and conditions that reasonably compensate the
I0Us for such services. The CPUC has adopted orders and approved agreements with respect to each IOU providing for the
terms and conditions upon which such services are to be provided. On March 10, 2011, the CPUC adopted the currently
effective servicing orders applicable to each IOU, and they are collectively referred to herein as the “2011 Servicing Orders.”
The 2011 Servicing Orders amended and restated the then existing servicing orders previously adopted on March 15, 2007
and December 19, 2002, which, in turn, amended and restated the servicing agreements that were applicable to SCE and
SDG&E and the servicing order that was applicable to PG&E. The prior servicing orders and servicing agreements, together
with the 2011 Servicing Orders, are collectively referred to herein as the “Servicing Arrangements.”

DWR has covenanted in the Indenture that it will maintain servicing arrangements in effect at all times while Bonds
are outstanding. In addition, DWR has covenanted in the Indenture not to voluntarily consent to or permit any amendment of
any servicing arrangement unless DWR determines that the amendment will not have a material adverse affect on the ability
of DWR to comply with the provisions of the Indenture. See “RISK FACTORS - Collection of Bond Charges” and
APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Servicing Arrangements; Collection
of Revenues.”

Summary of Servicing Arrangements

Each of the IOUs is to provide metering services, meter reading services, billing services, and collection services for
DWR, except to the extent that these services are performed by a third-party. Each IOU is to follow its customary standards,
policies and procedures in performing these services, which are regulated by the CPUC. DWR charges are included in the
I0Us’ billing statements. The IOUs will not permit customers to direct how partial payments of balances due on
consolidated bills will be applied. The Servicing Arrangements for SDG&E and SCE each expressly provide that the IOU
will generally allocate partial payments from customers proportionally between DWR and the IOU, all as more specifically
set forth in the Servicing Arrangements. Each IOU will collect DWR’s charges and its own charges from customers using its
own collection practices and will carry out disconnection policies (all of which practices and policies are subject to CPUC
regulation). See “THE DWR POWER SUPPLY PROGRAM - Collection of Revenues — Collection Experience.”

The IOUs remit amounts collected for Bond Charges to DWR on a daily basis accompanied by reports to support the
remittances. The reports of remittances for each IOU are reconciled with actual billed amounts and this may result in the
netting of overpayment against daily remittances by the IOUs or in additional remittances to DWR in the event of under-
remittances.

Under the Servicing Arrangements, the IOUs are entitled to recover the reasonable costs of providing billing and
related services. DWR pays each IOU for specified costs of these services, as provided in the Servicing Arrangements. All
of the foregoing costs are included by DWR in its revenue requirement submissions to the CPUC and recovery is sought from
customers through DWR charges. Delinquent payments by DWR bear interest at a variable interest rate equal to three
percent plus the prime lending rate of a commercial bank named in each Servicing Arrangement.

Each Servicing Arrangement provides that all amounts required to be remitted to DWR by the IOU shall be held by
the IOU in trust for DWR and shall be remitted to DWR, subject to periodic adjustment.

Each Servicing Arrangement permits DWR to assign or pledge its rights to receive payments from the IOU to the
Trustees under the Indenture to secure DWR’s obligations thereunder. DWR has assigned its rights to customer payments
under each Servicing Arrangement under the Indenture. Under each Servicing Arrangement DWR’s rights and obligations
will be automatically transferred if the California Legislature creates an entity to assume the rights and obligations of DWR
under the Act.
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The stated termination date of each IOU’s 2011 Servicing Order is the earlier of (i) 180 days after the last date that
DWR Charges are imposed on customers or (ii) the earlier termination of the 2011 Servicing Order as provided therein.

Each Servicing Arrangement lists “Events of Default” by the IOU that include any failure to remit funds to DWR
that continues unremedied for three business days and certain failures to observe or perform under the Servicing
Arrangement. Upon any Event of Default by the [OU, DWR may, in addition to exercising its remedies under the Servicing
Arrangement or under applicable law, apply to the CPUC for appropriate relief, including but not limited to the termination
of the Servicing Arrangement, in whole or in part, and apply to the CPUC (and, if necessary, a court) for sequestration and
payment to DWR or the Trustees of amounts due to DWR under the Servicing Arrangement.

Each Servicing Arrangement also states that DWR will be in default under the Servicing Arrangement if DWR fails
to perform any of a number of duties listed in the Servicing Arrangement, including the failure to pay certain moneys to the
IOU. Upon any default by DWR, the IOU may not terminate the Servicing Arrangement in whole or in part or any obligation
thereunder, but the IOU may exercise any other remedies available under the Servicing Arrangement, the Act, and other
applicable laws, rules and regulations.

Each Servicing Arrangement includes a force majeure clause that provides that neither DWR nor the IOU is liable
for any delay or failure in performance of any part of the Servicing Arrangement (including the obligation to remit money at
the times therein specified) from any cause beyond its reasonable control, including but not limited to: unusually severe
weather; flood; fire; lightning; epidemic; quarantine restriction; war; sabotage; act of a public enemy; earthquake;
insurrection; riot; civil disturbance; strike; restraint by court order or government authority; or any combination of these
causes, which by the exercise of due diligence and foresight DWR or the IOU could not reasonably have been expected to
avoid and which by the exercise of due diligence is unable to overcome. Notwithstanding these provisions, each party’s
obligation to pay money under the Servicing Arrangement continues to the extent such party is able to make such payment
and any amounts required to be remitted to DWR by the IOU shall be held by the IOU in trust for DWR and remitted to
DWR as soon as reasonably practicable. Amounts paid to or by DWR pursuant to the force majeure clause shall not bear
interest.

DWR has the right under each Servicing Arrangement to request an audit, conducted by DWR, of each I0U’s
records and procedures.

The Servicing Arrangements include remittance procedures related to Cost Responsibility Surcharge revenues from
certain direct access, departing load and Community Choice Aggregation customers. For a discussion of direct access,
departing load, Community Choice Aggregation and the Cost Responsibility Surcharge, see “THE DWR POWER SUPPLY
PROGRAM - Direct Access, Departing Load and Community Choice Aggregation.”

Additional Information

Other important provisions are contained in the Servicing Arrangements, which are available as described under
“GENERAL INFORMATION.” For a description of the IOUs, see “THE DWR POWER SUPPLY PROGRAM — Customer
Base.”

Collection Experience

According to information provided by the IOUs to DWR, over the last five years each of the IOUs had uncollectible
amounts that averaged approximately 0.3% of its operating revenues. No IOU had uncollectible amounts that exceeded 0.4%
of operating revenues in any one year. Accordingly, DWR does not consider nonpayment by customers to be a material risk
to Bondholders. DWR considers such levels of uncollectible amounts in the calculation of DWR’s revenue requirements.
Under the Servicing Arrangements, risk of noncollection is to be borne proportionately by DWR and the IOUs.
Direct Access, Departing Load and Community Choice Aggregation

General

“Direct access” customers consist of retail electricity customers in the service areas of the IOUs who elect to

purchase electricity from other providers, as authorized under California law and CPUC decisions. These customers still
receive delivery of such power through the IOU distribution and/or transmission systems. ‘“Departing load” consists of load
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of retail electricity customers (i) who commence customer generation, (ii) whose load was projected to be served by an IOU,
but who are now receiving their electrical energy and transmission and/or distribution services from a publicly-owned utility
(a “POU™), or (iii) whose load has switched or switches service to other governmental entities as described in governing
CPUC decisions. “Community Choice Aggregation” refers to the ability of local governments and joint powers agencies
established by local governments within the service area of the IOUs to aggregate the power needs of their community and
purchase electricity on behalf of members of their community from alternative providers of electric service pursuant to
California Public Utilities Code Section 366.2. Regulatory actions, including the imposition of a Cost Responsibility
Surcharge on certain direct access, departing load and Community Choice Aggregation customers, have mitigated the risk
that direct access, departing load and Community Choice Aggregation will create revenue shortfalls and necessitate revised
revenue requirement submissions by DWR, as described below.

Cost Responsibility Surcharge

In a series of decisions, the CPUC has ordered certain classes of direct access, departing load, and Community
Choice Aggregation customers to pay the Cost Responsibility Surcharge related to historical stranded costs and ongoing
costs. The Cost Responsibility Surcharge includes a DWR Bond Charge component, which is assessed to pay debt service
and other Bond Related Costs associated with DWR’s bond issuances and an ongoing DWR power charge component, which
pays a portion of the above-market costs of the DWR power contracts. The CPUC has exempted certain categories of
customers from paying the DWR Bond Charge and/or ongoing DWR power charge components of the Cost Responsibility
Surcharge. See “THE DWR POWER SUPPLY PROGRAM - Categories of Customers Exempted from the Bond Charge.”

The Bond Charge component of the Cost Responsibility Surcharge is a charge imposed on electricity usage by these
direct access, departing load and Community Choice Aggregation customers by the CPUC in concert with the establishment
of Bond Charges on bundled customers. Cost Responsibility Surcharge revenues reduce the amount of Bond Charges that
must be imposed on bundled customers to recover Bond Related Costs. The payments by direct access load, departing load
and Community Choice Aggregation customers under the Cost Responsibility Surcharge and by bundled customers for Bond
Charges flow to DWR and are available, as applicable, for the payment of Bond Related Costs. See “RISK FACTORS —
Departing Load and Community Choice Aggregation.”

In Rulemaking 07-05-025, the CPUC adopted a final decision on December 1, 2011 to impose certain direct access
reforms. In its decision, the CPUC revised the methodology for the market price benchmark used to calculate direct access
customers’ cost responsibility necessary to maintain bundled customer indifference. Maintaining customer indifference
ensures that the remaining bundled customers are protected from any cost shifting and are economically indifferent as the
result of direct access customers leaving the system. This decision affects the level of the Cost Responsibility Surcharge paid
by direct access and departing load customers, and the amounts that remain as obligations of bundled customers. The revised
methodology (1) recognizes renewable resource attributes, (2) removes load-related costs incurred by the independent system
operator, (3) revises the total portfolio load profile calculation to better reflect time of use load variations, and (4) adopts
conforming changes in the temporary bundled service rate to be consistent with the changes adopted in the market price
benchmark calculation.

Direct Access

The Act provided for the suspension of the right of customers to purchase their power from energy providers other
than the IOUs and DWR, so long as DWR continued to provide power. The CPUC has granted existing direct access
accounts a limited degree of flexibility with respect to the direct access suspension. On February 11, 2004, the CPUC
approved Decision 04-02-024 which allows current direct access customers to increase load at one or more locations,
provided that the net load of the same customer does not increase within a utility’s service area. This provision is intended to
maintain the “standstill principle” approved in Decision 02-03-055, while accounting for “normal changes in business
operations.” In Decision 04-07-025, the CPUC clarified rules governing load growth for existing direct access accounts. In
addition, existing direct access customers may take bundled service from the applicable IOU for up to 60 days while
switching between electric service providers.

In 2007, the CPUC initiated a proceeding to consider whether, when or how the ability of bundled customers to
enter into new direct access contracts should be restored. On October 11, 2009, Senate Bill (SB) 695 was signed into law as
an urgency statute. SB 695 (2009) amended the Public Utilities Code to allow individual retail nonresidential end-use
customers to acquire electric service from other providers in each IOU service area, up to a maximum allowable limit. Except
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for this express authorization for increased direct access transactions under SB 695, the suspension of direct access remains
in effect.

On March 15, 2010, the CPUC issued Decision 10-03-022 which authorizes increases in the maximum direct access
load for each IOU service area, as specified in SB 695. The maximum load of allowable direct access volumes is established
for each IOU as the maximum total kWh supplied by all other providers to distribution customers of that IOU during any
sequential 12-month period between April 1, 1998 and the effective date of the section of the Public Utilities Code modified
by SB 695 (October 11, 2009), which increase in maximum load for each IOU service area is described in the following
table:

IOU Service area

PG&E SCE SDG&E
(GWh per (GWh per (GWh per
Calendar Year) Calendar Year) Calendar Year)

Direct Access Maximum Load

Permitted Pursuant to SB 695 9,520 11,710 3,562

Less Existing Direct Access

Load 5,574 7,764 3,100
Direct Access Additional Load

Allowance Pursuant to SB 695 3,946 3,946 462

The direct access maximum load authorized by the CPUC in Decision 10-03-022 would allow increases in the direct
access maximum load in PG&E’s service area of up to approximately 71%, in SCE’s service area of up to approximately
51% and in SDG&E’s service area of up to approximately 15%. The maximum amount of direct access load authorized by
Decision 10-03-022, if reached in all three service areas, would increase the percentage of total retail energy requirements in
the IOUs’ service areas attributable to direct access customers to approximately 13% in 2015." Decision 10-03-022 phases in
the additional load allowance shown in the preceding table over a four-year period that began on April 11, 2010. The amount
of the additional load allowance to be phased in during 2010 and 2011 was in each year 35% of each IOUs total additional
load allowance. Enrollment will be allowed for up to 90% of the room available under the load allowance cap in 2012 and
the remaining amount in 2013. At this time, PG&E, SCE and SDG&E have each received notices of intent to acquire electric
service from other providers for a sufficient amount of load to meet their respective 2010, 2011 and 2012 limits on additional
load allowance. The annual phase-in of the limits combined with the concurrent expiration of several long-term power
purchase contracts should result in limited impacts to the Power Charges attributable to the increased limits. Regardless of
the level of direct access participation within the IOU service areas, direct access customers are expected to be assessed Bond
Charges to the same extent as at present and DWR’s revenue requirements will be recovered in the same manner as has been
successfully implemented over the duration of the Power Supply Program. In 2014, the amount of Bond Charges collected
from direct access customers by PG&E was $47,849,750, by SCE was $57,818,407 and by SDG&E was $13,566,881. In
2013, the amount of Bond Charges collected from direct access customers by PG&E was $44,185,420, by SCE was
$53,847,095 and by SDG&E was $11,966,210. See “THE DWR POWER SUPPLY PROGRAM - Direct Access, Departing
Load and Community Choice Aggregation — Cost Responsibility Surcharge,” above.

On December 1, 2011, the CPUC issued Decision 11-12-018 to, among other things, revise the rules governing the
rights and obligations for switching between bundled and direct access service. The decision retained the existing six-month
advance notice requirements for switching, but reduced the requirement for three-year stay on bundled service to 18 months,
applicable to direct access customers seeking to return from bundled service to direct access service. The decision also
adopted provisions to meet the statutory financial security requirements applicable to Electric Service Providers (ESPs) to
cover the risk of an en masse involuntary return of ESP customers to bundled service.

" Derived from (i) estimates of total retail energy requirements for calendar year 2015 provided to DWR by the IOUs in May 2014 during
DWR’s process to determine its 2015 revenue requirements, and (ii) the maximum additional direct access loads allowed by CPUC
Decision 10-03-022. “Total retail energy requirements” refers to the sum of the energy requirements of bundled, direct access and CCA
requirements.
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Departing Load

Departing load generally includes “municipal departing load” and “customer generation departing load.” Municipal
departing load refers to load that transfers service from an IOU to a publicly owned utility (e.g., municipal utilities or
irrigation districts) or load that has never been served by an IOU but is located in territory that had previously been 10U
territory and had been annexed or otherwise expanded into by a POU. Departing load also includes load of retail electricity
customers whose load has switched or switches service to other governmental entities as described in governing CPUC
decisions. Customer generation departing load refers to that portion of a customer’s load for which the customer
discontinues or reduces purchase of IOU supplied electricity as a result of on-site electricity generation that does not rely on
the IOU’s distribution system. In 2015, DWR expects the total load within the IOU service areas from municipal departing
load and customer generation to be less than three percent of total retail sales in those areas. Unlike direct access, the growth
of municipal departing load and customer generation is not expressly limited by statute. However, to prevent cost shifting,
the CPUC has imposed a Cost Responsibility Surcharge on certain classes of municipal departing load and customer
generation customers similar to the Cost Responsibility Surcharge imposed upon certain direct access customers.

Since the IOUs do not serve departed municipal load customers, actual usage data is unknown by the IOU and
attempts to bill and collect the Cost Responsibility Surcharge by PG&E and SCE require additional procedures not used for
bundled customers. As a result, in some instances, the IOUs foresee significant non-payment and collection challenges in
attempting to bill and collect from these customers. The CPUC has expressly allowed the IOUs to enter bilateral agreements
with publicly-owned utilities (“POUs”) as an alternative to the municipal departing load tariff procedures applicable to the
billing and collection of the Cost Responsibility Surcharge and other charges.

As of December 31, 2014, SCE has finalized and entered into settlement agreements with six POUs. DWR has
received $7,852,800 of Bond Charges and $70,806 in Power Charges to date from SCE, representing lump sum amounts paid
under existing settlement agreements. As of December 31, 2014, PG&E has finalized and entered into settlement agreements
with five POUs. PG&E will continue to have non-settling municipal departing load customers. In 2013 and 2014, DWR
received $1,527,082 and $1,464,444 respectively of Bond Charges from all municipal departing load customers within
PG&E’s service area.  Several of the settlement agreements provide for installment payments over a period of time, and
DWR is not aware of any additional pending settlement agreements under which additional Bond Charges and Power
Charges would be remitted to DWR from PG&E. Unless expressly provided in the settlement agreements, after the payment
of these amounts, no additional Cost Responsibility Surcharge will be paid by the settling POUs. Non-settling municipal
departing load customers will continue to pay the Bond Charge component of the Cost Responsibility Surcharge.

These settlement agreements have been approved by the CPUC and payments thereunder are included in the
amounts in the preceding paragraph.

Currently, SDG&E does not have any municipal departing load customers. Since the IOUs do not serve departed
municipal load customers, there is a continuing risk that the IOUs will not be able to collect the Cost Responsibility
Surcharge from municipal departing load customers who are billed. Under the Servicing Arrangements, risk of partial
collection is to be borne proportionately between DWR and the IOUs. See “THE DWR POWER SUPPLY PROGRAM -
Collection of Revenues — Collection Experience.”

In its proceeding to establish the procedures for the IOUs to bill and collect the Cost Responsibility Surcharge from
customer generation departing load customers, the CPUC has granted a limited exemption from the Cost Responsibility
Surcharge to clean distributed generation. The exemption is available to clean distributed generation not exceeding one
megawatt and was extended to include the first megawatt of clean distributed generation from facilities with up to five
megawatts of capacity. In 2014, the aggregate Cost Responsibility Surcharge from customer generation departing load
collected by PG&E was $7,007,788, by SCE was $0 and by SDG&E was $987,049. 1In 2013, the aggregate Cost
Responsibility Surcharge from customer generation departing load collected by PG&E was $6,040,727 by SCE was $0 and
by SDG&E was $936,493. The amounts collected for customer generation departing load represented 0.89% and 0.82% of
total Bond Charges collected in 2014 and 2013, respectively.

Any amount of DWR’s revenue requirements not paid through the Cost Responsibility Surcharge by exempt
customer generation departing load or exempt or settling municipal departing load will be paid by other customers who are
responsible for Bond Charges or Power Charges. See “THE DWR POWER SUPPLY PROGRAM - Direct Access,
Departing Load and Community Choice Aggregation — Cost Responsibility Surcharge,” above.

29



Community Choice Aggregation

Community Choice Aggregation, authorized by legislation enacted in 2002 (“AB 117”), refers to the ability of a
city, county, or joint powers agency established by two or more cities and/or counties to aggregate all the electrical demand
of the residents, businesses and municipal users under its jurisdiction and to meet this demand from an alternative electricity
supplier, such as an independent electrical service provider. In the decision implementing AB 117, the CPUC has determined
that future Community Choice Aggregation customers shall pay charges (including DWR charges) intended to prevent cost
shifting to the bundled customers of the IOUs. For a description of the Cost Responsibility Surcharge see “THE DWR
POWER SUPPLY PROGRAM - Direct Access, Departing Load and Community Choice Aggregation — Cost Responsibility
Surcharge,” above.

Pursuant to AB 117, five entities have filed Community Choice Aggregation Implementation Plans with the CPUC.
The San Joaquin Valley Power Authority (“SJVPA”) filed an Implementation Plan with the CPUC in January 2007, Marin
Clean Energy (formerly the Marin Energy Authority) (“MCE”) filed an Implementation Plan with the CPUC in December
2009, the City and County of San Francisco filed an Implementation Plan (as “CleanPowerSF”) with the CPUC in March
2010, the Sonoma County Water Agency filed an Implementation Plan (as “Sonoma Clean Power”) with the CPUC in
August 2013 and Lancaster Community Choice Aggregation (“LCCA”) filed an Implementation plan with the CPUC in
September 2014. The SJVPA Implementation Plan was certified by the CPUC in May 2007, however, Community Choice
Aggregation implementation was suspended by SJVPA in June 2009. The CleanPowerSF Implementation Plan was certified
by the CPUC in May 2010 and in June 2013 the CPUC approved its updated Implementation Plan. The Sonoma Clean
Power Implementation Plan was certified by the CPUC in October 2013 and was registered as a Community Choice
Aggregator in January 2014. The LCCA Implementation Plan was certified by the CPUC in October 2014 and in February
2015 LCCA filed a revised Implementation Plan, which was certified by the CPUC in March 2015.

The initial MCE Implementation Plan was certified by the CPUC in February 2010. MCE Member (municipal)
accounts and a subset of residential, commercial and/or industrial accounts, comprising approximately 20 percent of MCE’s
total customer load, began service on May 7, 2010. MCE filed a Revised Implementation Plan, which included information
on additional members. The Revised Implementation Plan was certified by the CPUC in January 2012. In July 2012, MCE
filed a Revised Implementation Plan that reflected information pertaining to new members (the City of Richmond), and this
Revised Plan was certified by the CPUC in September 2012. Further, MCE filed an additional Revised Implementation Plan
in August 2012, which conformed to CPUC privacy rules. This Implementation Plan was certified by the CPUC in January
2013. On June 5, 2014, Napa County’s unincorporated area was approved as a new member in MCE, which could add
16,000 new customers. This MCE load had been, or is currently being, served by PG&E and will reduce the bundled load in
PG&E’s service area. In 2013 and 2014, the amount of Bond Charges collected from MCE customers by PG&E was
$4,807,462 and $8,242,243, respectively.

Sonoma Clean Power began offering retail electric service to its first 20,000 customers in May 2014. The cities of
Windsor, Cotati, Sebastopol, Santa Rosa, Cloverdale, Sonoma and all of the County’s unincorporated area elected to
participate while Petaluma and Rohnert Park have postponed participation. Sonoma Clean Power anticipates that most
customers in the participating cities will become eligible for service in 2015 and 2016.

Pursuant to LLCA’s revised Implementation Plan, LCCA will begin serving municipal load in May 2015, and all
residential, commercial and industrial load in October 2015.

Communities that are considering Community Choice Aggregation include San Diego, San Mateo, Victorville, San
Luis Obispo, the Monterey Bay Area, Berkeley (in cooperation with other cities located to the east of San Francisco Bay) and
Alameda County, on June 3, 2014, Alameda County approved a $1.3 million feasibility study to form a Joint Powers
Authority, a first step in forming a Community Choice Aggregator and on February 24, 2015, San Mateo County approved a
technical study to evaluate the establishment of a community choice aggregation program.

On October 8, 2011, SB 790 was enacted into law. SB 790, among other things, expands the types of entities that
could be Community Choice Aggregators to include the Kings River Conservation District, the Sonoma County Water
Agency and any California public agency possessing statutory authority to generate and deliver electricity at retail within its
jurisdiction.
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It is possible that Community Choice Aggregation could lead to substantial reductions in bundled sales volumes. In
the CPUC proceeding implementing AB 117 concerning Community Choice Aggregation, the CPUC established that the
Cost Responsibility Surcharge would be paid by Community Choice Aggregation customers and that the method for
calculating the Cost Responsibility Surcharge adopted for direct access and municipal departing load customers, as modified
by CPUC Decision 06-07-030, also would apply to Community Choice Aggregation customers.

Pursuant to Assembly Bill 80 (Public Utilities Code Section 366.1) and CPUC Decision 05-01-009, the City of
Cerritos (“Cerritos”), as owner of the Magnolia Power Project, was granted authority to act as a community aggregator within
the service area of SCE. Consistent with an agreement between Cerritos and SCE, the Cost Responsibility Surcharge paid by
Cerritos’ customers to SCE is the Cost Responsibility Surcharge applicable to Community Choice Aggregation customers.
The methodology for calculating Cerritos’ Cost Responsibility Surcharge was subsequently revised in CPUC Decision 07-04-
007 to reflect the revisions approved in Decision 06-07-030. The total Bond Charges paid by Cerritos and remitted to DWR
in 2013 and 2014 was $317,932 and $414,334, respectively

Categories of Customers Exempted From the Bond Charge

CPUC decisions relating to the implementation of the Bond Charge and the Cost Responsibility Surcharge and the
allocation of DWR charges among various classes of retail customers have exempted certain categories of customers and
other electric consumers from paying the Bond Charge or the Bond Charge component of the Cost Responsibility Surcharge.
Exempted customers and consumers include at least the following: (i) customers eligible for the California Alternate Rates
for Energy program of assistance to low-income electric customers; (ii) certain medical baseline residential customers who
require the use of a life support device (e.g., kidney dialysis machine or iron lung); (iii) certain direct access customers who
switched from IOU service to service by other providers on or before February 1, 2001; (iv) certain customers who departed
from IOU or direct access service to service by a POU or another governmental entity on or before February 1, 2001; (v)
certain customer generation departing load (subject to certain limitations on capacity in this category) that either (a) departed
from IOU service prior to February 1, 2001, (b) is served by an eligible biogas digester customer generator; or (c) is eligible
for net metering or financial incentives from the Commission’s self-generation program or financial incentives from the
California Energy Commission; (vi) certain PG&E customers that received preference power from the Western Area Power
Administration under a specified contract and have not received electric service from PG&E since February 1, 2001; and (vii)
electric consumers that physically disconnect from the electric grid.

DWR estimates that the load of these exempt customers and consumers currently constitutes approximately 13% of
total electric energy consumption within the IOU service areas.

Financing of the Power Supply Program
Prior Sources of Financing

The original sources of funding to initiate the Power Supply Program in 2001 included advances from the State’s
General Fund totaling approximately $6.1 billion (the “State Loan”), a loan from a consortium of commercial and investment
banks totaling $4.3 billion (the “Bank Loan”), and revenues from electricity sales. In 2002, DWR issued Bonds in the
aggregate principal amount of $11.263 billion to repay the State Loan and the Bank Loan, establish certain debt service
reserves and operating reserves, pay costs of obtaining credit enhancement and pay costs of issuance. In 2005, DWR issued
Bonds to refund certain Bonds issued in 2002. In 2008, DWR issued Bonds to refund certain Bonds issued in 2002 and 2005.
In 2010, DWR issued Bonds to refund certain Bonds issued in 2002, 2005 and 2008. In 2011, DWR issued Bonds to refund
certain Bonds issued in 2002. The Bonds issued in 2002, 2005, 2008, 2010 and 2011, are described in the following table.
All of the outstanding Bonds bear interest at a fixed rate. See “PLAN OF REFUNDING.”
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Power Supply Revenue Bonds

Qutstanding
Series Initial Principal Amount Principal Amount '

Series 2002A $ 6,313,500,000 --
Series 2002B 1,000,000,000 --
Series 2002C 2,750,000,000 --
Series 2002D 500,000,000 --
Series 2002E (Taxable) 700,000,000 -
Total Project Issuance $11,263,500,000 -
Series 2005F $ 759,400,000 $348,130,000
Series 2005G 1,834,600,000 173,000,000
Series 2008H 1,006,510,000 1,006,510,000
Series 20081 150,000,000 --
Series 2008J 330,000,000 --
Series 2008K 279,250,000 279,250,000
Series 2010L 2,992,540,000 2,447,285,000
Series 2010M 1,763,215,000 884,300,000
Series 2011N 959,565,000 804,775,000
Total Refunding Issuance $10,075,080,000 $5,943,250,000?

$518,880,000 of the Series 2008H Bonds and $293,640,000 of the Series 2010L Bonds are to be defeased with proceeds of the
Series 20150 Bonds and certain other amounts held under the Indenture. See “PLAN OF REFUNDING.”

As of April 29, 2015, after giving effect to the issuance of the Series 2015 Bonds and the application of the proceeds thereof and
of certain other amounts held under the Indenture as described herein, $5,896,575,000 of Bonds will remain outstanding. See
“PLAN OF REFUNDING.” On May 1, 2015, $618,120,000 currently on deposit in the Bond Charge Payment Account will be
applied to principal payments on certain Bonds (not including the Refunded Bonds) due on such date. As of May 1, 2015, after
giving effect to both the refunding of the Refunded Bonds as described herein and the principal payments on Bonds due on
May 1, 2015, $5,278,455,000 of Bonds will remain outstanding.”

Investments

Funds on deposit in the Electric Power Fund are not a borrowable resource for the State’s General Fund or
otherwise, and are currently invested in a combination of cash and cash equivalents, unsecured investment agreements and a
forward purchase agreement collateralized with U.S. Treasury securities. The following table details the Electric Power Fund
investments by account, as of February 28, 2015.

Electric Power Fund Investments as of February 28, 2015

Bond Charge
Administration, Operating Collection and Bond
Operating and Reserve Charge Payment Debt Service
Investment Accounts Account Accounts Reserve Account Totals

Cash and Cash

Equivalents ' $293,484,798 $2,450,269 $1,001,704,189 $618,725,595 $1,916,364,851
Investment

Agreements 2 - - - 200,000,000 200,000,000
Fwd. Purchase

Agreement * — - - 100,000,000 100,000,000
Totals $293,484,798 $2,450,269 $1,001,704,189 $918,725,595 $2,216,364,851

Cash and Cash Equivalents includes approximately $1.9 billion in SMIF (described below).
Investment agreement providers are Assured Guaranty Municipal Corp. and Royal Bank of Canada, New York Branch.

?  The forward purchase agreement provider is Merrill Lynch Capital Services, Inc.
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Of the approximately $2.216 billion in the Electric Power Fund as of February 28, 2015, approximately $1.9 billion
or approximately 86.5% was invested in the Surplus Money Investment Fund (“SMIF”). SMIF is comprised of moneys on
deposit in the State’s Centralized Treasury System for investment by the State Treasurer in the Pooled Money Investment
Account (the “PMIA”). As of February 28, 2015, the PMIA held approximately $37.6 billion of State moneys and $20.5
billion of moneys invested for about 2,506 local governmental entities through the Local Agency Investment Fund (the
“LAIF”). The assets of the PMIA as of February 28, 2015 are shown in the following table:

Analysis of the Pooled Money Investment Account Portfolio
(as of February 28, 2015)

Amount Percent of
Type of Security (in thousands) Total '

U.S. Treasury Bills and Notes..........cccceveeverriennne $29,401,002 50.63%
Commercial Paper..........cccoecvevieriierenienieneeneenne. 5,343,355 9.20
Certificates 0f DepOSit .......ccveveeeververiierieeieniienens 9,450,047 16.27
Federal Agency Securities ..........cceeerveniereernennen. 4,448,057 7.66
Bank NOtES.......oovvuviiiiiiiieeeeeeee e 500,000 0.86
Loans per Government Code ..........cceeeeeveeneeeeennen. 3,263,090 5.62
Time Deposits .....cceeveeuieieniieniieiieienie e 5,266,540 9.07
Other (International Bank for Reconstruction and
Development Bonds) ............cccevevuevevruevereierennnnn. 399,939 0.69

Total: $58,072,030 100%

' May not add due to rounding.
Source: State of California, Office of the State Treasurer.

The State’s treasury operations are managed in compliance with the California Government Code and according to a
statement of investment policy which sets forth permitted investment vehicles, liquidity parameters and maximum maturity
of investments. The PMIA operates with the oversight of the Pooled Money Investment Board (consisting of the State
Treasurer, the State Controller and the Director of Finance). The LAIF portion of the PMIA operates with the oversight of
the Local Agency Investment Advisory Board (consisting of the State Treasurer and four other appointed members).

The PMIA is not invested in, nor has it ever been invested in, Structured Investment Vehicles or Collateralized Debt
Obligations. The PMIA’s holdings are displayed quarterly on the State Treasurer’s website and may be accessed under
PMIB Quarterly Reports. The PMIA is not currently invested in auction rate securities.

The State Treasurer does not invest in leveraged products or inverse floating rate securities. The investment policy
permits the use of reverse repurchase agreements subject to limits of no more than 10 percent of the PMIA. All reverse
purchase agreements are cash matched either to maturity of the reinvestment or an adequately positive cash flow date which

is approximate to the maturity of the reinvestment.

The average life of the investment portfolio of the PMIA as of February 28, 2015 was 208 days.
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Annual Debt Service on the Bonds

The following table sets forth the projected annual debt service requirements on the Bonds, giving effect to the
issuance of the Series 20150 Bonds and the application of the proceeds thereof.

Annual Debt Service

2005F-3 and F-5, G-
4 and G-11, 2008H,

Year Ending 2008K, 2010L,

December 31 2010M and 2011N! 20150 Totals
2015 $870,170,951 $ 19,150,942 $889,321,894
2016 871,324,871 37,880,650 909,205,521
2017 856,353,145 37,880,650 894,233,795
2018 850,074,415 37,880,650 887,955,065
2019 850,077,413 37,880,650 887,958,063
2020 850,073,790 37,880,650 887,954,440
2021 519,847,262 346,067,700 865,914,962
2022 433,079,968 460,952,375 894,032,343

Totals® $6,101,001,815 $1,015,574,267 $7,116,576,082

Excludes debt service on the Refunded Bonds payable after May 1, 2015.
Totals may not add due to rounding.

Interest Rate Hedges

DWR has no existing agreements with interest rate swap providers; however, DWR may enter into future
agreements with interest rate swap providers to reduce the risk of interest rate volatility with respect to all or a portion of
Bonds, if any, bearing interest at variable rates, which agreements may constitute Parity Obligations. None of the
outstanding Bonds bear interest at variable rates and DWR has no current expectation of issuing additional Bonds bearing
interest at variable rates. Under DWR’s interest rate risk management policy currently in effect, as a general approach, DWR
will limit long term hedging contracts to counterparties with long-term ratings of double-A or better at the time such
agreement is entered into, and in no case will enter into interest rate swap agreements with counterparties with a long-term
rating lower than single-A.

The Indenture provides that the total amount of any termination payment by DWR under an interest rate swap
agreement would not be required to be paid by DWR faster than on a level amortization basis with quarterly payments over a
period ending no sooner than three years following the date of termination, with the first installment commencing no earlier
than six months after the date of termination; provided, however, that if DWR elects to terminate any interest rate swap at its
option, any termination payment shall be made as provided in the related interest rate swap agreement and may be funded
with proceeds of Bonds.

CALCULATION AND IMPOSITION OF BOND CHARGES
General

The primary revenues used for the payment of the Bonds and other Bond Related Costs are Bond Charge Revenues,
which constitute part of the Trust Estate securing the Bonds and are derived from Bond Charges. The Rate Agreement
requires the CPUC to impose Bond Charges sufficient to ensure that amounts on deposit in the Bond Charge Payment
Account are adequate to pay all Bond Related Costs as they come due. Bond Related Costs include Bond debt service,
Qualified Swap payments, credit enhancement and liquidity facilities charges, costs relating to other financial instruments
and servicing arrangements related to the Bonds, and when DWR no longer sells Power under the Act and Bonds remain
outstanding, Bond Servicing and Administrative Costs. See “SECURITY FOR THE BONDS — Bond Related Costs.” Bond
Charges are required to be imposed on all electric power sold to each bundled customer, whether that power is provided by
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DWR or by the IOUs and when DWR no longer purchases or sells electricity under the Power Supply Program outstanding
Bonds will remain secured by Bond Charge Revenues.

Additionally, in a series of decisions, the CPUC ordered certain classes of direct access, departing load, and
Community Choice Aggregation customers to pay the Cost Responsibility Surcharge related to historical stranded costs and
ongoing costs. The Cost Responsibility Surcharge includes a DWR Bond Charge component, which is assessed to pay debt
service and other Bond Related Costs associated with DWR’s bond issuances. The Bond Charge component of the Cost
Responsibility Surcharge is a charge imposed on electricity usage by direct access, departing load and Community Choice
Aggregation customers by the CPUC in concert with the establishment of Bond Charges on bundled customers. Cost
Responsibility Surcharge revenues reduce the amount of Bond Charges that must be imposed on bundled customers to
recover Bond Related Costs. The payments by direct access load, departing load and Community Choice Aggregation
customers under the Cost Responsibility Surcharge and by bundled customers for Bond Charges flow to DWR and are
available, as applicable, for the payment of Bond Related Costs. See “RISK FACTORS — Departing Load and Community
Choice Aggregation.” The CPUC has exempted certain categories of customers from paying the DWR Bond Charge
component of the Cost Responsibility Surcharge. See “THE DWR POWER SUPPLY PROGRAM - Categories of
Customers Exempted from the Bond Charge.”

Rate Agreement

The CPUC and DWR have entered into the Rate Agreement pursuant to the Act to facilitate the issuance of Bonds
and for the benefit of Bondholders and all other persons to whom DWR is obligated to pay Bond Related Costs (other than
Bond Servicing and Administrative Costs). The obligation of the CPUC to calculate, revise and impose Bond Charges is
irrevocable and cannot be amended. Other provisions of the Rate Agreement may be amended only by an amendment
approved by DWR and the CPUC. Under the Indenture, DWR has covenanted not to amend the Rate Agreement unless
DWR has determined that the amendment will not have a material adverse effect on the ability of DWR to comply with the
provisions of the Indenture.

In the Rate Agreement, the CPUC has covenanted and agreed to calculate, revise and impose from time to time,
Bond Charges sufficient to provide moneys so that the amounts available for deposit in the Bond Charge Payment Account
from time to time, together with amounts on deposit in the Bond Charge Payment Account, are at all times sufficient to pay
or provide for the payment of all Bond Related Costs when due in accordance with the “Financing Documents” (defined in
the Rate Agreement attached as Appendix D). The Rate Agreement provides that this covenant shall have the force and
effect of a “financing order” under the California Public Utilities Code and shall be irrevocable and enforceable in
accordance with its terms, including, without limitation, in circumstances in which DWR has breached its obligations under
the Rate Agreement or in respect of the Financing Documents. Under the California Public Utilities Code, a “financing
order” is binding upon the CPUC as it may be constituted from time to time, and the CPUC has no authority to rescind, alter
or amend its obligations thereunder. Under the Act, the rights, powers and duties of the CPUC may not be diminished or
impaired in a manner that would adversely affect the interests or rights of Bondholders. See, however, “RISK FACTORS —
Determination of Bond Charges — Application and Enforcement of CPUC’s Bond Charge Rate Covenant.”

In the Rate Agreement, the CPUC has also covenanted and agreed to calculate, revise and impose, from time to
time, Power Charges sufficient to provide moneys in the amounts and at the times necessary to satisfy DWR’s “Retail
Revenue Requirements” (defined in the Rate Agreement attached as Appendix D) as specified by DWR.

In the event of a failure of the CPUC to calculate and impose Bond Charges in accordance with the Rate Agreement,
the Rate Agreement is enforceable against the CPUC by the Co-Trustee under the Indenture 30 days after DWR has defaulted
under its obligations contained in the Financing Documents (as defined in the Rate Agreement) and failed to enforce the Rate
Agreement. The Rate Agreement imposes certain conditions to the exercise by the Co-Trustee of DWR’s rights under the
Rate Agreement.

The Rate Agreement specifies the actions to be taken by DWR and the timetable that the CPUC will use to calculate,
revise and impose Bond Charges. See “CALCULATION AND IMPOSITION OF BOND CHARGES — CPUC Actions to
Calculate, Revise and Impose Bond Charges.”

To enable the CPUC to set and adjust Bond Charges, the Rate Agreement requires DWR to periodically determine

and submit cost information and projections to the CPUC and to provide reports to the CPUC concerning fund balances
under the Indenture. See “CALCULATION AND IMPOSITION OF BOND CHARGES — DWR Actions to Establish
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Revenue Requirements.” The Rate Agreement specifies information that DWR will include with its Retail Revenue
Requirements.

Subject to certain conditions in the Rate Agreement, if DWR projects that within the next 120 days there will be
insufficient amounts on deposit in the Bond Charge Payment Account to make timely payment of Bond Related Costs, the
Rate Agreement requires DWR to submit to the CPUC a request that the CPUC increase Bond Charges, and the CPUC is
required to calculate and impose revised Bond Charges to pay such Bond Related Costs no later than 120 days from the date
following DWR’s request. See APPENDIX D — “RATE AGREEMENT.” The Rate Agreement further provides that, even
if DWR does not submit such a request, the CPUC is bound by its covenant to calculate, revise and impose Bond Charges, as
described above.

A decision approving the Rate Agreement was approved by the CPUC on February 21, 2002, and the Rate
Agreement was executed by the CPUC and DWR as of March 8, 2002. The decision approving the Rate Agreement is final
and unappealable under California law. A copy of the Rate Agreement is attached as Appendix D to this Official Statement.

Under the Indenture, DWR may not issue Bonds unless DWR and the CPUC have entered into a rate agreement
with respect to such Bonds. The Series 20150 Bonds and all other Bonds currently outstanding are entitled to the benefits of
the Rate Agreement attached as Appendix D.

Counsel to the CPUC and Bond Counsel will each deliver an opinion, in connection with the issuance of the Series
20150 Bonds, concerning the Rate Agreement, among other matters. See APPENDIX F — “PROPOSED FORM OF
OPINION OF BOND COUNSEL,” for a copy of the form of proposed opinion of Bond Counsel. Such opinions represent
expressions of professional judgment and not guarantees of result.

Substantive Considerations in Establishing Revenue Requirements

DWR’s revenue requirements have generally consisted of Bond Related Costs and Department Costs, which are to
be satisfied primarily by Bond Charge Revenues and Power Charge Revenues, respectively. Beginning in 2016, the
determination of revenue requirements for each year is expected to primarily consist of the determination of Bond Related
Costs.

Bond Related Costs and Bond Charge Revenues

Bond Related Costs include (a) debt service on the Bonds, (b) payments required to be made: (i) under agreements
with issuers of credit and liquidity facilities, including letters of credit, bond insurance, guarantees, debt service reserve fund
surety bonds, lines of credit, reimbursement agreements, and standby bond purchase agreements, (ii) under agreements
relating to other financial instruments entered into in connection with the Bonds, including but not limited to investment
agreements, hedges, interest rate swaps, caps, options and forward purchase agreements, (iii) under agreements relating to the
remarketing of Bonds and (iv) when DWR no longer sells Power under the Act and Bonds remain outstanding, to pay Bond
Servicing and Administrative Costs, (¢) deposits to the Debt Service Reserve Account, and (d) other costs as specified in the
Rate Agreement, attached as Appendix D. Bond Charge Revenues include (y) revenues from Bond Charges (including a
Bond Charge component of Cost Responsibility Surcharge revenues from certain direct access, departing load and
Community Choice Aggregation customers, as described in “THE DWR POWER SUPPLY PROGRAM - Direct Access,
Departing Load and Community Choice Aggregation”) and (z) interest earned on Bond Charge Account balances.

Department Costs and Power Charge Revenues

Department Costs generally include (1) costs associated with power supply (including natural gas supply) to be
delivered under DWR’s power contract; (2) gas collateral and/or hedging costs; (3) administrative and general expenses; and
(4) amounts required to maintain necessary Power Charge Account balances, including any amounts required to maintain
operating reserves as determined by DWR (see APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE
INDENTURE — Application and Flow of Funds”). Revenues to be used to pay Department Costs include all Revenues other
than Bond Charge Revenues and payments to DWR under Qualified Swaps relating to Bonds. Such Revenues to be used to
pay Department Costs include (a) Revenues from Power Charges (including Power Charge Revenues and Cost Responsibility
Surcharge revenues from certain direct access and departing load customers, as described in “THE DWR POWER SUPPLY
PROGRAM - Direct Access, Departing Load and Community Choice Aggregation”); (b) revenues from other power sales;
and (c) investment earnings on Power Charge Accounts.
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DWR Projections

In order to project Bond Related Costs for the applicable revenue requirement period, DWR determines the
aggregate amount of scheduled Bond principal and interest on fixed-rate Bonds becoming due during such period (generally
the calendar year), makes assumptions regarding variable interest rates (subject to certain minimum assumptions required by
the Indenture) and other Bond Related Costs, and determines the amounts required to be available to be transferred to the
Bond Charge Payment Account at the times required by, and otherwise in accordance with, the Indenture. See APPENDIX C
— “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE.”

In order to project Bond Charge Revenues and other Revenues, and in order to assist the CPUC and the IOUs in
determining the appropriate charges to produce such revenues, DWR makes projections regarding IOU retail customer load,
direct access, departing load, power supply, surplus energy sales, natural gas prices, administrative and general expenses and
other factors affecting DWR’s revenues and expenses.

The following is a description of certain of the principal considerations taken into account by DWR in determining
its revenue requirements. While the considerations described below are generally representative of DWR’s current practices
in calculating its revenue requirements, this description does not purport to be exhaustive. DWR currently engages
consultants to assist in the development and monitoring of DWR’s revenue requirements.

Bond Charge Collection Account and Bond Charge Payment Account

Under the Indenture, DWR is required to include in its revenue requirements amounts estimated to be sufficient to
cause the amount on deposit in the Bond Charge Collection Account, on the first Business Day of each month, to be at least
equal to the amounts projected to be required to be paid out of the Bond Charge Payment Account that month. All Bond
Charge Revenues are to be deposited in the Bond Charge Collection Account. On or before the last Business Day of each
month, DWR is required to transfer from the Bond Charge Collection Account to the Bond Charge Payment Account such
amount as is necessary to make the amount in the Bond Charge Payment Account sufficient to pay all Bond Related Costs
estimated to accrue or be due and payable during the next succeeding three calendar months. Interest accruing on unhedged
Variable Rate Bonds during any future period is required by the Indenture to be, and currently is, assumed to accrue at a rate
equal to the greater of (a) 130 percent of the highest average interest rate on such Variable Rate Bonds in any calendar month
during the twelve (12) calendar months ending with the month preceding the date of calculation, or such shorter period that
such Variable Rate Bonds shall have been outstanding, or (b) 4.0 percent.

