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Th_ O_ Statem_t does not con_ _ offer _ sell or _e s_n of an of_r _ buy any of _e _sc_ 2002 G Bonds in any _6_iction _
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_'s web s_e is no_ a part of _is O_c_ S_em_t. N_ _e _ve_ _ _ O_ci_ _eme_ nor _e s_e of any of _e _scal 2002 G Bonds imams
_ _e_ h_ _en no change in _e affairs _ _e Aurora. _e Bo_d _ _e Ci_ _ _e _h_ m_ _ri_d herein _nce the d_e hereo£

If and when included in _is O_ci_ Statement, _e wo_s '_x_" "_ "_" "q_end_'" '_m_ipa_" '_im_es'" and an_ogous
_s_ _e in_nded _ _enti_ _rward-_o_ng _emems as defined in the Securit_s Act of 1933, as amende& and any such _emems m_ntly

_c su_e_ to a varify of risks and un_nti_ _ cou_ cause a_u_ _sul_ to _ffer materi_ty from _ose proj_d. Such risks and uncea_n_es
indud_ among _he_, gen_ _onomic and _siness condition_ changes in p_, _ _d _onomic condit_ns, _gulato_ _v_ and com_iance
wi_ go_mme_ _gul_on_ lit_n and various _her eve_ conditions and ci_ums_nce_ many of w_ch a_ beyond the _n_ol of the Au_o_y.
These _rward-loo_ng _emems speak only as of _e dine of _is O_ _emem. The A_hofi_ _l_ms any oblig_ou _ un_ing to re_e
pu_ any upd_es _ _o_ _ any _rw_d-loo_ng _atemem co_d _rein _ _fl_t any change in _c Au_ori_'s _atio_ _ _g_d _e_
or any change m _ _ons _ &_umsmnc_ on w_ch any such _eme_s a_ based.

IN CONNEC_ON W_H TH_ OFFERING, THE UNDERWRITERS MAY OVERALLOT OR EFFECT TRANSAC_ONS WH_H STABilE
OR MAINTAIN THE MARKET PRICE OF THE _SCAL 2002 G BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERW_E PREVAIL IN
THE OPEN MARKE_ SUCH STA_NG, W COMMENCE_ MAY BE DISCON_NUED AT ANY _ME.
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SUMMARY STATEMENT

The JbHowing _ a b_ _mma_ of _e information contused _ _ Offic_l Sm_mem and _ _e_ _
aH _eas _ _e add_onM informmion contused hem_, _du_ng _e appendic_ attached hemto. Defined
_rms have the same mean_g he_ as d_whem _ _ Offi_al Sm_men_

Au_ori_ Coma_: Mr. R_mond Off.do
M_ag_ of Inve_or Relat_
Phone: (347) 643_314
Fax: (347) 643-3450
_m_l: raymon& omb @nycers.nyc.gov

Use of Proceeds: The proceeds of the Fiscal 2002 G Bonds are expec_d to be applied
(i) to _imburse banks for amounts to be drawn under i_evocab_ le_e_

of credit to pay principal and inmre_ on $200_00_00 aggmgam
principal amoum of the Amhori_'s outstan_ng Commer_ Paper
Notes, Series Five, (ii) to pay cea_n co_s of issuance and (iii) to fund
cea_n reserves.

Description of the Bonds: The Fisc_ 2002 G Bonds are being issued by the Au_ori_ in the
principal amoum of $216,375,000 pursuant to its Wmer and Sewer
Sy_em Gener_ Revenue Bond Res_ution adored on November 14,
1985, as amended, and its Fifly-_h Sup_emem_ Resolution adored
on Oc_ber 11, 2001. The Fiscal 2002 G Bonds are issued in book-

entry only lbrm and in au_ofi_ed denominations of $5,000 and inmgral
mu_es _ereo_

Redemption Provision_ The Fisc_ 2002 G Bonds are subject to option_ redemption and
mand_ory sinking fund redemption as described herein.

The Sy_em: The Wmer Sys_m provides ap_o_mmdy IA00 mill_n gallons per
day (mgd) of wa_r to appmximme_ 828,000 account_ It supplies

wamr m appro_mmdy %00_000 pco_e, of which appmximme_
8_00,000 am in _e Ci_ and _e b_ance am in W_mhes_ Pmnam,

O_nge and Uls_r Counties. The Sewer Sysmm is compri_d of an
e_en_ve n_w_k of sewage collection and wemmem _1_ th_
ve_ over !200 mgd of du-wemh_ sewage. Under _e Act, the Lease
and the Agmemem, the Board is o_igmed _ pay _c operming
expenses of the Sysmm. The Ci_ is o_igmed to operme and m_m_n
• e Sys_m mgard_ss of paymem by the Board.

On September 11, 2001, two h_acked commercial passenger jetliners
flew into the World Trade Ccnte_ resulting in its de,ruction, damage
to other buildings in the vicinity and a sub_anti_ loss of life. The
disaster resulted in several water m_n breaks. Howeveq water and

sewer serv_e was continuou_y provided Io mo_ cf lower Manhattan
and was restored to _1 buildings near the disa_er as they otherwise
were able to be re-occupied. See "I_VRODUCTORV STATEMENT--
Recent Even_".
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Summary Fin_n_ Information as of June 2001:
F_c_ Yea_

H_o_c_ Preened

199_1) 19921) 2000(1) 2001 2002 2003

(Thousands of D_la_)
Revenues Av_e _r De_ Se_e S1A2_180 $1,46_006 $1A81_32 $1,503,371 $1,568,111 $1.699.375

Net Operating Expenses ............................. 663.355 679,957 64_841 72_126 739,894 748_60

Oth_ Expends (induing Rem_ Paymen_ _ New

York Ci_) ....................................... 208_65 238_10 193248 151_30 168,441 141_16

Tot_ Expends ..................................... 872,120 917_67 836_89 871,156 908.335 889,876
T_ _r_ R_ufion Bond De_ Se_e ............... 418,307 427,363 441_71 49_975 524,935 610_44

N_ De_ Se_e on Second R_ufion Bonds(_ ........ 66981 5_801 76_61 19.066 73,525 159926

N_ Su_lus ........................................ 62_72 65.875 126,511 122,174 61,316 39_30

_r_ R_m_n De_ Service Cov_age ................ 3.4(I 3.43 3.35 3.06 2.99 2.78

_r_ and Second R_dm_n De_ S_ce Cov_ag_ ... 2.91 3.04 2.85 2.95 2.62 2.21
R_c _c_e ...................................... 6.5% 4.0% 4_% 1_% 3.0% 8.5%

T_s may n_ add due _ _un_ng.

(1) Derived _om _p_emenml _hedu_s of cmh _i_s and _u_emen_ co_ned in _e annu_ finan_ _emem_

_) Includes _ on Commemi_ Paper N_ and mfle_s offs_ of carry_rw_d revenu_ and De_ Sem_e Fund earnings.

Tot_ Autho_ty Debt Ou_tanding: As cf the dine of this Offici_ Statement, _he Authority has approxi-

mately $8.03 bfl_on of Bonds and $2.23 billion of Second Resolution

Bonds Outstanding. The Authority expects to issue approximatdy $72

million of Second Resolution Bonds to the New York State Environ-

mental FacHifies Corpormion on or about October 18, 2001. See "CA_

1TAL IMPROVEMENT AND FINANCING PROGRAM--Debt Serv_e Re-

quirements." In addhion, the Authority cu_ently has a $600 million

commerci_ paper program.

Capital Program: The Cap_ Improvement Program appl_zb_ to the System for the

period 2001 through 2011 (the "CIP") includes the capital improve-

men_ to the Sy_em in the City's Ten Year Capital S_ategy publ_hed

in April 2001 for the period 2002 through 2011. The CIP includes

projected expenditures of $11.2 billion for wa_r and _ewer fa_lities of

which approximately 99% is expected to be provided _om Sys_m

funds. The CIP is designed to m_ntain a smisfactory level of service,

to improve operation of the System and to address future Sys_m re-

quirements. The Ten Year Caph_ Strategy was published on April 25,

2001, and will be updmed by the cu_ent capit_ plan, which is revised

more frequently than the Ten Year Capital Sw_egy.

Bond Financing Program: The following table shows tolal Authority indebtedness expec_d to be

issued _om Fiscal Year 2002 to Fiscal Year 2006.

(Thousands of Dofla_)
Period

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 Total

$1,751,137 $1 _2_666 $1 _95,386 $1,892,346 S 1,603386 $9,062_21
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Security for the Bcnds:

Revenue Pledge: The Bonds are spe_ obfigations of the Authority, payable solely from
and secured by a _edge of the gross revenues of the Sy_em prior to
the paymem of oper_ion and m_n_nance costs or any other expenses.

Debt Serv_e Reserve Fun& Upon the dd_ery cf the Fiscal 2002 G Bond_ the Debt Service
Reserve Fund will be funded in an amount _ lea_ equ_ to the

ma_mum _nnuM A_us_d Aggrega_ Debt Serv_e on the Bonds.

Rate Covenant: The Board has covenan_d to e_aN_h and collect r_es, _es and

charges suffic_nt in each Fisc_ Year so that Revenues col_c_d in

such Fisc_ Year will be _ lea_ equ_ to the sum of 115% of Agg_g_e
Debt Serv_e on MI Bonds Out_an_ng and on any Proje_ed Series of

Bonds (exdu_ng Refunda_e Pfinc_ In_lments for the payment of
which funds are held in trus0 payable in such Fisc_ Year, and 100%
of the Oper_mg Expenses and Required Deposi_ (w_ch includes debt
service on the Second Resolution Bonds and other subordin_e debt) to

the extent req_d to be pMd from Revenues for such Fiscal Year.

AdditionM Bonds Te_: Addifion_ Bonds may be issued only if the estim_ed Revenues for the
FiscM Year in wh_h such Bonds are issued and each of the fol_wing

five FiscM Years will be at lea_ equal to the sum of 115% of the
maximum esfimmed A_u_ed Aggreg_e Debt Service on MI Bonds,

_u_ng the Bonds to be i_ue& and 100% of the sum of the projec_d
Oper_ing Expenses and Req_red Depo_ (hdu_ng Debt Serv_e
Reserve Fund re_e_shment and subordin_e debt service) for such
Fisc_ Years and only if the Revenues for eRher of the la_ two Fisc_
Years prece_ng the Fi_c_ Year in which the Bonds are Io be issued
were _ least _qu_ Io the sum of (i) 115% of the Agg_ga_ Debt
Service for such Fisc_ Year _xc_ding any Prindp_ In_lment_ or

potion thereo_ p_d from souses other than the Revenue_ and
(ii) 100% of the sum of Operat_g Expenses and Requi_d DeposRs for
such FiscM Ye_. Refun_ng Bonds may be issued under the Res_ufion

_ther upon satisfaction of such conditions or other con_tions. Second
Res_ufion Bonds may be issued under the Second Resolution only if
the Revenues for _ther of the la_ two Fiscal Years preceding the Fisc_
Year in which the Bonds are lo be issued were m _a_ equ_ to the sum

of (i) 110% of the Aggreg_e Debt Serv_e for such Fiscal Year on the
Fir_ Resolution Bonds, the Second Resolution Bonds and ce_n other

Subor&na_d Indebtedness (exdu_ng any De_t Service p_d _om
sources other than the Revenues) and (i_ 100% of the sum of Operating

Expenses and Req_red Deposi_ for such FiscM Yea_ Refunding
Second Res_n Bonds may be issued under the Second Res_ution
eRher upon satisfaction of such condRions or other con_tions.

Summary of Ce_n Leg_ O_ons: Bond Counsel has rendered o_n_ns to the effe_ that, in the event of a

bankruptcy of the City, (i) a coup, exerting _asona_e judgment a_er
full consideration of MI rdevant factor, would not hold th_ the

Revenues are prope_y of the Ci_ and would not order the subsmntNe



constrain of He assets and fia_l_es of eiHer He Board or He

AuHori_ will Hose of the Ciff and (ii) He Board, in the event the Ci_
should reje_ _e Lease, would be entitled to _m_n in possession of
He Sys_m for the b_ance of _e Lease term. Bond Counsd has _so
opined th_ under cu_em law nei_er the Board nor the Authori_
qualifies as a debtor und_ _e UnRed States Bankruptcy Code.

Rmes: Rmes, _es and charges a_ imposed by He Board and are n_ su_e_
_ _gul_ory approv_ except for those ra_s charged to a fimi_d class
of upstate users representing less than !% of Revenues.

The Au_ofi_: The Amhori_, a separme legal enti_ e_a_hed in 1984, has the
power to (i) issue bonds, bond antic_ation no_s and other obligations

for _e purpose of financing _e _novm_n and improvement of _e
Sy_em, (ii) refund Rs bonds and no_s and gener_ obligation bonds of
the Ci_ issued for water or sewer purposes, (iii) _qui_ the Board to
fix rates suffident to pay the co_s of operating and financing
improvemenu to He Sys_m and (iv) _qui_ the Ciff to m_n_in the
Sy_em adequ_dy. The AuHoriff has no mx_g powe_

The Board: The Board, a separme leg_ emi_ e_a_ished in 1984, has leased _e
Sy_em from He Cir. It is au_orized _ fix and collect rmes, _es and

charges adequme to pay _e co_ of operating and financing the Sys_m.

The Ag_ement: Pursuant to _e Ag_ement, _e Au_ority has ag_ed to finance ca_l
projec_ for He sys_m, boll cu_ent work and work commenced in
prior years, Hrough the issuance of bonds, no_s or o_er inde_edness
secu_d by _venues of _e Sys_m.

The Lease: Pu_uant to the Leas_ the Board has acqui_d _e Sys_m from _e Ci_
for a _rm continu_g until pro_fion has been made for _e _pzymem
of _10_s_n_ng Bonds cr o_er _deb_dness of _e Au_ofiff.