Debt Service Reserve Account

In determining its revenue requirements, DWR includes any amounts necessary to maintain in the Debt Service
Reserve Account an amount equal to the “Debt Service Reserve Requirement.” The Debt Service Reserve Requirement is an
amount equal to maximum aggregate annual debt service on all outstanding Bonds, determined in accordance with the
Indenture. For purposes of calculating the amount of the Debt Service Reserve Requirement from time to time, interest
accruing on unhedged Variable Rate Bonds during any future period is assumed to accrue at a rate equal to the greater of (a)
130 percent of the highest average interest rate on such Variable Rate Bonds in any calendar month during the twelve (12)
calendar months ending with the month preceding the date of calculation, or such shorter period that such Variable Rate
Bonds shall have been outstanding, or (b) 4.0 percent.

Retail Load, Direct Access and Departing Load Projections

DWR generally bases its estimates of retail load, direct access and departing load within each IOU’s service area on
the applicable IOU’s data and forecasts.

Administrative Cost Projections

DWR’s general and administrative cost projections include estimates for consulting services for development and
monitoring of its revenue requirements, litigation support, and financial advisory services.
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Certain of DWR’s general and administrative costs are subject to State budget appropriations, although they are paid
by DWR and are part of the Retail Revenue Requirements. These costs include labor and benefits, professional services
costs and pro rata charges for services provided to the Power Supply Program by other State agencies. Costs subject to
budget appropriations are subject to the State budget process, which can involve delays.

Extraordinary Considerations

DWR takes into account settlement amounts and other benefits under settlement agreements with various litigants
either only when received or when placed into escrow with only ministerial conditions to be met prior to receipt by DWR.
See “LITIGATION AND ADMINISTRATIVE PROCEEDINGS.”

Operating Account and Bond Payment Account — Operating Expenses

Through the end of 2015 the Power Supply Program operating expenses (including to the extent applicable Bond
Servicing and Administrative Costs that would otherwise by paid from the Bond Charge Payment Account) are expected to
be paid from Power Charge Revenues, Direct Access Power Charge Revenues, other Revenues (not including Bond Charge
Revenues) and amounts on deposit in the Operating Account. When DWR no longer sells Power under the Act and Bonds
remain outstanding, Bond Servicing and Administrative Costs will be included as a component of the Bond Related Costs
recovered through the imposition of Bond Charges and paid from Bond Charge Revenues held in the Bond Charge Payment
Account. See “DWR’S ROLE AS POWER SUPPLIER UNDER POWER SUPPLY PROGRAM ENDING,” “SECURITY
FOR THE BONDS — Bond Related Costs” and APPENDIX C — “SUMMARY OF CERTAIN PROVISIONS OF THE
INDENTURE — Application and Flow of Funds.”

DWR Actions to Establish Revenue Requirements
Overview of the Rate Agreement

To enable the CPUC to set Bond Charges and Power Charges, the Rate Agreement requires DWR to periodically
determine and submit to the CPUC the amount of DWR’s Retail Revenue Requirements and information concerning Bond
Related Costs. The Rate Agreement defines “Retail Revenue Requirements” as the amount of Department Costs that are to
be recovered from Power Charges imposed by the CPUC from time to time. “Department Costs” means all amounts that
DWR is entitled under the Act to recover (other than Bond Related Costs recovered from Bond Charges).

The Rate Agreement requires DWR, at least annually, and more frequently as deemed reasonably necessary or
appropriate by DWR or the CPUC, to review, determine and revise its Retail Revenue Requirements and promptly to notify
the CPUC following any determination or revision of DWR’s Retail Revenue Requirements. The Rate Agreement also
requires DWR to revise and communicate to the CPUC its Retail Revenue Requirements within 20 days of DWR projecting
that within 120 days: (i) there will be less than the Operating Reserve Account Requirement in the Operating Reserve
Account; or (ii) moneys in the Debt Service Reserve Account will be used to pay Bond Related Costs. DWR is also required
by the Rate Agreement to revise and communicate to the CPUC within three business days its Retail Revenue Requirements
in the event of a withdrawal from the Bond Charge Collection Account to pay Department Costs or in the event of a
withdrawal from the Operating Reserve Account or the Debt Service Reserve Account such that the amount in either such
account is less than the amount required by the Indenture or any other financing document.

The Rate Agreement also requires DWR to provide monthly reports to the CPUC concerning DWR’s receipts and
costs in a form that permits comparison to Retail Revenue Requirement projections. The CPUC may also require DWR to
submit revised Retail Revenue Requirements. If DWR has complied with its obligations under the Rate Agreement, the
CPUC is required to impose revised Bond Charges and Power Charges, as appropriate and necessary, no later than 120 days
following the filing with the CPUC of DWR’s request that the CPUC take such action.

DWR has covenanted in the Rate Agreement that, upon the request of the CPUC, DWR will participate in any
CPUC proceedings, including providing witnesses, attending public hearings and providing any other materials necessary to
facilitate the CPUC’s completion of its proceedings in connection with the establishment of Power Charges or Bond Charges
by the CPUC.
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Once the KRCD Contract expires or terminates, (i) the Power Charges and the component of the Cost Responsibility
Surcharge related to Power Charge Revenues will no longer apply to any power deliveries to rate payers and (ii) commencing
with the 2016 Revenue Requirement DWR will no longer be determining the Retail Revenue Requirements. DWR expects
to receive all or substantially all of the final Power Charge Revenues and Direct Access Power Charge Revenues to be
collected from rate payers pursuant to the Servicing Arrangements by the end of 2015. Once the final Power Charge
Revenues and Direct Access Power Charge Revenues to be collected from rate payers pursuant to the Servicing
Arrangements are received by DWR, DWR expects virtually all of the Revenues it receives will be Bond Charge Revenues
that will flow through the Bond Charge Accounts, except for amounts, if any, yet to be received by DWR from claims related
to power purchases by DWR under the Power Supply Program, which amounts, together with investment earnings on
amounts in the Power Charge Accounts, are expected to be the only amounts that will be deposited in the Power Charge
Accounts.

Just and Reasonable Requirement

In a lawsuit filed by PG&E in 2001, protesting certain aspects of DWR’s determination of its 2002 revenue
requirement, a California Court of Appeal decided that while DWR is required by the Act to determine that its costs are just
and reasonable, it is not required to treat each revenue requirement as a regulation under the California Administrative
Procedures Act, or otherwise follow any specific Administrative Procedures Act process in determining its revenue
requirements. Neither party appealed that decision.

In June 2002, DWR adopted regulations establishing a procedure for public participation in the determination of its
revenue requirements and establishing a standard for determining that costs included in its revenue requirements are just and
reasonable. See Title 23, Division 2, Chapter 4, Sections 510-517 of the California Code of Regulations (the “Revenue
Requirement Regulations”). The Revenue Requirement Regulations require DWR to provide to interested parties an
opportunity to submit comments on each proposed determination made by DWR. Under the Revenue Requirement
Regulations, the time for comment by interested parties on a proposed revenue requirement determination and the bases
therefor will normally be at least 21 calendar days, but may be shorter in circumstances in which a shorter period is deemed
reasonably necessary by DWR, including those circumstances in which the Rate Agreement requires revised revenue
requirements to be communicated to the CPUC within a shorter period. If DWR adds significant additional material as the
basis for its determination of its revenue requirements, the Revenue Requirement Regulations require DWR to allow a
reasonable period of time for public comment on the additional material.

The Revenue Requirement Regulations state that to protect ratepayer interests, the record of the determination must
demonstrate by substantial evidence that the revenue requirement is just and reasonable, considering the circumstances
existing or projected to exist at the respective times of DWR’s decisions concerning whether to incur the costs comprising
such revenue requirement, and the factors which under the Act are relevant to such determination and such decisions,
including but not limited to the following express provisions of the Act:

e  The development and operation of the Power Supply Program as provided in the Act is in all respects for the
welfare and the benefit of the people of the State, to protect the public peace, health, and safety, and constitutes
an essential governmental purpose;

e DWR must, at least annually, and more frequently as required, establish and revise revenue requirements
sufficient, together with any moneys on deposit in the Electric Power Fund, to provide for all of the costs listed
in section 80134(a) of the Act (including but not limited to the amounts necessary to pay debt service on bonds
(including the Bonds), the amounts necessary to pay for power purchased by DWR, reserves in such amount as
may be determined by DWR to be necessary or desirable and DWR’s administrative costs); and

e  Obligations of DWR authorized by the Act shall be payable solely from the Electric Power Fund.

In a lawsuit filed by PG&E in 2002, protesting DWR’s determination of its 2003 revenue requirements, the Superior
Court determined that although DWR was not required by statute to adopt regulations concerning the revenue requirement
process, having adopted such regulations, DWR is required to follow them. In that case, the court decided that DWR had not
allowed adequate time for review and comment on significant additional material added by DWR to the record of the
proceedings. Neither party appealed that decision. DWR reopened its revenue requirement proceedings in order to allow
additional time for review and comment by interested parties.
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Actions taken by DWR under the Revenue Requirement Regulations are subject to judicial review in State court.
Any such court proceedings could delay consideration of DWR’s revenue requirements or result in a judicial determination
that less than all of DWR’s costs are just and reasonable. See “RISK FACTORS — Determination of Bond Charges.”

Proceedings under Revenue Requirement Regulations

DWR has followed the procedures set forth in the Revenue Requirements Regulations with respect to each of its
revenue requirement determinations since the redetermination of its 2003 revenue requirements as described above, and has
determined that each such revenue requirement was just and reasonable. The 2015 Revised Revenue Requirement
Determination is available on DWR’s website.

DWR determined that its 2015 revenue requirements are just and reasonable because they comport with DWR’s
statutory responsibilities, accurately reflect lawfully incurred costs, do not over-collect, and contain costs that are reasonable
given the circumstances under which they were incurred. DWR believes, for those and other reasons, that DWR would
prevail in legal proceedings, if any, that may be brought to force a judicial review of DWR’s determination. DWR also
believes that with the availability of the substantial reserves described under “SECURITY FOR THE BONDS,” the pendency
of any such proceedings will not disrupt the cash flow for the Power Supply Program to an extent that would prevent DWR
from paying scheduled debt service on the Bonds. However, if such proceedings resulted in the recovery by DWR of less
than all of DWR’s actual costs, the ability of DWR to pay debt service on the Bonds could be adversely affected. See “RISK
FACTORS — Determination of Bond Charges.”

CPUC Actions to Calculate, Revise and Impose Bond Charges

The CPUC has authority under the Rate Agreement to set charges to recover DWR’s costs. The CPUC also has the
authority to establish the procedures that it will use to set electric charges, and to allocate charges among service areas and
electric customers.

Eligible parties may apply for rehearing of any CPUC order. Under California law, applications for rehearing of any
CPUC order or decision construing, applying, or implementing the provisions of the Act that (1) relates to the determination
or implementation of DWR’s revenue requirements, or the establishment or implementation of Bond Charges or Power
Charges, or (2) in the sole determination of DWR, the expedited review of the CPUC order or decision is necessary or
desirable for the maintenance of any credit ratings on any Bonds or for DWR to meet its obligations with respect to the
Bonds, must be filed within 10 days after the date of mailing of the order or decision. The CPUC is required to issue its
decision and order on rehearing within 210 days after the filing of the application for rehearing.

A court challenge to a CPUC decision on rehearing subject to the expedited procedures described in the preceding
paragraph is made by filing a petition for writ of review with the California Supreme Court. The petition for writ of review is
time-barred unless it is filed within 30 days after the CPUC mails an order denying rehearing, or, if the CPUC grants
rehearing, within 30 days after the CPUC mails its decision on rehearing. The challenge is limited to issues specifically
raised in an application for rehearing. The Court may either summarily deny the petition for writ of review or it may grant
the petition, in which case there may be oral argument and the Court issues a written opinion.

The California Public Utilities Code provides that orders of the CPUC that have become final and unappealable are
conclusive in all collateral actions or proceedings. The California Public Utilities Code prohibits California courts from
seeking to review or change a final and unappealable CPUC order. The CPUC order authorizing the Rate Agreement and the
CPUC order adopted on March 10, 2011 related to the 2011 Operating Orders and the 2011 Servicing Orders are final and
unappealable. The CPUC approved an amendment to modify the SDG&E Operating Order in its Decision 11-08-007. At
this time, there are no pending amendments to the Operating and Servicing Orders with the IOUs.

Revenue Requirements
General
DWR determines, and as appropriate revises, its revenue requirements for each calendar year (each a “revenue

requirement period”) consistent with the requirements of Section 80110 and 80134 of the California Water Code, the Rate
Agreement and the Revenue Requirement Regulations and provides information consistent with the requirements of Section
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80134 of the California Water Code, the Rate Agreement and such regulations at least annually, and more frequently as
deemed reasonably necessary or appropriate by DWR or the CPUC.

DWR may revise its determination of revenue requirements for a revenue requirement period prior to or during such
period due to significant or material changes in the California energy market including, but not limited to, changes in
forecasted fuel cost, DWR’s associated obligations and results of operations, and other events that materially affect the
sufficiency of amounts held, or projected to be held, in the Power Charge Accounts or the Bond Charge Accounts.

Each new revenue requirement determination builds, to the extent necessary or appropriate, on the various preceding
determinations. In all cases, the CPUC has imposed Bond Charges and Power Charges, as appropriate and necessary on a
timely basis.

DWR has provided annual revenue requirement determinations to the CPUC beginning with the 2001 and 2002
revenue requirement. In April of each year DWR begins the process for determining the revenue requirements for the
succeeding calendar year. In June of each year DWR, using information obtained from the IOUs coupled with DWR’s
analytical and forecasting efforts, issues a Proposed Revenue Requirement Determination for the following calendar year and
notifies the CPUC of such determination pursuant to the Rate Agreement. In August of each year, after a public comment
period following the release of the proposed Determination, and after incorporating any changes to such proposed
Determination based on comments provided, DWR submits a final Determination of Revenue Requirements for the following
year to the CPUC. After submitting its final Determination of Revenue Requirements for such year to the CPUC, DWR
reviews certain matters relating to that Determination, including, but not limited to, operating results of the Electric Power
Fund through September 30 of that year and an updated natural gas price forecast, and revises such Determination. After a
public comment period following the release of a Proposed Revised Revenue Requirement Determination, and after
incorporating any changes based on comments provided, DWR submits its Final Revised Revenue Requirement
Determination to the CPUC in October of that year, so that new charges can be approved by the CPUC in December of that
year and imposed on IOU customers starting on January 1 of the applicable revenue requirement year.

2015 Revenue Requirement

In April 2014, DWR began the process for determining its 2015 revenue requirement. On June 26, 2014, using
information obtained from the IOUs coupled with DWR’s analytical and forecasting efforts, DWR issued its Proposed
Revenue Requirement Determination for the period of January 1, 2015 through December 31, 2015 and notified the CPUC of
DWR’s revenue requirements consistent with the Rate Agreement. SDG&E submitted comments on its 2015 Proposed
Revenue Requirement Determination. On August 21, 2014, DWR submitted its 2015 revenue requirement to the CPUC for
allocation to customers in the IOU service areas. DWR reviewed certain matters relating to that Determination, including,
but not limited to, operating results of the Electric Power Fund through September 30, 2014 and an updated natural gas price
forecast, and revises this Determination accordingly. After a public comment period following the release of a revised
Determination, and after incorporating any changes to its Determination based on comments provided, DWR submitted its
2015 Final Revised Revenue Requirement Determination to the CPUC on October 23, 2014, and new charges were approved
in December 2014 and imposed on IOU customers starting on January, 1, 2015.

During 2015, DWR projects that it will incur the following power procurement-related Costs: (a) $5 million under
the KRCD Contract and (b) $15 million in administrative and general expenses. In addition, DWR expects to return to retail
customer $298 million in Excess Amounts (as that term is defined in the Indenture), which together with the projected Costs
totals $314 million. DWR projects that $312 million will be released from the Power Charge Accounts (including operating
reserves), leaving a projected revenue requirement of $2 million, less than $1 million of which is projected to be paid from
interest earned on Power Charge Account balances and $2 million of which is projected to be paid from Power Charge
Revenues (including the Power Charge component of the Cost Responsibility Surcharge).

During 2015, DWR projects that it will incur $890 million in Bond Related Costs for debt service on the Bonds. $9
million is projected to be released due to changes in Bond Charge Account balances, resulting in total Bond Charge Account
expenses of $900 million (this total does not add due to rounding), $19 million of which is projected to be paid from interest
earned on Bond Charge Account balances and $881 million of which is projected to be paid from Bond Charge Revenues
(including the Bond Charge component of the Cost Responsibility Surcharge).
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LITIGATION AND ADMINISTRATIVE PROCEEDINGS

No litigation is pending or threatened against DWR, nor is DWR a party in any administrative proceeding pending
before any administrative body, nor is any administrative proceeding pending before DWR, which (i) seeks to restrain or
enjoin the sale or delivery of the Series 20150 Bonds or the performance by DWR of the purchase contract for the Series
20150 Bonds, (ii) challenges the constitutionality, validity or enforceability of the Indenture, the pledge of the Trust Estate,
the Rate Agreement or any other document or approval necessary to the issuance of the Series 20150 Bonds, (iii) challenges
the existence, organization or powers of DWR to adopt, execute and deliver the Indenture or the Rate Agreement or perform
DWR’s obligations under the Indenture or under the Rate Agreement, or (iv) challenges the constitutionality or validity of the
Act or the powers of DWR thereunder.

Certain pending legal and administrative proceedings involving DWR or affecting DWR’s Power Supply Program
are summarized below. See also “CALCULATION AND IMPOSITION OF BOND CHARGES” and “RISK FACTORS —
Determination of Bond Charges.”

California Refund Proceedings

The western energy crisis in 2000 and 2001 spawned multiple proceedings at FERC and in federal courts to obtain
relief from unjust and unreasonable rates charged by sellers of power during the 2000-2001 energy crisis. Since
commencement of those proceedings, DWR, other state parties, and the IOUs have entered into more than 55 settlements to
resolve their energy crisis claims. As a result of those settlements, DWR has resolved the vast majority of its refund claims
for spot and short term purchases it made in the California and western energy markets during the 2000-2001 energy crisis.
Funds received by DWR pursuant to those settlements are used by DWR to reduce amounts which contribute to its revenue
requirements. Under certain FERC orders related to the 2000-2001 energy crisis, DWR both owes refunds (on the energy it
sold to the with California Independent System Operator (“CAISO”)) and is entitled to refunds (on the energy that the
CAISO purchased but DWR paid for); DWR expects the effect of offsetting the two on any remaining claims will be that
DWR would receive refunds.

Although DWR has settled the vast majority of its refund claims for spot and short term energy purchases during the
crisis, claims in excess of $400 million, exclusive of interest and certain unmatured claims, remain unresolved. In view of
the uncertainties inherent in litigation, it is not possible to predict with any reasonable degree of certainty the amount of
refunds and interest DWR ultimately will recover from these claims, if any. Any refunds received by DWR will constitute
Revenues to be deposited in the Operating Account and may constitute Excess Amounts under the Indenture. See
APPENDIX C - “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Application and Flow of Funds” for
a description of the application of Excess Amounts. The return of any Excess Amounts by DWR will have no effect on the
collection of Bond Charge Revenues as described in this Official Statement.

RISK FACTORS
General

This section of the Official Statement describes certain risk factors that may affect the payment of and security for
the Bonds. Potential investors should consider, among other matters, these risk factors in connection with any purchase of
the Series 20150 Bonds. The following discussion is not meant to present an exhaustive list of the risks associated with the
purchase of any Series 20150 Bonds (and other considerations that may be relevant to particular investors) and does not
necessarily reflect the relative importance of the various risks. Potential investors are advised to consider the following
factors, along with all other information contained or incorporated by reference in this Official Statement, in evaluating
whether to purchase the Series 20150 Bonds.

Failure of Assumptions in Calculating Revenue Requirements

As explained above under “CALCULATION AND IMPOSITION OF BOND CHARGES - Substantive
Considerations in Establishing Revenue Requirements” DWR makes a number of assumptions in determining its revenue
requirements from time to time. A failure of any such assumptions could result in the insufficiency of Bond Charges to pay
Bond Related Costs when due. In the event of such an insufficiency, the payment of debt service on the Bonds when due
may be dependent on the ability of DWR to obtain increases in Bond Charges, the adequacy of minimum balances in the
Bond Charge Collection Account, the Bond Charge Payment Account and the Debt Service Reserve Account, or both. For a
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discussion of minimum balances in funds and accounts, see “SECURITY FOR THE BONDS” and APPENDIX C —
“SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Application and Flow of Funds.” For a discussion of
the process to obtain revised Bond Charges, see “CALCULATION AND IMPOSITION OF BOND CHARGES.”

Determination of Bond Charges
Legal Challenges to Revenue Requirement Determinations

DWR'’s Bond Related Costs (including debt service on the Bonds) and certain Power Supply Program operating
expenses are payable primarily from Bond Charges. See “SECURITY FOR THE BONDS — Bond Related Costs.” Bond
Charges are established through an administrative process and, as part of that process, are subject to administrative and legal
challenges by third parties. DWR believes that the possibility is remote that DWR would be prevented, as a result of any
such challenges and the other circumstances described below, from paying debt service on the Bonds and other Bond Related
Costs when due. There can be no guarantee, however, that such circumstances would not materially and adversely affect the
ability of DWR to pay debt service on the Bonds and other Bond Related Costs when due.

In prior DWR revenue requirement proceedings, certain of the IOUs and other parties have asserted, among other
things, that DWR’s administrative revenue requirement process did not comply with the requirements of the Revenue
Requirement Regulations, that DWR did not provide adequate support and justification for its determinations that its revenue
requirements are “just and reasonable,” and that certain of DWR’s costs included in its revenue requirements are not “just
and reasonable.” In the future, the IOUs or other parties could again challenge DWR’s revenue requirements and its “just
and reasonable” determinations.

Application and Enforcement of CPUC’s Bond Charge Rate Covenant

Under the Rate Agreement, the CPUC has covenanted to calculate, revise and impose from time to time, Bond
Charges sufficient to provide moneys so that amounts available for deposit in the Bond Charge Payment Account under the
Indenture from time to time, together with amounts on deposit in the Bond Charge Payment Account, are at all times
sufficient to pay or provide for the payment of debt service on the Bonds and all other Bond Related Costs when due in
accordance with the Indenture and other financing documents (the “CPUC’s Bond Charge Rate Covenant”). The Rate
Agreement provides that this covenant shall have the force and effect of a “financing order” under the California Public
Utilities Code and shall be irrevocable and enforceable in accordance with its terms, including, without limitation, in
circumstances in which DWR has breached its obligations under the Rate Agreement or in respect of the Financing
Documents. The CPUC decision approving the Rate Agreement is final and unappealable under California law. Under the
California Public Utilities Code, a “financing order” is binding upon the CPUC as it may be constituted from time to time,
and the CPUC shall have no authority to rescind, alter or amend its obligations thereunder. Under the Act, the rights, powers
and duties of the CPUC may not be diminished or impaired in a manner that would adversely affect the interests or rights of
Bondholders. See “SECURITY FOR THE BONDS — Bond Related Costs” and “Rate Covenants” and “CALCULATION
AND IMPOSITION OF BOND CHARGES — Rate Agreement.”

Under the Indenture, DWR is obligated to “take such actions as shall be necessary and available to enforce all of the
obligations required to be performed under [the] Rate Agreement by the [CPUC].” See APPENDIX C - “SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE - Protection of Security.”

However, any case involving interpretation or enforcement of the Rate Agreement would be the first case
considering certain of the relevant legal questions under California law. Despite the terms of the Rate Agreement, it is
possible that a court might, if asked to order the CPUC to comply with the CPUC’s Bond Charge Rate Covenant, decline to
give effect to the Rate Agreement in accordance with its literal terms if so giving effect to the Rate Agreement would permit
the recovery by DWR of power or bond costs that had been determined previously (in a legal challenge against DWR) not to
be “just and reasonable.” Any such court action could adversely affect the amount of revenues, including Bond Charge
Revenues, available for the payment of the Bonds.

DWR’s Assessment of These Risks
DWR believes, in light of (i) its determination that the costs included in its various revenue requirements are “just

and reasonable,” (ii) the provisions of the Act to the effect that DWR is entitled to recover, as a revenue requirement,
amounts and at the times necessary to enable it to pay the costs listed in the Act, including debt service on bonds, power
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purchase costs, reserves determined by DWR to be appropriate and DWR administrative costs, (iii) the provisions of the
Revenue Requirement Regulations incorporating those provisions of the Act into the factors to be considered in determining
whether DWR’s revenue requirements are just and reasonable, (iv) the operating reserves established under the Indenture, (v)
the CPUC’s Bond Charge Rate Covenant, and (vi) the debt service reserves established under the Indenture, that the
possibility is remote that DWR would be prevented, as a result of the circumstances described above, from paying debt
service on the Bonds and other Bond Related Costs when due. There can be no guarantee, however, that a court action as
described in the immediately preceding subsection would not materially and adversely affect the ability of DWR to pay debt
service on the Bonds and other Bond Related Costs when due.

Collection of Bond Charges

DWR does not have the personnel, equipment or customer information necessary to bill and collect Bond Charges
from customers as described under “THE DWR POWER SUPPLY PROGRAM - Collection of Revenues — Summary of
Servicing Arrangements” and is dependent upon the IOUs to provide such services pursuant to the Servicing Arrangements.
DWR believes there are no alternate servicers currently available, that alternate servicers may not be available in the future,
and that it may not be feasible for any such servicers to perform effectively the services provided by the IOUs pursuant to the
Servicing Arrangements. Moreover, even if an acceptable alternate servicer were identified, the transfer of responsibilities
under a Servicing Arrangement also would require regulatory approval from the CPUC, which might not be granted or which
could result in additional delay. Accordingly, if one or more IOUs fails to perform or is excused by a court from performing
under the Servicing Arrangements, DWR could experience a substantial delay in obtaining, or be unable to obtain,
replacement services from an alternate source. A bankruptcy of an IOU could also lead to termination of its Servicing
Agreement (see “Bankruptcy Risks — Potential Rejection of or Other Disruption of Servicing Arrangements” below). Any
such problems could adversely affect the cash flow for the Power Supply Program and, ultimately, the ability of DWR to pay
debt service on the Bonds. See “SECURITY FOR THE BONDS — Accounts and Flow of Funds under the Indenture” for
information concerning the debt service reserve account established and required to be maintained under the Indenture to
mitigate the impact of any cash flow shortfalls.

Bankruptcy Risks
Effect of IOU Bankruptcy on Remittance to DWR of Revenues From Bond Charges

DWR believes that all revenues from Bond Charges are the property of DWR and held in trust for DWR by the
IOUs for purposes of California law and federal bankruptcy law. The Rate Agreement and the Act provide that Bond
Charges are the property of DWR for all purposes under California law. The CPUC order authorizing the Rate Agreement is
final and unappealable under California law.

It is possible that a bankrupt IOU could claim that the revenues collected by it for Bond Charges are property of its
bankruptcy estate and are not held in trust for the benefit of DWR and could refuse to remit such revenues to DWR. PG&E,
which emerged from Chapter 11 bankruptcy protection in 2003, did not make such a claim in its bankruptcy proceeding.
Nonetheless, an IOU could assert an equitable and legal interest in the Bond Charges and DWR can give no assurance as to
whether or how long DWR or its creditors would be prevented from exercising their rights under relevant documents until the
validity of such assertions are finally determined. DWR could be subject to a temporary restraining order, preliminary
injunction or other interim relief affording delay pending a determination of the merits of an IOU’s assertion. DWR revenues
that are in possession of the IOU at the time of commencement of a bankruptcy case that have been commingled with
property of the IOU could be treated as part of the IOU’s bankruptcy estate. Finally, if revenues from Bond Charges were
ultimately to be determined by a bankruptcy court to be property of an IOU’s bankruptcy estate and not held in trust on
behalf of DWR, DWR’s efforts to collect such revenues might result in costly and time-consuming litigation.

Potential Rejection of or Other Disruption of Servicing Arrangements

As explained above under “Collection of Bond Charges,” DWR’s ability to collect Bond Charges is dependent on
the IOUs acting in their capacities as servicers under the Servicing Arrangements. In the event of bankruptcy proceedings
with respect to an IOU, the bankrupt IOU could move to reject its Servicing Agreement pursuant to the Bankruptcy Code.
This rejection would require the approval of the bankruptcy court, and DWR and the CPUC could raise objections to such
rejection. A successful rejection of the IOU’s Servicing Arrangement could result in DWR and the CPUC being unable to
require the IOU to continue to collect and remit Bond Charges to DWR (or to provide any other services) under the Servicing
Arrangement after the date of rejection. The CPUC is required under the Act to order the IOU to provide such services upon
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request of DWR in the event the IOU’s Servicing Arrangement is rejected by an IOU in bankruptcy. The currently effective
Servicing Arrangements are all servicing orders issued by the CPUC. Although a bankrupt IOU subjected to a servicing
order in this manner could challenge that order, either in its bankruptcy proceedings or under State law, DWR believes that
the possibility is remote that such challenge would be successful or that the billing, collection and remittance of Bond
Charges would be materially disrupted by such challenge.

A bankrupt IOU subject to a servicing order could seek relief from the servicing order in the bankruptcy court at any
time and the bankruptcy court could grant such relief. The bankruptcy court could temporarily or permanently enjoin the
CPUC from enforcing the order if the court determined that the order violated the automatic stay or other provisions of the
Bankruptcy Code or could void the order altogether if it determined that the order was preempted by or otherwise violated the
Bankruptcy Code or other provisions of federal law.

Departing Load and Community Choice Aggregation

Unlike direct access, the growth of customer generation departing load and municipal departing load is not expressly
limited by CPUC decision. However, to mitigate the shifting of costs to bundled customers, the CPUC has imposed a Cost
Responsibility Surcharge on certain classes of municipal departing load and customer generation departing load customers,
similar to the Cost Responsibility Surcharge imposed on certain direct access customers. DWR is allocated a portion of that
Cost Responsibility Surcharge. The CPUC has granted a limited exemption from the Cost Responsibility Surcharge to clean
Customer Generation Departing Load. The exemption is available to clean distributed generation not exceeding one
megawatt and was extended to include the first megawatt of clean distributed generation from facilities with up to five
megawatts of capacity. See “THE DWR POWER SUPPLY PROGRAM -Direct Access, Departing Load and Community
Choice Aggregation— Departing Load.” The CPUC has implemented tariffs authorizing the billing and collection of the Cost
Responsibility Surcharge from municipal departing load customers. However, there is a risk that the IOUs will not be able to
collect the Cost Responsibility Surcharge from all municipal departing load customers who are billed, particularly those
customers who have no prior contractual relationship with the IOU.

In 2015 and beyond, the amount of Community Choice Aggregation load could increase significantly. The CPUC
has issued orders in accordance with the California Public Utilities Code requiring that the Cost Responsibility Surcharge be
paid by future Community Choice Aggregation customers. See “THE DWR POWER SUPPLY PROGRAM —Direct Access,
Departing Load and Community Choice Aggregation— Community Choice Aggregation.”

Risk of Losing Load to Municipalization

Departing load (other than exempt departing load) and load related to Community Choice Aggregation are both
required to pay their share of Bond Charges, such that even if these loads were not to receive energy from the IOUs, they
would not adversely impact the per unit Bond Charge paid by the remaining IOU customers. This may not be the case if a
portion of an IOU’s service area were municipalized. There is a risk that the current mechanisms in place to collect the Cost
Responsibility Surcharge from municipal departing load may be challenged by a municipal entity that takes over a portion of
an IOU delivery system and the corresponding load through eminent domain. The risk of this occurring, however, is believed
to be small. While a few small portions of existing IOU service areas have been municipalized in the last 20 years, the last
large successful municipalization occurred over 60 years ago when the Sacramento Municipal Utility District municipalized a
portion of what was then PG&E service area. Even this municipalization took over 20 years to effectuate after voters
approved the action. Local support for municipalization of another portion of PG&E service area in Yolo County was
defeated via referendum in 2011. It is likely that any attempt to municipalize any significant portion of an IOU’s service area
would be met with significant resistance from such IOU. Even if such efforts were undertaken and were successful, it is
believed that it is unlikely that a municipal acquisition would be completed in less than 10 years from the time such efforts
were initiated. However, no assurance can be given that such a municipal acquisition would not reduce the customer base
from which Cost Responsibility Surcharges can be collected.

Uncertainties Relating to Government Action
Possible State Legislation or Action
The Act states that while any obligations of DWR incurred under the Act remain outstanding and are not fully

performed or discharged, the rights, powers, duties, and existence of DWR and the CPUC shall not be diminished or
impaired in any manner that will affect adversely the interests and rights of the holders of or parties to such obligations. This
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provision of the Act affords limited but not complete protection for the owners of Bonds against amendment of the Act and
the Rate Agreement by legislation, action by the Governor under the Emergency Services Act, or voter initiative. Under
California law, the electorate has the right, through its initiative powers, to propose statutes as well as amendments to the
California Constitution. Generally, any matter that is a proper subject of legislation can become the subject of an initiative
and be submitted to voters at the next general election.

Owners of the Bonds are entitled to the benefit of the prohibitions in Article I, section 10, of the Constitution of the
United States (the “Contract Clause”) against a state’s impairment of the obligation of contracts. The prohibition, although
not absolute, is particularly strong when applied to the State’s attempt to evade its own obligations. Similar protections are
afforded by Article I, Section 9, of the California Constitution.

Based on the U.S. Supreme Court’s standard of review for Contract Clause challenges in Energy Reserves Group,
Inc. v. Kansas Power & Light Co., the State must justify the exercise of its inherent police power to safeguard the vital
interests of its people before the State may alter the Act, the Indenture or the Rate Agreement in a manner that would
substantially impair the rights of the Owners of the Bonds. However, to justify the enactment by the State of legislation that
substantially impairs the contractual rights of the Bondholders, the State must demonstrate a significant and legitimate public
purpose, such as the remedying of a broad and general social or economic problem. In the event that the State demonstrates a
significant and legitimate public purpose for such legislation, the State must also show that the impairment of the
Bondholders’ rights is reasonable and appropriate to the public purpose justifying the legislation’s adoption.

There have been cases in which legislative concerns with the burden of taxation or governmental charges have led to
adoption of legislation reducing, eliminating or imposing a moratorium on taxes or charges that supported bonds or other
contractual obligations entered into by public instrumentalities. Such concerns have not been considered by the courts to
provide sufficient justification for a substantial impairment of the security for such bonds and other contractual obligations
and, in several cases, have held such legislation as an unconstitutional impairment of contract.

Nonetheless, a repeal, amendment or suspension of, or moratorium on, certain provisions of the Act, the Indenture
or the Rate Agreement could be sought or adopted, even if such repeal, amendment, suspension or moratorium might
constitute a violation of the Indenture or the Rate Agreement. Additionally, the State might take, or refuse to take, or cause
DWR or the CPUC to take, or refuse to take, action required of DWR under the Indenture or of DWR or the CPUC under the
Rate Agreement, even if such action or inaction might constitute a violation of the Indenture or the Rate Agreement. Costly
and time-consuming litigation might ensue which might adversely affect the price and liquidity of the Bonds and the timely
payment thereof. Moreover, the outcome of such litigation might be adverse to the interests of owners of the Bonds, and
accordingly, owners of the Bonds could experience a decline in value of their investment as a result of any such event.

Possible Federal Legislation or Action

Congress could enact new legislation or FERC could adopt new regulations with respect to the electric industry and
markets in the western states region that could adversely affect the payment of debt service on the Bonds. The provisions of
the United States Constitution discussed under “Possible State Legislation or Action” above, affording protection against
contract impairments by State action to the owners of the Bonds, do not apply to the federal government. While the Due
Process Clause of the United States Constitution protects against certain contract impairments by the federal government, the
Due Process Clause may not adequately protect owners of the Bonds against adverse effects of federal legislation or action.

Limited Obligations

The Bonds shall not be or be deemed to constitute a debt or liability of the State or of any political subdivision
thereof or a pledge of the faith and credit of the State or of any such political subdivision, other than DWR to the extent
provided in the Indenture. The Bonds shall be payable solely from the funds pledged therefor pursuant to the Indenture. The
Bonds shall not directly or indirectly or contingently obligate the State or any political subdivision thereof to levy or to
pledge any form of taxation whatever therefor or to make any appropriation for their payment.

CPUC Disclaimer
The CPUC makes no representation as to the accuracy or completeness of this Official Statement, including any

forward-looking statements or projections contained in this Official Statement and any description in this Official Statement
of litigation involving or affecting the CPUC. Any statements regarding such litigation do not necessarily represent the
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CPUC’s view of such litigation or any position in such litigation. In addition, while CPUC staff may have assisted in the
preparation of certain sections of this Official Statement, the CPUC can only take positions through formal action and has not
taken any such action with respect to preparation or approval of this Official Statement. The CPUC is an independent five
member body that must act by an affirmative vote of a majority of its members and, as a result, the CPUC can only indicate
its views in formal decisions or other formal actions. In addition, the CPUC is an independent body not subject to the control
of DWR and may take positions in the future different from DWR in litigation, or other matters described in this Official
Statement. As a result, statements in this Official Statement regarding electricity markets and regulation, and DWR’s views
of the CPUC’s role or DWR’s role in such markets and regulation, do not necessarily represent the views, opinions or beliefs
of the CPUC and should not be construed as such by any recipient of this Official Statement.

FINANCIAL STATEMENTS

The financial statements of the Department of Water Resources Electric Power Fund for the years ended
June 30, 2014 and June 30, 2013 appearing in Appendix A to this Official Statement have been audited by Macias, Gini &
O’Connell LLP, independent auditors, as set forth in the report of Macias, Gini & O’Connell LLP appearing in Appendix A.

RATINGS

Fitch, Inc. (“Fitch”), doing business as Fitch Ratings, Moody’s Investors Service (“Moody’s”) and Standard &
Poor’s Rating Services (“Standard & Poor’s”) have assigned ratings of AA+, Aa2, and AA, respectively, to the Series 20150
Bonds. An explanation of the significance of these ratings may be obtained from Fitch Ratings at One State Street Plaza,
New York, New York 10004, Moody’s at 250 Greenwich Street, 23rd Floor, New York, New York 10007 and from Standard
& Poor’s at 55 Water Street, New York, New York 10041. Such ratings reflect only the views of the rating agencies.

Generally, rating agencies base their ratings on such information and materials and on investigations, studies and
assumptions made by the rating agencies themselves. There is no assurance that the ratings mentioned above will remain in
effect for any given period of time or that the ratings might not be lowered or withdrawn entirely by the rating agencies, if in
their judgment circumstances so warrant. DWR and the Underwriters have undertaken no responsibility to oppose any such
proposed revision or withdrawal. DWR has agreed to notify the Municipal Securities Rulemaking Board of any change in
the ratings of the Series 20150 Bonds. See “CONTINUING DISCLOSURE” herein. Any such downward change in or
withdrawal of the ratings might have an adverse effect on the market price or marketability of the Series 20150 Bonds.

UNDERWRITING

The Series 20150 Bonds will be purchased by an underwriting group represented by J.P. Morgan Securities LLC
and RBC Capital Markets, LLC (collectively called the “Underwriters”) from the State Treasurer, who is authorized pursuant
to the laws of the State to sell the Series 20150 Bonds on behalf of DWR. The Underwriters have agreed to purchase the
Series 20150 Bonds at a purchase price of $917,730,528.67 (equal to the principal amount of the Series 20150 Bonds less an
underwriting discount of $2,033,380.08, plus $153,918,908.75 of original issue premium). The purchase contract pursuant to
which the Series 20150 Bonds are being sold provides that the Underwriters will purchase all of the Series 20150 Bonds if
any are purchased. The obligation to make such purchase will be subject to certain terms and conditions set forth in such
purchase contract, the approval of certain legal matters by counsel and certain other conditions.

Several of the Underwriters have provided letters to the State Treasurer relating to their retail distribution practices
for inclusion in this Official Statement, which letters are set forth herein as Appendix I. DWR does not guarantee the
accuracy or completeness of the information contained in such letters and the information therein is not to be construed as a
representation of DWR or any Underwriter other than the Underwriter providing such representation.

FINANCIAL ADVISOR

Montague DeRose and Associates, LLC served as financial advisor to DWR in connection with the issuance of the
Series 20150 Bonds.

APPROVAL OF LEGAL MATTERS
The issuance of the Series 20150 Bonds is subject to the approving opinions of the Honorable Kamala D. Harris,

Attorney General of the State, and Hawkins Delafield & Wood LLP, Bond Counsel to DWR with respect to the Series 20150
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Bonds. The proposed forms of such opinions are set forth in Appendix E and Appendix F to this Official Statement. Certain
legal matters will be passed upon by Cathy Crothers, Chief Counsel to DWR; Orrick, Herrington & Sutcliffe LLP, disclosure
and special counsel to DWR; Arocles Aguilar, General Counsel to the CPUC; Paul, Weiss, Rifkind, Wharton & Garrison
LLP, Special Counsel to the CPUC and Stradling Yocca Carlson & Rauth, a Professional Corporation, counsel to the
Underwriters.

RELATIONSHIPS

The Power Supply Program and related activities, including the sale of Bonds, has been made possible, in part, by
hiring underwriters, financial advisors, consultants and lawyers to assist and advise DWR. Many of the firms and individuals
involved in this effort have prior or ongoing relationships with the IOUs, other investor-owned utilities, public power utilities
and other businesses that contract or competed with DWR or contract with the State and other State agencies or that may do
so in the future. DWR has required disclosure of, and has taken into account, these relationships and has determined it to be
in the best interests of DWR to continue to work with these firms and individuals.

In addition, in the ordinary course of sales, trading, brokerage and financing activities, certain of the Underwriters
may at any time hold long or short positions, and may trade or otherwise effect transactions, for their own accounts or the
accounts of customers, in debt or equity securities or senior loans, as applicable, of DWR, the State of California, other State
agencies, the IOUs, power suppliers, municipal utilities and other participants in the electric power industry. In connection
with these activities and the provision of other services, certain of the Underwriters may be or become creditors of such
entities. In addition, many of the Underwriters, or their affiliates, currently serve as remarketing agents or providers of credit
enhancement or liquidity facilities for variable rate obligations issued by, or as interest rate swap providers to, or guaranteed
investment contract providers to, DWR, the State of California and other State agencies.

TAX MATTERS
Opinion of Bond Counsel

In the opinion of Hawkins Delafield & Wood LLP, Bond Counsel to DWR with respect to this financing, under
existing statutes and court decisions and assuming continuing compliance with certain tax covenants described herein,
(i) interest on the Series 20150 Bonds is excluded from gross income for Federal income tax purposes pursuant to Section
103 of the Internal Revenue Code of 1986, as amended (the “Code”), and (ii) interest on the Series 20150 Bonds is not
treated as a preference item in calculating the alternative minimum tax imposed on individuals and corporations under the
Code; such interest, however, is included in the adjusted current earnings of certain corporations for purposes of calculating
the alternative minimum tax imposed on such corporations. In rendering its opinion, Bond Counsel has relied on certain
representations, certifications of fact, and statements of reasonable expectations made by DWR in connection with the Series
20150 Bonds, and Bond Counsel has assumed compliance by DWR with certain ongoing covenants to comply with
applicable requirements of the Code to assure the exclusion of interest on the Series 20150 Bonds from gross income under
Section 103 of the Code.

In addition, in the opinion of Bond Counsel to DWR with respect to this financing, under existing statutes, interest
on the Series 20150 Bonds is exempt from State of California personal income taxes.

Bond Counsel expresses no opinion regarding any other Federal or state tax consequences with respect to the Series
20150 Bonds. Bond Counsel renders its opinion under existing statutes and court decisions as of the issue date, and assumes
no obligation to update, revise or supplement its opinion to reflect any action hereafter taken or not taken, or any facts or
circumstances that may hereafter come to its attention, or changes in law or in interpretations thereof that may hereafter
occur, or for any other reason. Bond Counsel expresses no opinion on the effect of any action hereafter taken or not taken in
reliance upon an opinion of other counsel on the exclusion from gross income for Federal income tax purposes of interest on
the Series 20150 Bonds, or under state and local tax law.

Certain Ongoing Federal Tax Requirements and Covenants
The Code establishes certain ongoing requirements that must be met subsequent to the issuance and delivery of the
Series 20150 Bonds in order that interest on the Series 20150 Bonds be and remain excluded from gross income under

Section 103 of the Code. These requirements include, but are not limited to, requirements relating to use and expenditure of
gross proceeds of the Series 20150 Bonds, yield and other restrictions on investments of gross proceeds, and the arbitrage
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rebate requirement that certain excess earnings on gross proceeds be rebated to the Federal government. Noncompliance
with such requirements may cause interest on the Series 20150 Bonds to become included in gross income for Federal
income tax purposes retroactive to their issue date, irrespective of the date on which such noncompliance occurs or is
discovered. DWR has covenanted to comply with certain applicable requirements of the Code to assure the exclusion of
interest on the Series 20150 Bonds from gross income under Section 103 of the Code.

Certain Collateral Federal Tax Consequences

The following is a brief discussion of certain collateral Federal income tax matters with respect to the Series 20150
Bonds. It does not purport to address all aspects of Federal taxation that may be relevant to a particular owner of a Bond.
Prospective investors, particularly those who may be subject to special rules, are advised to consult their own tax advisors
regarding the Federal tax consequences of owning and disposing of the Series 20150 Bonds.

Prospective owners of the Series 20150 Bonds should be aware that the ownership of such obligations may result in
collateral Federal income tax consequences to various categories of persons, such as corporations (including S corporations
and foreign corporations), financial institutions, property and casualty and life insurance companies, individual recipients of
Social Security and railroad retirement benefits, individuals otherwise eligible for the earned income tax credit, and taxpayers
deemed to have incurred or continued indebtedness to purchase or carry obligations the interest on which is excluded from
gross income for Federal income tax purposes. Interest on the Series 20150 Bonds may be taken into account in determining
the tax liability of foreign corporations subject to the branch profits tax imposed by Section 884 of the Code.

Original Issue Discount

“Original issue discount” (“OID”) is the excess of the sum of all amounts payable at the stated maturity of a Bond
(excluding certain “qualified stated interest” that is unconditionally payable at least annually at prescribed rates) over the
issue price of that maturity. In general, the “issue price” of a maturity means the first price at which a substantial amount of
the Series 20150 Bonds of that maturity or portion thereof bearing a particular interest rate was sold (excluding sales to bond
houses, brokers, or similar persons acting in the capacity as underwriters, placement agents, or wholesalers). In general, the
issue price for each maturity of the Series 20150 Bonds or portion thereof bearing a particular interest rate is expected to be
the initial public offering price set forth on the inside cover page of this Official Statement. Bond Counsel further is of the
opinion that, for any Series 20150 Bonds having OID (a “Discount Bond”), OID that has accrued and is properly allocable to
the owners of the Discount Bonds under Section 1288 of the Code is excludable from gross income for Federal income tax
purposes to the same extent as other interest on the Series 20150 Bonds.