Finand_ Sm_ments: The finan_ _mements (for the yea_ ended June 30, 1999 and June
30, 2000) of _e New York Ciff Wmer and Sewer Sy_em included in
Appen_x D to this Offici_ Stateme_ have been audi_d by KPMG
LLP, independent ceaified public accountant, to _e ex_nt and for _e
periods _d_med in _r _po_ _ereon.
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OFFICIAL STATEMENT

$21_37&000
New York Ci_ Municip_ Water Finance Authority

Water and Sewer Sy_em Revenue Bond_
F_c_ 2002 Series G

INTRODUCTORY STATEMENT

Gener_

The purpose _f this Offici_ Sta_ment is _ set fo_h ce_n information _e_n_g to the New Ycrk City
Municip_ Wmer Finance Amhority (the "Authority"), a public benefit corporation duly c_med and existing
under the New York City Mu_dp_ Wmer Finance Au_ofiff A_, as amended _he "A_"); the New York City
Wmer Board (the "Board"L a public benefit corporation crewed and existing under Chap_r 515 of the Laws of
1984, both of which laws were enac_d by the Le_ure of the Stme of New York (the '_tat('_ and the
Authori_'s $216,375,000 W_er and Sewer Sys_m Revenue Bonds, Fiscal 2002 Series G (the "Fisc_ 2002 G
Bonds"). Captained _rms used in this Offidal S_ment and not defined herein sh_l have the mea_ngs
ascribed _e_to in APPENDIXC----GLOSSARYANDSUMMARYOFCERTAINDOCUMENTS--Glossary."

Pursuant to a lease agreement (the "Lease") b_ween the Board and The City of New York (the "Ciff"),
d_ed as of July 1, 1985, as amende& the Bo_d has leased _om the City its fadfifies for the collection,
_ansmi_ion and _ribution of wmer (the "Wmer Sys_m") and its faofities for the c_ction, _e_ment and

disposal of sewage (the "Sewer Sys_m") _ctivd% the '_ystem"L As required by the Act and the Leas_
the Sy_em is operated and m_nmined by the Department of En_ronmenml Protection of _e City ("DEP"L
The Board has _so entered into a financing ag_emem, dined as of July 1, 1985, as amended (the "Agreement"L
with the Authori_ and the City for the financing of ca_l improvemen_ to the Sy_em through the issuance of
bonds, no_s and other o_m_ns (the "Bondg') under the Authority's Wmer and Sewer Sys_m Gener_
Revenue Bond Res_ution adopted on November 14, 1985, as amended _he "Res_utioff'), or subor&nme
o_m_ns of the Authofiff under its Second Res_ution (defined brow). Pu_uant to the Lease and the
Agreemem, the Board has agreed to levy and collect rmes, fees and charges.

The Fiscal 2002 G Bonds will be issued by the Authority pursuant to the Resolution and i_ Fifiy-fixth
Sup_emental Resolution adopted on October 11, 2001 (the "Sup_emcnt_ Resolut_n"). The Res_ution and
the Sup_emental Res_ufion are c_ctive_ re_ed to he_in as the "Res_utions". The Bank of New York

serves as successor _u_ee to Uni_d States Trust Company of New York under the Res_utions (in such capaciff,
the "Tru_ee") and will continue to serve as Trus_e unless a successor is appointed in accordance with the
Res_ufion_ The Authori_ has issued subor_nme revenue bonds (the "Second ResOufion Bonds") pursuant to
its Wmer and Sewer Sccond General Revenue Bond Resolution adopted on March 30, 1994, as amended (the
"Second Resolution").

The Bonds are speci_ obligations of the Authority, payable soldy from and secured by a pledge of the
Revenue_ _1 moneys or securities in any of the funds and accounts e_a_hed under the ResCutio_ _du_ng
the Debt Service Reserve Fund, and fll other moneys and secufit_s to be _ceived, held or set aside pu_uant to

the Resolution, su_e_ o_y _oprov_ns of the Resolution and the Agreement relining to the use and ap_ation
thereo_ The Board has covenan_d in the Agreement to m_ntain rates, _es and charges _ suffic_nt levels to
produce in each twdve-month period beaning on J_y 1 (a "Fiscfl Year") an amount equal to 115% of the
Aggrcgme Debt Service and Preened Debt Service on the Bonds (excluding Refundab_ Pfin_pfl In_lments
for the payment of which lhnds am held in trust) to become due in such Fiscal Year on Bonds, plus 100% of the
opermion and m_ntcnance expenses of the Sys_m ce_ified by the City and of Req_red Deposits (w_ch
includes the debt scrvice on the Second Resolution Bonds and other subor_n_e debt) to the ex_nt _quired to
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be pa_ from Revenuer The Ag_ement _quires a repon of the R_e Consultant seuing forth its
mcommend_ns as to any re_ons of Me r_es, _es and charges necessary or adv_a_e to meet the

req_ments of he rate covenant. The Board is o_med to rake nece_ary action to cure or avoid any
defic_ncy. See "S_,cv_wv _o_ ThE BO_Ds--Ra_ Covenam." The Agrcemem _so _quires a Cons_ting

En_neer to _view Me opermion and m_ntenance of the Sy_em, and further req_res the C_y to oper_e and
m_nmin the Sys_m in accordance with the advice and recommendmions of the Consulting Enginee_
See "SECUR_ FOR ThE BONDS."

R_es, fees and charges are imposed by the Board and _e not su_e_ to reg_ory approv_ nor are they
su_ect to other res_ufions under cu_ent law except for the rates charged to a limi_d class of upstate users,
represeming less than 1% of Revenuer See "RATES ANDB_NGS."

The estim_es and projections contained in this Offi_ St_ement are based on, among other factor,
ev_uations of _ofic_ _venue and expen_re dam and an_yses of econom_ _ends affecting the Autho_'s
finances. The financial pr_ections cont_ned herein am su_e_ to ce_n contingencies thin cannot be quantified

and arc su_c_ to he uncenainties _he_nt in any attempt to p_ the resul_ of futu_ operations.
Accordingly, such pr_ections are su_e_ to periodic reason which may involve substanti_ change.
Consequenfl_ the Authority makes no represent_ion or warran_ thin these estimmes and pr_e_ns will be
_ed.

The Authori_ has relied upon the auhori_ of M_calf & Eddy of New York, Inc. ("M_c_f & Eddy"), i_
Consulting En_nee_ for ce_n engineering fea_fiff _form_ion and upon the authority of Black & Veamh
New Ycrk LLP ("Bl_ck & Vemch"), its R_e Consultant, for cen_n financial estim_es and projections. See
"ENGINEERING FEASmlLITY REPORT AND FORECASTED CASH FLOWS."

Recent Even_

On September 11, 2001, two h_acked commer_ passenger jetliners flew into the World Trade Cen_
resuRing in its destructiom damage to other b_gs in the _cinity and a subsmnti_ loss of li_. Trading on the
m_or New York _ock exchanges was suspended until September 17, 2001, and business in the financial _s_ict
was _rrupted. The disaster resuked in sever_ water m_n breaks. Howeve_ water and sewer serv_e was
continuouMy provided to most of lower Manhattan and was restored to _1 buildings near the disa_er as they
oherwise were able to be re-occu_e& Recovery efforts are continuing in the City's financi_ distri_ in lower
Manh_n.

A_hough contin_ng _covery, clean up and rep_r of _1 damage resulting _om the Sep_mber _tack will
result in substanti_ City expen_tures over, l, full rep_r of he Sys_m is e_im_ed to cost approxim_y
$5 million. The City announced on October 9, 2001 h_ it has preliminari_ e_immed th_ in_i_ expenditures
rela_d to the September 11 attack are $11.413 bi_ion for the p_e, fi_ and sa_t_ion depanmems and other
agen_es; anfi-te_ori_ p_paredness; emergency construction con_a_s for dem_ition, debris remove,
smbil_mion and reme_afion of the World Trade Cen_r si_; business re_nfion and rebuilding; and
recon_ruction i_fiatives and other Ci_ costs. The City and he State are seeking $54 _ll_n of Feder_ resou_es
to compens_e he Ciff and he Sta_ for expen_res rel_ed to the September 11 attack, to pro_de for essenti_
serv_es and to _imul_e the economy. The U.S. Congress has passed and the President has signed emergency

sup_ement_ _m_n which appropfimed $40 _ll_n for d_as_r assi_anc_ increased security co_s,
rebuilding in_astrucm_ sys_ms such as the Sys_m and other pu_ fa_lities, and disa_er recovery and related
a_i_ties. At least $20 bilfion of his amou_ is for _sas_r _covery acti_ties _ New York, Penns_va_a and

V_ In additio_ the St_e _a_re has increased the financing capacity of the New York Ciff Tranfition_
Finance Authority by $2.5 bflfion to fund coils relined to the events _ the World Trade Cen_

Prior to the events of Sep_mber I 1, the nafion_ and local econom_s had been weake_ng reflecting lower
business inve_ment, increased unem_oyment and, recently, a decline in consumer confidence. It is expe_ed thin
the destruction of the World Trade Cen_r will have a sub_anti_ impa_ on the City and its economy. Reduced
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econom_ activity is expec_d to lower corporate profit, increase job losses and reduce consumer spending,
which would result in reduced personal income and sales tax rec_pts and other business tax revenues for the

C_y and negativdy affect re_ propeay vMues. The events of Sep_mber 11 increased the risk of a reccsfion and

a delay in recovery. It is not possible Io quantify m present with any cea_nty the shod-term or longqerm adve_e
impact of the September 1i even_ on He City and its economy, any offsetting economic benefits which may
resuR from rebuilding activities and the amount of addifionM resources from the feder_, State, City and other
sources wh_h will be required. Based on prefiminary estirnmes, the City has, on October 9, 2001, announced
projections of possible tax revenue shoafall_ as a resu_ of the September 11 events, to_ling $! billion, which
assumes _eeper declines in the nation_ gross domestic product and corporate profits, additionM declines in

capital gMns realizations, loc_ job losses exceeding 100_00 and a disruption in tourism and rdmed spending.

DEP estimates that approximmely $5 million in damage has been sustained to the Sys_m Mthough the exact
amount of damage can only be ascea_ned once debris has been removed and access to ce_n wa_r and sewer

m_ns is secured. DEP expects that a fig_ficant potion of the co_s of such damage will be p_d for direcOy or
reimbursed by the federM government.

In recent years, DEP has taken a number of s_ps to enhance and augment its secufi_ awangements to
pro_ the Wmer Sy_em, including water supply _ru_u_s and _cilities. These steps include, among others,
_creasing the si_e of the DEP police fore by appro_mmdy 70 office_; o_ng _ation authori_ng _e
DEP p_ice to function as p_ice office_ witch the City, zs well zs in the up,me wme_heds; pu_hasing
additionM police veh_s and surveillance cqu_ment; and fu_her securing fa_lities through add_ional locks,
fenc_g and other physical barriers to prevent access by unau_orized persons. In addition, DEP has been
consdting wi_ other governmental agendes, _du_ng He FederM Bureau of Investigation and the U.S. Army
Corps of Enginee_ on _nger-_rm plans to moder_ze and improve secufi_ sy_cms. In response to the attacks
on the Word Trade Cen_L DEP, in conce_ with law enforcement authorities, immedimdy im_emen_d ce_Mn

fu_her measures to prote_ the Wmer Sy_em. These include, among others, inc_ased frequency of patrols,
restricting ve_c_ar access to ce_n fadlitie_ and more _equent mo_ring of the water supply for
conmm_an_, lnc_ased secufi_ requi_ments are resulting in ad_tion_ labor costs and relined expenses both in
the Wmer Sy_em and the Wastewater System. The oper_n and m_ntenance costs of the Sy_em may increase
as a resu_. While an upda_d fomca_ of ope_fion and m_n_nance expenses is not y_ com_ the expec_d
increase should be less than 2% of annum Sys_m expenses.

The revenues of the Sys_m _om user payments will be impac_d by the loss of payments #om _e Word
Trade Cen_r com_ex. Such paymcn_ were appro_mately $1.2 million annu_. In ad_tio_ other b_gs in
the downtown area have been _mporari_ vacant for a period of time. While many have been _occu_ed as of
this d_e, there are a limi_d number thin will require mo_ time befo_ _fidents and worke_ are M_wed to
return. In addition, ceaMn businesses which have _mporafily m_cmed to _dfit_s outside of the City may not
de_ to return to their former _cations. It is Mso expec_d that hotels, restaurants and other travel and tourism-
rdmed cu_omers will utilize less wmer over the shoa-_rm. The impa_ on w_er consumption is m_med to
some ex_nt by the relocation of a potion of the _fidems and workfo_e to other _dlR_s wi_in He City. DEP
is mo_tofing the impact on wmer use and the _sulting impa_ on Sy_em revenue_ At the present time, the
e_im_ed reduction in Sy_em revenues _om the above conditions is expec_d to be less than 1% of annum
Sy_em revenues.

Based on the above confideration_ no changes have been made to the previous tbrecast of cash flows for
the System. The above potentiM increases in cost and declines in revenues can be accommodated by the Sy_em
in Fisc_ Year 2002 without adju_ment to cu_ent r_cs and charges. The Sys_m can draw upon cu_enfly
av_hble resources to cover such cos_, if necessary. These resources include the forecasted surplus during Fiscal
Year 2002, the cash-financed con_ruction payment of $40 million in Fiscal Year 2002 and the _ust account
av_lable to offset ce_Mn operation and m_n_nance expenses with approximatdy $81.7 million which is not
cu_enOy expec_d to be drawn upon until lair yea_.



USE OF PROCEEDS

It is anfidpa_d that _e proceeds of _e Hsc_ 2002 G Bonds will be appfied in _e _l_wing manna:

To R_mbu_e the Leuer of Credit Banks .............................................. $200238_45

Depofit To Debt Service Reserve Fund ................................................ 10_64,219
Underwriters' Discount ............................................................. 1245384

Ofigin_ Issue Discount ............................................................. 3,043,860
Bond Insurance Premium ............................................................ 624,034

Costs of Issuance .................................................................. 258,958

Total Uses of Proceeds of the Fisc_ 2002 G Bonds ................................. $216,375,000

THE FISCAL 2002 G BONDS

General

The Fiscal 2002 G Bonds _ delive_d to the Underwriters will be d_ed their date of delivery. The
_sc_ 2002 G Bonds will matu_ on and will bear int_e_ payable on _e dines and at the rates shown on _e
cover of this Offici_ St_ement.

Princip_ oL mdem_n premium, if any, and in_ on the Hscal 2002 G Bonds will be payable in law_l
money of the Uni_d States of America. The Fisc_ 2002 G Bonds will be issued only as _lly _gis_d bonds
wi_om coupons in denomin_ns of $5,000 and in_g_l mulfi_es _ereoL

Book-Entry On_

The Fiscal 2002 G Bonds will be issued as _sm_d bonds and will be _e_d in the name of Cede &
Co., as nominee of The Deposi_ry Trust Company ("DTC"), which will act as securities depository for _e
Fiscal 2002 G Bonds. Purchases of benefio_ in_s in such Fisc_ 2002 G Bonds will be made in book_ntry-
only form. Purchasers will not mcovc ceaificmes _p_nting _e ownership in_ in the _sc_ 2002 G Bonds
pumhased by _em. See "APPENDIXF--BOOK-ENTRY-ONLY FORM."

Redemption of Fiscal 2002 G Bonds

S_Mng Fund Redemption

The Fisc_ 2002 G Bonds due June 15, 2032 are su_e_ to mand_ory _dem_n prior to mmufi_ in part,
by lot, in such manner as the Tru_ee may reasonably d_ermine, at a _dem_ion price of 100% of the principal
amount thereoL _us accrued inte_st to _e _demption dine, on June 15 in each of the years and in _e _spe_ive
pfindp_ amounts as follows:

_sc_ 2002G Bon_ M_udng June 15
Year Amou_

2031 $25,000,000
20327 91,375_00

? Final Mmuri_

Purchased Bonds

The Amhori_ may from time to time direct _e Tru_ee to pu_hase _sc_ 2002 G Bonds wi_ moneys in
the Debt Serv_e Fund, _ a price not g_ than p_, _us accrued inte_ to the dine of such purchase, and
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apply such Fiscal 2002 G Bonds so pu_hased as a c_t, m 100% of the prindpM amoum _ereoL against and
in fu_Hmem of _e imme_mely succeeding Sinking Fund In_Mlmem on the FiscM 2002 G Bond of the same

mmuri_. The Au_ority may Mso pu_hase or _deem fiscM 2002 G Bonds prior to mmuri_ wi_ other moneys
avMlabM to do so. If it does so, the amoum of such purchase or _dem_ion for a Series of Bonds will be credi_d
agMn_ fulu_ SinMng Fund _Mlmems in any order as _e Au_od_ may _rect. To _e ex_nt _m _e
Au_ofi_'s oM_mion m make Sinking Fund In_Mlmems in a particular year and for a pa_icdar Series of Bonds
is thlfilMd _rough such pu_h_es, the _kehhood of _dem_ion through mandmory Sinking Fund In_Mlments
of any _scM 2002 G Bonds of _e m_uri_ so pu_hased will be _duced for such yea_

Optional Redemption

The Fisc_ 2002 G Bonds are su_e_ m _dem_ion prior Io m_ufiff _ _e o_ion of _e Au_ofi_ _om
any moneys av_lab_ _e_for on and after June 15,2011 in whole _ any time or in pa_ on any _ payment
d_e, by lot _ _e _demption price of par plus accrued i_ere_ m t_e _demption d_e.

Notice of Redemption. N_e of _dempfion is to be given by first class mail, pos_ge prepai_ at least 30
days prior to _e d_e fixed for _dem_n, to the _s_d owne_ of Fiscal 2002 G Bonds to be _deemed at
• eir addresses shown on _e books of _stry. So long as Cede & Co., as nominee of DTC, is the _s_d
owner of the _sc_ 2002 G Bond_ n_ice of _dem_n is to be sent to DTC. No assurance can be given by the
Au_ori_ th_ DTC and DTC pa_ipan_ will prom_ transmit n_es of _dem_n to Benefid_ Owne_.
See "APPENDIXF--BOOK-ENTRY-ONLY FORM."

IL on any _dem_n d_e, moneys for _e _dem_n of _e _scal 2002 G Bonds lo be _deemed, tog_her
with in_ _e_on m the _demption da_, are held by the Trus_e so as to be av_e _erefor on such dine,
and if notice of _demption has been m_d, then in_re_ on _e Fiscal 2002 G Bonds to be _deemed will cease

to accrue _om and after the _demption d_e and such _scM 2002 G Bonds will no longer be cons_e_d to be
OutMan_ng under _e Res_ution.

BOND INSURANCE

Concu_e_ wi_ the issuance of _e _scal 2002 G Bonds, Finan_al Securi_ A_u_nce Inc. ("Finan_
Securi_") will issue i_ Mun_ Bond Insurance P_icy _he "P_y") for _e Fiscal 2002 G Bonds m_uring
on June 15, 2034 (_e "Insured Bonds"). The Policy guaran_es the scheduled paymem of prin_p_ of and
in_ on _e Insu_d Bonds when due as s_ fo_h in _e form of the P_icy included as Appen_x G to this
Offici_ St_eme_.

The Policy is not covered by any insurance secufi_ or guaran_ fund established under New York,
C_ifornia, Connecticut or Florida insurance law.

Finan_ Secu_ty Assurance In_

Finan_ Security is a New York domici_d insurance company and a wh_ly owned subs_ry of Financi_
Securi_ Assu_nce Holdings Ltd. ("H_ngs"L H_ngs is an indirect subsidiary of Dexi_ S.A., a publ_ly
held Belgian corpor_n. Dexi_ S.A., through its bank subsi_aries, is primari_ engaged in the business of
public finance in France, Be_ium and o_er European countries. No shareholder of H_dings or Finan_
Security is liable for the obligations of Finan_ Securi_.

At June 30, 2001, Financi_ Security's to_l policyho_ers' surplus and contingency _serves were
appro_m_ely $1A81,333,000 and its _ml unearned p_mium reserve was appro_m_e_ $766,01L000 in
accordance with statutory accounting princi_es. At June 30, 2001, Finan_ Securi_'s total shareholder' equi_
was approxim_ely $1,589A09_00 and its tot_ net unearned prem_m reserve was approxim_y $632_23_00
in accordance with general_ accep_d accounting principles.
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The finandN _emems included as exhibits to the annuN and quaaedy repoas filed by HNNngs with the

Securities and Exchange Commi_ion am he,by _corpor_ed herein by _ference. Also incorpor_cd herein by
_rence are any such finandN _ements so filed _om He da_ of His OfficiN Stmement until the _rm_ation

of He of_fing of He FiscN 2002 G Bonds. Copes of mmefiNs incorpor_ed by reference will be provided upon
request to FinandN Securi_ A_urance Inc.: 350 Park Avenue, New York, New York 10022, A_ention:

Commu_c_ions Department _e_phone (212) 826-0100).

The Policy does not prote_ invesm_ agNn_ changes in mark_ vNue of He FiscN 2002 G Bonds, which
market v_ue may be impend as a resu_ of changes _ prev_fing in_re_ r_es, changes in ap_ab_ ratings or
o_er causes. FinanNN Secufiff makes no rep_semmion regarding the Fiscal 2002 G Bonds or He ad_saNlity
of _vesfing in the FiscM 2002 G Bonds. FinanciN Security makes no _p_sentmion regarding the Often

Statement, nor has R paaicipated in the preparmion _ereoL except thin FinanciN Security has prov_ed to the
Au_ofity He _formation p_sen_d under this capt_n for inc_s_n in the OfficiN StatemenL

SECURITY FOR THE BONDS

Revenues

The Act empowers He Board to e_a_h and collect _s, _es and charges for _e use of service prov_ed
by the Sy_em in order to _c_ve Revenues, which _geHer wi_ o_er av_e amount, will be suffic_ to

place _e Sy_em on a self-sustNNng basis. All Revenues of He Sys_m are depofi_d by He Board in He LocN
Wmcr Fund held by He Board. The Amhofity holds a stat_ory fi_t lien on He Revenues for the paymem of all
amounts due to He Au_ofity under _e Agmemem. In the event that He Board _ils to make any required
paymem _ _e Au_ority, the Au_ofity or He Truswe may Fetition for He appNmment, by any cou_ having
jurisd_fio_ of a receiver to adm_i_er _e affairs of _c Board, and, wi_ cou_ approval, e_aNNh rates and
charges to prov_e Revenues suffiNent to make _qui_d payments. Howeve_ no holder or owner of any bond or
no_ issued by the Au_ority, or any _c_ver of He Sys_m, may compel He sale of any part of the Sy_em.

The City has covenan_d in the Ag_emem m operme and maimNn the Sy_em in accordance with the advice
and _commendmions of _e Cons_ting Enginee_ Such oblNation to ope_m and mNm_n _c Sys_m may be
enfomed by the Au_ority in accordance with the provisions of the Act and the terms of the Ag_ement and the

Lease and is not contingent on payment by the Board. The amours _qu_cd to opem_ and mNnmin _e Sys_m
are ce_ified to the Board by the City and _v_wed by the ConsMting EnNnee_

BeNnNng on He fi_t day of each mon_ the Board is _qui_d to pay to He Trus_e under the ResNm_n _c
Revenues in the Local W_er Fund, for deposit in _c Revenue Fund e_aN_hed under He ResNution until the

amoum so deposed equNs the Minimum Mon_ly BNance and the Required DeposRs for such momh. The
Mimmum Mon_ BNancc is the amoum mqui_d to accum_me He _nds necessa_ for timely payment of all
de_ service on OutstanNng Bonds. Requi_d Deposi_ are _e amoums _qui_d m be pNd _om Revenues tbr
deposit _ He Au_ofi_ Expen_ Fund, the DeN Service Reserve Fund and the Subordinmcd NdeNcdness Fund,

including amoums _qui_d for payment of He Second Resohtion Bonds and _her suboNinme deN. See
"APPEND_ C--GI_SSARY AND SUMMARY OF CERTA_ DoCUMEnts--Summary of thc Agreement--MiNmum
Mon_ BNancm"

Amounts on deposit in the Revenue Fund are mqui_d to be paid to _e fol_wing funds e_abhshed under

the Resolut_n in the fol_wing order of priority: fi_t, to the Debt Service Fund; second, to _e Amhority Expense
Fund; _ird, to He Debt Service Reserve Fund to _Ncnish any deficiency _e_in; and fouah, to _e Subordin_ed
Indeb_dne_ Fund. If amounts on depofit in such Debt Serv_e Fund or such Debt Service Reserve Fund are

less _an He mq_ments thereoL amounts on deposit in _e Subor_nmed lndeb_dne_ Fund are _quimd to be
used to make up such deficiency. See "APPENDIX C--GLOSSARY AND SUMMARYOF CERTAINDOCUMENTS--
Summary of the Resolm_n--Payments imo CenNn Funds."
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In each momh, after ma_ng _q_d paymems _ He Revenue Fund He Board is required, after paying
month_ Board Expense_ _ pay _e Ci_ _2 of _e Operating Expenses for He cu_ent Fiscal Year l?om He
bHance mm_ng in the LocH W_er Fund. After making such payments, any amoun_ mm_ng in the LocH
W_er Fund in each month are p_d proponionme_ (a) _ _e Tru_ee tbr deposit in _e Revenue Fund until the
total of HI amounts depo_md in the Revenue Fund equals the Cash How Req_ment for such Fiscal Year and
(b) _oHe Ci_ until HI amounts req_red _ be p_d _ _e CiU for Oper_g Expenses for such Fisc_ Year have
been p_d. For a more commie descri_ion of the mqui_d payments from the Local Water Fund, see
"APeENO_X C--GLOSSARY AND SUMMARY OF CERTAINDOCUMENXS--Summary of the Reso_fion" and
"Summary of He Agreement."

The FiscH 2002 G Bonds will be on a pari_ wi_ _e cuvently Outstan_ng Bonds and wi_ Bonds hereafter
issued and are payaNe from and secured by a Nedge of 0) HI Revenuez (ii) HI moneys or securities in any of _e
Funds and Accounts e_a_ished under _e Resolutions, except _ moneys or securities on depofit in a Special
Account are pledged only to _e Series of Bonds to which such Account _l_es and moneys and securities on
deposit in the Common Account are pledged only to _e Bonds for wh_h a Special Account has n_ been
e_aNished pursuant to _e GenerH Res_m_ and (iii) _1 other moneys and securities to be recdved, held or set

aside pursuant to the Res_ution, su_e_ only to _e pro_s_ns of the Resolution and the Ag_ement permitting
the aphelion thereof for the purposes and on the _rms and conditions s_ fo_h theron, including _e making
of any required payments to Se Uni_d St_es with respe_ to arN_age earnings. No such Special Account has
been es_ished by the Authority. See "APPENDIX C--_GLoSSARYANDSUMMARYOF CERTAINDOCUMENTS--

Summary of the Resolution" and "Summary of the Ag_ement."



Pu_uant to _e Ag_emenL the Restrain and the Second Res_ufion, the Revenues received by He Board

will be applied in _e manner set forth in the following chart. The inform_ion com_ned in such chart is qu_ified

by terence to the Agreement, the Resolution and _e Second Res_ufion.

Consofidated Flow of Funds

Fi_t: Daily tr_s_r from General Resolution _ S_ond Resolution

I_al W_er Fund Revenue Fund ) Revenue Fund

(Monthly _

Requirement)

Debt Service Fund

_ _ S_ond Resolution
_bt Se_e Fund

Authority Ex_es __ / .