In general, under Section 1288 of the Code, OID on a Discount Bond accrues under a constant yield method, based
on periodic compounding of interest over prescribed accrual periods using a compounding rate determined by reference to
the yield on that Discount Bond. An owner’s adjusted basis in a Discount Bond is increased by accrued OID for purposes of
determining gain or loss on sale, exchange, or other disposition of such Bond. Accrued OID may be taken into account as an
increase in the amount of tax-exempt income received or deemed to have been received for purposes of determining various
other tax consequences of owning a Discount Bond even though there will not be a corresponding cash payment.

Owners of Discount Bonds should consult their own tax advisors with respect to the treatment of original issue
discount for Federal income tax purposes, including various special rules relating thereto, and the state and local tax
consequences of acquiring, holding, and disposing of Discount Bonds.

Bond Premium

In general, if an owner acquires a Bond for a purchase price (excluding accrued interest) or otherwise at a tax basis
that reflects a premium over the sum of all amounts payable on the Bond after the acquisition date (excluding certain
“qualified stated interest” that is unconditionally payable at least annually at prescribed rates), that premium constitutes
“bond premium” on that Bond (a “Premium Bond”). In general, under Section 171 of the Code, an owner of a Premium
Bond must amortize the bond premium over the remaining term of the Premium Bond, based on the owner’s yield over the
remaining term of the Premium Bond determined based on constant yield principles (in certain cases involving a Premium
Bond callable prior to its stated maturity date, the amortization period and yield may be required to be determined on the
basis of an earlier call date that results in the lowest yield on such bond). An owner of a Premium Bond must amortize the
bond premium by offsetting the qualified stated interest allocable to each interest accrual period under the owner’s regular
method of accounting against the bond premium allocable to that period. In the case of a tax-exempt Premium Bond, if the
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bond premium allocable to an accrual period exceeds the qualified stated interest allocable to that accrual period, the excess
is a nondeductible loss. Under certain circumstances, the owner of a Premium Bond may realize a taxable gain upon
disposition of the Premium Bond even though it is sold or redeemed for an amount less than or equal to the owner’s original
acquisition cost. Owners of any Premium Bonds should consult their own tax advisors regarding the treatment of bond
premium for Federal income tax purposes, including various special rules relating thereto, and state and local tax
consequences, in connection with the acquisition, ownership, amortization of bond premium on, sale, exchange, or other
disposition of Premium Bonds.

Information Reporting and Backup Withholding

Information reporting requirements apply to interest paid on tax-exempt obligations, including the Series 20150
Bonds. In general, such requirements are satisfied if the interest recipient completes, and provides the payor with, a Form
W-9, “Request for Taxpayer Identification Number and Certification,” or if the recipient is one of a limited class of exempt
recipients. A recipient not otherwise exempt from information reporting who fails to satisfy the information reporting
requirements will be subject to “backup withholding,” which means that the payor is required to deduct and withhold a tax
from the interest payment, calculated in the manner set forth in the Code. For the foregoing purpose, a “payor” generally
refers to the person or entity from whom a recipient receives its payments of interest or who collects such payments on behalf
of the recipient.

If an owner purchasing a Bond through a brokerage account has executed a Form W-9 in connection with the
establishment of such account, as generally can be expected, no backup withholding should occur. In any event, backup
withholding does not affect the excludability of the interest on the Series 20150 Bonds from gross income for Federal
income tax purposes. Any amounts withheld pursuant to backup withholding would be allowed as a refund or a credit
against the owner’s Federal income tax once the required information is furnished to the Internal Revenue Service.

Miscellaneous

Tax legislation, administrative actions taken by tax authorities, or court decisions, whether at the Federal or state
level, may adversely affect the tax-exempt status of interest on the Series 20150 Bonds under Federal or state law or
otherwise prevent beneficial owners of the Series 20150 Bonds from realizing the full current benefit of the tax status of such
interest. In addition, such legislation or actions (whether currently proposed, proposed in the future, or enacted) and such
decisions could affect the market price or marketability of the Series 20150 Bonds. For example, the Fiscal Year 2016
Budget proposed by the Obama Administration recommends a 28% limitation on “all itemized deductions, as well as other
tax benefits” including “tax-exempt interest.” The net effect of such a proposal, if enacted into law, would be that an owner
of a tax-exempt bond with a marginal tax rate in excess of 28% would pay some amount of Federal income tax with respect
to the interest on such tax-exempt bond, regardless of issue date.

Prospective purchasers of the Series 20150 Bonds should consult their own tax advisors regarding the foregoing
matters.

A copy of the proposed form of opinion of Bond Counsel to be delivered upon the issuance of the Bonds is attached
hereto as Appendix F.

VERIFICATION

Grant Thornton LLP will verify the accuracy of the mathematical computation of (a) the adequacy of the amounts
deposited with the Treasurer in the Escrow Fund established for the Fixed Rate Refunded Bonds to provide for the optional
redemption of the Fixed Rate Refunded Bonds and (b) the yield of the Bonds and the yield of the investments in the Escrow
Fund . See “PLAN OF REFUNDING.”

CONTINUING DISCLOSURE

DWR will covenant for the benefit of the holders and beneficial owners of the Series 20150 Bonds to provide
certain financial information and operating data relating to DWR (the “Annual Report”) by not later than 270 days following
the end of DWR’s fiscal year (which ends June 30) and to provide notices of the occurrence of certain enumerated events
(“Event Notices”). The Annual Report and Event Notices will be filed by DWR with the Municipal Securities Rulemaking
Board through its Electronic Municipal Market Access System (“EMMA?”) (currently accessible at www.emma.msrb.org) as
set forth in the Continuing Disclosure Agreement. The specific nature of the information to be contained in the Annual
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Report or the Event Notices is described in the Continuing Disclosure Certificate. The Continuing Disclosure Certificate is
subject to amendment as described therein. The proposed form of the Continuing Disclosure Certificate is attached hereto as
APPENDIX H - “FORM OF CONTINUING DISCLOSURE CERTIFICATE.”

Under the Indenture, DWR has agreed to post on its website, so long as it maintains a website, or to send to any
person requesting the same in writing if it no longer maintains a website, (i) within 45 days of the end of each fiscal year
quarter (except the fourth quarter), unaudited financial statements of the Electric Power Fund for such quarter, (ii) within 120
days after the end of each fiscal year, audited financial statements of the Electric Power Fund for such fiscal year and (iii)
promptly, each revenue requirement submitted to the CPUC. See APPENDIX C — “SUMMARY OF CERTAIN
PROVISIONS OF THE INDENTURE — Continuing Disclosure.”

Pursuant to the Indenture, failure of DWR to comply with its continuing disclosure obligations under the Continuing
Disclosure Certificate or under the Indenture will not be considered an event of default under the Indenture. However, the
Trustees, or any Bondholder or Beneficial Owner (as defined in the Continuing Disclosure Certificate) may seek specific
performance by court order, to cause DWR to comply with its continuing disclosure obligations under the Continuing
Disclosure Certificate or under the Indenture, as the sole remedy.

In the past five years DWR has always filed each annual report on a timely basis as required by its continuing
disclosure undertakings. In the past five years DWR has also complied with its undertakings to file notices of certain events
as required by its continuing disclosure undertakings, provided, however, DWR cannot find evidence that it filed notices of
certain rating changes on certain of the Bonds due to the change in ratings of a bond insurer in 2010 or that it filed notice of
an upgrade in the rating on its Water System Revenue Bonds in 2010 as a result of the recalibration by Moody’s of its
municipal rating scale.
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AUTHORIZATION

The delivery of this Official Statement, including the Appendices and other information herein, has been duly
authorized by DWR.

STATE OF CALIFORNIA
DEPARTMENT OF WATER RESOURCES

By: /S/ MARK W. COWIN
Director of Water Resources
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APPENDIX A

AUDITED FINANCIAL STATEMENTS OF THE ELECTRIC POWER FUND FOR THE YEARS ENDED
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INDEPENDENT AUDITOR'S REPORT

Newport Beach
To the Director of the Department of Water Resources San Diego
Department of Water Resources Electric Power Fund
Sacramento, California Seattle

Report of the Financial Statements

We have audited the accompanying financial statements of the Department of Water Resources
Electric Power Fund (Fund) of the State of California, as of and for the years ended June 30,
2014 and 2013, and the related notes to financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

www.mgocpa.com



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Department of Water Resources Electric Power Fund of the State of
California as of June 30, 2014 and 2013, and the changes in financial position and cash flows
thereof for the years then ended in accordance with accounting principles generally accepted in
the United States of America.

Emphasis of Matter

As discussed in Note 2, the financial statements present only the Department of Water
Resources Electric Power Fund and do not purport to, and do not, present fairly the financial
position of the State of California as of June 30, 2014 and 2013, the changes in its financial
position, or where applicable, its cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America. Our opinion is not
modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, as listed in the table of contents, be presented to
supplement the financial statements. Such information, although not a part of the financial
statements, is required by the Governmental Accounting Standards Board, who considers it to
be an essential part of financial reporting for placing the financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the financial statements, and other knowledge we obtained during
our audit of the financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
October 9, 2014 on our consideration of the State of California’s internal control over financial
reporting as it relates to the Fund and on our tests of its compliance with certain provisions of
laws, regulations, contracts, and grants agreements and other matters as it relates to the Fund.
The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the State of
California’s internal control over financial reporting and compliance as it relates to the Fund.

Do _,/%;C’ g O /prr7edl LLr
Sacramento, California 2
October 9, 2014



Department of Water Resources Electric Power Fund

Management’s Discussion and Analysis
June 30, 2014 and 2013

USING THIS REPORT

This discussion and analysis is designed to assist the reader in focusing on significant financial issues and
activities and to identify any significant changes in financial position of the Department of Water Resources
Electric Power Fund (the Fund), which is administered by the California Department of Water Resources
(DWR). Readers are encouraged to consider the information presented in the Management’s Discussion
and Analysis in conjunction with the financial statements that follow. This discussion and analysis and the
financial statements do not relate to DWR’s other governmental and proprietary funds.

The financial statements include three required statements, which provide different views of the Fund. They
are: the Statements of Net Position, the Statements of Revenues, Expenses and Changes in Net Position,
and the Statements of Cash Flows. These statements provide current and long-term information about the
Fund and its activities. These financial statements report information using accounting methods similar
(although not identical) to those used by private sector companies. The Statements of Net Position include
all assets, liabilities and deferred outflows and inflows of resources as of the period ending date. The
Statements of Revenues, Expenses and Changes in Net Position present all of the current year’s revenues,
expenses, and changes in net position. The Statements of Cash Flows report cash receipts,
disbursements and the net change in cash resulting from four principal types of activities: operating, capital
financing, non-capital financing and investing. In order for the financial statements to be complete, they
must be accompanied by a complete set of notes. The notes to financial statements provide disclosures
which are required to conform to generally accepted accounting principles. The Fund is required to follow
accounting standards promulgated by the Governmental Accounting Standards Board.

PURPOSE OF FUND

The Fund was established in January 2001 through legislation to assist in mitigation of the effects of a
statewide energy supply emergency.

The Fund has the authority to secure and retain title to power for resale to end use customers of the State’s
investor owned utilities (IOUs) under power supply contracts entered into prior to January 1, 2003. The
scheduling, dispatch, and certain other administrative functions for the long-term contracts are performed
by the 10Us as agents for the Fund. However, the Fund retains the legal and financial responsibility for
each contract for the life of the contract or until such time as there is complete assignment of the contract
to an IOU and release of the Fund. Most of the volume of power under contract expired by December 31,
2013. The one remaining power supply contract expires in 2015.

The Fund is entitled to recover revenue requirements for authorized activities, including but not limited to
debt service, the costs of power purchases, administrative expenses and reserves. Revenue requirements
are determined at least annually and submitted to the California Public Utilities Commission (CPUC) for
implementation. Under the terms of the rate agreement between the CPUC and the Fund, the CPUC is
required to set rates for customers of the IOUs and “direct access” Electric Service Providers (ESPs) such
that the Fund will always have monies to meet its revenue requirements.



Department of Water Resources Electric Power Fund
Management’s Discussion and Analysis
June 30, 2014 and 2013

CONDENSED STATEMENTS OF NET POSITION

The Fund’s assets, liabilities and net position as of June 30 are summarized as follows (in millions):

2014 2013 2012
Long-term restricted cash, equivalents
and investments $ 929 3 937 $ 1,186
Recowerable costs 4,490 5,083 5,278
Restricted cash and equivalents:
Operating and priority contract accounts 137 210 398
Bond charge collection and bond charge
payment accounts 514 554 581
Recowerable costs receivable 156 111 132
Interest receivable 3 4 4
Other assets - 14 45
Total assets 6,229 6,913 7,624
Deferral of loss on defeasance 80 104 135
Deferral of derivative cash outflows - 2 2
Total deferred outflows of resources 80 106 137
Total assets and deferred outflows of resources  $ 6,309 $ 7,019 $ 7,761
Long-term debt, including current portion $ 6,249 $ 6,951 $ 7,634
Derivative instruments - 2 7
Other postretirement benefits and accrued vacation 6 5 5
Other current liabilities 54 61 115
Total liabilities $ 6,309 $ 7,019 $ 7,761

Long-Term Restricted Cash, Equivalents and Investments

The $8 million decrease in long-term restricted cash, equivalents and investments during fiscal 2014 is a
result of the reduction in the Operating Reserve Account to $10 million from $18 million. The amount is
determined in accordance with the Trust Indenture among the State of California, Department of Water
Resources, Treasurer of the State of California, as Trustee and U.S. Bank, N.A, as Co-Trustee (Trust
Indenture) and is equal to twelve percent of the Department’s total projected annual Operating Expenses
through the end of the program based on assumptions supporting the Fund’s 2014 Revenue Requirement
Determination. The Debt Service Reserve Account remained at $919 million as the maximum future annual
debt service was unchanged.

The $249 million decrease in long-term restricted cash, equivalents and investments during fiscal 2013 was
a result of the reduction in the Operating Reserve Account to $18 million from $267 million. The amount
was determined in accordance with the Trust Indenture and was equal to the maximum one month priority
contract cost amount under stress conditions for calendar year 2013 as forecasted in the Fund’'s 2013
revenue requirement determination. The decrease was caused by lower prospective power costs because
only three purchase power contracts remain. The Debt Service Reserve Account remained at $919 million
as the maximum future annual debt service was unchanged.



Department of Water Resources Electric Power Fund

Management’s Discussion and Analysis
June 30, 2014 and 2013

Recoverable Costs

Recoverable costs consist of costs that are recoverable through future billings. The $593 million decrease
during fiscal 2014 is due to 1) negative recovery of operating costs of $47 million, as a result of the reduction
in excess reserves returned to IOU customers and 2) bond charges plus interest income exceeding interest
and investment expense by $640 million. The surplus of Bond Charge Collections over interest costs is
primarily a result of the Fund's rate design which includes funding for annual debt service, including principal
payments.

The $195 million decrease during fiscal 2013 was due to 1) negative recovery of recoverable operating
costs of $448 million, as a result of the reductions in remittances due to lower required Operating Reserve
Account balances offset by, 2) bond charges plus interest income exceeding interest and investment
expense by $638 million and 3) a $5 million change in the unrealized gain on open and ineffective natural
gas hedges at year end. The surplus of Bond Charge Collections over interest costs was primarily a result
of the Fund's rate design which includes funding for annual debt service, including principal payments.

Restricted Cash and Equivalents

The Operating and Priority Contract Accounts decreased by $73 million in 2014 due to the return of excess
amounts to IOU customers as power purchase contracts expired and lower reserve account balances were
required by the Trust Indenture.

The Operating and Priority Contract Accounts decreased by $188 million in 2013 due to lower reserve
account levels that resulted from reductions in expected expenses as power purchase contracts expired
offset by $21 million in cash received from energy settlements. The $210 million balance in the Operating
and Priority Contract Accounts at June 30, 2013 was $43 million higher than forecasted in the Fund’s
calendar year 2013 revenue requirement determination.

The Bond Charge Collection and Bond Charge Payment Accounts decreased by $40 million in 2014 and
$27 million in 2013 in accordance with revenue requirement determinations that these balances be reduced
to Trust Indenture required levels.

Recoverable Costs Receivable

Recoverable costs receivable reflects power and bond charges to IOU customers that have not yet been
collected and amounts receivable from surplus sales of energy and gas and litigation settlements. The
$156 million of recoverable costs receivable at June 30, 2014 is $45 million higher than at June 30, 2013.
The increase is primarily due to receipt of several energy settlements after the end of the fiscal year.

The $111 million of recoverable costs receivable at June 30, 2013 was $21 million lower than at June 30,
2012. The decrease was primarily due to lower expected power charge remittances from the decline in
delivered volumes after the expiration of all but three purchase power contracts during fiscal 2012 offset by
surplus sales of energy and natural gas.

Other Assets

At June 30, 2014, there are no other assets as all natural gas swap hedge contracts expired during the
year and the remaining money market investments and collateral balances were transferred back into the
Operating Account.

At June 30, 2013, other assets were valued at $14 million and consisted of money market investments, US
Treasury bills and government bonds valued at $10 million and other derivative collateral balances including
margin deposits valued at $4 million.



Department of Water Resources Electric Power Fund

Management’s Discussion and Analysis
June 30, 2014 and 2013

Deferred Outflows of Resources

Deferral of derivative cash outflows decreased by at $2 million at June 30, 2014 from June 30, 2013
reflecting the expiration of the remaining natural gas hedge contracts during the year.

Deferral of loss on defeasance decreased by $24 million at June 30, 2014 from June 30, 2013 due to the
amortization of deferred loss on defeasance.

Long-Term Debt

Long-term debt decreased to $6,249 million as of June 30, 2014 from $6,951 million as of June 30, 2013.
Revenue bond principal payments were $611 million in fiscal year 2014. Net amortization of bond premium
was $91 million in fiscal year 2014.

Long-term debt decreased to $6,951 million as of June 30, 2013 from $7,634 million as of June 30, 2012.
Revenue bond principal payments were $574 million in fiscal year 2013. Net amortization of bond premium
was $109 million in fiscal year 2013.

Derivative Instruments - Liabilities

The Fund is no longer party to natural gas hedging positions that would be considered derivatives under
provisions of GASB Statement No. 53 and were included on the Statements of Net Position in prior years.

Derivative financial instrument liabilities decreased to $2 million at June 30, 2013 from $7 million at June
30, 2012 due to reductions in the value of derivatives for power related activities.

Other Postemployment Benefits and Accrued Vacation

In addition to the pension benefits, the State of California provides postemployment health care benefits to
all employees who retire on or after attaining certain age and length of service requirements. The State of
California is funding postemployment benefits on a pay-as-you-go basis. The Fund’s other postemployment
benefits (OPEB) and accrued vacation time liability are $6 million at June 30, 2014 and $5 million in 2013.
OPEB liability increased since the annual required contribution was $1.7 million and the Fund made a
contribution of $0.6 million.

Other Current Liabilities

Other current liabilities consist of accounts payable and accrued interest payable. Accounts payable reflect
one month’s accrual for power and fuel purchases, as payments are normally made in the latter half of the
month following purchase.

Accounts payable at June 30, 2014 is $3 million lower than at June 30, 2013 as a result of power purchase
contract volumes decreasing due to the expiration of two power supply contracts.

Accounts payable at June 30, 2013 was $49 million lower than at June 30, 2012. The difference results
from lower power costs after the expiration of most of the remaining long-term power contracts during the
year along with lower costs for natural gas purchases as less fuel was needed to supply the remaining
natural gas-fired power contract.

Accrued interest payable at June 30, 2014 is $4 million lower than at June 30, 2013 due to fewer bonds
outstanding resulting from the maturity of $611 million in bonds in fiscal 2014.

Accrued interest payable at June 30, 2013 was $5 million lower than at June 30, 2012 due to fewer bonds
outstanding resulting from the maturity of $574 million in bonds in fiscal 2013
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CONDENSED STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

The Fund’s activities for the years ended June 30 are summarized as follows (in millions):

2014 2013 2012
Revenues:
Power charges, net of refunds $ 47) % (405) $ 2
Surplus sales 3 3 32
Bond charges 862 875 861
Interest income 19 21 25
Total revenues 837 494 920
Expenses:
Power purchases 39 43 824
Energy settlements (53) (21) (35)
Interest expense 241 258 274
Investment loss 2 6 5
Administrative expenses 15 18 21
Recovery of recoverable costs 593 190 (169)
Total expenses 837 494 920
Net increase in net position - - -
Net position, beginning of year - - -
Net position, end of year $ - % - $ -

Power Charges

The cost of providing energy is recoverable primarily through Power Charges to IOU customers and certain
customers of ESPs. Charges are determined by applying a CPUC adopted rate for each 10U service area
to the megawatt hours of power delivered by the Fund to customers of each IOU.

Power Charges revenue increased by $358 million during fiscal year 2014 compared to fiscal year 2013.
The difference primarily reflects a smaller return of excess amounts and previously received remittances to
ratepayers. The return of excess amounts and previously received remittances are an allocation of prior
year over-collections from ratepayers and excess reserves. The return is implemented through an
adjustment to the power charge and is administered through separate monthly payments to ratepayers for
reserves the Fund holds in excess of Trust Indenture required levels. The allocation of excess amounts
and reserves was authorized by the CPUC in Decision 12-11-040 for calendar year 2013 and in Decision
13-12-004 for calendar year 2014. During fiscal year 2014, the Fund returned $93 million in these monthly
payments.

Power Charges revenue in fiscal 2013 resulted in a net refund of $405 million versus a net revenue of $2
million in fiscal 2012. The difference was due to lower power sales to end use customers as only three
power purchase contracts remained, the return of prior year over-collections and the return of reserves as
lower reserve levels were required with the expiration of purchase power contracts. These payments were
the allocation of prior year over-collections from ratepayers and reserves in excess of Trust Indenture
required levels. During fiscal 2013, the Fund returned $449 million in these monthly payments.
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Surplus Sales

The Fund receives revenue from the sale of excess natural gas and energy. Surplus sales for the year
ended June 30, 2014 were $3 million, unchanged from the same period in 2013.

Surplus sales for the year ended June 30, 2013 were $29 million lower than the same period in 2012.
Lower surplus sales were due to lower volumes of energy and excess natural gas sold as less power was
purchased under the contracts.

Bond Charges

Bond Charges provide revenue for the payment of debt service on the revenue bonds and are determined
by applying a CPUC adopted rate to the total megawatt hours of power delivered to all IOU customers and
certain ESP customers. Bond Charges for the years ended June 30, 2014, 2013 and 2012 were $862
million, $875 million and $861 million respectively, and were adequate to meet all debt service requirements
and maintain Trust Indenture required account balances in the Bond Charge Collection, Bond Charge
Payment, and Debt Service Reserve Accounts. The $13 million decrease in 2014 is due to a combination
of lower Bond Charge rates and lower sales to IOU customers. The $14 million increase in 2013 was due
to an $8 million accrual for an expected refund of previously paid arbitrage earnings taxes on the Fund’s
2002 Series B, C and D bonds to the Internal Revenue Service and higher total consumption by end use
customers.

Interest Income

Interest income for 2014 is $2 million lower than in 2013, due to lower balances and lower interest rates
earned on investments in the State of California Surplus Money Investment Fund (SMIF). The average
yield earned on SMIF for the year ended June 30, 2014 was 0.25% compared to 0.31% for the year ended
June 30, 2013.

Interest income for 2013 was $4 million lower than in 2012, due to declines in the interest rates earned on
investments in the SMIF. The average yield earned on SMIF for the year ended June 30, 2013 was 0.31%
compared to 0.38% for the year ended June 30, 2012.

Power Purchases

Power costs decreased by $4 million in 2014 compared to 2013 and decreased by $781 million in 2013
compared to 2012. The differences are primarily a result of lower volumes of power purchased because
two power purchase contracts have been expiring and are not replaced.

Energy Settlements

Energy settlements, including those related to complex regulatory proceedings before the Federal Energy
Regulatory Commission (FERC) arising from events in California energy markets in 2001, are recorded as
a decrease in operating expenses.

Energy settlements received in 2014 were $53 million. The Fund received $5 million from Avista
Corporation and is entitled to $48 million from TransAlta Energy Marketing (US), of which $25 million was
received on July 3, 2014. The remaining balance of $23 million will be received in July 2015. These
settlements were a result of FERC approved settlement agreements to resolve certain claims arising from
events and transactions in Western Energy Markets during the period January 1, 2000 through June 20,
2001.

Energy settlements in 2013 totaled $21 million. The Fund received $20 million as a result of a FERC
approved settlement agreement resolving energy crisis related litigation between the State of California,
represented by the CPUC, and NRG Energy. The Fund also received a total of $1 million from the California
Independent System Operator (CAISO) and Cal Polar as the final distribution for market re-runs for 2001
and a FERC approved settlement, respectively.
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Interest Expense

Interest expense is $17 million lower in 2014 when compared to 2013. The decrease is due to lower total
interest paid on outstanding debt and lower amortization of loss on defeasance offset by lower amortization
of bond premium.

Interest expense was $16 million lower in 2013 when compared to 2012. The decrease was due to lower
total interest paid on outstanding debt and lower amortization of loss on defeasance offset slightly by lower
amortization of bond premium.

Investment Loss

Under GASB Statement No. 53, the Fund realizes investment gain (loss) for the change in fair value of
outstanding ineffective gas hedges. Due to changes in fair value of the natural gas swap hedge contracts,
the Fund realized net investment losses of $2 million, $6 million and $5 million during the fiscal year 2014,
2013 and 2012 respectively.

Administrative Expenses

Administrative expenses decreased by $3 million in 2014 and by $3 million in 2013 primarily as a result of
continued reductions in staffing levels and consultants due to lower workload in administering power
purchase contracts as those contracts expired.
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Recovery of Recoverable Costs

The individual components of the recovery of recoverable costs are as follows (in millions):

2014 2013 2012
Operations $ 47) % (448) % (781)
Debt service and
related costs 640 638 612
$ 593 $ 190 $ (169)

Operations
The negative $47 million operations recovery in the year ended June 30, 2014 results from return of excess

reserves to ratepayers partially offset by energy settlements received during the year.

The negative $448 million operations recovery in the year ended June 30, 2013 resulted from lower net
remittances as Operating Reserve Account levels continue to be reduced.

Debt Service and Related Costs

The recovery of debt service and related costs in all three years is a result of bond charges and interest
income providing funds to pay interest expense and retire debt. The recovery in fiscal year 2014 was
consistent with fiscal year 2013. The recovery in fiscal year 2013 was higher due to higher bond charge
revenue and lower interest expense.

LIQUIDITY

Various provisions of the Trust Indenture provide resources for the Fund to meet its cash requirements. In
addition to its determination of revenue requirements, prepared annually or more frequently if necessary,
to meet both operating and bond related expenditures. The Fund has an Operating Reserve and a Debt
Service Reserve Fund in order to meet expenditures if revenue is impaired. The minimum balance in the
Operating Reserve Account is set to be the greater of (i) the maximum seven-month difference between
operating revenues and expenses as calculated under a high expense scenario, (i) 12% of the
Department's annual operating expenses and (iii) an amount equal to the maximum projected monthly
power purchase contract cost. The minimum balance in the Debt Service Reserve Fund is set to be the
maximum annual debt service over the remaining life of the Fund’s bonds.

Under the Section 80130 of the California Water Code, the Fund has a total debt issuance limit of $13.4
billion, which does not include refunding debt issued: (i) to obtain a lower interest rate, (ii) to convert variable
rate debt to fixed rate debt or (iii) to replace debt for which the credit rating of the insurer or credit facility
provider has been or will be downgraded or withdrawn.

On March 17, 2014, Moody’s Investors Service upgraded the Fund’s Power Supply Revenue Bonds to a2
from Aa3 with a stable outlook.
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(in millions)

Assets
Long-term assets:
Restricted cash, equivalents and investments:
Operating Reserve Account
Debt Senice Reserve Account
Recowerable costs
Total long-term assets

Current assets:
Restricted cash and equivalents:
Operating and Priority Contract Accounts
Bond Charge Collection and
Bond Charge Payment Accounts
Recoverable costs receivable
Interest receivable
Other assets
Total current assets
Total assets

Deferred outflows of resources
Deferral of loss on defeasance
Deferral of derivative cash outflows
Total deferred outflows of resources
Total assets and deferred outflows of resources

Liabilities
Non-Current liabilities:
Long-term debt
Other postemployment benefits and accrued vacation
Total non-current liabilities

Current liabilities:
Current portion of long-term debt
Derivative instruments, current portion
Accounts payable
Accrued interest payable
Total current liabilities
Total liabilities

The accompanying notes are an integral part of these financial statements.
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2014 2013
10 18
919 919
4,490 5,083
5,419 6,020
137 210
514 554
156 111
3 4
- 14
810 893
6,229 6,913
80 104
- 2
80 106
6,309 7,019
5,555 6,249
6 5
5,561 6,254
694 702
- 2
6 9
48 52
748 765
6,309 7,019




Department of Water Resources Electric Power Fund
Statements of Revenue, Expenses and Changes in Net Position
For the years ended June 30, 2014 and 2013 (in millions)

2014 2013

Operating revenues:

Power charges, net of refunds $ @7 $ (405)
Surplus sales 3 3
Total operating revenues (44) (402)

Operating expenses:

Power purchases 39 43
Energy settlements (53) 21)
Administrative expenses 15 18
Recowery of recoverable operating costs 47) (448)
Total operating expenses (46) (408)
Income from operations 2 6

Nonoperating revenues and expenses:

Bond charges 862 875
Interest income 19 21
Interest expense (241) (258)
Investment loss from gas related derivatives 2) (6)
Recowery of recoverable debt senice and related costs (640) (638)

Net increase in net position - -
Net position, beginning of year - -
Net position, end of year $ - $ -

The accompanying notes are an integral part of these financial statements.
12



Department of Water Resources Electric Power Fund
Statements of Cash Flows

For the years ended June 30, 2014 and 2013 (in millions)
2014 2013
Cash flows from operating activities:
Receipts:
Power charges, net of refunds $ 42) $ (376)
Surplus sales 4 5
Energy settlements - 21
Payments to employees for services 4) (6)
Payments for power purchases and other expenses (38) (73)
Net cash used in operating activities (80) (429)

Cash flows from non-capital financing activities:

Receipt of bond charges 864 869
Bond payments (611) (574)
Interest payments (312) (341)

Net cash used in non-capital financing activities (59) (46)

Cash flows from investing activities:

Interest received on investments 20 21
Loss from derivative investments (2) (10)
Net cash provided by investing activities 18 11
Net decrease in cash and equivalents (121) (464)
Restricted cash and equivalents, beginning of period 1,401 1,865
Restricted cash and equivalents, end of period $ 1,280 $ 1,401
Restricted cash and equivalents included in:
Operating Reserve Account $ 10 §$ 18
Debt Service Reserve Account (a component of the total of
$919 and $919 at June 30, 2014 and 2013, respectively) 619 619
Operating and Priority Contract Accounts 137 210
Bond Charge Collection and
Bond Charge Payment Accounts 514 554
Restricted cash and equivalents, end of year $ 1,280 $ 1,401

Reconciliation of operating income to net cash
used in operating activities:
Income from operations $ 2§ 6
Adjustments to reconcile operating income to net cash
used in operating activities:
Recovery of recoverable operating costs 47) (448)

(45) (442)

Changes in net assets and liabilities to reconcile operating
income to net cash used in operations:

Recoverable costs receivable 47) 27
Other assets 14 35
Other postemployment benefits and accrued vacation 1 -
Accounts payable 3) (49)
Net change in operating assets & liabilities: (35) 13
Net cash used in operating activities $ 80) $ (429)

The accompanying notes are an integral part of these financial statements.
13
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1.

Reporting Entity

In January 2001, the Governor of California issued an emergency proclamation directing the
Department of Water Resources (DWR) to enter into contracts and arrangements for the purchase and
sale of electric power to assist in mitigating the effect of a statewide energy supply emergency.

The Department of Water Resources Electric Power Fund (the Fund), administered by DWR, was
established in January 2001 through legislation adding Division 27 to the California Water Code (the
Code).

The Fund purchases power from wholesale suppliers under contracts entered into prior to January 1,
2003 for resale to customers of the State’s investor owned utilities (IOUs): Pacific Gas & Electric
Company (PG&E), Southern California Edison Company (SCE), and San Diego Gas and Electric
Company (SDG&E). The Code prohibits the Fund from entering into new power purchase agreements,
but allows the Fund to enter into gas purchase contracts to provide fuel for power generation.

The Fund’s power is delivered to customers through the transmission and distribution systems of the
IOUs and payments from customers are collected for the Fund by the 1I0Us pursuant to servicing
arrangements approved and/or ordered by the California Public Utilities Commission (CPUC).

Under the Code, the Fund has the authority to establish a revenue requirement to recover all Fund
costs, including debt service. At least annually, Fund management establishes a determination of the
revenue requirement, which then is submitted to the CPUC. Under the terms of a rate agreement
between the Fund and the CPUC, the CPUC implements the Fund’s determination of its revenue
requirements by establishing end use customer rates that meet the Fund’s revenue needs to assure
the payment of debt service, power purchases, administrative expenses and maintenance of operating
and debt service reserves.

Summary of Significant Accounting Policies
Basis of Presentation

The Fund is accounted for as an enterprise fund and is financed and operated in a manner similar to
that of a private business enterprise. The Fund uses the economic resources measurement focus and
the accrual basis of accounting. Under this method, revenues are recorded when earned and expenses
are recorded at the time liabilities are incurred. The Governmental Accounting Standards Board
(GASB) is the accepted standard-setting body for establishing governmental accounting and financial
reporting principles, which considers the Fund a Regulated Operation under GASB codification Re10.
The Fund is accounted for with a set of self-balancing accounts that comprise of assets, liabilities, net
position, revenues and expenses.

The financial statements of the Fund are intended to present the financial position, and the changes in
financial position and cash flow, of only that portion of the business-type activities and major funds of
the State of California that is attributable to the transactions of the Fund. They do not purport to, and
do not, present the financial position of the State of California and the changes in its financial position
and, where applicable, its cash flows in conformity with accounting principles generally accepted in the
United States of America.

Future Change in Accounting Principles

In June 2012, the GASB issued Statement No. 68 Accounting and Financial Reporting for Pensions —
amendment of GASB Statement No. 27. The objective of this Statement is to improve accounting and
financial reporting by state and local government for pensions. This Statement establishes standards
for measuring and recognizing liabilities, deferred outflows of resources, and deferred inflows of
resources, and expense/expenditures. The Fund will be required to recognize a liability equal to its
share of the net pension liability related to the California Public Employees’ Retirement System
(CalPERS) determined under the provision of the standard in its financial statements prepared using
the economic resources measurement focus and accrual basis of accounting. The Fund has not

14
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determined what impact this pronouncement will have on the financial statements. The provisions of
this Statement are effective for the Fund’s year ended June 30, 2015.

Restricted Cash, Equivalents and Investments

Under the terms of the Trust Indenture among the State of California, Department of Water Resources,
Treasurer of the State of California, as Trustee and U.S. Bank, N.A, as Co-Trustee (Trust Indenture)
separate restricted cash and investment accounts were established. The accounts and their purpose
follow:

Power Charge Accounts:

e Operating Account: Power Charges (see Revenues and Recoverable Costs) and
miscellaneous revenue are deposited into the operating account. Monthly, funds are
transferred to the priority contract account as needed to make payments on priority
contracts. Remaining monies are available for payment of all operating costs of the Fund
other than priority contracts, debt service, and debt-related costs.

e Priority Contract Account: Priority contracts are those power purchase contracts that
require monthly payment prior to any debt service payments. Monies in the priority
contract account are used to make scheduled payments on priority contracts.  As of
December 31, 2013, the last two priority power purchase contracts expired and the only
priority natural gas contract was amended to remove the priority designation.

e  Operating Reserve Account: The Operating Reserve Account was initially funded with
proceeds of the Series 2002 Bonds. The Operating Reserve Account must maintain a
balance equal to the greater of (i) the maximum seven-month difference between operating
revenues and expenses as calculated under a high expense scenario, (i) 12% of the
Department's annual operating expenses and (iii) an amount equal to the maximum
projected monthly power purchase contract cost. If the Operating Reserve Account
needed to be replenished, the funds would be transferred from the Operating Account.

Bond Charge Accounts:

e Bond Charge Collection Account: Bond Charges (see Revenues and Recoverable Costs)
are deposited into the Bond Charge Collection account. Monthly, funds needed for debt
service payments are transferred to the Bond Charge Payment account.

o Bond Charge Payment Account: Monies in the Bond Charge Payment account are used
to pay debt service and related fees for the revenue bonds. After receipt of the monthly
transfer from the Bond Charge Collection account, the balance in the Bond Charge
Payment account must at least equal debt service and fees estimated to accrue or be
payable for the next succeeding three months.

o Debt Service Reserve Account: The Debt Service Reserve Account was initially funded
with proceeds of the Series 2002 Bonds. The Debt Service Reserve Account is to be
funded at all times with the amount of maximum aggregate annual debt service on all
outstanding debt. If the Debt Service Reserve Account needed to be replenished, the
funds would be transferred from either the Operating Account and/or the Bond Charge
Collection Account.

Restricted cash and equivalents, for purposes of the Statements of Cash Flows, include cash on hand
and deposits in the Surplus Money Investment Fund (SMIF). The Operating Reserve Account and
Debt Service Reserve Account (net of investments) are classified as long-term restricted cash due to
requirements under the Trust Indenture to hold amounts in excess of anticipated current payments for
operating and bond related expenses. Amounts required to be held in reserve are determined annually
by the Fund’s revenue requirement.

SMIF has an equity interest in the State of California Pooled Money Investment Account (PMIA).
Generally, the investments in the PMIA are available for withdrawal on demand. The PMIA cash and

15



Department of Water Resources Electric Power Fund
Notes to Financial Statements
June 30, 2014 and 2013

investments are recorded at amortized cost, which approximates fair value. The PMIA funds are on
deposit with the State’s Centralized Treasury System and are managed in compliance with the
California Government Code, described in Note 3.

Long-term investments are held solely in the Debt Service Reserve Account by the bond co-trustee
and consist of guaranteed investment contracts (GICs) and a U.S. government backed agency security
in accordance with a forward purchase agreement (FPA). The GICs are carried at cost and the U.S.
government backed agency security is carried at amortized cost and not at fair value because the
investments are non-negotiable and non-transferable.

Net Position

The Fund does not record the difference between assets and liabilities as changes in net position. The
difference between assets and deferred outflows of resources and liabilities on the Statements of Net
Position is presented as recoverable costs such that there is no net position outstanding. The Fund
anticipates that amounts in the recoverable costs will be recovered in subsequent years prior to
program expiration.

Other Assets

The Fund entered into futures and option contracts for the purpose of hedging of the cost of natural gas
used as fuel for power production. Collateral values, net trade equity and margin investments held in
a brokerage account were accounted for as other assets on the Statements of Net Position. The
brokerage firm that facilitated the Fund's hedging contracts required that the Fund maintain a security
deposit, which was invested in compliance with the California Government Code. These funds were
invested in money market mutual funds and were carried at fair value.

As all remaining natural gas hedges expired during the second quarter of FY 2014, the natural gas
hedge brokerage account was closed and all money market investments and other collateral balances
were deposited in the Operating Account.

Revenues and Recoverable Costs

The Fund is required, at least annually, to establish a determination of the revenue requirement to be
submitted to the CPUC, which then sets end use customer remittance rates. The Fund's financial
statements are prepared in accordance with Section Re10 of the GASB Codification, “Regulated
Operations,” which requires that the effects of the revenue requirement process be recorded in the
financial statements. Accordingly, all expenses and credits, normally reflected in the change in net
position as incurred, are recognized as recoverable costs in the Statements of Net Position and are
recovered from IOU customers. Costs that are recoverable through future billings are recorded as long-
term assets.

Customer charges are separated into two primary components, power charges and bond charges.
Power charge revenues recover the cost of power purchases, other expenses and operating reserves
and are recognized when energy provided by the Fund is delivered to IOU customers. Bond charge
revenues recover debt service, debt service reserves and other bond related costs and are recognized
when energy provided by the Fund, the IOU, or an ESP, is delivered to IOU or ESP customers. Costs
are recovered over the life of the bonds as determined by the Fund’s revenue requirement process.

Surplus sales represent the Fund’s sale of energy dispatched by the California Independent System
Operator (CAISO) for grid reliability from the Fund’s power purchase agreements and natural gas not
needed for the generation of power.
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3. Restricted Cash and Investments
As of June 30, 2014 and 2013, the Fund had the following cash, equivalents and investments (in
millions):
Investment Maturity 2014 2013
June 30, 2014  June 30, 2013

State of California Pooled Money
Investment Account - Surplus Money

Investment Fund 7.6 months avwg. 9.1 months avg. $ 1276 $ 1,398
Cash 4 3
Total cash and equivalents 1,280 1,401
Guaranteed investment contracts May 1, 2022 200 200
Forward purchase agreement November 1, 2014 100 100

$ 1,580 $ 1,701

Reconciliation to Statements of Net Position:

Operating Reserve Account $ 10 $ 18
Debt Senice Resere Account 919 919
Operating and Priority Contract Accounts 137 210
Bond Charge Collection and

Bond Charge Payment Accounts 514 554

$ 1,580 § 1,701

Custodial Credit Risk: Under GASB Statement No. 40, custodial credit risk for deposits is the risk that,
in the event of the failure of a depository financial institution, a government will not be able to recover
deposits or will not be able to recover collateral securities that are in the possession of an outside party.
The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to
a transaction, a government will not be able to recover the value of investment or collateral securities
that are in the possession of an outside party. The State of California has a deposit policy for custodial
credit risk that requires deposits held by financial institutions to be insured by federal depository
insurance or secured by collateral held in the State’s name. At June 30, 2014 and 2013, one of the
guaranteed investment contracts in the amount of $100 million was uninsured and uncollateralized.

Interest Rate Risk: Under GASB Statement No. 40, interest rate risk is the risk that the value of fixed
income securities will decline because of changing interest rates. The prices of fixed income securities
with a longer time to maturity, measured by effective maturity, tend to be more sensitive to changes in
interest rates and, therefore, more volatile than those with shorter maturities. The State Treasurers
Investment Policy, Pooled Money Investment Account, provides for spreading investments over various
maturities to minimize the risk of portfolio depreciation due to a rise in interest rates. The State
Treasurers Investment Policy limits investments to the following maximum maturities: U.S. Treasury
securities, 5 years; federal agency securities, 5 years; bankers acceptances — domestic and foreign,
180 days; certificates of deposits, 5 years; commercial paper, 180 days; corporate bonds and notes, 5
years; repurchase agreements and reverse repurchase agreements, 1 year.

Credit Risk: Under GASB Statement No. 40, credit risk is the risk that an issuer or other counterparty
to an investment will not fulfill its obligations. The PMIA funds are on deposit with the State’s
Centralized Treasury System and are managed in compliance with the California Government Code,
according to a statement of investment policy which sets forth permitted investment vehicles, liquidity
parameters and maximum maturity of investments. These investments consist of U.S. government
securities, securities of federally-sponsored agencies, U.S. corporate bonds, interest bearing time
deposits in California banks, prime-rated commercial paper, bankers’ acceptances, negotiable
certificates of deposit, repurchase and reverse repurchase agreements. The PMIA policy limits the
use of reverse repurchase agreements to limits of no more than 10% of the PMIA and commercial
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paper to limits not to exceed 30% of the PMIA. The PMIA does not invest in leveraged products or
inverse floating rate securities. The PMIA is not rated.

Concentration of Credit Risk: The SMIF concentration of credit risk is limited by spreading the
investment mix over different investment types and issuers to minimize the impact any one industry,
investment class, or institution can have on the SMIF portfolio. At June 30, 2014, the Fund’s
investments in the FPA and two GICs individually exceed 5.0% of total investments. The ratings of
the investments and their relative percentages of total investments is shown in the following table:

S&P Percent of Total
Amount Credit Rating Investments

2014 2013

FPA Provider

Merrill Lynch: FHLMC

Discounted Notes $ 100 Not Rated 6.33% 5.88%

GIC Providers
FSA $ 100 Not Rated 6.33% 5.88%
Royal Bank of Canada 100 Not Rated 6.33% 5.88%

$ 200

Interest on deposits in the SMIF varies with the rate of return of the underlying portfolio and
approximated 0.2% at June 30, 2014 and 2013, respectively. For the years ended June 30, 2014 and
2013, interest earned on the deposit in the SMIF was $4 million and $5 million, respectively.

Interest on the GICs is paid semi-annually at interest rates ranging from 5.3% to 5.5%. Interest earned
on the GICs was $11 million for the years ended June 30, 2014 and 2013.

The FPA allows the Fund to continuously reinvest funds in U.S. government or U.S. government agency
securities through May 2022 to earn a minimum rate of return of 4.7%, as specified in the Reserve
Fund Forward Purchase and Sale Agreement, dated May 1, 2004. The reinvested securities are to
mature every six months. Interest earned on the FPA was $4 million for the years ended June 30,
2014 and 2013.

Long-Term Debt

The following activity occurred in the long-term debt accounts during the years ended June 30, 2014
and 2013 (in millions):

Revenue Unamortized
Bonds Premium Total
Balance, June 30, 2012 $ 7,128 $ 506 $ 7,634
Payments (574) - (574)
Amortization - (109) (109)
Balance, June 30, 2013 6,554 397 6,951
Payments (611) - (611)
Amortization - (91) (91)
Balance, June 30, 2014 5,943 306 6,249
Less current portion 618 76 694
$ 5,325 $ 230 $ 5,555
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Long-term debt consists of the following at June 30, 2014 and 2013, respectively (in millions):

Amount Amount

Fiscal Year of  Fiscal Year of Oulszt.?:f g thszt;n:mg Current

Series Rates Final maturity  First Call Date Portion
F Fixed (4.38-5.00%) 2022 2018 $ M8 % M8 $ -
G Fixed (4.35:5.00%) 2018 Non-callable 173 173 -
H Fixed (3.75:5.00%) 2022 2018 1,007 1,007 -
K Fixed (4.00-5.00%) 2018 Non-callable 279 279 -
L Fixed (2.50-5.00%) 2022 2020 2447 2,708 312
M Fixed (2.00-5.00%) 2020 Non-callable 84 1,234 27
N Fixed (2.00-5.00%) 2021 Non-callable 805 805 39
5,%43 6,554 618
Plus unamortized bond premium 306 397 76
$ 6249 § 6951 § 64

Key terms

Principal and interest payments are payable from bond charges. The Fund is subject to certain bond
covenants, including establishing funding and expenditure requirements for several restricted cash and
investment accounts. The bonds are limited special obligations of the Fund. Neither the principal nor
any interest thereon constitutes a debt of the State of California.