DSRF ReffiN

_ Arb_rage Rebate Fund

Subordinat_
Indebtedn_ Fund

S_ D_y _sI_r from L_ Wm_ _nd _ • Wm_ Bo_d _

(Mon_ Req_mem)

TM_: D_ _ from _c_ W_ F_d _ • S_m O_rati_ _d M_nte_e

(MomMy R_m_O

Fou_h: D_ transit from Loc_ Wm_ Fund _ Pro rata m:

(Up m Annu_ Req_mmem) • General R_dmmn Rc_nue Fund: _r _nu_

De_ Se_m Au_ofi_ expenses, DSR_ Subo_mme

Inde_edne_ _ond Re_fio_

• Sy_ems Operations _d M_n_e

FiRh - Seventh: Daily _ansfer from Loc_ Water Fund _- * Ci_ _ase paymem, operating and maintenance reserve

(After Debt Serv_c _ s_ aside; _c_ funded during _e_shmem, surplus _du_ng pay as

the last _w monks of the fiscal yea0 you go caphal



Debt Service Reserve Fund

The Resolution establishes a Debt Service Reserve Fund and requires as a condhion to the issuance of each
Series of Bonds that there be deposited into the Debt Service Reserve Fund the amount, if any, necessary to
make the amount on depcsit therein equal to the Debt Service Reserve Requirement, after giving effect to the
issuance of such Bonds. The Debt Serv_e Reserve Requirement is an amount equ_ to maximum annual
Adjured Aggregate Deft Selvice in the then cu_ent cr any futme Fiscal Year on all Bonds Ou_ndin_
Amounts on deposR in the Debt Service Reserve Fund will be applied, to the exlent Revenues are not av_labl_
to pay Princip_ Installments and in_re_ on the Bonds. See "APPENDIX C-_GLOSSARY AND SUMMARYOF
C_RTAINDOCUMENTS--Summary of the Resolution--De_ Serv_e Reserve Fund."

In lieu of making cash deports to the Debt Serv_e Reserve Fund, the Authority may satisfy the Debt

Serv_e Reserve Requirement by depositing Financi_ GuarantYs into the Debt Serv_e Reserve Fund.
See "APPENDIX C--GLOSSARY AND SUMMARYOFCERTAINDOCUMENTS---Summary of the Resolution--Debt
Serv_e Reserve Fund."

On June 30, 2001 the market value of the securities and cash in the Debt Service Reserve Fund was in

excess of the Debt Service Reserve Fund Requirement. The Debt Service Reserve Fund Requirement was
approximatdy $607 million as of such d_te. Upon the ddivery of the Fisc_ 2002 G Bonds, the Debt Serv_e

Reserve Fund will be funded in an amount _t least equal to the maximum annu_ Adjusted Aggrega_ Debt
Service on the Bonds.

Rate Covenant

The Board has covenanted in the Agreement to e_a_is_ fix, revise and c_ r_es, _es and charges for
the use oL or the services furnished by the Sys_m, adequ_e, together with other av_h_e funds, to provide for
(i) the timdy payment of Principal In_lments of and _ on _1 Bonds, and _e principal of and in_re_ on
any other indebtedness of _e Authority (wh_h includes Second Resolution Bonds and other subordin_e debt)
payable from Revenues, (ii) the proper oper_n and m_enance of the Sy_em, (iii) all other payments _quired
for _e Sys_m not _herwise provided fo_ and (iv) all _her paymen_ _quired pursuant to the Ag_ement and
the Lease.

Without limiting the gener_iff of the fo_g_ng, the Board has covenanted to e_a_h and collect trees,
_es and charges sufficient in each Fisc_ Year so th_ Revenues c_ed in such Fiscal Year will be at least

equal to the sum of 115% of Agg_g_e De_ Service and Pr_ec_d Debt Service on _1 Bonds _xdu_ng
Refundab_ Princ_ In_lments thin are payable from funds held in _u_ therefo_ payable in such Fisc_ Year,
and 100% of the Operming Expenses and Requi_d Deposi_ 0ndu_ng de_ service on Second Res_ution Bonds
and other subor_nme debt) requi_d to be p_d from Revenues for such Fisc_ Year _he "R_e Covenant").
Amounts on deposit in the Revenue Fund on July 1 of a Fiscal Year will reduce _e amount of Revenues _qui_d
to be raised to meet _e Required Depo_ for such Fisc_ Year. A _ilure to generme Revenues as set foah in
this paragraph will not constim_ an "event of defadt" under the Agreement if the Board rakes timdy action to

co_e_ any such deficiency as described in the fol_wing paragraph.

Under the Res_ut_n and the Second Resolution, the Authority is requi_d to submit to the Board by May 1

of each year _e Au_ofiff Budg_ for the ensuing Fisc_ Year showing the _emized estim_ed Cash Flow
Req_rement for such Fisc_ Yea_ At _e be_nmng of each month, the Authori_ is to _c_cul_e the Cash Flow
Requirement for the then cu_ent Fisc_ Year and to submit any _sions to the Au_oriff Budg_ required as a
consequence to the Board. The Authori_ Budg_ and Cash Flow Requi_ment are to be used by the Board to set
rates, _es and charges.

The Board has covenanted in the Agreement to _ew the adequacy of r_es, _es and charges at _ast
annu_. If such annual _ew, or _e report of _e Rme Cons_mnt required pursuant to the Agreement,
in,crees that the rmes, _es and charges are or will be _suffident m meet the _q_rements of the R_e Covenant
described above, the Board will prompt_ _ke the necessary action to cure or avoid any such defic_nc_ In
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addition, under the AgreemenL the City, which is responsible for billing, collecting and enforcing collections of

rates and charges e_ablished by the Board, has agreed that it will diligently pursue _1 actions necessary to cure
or avoid any such deficiency.

The Board has covenanted in the Agreement that it will not furnish or supply or cause to be furnished or
supplied any producL use or service of the System free of charge or at a nominal charge, and win enforce (or

cause the City to enforce) the payment of any and _I amounts owing to the Board for use of the System, except
to the extent required by the Act, as in effect on July 24, 1984.

Additional Bonds

The Authority may issue ad_tion_ Bonds to pay for ca_tal improvemen_ to the Sys_m, to pay or pro_de
for the payment of Bonds, Second Res_ution Bonds and bond anfi_pation notes, _duding commerci_ paper
note_ to refund gener_ o_ation bonds of the City issued for wmer or sewer purposes and to fund cen_n
reserves. Under the Resolution, ad_tion_ Bonds may be issued only upon satisfaction of cen_n requirements,
including rec_pt by the Tru_ee o_

(a) a ce_ificme by an Authorized Representative of the Authority to the effect thin the Revenues for
either of the last two Fisc_ Years immedimdy prece_ng the Fisc_ Year in which such Bonds are to be

issued were at _ast equ_ to the sum of 115% of the Aggreg_e Debt Serv_e during such Fisc_ Year
(exdu_ng _om Aggrega_ Debt Serv_e any Princip_ Installment, or poaion thereo_ p_d _om a souse
other than Revenuc_, and 100% of the sum of the Oper_g Expenses of the Sys_m certified by the City
and the Required Deposits for such Fisc_ Yea_ and

(b) a cenificme of the Rme Consultant to the effect th_ the esfimmed Revenues for each of the

following five Fiscal Yea_ (plus the Fisc_ Year in w_ch such Bonds are _sued) after _ving effect to any

_creases or decreases in rmes, _es and charges preened for such Fisc_ Years will be at least equ_ to the
sum of ! 15% of the ma_mum estimmed A_us_d Aggregme Debt Serv_e on _1 Bonds then Out_an_ng
_du_ng the Bonds to be issued, and 100% of the sum of the projec_d Operming Expenses and Req_red
DeposRs for such Fisc_ Yea_.

The Authority may issue addition_ Bonds for the purpose of refunding Outstanding Bonds without
s_isth_ion of the requ_emen_ described above only i_

(a) the average annual debt serv_e on the refun_ng Bonds does not exceed the average annu_ debt
serv_e on the Bonds to be refunded, and

(b) the maximum debt service in any Fiscal Year on the refun_ng Bonds does not exceed the
ma_mum debt serv_e in any Fisc_ Year on the Bonds to be refunded.

See "APPENDIX C---GLOSSARYANDSUMMARYOF CERTAINDOCUMENTS--Summary of the Resolution."

Autho_ty Debt

At the d_e of this Offi_ St_ement, the Authofi_ has appro_ma_ $8.03 billion aggreg_e princip_
amount of Outsmn_ng Bonds (Ca_tai Appre_ation Bonds are included at thor accre_d v_ue as of O_ober 1,
2001). In addition, at the d_e of this Offici_ Statement, the A_hofity has appro_m_dy $2.23 billion aggregme
principal amount of ou_nding Second Resolution Bonds. The Authority is authorized to have outstan_ng up
to $600 million of commerci_ paper notes (the "Comme_i_ Paper Notes").

Second Res_ution Bonds are payable from, among other souses, and secu_d by, a pledge of amounts on
deposk in the Subor_n_ed Indebtedness Fund, su_e_ to the fi_t lien on such amounts in favor of the Bonds.
Amounts on deposit in the Subor_nmed Indebtedness Fund will be av_la_ to the ex_nt not utilized for Bonds,
to pay debt serv_e on Second Resolution Bonds.
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The Commer_ Paper No_s are special obligations of the Authority the proceeds of which are used to pay
the costs of capRal improvements to the Sys_m and are payable _om moneys derived from i_evocabl_ direct
pay _t_ of credO. In,rest on the Commcr_ Paper Notes is secured by the Revenues of the Sys_m and the

moneys and inve_ments _om time to time on deposit in the Subordinated Indeb_dness Fund and the funds and
accounts e_ablished under the resolutions authorizing their issuance. The p_dge of the Revenues and the moneys
and investments _om time to time on depos_ in the Subordinated Indebtedness Fund is subject and subordinme

to the pledge thereof made by the Resolution lbr the benefit of the holde_ of Bonds. The pledge of the moneys
and inve_men_ on deposR in the Subordinated Indebtedness Fund securing Commerchl Paper Notes is of equal
priority with the pledge securing Second Resolution Bonds.

The Authority's obligations to r_mburse the banks for moneys advanced by them pursuant to the leue_ of
credit securing the Commer_ Paper Notes, and to pay in_re_ on the moneys advanced are secured by a pledge

of the moneys and invc_mcnts on deposR in the Subordinmed Indeb_dness Fund on a parity with the pledge to
secure the Second Resolution Bonds. Intere_ on such advances is also secured by a pledge of Revenues which is
subordinme to the pledge securing the Bonds.

Other Autho_ty Indebtedness

On May 15, 2001, the Au_ority issued $86,105,000 of its Crossover Refunding Bonds, 2001 E Issue _he
"2001 E Issue Crossover Bonds"); on Augu_ 15, 2001, the Au_oriU issued $171A55_00 of i_ Crossover
Refunding Bonds, 2002 B Issue (_e "2002 B Issue Cro_over Bonds") and $4_58_000 of i_ Cro_over

Refunding Bonds, 2002 C Issue (_e "2002 C Issue Crossover Bonds); and on September 11, 2001 the AuthoriU
issued $41fl45_00 of its Crossover Refun_ng Bonds, 2002 D Issue (the "2002 D Issue Crossover Bonds"),
$213_5_000 of its Crossover Refunding Bonds, 2002 E Issue (_e "2002 E Issue Crossover Bonds") and

$105_35_00 of its Crossover Refun_ng Bond_ 2002 F Issue (_e "2002 F Issue Crossover Bonds", and
tog_her with _c 2001 E Issue Crossover Bond_ the 2002 B Issue Crossover Bonds, _e 2002 C Issue Crossover
Bonds, _e 2002 D Issue Crossover Bonds and the 2002 E Issue Crossover Bonds, the "Crossover Bonds").

Each series of Cro_over Bonds was issued pu_uant to a separa_ Crossover Refun_ng Bond Resolution of the

Amhority. Each series of Cro_over Bonds is secu_d by the proceeds of such series of bonds and any inve_ment
income thereon, until their _spectivc Tender D_cs. Guaramecd _ve_mem contacts are expected to provide
sufii_em amounts to pay de_ serv_e on the Crossover Bonds until _eir respective Tender D_es. The Crossover
Bonds have a subor_n_c lien on the Subordin_ed Indebtedness Fund under the Second Resolution but have no
lien on Revenues. If cea_n con_fions am met on the _vam Tender D_e, _e Crossover Bonds of the

respective series will be exchanged for Bonds to be issued pu_uam to the Resolution and _e proceeds of the

respective series of Crossover Bonds will be applied to _deem Bonds.

Covenant of the State

Section 1045-t of _e Act contours a pledge of the St_e to the holde_ of Bonds not to limit or _mr _e
rights vested in the Au_oriU or the Board by the Act to _lfill _e terms of any agreement made with or for the
benefit of _e holde_ of the Bonds until such o_ations tog_her with _e in_m_ the_on are fully met and
discharged.

11



THE AUTHORITY

Purpose and Powers

The New York City Municip_ W_er Finance Amhofity is a public benefit corporation c_med pu_uant to
the Act. Among its powe_ under He Act, the AuHofi_ may bo_ow mone_ issue debt and en_r into the

Ag_cmem, and refund its bonds and no_s and general obl_ation bonds of the City issued for w_er or sewer
purposes. Ad_fion_, the AuHofity has the power to requ_e that the Board charge and collect suffi_em r_es

to pay He co_s of operating and financing the Sys_m and to enfo_e He o_ation of Hc Ci_ adequacy to
operate and m_n_in the Sys_m, regardless of reimbursement by the Board of the co_s incu_ed by the City for
oper_n and m_n_nanc_

Pursuant to the Act, there is a _u_ry first lien upon He Revenues in favor of He payme_ of all amounts
due to He Authofi_ under He Agreement. The Reven_cs rem_n su_e_ to His lien until pro_on for payment

of all indeb_dne_ issued by the Amhofity has been made. See "CEaT_ LEG_ O_N_O_S" for a description
of the opinion _nde_d by Bond Couns_ th_ in the event of a City bankrup_ a coup, exerci_ng reasona_e

judgment after full con_der_n of _1 _va_ factor, would not hold Ha the Revenues are prope_y of He
City.