The Series F, H, and L are callable at a redemption rate of 100 percent.
are callable in 2018. The Series L bonds are callable in 2020. The Series G, K, M, and N are non-

callable.

Maturities

The Series F and Series H

Future payment requirements on the revenue bonds are as follows at June 30, 2014 (in millions):

Fiscal Year Principal Interest Total
2015 $ 618 $ 286 $ 904
2016 669 258 927
2017 686 227 913
2018 714 194 908
2019 749 160 909

2020-22 2,507 253 2,760
$ 5,943 $ 1,378 $ 7,321
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5. Derivative Financial Instruments

GASB Statement No. 53 requires governments to record derivative instruments on the Statements of
Net Position as either assets or liabilities depending on the underlying fair value of the derivative. The
Fund was party to natural gas hedging positions that were considered to be derivatives under the
provisions of GASB Statement No. 53.

The fair values, classification and notional amounts outstanding for the Fund’s natural gas hedge
derivatives accounted for as derivative financial instruments on June 30, 2013 are summarized in the
following table:

As of June 30, 2013
Business-type Value Notional
Effective hedges (in millions)
Liabilities
Current Gas Swaps $ (2) 460,000 MMBtu

All effective and ineffective hedges in asset and liability positions are included within the tables above
and have been recorded in the Statements of Net Position as derivative instruments. Changes in fair
value for effective hedges are recorded in the Statements of Net Position as deferred cash inflows or
outflows. Changes in fair value for ineffective gas hedges are recorded as investment loss from gas
related contracts on the Statements of Revenues, Expenses and Changes in Net Position.

Commodity contracts

At June 30, 2013, the Fund no longer has any outstanding natural gas options contracts. In prior years,
the Fund entered into natural gas hedge contracts, futures and options, to hedge the cost of natural
gas. All natural gas options were treated as derivatives and were classified as investment derivatives
since they do not meet GASB Statement No. 53 hedging criteria.

In prior periods, unrealized gains and losses were deferred on the Statements of Net Position as
deferral of cash outflows or cash inflows. The deferred amount recorded on the Statements of Net
Position reflects the deferred inflow or outflow associated with the derivative financial instruments.
Deferred outflows decreased by $2 million with the expiration of the remaining positions during the
fiscal year.

The Fund no longer has any forward natural gas purchase contracts. In prior years, most of the Fund’s
forward natural gas purchases were treated as Normal Purchase Normal Sale (NPNS) contracts and
were therefore not required to be recorded prior to settlement. Natural gas forwards not qualifying as
NPNS were recorded on the Statements of Net Position at fair value.

Changes in fair value of derivatives that are classified as investment derivatives are included as
investment income (loss) on the Statement of Revenues, Expenses and Changes in Net Position.

Fair Value: The reported fair values from the tables above were determined based on quoted market
prices for similar financial instruments.

Credit Risk: The Fund does not have any natural gas hedge positions as of June 30, 2014. Previously
future positions were entered into through the Fund’s brokerage accounts and the associated clearing
accounts had collateral requirements that limited the Fund’s counterparty credit risk.

Termination Risk: The Fund no longer has termination risk associated with any natural gas hedge
agreements as they have all expired.
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6. Commitments and Contingencies

Litigation and Regulatory Proceedings

Certain pending legal and administrative proceedings involving the Fund or affecting the Fund’s power
supply program are summarized below.

California Refund Proceedings: During 2001 and 2002, the Fund purchased power in bilateral
transactions (both short-term and long-term), sold power to the California Independent System Operator
(CAISO), paid for power purchased by the CAISO and purchased power from the CAISO for sale to
customers of the IOUs. In July 2001, the Federal Energy Regulatory Commission (FERC) initiated an
administrative proceeding to calculate refunds for inflated prices in the CAISO and California Power
Exchange (PX) markets during 2000 and 2001. FERC ruled that the Fund would not be entitled in that
proceeding to approximately $3,500 million in refunds associated with the Fund’s approximately $5,000
million of short-term purchases because the Fund made those purchases bilaterally, not in the PX or
CAISO markets. The Ninth Circuit Court of Appeals affirmed FERC, but left open the possibility of
refunds on the Fund’s bilateral purchases in other FERC proceedings. In contrast, FERC ruled that the
Fund is entitled to refunds on purchases made by the CAISO where the Fund actually paid the bill.

Of the Fund’s $5,000 million in short-term bilateral purchases, $2,900 million was imbalance energy
which the Fund sold to the CAISO at the Fund’s cost in order to meet the CAISO’s emergency needs
during 2001. The Fund is treated in the FERC refund proceeding as a seller of that energy to CAISO,
and in May 2004, FERC issued an order requiring the Fund to pay refunds on the sales to the CAISO.
In September 2005, the Ninth Circuit Court of Appeals held that FERC does not have authority to order
refunds from governmental entities such as the Fund. In November 2008, FERC found that although
FERC cannot order a governmental entity, such as the Fund, to pay refunds, it can enforce the terms
of the CAISO'’s tariff, which requires that all purchases and sales in a given hourly settlement period
are netted. But for the more than 50 refund settlements the Fund has entered into to date, this order
would have resulted in a substantial reduction to the refunds payable to the Fund. Settlements
executed to date with various sellers, however, have reduced to a de minimus amount, the amount by
which refunds payable to the Fund will be reduced on account of the Fund'’s sales to the CAISO. Refund
payable to the Fund will be offset to the extent that the Fund must pay refunds on its sales to the CAISO.

Proceedings before FERC, including related appeals, are ongoing and could, together with the terms
of any future settlements entered into by the Fund to resolve its remaining claims in the California
Refund Proceedings, increase or decrease of refunds the Fund ultimately receives.

Direct Access Proceeding: On February 28, 2008, the CPUC approved a decision concluding that the
suspension of direct access cannot be lifted at the present time because the Fund is still supplying
power under the Act. However, the decision continued the proceeding to consider possible approaches
to expediting the Fund'’s exit from its role of supplying power under the Act. On November 21, 2008,
the CPUC adopted a plan with the goal of the early exit of the Fund from its role as supplier of power
to retail electric customers. Under this plan, the Fund’s power purchase contracts would be replaced
by agreement between the I0Us and the Fund’s power supplier counterparties that are not detrimental
to ratepayers, through novation and/or negotiation.

Senate Bill 695: On October 11, 2009, Senate Bill (SB) 695 was signed into law as an urgency statute.
SB 695 allows individual retail nonresidential end-use customers to acquire electric service from other
providers in each IOU service area, up to a maximum allowable limit. Except for this express
authorization for increased direct access transactions under SB 695, the previously enacted
suspension of direct access remains in effect. On March 15, 2010, the CPUC issued Decision 10-03-
022 which authorizes increases in the maximum direct access load for each IOU service area, as
specified in SB 695. The maximum load of allowable direct access volume is established for each 10U
as the maximum total kWh supplied by all other providers to distribution customers of the IOU during
any sequential 12-month period between April 1, 1998 and the effective date of the section of the Public
Utilities code modified by SB 695, October 11, 2009.
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Decision 10-03-033 phases in the additional load allowance over a four-year period beginning on April
11, 2010. The annual phase in of the limits combined with the concurrent expiration of several long-
term contracts has not resulted in impacts to the Power Charges. Regardless of the level of direct
access participation within the 10U service area, direct access customers will still be assessed Bond
Charges and the Fund’s revenue requirement will be recovered in the same manner as has been
successfully implemented over the duration of the Power Supply Program.

Other Contingencies

The Fund is self-insured for most risks, including general liability and workers' compensation.
Management believes the Fund’s exposure to loss is immaterial and that any costs associated with
such potential losses are recoverable from customers as part of the Fund’s revenue requirement.

Commitments

The Fund has one power purchase contract that has remaining life of up to two fiscal years. Payments
under the power purchase and natural gas transmission capacity contracts approximated $39 million
and $49 million for fiscal years 2014 and 2013, respectively.

The remaining amounts of fixed obligations under the contracts as of June 30, 2014, are as follows (in

millions):
Fixed
For the Year Obligation
Ending June 30, (in millions)
2015 $ 26
2016 16
2017 15
2018 12
$ 69

In addition to the fixed costs, there are variable costs associated with the contract. Management
projected as of June 30, 2014 that the amount of future fixed and variable obligations associated with
long-term power purchase contracts would approximate $73 million. The difference between the fixed
costs and the expected total costs of the contracts are primarily due to the variable factors associated
with dispatchable contracts and the cost of natural gas.

7. Energy Settlements

The Fund and other parties have entered into settlement agreements with various energy suppliers
which resolve potential and alleged causes of action against suppliers for their part in alleged
manipulation of natural gas and electricity commodity and transportation markets during the 2000 -
2001 California energy crisis, and also received settlements from other FERC actions.

Energy settlements in 2014 totaled $53 million. The Fund received $5 million from Avista Corporation
and is entitled to $48 million from TransAlta Energy Marketing (US), of which $25 million was received
on July 3, 2014. The remaining balance of $23 million will be received in July 2015. These settlements
are as a result of FERC approved settlement agreements to resolve certain claims arising from events
and transactions in Western Energy Markets during the period January 1, 2000 through June 20, 2001.

Energy settlements in 2013 totaled $21 million. The Fund received $20 million as a result of a FERC
approved settlement agreement resolving energy crisis related litigation between the State of California
represented by the CPUC, and NRG Energy. The Fund also received a total of $1 million from the
California Independent System Operator (CAISO) and Cal Polar as the final distribution for market re-
runs for 2001 and a FERC approved settlement respectively.
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8.

Retirement Plan and Postemployment Benefits
Retirement Plan Description

The State of California is a member of the California Public Employees’ Retirement System (CalPERS),
an agent multiple-employer pension system that provides a contributory defined-benefit pension for
substantially all State employees. The Fund is included in the State Miscellaneous Category (Tier 1
and Tier 2) within CalPERS, thereby limiting the availability of certain Fund pension data. CalPERS
functions as an investment and administrative agent for participating public agencies within the State
of California. Departments and agencies within the State of California, including the Fund, are in a
cost-sharing arrangement in which all risks and costs are shared proportionately by participating State
agencies. Copies of CalPERS’ comprehensive annual financial report may be obtained from their
executive office at 400 P Street, Sacramento, California 95814. The pension plan provides retirement
benefits, survivor benefits, and death and disability benefits based upon an employee’s years of
credited service, age and final compensation. Vesting occurs after five years of credited service except
for second tier benefits, which require ten years of credited service. Employees who retire at or after
age 50 with five or more years of service are entitled to a retirement benefit, payable monthly for the
remainder of their lives. Several survivor benefit options which reduce a retiree’s unmodified benefit
are available. Benefit provisions and all other requirements are established by state statute.

Annual Pension Cost
The Fund’s annual pension cost payable from the Fund and actual contribution allocated to the Fund
based on the Fund’s payroll costs at June 30, 2014 is $0.5 million compared to $1 million at June 30,

2013.

The following tables shows the Department’s annual pension cost and the percentage contributed for
the past three fiscal years (in millions):

Percentage
Annual Required of ARC
Year Ended Contribution (ARC) Contributed
6/30/2012  $ 1.0 100%
6/30/2013 1.0 100%
6/30/2014 0.5 100%

Other Postemployment Benefits and Accrued Vacation

In addition to the pension benefits, the State of California provides postemployment health care
benefits, in accordance with Section 22754 (g) of the State Government Code, to all employees who
retire on or after attaining certain age and length of service requirements. The State of California is
funding postemployment benefits on a pay-as-you-go basis.

A portion of the State’s postemployment benefit costs have been allocated to the Fund as follows (in
millions):
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2014 2013
Annual required contribution $ 1.7 $ 1.1
Interest on net OPEB obligation 0.2 0.1
Adjustment to annual required contribution (0.2) 0.1)
Annual OPEB cost (expense) 1.7 1.1
Contributions made (0.6) (0.4)
Increase in net OPEB obligation 1.1 0.7
Net OPEB obligation - beginning of year 4.5 3.8
Net OPEB obligation - end of year $ 5.6 $ 4.5

The Fund’s net OPEB obligation is included in the other postemployment benefits and accrued vacation
on the Statements of Net Position.

The Fund’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the
net OPEB obligation for the years ended June 30, 2014, 2013, and 2012 were as follows (in millions):

Percentage of

Annual OPEB Cost Net OPEB

Year Ended OPEB Cost Contributed Obligation
6/30/2012 $ 1.2 36% $ 3.8
6/30/2013 1.1 35% 4.5
6/30/2014 1.7 35% 5.6

Additional disclosure detail required by Government Accounting Standards Board Statement No.45,
regarding other postemployment benefits is presented in the State’s Comprehensive Annual Financial
Report for the year ended June 30, 2013, which is the latest available.

9. Subsequent Event
Litigation Settlement

Subsequent to the end of fiscal 2014, the Fund received energy settlements from Powerex Corporation
and William Companies, Inc., formerly known as Williams Energy Marketing and Trading Company on
August 8, 2014 of $140 million and $2 million. These settlements are to resolve certain claims arising
from events and transactions in Western Energy Markets during the period January 1, 2000 through
June 20, 2001.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL Avantury ity
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT NEwpRE DR
AUDITING STANDARDS San Diego
To the Director of the Department of Water Resources Seetile

Department of Water Resources Electric Power Fund
Sacramento, California

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contacted in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the Department of Water Resources Electric Power Fund (Fund) of the State of
California, as of and for the year ended June 30, 2014, and the related notes to financial
statements, and have issued our report thereon dated October 9, 2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the State of
California’s internal control over financial reporting (internal control) as it relates to the Fund to
determine the audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the State of California’s internal control as it relates to the Fund.
Accordingly, we do not express an opinion on the effectiveness of the State of California’s
internal control as it relates to the Fund.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Fund’s financial statements are
free from material misstatement, we performed tests of the State’s compliance with certain

provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.

25

www.mgocpa.com



However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing on internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

S _,/%;c’ e O /pwrredd L&/
Sacramento, California €
October 9, 2014
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APPENDIX B
BOOK-ENTRY SYSTEM

The information in this Appendix concerning The Depository Trust Company, New York, New York (“DTC”) and
DTC’s book-entry system has been obtained from sources that DWR, the Underwriters and the Trustees believe to be
reliable, but DWR, the Underwriters and the Trustees take no responsibility for the accuracy thereof.

DTC will act as securities depository for the Series 20150 Bonds. The Series 20150 Bonds will be issued as fully-
registered securities registered in the name of Cede & Co. (DTC’s partnership nominee) or such other name as may be
requested by an authorized representative of DTC. One fully-registered Series 20150 Bond certificate will be issued for each
interest rate borne by Series 20150 Bonds of a particular maturity, each in the aggregate principal amount of Series 20150
Bonds applicable to such interest rate, and will be deposited with DTC. If, however, the aggregate principal amount of any
such certificate exceeds $500 million, one certificate will be issued with respect to each $500 million of principal amount,
and an additional certificate will be issued with respect to any remaining principal amount of such maturity.

DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking organization”
within the meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing corporation” within
the meaning of the New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions of
Section 17A of the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5 million issues of
U.S. and non-U.S. equity, corporate and municipal debt issues, and money market instruments (from over 100 countries) that
DTC’s participants (“Direct Participants™) deposit with DTC. DTC also facilitates the post-trade settlement among Direct
Participants of sales and other securities transactions in deposited securities, through electronic computerized book-entry
transfers and pledges between Direct Participants’ accounts. This eliminates the need for physical movement of securities
certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies,
clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust &
Clearing Corporation (“DTCC”). DTCC is the holding company for DTC, National Securities Clearing Corporation and
Fixed Income Clearing Corporation, all of which are registered clearing agencies. DTCC is owned by the users of its
regulated subsidiaries. Access to the DTC system is also available to others such as both U.S. and non-U.S. securities
brokers and dealers, banks, trust companies, and clearing corporations that clear through or maintain a custodial relationship
with a Direct Participant, either directly or indirectly (“Indirect Participants”). DTC has a Standard & Poor’s rating of AA.
The DTC Rules applicable to its Participants are on file with the Securities and Exchange Commission. More information
about DTC can be found at www.dtcc.com.

Purchases of Series 20150 Bonds under the DTC system must be made by or through Direct Participants, which
will receive a credit for the Series 20150 Bonds on DTC’s records. The ownership interest of each actual purchaser of each
Series 20150 Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records. Beneficial
Owners will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however, expected to
receive written confirmations providing details of the transaction, as well as periodic statements of their holdings, from the
Direct or Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers of ownership
interests in the Series 20150 Bonds are to be accomplished by entries made on the books of Direct and Indirect Participants
acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership interests
in the Series 20150 Bonds, except in the event that use of the book-entry system for the Series 20150 Bonds is discontinued.

To facilitate subsequent transfers, all Series 20150 Bonds deposited by Direct Participants with DTC are registered
in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an authorized
representative of DTC. The deposit of Series 20150 Bonds with DTC and their registration in the name of Cede & Co. or
such other nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual Beneficial
Owners of the Series 20150 Bonds. DTC’s records reflect only the identity of the Direct Participants to whose accounts such
Series 20150 Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will
remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to Indirect
Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by arrangements
among them, subject to any statutory or regulatory requirements as may be in effect from time to time. DWR will not have
any responsibility or obligation to such Direct Participants and Indirect Participants or the persons for whom they act as
nominees with respect to the Series 20150 Bonds. Beneficial Owners of Series 20150 Bonds may wish to take certain steps
to augment the transmission to them of notices of significant events with respect to the Series 20150 Bonds, such as
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redemptions, tenders, defaults and proposed amendments to the Series 20150 Bond documents. For example, Beneficial
Owners of Series 20150 Bonds may wish to ascertain that the nominee holding the Series 20150 Bonds for their benefit has
agreed to obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their
names and addresses to the registrar and request that copies of the notices be provided directly to them.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Series 20150 Bonds
unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its usual procedures, DTC mails
an Omnibus Proxy to Issuer as soon as possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting
or voting rights to those Direct Participants to whose accounts Series 20150 Bonds are credited on the record date (identified
in a listing attached to the Omnibus Proxy).

Principal and interest payments on the Series 20150 Bonds will be made to Cede & Co., or such other nominee as
may be requested by an authorized representative of DTC. DTC’s practice is to credit Direct Participants’ accounts upon
DTC’s receipt of funds and corresponding detail information from the State Treasurer or other Paying Agent, on payable
dates in accordance with their respective holdings shown on DTC’s records. Payments by Participants to Beneficial Owners
will be governed by standing instructions and customary practices, as is the case with securities held for the accounts of
customers in bearer form or registered in “street name,” and will be the responsibility of such Participant and not of DTC nor
its nominee, Agent, or the State Treasurer or other Paying Agent, subject to any statutory, or regulatory requirements as may
be in effect from time to time. Payment of principal and interest to Cede & Co. (or such other nominee as may be requested
by an authorized representative of DTC) is the responsibility of the State Treasurer or other Paying Agent, disbursement of
such payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial
Owners will be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as depository with respect to the Series 20150 Bonds at any time by
giving reasonable notice to DWR or the Trustees. Under such circumstances, in the event that a successor depository is not
obtained, Series 20150 Bond certificates are required to be printed and delivered.

DWR and the Trustees may decide to discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, Series 20150 Bond certificates will be printed and delivered.

THE TRUSTEES, AS LONG AS A BOOK-ENTRY ONLY SYSTEM IS USED FOR THE SERIES 20150
BONDS, WILL SEND ANY NOTICES TO OWNERS ONLY TO DTC. ANY FAILURE OF DTC TO ADVISE ANY
PARTICIPANT, OR OF ANY PARTICIPANT TO NOTIFY ANY BENEFICIAL OWNER, OF ANY NOTICE AND ITS
CONTENT OR EFFECT WILL NOT AFFECT THE VALIDITY OR SUFFICIENCY OF THE PROCEEDINGS
RELATING TO ANY ACTION PREMISED ON SUCH NOTICE.

DWR and the Trustees cannot and do not give any assurances that DTC will distribute to Participants, or that
Participants or others will distribute to the Beneficial Owners, payments of principal of and interest and premium, if any, on
the Bonds paid or any notices or that they will do so on a timely basis or will serve and act in the manner described in this
Official Statement. Neither DWR nor the Trustees are responsible or liable for the failure of DTC or any Direct Participant
or Indirect Participant to make any payments or give any notice to a Beneficial Owner with respect to the Series 20150
Bonds or any error or delay relating thereto.

The foregoing description of the procedures and record keeping with respect to beneficial ownership interests in the
Series 20150 Bonds, payment of principal of and interest and other payments with respect to the Series 20150 Bonds to
Direct Participants, Indirect Participants or Beneficial Owners, confirmation and transfer of beneficial ownership interest in
such Bonds and other related transactions by and between DTC, the Direct Participants, the Indirect Participants and the
Beneficial Owners is based solely on information provided by DTC. Accordingly, no representations can be made
concerning these matters and neither the Direct Participants, the Indirect Participants nor the Beneficial Owners should rely
on the foregoing information with respect to such matters but should instead confirm the same with DTC or the Participants,
as the case may be.

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE SERIES 20150 BONDS, AS NOMINEE

OF DTC, REFERENCES HEREIN TO THE HOLDERS SHALL MEAN CEDE & CO., AS AFORESAID, AND SHALL
NOT MEAN THE BENEFICIAL OWNERS OF THE SERIES 20150 BONDS.
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APPENDIX C

SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE
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SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE

The following is a summary of certain provisions of the Indenture. The summary does not purport to be complete or
definitive and is qualified in its entirety by reference to the Indenture, copies of which are on file with the Trustee and Co-
Trustee.

Definitions

For purposes of this Summary, capitalized terms shall have the meanings assigned to them below, or in other cases
as contained elsewhere in this Official Statement as indicated in Appendix G.

“Accreted Value” means, with respect to any Capital Appreciation Bonds, (i) as of any Valuation Date, the amount
set forth for such date in the Supplemental Indenture authorizing such Capital Appreciation Bonds and (ii) as of any date
other than a Valuation Date, the sum of (a) the Accreted Value on the preceding Valuation Date and (b) the product of (1) a
fraction, the numerator of which is the number of days having elapsed from the preceding Valuation Date and the
denominator of which is the number of days from such preceding Valuation Date to the next succeeding Valuation Date, and
(2) the difference between the Accreted Values for such Valuation Dates. Accreted Value shall be computed on a 30/360—
day basis.

“Act” means Division 27 (commencing with Section 80000) of the State Water Code, as amended from time to
time.

“Additional Emergency Measures” or “Emergency Measures” means Executive Order No. D-56-02 dated
May 23, 2002, or any Proclamation or Order of the Governor of the State hereafter issued pursuant to the California
Emergency Services Act (Chapter 7, Division 1, Title 2 of the California Government Code, as amended) (including, but not
limited to, any regulations issued pursuant thereto) adopted in response to or in anticipation of the need to assure the
availability of power to retail end-use customers in the State due to the inability or failure of an Electrical Corporation to
purchase such power following the end of the Department’s authority to enter into new Power Supply Contracts under
Assembly Bill 1X.

“Administrative Cost Account” means the Account by that name established under the Indenture.

“Aggregate Debt Service” means, for any period and as of any date of calculation, the sum of the amounts of Debt
Service for such period with respect to all Series of Bonds.

“Alternate Debt Service Reserve Account Deposit” means any irrevocable surety bond, insurance policy, letter of
credit or any other similar obligation provided to the Trustee as a substitute for the deposit of cash and/or Authorized
Investments, or another Alternate Debt Service Reserve Account Deposit, in the Debt Service Reserve Account.

“Assembly Bill 1X” means Chapter 4 of the Statutes of 2001 (AB 1 of the First Extraordinary Session) of the State,
as amended from time to time, including, but not limited to, Chapter 9 of the Statutes of 2001 (SB 31 of the First
Extraordinary Session).

“Authorized Investments” means and includes any of the following securities, if and to the extent the same are at
the time legal for investment of the Department’s funds pursuant to any law, and to the extent permitted under any applicable

regulation, guideline and policy of the Department, as each is in effect from time to time:

(1) bonds or interest-bearing notes or obligations of the United States, or those for which the faith and
credit of the United States are pledged for the payment of principal and interest;

(i1) bonds or interest-bearing notes or obligations that are guaranteed as to principal and interest by a
federal agency of the United States;

(ii1) bonds of the State or bonds for which the faith and credit of the State are pledged for the payment
of principal and interest;
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(iv) bonds or warrants, including, but not limited to, revenue warrants, of any county, city,
metropolitan water district, California water district, California water storage district, irrigation district in the State, municipal
utility district or school district of the State;

(v) bonds, consolidated bonds, collateral trust debentures, consolidated debentures or other
obligations issued by general land banks or federal intermediate credit banks established under the Federal Farm Loan Act, as
amended, debentures and consolidated debentures issued by the Central Bank for Cooperatives and banks for cooperatives
established under the Farm Credit Act of 1933, as amended, bonds or debentures of the Federal Home Loan Bank Board
established under the Federal Home Loan Bank Act, stocks, bonds, debentures and other obligations of the Federal National
Mortgage Association established under the National Housing Act, as amended, and the bonds of any federal home loan bank
established under said act, obligations of the Federal Home Loan Mortgage Corporation, and bonds, notes and other
obligations issued by the Tennessee Valley Authority under the Tennessee Valley Authority Act, as amended;

(vi) commercial paper rated within the top Rating Category by a Rating Agency and issued by
corporations (1) organized and operating within the United States, (2) having total assets in excess of $500,000,000 and (3)
approved by the Pooled Money Investment Board of the State, provided, however that eligible commercial paper may not
exceed one hundred eighty (180) days’ maturity, represent more than 10% of the outstanding paper of an issuing corporation
nor exceed 30% of the resources of an investment program, and that at the request of the Department, such investment shall
be secured by the issuer by depositing with the Trustee securities authorized by Section 53651 of the California Government
Code of a market value of at least 10% in excess of the amount of the Department’s investment;

(vii) bills of exchange or time drafts drawn on and accepted by a commercial bank the general
obligations of which are rated within the top two Rating Categories by a Rating Agency, otherwise known as banker’s
acceptances, which are eligible for purchase by the Federal Reserve System,;

(viil)  negotiable certificates of deposit issued by a nationally or state-chartered bank or savings and loan
association or by a state-licensed branch of a foreign bank which, to the extent they are not insured by federal deposit
insurance, are issued by an institution the general obligations of which are rated in one of the top two Rating Categories by a
Rating Agency;

(ix) bonds, debentures and notes issued by corporations organized and operating within the United
States which securities are rated in one of the top two Rating Categories by a Rating Agency;

(x) interest-bearing accounts in state or national banks or in state or federal savings and loan
associations having principal offices in the State, the deposits of which shall be secured at all times and in the same manner
as state moneys are by law required to be secured;

(xi) deposits in the Surplus Money Investment Fund as referred to in the California Government Code;

(xii) repurchase agreements or reverse repurchase agreements, as such terms are defined in and
pursuant to the terms of Section 16480.4 of the California Government Code;

(xiii)  collateralized or uncollateralized investment agreements or other contractual arrangements with
corporations, financial institutions or national associations within the United States, provided that the senior long-term debt
of such corporations, institutions or associations is rated within the top two Rating Categories by a Rating Agency;

(xiv)  money market funds that invest solely in obligations described in clause (i) of this definition; or

(xv) such other investments as may be authorized by a Supplemental Indenture, provided that each
Rating Agency has confirmed in writing to the Trustee that the use of such additional investments will not, by itself, result in
the withdrawal, suspension or downgrade of any rating issued by such Rating Agency with respect to any Outstanding Bonds.

“Authorized Officer” means the Director, any Deputy Director, the Chief, Division of Fiscal Services, the Deputy
Controller and the Chief Counsel of the Department, and any other individual authorized by the Director to perform the act or
sign the document in question.



“Bank” means any (i) bank or trust company organized under the laws of any state of the United States of America,
(i1) national banking association, (iii) savings bank or savings and loan association chartered or organized under the laws of
any state of the United States of America, or (iv) federal branch or agency pursuant to the International Banking Act of 1978
or any successor provisions of law, or domestic branch or agency of a foreign bank which branch or agency is duly licensed
or authorized to do business under the laws of any state or territory of the United States of America.

“Bond Charge” has the same meaning as that term is defined in the 2002 Rate Agreement, including, without
limitation, any Bond Charges imposed on power furnished by an Electric Service Provider (as defined in the 2002 Rate
Agreement).

“Bond Charge Collection Account” means the account by that name established under the Indenture.
“Bond Charge Payment Account” means the account by that name established under the Indenture.
“Bond Charge Revenues” means Revenues received by the Department arising from Bond Charges.

“Bond Related Costs” has the same meaning as that term is defined in the 2002 Rate Agreement, and shall include
the items of cost specified in section D.3 under the caption “Application and Flow of Funds” below.

“Bonds” means any obligations, issued in any form of debt, authorized by the Indenture and secured by a pledge of
and lien on the Trust Estate on a parity with each other and with Parity Obligations, including, but not limited to, bonds,
notes, bond anticipation notes, and commercial paper, but such term shall not include any Subordinated Indebtedness or
Subordinated Obligations.

“Business Day” means (a) with respect to the Bonds, any day of the year other than (i) a Saturday or Sunday, (ii) a
State legal holiday, (iii) any day which shall be in the city of Sacramento, California, or the city in which the Co-Trustee or
relevant office of any Paying Agent, Registrar or Securities Depository or, if any Bond is supported by an Enhancement
Facility, the provider of such Enhancement Facility is located, a legal holiday or a day on which Banks in any of such cities
are required or authorized by law or other government action to close, or (b) with respect to any Series of Bonds, as may be
provided by Supplemental Indenture.

“Capital Appreciation Bonds” means Bonds as to which interest is payable only at the maturity or prior
redemption of such Bonds; provided, however, that if any such Bonds are converted to or from Bonds as to which interest is
payable periodically, such Bonds shall be deemed to be Capital Appreciation Bonds only after or until such conversion, as
the case may be. For the purposes of (i) receiving payment of the Redemption Price if a Capital Appreciation Bond is
redeemed prior to maturity, or (ii) computing the principal amount of Bonds held by the Owner of a Capital Appreciation
Bond in giving to the Department or the Trustee any notice, consent, request, or demand pursuant to the Indenture for any
purpose whatsoever, the principal amount of a Capital Appreciation Bond on any date shall be deemed to be its Accreted
Value as of such date.

“Commercial Paper” means Bonds issued as part of a program of short-term Bonds having the characteristics of
commercial paper in that (i) such Bonds have a stated maturity not later than 270 days from their date of issue and (ii)
maturing Bonds of such program may be paid with the proceeds of Bonds having the characteristics of Commercial Paper.
Notwithstanding the foregoing, Commercial Paper may be paid with the proceeds of other Bonds.

“Commission” means the Public Utilities Commission of the State, or any successor to the rights, duties and
obligations of the Commission under the Act.

“Consultant” means an accountant or firm of accountants (which may be the accountant or firm of accountants then
serving as the auditor of the Department), or a management consultant or firm of management consultants, or an engineer or
firm of engineers, which, in any case, shall be of recognized standing in the field of electric utility rate consulting, selected by
the Department, and may be regularly retained to provide services to the Department but shall not be an officer or employee
of the State.

“Costs” means costs, expenses and purposes for which Bonds may be issued under the Act, including, but not

limited to, the following: (i) costs of Power and transmission, scheduling, and other related expenses incurred by the
Department, including, but not limited to, all amounts payable by the Department, of whatever kind and nature, under and
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pursuant to Power Supply Contracts and costs of avoiding purchasing Power for retail end-use customers paid or incurred
pursuant to an Additional Emergency Measure; (ii) reimbursement of expenditures made from the Electric Power Fund for
such purposes; (iii) repayment to the General Fund of the State of appropriations made to the Electric Power Fund pursuant to
Assembly Bill 1X or Senate Bill 7X, repayment to the General Fund of appropriations made to the Electric Power Fund after
the effectiveness of Assembly Bill 1X for purposes of Division 27 of the State Water Code, and repayment of General Fund
moneys expended by the Department pursuant to the 2001 Emergency Measures; (iv) costs of establishing or maintaining
reserves required or permitted by the Indenture, including, but not limited to, debt service and operating reserves; (v) costs of
issuing Bonds and Interim Financing Notes or costs incidental to their payment or security, including, but not limited to, fees,
expenses, and costs payable, and reimbursements, under Enhancement Facilities and the Credit and Security Agreement; (vi)
capitalized interest on Bonds; and (vii) payment of principal, interest, and redemption, tender or purchase price of any (a)
Bonds issued by the Department for the payment of any Costs, (b) Bonds issued to refund other Bonds, or (c) any other
bonds, notes, or other evidences of indebtedness issued by the Department for purposes of the Act, including the Interim
Financing Notes. Notwithstanding the foregoing, Costs shall not include (1) depreciation or obsolescence charges or reserves
therefor, (2) amortization of intangibles or other bookkeeping entries of a similar nature; or (3) any costs of the Department
relating to a Separately Financed Program.

“Co-Trustee” means U.S. Bank National Association, and its successor or successors and any other Person which
may at any time be substituted in its place pursuant to the Indenture.

“Counsel’s Opinion” means an opinion signed by an attorney or firm of attorneys of nationally recognized standing
in the field of law relating to municipal bonds selected by the Department.

“Credit and Security Agreement” means the Credit and Security Agreement, dated as of June 26, 2001, among
the State acting through the Department, various lenders and Morgan Guaranty Trust Company of New York as agent for
such lenders, pursuant to which the Interim Financing Notes were issued. Such agreement is no longer in effect and no
amounts are outstanding thereunder.

“Credit Facility Reimbursement Obligation” has the meaning as defined under “Special Provisions Relating to
Enhancement Facilities, Qualified Swaps, and Other Similar Arrangements” below.

“Debt Service” means, for purposes of determining deposits to and balances required to be on deposit in the Bond
Charge Payment Account, the Debt Service Reserve Requirement, and the additional Bonds test as provided in the Indenture,
for any period and as of any date of calculation, with respect to any Outstanding Bonds, an amount equal to the sum of (i)
interest accruing during such period on such Bonds, except to the extent that such interest is to be paid from deposits in the
Bond Charge Payment Account made from the proceeds of Bonds or Subordinated Indebtedness, and (ii) that portion of each
Principal Installment for such Bonds which would accrue during such period if such Principal Installment were deemed to
accrue daily in equal amounts from the next preceding Principal Installment due date for such Bonds (or, if there shall be no
such preceding Principal Installment due date or such preceding Principal Installment due date is more than one (1) year prior
to the due date of such Principal Installment, then from a date one (1) year preceding the due date of such Principal
Installment or from the date of issuance of such Bonds, whichever date is later). For purposes of such calculations, the
following assumptions are to be used:

(1) such interest and Principal Installments shall be calculated on the assumptions that (a) no Bonds
(except for Option Bonds actually tendered for payment and not purchased in lieu of redemption prior to the redemption date
thereof) Outstanding at the date of calculation will cease to be Outstanding except by reason of the payment of each Principal
Installment on the due date thereof and (b) the principal amount of Option Bonds tendered for payment shall be deemed to be
payable on the date required to be paid pursuant to such tender;

(i1) if 20% or more of the principal of such Bonds is not due until the final stated maturity of such
Bonds, principal and interest on such Bonds may, at the option of the Department, written notice of which shall be signed by
an Authorized Officer and filed with the Trustee, be treated as if such principal and interest were due based upon an
amortization of principal resulting in approximately level debt service (principal and interest) over the respective terms of
such Bonds;

(iii) interest accruing on Variable Rate Bonds during any future period shall be assumed to accrue at a
rate equal to the greater of (a) 130% of the highest average interest rate on such Variable Rate Bonds in any calendar month
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during the twelve (12) calendar months ending with the month preceding the date of calculation, or such shorter period that
such Variable Rate Bonds shall have been Outstanding, or (b) 4.0%,

(iv) the principal of Bonds issued as Commercial Paper will be treated as if such principal were due
based upon level amortization of principal from the date of calculation to the latest maturity date of any Bonds, and the
interest on such Commercial Paper shall be calculated as if such Commercial Paper were Variable Rate Bonds;

(v) the principal and interest portions of the Accreted Value of Capital Appreciation Bonds becoming
due at maturity or by virtue of a Sinking Fund Installment shall be included in the calculations of accrued and unpaid and
accruing interest or Principal Installments in such manner and during such period of time as is specified in the Supplemental
Resolution authorizing such Capital Appreciation Bonds;

(vi) notwithstanding paragraphs (iii) or (iv) above, if the Department, in connection with any Variable
Rate Bonds or Commercial Paper, has entered into a Qualified Swap that provides that the Department is to pay to the
counterparty an amount determined based upon a fixed rate of interest on such Outstanding principal amount of such
Variable Rate Bonds or Commercial Paper, and that the counterparty is to pay to the Department an amount determined
based upon a variable rate of interest on such Outstanding principal amount of such Variable Rate Bonds or Commercial
Paper (a “variable rate payment”) or the amount by which the rate at which such Variable Rate Bonds or Commercial Paper
bear interest exceeds a stated rate of interest or, if the Department has entered into a Qualified Swap that provides that the
Department is to pay to the counterparty one variable rate payment and that the counterparty is to pay to the Department a
different variable rate payment, for so long as and to the extent that such Qualified Swap remains in full force and effect it
shall be assumed that such Variable Rate Bonds and Commercial Paper bear interest at a rate equal to the sum of (A) the
fixed rate of interest to be paid by the Department or the rate in excess of which the counterparty is to make payment to the
Department in accordance with such Qualified Swap, and (B) the greater of (if positive) (1) the average difference between
the actual interest rate paid by the Department on such Variable Rate Bonds or Commercial Paper and the variable interest
rate the relevant counterparty paid to the Department, taking into account all variable rate payments, during the twelve (12)
calendar months ending with the calendar month preceding the date of calculation, or such shorter period that such Variable
Rate Bonds or Commercial Paper shall have been Outstanding, and (2) the difference between the actual interest rate paid by
the Department on such Variable Rate Bonds or Commercial Paper and the variable interest rate received from the relevant
counterparty, taking into account all variable rate payments, as calculated at the end of the calendar month preceding the date
of calculation;

(vii) if the Department, in connection with any fixed rate Bonds, has entered into a Qualified Swap that
provides that the Department is to pay to the counterparty an amount determined based upon a variable rate of interest on the
Outstanding principal amount of such Bonds, it shall be assumed that such Bonds bear interest at the variable rate of interest
to be paid by the Department, with interest on such Bonds calculated as if they were Variable Rate Bonds as described in
paragraph (iii) above; provided, however, if the counterparty is to pay to the Department a fixed rate of interest on the amount
of such Bonds that is less than the fixed rate payable therecon by the Department, it shall be assumed that such Bonds bear
additional interest at the rate which is the difference between the fixed rates payable by and to the Department; and

(viii)  principal and interest payments on Bonds shall be excluded to the extent such payments are to be
paid from amounts then currently on deposit with the Trustee or other Fiduciary in escrow specifically therefor and restricted
to Defeasance Securities.

“Debt Service Reserve Account” means the account by that name established under the Indenture.

“Debt Service Reserve Requirement” means, as of any date of calculation, an amount equal to Maximum
Aggregate Annual Debt Service. In furtherance of the covenant of the Department described below under “Covenant
Relating to Retirement of Bonds,” for the purpose of calculating the Debt Service Reserve Requirement at the time of, and
deposit to be made into the Debt Service Reserve Account in connection with, the issuance of the initial Series of Bonds (or
more than one Series of Bonds delivered on the same date as the initial Series of Bonds) (collectively, the “initial Bonds™),
Debt Service on the initial Bonds shall be calculated by assuming that the initial Bonds will mature in such amounts and at
such times (with the initial Bonds assumed to bear interest as provided in the definition of Debt Service) as will result in
substantially level debt service (to the extent contemplated by such covenant of the Department) on the initial Bonds, without
regard to any additional Series of Bonds.



“Defeasance Security” means:
(1) cash;

(i1) an Authorized Investment specified in clause (i), (ii), (iii) or (v) of the definition thereof, which is
not callable or redeemable at the option of the issuer thereof;

(iii) an Authorized Investment specified in clause (iv) of the definition thereof (a “Municipal Bond”),
which Municipal Bond is fully secured as to principal and interest by an irrevocable pledge of moneys or direct and general
obligations of, or obligations guaranteed by, the United States of America, which moneys or obligations are segregated in
trust and pledged for the benefit of the holder of the Municipal Bond, and which Municipal Bond is rated in the highest
Rating Category by at least two Rating Agencies and provided, however, that such Municipal Bond is accompanied by a
Counsel’s Opinion to the effect that such Municipal Bond is not subject to redemption prior to the date the proceeds of such
Municipal Bond will be required for the purposes of the investment being made therein; or

(iv) any other investment designated in a Supplemental Indenture as a Defeasance Security for
purposes of defeasing the Bonds authorized by such Supplemental Indenture, provided that each Rating Agency has
confirmed in writing to the Trustee that the use of such other investment will not, by itself, result in the withdrawal,
suspension or downgrade of any rating issued by such Rating Agency with respect to any such Bonds to be defeased.

“Department” means the State of California Department of Water Resources, existing pursuant to Article 1
(commencing with Section 120) of Chapter 2 of Division 1 of the California Water Code, or any successor to the rights,
duties and obligations of the Department under the Act and the Indenture.

“Direct Access Power Charge” means any charge imposed by the Commission (by an order that is final and
unappealable) on, and received by the Department from, any Person receiving power from an Electric Service Provider
intended to recover the Department’s Revenue Requirements other than Bond Related Costs, and shall in no event include

Bond Charges; provided, however, that Bond Charges may be separately imposed on such Persons.

“Direct Access Power Charge Revenues” means Revenues received by the Department arising from Direct Access
Power Charges.

“Direct-Pay Credit Facility” means a Credit Facility issued in the form of a letter of credit and designated by the
issuer thereof as a “Direct Pay Letter of Credit.”

“Director” means the Director of Water Resources of the State, or any successor to the rights, duties and obligations
of the Director under the Act and the Indenture.

“Electrical Corporation” has the same meaning as that term is defined in Section 218 of the Public Ultilities Code.
“Electric Power Fund” means the fund by that name established under the Indenture.
“Electric Service Provider” has the meaning given in the 2002 Rate Agreement.

“Twelfth Supplemental Indenture” means the Twelfth Supplemental Trust Indenture among the Department, the
Trustee, and the Co-Trustee, relating to the Series 20150 Bonds.

“Enabling Measures” means, collectively, the Act and the Additional Emergency Measures, or any of them, as
appropriate.

“Enhancement Facility” means any letter of credit, standby purchase agreement, line of credit, policy of bond
insurance, surety bond, guarantee or similar instrument, or any other agreement, securing, providing liquidity for, supporting
or enhancing Outstanding Bonds, or any combination of the foregoing, or any agreement relating to the reimbursement
thereof whether or not such instrument or agreement has been drawn upon, obtained by the Department.

“Events of Default” means the events defined as such under caption “Events of Default and Remedies” below.
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“Excess Amounts” has the meaning specified in section F under the caption “Application and Flow of Funds”
below.

“Fiduciary” or “Fiduciaries” means the Trustee, the Co-Trustee, any Registrar, any Paying Agent, or any or all of
them, as may be appropriate.

“Financing Documents” means any resolution, indenture (including the Indenture), trust agreement, loan
agreement, revolving credit agreement, reimbursement agreement, standby purchase agreement or other agreement or
instrument adopted or entered into by the Department authorizing, securing or enhancing any evidence of indebtedness issued
pursuant to the Act, including the Bonds, Parity Obligations and Subordinated Indebtedness, as from time to time amended or
supplemented in accordance therewith.

“Fiscal Year” means the twelve-month period commencing on July 1 of each year; provided, however, that the
Department may at any time adopt a different twelve-month period as the Fiscal Year, in which case July 1, when used herein
with reference to Fiscal Year, shall be construed to mean the first day of the first calendar month of such different Fiscal
Year.

“Indenture” means the Trust Indenture among the Department, the Trustee and the Co-Trustee, as from time to time
amended or supplemented by Supplemental Indentures.

“Interim Financing Notes” means, collectively, the Department’s “Tax-Exempt Bonds” and “Taxable Bonds”
issued under the Credit and Security Agreement, all of which have been retired.

“Maximum Aggregate Annual Debt Service” means, as of any date of calculation, an amount equal to the
maximum Aggregate Debt Service coming due on Bonds then Outstanding in any calendar year thereafter, commencing with
the then current calendar year, excluding interest to be paid from the proceeds of Bonds or Subordinated Indebtedness and on
deposit in the Bond Charge Payment Account.

“Minimum Operating Expense Available Balance” means, at the time Revenue Requirements are submitted to
the Commission pursuant to the Indenture, (i) for so long as the Department is procuring all or a portion of the Residual Net
Short, $1 billion, and (ii) thereafter, the maximum amount projected by the Department by which Operating Expenses exceed
Power Charge Revenues during any one calendar month during that Revenue Requirement Period. Such projections shall be
based on such assumptions as the Department deems to be appropriate after consultation with the Commission and may take
into account a range of possible future outcomes.

“Operating Account” means the account by that name established under the Indenture.