Membership

The Act authorizes a seven-member board _ admi_cr He Au_ofi_. Four of He members _f the Board
of Di_c_ am de_gn_ed in He Act as ex offi_o members: Hc Commi_ner of Env_onmental Pr_e_n of
the City, the Di_c_r of Manageme_ and Budg_ of the Ci_, the Commissioner of Finance of the City and the

Comm_Moner cf Environmc_ Conse_v_n of _c Sm_. Of He _e retaking public mcmber_ two are
app_n_d by the Mayor and one is app_n_d by the Governo_ The public members have terms of two yca_.
Pu_uant _) the Act, all members continue to hold office until their successo_ are appointed and qu_e&

The cu_ent members of He Board of D_¢c_ are:

Member O_up_n

Adam L. Ba_ky(l) ..................... Di_c_r of Managemem and Budg_ of the Ci_
Efin M. Crot_(1) ....................... Commis_oncr of En_ronme_ Conserv_n of

the St_e

And_w S. Efistoff(l) ................... Commi_ncr of Finance of He Ci_
Joel A. M_le, S_ P.E.(I) ................ Commi_ner of Environme_ Pro_ion of

the Ci_

Charles E. Dorkey III(2) ................. Pa_ne_ Torys
A_hur B. Hill(3) ....................... Uni_d Parcel Service, R_i_d

James P. Smckey(2) .................... Senior Vice P_dent and Direc_r of Commer_
Deve_pmem, Foist C_y R_ner Compares

(1) Ex offi_

(2) Applied by the Mayo_
(3) App_n_d by the Govemo_

The fol_wing is a b_ef desc_ption cf ce_n office_ and _aff members of He AuHo_:

Mark Page, Executive Di_cmr

Mr. Page was app_n_d A_ing Executive Dkecmr in December 1984 and Executive Die.or in
October 1985. M_ Page also serves as the Depu_ Di_cmr and Gener_ Couns_ of the O_ce of
Managemem and Budg_ of the Cir. M_ Page has worked for the Ci_ since 1978. Mr. Page is a gmdu_e
of Harvard U_ver_ and New York U_ve_i_ School of Law.
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Alan Andes, Treasurer

M_ Ande_ was app_n_d T_asu_r in Oc_ber 1990. M_ Andc_ _so _erve,s as Die,or of _nan_ng
Policy and Coordin_ion for he Office of Manageme_ and Budg_ of he Cir. Prior to j_ng _e Au_ori_
and the Ciff in Sep_mber 1990, Mr. Ande_ was a senior _ve_me_ banker for J. P. Morgan Securities
since 1977 and prior to th_ d_e was Executive Di_c_r of the Commission on Governme_ Effic_ncy
and Economy in B_fimor_ Maryland, M_ Anders is a gradu_e of the U_ve_i_ of Penns_va_a and _e
University of Maryland Law School.

Maoofie E. Hennin_ Secretary

Ms. Henning was app_n_d Secretary in November 1993. Ms. Hen_ng _so serves as Couns_ to he
Office of Management and Budget of the City. Ms. Henning is a gradu_e of _e Stme Unive_iff of New
York _ Buffalo and the Harvard Law School.

Law,nee R. G_n_, Com_rol_r

Mr. Gla_z w_s _pp_n_d Comptr_ler in January 2000. He is a gradu_e of Honda U_versiw.

Thomas G. Pa_fi, Dcpuff Treasurer

Mr. Pa_fi was app_n_d Depmy T_asur_ in November 2000. He is a g_du_e of he St_e
University of New Ycrk _ Buffalo and he U_versi_ _ A_a_y's Rockel_l_r C_lege cf Public Affai_
and Policy.

Philip Wasserman, A_i_a_ Treasurer

M_ Wasserman joined the Au_ofi_ in June of 2000 as a financial an_y_ and was app_n_d As_a_
Treasurer in November 2000. He is a g_dume of Corndl U_ve_y, C_umbia University, and the
U_ve_iff of Texas _ Auxin.

Fresc_tt D. Ulrey, Assista_ Secretly

M_ Ul_y was app_n_d A_i_a_ Sectary in February 1998. M_ Ulrey _so serves as Depu_
Counsel of the Office of Manageme_ and Budg_ of he Cir. He is a gradu_e of the U_ve_iff of
C_ifornia _ Berkeley, he Fischer School of Law and Di_omacy of Tu_s U_versiff and C_um_a Law
School.

Raymond O_and_ Manager of Inves_r R_ations

M_ Orlando was app_med Manager of Investor R_afions in June 2000. He is a g_du_e of the
Un_ersity of Pennsylvania and the John F. Kennedy Scho_ of Governme_ _ Harvard U_ve_
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THE BOARD

Purpose and Powe[s

The Board is a public benefit corpo_fion of the Stme cremcd by Chapter 515 of the Laws of 1984. The
primary _spon_h_ of the Board is to fix, revise, charg_ collect and enfo_e rates and other charges for the
Sy_em.

The Board is _qui_d under the Act to csm_h r_es _ will provide adequ_e funds to pay the debt serv_e
on ou_mn_ng Au_ori_ inde_edness and the Ci_'s co_ of ope_fing and m_nt_ng the Sys_m. In each Fisc_
Year, any amounts _m_ning in the Loc_ W_¢r Fund, after maMng the req&red paymems under the Agreement,
shall be dcposi_d in the General Accou_ in the Oper_n and M_ntenance Reserve Fund and sh_l be av_e

eider as a source of fun_ng t_r Sys_m expenditures or upon ce_ification of the City for deposit to the
Authori_'s Cons_u_ion Fund to pay for _e costs of Sys_m ca_t_ pr_ects. See "A_Dix C--GLOSSARY
ANDSUMMARYOF CERTAINDOCUMENTS--Summary of the Agreement--ApN_mion of Moneys in _e Oper_ion
and M_n_nance Reserve Fund."

Pu_uam to the Le_se, _e Board has a leasehold in_ in the Sys_m for a _rm continu_g until _1 Bonds
or other o_ations issued by _e Au_ofi_ are paid in full or pro_sion for payment has been made. Under the
Lease, _e City will provide billing, c_cho_ enfo_ement and leg_ services to _e Board. The Board is
required to compensme the Ci_ for the cost of these serv_e_

Membership

The Board consists of seven members who are applied by the Mayor for _rms of two years. The A_
also provides th_ at least one member will have experience in the science of w_er resource dev_opment and
that no member of lhe Board will be a member of _e Au_ority. The Ch_rman is app_n_d by the M_yo_
Pursuant to the Act, all members continue to hold office until their successors are appoin_d and qualifie&

The cu_ent members of the Board are:

Member Occupation

Mark R. Hdlerer, Ch_rman ............. PaaneL Pillsbury Winthrop LLP
Susan MHhngton Campb_l .............. Pa_neL Hughes Hubbard & Reed LLP
Leroy Carmichael ...................... Executive D_e_oL Bronx Psyc_mric Cen_r
Ama_ah How_l ....................... Pres_ent, Howdl P_r_eum Produc_, Inc.
Agu_in Rivera ........................ Speci_ AdvisoL New York Ci_ Tech&c_ Coi_ge
David B. Rosenauer .................... PaaneL Gibson Dunn & Crusher
James T.B. Tripp ...................... Gener_ Counsel, Environment_ Defense Fund

The following is a brief"descri_ion of _e staff members of the Board:

Diana Chapin, Ph.D., Executive D_e_or

Ms. Chapin was app_n_d Executive Di_ctor of the Board in October 1996 and Fi_t Deputy
Comm_oner of DEP in Augu_ 1996. She began her career in City government in 1978, most recen_y as
Depmy Commi_ner for Policy and Admi_stration m the Depa_ment of Buildings, where she chafed the
Pluming Board and coordinmed _e One Stop Permitting Program. Prior to thin, she was the Depu_
Comm_fioner in charge of Plan_n_ Revenue and Capi_l Projec_ m the Depa_ment of Parks and
Recre_ion. Ms. Chapin is a g_dume of the U_verfi_ of M_gan, and received a Ph.D. _om Corn_l
Un_e_y where she was both a Woodrow Wi_on F_low and a Disse_ation F_low.

William Kus_rbec_ Treasurer

Mr. Ku_erbeck was appoin_d Acting Treasurer in June 1985 and Treasurer in November 1985.
Mr. Kus_rbeck has worked for DEP since 1979. He has served in various positions in DEP including

14



Die,or of R_es and Revenue, and Die,or of me O_ce of Han_ng. Mr. Kus_rbeck is a gradua_ of
Hu_ Cringe of me Ci_ University of New Ycrk and C_um_a Unive_i_ G_dume Scho_ of Bufin_

Carmdo Emil_, Depu_ T_u_r

Mr. EmH_ was app_med Depmy T_u_r in June 2000. He has worked _r the Ci_ since 1976, and
has se_ed as me Chief of _nanci_ Operations at _e Wmer Boa_ _om 1996. Prior to j_ning the Wmer

Board, Mr. Emi_o worked with me New York Ci_ Office of Managemem and Budget as a Revenue
An_y_. Mr. Emilio is a g_dume of Baruch Col_ge of me Ci_ U_ve_i_ of New York.

Albea F. Moncur_ Jr., Secreta_

Mr. Moncu_ w_ named Acting Secreta_ in Feb_ary 1997 and Sec_eta_ in April 1997. M_ Moncu_
_so serves as Chef of me Mu_c_ _nance Divifion of the New York Ci_ Law Depaamem.
Mr. Moncure h_ worked _r me Law Departmem since 1986. Mr. Moncu_ is a gradume of Dartmomh
C_ge and the Yale Law School.
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THE DEPARTMENT OF ENVIRONMENTAL PROTECTION

Organ_afion

Over 5,700 DEP s_ff members are assigned to _e Sys_m. Approxim_y 800 people wiMin Me Sys_m
staff am assigned to Me design and construction of ongoing carrel pr_ec_, _c_ng pr_e_s within the Carrel

Improveme_ Program, as hereinafter defined, and approxim_y 400 prov_e adm_istrative and suppo_
serv_es _ boM Sys_m and non-Sys_m s_ff. Them are approxima_ 300 ad_fionfl emp_yees wiM_ Me DEP
_aff whose duties are not ml_ed to water and sewer service and whose cost is not _d_ded as a Sys_m cost.

The New York Ci_ Depaamem of Des_n and Con_ruction (Me "DDC") has msponfi_ for Me
construction and mcons_u_ion of w_er and sewer mains in the Cir. Based upon cu_ent wor_oad_ a
propoaion of DDC's stuff equivflent to 450 ful_time positions is dev_ed to Sys_m construction project.

DEP is managed by a Commisfioner, who is app_n_d by Me Mayo_ It is orga_zed into seven bureaus:
Cu_omer Services; W_er and Sewer Operm_ns; W_er Supply; Envkonmenml Engineering; Was_w_er
Tm_mem; Manageme_ and Budge; and Executive Bureaus.

The tbllowing are brief descfi_ns of cen_n managemem personnel responsible for the operation of Me
Sy_em.

Joel A. Miele Sr., EE., Commi_ner

M_ Miele was app_n_d Commissioner in Augu_ 1996. Prior to joining DEP he served as
Commissioner of Me Departmem of B_l_ngs ("DOB") _om 1994 to 1996, and as a Commi_ner of _e
Ci_ Planning Commission from 1990 to 1994. M_ Mielc is a Pro_n_ Engineer wiM more Man _iny-
_ght ye_s of experience and was a foun_ng pa_ner in Me firm of Mie_ Associ_es, Me successor to the

firm of Yud_l and Miele where he was em_oyed as a design engineer _om 195_ through 1965. Mr. Miele
eflis_d in Me U.S. Navy in 1957, and mm_ned active in Me reserve of the Civil Engineer Corps umil his
retirement in 1988 with the rank of Ca_n and Me tit_ of Commodore. He was promoted m Rear Admiral
in Me New York Naval Militia in May 1998. Mr. Miele is a gmdu_e of the P_y_ch_c In_im_ _f New
York.

Diana Cha_ Fh.D., Fi_t Deputy Commissioner

Ms. Chapin was app_n_d Fi_t Depu_ Commi_ner of DEP in Augu_ 1996 and Executive Director

of the Board in October 1996. She began her career in City govemmem in 1978, mo_ mcemly as Depu_
Comm_fioner for Policy and Admi_stration _ the Depa_me_ of B_ings, where she ch_md the
_um_ng Board and coordina_d the One Stop Permitting Program. Prior to the, she was the Depmy
Commisfioner in charge of Plan_n_ Revenue and Carrel Pr_e_s _ the Depa_mem of Parks and
Recm_ion. Ms. Chain is a g_dua_ of Me U_ve_y of M_gan, and received a Ph.D. _om Coru_l
Unive_i_ where she was both a Woodrow Wilson Fellow and a Di_e_n Fel_w.

B_sy C_lin_ Depu_ Comm_fioner

B_sy Collins was app_n_d Dep_y Commissioner for Cu_omer Serv_es in February 2001. Prior to
joining DEP she served as a policy advisor to the Depu_ Mayor for Operations. Ms. Collins e_emd Ci_
governmem in 1989 and has worked at Me Ci_'s Office of Managemem and Budgek the Ci_ Counc_
Office of Overs_ and Investigation and the Depa_mem of Parks and Rec_m_n. She is a gmdu_e of
Bamard Col_ge and received a Ma_er's Degree in Pu_ Adminis_ation _om Baruch C_lege of Me City
U_ve_i_ of New York.

Douglas S. Gmdey, EE., Depu_ Commi_ner

Mr. G_e_y was appointed Director of lhe Bureau of W_er and Sewer Oper_ns in 1996. He has
been with Me Depa_mem of Environmental Pro_ion since 1973 and has served in numerous capac_ies,
_c_ng C_ef of Sy_em Operations, C_ef ¢f the M_menance Di¼s_ and Chief of Me Rep_ Di_s_n
of DEP's Bureau of W_er Supply and Was_w_er C_m Mr. Gme_y is a g_du_e of the S_vens
Institute of Techn_ogy. He is a Pro_nfl Enginee_
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Michael A. Principe, Ph.D., Depu_ Commissioner

Dr. Principe was app_n_d A_ing Depu_ Commisfioner of me Bu_au of W_er Sup_y ("BWS") in
June 2000 and Depmy Commissioner _ May 2001. He has been with DEP since 1981, serving in a varify
of roles, most _ecenfly as me Depu_ Di_cmr of BWS and Chef of me Diction of Dfin_ng Wmer Qu_i_
Con_ol w_hin BWS. Dr. Principe g_dua_d from Corndl U_ve_i_ with a B.S. in Nmur_ Resou_es,
_c_ved a M.S. in Env_onmen_l Science from SUNY Col_ge of En_ronmem_ Science and Fore_ry _
Syracuse, New York and a Ph.D. in Biology from CUNY Gradume School and U_verfi_ Cen_

Robe_ Gaffo_, P.E., Depu_ Commissioner

Mr. Gaffoglio was app_med Di_c_r of the Bu_au of Env_onmental En_neering in 1996. He has
been with the Departmem of Env_onmental Pr_ecfion since 1970, and has served as me Chief of the

Divifion of Com_ned Sewer Overflow Ab_eme_, Depu_ Di_cr for Sewer Deign, and most _cenfly
as Fi_t DepuW D_ec_r of Environmental Enginee_ng. M_ Gaffo_ _c_ved a B.S. deg_e, an M.S. in
Transpo_m_n _an_n_ and an M.S. in Manageme_ from me P_ech_c Ins_m_ of New York. He is a
Pro_n_ En_neer.

Alfonso R. Lopez, P.E., Depu_ Commissioner

Mr. Lopez was app_nted Acting Depu_ Commi_ner of the Bureau of Was_wmer T_mment in
January 200l and Depu_ Commi_ner in May 2001. He has been wire the DEP since 1973 and has served

in numerous posi_ons _du_ng Chief of Process Engineering, C_ef of Noah Fac_es Oper_ns, Chief
of B_s_s Engineering and Planing Di_s_n and most _cenfly as Depmy Die,or of Failles

Operm_ns. Mr. Lopez is a g_du_e of New York Univerfi_ with a deg_e in Civil Engineering and is a
Pro_n_ Enginee_

Labor Rdafions

During me last decade, mere have been no strikes or m_or work _oppages of DEP em_oyees affecting the
Sys_m. Approximmdy 95% of DEWs emNoyees _e members of labor unions wh_h _p_sem such emNoyees
in c_c_e barg_ng with t_e Cir. With min_r exception_ me c_ctive barg_ng agreemems cu_em_
covering DEP emNoyees who are members of labor unions ex_d more man one year ago. The Ciw has
reached an ag_emem with Distri_ Coun_l 37 of the American Federation of State, Coun_ and Mu_p_
EmNoyees ("DC 37"). The m_ori_ of DEP em_oyees who are members of unions are membe_ of DC 37.
The ag_emem cove_ the period from April 1, 2000 mrough June 30, 2002 and prov_es for a 4% wage inc_ase
effective April 1, 2000 and an add_on_ 4% increase on April 1, 2001.
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CAPITAL IMPROVEMENT AND FINANCING PROGRAM

CapRal Improvement Program

The Capitol Improvement Program ap_aNe _ the Sy_em for the Fisc_ Years 2001 through 2011 (the
"CIP") includes the ca_t_ improvements to the Sys_m in the City's Ten Year Capital Swa_gy punished in
April 2001 for the Fiscal Years 2002 through 2011. The CIP included pr_ec_d expen_tures of $11.2 billion for
wmer and sewer th_lities.

The CIP p_sen_d in the fol_wing table enfided "Cap_ Improvement Program" refle_s a rev_w of the
present condition and long-_rm needs of the plant and eq_pmem con_uting the Sys_m. The CIP incorpormes
the req_rements of legal mandmes, the present _acement cycle for these fadlities, extensions to the present

service area, and programs to enhance and optimize the operation of the Sys_m. Al_wances are included in the
CIP for emergency rep_r and re_acement. An annum _wance for esc_n in cost due to inflation of 2.3%
in Fiscal Year 2002, 2.5% in Fisc_ Year 2003, 2.7% in Fisc_ Year 2004, 2.6% in Fisc_ Year 2005 and 2.5% in

each of the Fiscal Years 2006 to 2011, has been include& using Fisc_ Year 2001 as the base year.

The CIP presents the maximum authorized levels of work. The actu_ work done in any given year will
differ from thin outlined in the CIP. Pr_ections cont_ned in the CIP concerning routine re_acement and
extenfion work on the Sys_m and its components a_ likely to vary from a_u_ performance. Gener_IL work
occu_ more s_w_ in aggreg_e than ofigin_ preened. Tim_g of this work is not critical to the wdfare of
the Sys_m. Work projec_d in the CIP substanti_ exceeds those levels requi_d in order to m_ntain the

cu_ently top-rmed con_tion of the Sy_em.

The Ten Year Carrel Sumegy was punished on April 25, 2001 and will be updmed by the cu_ent ca_t_
plan, which is revised mo_ frequently than the Ten Year Carrel S_egy.

The CIP was ev_umed _dependently by M_calf & Eddy, the Authofiff's Consulting Engineer. M_c_f &
Eddy concluded thin the CIP is comprehensive and responfive to the long-_rm needs of the operation of the
Sys_m. See "APPENDIX A--LETTER OF METCALF & EDDY, CONSULTING ENGINEERS."

While Black & Vemch, the Authofi_'s R_e ConsuRanL has not performed a d_led independent renew
of the capita program elemen_ and has not made an engineering ev_uation of the Sys_m, Black & Vemch has
concluded th_ the gross level of ant_ipmed comm_ments through 2011 as reflec_d in the CIP, appears to be
reasonable compared to other large water and wa_ewmer utifitie_
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Capital Improvement Program

(Thousands of Dollars)

FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 Total

WATER SUPPLY AND TRANSMISSION
City Tunn_ No. 3 S_gel .............. $ 36_09 $ 14,000 $ 23_000 $ 73A)00 $ 9,300 $ -- $ -- $ -- $ -- $ -- $ -- $ 36_209
C_y Tunn_ No. 3 Stage I1.............. 133_84 88,771 3_0(}0 357,000 3751_ ...... 652,355
M_cd_neous Programs ................ -- 10,000 ......... 1_000

Su_ ............................. 169_93 112fl71 27Z000 43_000 4_ ...... I_31564

WATER DISTRIBUTION
Augme_ation of Wmer Supp_ Sy_ems .. 6 1,710 ......... lfl16
Crmon _Rr_n Proje_ ................ 11_ 143_90 639_00 ........ 793_1
Co_os_n Prmection Sy_em ............ -- .... 2,300 ..... 2,300
Dam Sa_ Program ................... 116 35,957 69,276 66,600 11,000 -- -- 11,000 -- 11_00 -- 204_49
Map_ng and Te_m_ry ................ 12,000 .... 2,800 ..... 14,8_)
Trunk Distrib_n and M_n Ex_ns_n ... 20,931 3_840 44,248 57_45 37,772 16,000 3.5(_) 14,100 -- -- -- 225,336
Tmnk Distribution and Main Rep_ceme_ .. 97,237 76,326 98,753 57,816 48,567 5_199 65,5_) _),000 60.000 6_ 60_00 738,398
W_er Qu_i_ Preservation ............. 386,859 113,891 151,885 56.800 1_000 27.265 1_000 5_) -- 5,000 -- 76_71_)

Su_ ............................. 528.149 402,514 1_03,162 239,161 107,339 102564-- 79_1 9_ 100 60_00 76,000 6_000 L747_89

WATER POLLUTION CONTROL
Bi_o_c_ Nutriem Rcmov_ ............ 9,390 182_1 2_000 25.000 25,_ 25,_ 25,000 .... 153,630
Consc_ Dec_c Upgra_ng &

Construction ........................ 656,365 337.377 489,384 115,801 -- 217.000 ..... 1_ 15_27
Pla_ Upg_ng & Con_ru_n ......... 58,954 189,156 59,040 28,130 43_21 3_130 30,130 3_130 3_130 -- -- 499,221

_:_ _antSludgecomponemDisp°sal " "" " " " "" " " "" "" " " " " "" "........... " "Stabiliza_on264_072"871 45559826'876 228,(F.00-- 315_2_500 3_,000-- 62,500-- 15_(_0-- 165,000-- ---- ---- ---- 1,981,1085_247
W_er Qu_i_ Mand_es ................ 146,245 175.165 341.775 169_76 98.813 121,000 105,_ .... 1,157_74

Su_ ............................. 1.138,132 1_02_12 1,144,199 680_ 10 507,234 455_30 310,130 195,130 30,130 -- -- 5,663,207

SEWERS
Re_acemem or Augmcntat_n of Existing

Sys_ms ........................... 9_2 13.567 13,891 8,2(10 -- 11._ ...... 55.730
Ex_n_ons to Accommod_c New

Deve_pmem ....................... 32.102 99,270 115,676 59.272 52.295 27,800 37,_ 37,800 37.800 42,_ 42._ 585A15
Prog_mm_ Response _ Regul_ory

Manda_s .......................... -- -- 9,000 ........ 9_00

Prog_mmm_ Replacemem and
Rccon_ru_n ...................... 2.129 2,790 8.000 5,200 5,200 3,200 3.200 3,200 3,200 3,200 3.200 42519

Rc_acement of Chron_ly F_ling
Componcms ........................ 132,708 131 _26 54_58 35,531 41.317 35._ 45,000 45,_ 45,000 45,000 45.0I_1 655_1

Trunks ............................... -- 139 ......... 139

Su_ ............................. 176_ 11 247.192 211_625 108.203 98,812 77,_ 86,000 8_000 86_ 91 _) 91.000 1,347,843

EQUIPMENT
Con_rv_n ......................... 20,710 25,606 2_223 22,223 4,223 4,223 4.223 4223 4,223 4,223 4,223 124,323
Management Information Sys_ms ....... 6_46 18,134 1_64 1.500 1500 ...... 28,644
Facil_y Pu_ha_s & Recon_n ...... 4.146 63,820 1,953 -- 30.(_10 -- 3_000 .... 12_919
Ufili_ Re_c_n for Sewer and W_er

Main P_ec_ ....................... 31 ,(_0 1_796 10_) 1_ I_000 10,000 10_00 10_ 1_000 10.250 1_506 133,192
Veh_s and Eq_pme_ ................ 7.626 27,723 2.2_) I_00 1.000 ...... 39_49

Su_ ............................. ---70,168 14_079 41,840 34.723 --4_723 ---14,223 44,223 14.223 14,22"_ 14A7J 14,729 455_27

TOTAL FUNDS .......................... $2_82A53 --SZl1_968-- $2A61_26 $1A9Z297 $806,908 $649A17-- $519.353 $385A53 $19035_ $181A73 ._5,72_ $1124_230



Following is an ex_anation of i_ms in he pm_ng table under he ca_ion "CAP_AL IMPROVEMENTAND
_NAN_NG PROGRAM."

Water &_pp_ and Trammission

Tunnel _ S_ges I and II of Tunnel 3 include come,on of he Broo_yn/Queens and Manhattan
segments. Excavation of S_ge I was comp_d _ 1985. S_ge I became operational in J_y 1998 and has
improved the ml_li_ of the uansmi_n sys_m. Stage 1 ca_l expen_tures include costs of the Hillv_w
Reservo_ Cove_ Com_efion of he Broo_y_Queens _gmem of Stage II will improve services _ Staten Island,
Brook_n and Queens. Construction of the Manhattan segmem of S_ge II will Ibllow com_etion of _e
Brooklyn/Queens segmem of Stage II. Stage II is scheduled to be com_ed in 2008. See "THE SYSTEM--The
Wmer System--Wmer C_ction and Di_fibufion."

Water D&t_but_n

Cromn Fi#er Project. The Ci_ is a pa_y to a _der_ coua consent decree wih he Uni_d Stmes and the
State which sets out a fim_ab_ for the design and con_rucfion of a ful_sc_e water tmmment _cili_ to fil_r
Cro_n Sys_m wme_ See "THE SYSTEM The Water System--Governmental Reg_ation."

Wastewater Treatment

Consent Decree Upgrading and Con_ruction. The Clean W_er Act (as hereinafter defined) and he State
Consent Decrees (as hereinafter defined) require con_ru_n of an inte_e_ing sewer for one of he fouaeen
plants, and the upgrading of hme plants. These pr_ec_ am designed to improve the qual_y of the su_oun_ng
w_e_.

Water Qua_ Mandates. During periods of heavy min_ll, a com_nation of _ormwmer and sewage
bypasses uemment and is released into the Ci_'s waterways. This program prov_es for he study, design and
construction of the _d_fies necessary to con_ol the polluting effects of such rdease_

P_nt Upgrading and Recon_ruction. This program includes var_us projec_ undeaaken to upgrade or
mcon_ru_ sewage pump _ation_ motor vessels, mgulam_ and components of the plant Uemment sysmm.

P_nt Component SmbiHzafio_ This program includes the m_acement and mcon_ruction of _iling
components wit_n the fouaeen plants and their mimed _l_es necessary to m_nt_n process rdh_.

Bio&g_al Nutrient Removal This program will provide for the retrofit of five wmer p_fion congol
plants to decrease he amount of niuogen _scharged into he su_ounding wme_ Ongoing _udies will de_rminc
the _ng-_rm plan for niuogen remove.

Sewe_

Rep_cement of Chronically Failing Components. This Frog_m provides for the m_acement of sewe_

hat have _ready collapsed or expe_ence chronic m_funcfions (for examp_, sagging, bends or improper
alignment) th_ cannot be overcome hrough m_ntenance or experence chronic m_funcfion due to inadequ_e
capacity.

Programma_c Rep_cement and Recon_uc_o_ Sys_m_ m_cement of sewe_ con_ruc_d wih wh_
arc now considered to be subs_ndard m_hods and m_eri_s or wih mme_s that have exceeded heir usc_l

li_ has been undcaaken. This will avoid more cosily future mp_ and will improve the general rd_ of
the Sys_m.