“Operating Expenses” means the following costs and expenses of the Department in connection with its activities
as permitted under the Enabling Measures: (i) payments for the purchase of Power and the delivery of such Power including,
but not limited to, amounts paid under short-term Power Supply Contracts, Priority Long Term Power Contracts and other
long-term Power Supply Contracts, termination and liquidation damage payments thereunder, payments thereunder relating
to emission costs and emission opportunity costs, amounts payable in respect of balance of month-ahead Power, hour-ahead
Power and real time balancing Power, including in-market and out-of-market purchases, costs of transmission, distribution,
scheduling, dispatch and other expenses of the Department in connection with the delivery of its Power, and costs of avoiding
purchasing Power for retail end-use incurred pursuant to an Additional Emergency Measure; (ii) payments for or in
connection with fuel to be used in the production of Power purchased by the Department, whether paid as a charge under a
Power Supply Contract or a separate agreement for the purchase, transportation or storage of fuel for use in the generation of
Power, including, but not limited to, termination and liquidated damage payments under fuel purchase agreements, payments
under options or other fuel or electricity instruments, and payments under financial instruments relating to fuel costs or costs
related to fuel costs; (iii) payments under any security agreements executed in connection with Power Supply Contracts or in
connection with agreements for the purchase, transportation and storage of fuel, or any other agreement, relating to the
purchase of Power; (iv) reasonable administrative, general and overhead expenses and payments for employee benefits,
including, but not limited to, payments to savings, pension, retirement, health and hospitalization funds; (v) insurance
premiums including, but not limited to, bond and Qualified Swap insurance premiums; (vi) legal and engineering expenses;
(vii) expenses for consulting and technical services; (viii) charges paid by the Department pursuant to any licenses, orders or
mandates from any agency or regulatory body having lawful jurisdiction; (ix) any taxes, governmental charges, and any other
similar costs and expenses required to be paid by the Department, and costs required by the California Independent System



Operator to be paid by the Department or imposed on the Department by regulatory or other governmental requirements; (x)
costs of complying with any arbitrage restrictions or rebate requirements relating to the Bonds under Section 148 of the
Internal Revenue Code of 1986 as amended, or a successor statute, and applicable regulations thereunder; (xi) such other
costs and expenses as may be provided for in a Rate Agreement as being recoverable as part of Revenue Requirements; and
(xii) such other costs and expenses with respect to the sale of Power to local publicly owned electric utilities, as defined in
Assembly Bill 1X, or in connection with the exchange of Power or the sale, transfer or other disposition of Power not
required for use within the State as permitted by the Act, which would constitute current operating expenses under generally
accepted accounting principles or statutory accounting principles as in effect from time to time and applicable to
governmental units such as the Department. Notwithstanding the foregoing, Operating Expenses shall not include (a) any
repayments to the General Fund of the State of advances made to the Department from amounts appropriated to the Electric
Power Fund or interest thereon payable at the Pooled Money Investment Rate; (b) principal, Redemption Price and Purchase
Price of and interest on Bonds; (c) debt service on or payments under Parity Obligations, Subordinated Indebtedness or
Subordinated Obligations; (d) principal of and interest on the Interim Financing Notes and other payments required to be
made by the Department under the Credit and Security Agreement; (e) depreciation or obsolescence charges or reserves
therefor; (f) amortization of intangibles or other bookkeeping entries of a similar nature; (g) any amounts paid from Bond
Charge Revenues pursuant to section D.1 under the caption “Application and Flow of Funds” below; or (h) any costs and
expenses attributable to a Separately Financed Program.

“Operating Reserve Account” means the account by that name established under the Indenture.

“Operating Reserve Account Requirement” or “Minimum Operating Reserve Account Requirement” means,
during each Revenue Requirement Period, the greater of (i) the largest aggregate amount projected by the Department by
which Operating Expenses exceed Power Charge Revenues during any consecutive seven (7) calendar months commencing
in such Revenue Requirement Period, and (ii) 12% of the Department’s projected annual Operating Expenses; provided,
however, the projected amount shall not be less than the applicable percentage of the Department’s Operating Expenses for
the most recent twelve (12) calendar month period for which the Department determines that reasonably full and complete
Operating Expense information is available, adjusted as described in the next sentence. If the Department was financially
responsible and liable under a Power Supply Contract during all or a portion of the applicable twelve (12) calendar month
period, but financial responsibility has been assumed by another Person and the Department has been entirely relieved of
financial liability and all other liabilities under the contract, or the contract has terminated or will terminate by its terms prior
to the end of the Revenue Requirement Period for which the Operating Reserve Account Requirement is being calculated,
then the relevant costs associated with that contract shall be excluded from the calculation of the historical Operating
Expenses. If amended Revenue Requirements are filed with the Commission during any Revenue Requirement Period, the
Operating Reserve Account Requirement shall be recalculated for the remainder of such Revenue Requirement Period as
provided above. Notwithstanding the foregoing, in connection with the determination of whether additional Bonds may be
issued upon compliance with the Indenture, the relevant calculation under clause (i) above shall be made in respect of a
consecutive seven (7) calendar month period in the test period specified by the applicable provision of the Indenture. All
projections referenced in this paragraph shall be based on such assumptions as the Department deems to be appropriate after
consultation with the Commission and, in the case of clause (i) above, may take into account a range of possible future
outcomes. The Operating Reserve Account Requirement shall include, but shall not be limited to, the Priority Contract
Contingency Reserve Amount.

“Option Bonds” means Bonds which by their terms may be tendered by and at the option of the Owner thereof to
the Department or to the issuer of an Enhancement Facility providing liquidity with respect to such Bonds, for purchase prior

to the stated maturity thereof, or the maturities of which may be extended by and at the option of the Owner thereof.

“Outstanding,” when used with reference to Bonds or Bonds of a Series, means, as of any date, Bonds or Bonds of
such Series theretofore or thereupon being delivered under the Indenture except:

(1) Any Bonds canceled at or prior to such date;

(i1) Bonds the principal and Redemption Price, if any, of and interest on which have been paid in
accordance with the terms thereof;

(iii) Bonds in lieu of or in substitution for which other Bonds shall have been delivered pursuant to the
Indenture;



(iv) Bonds deemed to have been paid as provided in the Indenture;

v) Option Bonds tendered or deemed tendered in accordance with the provisions of the Supplemental
Indenture authorizing such Bonds on the applicable tender date, if the purchase price thereof and interest thereon shall have
been paid or amounts are available and set aside for such payment as provided in such Supplemental Indenture, except to the
extent such tendered Option Bonds are held by the Department or an issuer of an Enhancement Facility and/or thereafter may
be resold pursuant to the terms thereof and of such Supplemental Indenture; and

(vi) as may be provided with respect to such Bonds by the Supplemental Indenture authorizing such
Bonds.

“Owner” or any similar term means the registered owner of any Bond as shown on the books for the registration
and transfer of Bonds maintained in accordance with the Indenture.

“Parity Obligations” means Reimbursement Obligations and amounts payable under Qualified Swaps. For
purposes of certain provisions of the Indenture, any Parity Obligations entered into or issued subsequent to the date of
delivery of this Indenture shall specify, to the extent applicable, the interest and principal components of, or the scheduled
payments corresponding to interest under, such Parity Obligations. Parity Obligations shall comply with the second
paragraph under “Events of Default and Remedies” below.

“Paying Agent” means any paying agent for the Bonds of any Series and its successor or successors and any other
Person which may at any time be substituted in its place pursuant to the Indenture.

“Person” means any individual, corporation, firm, partnership, joint venture, association, joint-stock company, trust,
unincorporated association, limited liability company or partnership, or other legal entity or group of entities, including, but
not limited to, a governmental entity or any agency or subdivision thereof.

“Pooled Money Investment Rate” means, for any amounts deposited in the Electric Power Fund from the General
Fund and for any period, the rate of interest to be paid on such amounts to the State’s Pooled Money Investment Account as
determined from time to time for such period.

“Power” means electric power and energy, including, but not limited to, capacity and output, or any of them.
“Power Charge Revenues” means Revenues received by the Department arising from Power Charges.
“Power Charges” has the same meaning as that term is defined in the 2002 Rate Agreement.

“Power Supply Contract” means any contract or agreement entered into by the Department pursuant to the
Enabling Measures and under which the Department purchases Power, or purchases fuel for conversion to or in exchange for
Power, or any option with respect thereto.

“Principal Installment” means, as of any date of calculation and with respect to any Series so long as any Bonds
thereof are Outstanding, (i) the principal amount of Bonds (including the principal amount of any Option Bonds tendered for
payment and not purchased) of such Series due (or so tendered for payment and not purchased) on any date for which no
Sinking Fund Installments have been established, or (ii) the unsatisfied balance (determined as provided in section D.4 under
the caption “Application and Flow of Funds” below) of any Sinking Fund Installments due on any date for Bonds of such
Series, plus the amount of the sinking fund redemption premiums, if any, which would be applicable upon redemption of
such Bonds on such date in a principal amount equal to said unsatisfied balance of such Sinking Fund Installments, or (iii) if
both clause (i) and clause (ii) apply on the same date with respect to different Bonds of such Series, the sum of such principal
amount of Bonds and of such unsatisfied balance of Sinking Fund Installments due on such date plus such applicable
redemption premiums, if any.

“Principal Payment Date” means any date upon which the principal amount of Bonds of a Series is due hereunder
at maturity or on any Redemption Date.

“Priority Contract Contingency Reserve Amount” means, during each Revenue Requirement Period or, for the
purpose of the additional Bonds test, during the test period specified in the Indenture, the maximum amount projected by the
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Department to be payable by the Department under and pursuant to Priority Long Term Power Contracts in any calendar
month during such Revenue Requirement Period. Each such projection shall be made at the beginning of the relevant
Revenue Requirement Period. Such projections shall be based on such assumptions as the Department deems to be
appropriate after consultation with the Commission and may take into account a range of possible future outcomes.

“Priority Contract Account” means the account by that name established under the Indenture.

“Priority Contract Costs” means all costs and expenses payable by the Department under or pursuant to Priority
Long Term Power Contracts.

“Priority Long Term Power Contract” has the same meaning as that term is defined in the 2002 Rate Agreement.

“Purchase Date” means each date on which the Bonds of a Series shall be tendered or deemed tendered for
purchase pursuant to a Supplemental Indenture.

“Purchase Price” means, with respect to any Bond, 100% of the principal amount thereof plus accrued and unpaid
interest, if any, plus, in the case of a Bond subject to mandatory tender for purchase on a date when such Bond is also subject
to optional redemption at a premium, an amount equal to the premium that would be payable on such Bond if redeemed on
such date.

“Qualified Swap” means, to the extent from time to time permitted by law, with respect to Bonds, (a) any financial
arrangement (i) which is entered into by the Department with an entity that is a Qualified Swap Provider at the time the
arrangement is entered into, (ii) which is a cap, floor or collar, forward rate, future rate, swap (such swap may be based on an
amount equal either to the principal amount of such Bonds of the Department as may be designated or a notional principal
amount relating to all or a portion of the principal amount of such Bonds), asset, index, price or market-linked transaction or
agreement, other exchange or rate protection transaction agreement, other similar transaction (however designated), or any
combination thereof, or any option with respect to any of the foregoing, executed by the Department, and (iii) which has been
designated as a Qualified Swap with respect to such Bonds in a written determination signed by an Authorized Officer and
filed with the Trustee and Co-Trustee, and (b) any letter of credit, line of credit, policy of insurance, surety bond, guarantee
or similar instrument securing the obligations of the Department under any financial arrangement described in clause
(a) above.

“Qualified Swap Provider” means an entity whose senior long term obligations, other senior unsecured long term
obligations, financial program rating, counterparty rating, or claims paying ability, or whose payment obligations under an
interest rate exchange agreement are guaranteed by an entity whose senior long term debt obligations, other senior unsecured
long term obligations, financial program rating, counterparty rating, or claims paying ability, are rated at the time of the
execution of such Qualified Swap either (i) at least as high as the third highest Rating Category of each Rating Agency then
maintaining a rating for the Qualified Swap Provider, but in no event lower than any Rating Category designated by any such
Rating Agency for the Bonds subject to such Qualified Swap, or (ii) any such lower Rating Categories which each such
Rating Agency indicates in writing to the Department and the Trustee will not, by itself, result in a reduction or withdrawal of
its rating on the Outstanding Bonds subject to such Qualified Swap that is in effect prior to entering into such Qualified
Swap.

“Rate Agreement” means any agreement between the Department and the Commission pursuant to the Act and
other applicable provisions of law with respect to Revenue Requirements or charges in connection with Power sold by the
Department and/or Electrical Corporations, as supplemented and amended from time to time.

“Rating Agency” means each nationally recognized securities rating agency then maintaining a rating on the Bonds
at the request of the Department.

“Rating Category” means one of the generic rating categories of any Rating Agency without regard to any
refinement or gradation of such rating by a numerical modifier or otherwise.

“Redemption Date” means the date fixed for redemption of Bonds of a Series subject to redemption in any notice
of redemption given in accordance with the terms of the Indenture.



“Redemption Price” means, with respect to any Bond or a portion thereof, the principal amount thereof to be
redeemed in whole or in part, plus the applicable premium, if any, payable upon redemption thereof pursuant to such Bond or
the Indenture.

“Registrar” means any registrar for the Bonds of any Series and its successor or successors and any other Person
which may at any time be substituted in its place pursuant to the Indenture.

“Reimbursement Obligation” has the meaning provided under the caption “Special Provisions Relating to
Enhancement Facilities, Qualified Swaps and Other Similar Arrangements” below.

“Residual Net Short” means the total electric requirements of the retail electric end-users served by and within the
service areas of Electrical Corporations whose customers receive Power from the Department, minus electric generation
available from both Utility Retained Generation and Department contract purchases. “Utility Retained Generation” means
generating resources retained by Electrical Corporations, bilateral contracts held by Electrical Corporations and Qualifying
Facility contracts. “Qualifying Facility” means a renewable power production or co-generation facility not primarily engaged
in the generation or sale of electric power and that qualifies under Section 201 of the federal Public Utilities Regulatory
Policy Act of 1978, the output from which facility is sold to an Electrical Corporation.

“Responsible Officer” means (i) with respect to the Trustee, any officer or employee of the State having direct
responsibility for the administration of the Indenture, and in each case also, with respect to a particular matter, any other
officer or employee to whom such matter is referred because of such officer’s or employee’s knowledge of and familiarity
with the particular subject, and (ii) with respect to the Co-Trustee, any officer assigned to the corporate trust office of the Co-
Trustee, including, but not limited to, any managing director, principal, vice president, assistant vice president, assistant
treasurer, assistant secretary or any other officer of the Co-Trustee customarily performing functions similar to those
performed by any of the above designated officers.

“Revenue Requirement Period” means any period for which the Department determines, and submits to the
Commission pursuant to the Indenture, the Department’s Revenue Requirements.

“Revenue Requirements” means the amounts needed from time to time by the Department to satisfy its obligations
under the Enabling Measures.

“Revenues” means all revenues, receipts, charges, income, profits, proceeds or other moneys actually received by
the Department, from whatever source, arising from or in connection with the conduct of the Department’s program for the
purchase and sale of Power and related activities pursuant to the Enabling Measures and Senate Bill 7X, including, but not
limited to, (i) all money paid directly or indirectly to or for the account of the Department with respect to any sale, exchange,
transfer or disposition of Power acquired by the Department pursuant to the Enabling Measures and Senate Bill 7X, (ii) all
moneys actually received by the Department which have been recovered as compensation or damages from providers of
Power or other commodities or services acquired by the Department pursuant to the Enabling Measures, provided that
nothing in the Indenture shall obligate the Department to recover and actually receive moneys as such compensation or
damages from such providers, (iii) net payments to the Department under Qualified Swaps and (iv) Direct Access Power
Charges. Revenues shall include, but shall not be limited to, Bond Charge Revenues, Power Charge Revenues, and Direct
Access Power Charge Revenues, as and when received by the Department. Revenues shall not include (a) any revenues,
receipts, charges, income, profits, proceeds or other money or monetary benefits attributable directly or indirectly to the
ownership or operation of any Separately Financed Program, (b) any federal or state grant moneys to the extent receipt is
conditioned upon their expenditure for a particular purpose or in a particular manner other than as provided in the Indenture
for Revenues, (c) moneys actually received as compensation or damages recovered from providers of Power or other
commodities or services acquired by the Department pursuant to the Enabling Measures, if and to the extent the
Department’s entitlement thereto is not final and is subject to appeal, other review or refund, (d) the proceeds of any Bonds
or Subordinated Indebtedness, (¢) any amounts received as a result of a deposit of moneys or Defeasance Securities for the
defeasance of Bonds pursuant to the Indenture, except to the extent not required for such purpose as provided in the
Indenture, and (f) the proceeds of any draw on or payment under any Enhancement Facility which is intended for the
payment of particular Bonds.

“Securities Depository” means, with respect to Bonds of a Series, the securities depository, if any, appointed for
such Bonds in a Supplemental Indenture providing with respect to the issuance and payment of such Bonds.



“Senate Bill 7X” means Chapter 3 of the Statutes of 2001 (Senate Bill 7 of the First Extraordinary Session) of the
State.

“Separately Financed Program” means, collectively, (i) any program, project or purpose described as such under
the caption “Separately Financed Programs” below and (ii) the State Water Resources Development System, being the
system and activities authorized by the provisions of Part 3 (commencing with Section 11000) of Division 6 of the State
Water Code.

“Series” means, subject to certain provisions of the Indenture (see “Special Provisions Relating to Enhancement
Facilities, Qualified Swaps and Other Similar Arrangements”), all of the Bonds delivered on original issuance pursuant to a
single Supplemental Indenture and denominated therein a single series, and any Bonds thereafter delivered in lieu of or in
substitution therefor pursuant to certain provisions of the Indenture, regardless of variations in maturity, interest rate, or other
provisions.

“Series 20150 Bonds” means the Department’s Power Supply Revenue Bonds, Series 20150, authorized by the
Indenture, including by the Twelfth Supplemental Indenture.

“Servicing Agreement” means any agreement, as supplemented and amended, between the Department and one or
more Electrical Corporations, or, if approved by the Commission, other Persons if a Consultant advises the Trustee or Co-
Trustee in writing that such other Person is reasonably expected to be capable of carrying out the provisions thereof, to
provide the functions or services specified in the Indenture as agent of the Department.

“Servicing Arrangements” means, collectively, the Servicing Agreements and Servicing Orders, or any of them, as
appropriate.

“Servicing Order” means each order of the Commission described below under the caption “Servicing
Arrangements; Collection of Revenues.”

“Sinking Fund Installment” means an amount so designated for the retirement prior to maturity of Bonds of a
Series of like maturity and interest rate.

“State” means the State of California.

“State Water Resources Development System” means the system and activities authorized by the provisions of
Part 3 (commencing with Section 11000) of Division 6 of the State Water Code.

“Subordinated Indebtedness” means any bond, note or other indebtedness authorized by a resolution or indenture
of the Department and permitted under the Act and designated as constituting “Subordinated Indebtedness” in a certificate of
an Authorized Officer delivered to the Trustee, which shall be payable from the Trust Estate subject and subordinate to the
prior payments to be made therefrom as provided for in the Indenture. Subordinated Indebtedness may be secured by a lien
on and pledge of the Trust Estate junior and inferior to the lien on and pledge of the Trust Estate created in the Indenture for
the payment of the Bonds and Parity Obligations to the extent permitted by the Indenture, and may also be payable from such
other sources and additionally secured as provided by the Indenture.

“Subordinated Obligation” means any payment obligation (other than a payment obligation constituting a Parity
Obligation or Subordinated Indebtedness) of the Department incurred pursuant to the Act arising under any contract,
agreement or other obligation incurred pursuant to the Act not constituting Bonds, Parity Obligations, or Operating Expenses,
provided that if such contract, agreement or other obligation is not incurred in connection with the Bonds, it shall have been
approved by the Commission. Each Subordinated Obligation shall be payable from the Trust Estate subject and subordinate
to the prior payments to be made therefrom as provided for in the Indenture. Subordinated Obligations may be secured by a
lien on and pledge of the Trust Estate junior and inferior to the lien on and pledge of the Trust Estate created in the Indenture
for the payment of the Bonds and Parity Obligations to the extent permitted by the Indenture, and may also be payable from
such other sources and additionally secured as provided by the Indenture.

“Supplemental Indenture” means any indenture supplemental to or amendatory of the Indenture, adopted by, or
adopted pursuant to authorization granted by, the Department in accordance with the Indenture.
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“Termination” (and other forms of “terminate”) means, when used with respect to any Credit Facility or Liquidity
Facility, the replacement, removal, surrender or other termination of such Credit Facility or Liquidity Facility in accordance
with its terms, other than an Expiration or an extension or renewal thereof.

“Treasurer” means the Treasurer of the State, or any successor to the rights, duties and obligations of the Treasurer
under the Indenture.

“Trustee” means the Treasurer.
“Trust Estate” means, collectively:
(1) all Revenues;

(i1) all right, title and interest of the Department in and to Revenues, and all rights to receive the same;
including but not limited to the assignment of amounts payable under the Servicing Arrangements as provided by the
Indenture (see “Servicing Arrangements; Collection of Revenues”);

(iii) the Operating Account, the Operating Reserve Account, the Bond Charge Collection Account, the
Bond Charge Payment Account and the Debt Service Reserve Account, subject to the application thereof as provided in the
Indenture; and

(iv) all funds, moneys and securities and any and all other rights and interests in property, whether
tangible or intangible, from time to time hereafter by delivery or by writing of any kind conveyed, mortgaged, pledged,
assigned or transferred as and for additional security under the Indenture for the Bonds and Parity Obligations by the
Department, or by anyone on its behalf, or with its written consent, to the Trustee, which is authorized by the Indenture to
receive any and all such property at any and all times, and to hold and apply the same subject to the terms of the Indenture;
provided, however, that no such additional security shall be received, held or applied by the Trustee unless accompanied by a
Counsel’s Opinion to the effect that such additional security may be pledged under the Act and that it would not cause the
Bonds or Parity Obligations to constitute a debt or liability of the State within the meaning of any constitutional or statutory
provision or restriction, unless such constitutional or statutory provision or restriction shall have been complied with;

provided, however, that the Trust Estate shall not include, as to any Bond, any moneys or securities set aside under the
Indenture specifically for the payment of other Bonds pursuant to the Indenture and, as to any Option Bond, any moneys or
securities set aside for the purchase thereof as may be provided in the Indenture.

“2001 Emergency Measures” means all Proclamations and Orders of the Governor of the State issued in calendar
year 2001 pursuant to the California Emergency Services Act (Chapter 7, Division 1, Title 2 of the California Government
Code, as amended) as amended, including, but not limited to, any regulations issued pursuant thereto, issued in response to or
in anticipation of the need to assure the availability of power to retail end-use customers in the State due to the inability or
failure of an Electrical Corporation to purchase such power.

“2002 Rate Agreement” means the Rate Agreement, dated as of March 8, 2002, between the Department and the
Commission, as supplemented and amended from time to time.

“Valuation Date” means, with respect to any Capital Appreciation Bonds, the date or dates set forth in the
Supplemental Indenture authorizing such Bonds on which specific Accreted Values are assigned to the Capital Appreciation
Bonds.

“Variable Rate Bonds” means, as of any date of determination, any Bonds on which the interest rate borne thereby
may vary thereafter.

Security for the Bonds
The Bonds are special obligations of the Department, payable solely from the Trust Estate. Under the Indenture, the
Trust Estate is assigned and pledged to the Trustee and Co-Trustee for the benefit of the Owners of the Bonds and the

holders, issuers or other parties to Parity Obligations, as security for the payment of the principal and Redemption Price of
and interest on the Bonds and payments due under Parity Obligations, in each case in accordance with their terms and the
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provisions of the Indenture, subject to the use of the Trust Estate for the purposes and on the terms and conditions provided in
the Indenture. The Bonds and Parity Obligations are not payable from any income, receipts, or revenues of the Department
other than those included in the Trust Estate, except as permitted by the last sentence of this paragraph, nor do the Bonds or
Parity Obligations constitute a legal or equitable pledge, charge, lien, or encumbrance upon any of the property or upon any
of the income, receipts, or revenues of the Department, except the Trust Estate. The Bonds Parity Obligations, Subordinated
Obligations and Subordinated Indebtedness (i) shall not be or be deemed to constitute a debt or liability of the State or of any
political subdivision thereof, other than, to the extent provided in the Indenture, the Department, or a pledge of the faith and
credit of the State or of any such political subdivision, other than the Department to the extent provided in the Indenture, but
are payable solely from the funds pledged therefor pursuant to the Indenture, and (ii) do not directly or indirectly or
contingently obligate the State or any political subdivision thereof to levy or to pledge any form of taxation whatever therefor
or to make any appropriation for their payment. Subordinated Obligations and Subordinated Indebtedness may be secured by
the Trust Estate, pursuant to a Supplemental Indenture, to the extent not contrary or inconsistent with the Indenture as
theretofore in effect. Nothing contained in the Indenture shall prevent an Enhancement Facility from being provided with
respect to any particular Bonds or Parity Obligations and not others, or different reserves being provided pursuant to the
Indenture with respect to Bonds than are provided for Parity Obligations, or with respect to particular Parity Obligations than
are provided for other Parity Obligations.

In the Indenture the Department represents that, pursuant to California Government Code Section 5451 and
California Water Code Section 80132(g), the Indenture creates a valid and binding pledge of the Trust Estate for the benefit
of the Owners of the Bonds and the holders, issuers or other parties to Parity Obligations, as security for the payment of the
Bonds and Parity Obligations, respectively, to the extent set forth in the Indenture, enforceable in accordance with the terms
thereof. The pledge created by the Indenture shall be valid and binding from and after the date the Indenture is executed and
delivered, and the Trust Estate shall immediately be subject to the lien of the pledge without any physical delivery thereof or
further act, and the lien of the pledge shall be valid and binding as against all parties having claims of any kind in tort,
contract or otherwise against the Department irrespective of whether such parties have notice thereof.

The Bonds and Parity Obligations shall not be payable from any income, receipts, or revenues of the Department
other than those included in the Trust Estate, except as permitted by the Indenture, nor shall the Bonds or Parity Obligations
constitute a legal or equitable pledge, charge, lien, or encumbrance upon any of the property or upon any of the income,
receipts, or revenues of the Department, except the Trust Estate.

Protection of Security

The Department shall at all times, to the extent permitted by law, defend, preserve and protect the pledge created by
the Indenture and all interests of the Owners of Bonds and the holders, issuers or other parties to Parity Obligations under the
Indenture against all claims and demands of all Persons whomsoever.

Without limiting the generality of the foregoing, if any regulatory or judicial investigation of or challenge to any
action taken by the Department in the performance of its obligations under the Act, the Indenture or the Rate Agreement is
initiated, the Department shall take all legally available action which, in the judgment of the Department, may be necessary
or desirable to assure that such challenge will not result in the inability of the Department to pay amounts payable under the
Bonds and Parity Obligations when due.

General Provisions for the Issuance of Bonds

Bonds may be issued pursuant to the Indenture in such principal amount or amounts for each Series of the Bonds as
may be specified in the applicable Supplemental Indenture. The aggregate principal amount of the Bonds that may be
executed and delivered under the Indenture is not limited except as provided in the Indenture or as may be limited by law.
Bonds may be issued for any purpose of the Department authorized by the Act, including, but not limited to, the payment of
Costs.

Bonds may be sold in one or more Series (each of which shall contain a designation distinguishing it from other
Series), and shall be delivered by the Department under the Indenture but only upon receipt by the Trustee of, among other
documents, a Supplemental Indenture authorizing the Bonds, a Counsel’s Opinion with respect to validity of the Bonds, a
copy of the Rate Agreement applicable to such Bonds, a certificate of an authorized representative of the Commission as to
the maximum aggregate principal amount of Bonds and Subordinated Indebtedness approved by or pursuant to Rate
Agreements for issuance by the Department pursuant to the Act, and a certificate of an Authorized Officer as to the aggregate
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principal amount of Bonds and Subordinated Indebtedness theretofore or then being issued by the Department, in each case
taking into account such exclusions as may be permitted by such Rate Agreements and the Act., and a certificate of an
Authorized Officer to the effect that, upon the delivery of such Bonds, no Event of Default as defined in the Indenture, or
event which, with the giving of notice or passage of time, or both, would constitute an Event of Default, shall have occurred
and be continuing.

Prior to the issuance of Bonds, the Trustee shall also receive a certificate or report of a Consultant setting forth (i)
the estimated Revenues for the twenty-four (24) calendar month period commencing on the first day of the calendar month
next succeeding the date of delivery of such Bonds (the “test period”), (ii) the estimated Debt Service, and estimated
amounts payable under all Parity Obligations, during the test period, (iii) the projected Debt Service on Bonds, and projected
amounts payable under Parity Obligations, projected to be issued or entered into for any purpose during the test period, (iv)
the sum of the estimated and projected amounts required to be paid for Operating Expenses, Subordinated Indebtedness and
Subordinated Obligations during the test period, (v) the sum of the amounts estimated and projected to be available in the
Operating Account, Bond Charge Collection Account and Bond Charge Payment Account for the payment of the items of
cost referred to in clauses (ii) through (iv) above at the commencement of the test period, and (vi) the balances on deposit in
the Debt Service Reserve Account and Operating Reserve Account at the commencement of, and projected to be on deposit
therein throughout, the test period, and showing that (1) for the test period, the sum of the amounts set forth in clauses (i) and
(v) above is at least equal to 100% of the sum of the amounts set forth in clauses (ii), (iii) and (iv) above, (2) the Debt Service
Reserve Account is maintained throughout the test period at an amount at least equal to the Debt Service Reserve
Requirement and (3) the Operating Reserve Account is maintained throughout the test period at an amount at least equal to
the Operating Reserve Account Requirement. Such certificate or report shall reflect, among other things, the issuance of
such Bonds and the Debt Service estimated to be payable thereon. The Consultant may base its estimates and projections
upon such factors as it shall consider reasonable, including, but not limited to, future increases in Revenue Requirements, a
statement to which effect shall be included in such certificate or report. For purposes of this requirement, any Debt Service,
Parity Obligations, Subordinated Indebtedness and payments shall not include any amounts thereof expected by the
Department to be paid from any funds, other than Revenues, reasonably expected by the Department to be available therefor
(including, without limitation, the anticipated receipt of proceeds of sale of Bonds or Subordinated Indebtedness, or moneys
not a part of the Trust Estate), which expectations, if included in a written determination signed by an Authorized Officer and
filed with the Trustee, shall be conclusive. This paragraph shall not apply to (w) the initial Series of Bonds, (x) any Bonds
assumed to be issued as part of the plan of finance of the Department’s program for the purchase and sale of Power, as
described in the public offering statement issued by the Department in connection with the initial Series of Bonds, (y) any
Bonds issued to refund any other Bonds, and (z) any Bonds issued to refund bonds, notes or other evidences of indebtedness
issued in anticipation of the issuance of such Bonds, if the requirements of this paragraph shall have been satisfied upon
issuance of such bonds, notes or other evidences of indebtedness, assuming for such purpose that they are Bonds with
principal due based upon level amortization of principal and interest over a period commencing on the date of issue and
ending on the latest maturity date of any Bonds, and bearing interest as described for Bonds in the definition of Debt Service.

Separately Financed Programs

Nothing in the Indenture shall prevent the Department from authorizing and issuing bonds, notes, or other
obligations or evidences of indebtedness, other than Bonds, Parity Obligations, Subordinated Indebtedness or Subordinated
Obligations, for any program, project or purpose authorized by the Enabling Measures or by other then applicable State
statutory provisions, or from financing any such program, project or purpose from other available funds (such program,
project or purpose being referred to in the Indenture as a “Separately Financed Program”), if the debt service on such
bonds, notes, or other obligations or evidences of indebtedness, if any, and the Department’s share of any operating expenses
related to such Separately Financed Program, are not payable from the Trust Estate.

Special Provisions Relating to Enhancement Facilities, Qualified Swaps and Other Similar Arrangements
Any Supplemental Indenture may provide that:

(a) So long as an Enhancement Facility relating to any Series of Bonds is in full force and effect, and the issuer
of the Enhancement Facility is not in default thereunder, then, in all such events, the Supplemental Indenture for such Series
of Bonds may specify that either (i) the issuer of such Enhancement Facility shall be deemed to be the sole Owner of the
Outstanding Bonds the payment of which such Enhancement Facility secures or secured when the approval, consent or action
of the Owners of such Bonds is required or may be exercised under the Indenture, or (ii) the approval, consent or action of
the issuer of such Enhancement Facility shall be required in addition to the approval, consent or action of the applicable



percentage of the Owners of the Outstanding Bonds the payment of which such Enhancement Facility secures or secured
when the approval, consent or action of the Owners of such Bonds is required or may be exercised under the Indenture.

(b) In the event that the principal, Sinking Fund Installments, if any, Purchase Price and Redemption Price, if
applicable, or interest due on any Outstanding Bonds shall be paid under the provisions of an Enhancement Facility, all
covenants, agreements and other obligations of the Department to the Owners of such Bonds shall continue to exist, and the
issuer of the Enhancement Facility shall be subrogated to the rights of such Owners in accordance with the terms of such
Enhancement Facility.

In addition, such Supplemental Indenture may establish such provisions as are necessary (i) to comply with the
provisions of any Enhancement Facility that are not inconsistent with the Indenture, (ii) to provide relevant information and
notices to the issuer of the Enhancement Facility, and (iii) to provide a mechanism for paying principal of and Sinking Fund
Installments of and interest on Bonds secured by, or purchased pursuant to, the Enhancement Facility.

The Department may enter into agreements with the issuer of any Enhancement Facility providing for, among other
things: (i) the payment of fees, costs, expenses and, to the extent permitted by law, indemnities to such issuer, its parent and
its assignees and participants in connection with such Enhancement Facility, (ii)the terms and conditions of such
Enhancement Facility and the Bonds to which the Enhancement Facility relates, and (iii) the security, if any, to be provided
for the issuance of such Enhancement Facility. Any such agreement may provide for the purchase of Bonds to which the
Enhancement Facility relates by the issuer of such Enhancement Facility, with such adjustments to the rate of interest,
method of determining interest, maturity (which shall not be inconsistent with the requirements of the next paragraph), or
redemption provisions, as shall be specified by the Supplemental Indenture authorizing the issuance of such Bonds.

The Department may, in an agreement with the issuer of any Enhancement Facility, agree to directly reimburse such
issuer (or its assignees and participants, or any agent for the issuer or its assignees) for amounts paid by the issuer of the
Enhancement Facility for the payment of the principal of, interest on, and Redemption Price or Purchase Price of Bonds
under the terms of such Enhancement Facility (together with interest thereon, if any, and the amounts and obligations
described in the next following two paragraphs, a “Reimbursement Obligation”), whether evidenced by an obligation to
reimburse such issuer that is separate from the Department’s obligations on Bonds (a “Credit Facility Reimbursement
Obligation”) or by modified debt service obligations on Bonds acquired by such issuer (a “Liquidity Facility
Reimbursement Obligation”); provided, however, that no such obligation to reimburse or modified debt service obligation
shall require payments, other than from remarketing proceeds, to be made faster than on a level debt service (principal and
interest) basis (calculated in three (3) month intervals) over a period ending no sooner than three (3) years following the date
on which such reimbursement obligation is incurred (or, if less, extending to the final maturity date of the related Bonds) with
the first installment commencing no earlier than six (6) months after the date from which the Liquidity Facility
Reimbursement Obligation is incurred; and provided further, however, that the immediately preceding proviso shall not apply
to any amounts payable to any issuer of any policy of bond insurance that is a subrogee of an Owner of Bonds with respect to
amounts payable by the Department under such Bonds, or to any Alternate Debt Service Reserve Account Deposit.
Notwithstanding anything to the contrary contained in this paragraph, no Reimbursement Obligation shall be created, for
purposes of the Indenture, until amounts are paid under the related Enhancement Facility.

Any Credit Facility Reimbursement Obligation may include interest calculated at a rate higher than the interest rate
on the related Bond. The following obligations also shall constitute Credit Facility Reimbursement Obligations: (i) payments
of any fees, costs, expenses, indemnification, or other obligations to any such provider, its parent and its assignees and
participants or any agent thereof, and (ii) payments pursuant to any advance, term-loan or other principal amortization
requirements in reimbursement of any such advance or term-loan, provided that the total amount to be paid (including
interest thereon) either (a) shall not be required to be paid faster than on a level debt service (principal and interest) basis
(calculated in three (3) month intervals) over a period ending no sooner than three (3) years following the date on which such
reimbursement obligation is incurred, with the first installment commencing no earlier than six (6) months after the date from
which the Reimbursement Obligation is incurred, or (b) shall be paid from remarketing proceeds.

Any Liquidity Facility Reimbursement Obligation evidenced by Bonds of a Series may include interest calculated at
a rate higher than the interest rate on other Bonds of such Series. The following obligations also shall constitute Liquidity
Facility Reimbursement Obligations: (i) payments of any fees, costs, expenses, indemnification, or other obligations to any
such provider, its parent and its assignees and participants, or any agent thereof, and (ii) payments of differential and/or
excess interest amounts.



In connection with the issuance of any Bonds or at any time thereafter so long as Bonds remain Outstanding, the
Department may, to the extent from time to time permitted pursuant to law, enter into Qualified Swaps. The total amount of
the termination payment under a Qualified Swap, shall not be required to be paid by the Department faster than on a level
amortization basis (calculated in three (3) month intervals) over a period ending no sooner than three (3) years following the
date of termination, with the first installment commencing no earlier than six (6) months after the date of termination (in
which case the termination payment also may include interest thereon); provided, however, that if the Department elects to
terminate any Qualified Swap at its option, any termination payments shall be made as provided in such Qualified Swap.

For purposes of the Articles of the Indenture relating to the Trustee, Co-Trustee, Paying Agents and Registrar,
Supplemental Indentures (except for provisions relating to the issuance of Bonds and certain specified amendments to the
Indenture without the consent of Owners), amendments to the Indenture with the consent of Owners, Events of Defaults
(except those described in (1), (2) and (6) under “Events of Default and Remedies” below) and remedies, defeasance and
other miscellaneous provisions, and otherwise unless the context otherwise requires, references to “Series” or “Series of
Bonds” shall also include as a Series all outstanding Interim Financing.

Establishment of Funds

The Indenture establishes in the FElectric Power Fund seven separate accounts, to be known as the “Operating
Account,” the “Priority Contract Account,” the “Bond Charge Collection Account,” the “Bond Charge Payment Account,”
the “Debt Service Reserve Account,” the “Operating Reserve Account” and the “Administrative Cost Account.” The
Department may establish under the Indenture one or more additional funds, accounts or subaccounts, if not inconsistent with
any Rate Agreement, by delivering to the Trustee a direction to that effect signed by an Authorized Officer, except to the
extent the establishment thereof is required by other provisions of the Indenture.

The Operating Account, the Priority Contract Account, the Operating Reserve Account, the Bond Charge Collection
Account and the Administrative Cost Account shall be under the control of the Department, except if an Event of Default
shall happen and shall not have been remedied, in which case the Operating Account, the Priority Contract Account, the
Operating Reserve Account, the Bond Charge Collection Account and the Administrative Cost Account shall be under the
control of the Treasurer as Trustee. The Bond Charge Payment Account and the Debt Service Reserve Account shall be
under the control of the Treasurer as Trustee at all times; provided, however, that moneys in the Bond Charge Payment
Account may be held by any Paying Agent to the extent determined by the Trustee to be necessary or desirable as an
administrative convenience.

All moneys and securities deposited under the Indenture in any fund, account or subaccount shall be held in trust for
the benefit of the Department, the Owners of the Bonds, and the parties to or holders of Parity Obligations, in each case to the
extent provided in the Indenture, and applied only in accordance with the provisions of the Indenture, and each of such funds,
accounts and subaccounts shall be a trust fund for purposes set forth in the Indenture.

Application and Flow of Funds

In this caption any references to sections or subsections refer to sections and subsections in this “Application and
Flow of Funds” caption.

A. Operating Account. 1. The Department shall pay or cause to be paid into the Operating Account, (i) upon
the delivery of the initial Series of Bonds, all moneys and securities on deposit in the Electric Power Fund, except as may be
provided by Supplemental Indenture, (ii) as and when received, all net proceeds of Bonds, except as may be provided by
Supplemental Indenture, and (iii) all Power Charge Revenues and other Revenues, other than Bond Charge Revenues and
payments to the Department under Qualified Swaps relating to Bonds. Net proceeds of Bonds shall be paid out or transferred
pursuant to section A.2 below. Other amounts in the Operating Account shall be paid out, transferred, retained, accumulated
or withdrawn from time to time for the following purposes and, as of any time, in the following order of priority:

(a) Amounts in the Operating Account shall be transferred to the Priority Contract Account on or before the
fifth Business Day of each month in such amount as is necessary to make the amount in the Priority Contract Account
sufficient to pay Priority Contract Costs estimated to be due during the balance of such month and for the first five Business
Days of the next succeeding month. Additional amounts in the Operating Account also shall be transferred to the Priority
Contract Account, at any time, to the extent amounts on deposit in the Priority Contract Account are insufficient to pay



Priority Contract Costs then payable. Amounts on deposit in the Priority Contract Account shall be used solely to pay
Priority Contract Costs then payable.

(b) Amounts in the Operating Account shall be applied to the payment of Operating Expenses then due and
owing, other than Priority Contract Costs and any other costs specified in another paragraph of this section A.1, provided,
however, that Operating Expenses that constitute administrative costs described in section G below shall be paid through the
Administrative Cost Account pursuant to section G below subject to the priority afforded Priority Contract Costs pursuant to
section A.1(a).

(©) [intentionally omitted].

(d) Amounts in the Operating Account shall be withdrawn and deposited in the Bond Charge Collection
Account to reimburse the Bond Charge Collection Account for any amounts previously transferred therefrom pursuant to
section C.1 below, to the Priority Contract Account for the payment of Priority Contract Costs.

(e) Amounts in the Operating Account shall be applied as provided by section D.7 below but only to the extent
not paid from the Bond Charge Payment Account. In addition, prior to the time Bond Charge Revenues are received in the
amounts sufficient to make the transfers required by section D.1 below, amounts in the Operating Account shall be
transferred to the Bond Charge Payment Account in the amounts, at the times and otherwise as required by said section D.1.

) Amounts in the Operating Account shall be withdrawn to deposit in the Debt Service Reserve Account
amounts as provided by section E below, but only to the extent such deposit is required as a result of (i) the use of Bond
Charge Revenues for the payment of Priority Contract Costs, pursuant to section C.1(a)) below, or (ii) a change in value of
Authorized Investments on deposit in the Debt Service Reserve Account.

(2) [intentionally omitted].
(h) [intentionally omitted].
(1) Amounts in the Operating Account shall be withdrawn to deposit in the Operating Reserve Account

amounts as provided by section F below.
() Amounts in the Operating Account shall be withdrawn for the following purposes, on a parity basis:

(1) to pay the principal of and interest on any Subordinated Indebtedness, and the redemption price or
purchase price of Subordinated Indebtedness payable from mandatory sinking fund installments therefor,

(i1) to the extent not paid from the proceeds of Subordinated Indebtedness, to pay costs of issuing
Subordinated Indebtedness or costs incidental to their payment and security,

(iii) to pay amounts due under any Subordinated Obligation, but only to the extent not paid from the
Bond Charge Payment Account, and

(iv) to establish and maintain reserves for the payment of Subordinated Indebtedness or Subordinated
Obligations to the extent required by a Financing Document; provided, however, that such a reserve may also be accumulated
in the Operating Account. Any such reserve for Subordinated Indebtedness or Subordinated Obligations accumulated in the
Operating Account shall be maintained in a separate subaccount which shall be established therein for such respective
purpose pursuant to the Indenture.

(k) Amounts remaining in the Operating Account may be withdrawn for any purpose relating to the
Department’s program for the purchase and sale of Power and related activities only as permitted under the Enabling
Measures, to the extent not specified in sections A.1(a) through A.1.(j) above, as determined by the Department, including,
without limitation, to pay or provide for the purchase or redemption of Bonds or Subordinated Indebtedness, and the payment
of expenses in connection therewith to the extent not constituting Operating Expenses. Purchases of Bonds or Subordinated
Indebtedness from amounts in the Operating Account pursuant to this section A.1(k) shall be made at the written direction of
an Authorized Officer filed with the Trustee, with or without advertisement and with or without notice to other Owners of
Bonds or Subordinated Indebtedness. Such purchases shall be made at such price or prices as determined by the Department,
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subject to limitations, if any, of the Supplemental Indenture authorizing the issuance of such Series of Bonds; provided,
however, that such purchases shall be made at prices exceeding the next applicable Redemption Price (or, if none, the
principal amount) of such Bonds, plus accrued interest, if any, only after consultation with the Commission and if the
Department determines that to do so will not result in any insufficiency in the Operating Account or the Bond Charge
Payment Account for any other purpose.

It shall be a condition to any withdrawal pursuant to sections A.1(j) and A.1(k) above that (1) there shall be no
deficiency in either the Debt Service Reserve Account or the Operating Reserve Account without regard to the operation of
the provisions of sections E.3, E.6 and F.4 permitting the replenishment thereof over time, and (2) the Department shall have
determined, taking into account, among other considerations, anticipated future receipts of Revenues and other moneys
constituting part of the Trust Estate, that the funds to be so withdrawn are not, and are not expected to be, needed for any of
the purposes set forth in any prior lettered paragraph of this section A.1.

Notwithstanding the foregoing provisions of this section A.1, if at any time the Department determines that Power
Charge Revenues are available for any of the purposes set forth in sections A.1(j) or A.1(k) above, (i) such Power Charge
Revenues shall instead be used to replenish any deficiency in the Debt Service Reserve Account and the Operating Reserve
Account (without regard to the provisions of the Indenture sections E.3, E.6 and F.4 below permitting the replenishment
thereof over time), in the order of priority established by the Indenture as described in section A.1 above, until there shall be
no deficiency in the Debt Service Reserve Account or the Operating Reserve Account, and (ii) after any deficiency in the
Debt Service Reserve Account and the Operating Reserve Account shall be replenished, any use of such Power Charge
Revenues for any of the purposes set forth in such sections A.1(j) and A.1(k) above shall require the consent of the
Commission.

2. Amounts in the Operating Account representing proceeds of each Series of Bonds shall be paid out or
transferred from time to time by the Department to pay Costs of the Department, subject to limitations, if any, of the
Supplemental Indenture authorizing the issuance of such Series of Bonds.

3. That amount, if any, set aside by the Department as reserves in subaccounts in the Operating Account for
the purposes specified in clause (iv) of section A.1(j) above shall be used by the Department solely for the respective
purposes specified in said clauses, shall not be available for the payment of any other purpose for which amounts in the
Operating Account may be applied, and shall not constitute part of the Trust Estate.

4. The Department shall separately notify the Commission in writing whenever the Minimum Operating
Expense Available Balance has been reduced as a result of the Department no longer purchasing the Residual Net Short.
Whenever such reduction in the Minimum Operating Expense Available Balance occurs, any resulting excess in the
Operating Account shall be utilized in the same manner as Excess Amounts are required to be utilized pursuant to section F.5
below.