Programmat_ Response to Regu_ry Manda_ A prog_m to address the mand_ed construction of new
sewe_ required by he Clean W_er Act has been e_a_isheC This prog_m is designed to dimple the
occa_on_ _scharge of um_ed sewage.
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Replacement or Augmentaron of Exiting Sysmm. The combined sewe_ must be large enough to convey
a ce_n amount of both _ormwmer and sewage flow based on population density, indu_rial discharges and
_ormwater runoff in the sewered area. Some exi_ing sewe_ fail to handle this flow adequatdy due to events
occurring subsequent to their origin_ design.

The sewer projects contained w_hin this c_egory will increase the capadty of these sewe_ to adequate
levels through reconstruction, repel replacement or diverfion of flow into supp_ment_ sewer pipe. Also
included in this category are sewer projects that are undeaaken primarily because other in_astructure projcc_
make such sewer work defirable. These projec_ include the construction of sewe_ in conjunction with other
uti_ties' (such as wateL gas and e_ctfic) road recon_ru_ion and m_or land use changes.

Exmnsions to Accommoda_ New Developmenr The City must provide acceptable sewage disposal
m_hods for refidents within its jurisdiction and must therefore con_ruct new sewe_ as required. The

con_ruction of sewe_ to replace septic tanks in popul_ed areas avoids heath prob_ms assooated with viruses,
bac_ria and other sewage-related pollutants and minimizes stormwater flooding.

Equipment

Utility Relocagon.for Sewers and Wa_r Main Project_ Under the City's cos_sharing agreement with gas
utilitie_ the City is required to pay 51% of utility work required as a result of water m_n and sewer construction
project.

Installation of Water Memrs. This includes the in_lation of water meters and other fixtures in order to
more accurately measure water usage for billing purposes and to encourage conservation.

H_tofical Capital Program

The lbtlowing table presents capital commitmen_ and capital expenditures of the Sy_em for Fiscal Years
1996 through 2000. Capitol commitmen_ are con_actu_ obligations en_red into during the Fiscal Year while
capi_l expenditures represent cash payments made during the Fisc_ Year.

System Capital Comm_ments and Expend_ures
(Millions of Dollars)

1996 1997 1998 1999 2000

Sy_em _1 Sy_em _1 Sy_em _1 Sy_em AH Sy_em All
CommRmen_ Fund_l) Fund_ Fund_l) Fund_ Fund_l) Fund_ Fund_l) Fund_ Fund_l) Fund_2)

W_erSup_y ................. $ 32 $ 32 $ 17 $ 17 $ 58 $ 58 $ 4 $ 4 $ 71 $ 71

W_er M_ns .................. 315 343 460 462 152 152 _ 203 271 27 I

Sewer ........................ 126 126 166 166 184 184 185 185 240 240

Wmer P_lm_n Comrol ........ 254 312 352 355 320 321 198 199 420 420

Eqmpmcm .................... 182 182 185 185 98 98 81 81 66 66

T_al .................... $909 $ 995 $1,180 $1,185 $812 $813 $668 S672 $1_68 $1,068

1996 19_ 1998 1999 2000

Sy_em A_ Sy_em MI Sy_em _1 Sy_em AH Sy_em AH
Expcnd_ures Fund_l) Fun_) Fund_l) Fund_ Fund(l) Fund_ Fund_l) Fund_ Fund_l) Fund_

Wa_rSup_y ................. $ 96 $ 96 $ 71 $ 71 $107 $107 $ 87 $ 87 $ 75 $ 75

W_er M_ns .................. 320 321 298 316 211 220 187 190 168 169

Sewer ........................ 126 126 163 163 162 162 174 174 218 218

W_er Pollution Conw_ ........ 216 267 206 239 237 249 274 278 263 268

Equ_ment .................... 196 196 189 189 62 62 59 59 68 68

T_ .................... $954 $1_6 $ 927 $ 978 $779 $800 $781 $788 $ 792 $ 798

(1) S_m Funds include _c proceeds of Au_ofi_ bonds so_ _ to the pubic and _ose pfiv_y _aced w_h _c EFC (as defined

brow) under the _v_ng _nd pro_am and Sy_em revenues.

(2) All Funds include _der_ and State ca_tal g_n_
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Finandng Program

Pdor Financ_ Since _e fi_t issuance of bonds by the Au_ori_ in 1985, carrel improvements to the
Sys_m have been financed primari_ with (1) proceeds of bonds sold di_cfly to the public and pdv_e_ _aced
with the New York Stme Environment_ Facilities Corporation ("EFC") in connection with the _v_v_g loan
fund program described brow, (2) _der_ and S_ capital grant_ and (3) pay-as-you-go ca_t_ p_d from
Sys_m revenues. See "Debt Service RequirementS' brow.

Future Financ_ The Authority estim_es thin appro_m_Oy 99% of the Sys_m's capital co_s will be
p_d from proceeds of bonds and other forms of inde_edness so_ to the public and pfiv_dy placed with EFC

and Sys_m revenues. For purposes of foreca_g rcvenue _q_rements for the Sys_m, _e princ_ amount of
bonds e_im_ed to be issued in each of the Fisc_ Years 2002 _rough 2006 averages approximately $1.8 billion
per year and the amounts of pay-as-you-go ca_t_ to be paid from Sys_m revenues are approxim_Oy $40
mill_n in Fisc_ Year 2002 and approxim_y $20 million in Fiscal Year 2003. See _e ruble entitled "Sources
and Uses of Capital Funds" under "CA_TAL IMPROVEMENTANDFINANCINGPROGRAM."

Histofic_ly, feder_ grant funds were prov_ed pu_uant to the feder_ W_er P_fion Con_ol Act, as
amended by the Clean W_er Act of 1977 and by the W_er Quality Act of 1987 (the "C_an Wmer Act"), in a
program adminis_red by _e stores, for construction and reconstruction of wasmwa_r _eatment _dlifie_ The

City has used these grant lhnds for five sewage _c_ment _ams: Oakwood Beach, Coney Island, Owls Head,
Red Hook and Noah Rive_ The C_an W_er A_ cu_enfly _qui_s st_es to use _der_ funds in reviving loan
programs in lieu of a feder_ grant program for was_w_er _e_ment fadlities. To this end, a _v_ng loan
program has been e_ablished by the State and administe_d by EFC in order to utilize _der_ financi_ assistance
tog_her with State m_c_ng grants in a program to assist mun_itics to con_ru_ eligible sewage fadlities
by providing subsidized loans. In ad&fiom pursuant to the Sa_ Drin_ng W_er Act Amendments of 1996, the
St_e has also i_fimed a revering loan program to prov_e loans for drinking w_er Fryers. The Authority has
partidp_ed in loans under bo_ of the _v_ving loan programs and amicipmes fu_her bo_owing under the
programs. See "THE SYSTEM--The W_er System--Governmental Regimen" and "THE SYSTEM--The Sewer
System-_Government_ Reg_ation." Imp_ment_ion of the CIP is dependent upon the Authority's ability to
market its securities successful_ in the public c_dit mark,s.
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Sources and Uses of Capital Funds

The following table presen_ the projected flow of funds in the Construction Fund of the System as of
June 2001. The total proceeds from future issues of Bonds and Second Resolution Bonds are shown on Line 1
and the proceeds of Commercial Paper Notes are illuswatcd on Line 2. Lines 4 through 8 show the dispo_tion of
the proceeds. Lines 9 through 14 of the table ind_ate activity in the Con_ruction Fund for each year of the
reposing period.

Sources and Uses of Capital Funds
(Thousands of Dollars)

Line Period
N_ D_cd_n FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 To_l

Disposition of Bond Proc_
1 _ocee_ from S_e of Bonds ......... $ 98&626 $ 1.751,137 $ 1_2_666 $ 1_9_386 $ 1_92_46 $ 1.603_86 $10,049,548
2 _oc_ _om Comme_ial Paper

N_ ........................... 46_824 1,621,603 1,64_000 1_05,000 1,71_000 1,45_000 _71L427

3 T_M Proc_ds ..................... IA5&450 _372_40 3A6_666 3_00_86 3,6(fi346 3_5_386 1_762_75

T_ns_

4 Reining of Prior Bon_ ............ 426,825 ..... 426.825

5 RdNemem _ Comme_ial Pap_
N_ ........................... 461,989 1_22_96 1,64_000 1,80L000 1313,000 1,45_000 8,706,485

6 Construction Fund .................. 469.824 1.621,603 1,649.000 1,805,000 1313 _00 1,455,000 8_ 13A27
7 O_e_l) ........................... 97,812 128,641 171_66 19_386 17_346 148,386 91&238

8 Total T_ns_ ..................... 1_5&450 3,372,740 _46%666 3_00386 3,605_46 3_5_386 18362_75

Congmction Fund

9 Beginning BMance .................. 539,573 122,397 25_000 25_000 25&000 25_000 539,573

10 Trans_r _om Commc_i_ Paper
N_es ........................... 469,824 1_21 _03 1,649,000 1,805,000 1313,000 1,45L000 &713 N27

11 Revenue _nanced Capital
Construction ..................... 40_00 40,000 2_000 -- -- -- 100,000

12 Total Av_lab_ ................... 1.049,397 1,78_000 1_ 1_ 2,055,000 1.96_000 1,705,000 9,353_)00

13 Le_: T_ Req_ments(2) .......... _27,00_ (1,53&000) (1_69_00) (1.805,000) (1313,000) (1,455.000) (9,103,000)

14 En_ngB_ance .................. $ 122,397 $ 25_000 $ 250,000 $ 25_000 $ 25_000 $ 250,000 $ 25_000

(1) Includes issuance co_s, De_ Se_e Rese_e Fund _q_men_ and capitMized in_m_.

(2) Cash req_me_s _fle_ commitmen_ _om cu_em and prior ye_s.

To_ls may n_ add due _ roun_n_
Source: B_ck & Ve_cE
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The following table shows projected debt service requirements including payments on outstanding bonds
and on future bonds to be issued in financing the CIP as of June 2001. See "CAPITAL IMPROVEMENT AND

FINANCIN6 PROGRAM--Debt Service Requirements."

Future Debt Service Requirements
(Thousands of D_rs)

Line Bond FY FY FY FY FY FY
N_ Description Issue 2001 2002 2003 2004 2005 2006

_r_ Resolution Debt Service
1 Oms_n_ng Bonds ....................... $ 49_975 $ 500372 $503_30 $503,795 $ 509,359 $ 493_50

Am_ed FutureBond Issues
2 _scal Year 2002 Bond_ 1) .............. 995,137 -- 24,563 73,922 68,799 68,799 68_99
3 Fisc_ Year 2003 Bonds ................. 1_20_66 -- -- 33,192 118,444 110,334 110334
4 Fisc_ Year 2004 Bonds ................. 1_9_386 -- -- -- 38_80 138.709 128,960
5 _scal Year 2005 Bonds ................. 1_92346 .... 37_69 132_63
6 _scal Year 2006 Bonds ................. 1303386 ..... 30_43

7 Tot_ _r_ Reso_fion Debt Serv_c ......... $ 490,975 $ 524,935 $61_544-- $729,818 $ 865,170 $ 965,249
Subor_n_ed Inde_edness

8 Sho_-term O_ations .................... 27_00 27_00 27,000 27,000 27,000 27,000
9 Out_an_ng Bonds ....................... 163,334 179,813 17_477 181_34 188,128 193A66

A_ed Futu_ Second Res_mion Bonds
10 Fisc_ Year 2002 Bonds(2) .............. 75_000 -- 42,007 64,122 64,122 64,122 64,122
11 _scal Year 2003 Bonds ................. 300,000 -- -- 1_968 2_784 26,784 2_784
12 _sc_ Year 2004 Bonds ................. 300,000 -- -- -- 11_19 27,852 27,852
13 Fiscal Year 2005 Bonds ................. 300,000 .... 11,785 28.391
14 FiscN Year 2006 Bonds ................. 300,000 ..... 11,785
15 Less: Cu_em Capitalized Ime_s_3) ........ (3_78) _,379) (1,521) (383) -- --
16 Less: Futu_ CaNtal_ed N_sff4) ......... (1,500) (1_00) (1,500) (1J00) (1_00)
17 Le_: Cu_e_ EFC Subs_yO) .............. (28,882) (27,655) (2_554) (25N36) (24,261) (23_24)
18 Le_: F_u_ EFC Subs_y(6) ............... (8_39) (15,141) (21_85) (27,555) (33_89)
19 Le_: EFC Payments(_ ................... (11,192) (11,265) (10,619) (9_25) (8,805) _N55)
20 A_uN DeN Serv_e on

Subordinmcd _de_edncss ............... $ 14Z182 $ 197,382 $223,232 $251.630 $ 283,550 $ 313,732
21 Less: Inm_ Earn_gs on Subordinme De_

Scrv_e Fund .......................... (1575) (1_83) (1990) (2279) (2_18) (2,194)
22 Less: Carryforward Revenues .............. (126,541) (122,174) (61316) (39_30) (2Z526) (8N86)
23 N_ DeN Servke on Subor_nmed

Inde_edness .......................... $ 19,066 $ 73,525 $15%926 $21_321 $ 25_006 $ 303_52
24 T_al De_ Serv_e PayaNe _om Cu_ent

Revenues (Line 7 + Line 23) ............. $ 510,041 $ 598_60 $770N69 $94_138 $1,119,176 $1268301

(1) _dudes esfim_ed de_ servke on _e _scal 2002 A Bonds and NscN 2_)2 G Bond_
(2) Includes esfimmed den serv_e on _c Second ResNufion Bond_ 2002 Series 1and 2002 Series 2.
(3) Includes caNtal_ed _ on o_s_nding Second ResN_n Bond_
(4) Includes caNmlized i_em_ on am_ed _re Second RcsNmmn Bonds.
(5) Includes _e e_immcd EFC subsidy on o_smnNng Second ResNufion Bond_
(6) Includes _c esfimmed EFC sub_dy on am_med Nmm Second RcsNufion Bond_
(7) Rcp_sen_ _e anticipated transfer of surplus payments used to offs_ imere_ paymems on Second ResNmion Bonds.
T_als may not add due m roun_ng.
Soume: BNck & Vemch.