5. While the Department is purchasing the Residual Net Short, if on any date the Operating Account balance
falls below $750 million, unless the Operating Account balance has been restored to at least the Minimum Operating Expense
Available Balance on the thirty-first (31st) day thereafter, then on or prior to the forty-fifth (45th) day following the date on
which the Operating Account balance fell below $750 million, the Department will submit a new Revenue Requirement to
the Commission providing for Revenues sufficient to restore the Operating Account to the Minimum Operating Expense
Available Balance within a period ending no later than two hundred forty (240) days following the date of the submission of
such new Revenue Requirement to the Commission. While the Department is purchasing the Residual Net Short, if on any
date the Operating Account balance falls below $500 million and the Department has not yet submitted a Revenue
Requirement pursuant to the preceding sentence, then on or prior to the earlier of (a) the tenth (10th) Business Day following
the date on which the Operating Account balance falls below $500 million or (b) the date on which a Revenue Requirement
is required to be submitted to the Commission in accordance with the preceding sentence, the Department will submit a new
Revenue Requirement to the Commission providing for Revenues sufficient to restore the Operating Account to the
Minimum Operating Expense Available Balance within a period ending no later than two hundred forty (240) days following
the date of the submission of such new Revenue Requirement to the Commission.

6. If and when the Department no longer is responsible for the payment of costs under any Power Supply
Contract, all amounts in the Operating Account shall be utilized in the same manner as Excess Amounts are required to be
utilized pursuant to section F.5 below, provided, however, that amounts required to satisfy a particular contingency shall be
retained in the Operating Account only until the contingency has been satisfied or discharged; and provided further, however,
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that there may be retained in the Operating Account the amount, if any, determined by the Department to be required to pay
Bond Related Costs that otherwise would have to be paid from the Bond Charge Payment Account pursuant to section D.1(d)
below; and provided further, however, that any amounts not required for the purposes described in the preceding provisos
shall be utilized in the same manner as Excess Amounts are required to be utilized pursuant to section F.5 below.

B. Priority Contract Account. 1. Amounts transferred to the Priority Contract Account from the Operating
Account pursuant to A.1(a) above, from the Operating Reserve Account pursuant to F.3 below or from the Bond Charge
Collection Account pursuant to C.1(a) below shall be applied solely to the payment of Priority Contract Costs.

2. If and when the Department no longer is responsible for the payment of costs under any Priority Long
Term Power Contract, the balance if any, on deposit in the Priority Contract Account shall be utilized in the same manner as
Excess Amounts are required to be utilized pursuant to section F.5 below.

C. Bond Charge Collection Account. 1. The Department shall pay or cause to be paid into the Bond Charge
Collection Account, as and when received, (i) all Bond Charge Revenues, and (ii) all payments to the Department under
Qualified Swaps with respect to Bonds. Bond Charge Revenues shall be paid out, transferred, retained, accumulated or
withdrawn from time to time for the following purposes and, as of any time, in the following order of priority:

(a) Amounts in the Bond Charge Collection Account shall be withdrawn and deposited in the Priority Contract
Account, upon the written direction of an Authorized Officer filed with the Trustee, for the purpose of paying Priority
Contract Costs then due and payable, but only to the extent moneys are not available for such purpose in the Operating
Account, the Priority Contract Account or the Operating Reserve Account; provided, however, that no such withdrawal shall
be made if and when the Department no longer responsible and liable for the payment of costs under any Priority Long Term
Power Contract.

(b) [intentionally omitted].

(c) Amounts in the Bond Charge Collection Account shall be transferred to the Bond Charge Payment Account
and applied for the purposes of, in the amounts and at the times required by, and otherwise as provided in section D below.

(d) Amounts in the Bond Charge Collection Account shall be withdrawn for the following purposes, on a
parity basis:

(1) to deposit in the Debt Service Reserve Account amounts as provided by section E below, but only
to the extent amounts are not available therefor pursuant to section A.1(f) above, and

(i1) upon the written direction of an Authorized Officer filed with the Trustee, to establish and
maintain reserves for the payment of Parity Obligations to the extent required by a Financing Document. Any such reserve
for Parity Obligations accumulated in the Bond Charge Collection Account shall be maintained in a separate subaccount
which shall be established by a supplemental indenture for such purpose pursuant to the Indenture.

2. That amount, if any, set aside as reserves in subaccounts in the Bond Charge Collection Account pursuant
to clause (ii) of section C.1(d) above shall be used by the Department solely for the respective purposes specified in said
clause, shall not be available for the payment of any other purpose for which amounts in the Bond Charge Payment Account
may be applied, and shall not constitute part of the Trust Estate.

D. Bond Charge Payment Account. 1. There shall be transferred from the Bond Charge Collection Account to
the Bond Charge Payment Account pursuant to section C.1(c) above, no later than the last Business Day of each calendar
month, the amount, if any, required so that the balance in the Bond Charge Payment Account and available for Bond Related
Costs as specified below shall at least equal the respective amounts as follows, on a parity basis:

(a) the Debt Service accrued and unpaid as of such Business Day and to accrue thereafter through the end of
the third next succeeding calendar month;

(b) the amount accrued and unpaid as of such Business Day and estimated to be payable in the next succeeding

three calendar months (i) under Reimbursement Obligations, (ii) under agreements, constituting Parity Obligations, relating
to other financial instruments entered into in connection with the Bonds, including, but not limited to, investment agreements,
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hedges, interest rate swaps, caps, options and forward purchase agreements, (iii) under agreements, relating to the
remarketing of Bonds, including, but not limited to, remarketing agreements, dealer agreements and auction agent
agreements, (iv) for any Subordinated Obligations constituting Bond Related Costs, and (v) otherwise as may be permitted by
a Rate Agreement to be paid from Bond Charge Revenues or the Bond Charge Payment Account;

(c) the amount accrued and unpaid as of such Business Day and estimated to be payable in the next succeeding
three (3) calendar months for the cost to the Department of Fiduciaries associated with the issuance and administration of the
Bonds; and

(d) if and when the Department no longer is responsible for the payment of costs under any Power Supply
Contract and Bonds remain Outstanding, the amount accrued and unpaid as of such Business Day and estimated to be
payable in the next succeeding three (3) calendar months for the Department’s Bond Charge servicing costs, costs of
preparing and providing the information and reports required under the Financing Documents, the 2002 Rate Agreement and
the Act, related audit, legal and consulting costs, related administrative costs, and costs of complying with arbitrage
restrictions and rebate requirements, and otherwise as may be permitted by a Rate Agreement to be paid from Bond Charge
Revenues or the Bond Charge Collection Account to the extent moneys are not available therefor in the Operating Account;
provided, however, that administrative costs described in section G below shall be paid through the Administrative Cost
Account pursuant to section G below.

For the purpose of computing the amount to be deposited in the Bond Charge Payment Account pursuant to the
foregoing provisions of this section D, there shall be excluded from the balance in the Bond Charge Payment Account (i) the
amount, if any, set aside in the Bond Charge Payment Account from the proceeds of Bonds for the payment of interest on
Bonds which, pursuant to section D.6 below, is to be applied on an interest payment date or dates occurring after the period
specified above in this paragraph, and (ii) amounts scheduled to be paid by the Department under Qualified Swaps within the
relevant period. The estimates required by the foregoing provisions of this section D shall be made by the Department, based
on such assumptions and projections as the Department deems to be appropriate after consultation with the Commission, and
shall be included in a written direction of an Authorized Officer filed with the Trustee.

In addition to the foregoing provisions of this section D, there shall be transferred from the Bond Charge Collection
Account to the Bond Charge Payment Account, no later than the time required to make the payments required by section D.3
below, the amount, if any, required, in good funds, so that the balance in the Bond Charge Payment Account and available for
the purpose shall at least equal the amount required to be paid pursuant to such section D.3 below at such time.

2. The Redemption Price of any Bonds called for redemption, other than to satisfy Sinking Fund Installment
requirements, may be deposited in the Bond Charge Payment Account from the Bond Charge Collection Account or,
pursuant to section A.1(k) above, from the Operating Account, in the amounts and at the times required therefor, in each case
subject to any limitation set forth in any conditional notice of redemption as permitted by the Indenture. The Redemption
Price of any Bonds called for redemption to satisfy Sinking Fund Installment requirements shall be deposited in the Bond
Charge Payment Account pursuant to section D.1(a) above.

3. The Trustee shall pay Bond Related Costs out of the Bond Charge Payment Account as follows:

(a) The Trustee shall pay to the respective Paying Agents (i) on or before each interest payment date for any of
the Bonds, whether scheduled or upon earlier redemption, the amount required for the interest payable on such date; (ii) on or
before each Principal Installment due date, the amount required for the Principal Installment payable on such date; and (iii)
on or before any redemption date for the Bonds, to the extent of moneys deposited in the Bond Charge Payment Account
therefor, the amount required for the payment of the Redemption Price of the Bonds then to be redeemed. Such amounts
shall be applied by the Paying Agents to such purposes on or before the due dates thereof.

(b) The Trustee shall pay to the holder or issuer of each Parity Obligation specified in section D.1(b) above and
their participants to which an amount is due and payable thereunder, or other Person to whom an amount specified in such
section D.1(b) above is due and payable, such amounts and at such times, as shall be specified in a written direction of an
Authorized Officer filed with the Trustee.

(c) The Trustee shall pay to each Person to whom an amount specified in section D.1(c) above is due and

payable, in such amounts and at such times as shall be specified in a written direction of an Authorized Officer filed with the
Trustee.
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(d) The Trustee shall pay to each Person to whom an amount specified in section D.1(d) above is due and
payable, in such amounts and at such times as shall be specified in a written direction of an Authorized Officer filed with the
Trustee.

4. Amounts accumulated in the Bond Charge Payment Account with respect to any Sinking Fund Installment
(together with amounts accumulated therein with respect to interest on the Bonds for which such Sinking Fund Installment
was established) may and, if so directed in writing by an Authorized Officer, shall be applied by the Trustee, on or prior to
the forty-fifth (45th) day preceding the due date of such Sinking Fund Installment, to (i) the purchase of Bonds of the Series,
maturity and interest rate within each maturity for which such Sinking Fund Installment was established, subject to section
D.10 below, or (ii) the redemption at the applicable sinking fund Redemption Price of such Bonds, if then redeemable by
their terms. The applicable sinking fund Redemption Price (or principal amount of maturing Bonds) of any Bonds so
purchased or redeemed shall be deemed to constitute part of the Bond Charge Payment Account until such Sinking Fund
Installment date, for the purpose of calculating the amount of such Account. After the forty-fifth (45th) day preceding the
due date of any such Sinking Fund Installment, the Trustee shall proceed to call for redemption, by giving notice as provided
in the Indenture, on such due date, Bonds of the Series, maturity and interest rate within each maturity for which such
Sinking Fund Installment was established (except in the case of Bonds maturing on a Sinking Fund Installment date) in such
amount as shall be necessary to complete the retirement of the unsatisfied balance of such Sinking Fund Installment after
making allowances for any Bonds purchased or redeemed which the Department has directed the Trustee to apply as a credit
against such Sinking Fund Installment as provided in section D.5 below.

5. If at any time Bonds of any Series or maturity for which Sinking Fund Installments shall have been
established are purchased or redeemed other than pursuant to section D.4 above, or are deemed to have been paid pursuant to
the Indenture, and, with respect to such Bonds which are deemed paid, irrevocable instructions have been given to the
Trustee to redeem or purchase the same on or prior to the due date of the Sinking Fund Installment to be credited under this
section D, an Authorized Officer may from time to time and at any time by written notice to the Trustee specify the portion,
if any, of such Bonds so purchased, redeemed or deemed to have been paid and not previously applied as a credit against any
Sinking Fund Installment which are to be credited against future Sinking Fund Installments for such Bonds, but in all cases
subject to section D.10 below. Such notice shall specify the amounts of such Bonds to be applied as a credit against such
Sinking Fund Installment or Installments and the particular Sinking Fund Installment or Installments against which such
Bonds are to be applied as a credit; provided, however, that none of such Bonds may be applied as a credit against a Sinking
Fund Installment to become due less than forty-five (45) days after such notice is delivered to the Trustee. All such Bonds
which have been purchased or redeemed and are to be applied as a credit shall be surrendered to the Trustee for cancellation
on or prior to the due date of the Sinking Fund Installment against which they are being applied as a credit. The portion of
any such Sinking Fund Installment remaining after the deduction of any such amounts credited toward the same (or the
original amount of any such Sinking Fund Installment if no such amounts shall have been credited toward the same) shall
constitute the unsatisfied balance of such Sinking Fund Installment for the purpose of calculation of Sinking Fund
Installments due on a future date.

6. The amount, if any, deposited in the Bond Charge Payment Account from the proceeds of any Series of
Bonds shall be applied to the payment of interest on the Bonds, or paid to the issuers of Enhancement Facilities to satisfy
Reimbursement Obligations relating to such interest, if any, paid under such Enhancement Facilities, in accordance with
written directions signed by an Authorized Officer and filed with the Trustee or, in the event that the Department shall
modify or amend any such direction by a subsequent direction signed by an Authorized Officer of the Department and filed
with the Trustee, then in accordance with the most recent such direction or amended direction.

7. If at any time the amount in the Bond Charge Payment Account shall be less than the amount required to be
on deposit pursuant to paragraphs (a), (b) and (¢) of section D.1 above at the times required thereby, or to pay the items of
cost specified in paragraphs (a), (b) and (c) of section D.3 above when due and payable, the Department shall apply all
available amounts, if any, in the Operating Account to such deposits or payments, as the case may be, on a parity basis. If at
any time, after the application of moneys pursuant to the preceding sentence, the amount in the Bond Charge Payment
Account shall be less than the amount required to pay the items of cost specified in paragraphs (a), (b) and (d) of said section
D.3, all available amounts, if any, in the Debt Service Reserve Account shall be applied to such purposes on a parity basis.
Any such application of moneys from the Operating Account or the Debt Service Reserve Account may be made directly or
through the Bond Charge Payment Account.

8. In the event of the refunding of any Bonds, the Trustee shall, upon the written direction of an Authorized

Officer, withdraw from the Bond Charge Payment Account all or any portion of amounts accumulated therein with respect to
the principal of and redemption premium, if any, and interest on the Bonds being refunded and apply such amounts in
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accordance with such direction; provided, however, that such withdrawal shall not be made unless (i) immediately thereafter
the Bonds being refunded shall be deemed to have been paid pursuant to the Indenture, and (ii) subject to section D.9 below,
the amount remaining in the Bond Charge Payment Account with respect to Debt Service on Bonds, after such withdrawal,
shall be sufficient to satisfy the requirements of section D.1 above.

9. Whenever there shall be held in the Bond Charge Payment Account, and in the Debt Service Reserve
Account, without giving effect to any Alternate Debt Service Reserve Account Deposit, an aggregate amount sufficient to
pay in full all Outstanding Bonds in accordance with their terms (including the maximum amount of principal or applicable
sinking fund Redemption Price and interest which could become payable thereon), no transfers shall be required to be made
to the Bond Charge Payment Account.

10. Any purchases of Bonds pursuant to sections D.4 and D.5 above shall be made at the direction of an
Authorized Officer filed with the Trustee, with or without advertisement and with or without notice to other Owners of
Bonds. Such purchases shall be made at such price or prices as is determined by an Authorized Officer; provided, however,
that such purchases may be made at prices exceeding the next applicable Redemption Price (or, if none, the principal amount)
of such Bonds, plus accrued interest, if any, only after consultation with the Commission and if the Department determines
that to do so will not result in any insufficiency in the Bond Charge Payment Account for any other purpose.

E. Debt Service Reserve Account. 1. At the time any Series of Bonds is delivered pursuant to the Indenture,
the Department shall pay into the Debt Service Reserve Account from the proceeds of such Bonds or other available funds,
the amount, if any, necessary for the amount on deposit in the Debt Service Reserve Account to equal the Debt Service
Reserve Requirement, after giving effect to any Alternate Debt Service Reserve Account Deposit, calculated immediately
after the delivery of such Series of Bonds.

2. Amounts on deposit in the Debt Service Reserve Account shall be applied as provided in this section E and
section D.7 above. Fiduciary charges and expenses (including, but not limited to, legal fees and expenses) shall not be paid
from the Debt Service Reserve Account.

3. If a deficiency exists in the Debt Service Reserve Account, no later than the last Business Day of each
calendar month the Department shall transfer (i) to the extent such transfer is required as a result of the use of Bond Charge
Revenues for the payment of Priority Contract Costs, pursuant to section C.1(a) above, or a change in value of investments,
first, from the Operating Account to the extent that there are sufficient moneys available therein, pursuant to section A.1(f)
above, and second, to the extent necessary, from the Bond Charge Collection Account, to the extent that there are sufficient
moneys available therein, pursuant to clause (i) of section C.1(d) above, and (ii) to the extent such transfer is required
otherwise than as described in clause (i), or in the event transfers pursuant to clause (i) are not sufficient, from the Bond
Charge Collection Account to the extent that there are sufficient moneys available therein, and deposit in the Debt Service
Reserve Account the amount, if any, required for the amount on deposit in the Debt Service Reserve Account to equal the
Debt Service Reserve Requirement as of the last day of such calendar month, after giving effect to any Alternate Debt
Service Reserve Account Deposit; provided, however, that any deficiency in the Debt Service Reserve Account, after giving
effect to any Alternate Debt Service Reserve Account Deposit, may be cured by depositing into the Debt Service Reserve
Account each month during the period commencing no later than the seventh month following such determination of the
deficiency, approximately equal or greater amounts such that the deficiency shall be cured by no later than the twelfth month
following such determination of the deficiency.

4. Any amount in the Debt Service Reserve Account in excess of the Debt Service Reserve Requirement, after
giving effect to any Alternate Debt Service Reserve Account Deposit, may be retained therein or, upon the written direction
of an Authorized Officer filed with the Trustee, may be transferred to the Bond Charge Collection Account; provided,
however, that any such excess as of the last Business Day of each calendar year shall be so transferred.

5. Whenever the amount in the Debt Service Reserve Account, without giving effect to any Alternate Debt
Service Reserve Account Deposit, together with the amount in the Bond Charge Payment Account with respect to Debt
Service on Bonds, is sufficient to pay in full all Outstanding Bonds in accordance with their terms (including the maximum
amount of principal or applicable sinking fund Redemption Price and interest which could become payable thereon), the
funds on deposit in the Debt Service Reserve Account shall be transferred to the Bond Charge Payment Account, and
thereupon no further deposits shall be required to be made into the Debt Service Reserve Account. Prior to said transfer, all
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investments held in the Debt Service Reserve Account shall be liquidated to the extent necessary in order to provide for the
timely payment of principal and interest (or Redemption Price) on Bonds.

6. Alternate Debt Service Reserve Account Deposits may be made for the benefit of the Owners of the Bonds
as provided in this section E.6. In lieu of any required transfers of moneys to the Debt Service Reserve Account, the
Department may cause to be deposited into the Debt Service Reserve Account for the benefit of the Owners of the Bonds an
Alternate Debt Service Reserve Account Deposit in an aggregate amount equal to the difference between the Debt Service
Reserve Requirement and the sums of moneys or value of Authorized Investments then on deposit in the Debt Service
Reserve Account, if any. In lieu of retaining all or any portion of the moneys theretofore on deposit in the Debt Service
Reserve Account, the Department may cause to be deposited into the Debt Service Reserve Account an Alternate Debt
Service Reserve Account Deposit in an aggregate amount equal to such moneys, subject to section E.4 above. Each Alternate
Debt Service Reserve Account Deposit shall be payable (upon the giving of notice as required thereunder) on any date on
which moneys may be required to be withdrawn from the Debt Service Reserve Account and applied to the payment of a
Principal Installment of or interest on any Bonds, or to reimburse any issuer of an Enhancement Facility constituting a Parity
Obligation for any such payment made by such issuer, and such withdrawal cannot be met by amounts on deposit in the Debt
Service Reserve Account. Any insurer providing an Alternate Debt Service Reserve Account Deposit surety bond or
insurance policy shall be an insurer whose municipal bond insurance policies insuring the payment, when due, of the
principal of and interest on municipal bond issues results in such issues being rated in the highest Rating Category by at least
two (2) Rating Agencies. Any Alternate Debt Service Reserve Account Deposit letter of credit issuer shall be a bank or trust
company which on the date of issuance of the letter of credit has an outstanding unsecured, uninsured and unguaranteed debt
issue which is rated in the highest Rating Category by at least two (2) Rating Agencies. Any provider of any other Alternate
Debt Service Reserve Account Deposit obligation shall have the qualifications set forth in a Supplemental Indenture;
provided, however, that prior to the deposit of such other Alternate Debt Service Reserve Account Deposit obligation in the
Debt Service Reserve Account, the Trustee shall have received written confirmation from each Rating Agency to the effect
that the deposit of such Alternate Debt Service Reserve Account Deposit will not, by itself, result in the withdrawal,
suspension or downgrade of any rating issued by such Rating Agency with respect to any Outstanding Bonds. If a
disbursement is made pursuant to an Alternate Debt Service Reserve Account Deposit, the Department shall either (i)
reinstate the maximum limits of such Alternate Debt Service Reserve Account Deposit or (ii) deposit into the Debt Service
Reserve Account funds in the amount of the disbursement made under such Alternate Debt Service Reserve Account Deposit,
or a combination of such alternatives, at the times and in the amounts required by section E.3 above. In the event that the
rating attributable to any provider of any Alternate Debt Service Reserve Account Deposit shall fall below that required as
provided above, such Alternate Debt Service Reserve Account Deposit shall no longer be deemed to be an Alternate Debt
Service Reserve Account Deposit and the Department shall either (i) replace such Alternate Debt Service Reserve Account
Deposit with an Alternate Debt Service Reserve Account Deposit which shall meet the requirements provided above or (ii)
deposit into the Debt Service Reserve Account sufficient funds, or a combination of such alternatives, at the times and in the
amounts required by section E.3 above.

7. In the event of the refunding of any Bonds, the Trustee shall, upon the written direction of an Authorized
Officer, withdraw from the Debt Service Reserve Account all or any portion of amounts accumulated therein with respect to
the Bonds being refunded and apply such amounts in accordance with such direction; provided, however, that such
withdrawal shall not be made unless (i) immediately thereafter the Bonds being refunded shall be deemed to have been paid
pursuant to the Indenture, and (ii) subject to section E.5 above, the amount remaining in the Debt Service Reserve Account,
after giving effect to any Alternate Debt Service Reserve Account Deposit, after such withdrawal shall not be less than the
Debt Service Reserve Requirement.

F. Operating Reserve Account. 1. At the time any Series of Bonds is delivered pursuant to the Indenture, the
Department shall pay into the Operating Reserve Account from the proceeds of such Bonds or other available funds, the
amount, if any, necessary for the amount on deposit in the Operating Reserve Account to equal the Operating Reserve
Account Requirement.

2. Amounts on deposit in the Operating Reserve Account shall be applied as provided in this Section F.

3. If at any time the amounts in the Operating Account shall be less than the then current requirements thereof
for any payment, retention, accumulation, transfer or withdrawal required by sections A.1(a) through A.1(f) above, the
Department shall withdraw from the Operating Reserve Account and deposit in the Operating Account the amounts necessary
(or all the moneys in the Operating Reserve Account, if less than the amounts necessary), applying available amounts in the
order of priority and otherwise as specified in sections A.1(a) through A.1(f) above to make up such deficiency; provided,
however, that if and for so long as the balance on deposit in the Operating Reserve Account is equal to or less than the
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Priority Contract Contingency Reserve Amount, amounts in the Operating Reserve Account may only be withdrawn for
deposit in the Priority Contract Account for the payment of Priority Contract Costs.

4. If at any time the amount on deposit in the Operating Reserve Account is less than the Operating Reserve
Account Requirement, no later than the last Business Day of each calendar month the Department shall transfer from the
Operating Account to the Operating Reserve Account pursuant to section A.1(i) above the amount, if any, required for the
Operating Reserve Account to equal the Operating Reserve Account Requirement as of the last day of such calendar month;
provided, however, that any deficiency in the Operating Reserve Account may be cured by depositing into the Operating
Reserve Account each month during the period commencing no later than the seventh month following such determination of
the deficiency, approximately equal or greater amounts such that the deficiency shall be cured by no later than the twelfth
month following such determination of the deficiency.

5. The Department shall separately notify the Commission in writing each time the Operating Reserve
Account Requirement is reduced pursuant to the Indenture. Whenever such reduction in the Operating Reserve Account
Requirement occurs, any excess amounts in the Operating Reserve Account (“Excess Amounts”) will be used at such time to
satisfy any deficiencies existing at such time in the transfers, applications and withdrawals required by sections A.l(a)
through A.1(h) above, including repayment in full of the General Fund of the State for all advances made to the Department
from amounts appropriated to the Electric Power Fund, whether before or after November 15, 2001, including interest
payable thereon at the Pooled Money Investment Rate. Unless otherwise agreed by both the Department and the
Commission, each acting in their own discretion, any Excess Amounts remaining after application to the uses described in the
preceding sentence shall be used, at the direction of the Commission after consultation with the Department, to (i) adjust
Department charges or (ii) with the agreement of the Department, reduce debt outstanding under the Indenture, in all
instances upon consideration of, the interests of the retail customers of the Electrical Corporations and the Department, and,
if applicable, Electric Service Provider retail customers.

6. If and when the Department no longer is responsible for the payment of costs under any Power Supply
Contract, the entire balance, if any, on deposit in the Operating Reserve Account shall be applied as provided by section F.5
above.

G. Administrative Cost Account. Notwithstanding anything to the contrary in the Indenture, including but not
limited to the provisions described in sections A, C and D above, all administrative costs of the Department incurred in
administering Division 27 (commencing with Section 80000) of the Water Code, if and to the extent the payment thereof is
subject to appropriation by the State Legislature pursuant to Section 80200(c) of the Water Code or other provision of law,
shall be paid and accounted for through the Administrative Cost Account. Transfers shall be made from the Operating
Account or, after the Department no longer is responsible for the payment of costs under any Power Supply Contract, the
Operating Account or the Bond Charge Payment Account to the extent necessary to permit compliance with this section G.

Investment of Amounts in Accounts

Unless otherwise provided in a Supplemental Indenture, all amounts held in any fund, account or subaccount under
the Indenture shall be invested by the Trustee in Authorized Investments. Unless otherwise determined by any Supplemental
Indenture, earnings on moneys and investments in (i) the Operating Reserve Account shall be credited to and deposited in the
Operating Account, and (ii) any other fund, account or subaccount under the Indenture shall be credited to and deposited in
such fund, account or subaccount. Authorized Investments purchased as an investment of moneys in any such fund, account
or subaccount shall be deemed at all times to be a part of such fund, account or subaccount, any profit realized from the
liquidation of such investment shall be credited thereto and any loss resulting from the liquidation of such investment shall be
charged thereto.

Revenue Requirements

The Department shall cause to be established, fixed and revised from time to time charges sufficient, together with
any other available moneys and securities on deposit in the Electric Power Fund, to satisfy all of the Department’s Revenue
Requirements at the times and in the amounts needed. Without limiting the generality of the foregoing, such charges shall be
sufficient, after taking into account any moneys and securities on deposit in the Operating Account, to produce Revenues
sufficient in each calendar year: to pay all Operating Expenses in such calendar year as the same become due and payable; to
make all deposits to the Bond Charge Payment Account in the amounts and at the times required by section D under the
caption “Application and Flow of Funds” above in such calendar year; to pay all Parity Obligations as and when the same
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become due and payable in such calendar year; to repay to the General Fund of the State advances made to the Department
from amounts appropriated to the Electric Power Fund, and to repay General Fund moneys expended by the Department
pursuant to the 2001 Emergency Measures, including interest thereon payable at the Pooled Money Investment Rate, at the
times and in the amounts provided in the Indenture; to pay the debt service on all Subordinated Indebtedness then
outstanding, and all Subordinated Obligations, as and when the same respectively become due and payable in such calendar
year; to replenish the Debt Service Reserve Account as and to the extent required by section E under the caption
“Application and Flow of Funds” above in the event of any deficiency therein; to replenish the Operating Reserve Account
as and to the extent required by Section F under the caption “Application and Flow of Funds” above in the event of any
deficiency therein; to retain on deposit in or make any deposit to any fund, account or subaccount pursuant to and to the
extent necessary under the Act or required by any Financing Document, including, but not limited to, such retentions or
deposits as shall be required to maintain the Minimum Operating Expense Available Balance as may be required by section
A.5 under the caption “Application and Flow of Funds” above or to maintain reserves as may be required by clause (iv) of
section A.1(j) under the caption “Application and Flow of Funds” above, and by clause (ii) of section C.1(d) under the
caption “Application and Flow of Funds” above; and to pay such other obligations of the Department, payable by the
Department, in such calendar year as shall be incurred in accordance with both the Enabling Measures and the Indenture.

The Department will include in its Revenue Requirements amounts estimated to be sufficient:

(a) to cause the amount on deposit in the Operating Account (except any amounts set aside as reserves in
subaccounts in the Operating Account for the purposes specified in clause (iv) of section A.1(j) under the caption
“Application and Flow of Funds” above, at all times during any calendar month to equal the Minimum Operating Expense
Available Balance;

(b) to cause the amount on deposit in the Bond Charge Collection Account, on the first Business Day of each
calendar month, to equal the amounts projected to be required to be paid out of the Bond Charge Payment Account pursuant
to section D.3 under the caption “Application and Flow of Funds” above in such calendar month, which projections shall be
based on such assumptions, and which may take into account a range of possible outcomes, as the Department deems to be
appropriate after consultation with the Commission, and

(©) for the payment of interest on Variable Rate Bonds during the relevant Revenue Requirement Period,
assuming that interest accrues on such Variable Rate Bonds at a rate equal to the greater of (i) of 130% of the highest average
interest rate in any calendar month during the twelve (12) calendar months, or such shorter period that such Variable Rate
Bonds shall be Outstanding, ending with the month preceding the date such Revenue Requirements are filed with the Trustee
or the Commission, as the case may be, or (ii) 4.0%.

For purposes of the covenant set forth in this paragraph, the Department may take into account the issuance of
Bonds or other obligations anticipated to occur prior to the applicable Revenue Requirement Period.

No later than 90 days prior to the commencement of each calendar year beginning on and after January 1, 2003, the
Department shall file with the Trustee an estimate of the Department’s Revenue Requirements for such calendar year. The
estimate for each calendar year shall demonstrate compliance with the requirements of this caption, and shall specify, on a
monthly basis and in the aggregate for such calendar year, receipts of Revenues and deposits to, retentions in and transfers
and withdrawals from the funds, accounts or subaccounts under the Indenture pursuant to sections A.l and C under the
caption “Application and Flow of Funds” above, including, but not limited to, withdrawals (i) for the payment of Priority
Contract Costs and other Operating Expenses, principal and Redemption Price of and interest on Bonds, Parity Obligations,
Subordinated Obligations and Subordinated Indebtedness, taking into account any proceeds of Bonds or other amounts on
deposit in the Operating Account, in the Priority Contract Account, in the Bond Charge Collection Account and in the Bond
Charge Payment Account, (ii) to maintain the Debt Service Reserve Account and Operating Reserve Account in the amounts
required by sections E and F under the caption “Application and Flow of Funds,” respectively, and (iii) to repay to the
General Fund of the State advances made to the Department from amounts appropriated to the Electric Power Fund,
including interest thereon payable at the Pooled Money Investment Rate in accordance with the Act at the times and in the
amounts provided in the Indenture.

Such estimates may be revised from time to time for any calendar year or for the balance of any then-current
calendar year to reflect actual results and revised estimates; provided, however, that such estimates (i) shall be confirmed or
revised in each calendar month during which the Department is permitted by the Act to enter into new contracts for the
purchase of Power, and (ii) shall be revised as soon as practicable after the amount on deposit in any fund, account or

C-26



subaccount under the Indenture shall be less than the amount required by the Indenture. Each confirmation or revision
required by clause (i) of the foregoing proviso shall be filed with the Trustee as soon as practicable but no later than thirty
(30) days (whether or not a Business Day) after the end of each calendar month to which it relates. Each confirmation or
revision pursuant to this paragraph shall contain the same information required for the annual estimates by the foregoing
paragraph.

Each such estimate and confirmation or revision thereof shall be accompanied by a written statement from a
Consultant to the effect that the estimate or revision, as the case may be, reasonably can be expected to result in Revenues
sufficient to satisfy the requirements of the Indenture or, if not, specifying the reasons therefor in reasonable detail.

The Department shall submit to the Commission such Revenue Requirements as shall be the subject of Rate
Agreements, at such times and in such manner as the Department reasonably determines will enable the Commission to take
action with respect thereto pursuant to the Rate Agreements to enable the Department to receive moneys in such amounts and
at such times as shall permit the Department to fully comply with the provisions of the first two paragraphs under this
caption. Without limiting the generality of the foregoing, the Department shall make projections, submit requests for changes
in Revenue Requirements, Bond Charges and Power Charges, and take all other actions as are required of it under or pursuant
to Section 4.1(b) and other provisions of the 2002 Rate Agreement, and by the provisions of any other Rate Agreement, to
enable the Department to comply with the preceding sentence.

Rate Agreements

The Department shall enter into and maintain in effect at all times one or more Rate Agreements. Nothing contained
in the Indenture shall (i) require the Department to continue to purchase or sell Power or (ii) prevent the Department from
assigning, terminating or suspending any Power Supply Contract if (a) a Rate Agreement is in full force and effect, and (b)
the Bond Charges established under the Rate Agreement are in full force and effect. The Department shall not voluntarily
consent to or permit any amendment, termination or suspension, or waive any provision, of any Rate Agreement unless the
Department shall determine, in a written determination signed by an Authorized Officer and delivered to the Trustee, that the
same will not have a material adverse affect on the ability of the Department to comply with the provisions of the Indenture.
The Department shall perform all of the obligations and conditions required to be performed and observed by it under each
Rate Agreement, and shall take such actions from time to time as shall be necessary and available to enforce all of the
obligations and conditions required to be performed and observed under each Rate Agreement by the Commission, in each
case to the extent material to the payment of or security for the Bonds or Parity Obligations. An Authorized Officer shall
promptly notify the Trustee and Co-Trustee in writing of any dispute or default, in each case if determined by the Department
to be material to the payment of or security for the Bonds or Parity Obligations, and of each event of default, arising under
any Rate Agreement as soon as practicable after the Department has actual knowledge thereof. If the Department shall have
defaulted under its obligations contained in any Financing Document, such default is continuing and the Department has
failed to enforce such Rate Agreement to the extent it is permitted to do so thereunder, the Co-Trustee shall have the right to
enforce such Rate Agreements, as permitted by and subject to such Rate Agreements. All right, title and interest of the
Department in, to and under each Rate Agreement is collaterally assigned to the Co-Trustee for the benefit of the Owners of
Bonds and the holders or issuers of or other parties to Parity Obligations, to the extent necessary for purposes of such
enforcement, subject to the terms of such Rate Agreements. The Co-Trustee agrees to comply with all provisions of any Rate
Agreement necessary to enable it to exercise the rights granted by the Indenture and described in this paragraph.

Cooperation with Commission

Wherever the Indenture requires the Department to consult with the Commission with respect to assumptions made
by the Department, the Department shall involve the Commission in the development of these assumptions by conferring
regularly in a manner consistent with the Department’s obligations under the 2002 Rate Agreement.

Servicing Arrangements; Collection of Revenues

The Department shall enter into and maintain in effect at all times one or more Servicing Agreements which, in
aggregate, shall provide for all of the following functions and services: transmit or provide for the transmission of, and
distribute, all Power; billing, collection and remittance of all moneys constituting Bond Charges, Power Charges, Direct
Access Power Charges or other charges; and all other services related to the foregoing; provided, however, that separate
Servicing Agreements may be entered into and maintained for separate functions and services; and provided further,
however, that no Servicing Agreement shall be required for any functions or services to the extent such functions or services
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are performed directly by the Department, subject to the following sentence, or pursuant to an order (“Servicing Order”) of
the Commission. The Department shall not attempt to assert any authority to perform any such function or service except as
permitted under an applicable Servicing Agreement or Servicing Order. The Department shall request such Servicing Orders
of the Commission as the Department determines to be necessary or appropriate in connection with the performance of such
functions or services and the implementation or enforcement of any Servicing Agreement.

The Department shall not voluntarily consent to or permit any amendment, termination or suspension, or waive any
provision, of any Servicing Arrangement unless the Department determines, in a written determination signed by an
Authorized Officer and delivered to the Trustee, that the same will not have a material adverse affect on the ability of the
Department to comply with the provisions of the Indenture. The Department shall perform and observe all of the obligations
and conditions required to be performed and observed by it under each Servicing Arrangement, and shall take such actions
from time to time as shall be necessary and available to enforce all of the obligations and conditions required to be performed
and observed under each Servicing Agreement by the other party thereto, and to enforce each Servicing Order in accordance
with its terms, in each case to the extent material to the payment of and security for the Bonds or Parity Obligations.

If an Event of Default shall have occurred and be continuing, the Co-Trustee shall have the right to enforce the
Servicing Arrangements to the extent the Department fails to do so, as permitted by and subject to such Servicing
Arrangements. All right, title and interest of the Department in, to and under the Servicing Arrangements is hereby
collaterally assigned to the Co-Trustee for the benefit of the Owners of Bonds and the holders or issuers of or other parties to
Parity Obligations, to the extent necessary for purposes of such enforcement, subject to the terms of such Servicing
Arrangements. If the Department shall have defaulted under its obligations contained in any Financing Document and such
default is continuing, the Co-Trustee shall have the right to request Servicing Orders with respect to the Servicing
Agreements or the functions and services described above, and to request the Commission to enforce the same, to the extent
the Department fails to do so. All right, title and interest of the Department in, to and under the Servicing Arrangements,
insofar as it relates to such requests and enforcement, is hereby collaterally assigned to the Co-Trustee for the benefit of the
Owners of Bonds and the holders or issuers of or other parties to Parity Obligations, to the extent necessary for purposes of
such requests and enforcement, subject to the terms of such Servicing Arrangements. The Co-Trustee agrees to comply with
all provisions of any Servicing Arrangements necessary to enable it to exercise the rights described above, and in doing so
shall be subject to the provisions of the Indenture.

The Department shall use its best efforts to collect or cause to be collected all moneys due and payable to the
Department, which, upon receipt by the Department, would constitute Revenues, as soon as practicable after the same are due
and payable; provided, however, that nothing contained in the Indenture shall prohibit the effectuation of the program
provided by Executive Order No. D-56-02 dated May 23, 2002, including the financing thereof, as provided thereby.

All right, title and interest of the Department in, to and under the Servicing Arrangements to amounts payable, and
payments, to the Department pursuant to and under the Servicing Arrangements are hereby collaterally assigned to the
Trustee and Co-Trustee for the benefit of the Owners of the Bonds and the holders or issuers of or other parties to Parity
Obligations, subject to the terms of such Servicing Arrangements.

Non-Impairment Covenant of State; Extension of Sunset Date

Under the Indenture, the State pledges and undertakes that while any obligations of the Department incurred under
Division 27 of the State Water Code, including without limitation the Indenture, the Bonds and Parity Obligations, remain
outstanding and not fully performed or discharged, the rights, powers, duties, and existence of the Department and the
Commission shall not be diminished or impaired in any manner that will affect adversely the interests and rights of the
holders of or parties to such obligations. This pledge and undertaking is included in the Indenture pursuant to the authority to
do so contained in Section 80200(e) of the State Water Code.

Any extension of the January 1, 2003, termination date for the authority of the Department to contract for the
purchase of Power, contained in Section 80260 of the State Water Code, shall not constitute a violation of the foregoing
pledge and undertaking of the State, nor shall any such extension constitute a violation of or default under the Indenture.

Covenant Relating to Retirement of Bonds

The Department shall schedule the maturity of, redeem or otherwise retire Bonds in accordance with the Indenture at
such times and in such amounts as are necessary to assure that the Department complies with Paragraph II of the Summary of
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Material Terms referred to in Section 7.10 of the Rate Agreement, as such Summary of Material Terms was amended by
Paragraph 18 of the Amended and Restated Addendum to Summary of Material Terms of Financing Documents dated as of
August 8, 2002. Such provisions require, in part, that the plan of finance of the Bonds provide for substantially level debt
service.

Continuing Disclosure

The Department has covenanted in the Indenture to post on its website, so long as it maintains a website, (i) within
forty-five (45) days of the end of each fiscal year quarter except the fourth quarter, unaudited financial statements of the
Department relating to its Electric Power Fund for such quarter, (ii) within one hundred twenty (120) days after the end of
each fiscal year, audited financial statements of the Department relating to its Electric Power Fund for such fiscal year, and
(iii) each Revenue Requirement filing made by the Department with the Commission. The Department shall send notice of
each such posting, by first class mail, to any Person filing with the Chief, Division of Fiscal Services, or the Chief, Financial
Management Office, Power Supply Program of the Department a written request therefor, to the address specified by such
Person. If the Department no longer maintains a website, the Department will send such documents by first class mail to any
Person filing with the Chief, Division of Fiscal Services, or Chief, Financial Management Office, Power Supply Program, a
written request therefor, to the address specified by such Person.

In the event of a failure of the Department to comply with any provision of this covenant, the Trustee may (and, at
the request of the Owners of at least 50% in aggregate principal amount of Outstanding Bonds, shall), or any Owner or
Beneficial Owner of the Bonds may (unless the Department has so complied within 20 days after written notice from the
Trustee, such Owner or Owners, or such Beneficial Owner or Beneficial Owners, as the case may be, of the Department’s
failure to comply) seek specific performance by court order, to cause the Department to comply with its obligations under
this covenant, as the sole remedy, and default under this covenant shall not be deemed a default or an Event of Default under
the Indenture, notwithstanding anything in the Indenture to the contrary. For this purpose, “Beneficial Owner means any
person which has or shares the power, directly or indirectly, to make investment decisions concerning ownership of any
Bonds (including persons holding Bonds through nominees, depositories and other intermediaries).

Supplemental Indentures and Amendments

The Department, the Trustee and the Co-Trustee may adopt (without the consent of or notice to any Owner)
Supplemental Indentures to, among other purposes, prohibit, or provide limitations and restrictions in addition to the
limitations and restrictions contained in the Indenture on, the delivery on original issuance of Bonds or the issuance of other
evidences of indebtedness; add to the covenants and agreements of the Department in the Indenture other covenants and
agreements to be observed by the Department which are not contrary to or inconsistent with the Indenture as theretofore in
effect; add to the limitations and restrictions in the Indenture other limitations and restrictions to be observed by the
Department which are not contrary to or inconsistent with the Indenture as theretofore in effect; surrender any right, power or
privilege reserved to or conferred upon the Department by the Indenture; authorize Bonds of a Series or to amend, modify or
rescind any such authorization, specification or determination at any time prior to the first delivery of such Bonds; authorize
Subordinated Indebtedness and provide with respect thereto to the extent provided by, and otherwise not inconsistent with,
the Indenture theretofore in effect; subject Subordinated Obligations and Subordinated Indebtedness to the lien on and pledge
of the Trust Estate pursuant to the Indenture on a subordinate basis; confirm, as further assurance, any pledge under, and the
subjection to any lien or pledge created or to be created by, the Indenture, of any additional security other than that
previously granted or pledged under the Indenture; modify, amend or supplement the Indenture in such manner as to permit
the qualification of the Indenture under the Trust Indenture Act of 1939, as amended, or any similar Federal statute hereafter
in effect or to permit the qualification of the Bonds for sale under the securities laws of any of the states of the United States
of America, and, if the Department so determines, to add to the Indenture such other terms, conditions and provisions as may
be permitted by said Trust Indenture Act of 1939 or similar Federal statute; comply with regulations and procedures as are
from time to time in effect relating to any book-entry-only system, whether within or without the United States, for the
registration of beneficial ownership interests in Bonds; to evidence the assignment and transfer of rights, and the delegation
of duties and obligations, of the Department by operation of law to another department, agency or instrumentality of the State
that has indicated in writing its willingness to accept the rights of the Department and to assume and discharge the duties and
obligations of the Department; modify any of the provisions of the Indenture in any other respect whatever with respect to
any Bonds, provided that (i) (a) such modification relates only, and is to be effective prior to the issuance of, such Bonds, or
(b) such modification relates only, and is to be effective only upon the remarketing of, such Bonds in connection with an
optional or mandatory tender thereof for purchase by or on behalf of the Department, and (ii) such modification is disclosed
in an offering or reoffering document applicable to such issuance or remarketing; or modify any of the provisions of the
Indenture in any other respect whatever, provided that such modification shall be, and shall be expressed to be, effective only
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after all Bonds Outstanding and outstanding or unpaid Parity Obligations at the date of the execution and delivery of such
Supplemental Indenture shall cease to be Outstanding or owing, as the case may be.

For any one or more of the following purposes and at any time or from time to time, a Supplemental Indenture may
be executed by the Department, the Trustee and the Co-Trustee without the consent of or notice to any Owner, which, upon
delivery to the other parties thereto and the satisfaction of the requirements of the Indenture, shall be effective in accordance
with its terms: (1) to cure any ambiguity, supply any omission, or cure or correct any defect or inconsistent provision in the
Indenture; or (2) to insert such provisions, or to make such other amendments to the Indenture, as are necessary or desirable
which are not materially adverse to the rights under the Indenture of the Owners of Bonds and the holders or issuers of or
other parties to Parity Obligations.

Any modification or amendment of the Indenture and of the rights and obligations of the Department and of the
Owners, in any particular, may be made by a Supplemental Indenture, with the written consent given as provided in the
Indenture (i) of the Owners of a majority in principal amount of the Bonds Outstanding at the time such consent is given, and
(ii) in case less than all of the Bonds then Outstanding are affected by the modification or amendment, of the Owners of a
majority in principal amount of the Bonds so affected and Outstanding at the time such consent is given; provided, however,
that if such modification or amendment will, by its terms, not take effect so long as particular Bonds remain Outstanding, the
consent of the Owners of such Bonds shall not be required and such Bonds shall not be deemed to be Outstanding for the
purpose of any calculation of Outstanding Bonds under this caption. No such modification or amendment shall (a) permit a
change in the terms of redemption or maturity of the principal of any Outstanding Bond or of any installment of interest
thereon or a reduction in the principal amount or the Redemption Price thereof or in the rate of interest thereon without the
consent of the Owner of such Bond, (b) reduce the percentages or otherwise affect the classes of Bonds the consent of the
Owners of which is required to waive an Event of Default or otherwise effect any such modification or amendment, (c) create
a preference or priority of any Bond or Bonds over any other Bond or Bonds, without the consent of the Owners of all such
Bonds, (d) create a lien prior to or on parity with the lien of the Indenture, without the consent of the Owners of all of the
Bonds then Outstanding, except to the extent permitted by the Indenture, or (e) change or modify any of the rights or
obligations of any Fiduciary without its written assent thereto. For the purposes of this paragraph, a Bond shall be deemed to
be affected by a modification or amendment of the Indenture if the same materially and adversely affects the rights of the
Owner of such Bond. The Trustee may in its discretion determine whether or not in accordance with the foregoing powers of
amendment particular Bonds would be affected by any modification or amendment of the Indenture and any such
determination shall be binding and conclusive on the Department and all Owners of Bonds.

The terms and provisions of the Indenture and the rights and obligations of the Department and of the Owners of
Bonds may be modified or amended in any respect upon the execution by the Department, the Trustee and the Co-Trustee of
a Supplemental Indenture, the filing of a fully executed copy with the Trustee and the Co-Trustee, and the consent of the
Owners of all of the Bonds then Outstanding, such consent to be given as provided in the Indenture; provided, however, that
no such modification or amendment shall change or modify any of the rights or obligations of any Fiduciary without the
filing with the Trustee of the written assent thereto of such Fiduciary in addition to the consent of the Owners of Bonds.

Events of Default and Remedies

Pursuant to the Indenture, any one or more of the following events shall constitute “Events of Default”: (1) if default
shall be made in the due and punctual payment of the principal or Redemption Price of any Bond, or in the due and punctual
payment of the principal or redemption price, if any, of any Parity Obligation when and as the same shall become due and
payable, whether at maturity or by call for redemption, or otherwise; (2) if default shall be made in the due and punctual
payment of any installment of interest on any Bond or of interest, if any, on any Parity Obligation when and as such interest
installment shall become due and payable, and such default shall continue for a period of 5 days; (3) if the Department
defaults in the performance or observance on its part of any of the covenants or agreements contained in the Indenture
relating to the submission by the Department of Revenue Requirements to the Commission, relating to the Rate Agreements
or relating to the Servicing Arrangements, and such default shall continue for a period of 10 days after written notice thereof
to the Department by the Trustee or the Co-Trustee, or to the Department, the Trustee and the Co-Trustee by the Owners of a
majority in principal amount of the Bonds Outstanding; provided, however, that no such default relating to submission by the
Department of Revenue Requirements to the Commission shall constitute an Event of Default if and for so long as the
Commission is taking action to cure the Department’s default pursuant to Section 4.1(a) of the 2002 Rate Agreement or
otherwise; (4) if an “event of default,” as defined in any Rate Agreement, on the part of the Commission shall have occurred
and be continuing; (5) if any “event of default,” as defined in any Parity Obligation, on the part of the Department shall have
occurred and be continuing; (6) if the Department defaults in the performance or observance on its part of any other of the
covenants or agreements contained in the Indenture or in the Bonds to be performed, other than as specified in clauses (1)
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through (3) above, and such default shall continue for a period of 60 days after written notice thereof to the Department by
the Trustee or Co-Trustee, or to the Department, the Trustee and the Co-Trustee by the Owners of a majority in principal
amount of the Bonds Outstanding; provided, however, that if such default shall be such that it cannot be remedied by the
Department within such 60 day period, it shall not constitute an Event of Default if corrective action is instituted by the
Department within such period and diligently pursued by the Department until the default is remedied; or (7) with respect to a
Series of Bonds, any additional events as may be specified in the Supplemental Indenture authorizing the issuance of such
Series.

Anything in the Indenture to the contrary notwithstanding, neither the Trustee nor the Co-Trustee nor the Owners
nor the issuer of any Enhancement Facility nor a party to any Swap Obligation shall have the right to accelerate the maturity
of any Bond or Parity Obligation. The preceding sentence shall not be construed to prohibit any redemption of Bonds or
Parity Obligations at the option of the Owner, holder or issuer thereof or other party thereto, or if required pursuant to any
Enhancement Facility, or any optional or mandatory tender of Bonds or Parity Obligations pursuant to the terms thereof, or
any early termination of a Qualified Swap (subject to the Indenture).

During the continuance of an Event of Default, the Trustee shall take control of the Operating Account, the Priority
Contract Account, the Operating Reserve Account and the Administrative Cost Account and apply all amounts on deposit
therein, Revenues and the income therefrom to payments as follows and in the following order:

(1) The reasonable and proper charges and expenses of the Trustee and the Co-Trustee (including, but
not limited to, reasonable legal fees and expenses and charges and expenses of any management consultant or consulting
engineer, or firm of either thereof, selected by the Trustee or Co-Trustee pursuant to paragraph (ii) below. Such charges and
expenses shall only be paid from Power Charge Revenues or Bond Charge Revenues.

(i1) The amounts required for reasonable and necessary Operating Expenses, including, but not limited
to, reasonable and necessary reserves and working capital. The Trustee or the Co-Trustee may retain a management
consultant or consulting engineer, or firm of either thereof, of recognized standing (who may be an engineer or management
consultant, or firm of either thereof, retained by the Department for other purposes) for the purpose of rendering advice with
respect to such matters. For this purpose the books of record and account of the Department shall at all times be subject to the
inspection of such consultant, engineer or firm of consultants or engineers during the continuance of such Event of Default.

(1ii) The interest and principal or Redemption Price then due on the Bonds, and the interest and
principal components of Parity Obligations (which, in the case of Swap Obligations shall consist of scheduled payments and
termination payments, respectively) as follows:

First: To the payment to the Persons entitled thereto of all installments of interest then due on the
Bonds and the interest component of Parity Obligations, in the order of the maturity of such
installments, and, if the amount available shall not be sufficient to pay in full any installment or
installments maturing on the same date, then to the payment thereof ratably, according to the
amounts due thereon, to the Persons entitled thereto, without any discrimination or preference; and

Second: To the payment to the Persons entitled thereto of the unpaid principal or Redemption
Price of any Bonds and the unpaid principal component of Parity Obligations, which shall have
become due, whether at maturity or by call for redemption, in the order of their due dates, and, if
the amount available shall not be sufficient to pay in full all the Bonds and the principal
component of Parity Obligations, due on any date, then to the payment thereof ratably, according
to the amounts of principal or Redemption Price due on such date, to the Persons entitled thereto,
without any discrimination or preference.

If and whenever all overdue installments of interest on all Bonds and Parity Obligations, together with the
reasonable and proper charges and expenses of the Trustee and the Co-Trustee, and all other sums payable by the Department
under the Indenture, including, but not limited to, the principal and Redemption Price of and accrued unpaid interest on all
Bonds and Parity Obligations which shall then be payable, shall either be paid by or for the account of the Department, or
provision satisfactory to the Trustee and the Co-Trustee shall be made for such payment, and all defaults under the Indenture
or the Bonds, and all agreements, instruments or notes evidencing Parity Obligations shall be made good or secured to the
satisfaction of the Trustee and the Co-Trustee or provision deemed by the Trustee and the Co-Trustee to be adequate shall be
made therefor, all Revenues shall thereafter be applied as provided under the caption “Application and Flow of Funds”
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above, and the Trustee shall return control of the Operating Account, the Priority Contract Account, the Operating Reserve
Account, the Bond Charge Collection Account and the Administrative Cost Account to the Department. No such resumption
of the application of Revenues as provided under the caption “Application and Flow of Funds” above shall extend to or affect
any subsequent default under the Indenture and all agreements, instruments or notes evidencing Parity Obligations, or impair
any right consequent thereon.

If (i) an Event of Default shall happen and shall not have been remedied, and (ii) whether or not an Event of Default
has happened or shall have been remedied, in the event of any failure of the Department to pay into the Operating Account,
as and when received, Power Charge Revenues as described under Section A under the caption “Application and Flow of
Funds” above or to pay into the Bond Charge Collection Account, as and when received, Bond Charge Revenues, as
described under section C under the caption “Application and Flow of Funds” above, or to collect or cause to be collected
Revenues as required by the Indenture, or in the event of a violation of the pledge and agreement of the State in the
Indenture, then and in every such case, the Co-Trustee, by its agents and attorneys, if the Co-Trustee shall deem it advisable,
may proceed to protect and enforce its rights and the rights of the Owners of Bonds and the holders or issuers of or other
parties to Parity Obligations under the Indenture forthwith by a suit or suits in equity or at law, whether for the specific
performance of any covenant contained in the Indenture, or in aid of the execution of any power granted in the Indenture, or
for an accounting against the Department as if the Department were the trustee of an express trust, or in the enforcement of
any other legal or equitable right as the Co-Trustee, being advised by counsel, shall deem most effectual to enforce any of its
rights or to perform any of its duties under the Indenture. Notwithstanding the occurrence of an Event of Default, the Co-
Trustee shall have only such rights to enforce the Rate Agreements as are set forth in such Rate Agreements.

No Owner shall have any right to institute any suit, action or proceeding at law or in equity for the enforcement of
any provision of the Indenture or the execution of any trust under the Indenture or for any remedy under the Indenture, unless
such Owner shall have previously given to the Trustee and the Co-Trustee written notice of the happening of an Event of
Default, and the Owners of at least twenty-five percent (25%) in principal amount of the Bonds then Outstanding shall have
filed a written request with the Trustee and the Co-Trustee, and shall have offered the Co-Trustee reasonable opportunity,
either to exercise the powers granted as described under this caption or to institute such action, suit or proceeding in its own
name, and unless such Owners shall have offered to the Co-Trustee adequate security and indemnity against the costs,
expenses and liabilities to be incurred therein or thereby, and the Co-Trustee shall have refused to comply with such request
within a reasonable time; it being understood and intended that no one or more Owners of Bonds shall have any right in any
manner whatever by his or their action to affect, disturb or prejudice the pledge created by the Indenture, or to enforce any
right under the Indenture, except in the manner therein provided; and that all proceedings at law or in equity to enforce any
provision of the Indenture shall be instituted, had and maintained in the manner provided in the Indenture and for the equal
benefit of all Owners of the Outstanding Bonds.

Resignation and Removal of Co-Trustee

The Co-Trustee may at any time resign and be discharged of the duties and obligations created by the Indenture by
giving not less than 90 days’ written notice to the Department and the Trustee, and the Trustee thereupon shall mail notice
thereof to the Owners of the Bonds, specifying the date when such resignation shall take effect, at least 30 days prior to the
effective date, provided that such resignation shall take effect upon the later of (i) the day specified in such notice and (ii) the
day a successor shall have been appointed by the Department or the Owners of Bonds as provided in the Indenture.

The Co-Trustee may be removed at any time by an instrument or concurrent instruments in writing, filed with the
Trustee and the Co-Trustee, and signed by the Owners of a majority in principal amount of the Bonds then Outstanding or
their attorneys-in-fact duly authorized, excluding any Bonds held by or for the account of the Department; provided,
however, that the Co-Trustee may be removed only for cause unless and until an Event of Default shall have occurred and be
continuing under the Indenture. In addition, so long as no Event of Default shall have occurred and be continuing under the
Indenture and the Co-Trustee is not pursuing any right or remedy available to it pursuant to the Indenture, the Co-Trustee
may be removed by the Department at any time for failure to provide reasonably acceptable services, failure to charge
reasonably acceptable fees or any other reasonable cause, all as determined by a written determination signed by an
Authorized Officer and filed with the Trustee and the Co-Trustee, which determination shall be conclusive. Any such
removal shall not be effective until a successor shall have been appointed by the Department or the Owners of Bonds as
provided in the Indenture.
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Defeasance

If the Department shall pay or cause to be paid to the Owners of all Bonds then Outstanding the principal or
Redemption Price, if any, and interest to become due thereon and to the holders or issuers of or other parties to all Parity
Obligations all amounts payable thereunder and upon the termination thereof, at the times and in the manner stipulated
therein and in the Indenture, then the covenants, agreements and other obligations of the Department to the Owners of Bonds,
and the holders or issuers of or other parties to all Parity Obligations shall be discharged and satisfied. In such event, the
Trustee shall, upon the request of the Department, execute and deliver to the Department all such instruments as may be
desirable to evidence such discharge and satisfaction and the Fiduciaries shall pay over or deliver to the Department all
money, securities and funds held by them pursuant to the Indenture which are not required for the payment or redemption of
Bonds not theretofore surrendered for such payment or redemption, or required to make payments under Parity Obligations.

Outstanding Bonds or any portion thereof shall, prior to the maturity or redemption date thereof, be deemed to have
been paid within the meaning and with the effect expressed in the Indenture either (A) as provided in the Supplemental
Indenture authorizing their issuance or (B) if (a) in case any of said Bonds are to be redeemed on any date prior to their
maturity, the Department shall have given to the Trustee, in form satisfactory to it irrevocable instructions to mail, as
provided in the Indenture notice of redemption on said date of such Bonds, (b) there shall have been irrevocably deposited
with the Trustee or other Paying Agent either moneys in an amount which shall be sufficient, or Defeasance Securities the
principal of and the interest on which when due will provide moneys which, together with the moneys, if any, deposited with
the Trustee or such Paying Agent at the same time, shall be sufficient, without further investment or reinvestment of either
the principal amount thereof or the interest earnings thereon, to pay when due, the principal or Redemption Price, if
applicable, and interest due and to become due on such Bonds on and prior to the redemption date or maturity date thereof, as
the case may be, (c) in the event such Bonds are not by their terms maturing or are not to be redeemed within the next
succeeding 60 days, the Department shall have given the Trustee in form satisfactory to it irrevocable instructions to mail, as
soon as practicable, a notice to the Owners of such Bonds that the deposit required by clause (b) above has been made with
the Trustee and that said Bonds are deemed to have been paid as described under this caption and stating such maturity or
redemption date upon which moneys are to be available for the payment of the principal or Redemption Price, if applicable,
on such Bonds, and (d) in the case of Bonds subject to optional or mandatory tender for purchase prior to the maturity or
earlier redemption date specified for its payment pursuant to this paragraph, the Trustee or such Paying Agent shall have
received written confirmation from each Rating Agency to the effect that the deposit and provisions for defeasance made
pursuant to this paragraph will not, by themselves, result in the withdrawal, suspension or downgrade of any rating issued by
such Rating Agency with respect to such Bonds. Neither Defeasance Securities nor moneys deposited with the Trustee or
other Paying Agent as described under this caption nor principal or interest payments on any such Defeasance Securities shall
be withdrawn or used for any purpose other than, and shall be held in trust for, the payment of the principal or Redemption
Price, if applicable, and interest on said Bonds; provided, however, that any moneys on deposit with the Trustee or such
Paying Agent, (i) to the extent such moneys will not be required at any time for such purpose, shall be deposited in the Bond
Charge Collection Account or, if the first paragraph of this caption applies, paid over to the Department as received by the
Trustee or such Paying Agent, free and clear of any trust, lien or pledge securing said Bonds or otherwise existing under the
Indenture, and (ii) to the extent such moneys will be required for such purpose on another date, shall, to the extent
practicable, be reinvested in Defeasance Securities maturing at times and in amounts sufficient, together with any moneys
available to the Trustee or Paying Agent for such purpose, to pay when due the principal or Redemption Price, if applicable,
and interest to become due on said Bonds on and prior to the redemption date or maturity date thereof, as the case may be.
Notwithstanding any other provision of the Indenture, the Department may, at the time any Bonds are deemed to have been
paid within the meaning and with the effect as set forth above, elect to retain the right to redeem or require the tender of any
such Bonds; provided, however, that such Bonds shall at all times comply with the requirements described above for such
Bonds to be deemed to have been paid as aforesaid.

Anything in the Indenture to the contrary notwithstanding, all instructions by the Department, accepted by the
Trustee or any Paying Agent, given pursuant to the Indenture to mail notice of redemption of the Bonds of a Series (other
than Bonds of such Series which have been purchased by the Trustee at the direction of the Department as therein provided
prior to the mailing of such notice of redemption) shall be irrevocable and shall foreclose the exercise by the Department of
any other optional redemption right with respect to such Bonds, except that any such instructions may be. revoked prior to
any deposit pursuant to the Indenture.

Unclaimed Moneys

The amounts held by any Fiduciary for the payment of the interest, principal or Redemption Price due on any date
with respect to particular Bonds or any amount payable under Parity Obligations shall, on and after such date and pending
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such payment, be set aside on its books and held in trust by it for the Owners of Bonds or the holders or issuers of or other
parties to Parity Obligations entitled thereto. Anything in the Indenture to the contrary notwithstanding, any moneys so held
by the Fiduciary, which remain unclaimed for two (2) years after the date when such principal, Redemption Price, interest or
amounts, respectively, became due and payable, either at their stated maturity or due dates or by call for earlier redemption, if
such moneys were held by the Fiduciary at such date, or for two (2) years after the date of deposit of such moneys if
deposited with the Fiduciary after the date when such principal, Redemption Price, interest or amounts, respectively, became
due and payable, shall, at the written request of the Department, be repaid by the Fiduciary to the Department or such officer,
board or body as then may be entitled by law to receive the same, as its absolute property and free from trust, and the
Fiduciary shall thereupon be released and discharged with respect thereto and the Owners of Bonds and the holders or issuers
of or other parties to Parity Obligations, as applicable, shall look only to the Department or such officer, board or body for
the payment of such principal, Redemption Price, interest or amounts, respectively. Before being required to make any such
payment to the Department, the Fiduciary shall, at the expense of the Department, cause to be mailed to the Owners, holders,
issuers or parties entitled to receive such moneys, at their last addresses, if any, appearing upon the registry books or other
notice addresses on file with the Fiduciary or the Department, a notice that said moneys remain unclaimed and that, after a
date named in said notice, which date shall be not less than 30 days after the date of the mailing, the balance of such moneys
then unclaimed will be returned to the Department or such officer, board or body. The failure of any Owner of Bonds,
holders, issuers or parties to receive such notice shall not affect the application of moneys as described under this caption.

Successors and Assigns

Whenever in the Indenture, the Bonds, any agreement, instrument or note evidencing a Parity Obligation,
Subordinated Indebtedness, Subordinated Obligation, or any other obligation of the Department under or pursuant to the
Indenture, the Department is named or referred to, it shall be deemed to include its successors and assigns and all the
covenants and agreements in the Indenture or in the Bonds or such other obligations contained by or on behalf of the
Department shall bind and inure to the benefit of its successors and assigns whether so expressed or not; provided, however,
that such successor or assign is permitted by law to assume the Department’s obligations thereunder and shall agree to be
bound by the terms thereof.

Governing Law and Venue

The Indenture shall be governed by and interpreted in accordance with internal laws of the State without regard to
conflicts of law principles. All legal actions and proceedings arising from the Indenture or the Bonds shall be brought in the
courts of the State located in the County of Sacramento, except as otherwise may be expressly agreed to by the Department.
The parties to the Indenture, and the Owners by their acceptance of Bonds, consent to and accept for themselves and in
respect of their property, generally and unconditionally, the jurisdiction of the aforesaid courts, and to the extent permitted by
law, irrevocably waive any objection, including, without limitation, any objection to the laying of venue or based on the
grounds of forum non conveniens, which they may now or hereafter have to the bringing of any such action or proceeding in
such respective jurisdictions, except as otherwise may be agreed to in writing by the Department, the Trustee and the Co-
Trustee.
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RATE AGREEMENT, dated as of March 8, 2002, by and between
STATE OF CALIFORNIA DEPARTMENT OF WATER RESOURCES and
STATE OF CALIFORNIA PUBLIC UTILITIES COMMISSION.

The parties mutnally agree as follows:

ARTICLE I
DEFINITIONS

Section 1.1  Definitions. The terms set forth in this Section shall have
the meanings ascribed to them herein for all purposes of this Agreement unless the
context clearly requires otherwise. Words in the singular shall inciude the plural and
words in the plural shall include the singular where the context so requires.

“Act” shall mean Chapter 4 of the Statutes of 2001 (AB 1 of the First
2001-02 Extraordinary Session) of the State, as amended from time to time.

“Agreement” shall mean this Rate Agreement, as from time to time
hereafter amended or supplemented in accordance with the provisions hereof.

“Beneficiaries” shall mean, at any given tume, the persons to whom the
Department is then obligated to pay Bond Related Costs described in clauses (i) through
(iv) of the definition of such term, in each case solely to the extent of snch obligations.

“Bond Charge” shall mean a charge imposed by the Commission, by
order promulgated as a result of this Agreement, upon customers in each of the Service
Areas of Pacific (Gas & Electric, Southern Califomia Edison Company and San Diego
Gas & Blectric Company or any of their respective successors based on the aggregate
amount of electric power sold to that customer by an Electrical Corporation and the
Department, and to the extent determined under Section 4.3 hereof, by an Electric Service
Provider, such charge to be revised from time to time by the Commission in such &
mnanner that amounts on deposit in the Bond Charge Payment Account as a result of the
charge are always sufficient to pay or provide for the payment of the Bond Related Costs;
provided, that Bond Charges shall be imposed upon such customers in each Service Area
at all times required by this Agreement whether or not the Department is at the time
selling, or deemed to be selling, Power to such customers until such time as the
Department has recovered the portion of the Department’s revenue requirements under
Section 80134 of the Act constituting Bond Related Costs.

“Bond Charge Collection Account” shall have the meaning sct forth in

the Financing Documents. Revenues that the Department receives from Bond Charges
shall be deposited in the Bond Charge Collection Account.
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“Bond Charge Payment Account” shall have the meaning set forth in the
Financing Documents. The primary purpose of the Bond Charge Payment Account is to
hold amownts that the Financing Documents require to be periodicaily transferred from
the Bond Charge Collection Account to provide for the payment of Bond Related Costs.

“Bond Related Costs” shall mean payments of, or deposits or other
provision o be made by the Department under Financing Documents or the Act for the
following components of the Department’s revenue requirements under Section 80134 of
the Act:

(1) principal of, premium, if any, and interest on Bonds and
any additional amount required under the Financing Documents to be deposited into the
Bond Charge Collection Account to provide debt service coverage of the Bonds;

(i)  payments required to be made (A) under agreements with
issuers of credit and liquidity facilities and their participants, including but not limited to,
letters of credit, bond insurance, guarantees, debt service reserve fund surety bonds, lines
of credit, reimbursement agreements, and standby bond purchase agreements, (B) under
agreements relating to other financial instruments entered into in connection with the
Bonds, including but not limited to investment agreements, hedges, interest rate swaps,
caps, options and forward purchase agreements and (C) under agreements relating to the
remarketing of Bonds, including but not limited to remarketing agreements, dealer
agreements and auction agent agreements;

(1i1)  deposits to the Debt Service Reserve Account established
under the Financing Docurnents to the extent necessary to provide therein an amount
equal to the requirement for such account under the Financing Documents if not
otherwise replenished from Power Charges;

(iv)  the cost of Fiduciaries associated with the issuance and
administration of the Bonds; and

(v) when and if the Department no longer sells Power under the
Act and Bonds remain outstanding, the Department’s Bond Charge servicing costs, costs
of preparing and providing the information and reports required under the Financing
Documents, this Agreement and the Act, related audit, legal and consulting costs, related
administrative costs, and costs of complying with arbitrage restrictions and rebate
requirements,

“Bonds” shall mean State of California Department of Water Resources
evidences of indebtedness issued for the purposes specified in the Act pursuant to Section
80130 of the Act and the Executive Order of the Govemor of the State of California,
dated June 18, 2001, in an aggregate principal amount up to $ 13,423,000,000; provided,
however, that (i) notes issued in anticipation of the issuance of Bonds and retired from the
proceeds of those Bonds shall not be counted against said dollar limitation, and (ii) Bonds
shall include indebtedness issued to refund prior Bonds, but such refunding indebtedness
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shall not be counted against said dollar limitation; and, provided, further that, for all
purposes of this definition, the Bonds shall exclude the Interim Loan.

“Commission” shall mean the State of California Public Utilities
Commission and any board, commission, department, corporation, authority or officer
succeeding to the functions thereof, or to whom the powers conferred on the Commission
by the Act shall be given by law,

“Debt Service Reserve Account” shall have the meaning set forth in the
Financing Documents. The purpose of the Debt Service Reserve Account is to provide
for the payment of Bond Related Costs in the event that amounts in the Bond Charge
Payment Account, after deposits from the Bond Charge Collection Account or other
funds under the Indenture, are insufficient. The Debt Service Reserve Account is
expected to be initially funded with Bond proceeds.

“Department” shall mean the State of California Department of Water
Resomrces,

“Department Costs” shall mean, at any given time, all amounts which the
Department is then entitled under Section 80110 of the Act to recover, as a revenue
requirement, to enablc it to comply with Section 80134 of the Act, (including amownts
payable under the Interim Loan), except that Department Costs, unless specifically
provided in this Agreement, exclude Bond Related Costs to the extent that such Bond
Related Costs have been recovered from Bond Charges.

“Electrical Corporation” shall have the meaning ascribed thereto in
Section 218 of the Public Utilities Code, including any successor and assign thereof.

“Electric Service Provider” shall mean an entity that provides electrical
service to one or more retail customers located within the Service Areas of Pacific Gas &
Electric, Southern Califormia Edison Company, or San Diego Gas & Electric Company or
any of their respective successors, except that Electric Service Provider excludes: the
Department, any other public agency to the extent that it offers electrical service to
customers within its jurisdiction or within the service territory of a local publicly owned
clectric utility, and Electrical Corporations. Electric Service Provider includes the
unregulated affiliates and subsidiaries of an Electrical Corporation.

“Fiduciqry” shall mean any Trustee, any bond registrar and any paying
agent in connection with Bonds pursuant to the Financing Documents, and their
respective successors and assigns.

“Financing Documents” shall mean any resolution, indenture, trust
agreement, loan agreement, revolving credit agreement, reimbursement agreement,
standby purchase agreement or other agreement ot instrument adopted or entered into by
the Department authorizing, securing or enhancing the Bonds, including any bond
offering documents, as from time to time amended or supplemented in accordance
therewith. Copies of all Financing Documents shall be provided to the Commission.
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“Fund” shall mean the Department of Water Resources Electric Power
Fund established by the Aect.

“faterim Loan” shall mean obligations issued under the Credit and
Security Agreement, dated as of June 26, 2001, among the Department and various
lenders identified therein and Morgan Guaranty Trust Company of New York, in its
capacity as agent for the lenders, and other documents and agreements described therein.

“Mipimum Operating Reserve Account Requirement” shall have the
meaning set forth in the Financing Documents, and shall include an amount solely limited
to make payments due under the Priority Long Term Power Contracts if funds are not
available in the Operating Account or the Priority Contract Account,

“Qperating Account” shall have the meaning set forth in the Financing
Documents. The purpose of the Operating Account is to provide for the payment of
Department Costs, including by transfer to the Priority Contract Account. Power Charges
will generally be deposited into the Operating Account,

“Operating Reserve Account” shall have the meaning set forth m the
Financing Documents. The purpose of the Operating Reserve Account is to provide for
the payment of Department Costs in the event that amounts in the Operating Account are
insufficient, or amounts in the Priority Contract Account are insufficient to make
payments due under the Priority Long Term Power Contracts.

“Power” shall have the meaning ascribed thereto in Section 80010 of the
Water Code.

“Power Charges” shall mean charges imposed by the Commission upon
Retail End Use Customers for electric power deemed sold to Retail End Use Customers
by the Department, except that Power Charges exclude Bond Charges.

“Priority Contract Account”shall have the meaning set forth in the
Financing Documents. The purpose of the Priority Contract Account is to provide solely
for the payment of amounts due under Priority Long Term Power Contracts.

“Priority Long Term Power Contracts” shall mean (i) those long-term
electric power contracts identified in Appendix A, and shall not include any electric
power contracts entered into after August 14, 2001; provided, however, that such term
shall include any priority long term electric power contract entered into after August 14,
2001, as an amendment or novation of any Priority Long Term Power Contract and (11)
any contracts entered into for the purpose of securing furel for usc at generating facilities
being operated pursuant to such Priority Long Term Power Contracts, if that fuel supply
contract contains a provision to the general effect that payments by the Department under
the contract are to be paid or payable prior to bonds, notes, or other indebtedness of the
Department secured by a pledge or assignment of the revenues of the Department under
the Act and other amounts in the Fund. The Department shall consult with the
Comunission prior 10 entering into any additional contract for the purpose of securing fuel

D-4



if that contract contains such a provision, Contracts shall cease to be treated as Priority
Long Term Power Contracts under the circumstances described in Section 7.8.

“Retail End Use Customer” shall mean each customer within the Service
Area of an Electrical Corporation that is deemed to purchase electric power from the
Department nnder the Act,

“Retail Revenue Requirements” shall mean the amounts required to pay
Department Costs that are to be generated from Power Charges imposed by the
Commission from time to time.

“Service Area” shall mean the geographic area in which an Electrical
Corporation distributes electricity.

“State” shall mean the State of California.

“Trustee” shall mean any bank or trust company, ot the State Treasurer,
appointed as trustee, co-trustec or collateral agent in connection with the Bonds or bond
related obligations pursuant to the Financing Documents, and its suecessors and assigns.

ARTICLE II
REPRESENTATIONS AND WARRANTIES

Section 2.1  Representations and Warranties of Department. The
Department makes the following tepresentations and warranties as the basis for the
undertakings on its part herein contained:

(a) It is a department within the Resources Agency of the State,
validly existing under the Constitution and laws of the State, and has full power and

authority to execute, deliver and perform and observe all of the terms and provisions of
this Agreement. ‘

(b) The exccution, delivery and performance of this Agreement
have been duly authorized by all necessary action on the part of the Department.

(¢) This Agreement is 2 legal, valid and binding agreement of the
Department and is enforceable against the Department in accordance with its terms.

Section 2.2  Representations and Warranties of Commission. The
Commission makes the following representations and warranties as the basis for the
undertakings on its part herein contained:

(a) It is a commission of the State, validly existing under the

Constitution and laws of the State, and has full power and authority to execute, deliver
and perform and observe all of the terms and pravisions of this Agreement.
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(b) The execation, delivery and performance of this Agreement,
have been duly anthorized by all necessary action on the part of the Commission.

(c) This Agreement is a legal, valid and binding agreement of the
Commission and is enforceable against the Commission in accordance with its terms.

ARTICLE 11l
AGREEMENTS FOR BOND ISSUANCE

Section 3.1  Agreement for Bond Issuance. The Department and the
Commission agree that this Agreement is executed to facilitate the issuance of Bonds and
solely for the benefit of the Beneficiaries.

Section 3.2  No Indebtedness. Nothing contained in the Agreement
shall be deemed to create or constitute a debt or liability of the State or of any political
subdivision thereof, or a pledge of the full faith and credit or taxing power of the State or
of any such political subdivision.

Section 3.3  No Pecuniary Liability of Commission. Nothing in thus
Agreement shall be deemed to create any pecuniary liability of the Commission, its
Commissioners, employees or agents to any person, the sole remedy for any default,
breach or other nonperformance by the Commission hersunder being the exercise of
remedies specifically afforded hereunder and under the Act.

ARTICLE IV
RETAIL REVENUE REQUIREMENTS; JUST AND REASONABLE COSTS

Section 4.1  Retail Revenue Requirements.

(2) Generally. The Commission agrees to cooperate with and
assist the Department in its review, determination and revision of its Retail Revenue
Requirement at the request of the Department. The Department shall promptly notify the
Commission following any determination ot revision of the Retail Revenue
Requirements. If any such annual or more frequent review indicates that the Power
Charges are, or will be, insufficient to meet the requirements of the Act, and the
Department so notifies the Commission, the Commission shall take necessary action to
cure or avoid any such deficiency, including adjustment of existing, and the calculation
and imposition of additional, Power Charges. To the extent that the Departiment has not
provided a revised Retail Revenue Requirement to the Commission within the time
periods required by subsection (b) below for any reason and the Commission determines
based on the record before it, that Power Charges are not sufficient to pay Department
Costs (which for this purpose include replenishment of the Bond Charge Collection
Account, Bond Charge Payment Account or Debt Service Reserve Account), the
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Commission may modify Power Charges to cover such shortfall on an interim basis
pending receipt of a revised Retail Revenue Requirement from the Department.

{b) Communication. The Departinent shall, at least annually, and
more frequently as deemed reasonably necessary or appropriate by the Department or the
Commission, review, determine and revise its Retail Revenue Requirements, The
Department agrees that it shall revise and communicate to the Comissicn its Retail
Revenue Requirement within 20 days of the occurrence of any of the following
circumstances, whether or not the Commission notifies the Department of such events:
(1) the Department projects that, within 120 days, there will be insufficient funds in the
Priority Contract Account to pay costs incurred by the Department under the Priority
Long Term Power Contracts, or (ii) the Department projects that, within 120 days, there
will be less than the Minimum Operating Reserve Account Requirement in the Operating
Reserve Account, or (ii1) the Department projects that, within 120 days, shortfalis in the
Priority Contract Account, Operating Account and the Operating Reserve Account will
require the usage of moneys in the Bond Charge Collection Account to pay costs incurred
by the Department under the Priority Long Term Power Contracts, or (iv) the Department
projects that, moneys in the Debt Service Reserve Account will be used within 120 days
to pay Bond Related Costs. The Department further agrees that if a revised Retail
Revenue Requirement has not previously been submitted pursuant to the preceding
sentence of this Section 4.1 the Department shall revise and communicate to the
Commission within 3 business days its Retail Revenue Requirement in the event that the
Department makes any withdrawal from the Bond Charge Collection Account to pay
specified Department Costs, or from the Operating Reserve Account or the Debt Service
Reserve Account such that, in either case, the amount in such account is less than that
required under the Financing Docuinents.

(¢) Information. In any deterrnination of the Retail Revenue
Requirements, the Department shall include the amount required to be recovered in the
applicable period and shall set forth amounts projected to be required to be collected
during subsequent periods in which either Bonds will remain outstanding or the
Department will continue to sell Power, but not exceeding the five years succeeding the
applicable revenue requirement period. The Retail Revenue Requirements for any period
shall take into account any deficiency or any surplus in amounts recovered in earlier
periods, as well as any anticipated surptuses in the Priority Contract Account, Operating
Account and the Operating Reserve Account in the period. The Department’s notification
to the Commission of the Retail Revenue Requirements shall include a statement
containing the Department’s projections (with reasonable detail) of the following
information for each month during the period covered by the Retail Revenue
Requirements:

(i) the beginning balance of funds on deposit in the Fund,
including the amounts on deposit in each account and subaccount of the Fund;

(i)  the amounts necessary to pay or provide for the principal -
of, premium, if anty, and interest on all Bonds and alt other Bond Related Costs under the
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Financing Documents as and when the same shal] become due and the amount of Bond
Charges to be collected for such purpose;

(iii)  the amount of its Retail Revenue Requirement for that
month;

. (iv)  any other information requested by the Commission in its
proceedings implementing a Retail Revenue Requirement.

(d) Additional Information. The Department shall provide the
Commission as soon as practicable, but no later than 30 days after the end of each month,
a report of Department receipts and Department Costs fox the prior month, based upon the
sums of known actual Department receipts and Department Costs and cstimated accruals
for those receipts and costs which are subject to final invoicing or accounting settlement
processes. Such monthty report shall be presented in a form which enables reasonable
comparison to the monthly estimates contained in the latest Retail Revenue Requircment
for (i) long term Department contract electric power purchases, (ii) short term Depariment
electric power purchases, (ii1) other electric power purchases or reimbursement by the
Department of purchases of electric power by others for which the Department is
responsible for payment, and (iv) Department administrative costs. For items (i), (ii) and
(iii) above, the Department shall report information with a Ievel of detail that lists each
counterparty, the volumes provided by the counterparty, and the cost of those volumes.
In addition, for those items, the costs and volumes will be separated into day ahead, hour
ahead, “out of market” purchases, and contract categories, ot such comparable categories
as shall be in place at the time. The Department shail also report to the Commission on a
monthly basis the balance in each of the accounts or subaccounts the Department is
required to keep pursuant to the Financing Documents. When actual or additional
information becomes available for any of the reports identified in this Section 4.1(d), the
Department will communicate such imformation to the Comnussion. In addition, the
Department’s monthly reports shall contain the information required by Section 4.1{c)(11).

(¢) The Commission shall receive any financial reports prepared by
the Department as required by the Financing Documnents at the same time as the recipients
under the Financing Documents.

Section 42  Just and Reasonable Costs. The Department agrees that
prior to including any cost in the Retail Revenee Requirements communicated to the
Commission in accordance with Section 4.1(a), the Department will conduct whatever
procedures are required by law to determine that such cost is just and reasonable within
the meaning of Section 451 of the California Public Utilities Code,

Section 4.3  ESP Power, Bond Charges may be based on electric power

provided to customers by Electric Service Providers only after an order of the
Commuission providing for such charges becomes final and unappealable.
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ARTICLE V
RATE COVENANT

Section 5.1 Rate Covenant.

(a) The Commission hereby covenants and agrees to calculate,
revise and inapose from time to time, Bond Charges sufficient to provide moneys so that
the amounts available for deposit in the Bond Charge Payment Account from time to
time, together with amounts on deposit in the Bond Charge Payment Account, are at all
times sufficient to pay or provide for the payment of all Bond Related Costs when due in
accordance with the Financing Documents.

(b) As provided by Section 80112 of the Act and as authorized by
Section 80110 of the Act, including by reference to Article 5.5 (commencing with
Section 840) of Chapter 4 of Part 1 of Division 1 of the California Public Utilities Code,
the Bond Charges authorized by Commission Order and the right of the Department to
receive Bond Charges as provided in this Agreement shall be property of the Department
for all purposes under Califomia law.

(¢) As authorized by Section 80110 of the Act by reference to
Article 5.5 (commencing with Section 840) of Chapter 4 of Part 1 of Division 1 of the
California Public Utilities Code, Sections 5.1(a) and 5.1(b) of this Agreement shall have
the force and effect of a “financing order” adopted thereunder and shall be irrevocable
and enforceable in accordance with the terms hereof, including, without limitation, in
circumstances in which the Department has breached its obligations under this Agreement
or in respect of the Financing Documents.

(@)  If the Department has complied with Article IV hereof to
the extent applicable, but nevertheless projects that there will be insufficient monies on
deposit in the Bond Charge Payment Account to make timely payment of Bond Related
Costs, the Department shall submit to the Commission a request that the Commission
increase Bond Charges to make timely payment of Bond Related Costs and the
Commission agrees that it shall calculate and impose revised Bond Charges to pay such
Bond Related Costs no later than 120 days from the date following the delivery to the
Commission by the Department of its request for revised Bond Charges, provided, to the
extent the insufficiency in the Bond Charge Payment Account relates to an insufficiency
of Power Charges to provide for certain specified Department Costs, the Commission
agrees that, no later than 120 days from the date on which the Department submits a
revised Retail Revenue Requirement pursuant to Article IV covering the same projected
insufficiency in the Bond Charge Payment Account, it shall respond to the revised Retail
Revenue Requirement or the Bond Charge request. Whether or not the Department

makes the foregoing requests, the Commission shall, in all instances, be bound by its
covenants in this Article V.
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ARTICLE VI
COVENANTS OF THE COMMISSION

Section 6.1  Power Charges.

(2) The Commission hereby covenants and agrees to calculate,
revise and impose, from time to time, Power Charges sufficient to provide moneys m the
amounts and at the times necessary to satisfy the Retail Revenue Requirements as
specificd by the Department. '

(b) Power Charges and Bond Charges shall be established by the
Commission without regard to the levels or amounts of any particular rates or charges
authorized by the Commission to be charged by any Electrical Corporation for electrical
power sold by such Electrical Corporation.

(c) The Commission acknowledges that, as provided by Section
80112 of the Act, Power Charges shall be property of the Department for all purposes
under California law.

(d) The Commission agrees that it shall calculate and impose
Power Charges no later than 120 days following the delivery to the Commission by the
Department of 2 statement of new or revised Retail Revenue Requirements that complies
with Article IV hereof.

Section 6.2  Compliance with Agreement.

() The Commission hereby covenants with the Department that
the Commission shall take all such actions or refrain from taking all such actions, as the
case may be, 0 as to comply with the terms and provisions of the Act and this
Agreement.

(b) The Commission hereby covenants that, so long as any Bonds
shall be outstanding, it will not take any action, or fail to take any action, which, if taken
or not taken, as the case may be, would adversely affect the tax-exempt status of the
interest payable on Bonds or Interim Loan obligations then outstanding, the interest on
which, at the time of issuance thereof, was exempt from Federal income taxation or not
includable in gross income for purposes of Federal income taxation. In furtherance of the
foregoing, the Commission agrees to act with respect to those matters within its control
that could adversely affect the exclusion of interest on Bonds or Interim Loan obligations
from gross income for purposes of federal income taxation.

Section 6.3  Liens. Until the Bonds have been paid in full or provision
has been made therefor in accordance with the Financing Documents, the Commuission, to
the extent it has the power to do so, shall not permit to be created any purported lien upon
or pledge of the Power Charges or the Bond Charges except any lien and pledge thereon
created by or pursuant to the Act as security for the enforcement of the Department’s
obligations (including the Interim Loan) entered into pursuant thereto.

D-10



Section 6.4 Commission Acknowledgment. The Commission
acknowledges that the Department intends to enter into Financing Documents that permit
certain specified Department Costs to be funded out of amounts available in the Bond
Charge Collection Account if insufficient moneys are available in the Priority Contract
Account, Operating Account and the Operating Reserve Account to pay such specified
Department Costs. In the event that such Department Costs are funded out of the Bond
Charge Collection Account, the Department shall take such actions as are required under
this Agreement so that the amounts applied from the Bond Charge Collection Account for
such purpose shall be replenished from Power Charges, provided that any failure to do so
by the Department shall not mitigate or alter the Commission’s obligations under
Article V.

ARTICLE VII
COVENANTS OF THE DEPARTMENT

Section 7.1  Retail Revenue Requirement. The Department hereby
covenants and agrees to calculate and revise its Retail Revenue Requirement oply for the
purpose of recovering costs which it is permitted to collect under the Act, (including
amounts payable under the Interim Loan), and not to cover any costs in connection with
its responsibilities under the Act which it cannot include in such a Retail Revenue
Requirement.

Section 7.2  Department Participation. Consistent with the limitations
set forth in Water Code Section 80110, upon the request of the Commission, the
Department will participate in any Commission proceedings, including providing
witnesses, attending public hearings and providing any other materials necessary to
facilitate the Commission’s completion of its proceedings, taken in connection with the
establishment of Power Charges or Bond Charges by the Comunission.

Section 7.3  Compliance with Agreement.

(a) The Department hereby covenants with the Commission that
the Department shall take all such actions or refrain from taking all such actions, as the
case may be, so as to comply with the terms and provisions of the Act and this
Agreement, including but not limited to, complying with the legal requirements
referenced in Article IV and the requirement to review its Retail Revenue Requirement at
least annually.

(b) The Department hereby covenants that, so long as any Bonds
shall be outstanding, it will not take any action, or fail to take any action, which, if taken
or not taken, as the case may be, would adversely affect the tax-exempt status of the
interest payable on Bonds or Interim Loan obligations then outstanding, the interest on
which, at the time of issuance thereof, was exempt from Federal income taxation or not
includable in gross income for purposes of Federal income taxation. In furtherance of the
foregoing, the Department agrees to act with respect to those matters within its control
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that could adversely affect the exclusion of interest on Bonds or Interim Loan obligations
from gross income for purposes of federal income taxation.

Section 7.4  Charges. The Department acknowledges the Commission’s
exclusive authority to spread the Department’s revenue requirement among customer
classes and service termitories and to determine the extent or timing of rate changes that
may be required in the future, consistent with the Commission’s obligations in this Rate
Agreement. As long as this Agreement is in effect the Departrent agrees that it will not
attempt to fix or establish charges on retail end use customers for the purpose of paying
Department Costs or Bond Related Costs. Nothing in this Agreement shall be read to
establish that the Department does or does not have the authority to fix or establish such
charges.

Section 7.5  Department Audits. The Department shall provide to the
Commission when available a copy of any audit conducted pursuant to Section 80270 of

the Act and a copy of each of the Department’s audited annual financial statements for
the Fund.

Section 7.6  Proceeds. The Department shall sell Bonds, as soon as
practicable, in amounts sufficient to provide for the repayment to the General Fund of the
State of the advances made under the Act to the Fund, together with interest on such
advances as provided by the Act. The Department shall apply the proceeds of the Bonds
to repayment of the General Fund with the understanding that repayment of the Interim
Loan in full has priority and that the following costs may have priority: creation of
adequate reserves for the payment of Bond Related Costs and payment of costs of
issuance.

Section 7.7  Renegotiation of Power Contracts. The Department shall
use its best efforts to renegotiate or modify its long term Power contracts.

Section 7.8  Pdority Long Term Power Contracts. Any Priority Long
Term Power Contract that is amended, replaced or terminated so that any resulting

contract no longer contains a provision to the general effect that payments by the
Department under the contract are to be paid or payable prior to bonds, notes, or other
indebtedness of the Department secured by a pledge or assignment of the revenues of the
Department under the Act and other amounts in the Fund shall no longer be treated as a
Priority Long Term Power Contract. The Department shall immediately notify the
Commission of any such amendment, replacement or termination.

Section 7.9  Appointment of Trustee. To the extent practicable, the
Department shall appoint as Trustee a bank, trust company or other qualified entity or
person that does not itself, or by or through any of its corporate affiliates, trade in
electricity or natural gas commodity markets, and does not itself, or any of its affiliates,
appear on the list of top twenty creditors for any Electrical Corporation or any entity
providing electric power to the Department that has petitioned for bankruptecy.
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Section 7.10  Financing Documents. The Department shall involve, to
the fullest extent possible, the Commission in the development and completion of ail
Financing Docurments and shall consult with the Commission on the sizing of operating
and debt service reserves, debt service coverage, the maturity and maximum amount of
Bonds to be issued and any other matters in the Financing Documents which the
Commission deems material. The Department has submitted to the Commission a
summary (the “Summary™) of the material terms of the Financing Documents securing its
Bonds. (“Material terms” means the maximum amount of the Bonds authorized, their
maturity, a description of the flow of funds and a description of the sizing or methodology
of sizing of reserves held or created pursuant to the Financing Documents or debt service
coverage required thereby.) If the Department makes any material change to any such
terms it must obtain the approval of the Commission’s designee. For purposes of the last
sentence, “material change” means (i) a change in the sizing or methodology of sizing of
debt service reserves that would ncrease the projected net debt service on the Bonds by
more than an amount specified in the Summary; (ii) an increase in debt service coverage
required by the Financing Documents by more than an amount specified in the Surmmary;
(iii} a change in the sizing or method of sizing of operating reserves by more than an
amount specified in the Summary; (iv) any increase in the maximum amount of the
Bonds authorized; (v) a change 1n the maturity of the Bonds beyond those changes
permitted in the Summary; or (vi) a change in the flow of funds beyond those changes
permitted in the Summary. At the time the Commission adopts the Rate Agreement, it
will appoint a designee for purposes of this Section 7.10, Nothing in this Section 7.10
shall imply that the Commission or its designee shall have the right to approve (i) the
final amortization, interest rates, or methods of determination, denominations, redemption
provisions or pricing of the Bonds or (ii) final sizing of reserves and debt service
coverage based on pricing considerations, or (ii1) except to the extent set forth above in
this Section 7.10, the terms of any revolving credit agreement, reimbursement agreement,
standby purchase agreement, liquidity or credit enhancement facility, or swap agreement
or other hedging agreement entered into in cormection with the Bonds, or (iv) any
agreements or arrangements with any Fiduciary incident to the issuance of the Bonds or
(v) any offering document used in connection with the offering of the Bonds (except with
respect to sections of the offering document relating to the Commission.)

ARTICLE VIl
EVENTS OF DEFAULT AND REMEDIES

Section 8.1  Events of Default. An “event of default” or a “default”
shall mean, whenever they are used in this Agreement, a failure of the Commission to
calculate and impose Bond Charges in accordance with Article V.,

Section 8.2 Remedies.
(2) Whenever any event of default shall have ocourred and be

continuing, and written notice of the default shall have been given to the Commission by
the Dopattment and the default shall not have been cured within 30 days, the Department
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may take whatever action at law or in equity may appear necessary or desirable to enforce
performance and observance of any obligation, agreement or covenant of the Commission
under Article V.

(b) Whenever any event shall have occurred and be continuing,
such that either the Commission or the Department is not in compliance with any
covenant or obligation of this Agreement, and written notice of the breach of such
covenant or obligation shall have been given to either the Commission or the Department
and the breach shall not have been cured within 30 days, both the Commission or the
Department may take whatever action at law or in equity that may appear necessary or
desirable to enforce performance and observance of any obligation, agreement or
covenant under this Agreement.

Section 8.3  Consent to Assignment.

(a)} The Commission consents to the collateral assipnment by the
Department to the Trustee for the benefit of the Beneficiaries, as such, of the covenants of
the Commission contained in Article V; provided, however, that any rights so granted to
the Trustee shall not be greater than the rights of the Department under such Sections of
this Agreement, and such right on the part of the Trustee to enforce such covenants shali
only commence after the Department has both defaulted under its obligations coptained in
the Financing Documents and has failed to enforce such covenants in accordance with the
terms of this Agreement. Prior to exercising any rights granted to the Trustee in
accordance with this Section 8.3, the Trustee shall be required to (i) give prior written
notice within the time period required in Section 8.3(b) below, (i1) certify to the
Comunission that an event of default, other than an event of default predicated solely on
the Commission’s failure to act hereunder, has occurTed under the Financing Documents
and (iii) comply or cause the Department ta comply with the provisions of this Agreement
relating to the Department’s rights, duties and obligations hereunder.

(b) In additian to the requirements of Section 8.3(a) for exercising
its rights hereunder, unless a default has resulted in the amount in the Debt Service
Reserve Account being insufficient to pay or provide for the timely payment of all Bond
Related Costs in accordance with the Financing Documents, the Trustee shall give the
Commission 30 days prior written notice of the exercise by the Trustee of any of the
Department’s rights under Section 5.1 hereof.

ARTICLE IX
TERMINATION

Section 9.1  Termination. The Agreement shall terminate, and the
covenants and other obligations contained in the Agreement shall be discharged and
satisfied, when payment of the Bonds and all other Bond Related Costs required to be
paid by the Department under the Financing Documents have been made or provided for
in accordance with the Financing Documents.
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ARTICLE X
AMENDMENTS

Section 10.1 Amendments to Agreement. No amendment to the
Agreement shall be effective unless it is in writing and signed by each of the parties
hereto, provided, however, on or after the issuance of the Bonds, Sections 3.1(a) and (b)
may not be amended,

ARTICLE XX
MISCELLANEOUS

Section 11.1 No Waiver. No fatture to exercise, and no delay in
exercising by the parties hereto, any right, power or privilege hereunder shall operate as a
waiver thereof: nor shall any single or partial exercise of any right, power or privilege
hereunder preclude any other or further exercise thereof, or the exercise of any right,
power or privilege. The rights and remedies herein provided are cumulative and not
exclusive of any rights or remedies provided by law, including the Act.

Section 11.2 Notices. All notices, requests and other communications
under this Agreement shall be deemed to have been duly given if in writing and delivered
personally or by certified mail (a) to the Department at 1416 o™ Street, 117 Floor,
Sacramento, California 95814, attention: Director; (b) to the Commission at 505 Van
Ness Avenue, San Francisco, California 94102, attention: Executive Director and
General Counsel; or such other address as the Department, or the Commission, as the
case may be, shall hereafter designate by notice in writing to the other party.

Section 11.3  Severability. In the event that any one or more of the
provisions contained in the Agreement is or are invalid, irregular or unenforceable in any
respect, the validity, regularity and enforceability of the remaining provisions contained
in this Agreement shall be in no way affected, prejudiced or disturbed thereby.

Section 11.4 Headings. The descriptive headings of the several articles
of the Agreement are ivserted in the Agreement for convenience only and shall not be
deemed to affect the meaning or construction of any of the provisions of the Agreement.

Section 11.5 Governing Law. The Agreement shall be governed by, and
construed in accordance with, the Constitution and laws of the State of Califormia,
without regard to the provisions thereof regarding conflicts of law.

Section 11,6 Counterparts. This Agrecment may be executed in several
counterparts, each of which shall be an original and all of which shall constitute but one
and the same instrument.

Section 11.7 Date of Agreement. The date of this Agreement shall be

for identification purposes only. This Agreement shall become effective immediately
upon execution and delivery by the parties hereto.
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Section 11.8 Third Party Beneficiaries. Nothing in this agreement
express or iroplied shall be construed to give any person or entity, other than the parties
hereto and the Beneficiaries, any legal or equitable right, remedy, or claim under or in

respect of the agreement or any covenants, agrecments, representations, or provisions
contained herein.

Section 11.9  Applicability. This Agreement does not apply to any Retail
Revenue Requirement under consideration by the Commission as of the date of this
Agreement, but does apply to any Retail Revenue Requircment submitted thereafter,
Prior to the issuance of any Bonds, any provision of this Agreement refermng to an
account or subaccount under the Financing Documents shall be interpreted to achieve the
intent of such provision as nearly as practicable,

Section 11.10 No Implied Waivers. Nothing in this Agreement shall be
construed to limit the rights of the Commission or the Department to assert any rights it
may have with respect to any contract entered into by the Department with respect to its
obligations under the Act, or to contest in any proceeding the legality or effect of any
contract entered into by the Department with respect to its obligations under the Act.

Section 11.11 No Assignment. Except as set forth in Section 8.3, neither
the Department nor the Commission shall assign any of its rights or delegate any of its
duties under this Agreement without the express wntten consent of the other party hereto,
provided, however, if , with respect to either party, another governmental entity is crcated
or designated by law to carry out the rights, powers, duties and obligations of such party,
then such party may, if required by such law, transfer and assign its right, title and interest
in this Agreement to such successor, provided, that such successor entity is permitted by
law to assume such party’s obligations under th1s Agreement and agrees in writing to be
bound by the terms of this Agreement.
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IN WITNESS WHEREOF, the Department has caused this Agreement to
be executed in its name by the Director of Water Resources and the Commuission by the
affirmative vote of the Commission (Decision No. 02-02-051) has caused this Agreement
to be excecuted in its name by those Commissioners who constituted a majority of the
Commission when it approved this agreement, all as of the date first above written.

STATE OF CALIFORNIA
DEPARTMENT OF
WATER RESOURCE

By

rector of Water Rggolirces

STATE OF CALIFORNIA PUBLIC

UTILITIES COMMISSION
BY:MM_
Commissioner '
By: ‘ "
Commiss *
') -
By: o e
Comtpissioner
By: / 5 dZJR
Comrmmssioner
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APPENDIX E
PROPOSED FORM OF OPINION OF ATTORNEY GENERAL

Upon delivery of the Series 20150 Bonds, the Honorable Kamala D. Harris, Attorney General of the State of
California, proposes to deliver an opinion in substantially the following form:

California Department of Water Resources
Sacramento, California

Department of Water Resources
Power Supply Revenue Bonds
$765,845,000 Series 20150

Ladies and Gentlemen:

We have acted as Attorney General of the State of California in connection with the issuance by the State of
California Department of Water Resources (the “Department”) of $765,845,000 aggregate principal amount of its Power
Supply Revenue Bonds, Series 20150 (the “Series 20150 Bonds™). The Series 20150 Bonds are issued under and pursuant
to the Constitution and laws of the State, including, but not limited to, Division 27 (commencing with Section 80000) of the
California Water Code, as amended (the “Act”), and a Trust Indenture dated as of October 1, 2002 (the “Trust Indenture”),
among the Department, the Treasurer of the State of California, as Trustee (the “Trustee”) and U.S. Bank National
Association, as Co-Trustee (the “Co-Trustee”), as heretofore amended and as supplemented by a Twelfth Supplemental Trust
Indenture dated as of April 1, 2015, among the Department, the Trustee and the Co-Trustee (collectively with the Trust
Indenture, the “Indenture”).

In such connection, we have examined the Indenture, the Rate Agreement dated as of March 8, 2002 (the “Rate
Agreement”), by and between the Department and the California Public Utilities Commission (the “CPUC”), certifications of
the Department, the Trustee, the Co-Trustee, and others, opinions of special counsel to the Department and the CPUC, and
such other documents, opinions and matters to the extent we deemed necessary to render the opinions set forth herein. We
have assumed, without undertaking to verify, the genuineness of all documents, certifications and opinions and signatures
thereon presented to us (whether as originals or as copies); the accuracy of the factual matters represented, warranted or
certified in such documents, certificates and opinions; the correctness of the legal conclusions contained in such opinions; the
due and legal execution of such documents and certificates by, and validity thereof against, any parties other than the
Department; and compliance with all covenants and agreements contained in the Indenture and the Rate Agreement.

This opinion is issued as of the date hereof. The opinions expressed herein are based on an analysis of existing laws,
regulations, rulings and court decisions and cover certain matters not directly addressed by such authorities. Such opinions
may be affected by actions taken or omitted or events occurring after the date hereof. We have not undertaken to determine,
or to inform any person, whether any such actions are taken or omitted or events do occur or any other matters come to our
attention after the date hereof. We assume no obligation to update, revise or supplement this opinion to reflect any action
hereafter taken or not taken, or any facts or circumstances, or any changes in law or in interpretations thereof, that may
hereafter arise or occur, or for any other reason.

In addition, we call attention to the fact that the rights and obligations under the Bonds (as defined in the Trust
Indenture), the Indenture and their enforceability may be subject to bankruptcy, insolvency, reorganization, arrangement,
fraudulent conveyance, moratorium and other laws relating to or affecting creditors’ rights, to the application of equitable
principles, to the exercise of judicial discretion in appropriate cases and to the limitations on legal remedies against the State
of California. We express no opinion with respect to any indemnification, contribution, penalty, choice of law, choice of
forum, choice of venue, waiver or severability provisions contained in the documents described herein.

Finally, we express no opinion as to the accuracy, adequacy or sufficiency of any financial or other information
which has been or will be supplied to purchasers of the Series 20150 Bonds and undertake no responsibility for the accuracy,
completeness or fairness of the Official Statement dated April 1, 2015, pertaining to the Series 20150 Bonds or other
offering material relating to the Bonds and express no opinion with respect thereto.
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Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of the following
opinions:

1. The Department is a department of the State of California, duly established and validly existing
under the laws of the State of California.

2. The Indenture has been duly authorized, executed and delivered by the Department, and
constitutes the valid and binding agreement of the Department, enforceable against the Department in accordance with its
terms.

3. The Series 20150 Bonds constitute valid and binding limited special obligations of the
Department payable solely from the Trust Estate (as defined in the Trust Indenture), including the Revenues (as defined in
the Trust Indenture), as and to the extent provided in the Indenture. The Series 20150 Bonds do not constitute a debt or
liability of the State or of any political subdivision thereof, and do not constitute a general obligation of the Department.
Neither the faith and credit nor the taxing power of the State or of any political subdivision thereof is pledged to the payment
of the principal of, or premium, if any, or interest on the Series 20150 Bonds. The Department has no taxing power.

4. The Trust Indenture permits the Department to issue additional Bonds (as defined in the Trust
Indenture), and incur Parity Obligations (as defined in the Trust Indenture) and other obligations thereunder from time to
time on the terms and conditions and for the purposes stated therein.

5. The Indenture creates a valid pledge of the Trust Estate, including the Revenues, as set forth in the
Indenture, subject only to the provisions of the Indenture permitting the payment or use of the Trust Estate for the purposes,
in the manner and upon the terms and conditions set forth in the Indenture. Pursuant to the Act, the pledge of the Trust
Estate, including the Revenues, made by the Department in the Indenture is valid, binding and perfected without any physical
delivery, recordation, filing or further act, and the lien thereof is valid, binding and perfected against all parties having claims
of any kind in tort, contract or otherwise against the Department irrespective of whether such parties have notice thereof.

6. The Rate Agreement has been duly authorized, executed and delivered by the Department and
constitutes a valid and binding agreement of the Department, enforceable against the Department in accordance with its

terms.

Sincerely,
Deputy Attorney General

For KAMALA D. HARRIS
Attorney General
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APPENDIX F

PROPOSED FORM OF OPINION OF BOND COUNSEL

[Closing Date]
California Department of Water Resources
Sacramento, California

Ladies and Gentlemen:

We have acted as bond counsel to the State of California (the “State”) Department of Water Resources (the
“Department”) in connection with the issuance by the Department of $765,845,000 aggregate principal amount of its Power
Supply Revenue Bonds, Series 20150 (the “Offered Bonds”). The Offered Bonds are issued under and pursuant to the
Constitution and laws of the State, including, but not limited to, Division 27 (commencing with Section 80000) of the
California Water Code, as amended (the “Act”), and a Trust Indenture dated as of October 1, 2002 (the “Trust Indenture™),
among the Department, the Treasurer of the State, as Trustee (the “Trustee”), and U.S. Bank National Association, as Co-
Trustee (the “Co-Trustee”), as heretofore amended and as supplemented by a Twelfth Supplemental Indenture dated as of
April 1, 2015, among the Department, the Trustee and the Co-Trustee (collectively, with the Trust Indenture, the
“Indenture”). Capitalized terms used but not defined herein shall have the respective meanings given to them in the
Indenture.

We have examined a record of proceedings relating to the issuance of the Offered Bonds, and based thereon and on
our examination of existing law, such legal proceedings and such other documents as we deem necessary to render this
opinion, we are of the opinion that:

1. The Department is duly existing under the laws of the State. Under the laws of the State, including the
Constitution of the State, and under the Constitution of the United States, the Act is valid with respect to all provisions
thereof material to the subject matters of this opinion letter.

2. The Department is validly authorized under the laws of the State, particularly the Act, to execute and
deliver the Indenture and to perform its obligations thereunder. The Indenture has been duly authorized, executed and
delivered by the Department and constitutes a valid and binding agreement of the Department, enforceable against the
Department in accordance with its terms. You have received an opinion from Dorsey & Whitney LLP, counsel to the Co-
Trustee, to the effect that, among other things, the Indenture has been duly authorized, executed and delivered by the Co-
Trustee and constitutes a valid and binding agreement of the Co-Trustee, and with your permission we have assumed such
matters for purposes of the opinions in this paragraph 2.

3. The Offered Bonds have been duly and validly authorized and issued in accordance with the laws of the
State, including the Constitution of the State, the Act and the Indenture, and constitute valid and binding limited special
obligations of the Department payable solely from the Trust Estate, including the Revenues, as provided in the Indenture.
The Offered Bonds do not constitute a debt or liability of the State or of any political subdivision thereof, and do not
constitute a general obligation of the Department. Neither the faith and credit nor the taxing power of the State or of any
political subdivision thereof is pledged to the payment of the principal of, premium, if any, or interest on the Bonds. The
Department has no taxing power.

The Trust Indenture permits the Department to issue additional Bonds, and incur Parity Obligations and other
obligations, thereunder from time to time on the terms and conditions and for the purposes stated therein. The Offered
Bonds, all outstanding Bonds, such additional Bonds, if issued, and such Parity Obligations, if incurred, will be equally and
ratably secured under the Trust Indenture except as otherwise provided therein.

4. The Indenture creates the valid pledge which it purports to create of the Trust Estate, including the
Revenues, subject only to the provisions of the Indenture permitting the payment or use of the Trust Estate for the purposes,
in the manner and upon the terms and conditions set forth in the Indenture. Pursuant to the Act, the pledge of the Trust
Estate, including the Revenues, made by the Department in the Indenture is valid, binding and perfected without any physical
delivery, recordation, filing or further act, and the lien thereof is valid, binding and perfected against all parties having claims
of any kind in tort, contract or otherwise against the Department irrespective of whether such parties have notice thereof.
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5. The Department has duly and validly covenanted in the Indenture to cause to be established, fixed and
revised from time to time charges with respect to Department Power sufficient, together with any other available moneys and
securities on deposit in the Electric Power Fund, to satisfy all the Department’s Revenue Requirements at the times and in the
amounts needed. In furtherance of such covenant, the Department has entered into a Rate Agreement dated as of March 8§,
2002 (the “Rate Agreement”) with the California Public Utilities Commission (the “Commission”) pursuant to the Act
providing for the imposition by the Commission of rates and charges to satisfy the Department’s Revenue Requirements. The
Rate Agreement has been duly authorized, executed and delivered by the Department.

6. The Rate Agreement is valid and binding on the parties thereto and is enforceable against the parties thereto
in accordance with its terms. The Commission has full power and authority to impose Bond Charges as provided in the Rate
Agreement. Under the Rate Agreement, the Department has covenanted, among other things, that prior to including any cost
in the Retail Revenue Requirements communicated to the Commission in accordance with the Rate Agreement, the
Department will conduct whatever procedures are required by law to determine that such cost is just and reasonable within
the meaning of Section 451 of the California Public Utilities Code. However, under the rate covenant in the Rate Agreement,
the Commission has the obligation to impose Bond Charges to provide moneys sufficient to pay all Bond Related Costs when
due, including debt service on the Bonds (including the Offered Bonds), and this obligation as set forth in the rate covenant is
not conditioned upon any determination that the Department’s costs are just and reasonable under Section 451 of the
California Public Utilities Code.

7. No registration with, consent of, or approval by any governmental officer, agency or commission is
necessary for the execution and delivery by the Department of the Indenture, the Offered Bonds or the Rate Agreement, other
than those that have been obtained.

8. The Department has validly included in the Indenture and the Offered Bonds the pledge and undertaking of
the State that so long as any obligations of the Department incurred under the Act, including without limitation the Indenture,
the Bonds and Parity Obligations, remain outstanding and not fully performed or discharged, the rights, powers, duties and
existence of the Department and the Commission shall not be diminished or impaired in any manner that will adversely affect
the interests and rights of the holders of or parties to such obligations.

9. Under existing statutes, interest on the Offered Bonds is exempt from State of California personal income
taxes.

10. Under existing statutes and court decisions and assuming continuing compliance with certain tax covenants
described herein, (i) interest on the Offered Bonds is excluded from gross income for Federal income tax purposes pursuant
to Section 103 of the Internal Revenue Tax Code of 1986, as amended (the “Tax Code”), and (ii) interest on the Offered
Bonds is not treated as a preference item in calculating the alternative minimum tax imposed on individuals and corporations
under the Tax Code; such interest, however, is included in the adjusted current earnings of certain corporations for purposes
of computing the alternative minimum tax imposed on such corporations.

The Tax Code establishes certain requirements that must be met subsequent to the issuance of the Offered Bonds in
order that the interest on the Offered Bonds be and remain excluded from gross income for federal income tax purposes under
Section 103 of the Code. These requirements include, but are not limited to, requirements relating to the use and expenditure
of proceeds of the Offered Bonds, restrictions on the investment of proceeds of the Offered Bonds prior to expenditure and
the requirement that certain earnings be rebated to the federal government. Noncompliance with such requirements may
cause the interest on the Offered Bonds to become subject to federal income taxation retroactive to their date of issuance,
irrespective of the date on which such noncompliance occurs or is ascertained.

On the date of issuance of the Offered Bonds, the Department will execute a Tax Certificate relating to the Offered
Bonds containing provisions and procedures pursuant to which such requirements can be satisfied. In executing the Tax
Certificate, the Department represents that it will comply with the provisions and procedures set forth therein and that it will
do and perform all acts and things necessary or desirable to assure that the interest on the Offered Bonds will, for federal
income tax purposes, be excluded from gross income.

In rendering the opinions in this paragraph 10, we have relied upon and assumed (i) the material accuracy of the
representations, statements of intention and reasonable expectations, and certifications of fact, contained in the Tax
Certificate delivered on the date hereof by the Department with respect to the use of proceeds of the Offered Bonds and the
investment of certain funds, and other matters affecting the exclusion of interest on the Offered Bonds from gross income for



Federal income tax purposes under Section 103 of the Tax Code, and (ii) compliance by the Department with procedures and
covenants set forth in the Tax Certificate and with the tax covenants set forth in the Indenture as to such matters.

Except as stated in paragraphs 9 and 10 above, we express no opinion regarding any other Federal or State tax
consequences with respect to the Offered Bonds or the ownership or disposition thereof. Further, we express no opinion as to
the effect of any action hereafter taken or not taken in reliance upon an opinion of counsel other than ourselves on the
exclusion from gross income for Federal income tax purposes of interest on the Offered Bonds, or under State and local tax
law.

You have received an opinion of Frank R. Lindh, General Counsel to the Commission, to the effect that, among
other things, (i) the Commission’s Decision No. 02-02-051 dated February 21, 2002, approving the Rate Agreement is final
and unappealable under the laws of the State, (ii) the Rate Agreement has been duly executed and delivered by the
Commission, and (iii) the Commission has lawfully consented to, in accordance with the Rate Agreement and such Decision,
the issuance by the Department of the outstanding principal amount of the Bonds, and with your permission we have assumed
such matters for purposes of the opinions expressed in this letter.

We call attention to the fact that the enforceability of rights and remedies with respect to the Offered Bonds, the
Indenture and the Rate Agreement may be limited by, and may be subject to: bankruptcy, insolvency, reorganization,
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting creditors’ rights; the application of
equitable principles; the exercise of judicial discretion in appropriate cases; and generally applicable limitations on legal
remedies against the State. We express no opinion with respect to any indemnification, contribution, choice of law, choice of
forum or waiver provisions contained in the foregoing documents.

We express no opinion as to the accuracy, adequacy or sufficiency of any financial or other information which has
been or will be supplied to purchasers of the Offered Bonds.

This letter is issued as of the date hereof, and we assume no obligation to update, revise or supplement this opinion
to reflect any action hereafter taken or not taken, or any facts or circumstances that may hereafter come to our attention, or

any changes in law or in interpretations thereof, that may hereafter arise or occur, or for any other reason.

Very truly yours,
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APPENDIX G
INDEX OF PRINCIPAL DEFINITIONS

The following is an index of certain terms used in the forepart of this Official Statement, with references to the
pages on which the definitions or descriptions of such terms may be found. Other terms used but not defined or
described in the forepart of this Official Statement have the meanings given in APPENDIX C — “SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE — Definitions.”
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APPENDIX H
FORM OF CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate (the “Disclosure Certificate”) is executed and delivered by the State of
California Department of Water Resources (the “Department”) in connection with the issuance of its Power Supply Revenue
Bonds, Series 20150 (the “Bonds”). The Bonds are being issued pursuant to the Trust Indenture among the Department, the
Treasurer of the State of California, as Trustee, and U.S. Bank National Association, as Co-Trustee, dated as of October 1,
2002, as amended and supplemented (the “Indenture”). The Department covenants and agrees as follows:

SECTION 1. Purpose of the Disclosure Certificate. This Disclosure Certificate is being executed and delivered
by the Department for the benefit of the Owners and Beneficial Owners of the Bonds and in order to assist the Participating

Underwriters in complying with the Rule.

SECTION 2. Definitions. In addition to the definitions set forth in the Indenture, which apply to any capitalized
term used in this Disclosure Certificate unless otherwise defined in this Section, the following capitalized terms shall have
the following meanings:

“Annual Report” shall mean any Annual Report provided by the Department pursuant to, and as described in,
Sections 3 and 4 of this Disclosure Certificate.

“Beneficial Owner” shall mean any person who has or shares the power, directly or indirectly, to make investment
decisions concerning ownership of any Bonds (including persons holding Bonds through nominees, depositories and other
intermediaries).

“Dissemination Agent,” if any, shall mean the person or firm, or any successor Dissemination Agent, designated in
writing by the Department pursuant to Section 7 of this Disclosure Certificate and which has filed with the Department and
the Trustee a written acceptance of such designation.

“Listed Event” shall mean any of the events listed in Section 5(a) of this Disclosure Certificate.

“MSRB” shall mean the Municipal Securities Rulemaking Board or any other entity designated or authorized by the
SEC to receive reports or notices pursuant to the Rule. Until otherwise designated by the MSRB or the SEC, filings with the
MSRB are to be made through the Electronic Municipal Market Access (EMMA) website of the MSRB, currently located at
http://emma.msrb.org.

“Obligated Person” shall mean any person, including the Department, who is either generally or through an
enterprise, fund, or account of such person committed by contract or other arrangement to support payment of all, or part of
the Bonds (other than providers of municipal bond insurance, letters of credit, or other liquidity facilities).

“Official Statement” shall mean the Department’s final Official Statement relating to the Bonds.

“Participating Underwriter” shall mean any of the original underwriters of the Bonds.

“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission under the Securities
Exchange Act of 1934, as the same may be amended from time to time.

“SEC” means the Securities Exchange Commission.
“State” shall mean the State of California.
SECTION 3. Provision of Annual Reports. For so long as any Bonds are Outstanding:
(a) The Department shall, or shall cause the Dissemination Agent to, not later than nine (9) months
after the end of the Department’s fiscal year (presently June 30), commencing with the report due on or before March 31,

2016, provide to the MSRB, in such form as is required by the MSRB, an Annual Report consistent with the requirements of
Section 4 of this Disclosure Certificate, with a copy to the Trustee. In each case, the Annual Report must be submitted in
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electronic format, and accompanied by such identifying information, as is prescribed by the MSRB, and may cross-reference
other information as provided in Section 4 of this Disclosure Certificate; provided that the audited financial statements of the
Department may be submitted separately from the balance of the Annual Report and later than the date required above for the
filing of the Annual Report if they are not available by that date. If the Department’s fiscal year changes, it shall give notice
of such change in the same manner as for a Listed Event under Section 5(b).

(b) Not later than fifteen (15) Business Days prior to the due date of each Annual Report as specified
in subsection (a), the Department shall provide the Annual Report to the Dissemination Agent, if any. If the Department is
unable to provide, or cause to be provided, to the MSRB an Annual Report by its due date, the Department shall file, or
caused to be filed, a notice in substantially the form attached as Exhibit A to the MSRB, in a format prescribed by the MSRB.

(©) If a Dissemination Agent is appointed by the Department, the Dissemination Agent shall:

(1) determine, prior to the due date of each Annual Report, the name, address and method of filing of
each entity designated by the Securities Exchange Commission to receive reports or notices pursuant to the Rule; and

(i1) within 10 business days of the due date of each Annual Report, file a report with the Department
certifying that the Annual Report has been filed pursuant to this Disclosure Certificate, stating the date it was filed and (and if
one or more entities other than the MSRB have been designated by the Securities Exchange Commission to receive reports or
notices pursuant to the Rule, specifying the name, address and method of filing applicable to each such entity).

SECTION 4. Content of Annual Reports. The Department’s Annual Report shall contain or include by
reference the following:

(a) The audited financial statements of the Department relating to its Electric Power Fund for the prior fiscal
year, prepared in accordance with generally accepted accounting principles applicable to governmental entities, as specified
from time to time by the Government Accounting Standards Board. If such audited financial statements are not available by
the time the Annual Report is required to be filed pursuant to Section 3(a), the Annual Report shall contain unaudited
financial statements and such audited financial statements shall be filed in the same manner as the Annual Report when they
become available.

(b) Operating results and other financial data for the prior calendar year (to the extent not otherwise included in
the Annual Report pursuant to this Section 4), in the categories set forth in the table under the caption “Summary of
Historical and Projected Operating Results” in the Official Statement, but only to the extent such information is or becomes
historical and does not constitute projections.

(c) The Department’s residual net short costs and direct access surcharge revenues, if any, for the prior
calendar year (to the extent not otherwise included in the Annual Report pursuant to this Section 4).

(d) The Department’s staffing of its power supply program, specifying the number of permanent staff, number
of contract employees and consulting advisors and number of employees on loan from other departments within State
government, as of December 31 of the prior calendar year.

Any or all of the items listed above may be included by specific reference to other documents, including official
statements relating to debt issues of the Department, which have been filed with the MSRB or Securities Exchange
Commission. If the document included by reference is a final official statement, it must be available from the MSRB. The
Department shall clearly identify each document so included by reference.

SECTION 5. Reporting of Significant Events. For so long as any Bonds are Outstanding:

(a) Pursuant to the provisions of this Section 5, the Department shall give, or cause to be given, notice of the
occurrence of any of the following events with respect to the Bonds:

1. principal and interest payment delinquencies;
2. non-payment related defaults; if material
3. unscheduled draws on the debt service reserves reflecting financial difficulties;
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4. unscheduled draws on the credit enhancements reflecting financial difficulties.;
5. substitution of the credit or liquidity providers or their failure to perform; and

6. adverse tax opinions, the issuance by the Internal Revenue Service of proposed or final determinations of
taxability, Notices of Proposed Issue (IRS Form 5701-TEB) or other material notices or determinations with respect to the
tax status of the Bonds, or other material events affecting the tax status of the Bonds;

7. modifications to rights of Bondholders, if material;

8. bond calls, if material and tender offers;

9. defeasances;

10. release, substitution or sale of property securing repayment of the Bonds, if material;

11. rating changes;

12. bankruptcy, insolvency, receivership, or similar event of the Department;

13. the consummation of a merger, consolidation or acquisition involving an Obligated Person or the sale of all

or substantially all the assets of an Obligated Person, other than in the ordinary course of business, the entry into a definitive
agreement to undertake such an action or the termination of a definitive agreement relating to any such actions, other than
pursuant to its terms, if material; and

14. the appointment of a successor or additional trustee, or the change in the name of a trustee, if material.

(b) Whenever the Department obtains knowledge of the occurrence of a Listed Event, the Department shall as
soon as possible, if such Listed Event requires such a determination as set forth in the preceding clause (a), determine if such
event would be material under applicable federal securities laws.

(©) The Department shall promptly file or caused to be filed a notice of each occurrence of a Listed Event
electronically to the MSRB, in an electronic format prescribed by the MSRB in a timely manner, but not in excess of 10
Business Days after the occurrence of a Listed Event, with a copy to the Trustee. Reference is hereby made to the Rule for a
discussion of when the Listed Event enumerated in subsection (a)(12) is deemed to have “occurred.”

SECTION 6. Termination of Reporting Obligation. The Department’s obligations under this Disclosure
Certificate shall terminate upon the legal defeasance or prior redemption (or in the event a portion of the Bonds is legally
defeased or redeemed, with respect to such defeased or redeemed Bonds) or payment in full of all of the Bonds. If such
termination occurs prior to the final maturity of the Bonds, the Department shall give notice of such termination in the same
manner as for a Listed Event under Section 5(b).

SECTION 7. Dissemination Agent. The Department may, from time to time, appoint or engage a Dissemination
Agent to assist it in carrying out its obligations under this Disclosure Certificate, and may discharge any such Dissemination
Agent, with or without appointing a successor Dissemination Agent. The Dissemination Agent shall not be responsible in
any manner for the content of any notice or report prepared by the Department pursuant to this Disclosure Certificate.
Initially, the Department will serve as its own dissemination agent.

SECTION 8. Amendment; Waiver. The Department may amend this Disclosure Certificate, and any provision of
this Disclosure Certificate may be waived, provided that all of the following conditions are satisfied:

(a) If the amendment or waiver relates to the provisions of Sections 3(a), 4, 5(a) or (b), it may only be made in
connection with a change in circumstances that arises from a change in legal requirements, change in law, or change in the
identity, nature or status of an Obligated Person with respect to the Bonds, or the type of business conducted;

(b) The undertakings contained in this Disclosure Certificate, as amended or taking into account such waiver,
would, in the opinion of nationally recognized bond counsel, have complied with the requirements of the Rule at the time of
the original issuance of the Bonds, after taking into account any amendments or interpretations of the Rule, as well as any
change in circumstances; and



(©) The amendment or waiver either (i) is approved by the Owners of the Bonds in the same manner as
provided in the Indenture for amendments to the Indenture with the consent of Owners, or (ii) does not, in the opinion of the
Trustee or nationally recognized bond counsel, materially impair the interests of the Owners or Beneficial Owners of the
Bonds. The Department also may amend this Disclosure Certificate without approval by the Owners of the Bonds to the
extent permitted by rule, order or other official pronouncement (or consistent with any interpretive advice or no-action
positions of staff) of the Securities and Exchange Commission.

In the event of any amendment or waiver of a provision of this Disclosure Certificate, the Department shall describe
such amendment in the next Annual Report, and shall include, as applicable, a narrative explanation of the reason for the
amendment or waiver and its impact on the type (or in the case of a change of accounting principles, on the presentation) of
financial information or operating data being presented by the Department. In addition, if the amendment relates to the
accounting principles to be followed in preparing financial statements, (i) notice of such change shall be given in the same
manner as for a Listed Event under Section 5(c), and (ii) the Annual Report for the year in which the change is made should
present a comparison (in narrative form and also, if feasible, in quantitative form) between the financial statements as
prepared on the basis of the new accounting principles and those prepared on the basis of the former accounting principles.

SECTION 9. Additional Information. Nothing in this Disclosure Certificate shall be deemed to prevent the
Department from disseminating any other information, using the means of dissemination set forth in this Disclosure
Certificate or any other means of communication, or including any other information in any Annual Report or notice of
occurrence of a Listed Event, in addition to that which is required by this Disclosure Certificate. If the Department chooses
to include any information in any Annual Report or notice of occurrence of a Listed Event in addition to that which is
specifically required by this Disclosure Certificate, the Department shall have no obligation under this Certificate to update
such information or include it any future Annual Report or notice of occurrence of a Listed Event.

SECTION 10.  Default. In the event of a failure of the Department to comply with any provision of this
Disclosure Certificate, the Trustee may (and, at the request of the Owners of at least 50% in aggregate principal amount of
Outstanding Bonds, shall), or any Owner or Beneficial Owner of the Bonds may (unless the Department has so complied
within 20 days after written notice from the Trustee, such Owner or Owners, or such Beneficial Owner or Beneficial Owners,
as the case may be, of the Department’s failure to comply) seek specific performance by court order, to cause the Department
to comply with its obligations under this Disclosure Certificate, as the sole remedy. A default under this Disclosure
Certificate shall not be deemed a default or an Event of Default under the Indenture.

SECTION 11.  Duties, Immunities and Liabilities of Dissemination Agent. The Dissemination Agent shall have
only such duties as are specifically set forth in this Disclosure Certificate, and the Department agrees to indemnify and save
the Dissemination Agent, its officers, directors, employees and agents, harmless against any loss, reasonable expense and
liabilities which it may incur arising out of or in the exercise or performance of its powers and duties hereunder, including the
reasonable costs and expenses (including reasonable attorneys fees) of defending against any claim of liability, but excluding
liabilities due to the Dissemination Agent’s default or negligence or willful misconduct. The obligations of the Department
under this Section shall survive resignation or removal of the Dissemination Agent and termination of this Disclosure
Certificate.

SECTION 12.  Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of the Owners and
Beneficial Owners from time to time of the Bonds, and shall create no rights in any other person or entity (except the right of
the Trustee or any Owner or Beneficial Owner to enforce the provisions of this Disclosure Certificate on behalf of the
Owners). This Disclosure Certificate is not intended to create any monetary rights on behalf of any person based upon the
Rule..

Date: _,2015
DEPARTMENT OF WATER RESOURCES

By:
Name:
Title:




EXHIBIT A TO CONTINUING DISCLOSURE CERTIFICATE

Notice of Failure to File Annual Report

Name of Issuer: State of California Department of Water Resources

Name of Bond Issue: Department of Water Resources Power Supply Revenue Bonds,
Series 20150

Date of Issuance: ,2015

NOTICE IS HEREBY GIVEN that the Department has not provided an Annual Report with respect to the
above-named Bonds as required by Section 3 of the Continuing Disclosure Certificate dated , 2015 of the
Department. The Department anticipates that the Annual Report will be filed by

Dated:
STATE OF CALIFORNIA
DEPARTMENT OF WATER RESOURCES
By:

cc: Trustee
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LETTERS FROM UNDERWRITERS



[THIS PAGE INTENTIONALLY LEFT BLANK]



March 25, 2015

Mr. Blake Fowler, Director

Office of the Treasurer of the State of California
Public Finance Division

915 Capitol Mall, Room 261

Sacramento, CA 95814

Email: blake.fowler@treasurer.ca.gov

CC: Ms. Alicia Ramirez
Department of Water Resources
1416 Ninth Street, 8t Floor
Sacramento, CA 95814

Email: mramirez@water.ca.gov

Re: California DWR Power, 20150

Dear Mr. Fowler and Ms. Ramirez:

Academy Securities, Inc., Co-Managing Underwriter of California Department of
Water Resources Power Supply Revenue Bonds, Series 20150, intends to enter into
distribution agreements (the “Distribution Agreements”) with UBS Financial
Services Inc., Wedbush Securities Inc., BNY Mellon Capital Markets LLC, Ladenburg
Thalmann & Co Inc., R. Seelaus & Co., Winslow Evans & Crocker, Commonwealth
Equity Services, Bonwick Capital Partners LLC, JHS Capital Advisors Inc., World First
Financial, and Ross Sinclaire & Associates LLC for the retail distribution of certain
municipal securities offerings, at the original issue prices. Pursuant to these
Distribution Agreements (if applicable for this transaction), Academy Securities, Inc.
may share a portion of its underwriting compensation with these firms.

ACADEMY SECURITIES, INC.
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2 Backstrom McCarley Berry & Co., LLC
)

March 19, 2015

Mr. Blake Fowler

Deputy State Treasurer

Office of the Treasure of the State of California
915 Capitol Mall, Room 110

Sacramento, California 95814

RE: California DWR Power Series 2015 “O” Revenue Bonds.
Dear Mr. Fowler:

Backstrom McCarley Berry & Co., LLC ("BMcB"), one of the Co-Manager on the California
DWR Power, Series 2015 “O” Revenue Bonds, has entered into a Broker/Dealer Agreement with
D.A. Davidson & Company (formally Crowell, Weedon & Co), and a non-exclusive Distribution
Agreement with Wedbush Securities, to augment both our institutional and retail marketing
capabilities, for the distribution of certain securities offerings, including the California DWR
Power Series 2015 “O” Revenue Bonds the at the original issue price. Pursuant to our distribution
agreements D.A. Davidson & Company and Wedbush Securities, may purchase bonds from
BMcB at the original issue price less a negotiated portion of the selling concession applicable to
any Bonds that such firm sells.

We very much appreciate the opportunity to serve the California State Treasurer’s Office and the

California Department of Water Resources on this transaction. We would be happy to discuss
these agreements with you should you should have any questions.

Backstrom McCarley Berry & Co., LLC

Q m%mﬁ‘\m e

By: Don Backstrom
Managing Director & Principal

Cc: bvictor@orrick.com

s |
115 Sansome Street, Mezzanine A  San Francisco, CA 94104 ¢ Tel: 415-392-5505 ¢ Fax: 415-392-5276

Member: FINRA, MSRB, SIPC
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Blaylock B,

March 16, 2015

Mr. Blake Fowler

Director, Public Finance Division

Office of the Treasurer of the State of California
915 Capitol Mall, Room 261

Sacramento, CA 95814

RE: State of California Department of Water Resources

Power Supply Revenue Bonds, Series 20150
Dear Mr. Fowler:
Blaylock Beal Van, LLC, is providing the following language for inclusion in the Official Statement.
Blaylock Beal Van, LLC (“Blaylock Beal Van” or “BBV”) has entered into a distribution agreement (the
“Agreement”) with TD Ameritrade, Inc. (“TD”) for the retail distribution of certain municipal securities

offerings underwritten by or allocated to Blaylock Beal Van, including the Bonds. Under the Agreement,
Blaylock Beal Van will share with TD a portion of the underwriting compensation paid to BBV.

Sincerely,

Blaylock Beal Van, LLC

Cec: Alicia Ramirez
State of California Department of Water Resources
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JPMorgan

March 18, 2015

Mr. Blake Fowler

Director, Public Finance Division

Office of the Treasurer of the State of California
915 Capitol Mall, Room 261

Sacramento, CA 95814

RE: State of California Department of Water Resources Power Supply Revenue Bonds,
Series 20150 (the “Bonds”)

Dear Mr. Fowler:

J.P. Morgan Securities LLC ("JPMS"), one of the Underwriters of the Bonds, has entered
into a negotiated dealer agreement (the "Dealer Agreement") with Charles Schwab &
Co., Inc. ("CS&Co.") for the retail distribution of certain securities offerings at the original
issue prices. Pursuant to the Dealer Agreement (if applicable to this transaction),
CS&Co. will purchase Bonds from JPMS at the original issue price less a negotiated
portion of the selling concession applicable to any Bonds that CS&Co. sells.

J.P. MORGAN SECURITIES LLC

cc: Alicia Ramirez, Department of Water Resources
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March 20, 2015

Mr. Blake Fowler

Director

Public Finance Division

Office of the Treasurer of the State of California
915 Capitol Mall, Room 110

Sacramento, CA 95814

Re: State of California Department of Water Resources
Power Supply Revenue Bonds, Series 20150

Dear Mr. Fowler:

Mischler Financial Group, Inc. (“Mischler”), one of the underwriters of the above
referenced bonds (the “ Bonds”), has entered into separate distribution agreements (each a
“Distribution Agreement”) with IFS Securities and TD Ameritrade, Inc. for the retail
distribution of certain securities offerings at the original issue prices. Pursuant to each
Distribution Agreement, IFS Securities and TD Ameritrade, Inc. may purchase Bonds
from Mischler at the original issue prices less a negotiated portion of the takedown
applicable to any Bonds such firm sells.

Sincerely
Mischler Financial Group, Inc.

Cc: Alicia Ramirez, Department of Water Resources

1111 Bayside Drive, Suite 100
Corona Del Mar, CA 92625
Tel (949) 720-0640

Tel (800) 820-0640

Fax (949) 720-0229
www.mischlerfinancial.com
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Morgan Stanley

March 16, 2015

Mr. Blake Fowler

Director of Public Finance Division

Office of the Treasurer of the State of California
915 Capitol Mall, Room 110

Sacramento, CA 95814

RE: State of California Department of Water Resources Power Supply Revenue Bonds, Series
20150

Dear Mr. Fowler:

Morgan Stanley & Co. LLC is providing the following language for inclusion in the Official
Statement.

Morgan Stanley, parent company of Morgan Stanley & Co. LLC, an underwriter of the Bonds, has
entered into a retail distribution arrangement with its affiliate Morgan Stanley Smith Barney LLC.
As part of the distribution arrangement, Morgan Stanley & Co. LLC may distribute municipal
securities to retail investors through the financial advisor network of Morgan Stanley Smith Barney
LLC. As part of this arrangement, Morgan Stanley & Co. LLC may compensate Morgan Stanley
Smith Barney LLC for its selling efforts with respect to the Bonds.

Morgan Stanley & Co. LLC

CC: Alicia Ramirez, California Department of Water Resources
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March 18, 2015

Mr. Blake Fowler

Director, Public Finance Division

Office of the Treasurer of the State of California
915 Capitol Mall, Room 110

Sacramento, CA 95814

Re: State of California Department of Water Resources
Power Supply Revenue Bonds, Series 20150 (the “Bonds”)

Dear Mr. Fowler:

SBS has entered into an agreement with Credit Suisse Securities (USA) for the retail distribution of certain
securities offerings, at the original issue prices. Pursuant to said agreement, if applicable to the Bonds,
Credit Suisse Securities (USA) will purchase Bonds at the original issue price less the selling concession
with respect to any Bonds that Credit Suisse Securities (USA) sells. SBS will share a portion of its
underwriting compensation with Credit Suisse Securities (USA).

Sincerely,
Siebert Brandford Shank & Co., L.L.C.

CC: Alicia Ramirez, California Department of Water Resources



March 18, 2015

Mr. Blake Fowler

Director, Public Finance Division

Office of the Treasurer of the State of California
915 Capitol Mall, Room 261

Sacramento, CA 95814

Re: State of California Department of Water Resources, Power Supply Revenue Bonds,
Series 20150 (the “Bonds™)

Dear Mr. Fowler:

Wells Fargo Bank, National Association ("WFBNA"), one of the underwriters of the Bonds, has
entered into an agreement (the "Distribution Agreement") with its affiliate, Wells Fargo
Advisors, LLC ("WFA"), for the distribution of certain municipal securities offerings, including
the Bonds. Pursuant to the Distribution Agreement, WFBNA will share a portion of its
underwriting or remarketing agent compensation, as applicable, with respect to the Bonds with
WFA. WFBNA also utilizes the distribution capabilities of its affiliate Wells Fargo Securities,
LLC (“WFSLLC”), for the distribution of municipal securities offerings, including the Bonds.

In connection with utilizing the distribution capabilities of WFSLLC, WFBNA pays a portion of
WFSLLC’s expenses based on its municipal securities transactions. WFBNA, WFSLLC, and
WFA are each wholly-owned subsidiaries of Wells Fargo & Company.

Wells Fargo Securities is the trade name for certain securities-related capital markets and
investment banking services of Wells Fargo & Company and its subsidiaries, including Wells
Fargo Bank, National Association.

Wells Fargo Bank, National Association

cc: Alicia Ramirez, California Department of Water Resources
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