Debt service payments on anticipated future Bond issues reflect a 30-year term wRh level annual payments.
The interest rates used in computing the anticipated debt service payments for future fixed rate issues average

5.65% for Fiscal Year 2002, 6.15% in Fiscal Year 2003, 6.65% in Fiscal Year 2004 and 6.9% in each year

thereafle_ The interest rate used for currently outstanding and future variable rate issues is 4.5%. The amount of

long-term variable rate debt currently outstanding is approximately 10% of the Authority's total debt outstanding

and is expected to range between 10% and 15% in the future. Debt service paymen_ on anticipated future Second

Resolution Bond issues assume that Second Resolution Bonds continue to be issued to EFC and reflect a 20-year
term with level annual payment. The actual debt service requirements of the Authority will likely differ from

the debt service requirements projected in the foregoing table.

The interest rates used in computing the anticipated debt service payments for future EFC bonds secured by
Second Resolution Bonds average 5.6% for Fiscal Year 2002, 6.1% in Fiscal Year 2003, 6.6% in Fiscal Year

2004 and 6.85% in each year thereafter. The Capitalized Interest and EFC subsidy shown in the table include
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interest capitalized for one year on bonds sold to the EFC and subsidies expected to be provided by the EFC for
these issues, respectively. It is also anticipated that Authority bond issues sold to the EFC will continue to be
structured so that the interest on such bonds is calculated net of the anticipated EFC subsidy.

Debt Service Requirements

The following schedule sets fo_h the amount required to be paid during each Fiscal Year (ending June 30)
shown below for the payment of the principal of and the interest 0ncluding the Accreted Value of all Capital
Appreciation Bonds) on Outstanding Bonds issued under the Resolution and the Second Resolution assuming
that Variable Rate Bonds bear interest at a fixed rate to their maturity of 4.5% per annum. The schedule does not
include debt service on any out_anding Authority Commercial Paper Notes.

2002 Sed_ 2
_scal Ou_nd_g Second Total Second To_l Ou_n_ng
Year Ou_tanding F_cfl 2002G To_l Second R_ufion Reso_tion Resolution Bonds and Second

En_ng Bonds To_l Bonds Total Bonds Debt Bonds To_l Debt Bonds To_l Bonds Debt Res_ufion Bonds
June 30 Debt Serfic_l_ Debt Servke Serfice Service(2) Debt Servk_2) Serfic_ Debt Serfic_l_

2002 $ 511.15_016 $ 7,248,567 $ 518A01_83 $ 14_21_314 $ 3_28,178 $ 149A44A92 $667_46_75

2003 51_744_85 1_964_19 525,70_004 14_488,153 5,102,125 15159_278 677,29_282

2004 515,111,155 1_964_19 52_07_374 15_90_561 5303250 160,211,811 686_87,185

2005 52_465_12 10_64219 531A29230 164,985,017 5364A50 17_349_67 701_78_97

2006 N_,65_215 1_964219 515_23A34 17L72_614 5_25250 178,04_864 693,673,298

2007 50A_99308 1_964219 515A63_27 175,795,831 528_850 181_8<681 696.548,207

2008 521_87fi61 10,964,219 532.851,780 18_551_58 523_850 187388,5(_ 720.640,288

2009 52_493_10 1_964219 535A57_29 185fi7_894 5200_50 19_871_44 726,328,773

2010 511 _34A05 10,964,219 522.898,624 21_55_833 5,157_50 22_715_83 743_1_507

2011 501_3_312 10,964,219 51230Z531 234,643,556 5,111250 239_754,806 75Z057337

2012 501_7_0(11 10,964,219 51Z83_220 246,666,896 5_62_) 251_2_396 764,567.616
2013 51_36Z575 1_96_219 521,331,794 23_638_12 5_1_663 239_53_75 760,985,368

2014 521,865,181 10,964,219 532,829,400 117_5_285 _968_63 122,924,948 65535_348

2015 55_938_76 10_64219 567_0Z895 95_82278 4_23.163 100,605,441 668.508,336
2016 55_907_24 10,964,219 567,871,742 86fi5_323 _872_13 9152L236 65_394978

2017 55_619236 10_64219 567fi83A55 77,808,845 _822_13 82_31358 65_21L213

2018 56_19_018 1_964219 57_158236 6Z81_586 _76_913 6L584A99 645,742,735

2019 56_81_144 10,964,219 576_79362 5L17_385 _722_13 5_899298 636_78fi60

2020 565_08210 1_964219 57_772A28 4_881_85 _65_163 45fi3%148 62_311_77

2021 566,001,994 10,964.219 576_6_213 15_8_910 _606_13 2_49_323 597_59_36

2022 56_32_671 10.964,219 577,289,890 15,102271 2A73,_ 1_575_71 59_865fi61

2023 565_58_34 1_964_19 57_823_53 _18_265 2_50._ 11_3_265 588_53317

2024 56_055,128 1_96_219 57L01%346 _ 144_68 Z413_50 11_5_218 58&577_64

2025 56<91_753 1_964219 575_7_971 9285274 2380250 11fi65_24 587_40A96

2026 565,80_881 1_964_ 19 57_771,100 9A33275 234_250 11_8Z525 588,553,625

2027 52136_ 1_) 10_64219 53233_319 _59L708 Z31 _500 11,913,208 54424_527

2028 46120AA25 1_964219 47Z168_44 9_63326 2,27_00_ 12_37_26 484,2(_,370
2029 461208306 10_64219 47_17Z525 %94L837 2,240,000 1Z18_837 484361362

2030 461_8L163 1_964219 47L54_381 1_13Z709 Z20_000 12,34_709 484,89_090

2031 47Z439356 35_64,219 513A03_75 10,329.897 L1635_ 12A9Z897 525_96A72

2032 477A32A75 101_57_69 578A90A44 -- -- -- 578_90.444

2033 49_136_88 5,_1.000 501_3_488 -- -- -- 501.13_488

2034 -- 105,000,(_0 105,000,_ -- -- -- 105,00_000

T_ $1_785_0_917 $56126L879 $1734627_796 $L915_32265 $12199_566 $3_37_31_35 $2_38391_631

Tm_s may n_ add due m roun_n&

(1) A_umes _m on the respective Cro_over Tender Dines. _c Cro_over Bonds will be exchanged lbr Bonds and _c proceeds of the

respective series of Cro_over Bonds win be applied m redeem ceamn Omman_ng Bond_

_) N_ of am_ipmed ca_l_ed _re_. subs_y and surplus pa_ncms from EFC.
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FINANCIAL OPERATIONS

The fol_wing mb_s p_sent ce_n _s_fic_ d_a relating _ _e Sy_em wh_h have been derived from _e
books and records of _e Ci_, _e Au_ori_ and _e Board. For a _scu_n of the effect of the events of _e

Wo_d Trade Cen_r aaack on _venues and operating and m_n_nance expenses, see "I_v_OD_¢TO_¥
SVA_ME_T--Recent Even_."

Revenues

The tbl_wing _ble p_sem_ on a cash basis, the Sy_em revenues received during Fisc_ Years 1996
through 2000 as derived _om the sup_ement_ _ched_es of cash _ceipts and _sbu_eme_s _ash basis) which
accompany _e annual finan_ _emems for Fisc_ Years 1996 through 2000.

Sys_m Revenues
(Thousands Cf Dollar_

RevenueC_o_ 1_6 1997 1998 1999 2000

Flat Rate---WaterandSewerCharges(1) ..... $ 492,710 $ 495,275 $ 483,601 $ 466,837 $ 454,887
Metered--Wmer and Sewer Charges(l) ...... 596,582 641_49 785_86 842,436 907,350
Meter_Upstate Cu_omers ................ 8,295 8,597 11,902 i4,252 18,994
M_ceHaneous Revenues(2) ................ 38,558 62,951 73,367 51,136 49,950
ln_ Penalff--Lme Charges ............. 21,097 23,949 19,271 19,445 24,250
In_ Income .......................... 68,465 64,883 97,739 85,872 74_67

Tax Lien S_3) ......................... 25,358 13,595 -- 25,912 7,449

Tot_ ............................... $1,251,065 $1_l_499 $1A70_66 $1fi05_90 $1fi37_47

(1) _c_s b_h cu_e_ p_mems andp_mems r_mg _ _u_s inarre_s.
_) M_cd_o_ Revenues_e pfim_i_ compiled of w_er and _w_ connc_n anddisconnection_es, _p_r _es, meteri_lat_n

fees, water_e _rmi_, s_ m_ _a_ng _ andsub_dypaymems_om EFC.
(3) In connection_th s_es of l_ns on real_o_y _cufing ddmque_ pmpe_y_xe_ _e CRyDepartm_t of _nan_ _so s_d l_ns on

_ch _o_y _cufing de_nquemw_ and_w_ chugs.

The table above _cords actu_ cash _c_ved by the Sys_m and does not reflect ehher accounts _c_va_e
or billing accrues. The Sys_m has consistently re_ed c_ns of cash revenues in amoun_ excee_ng co_s
for de_ serv_ cuwent operations and _qui_d levels of coverage. This has been achieved while m_ng
_denfi_ water and sewer serv_e cos_ m a levd wh_h is b_ow _e average of comparaNe large cities.

The fo_cas_d cash flows and anti,pined fum_ _ inc_ases rake into cons_eration _e antidpmed effects
of new iMtimives by _e Board and DEP to enhance _e effi_ency of cNM_n for water and sewer bill_gs. These
iNtimives indud_ but are n_ limited m, the folMwing: e_aNish_g a delinquem accoun_ unit for smMl to mM_e
customer; omsourdng seMc_d de_nquency notification and cNlection _n_ions m _pumNe cNlem_n or cred_

organ_ations; shuNng off wmer and sewer serv_e for nompaymem of bills; and se_ng l_ns securing unpMd w_er
and sewer charges. It is assumed thin some of _ese initiatives or others will gradually _sult in a 4% increase in
• e overMl _te of cash collections during _e fo_ca_ period, _ ad_t_n to inc_ases from higher rates. In _e
event _ DEP is not as successful as am_med in imNemenfing _e enhancemem to cu_ent cNMction mrategies,
• e acmM increases in user rates in futu_ years may be higher _an the Mc_ases thin am cu_ently fo_cas_d. For
a mo_ derailed NscusMon of billing and collection, see "RATES A_D Bm_NGS."
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Expenses

The following table presents System expenses for Fisc_ Years 1996 through 2000 on an accrual basis which
have been derived _om the annual financial _atements for Fiscal Years 1996 through 2000. These expenses
represent operation, maintenance and general expenses excluding the lease rental payment to the Cky and ceaain
other _ems.

System Expenses
(Thousands of Dollars)

Expense C_egory 1996 1997 1998 1999 2000

Wate_ 1)

Personal Service(2) ........................ $ 94,446 $ 97,268 $ 96,734 $100,010 $130,583
Other Than Personal Serv_e(3) .............. 112,356 123,027 133,222 159,516 123,530

Total ................................ 206,802 220,295 229,956 259,526 254,113
Wastewate_ 1)

Personal Service(2) ........................ 152,541 157,815 163,436 162,310 182,867

Other Than Personal Serv_e(3) .............. 170,801 186,002 189,791 193,433 172,989

Total ................................ 323,342 343,817 353,227 355,743 355,856

Sub-Tot_ ............................ 530,144 564,112 583,183 615,269 609,969
Administrative and General(4) ................... 14,490 13,374 11,217 13,506 10,092
Indirect Expenses(5) ............................ 39,784 38,682 63,126 37,676 40,811

Total Sy_em .......................... $584,418 $616,168 $657,526 $666,451 $660,872

(1) Cen_n hi_ofic_, admi_mfive and overhead co_s of DEP were _Ioc_cd _ _c w_er and _wer _ncfions based upon _e proportion

of ap_ab_ pe_onnd wi_in DEE

(2) Personal Se_e costs include sahfies, fringe benefi_ and pens_n costs.

(3) Other Than Pe_on_ Serv_e costs include re_ estate taxes pa_ to up_e commu_fies _r w_er_ed prope_es, land-based sludge

• spos_ costs and _r e_c_o_, chem_s and sup_y cost_

_) Admim_ratNe and Gene_l co_s include Au_ofi_ and Wmer Board expenses.

(5) _ Expenses inc_de Ci_ agency suppo_, cus_mer accoum_ and _dgme_s and d_ms co_s.
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Pr_e_ Revenues

As in_c_ed in _e m_e be_w, user paymems are p_e_ as _ J_e 2_1 to incm_e _om _o_m_dy
$1.4 billion in _sc_ Ye_ 2001 to appmximmdy $2_ billion in _sc_ Ye_ 2_6. _sc_ Year 2001 revenues

_om user paymems reflect an incm_e in water and sewer rates of 1.0% which became effe_ July 1, 2000
and an increase of 3% effe_ July 1, 2_I. A_a_d _tum _te incm_ of 8.5% in each of _scal Ye_s
_03 _mugh 2_6 _o_de _e m_o_y of _e incm_e in u_r paymems in such _ Y_ Up,me revenues,

shown on Line 2 of _e ruble, are _e_ to incm_e _om appmximmdy $16 mill_n in _scal Ye_ 2001 to
appmximady $20 million in Hsc_ Ye_ 2006. This revenue gm_h is due to expe_ed _e_ _ _e cost of
water supply services and an assum_ _a _mre revenue #ore _ese cu_ome_ will more do_ m_ch _e
cost of prodding service. Mg_H_ revenues, shown on Line 4 of the ta_e, include _es _om _fiv_

such as _e mfiew, inspe_n, and approv_ of Sysmm _e_s.

N__ _come con_s of inmm_ income on Sysmm _nds, __us inm_ income, and mher
incom_ See "RA_ES A_D B1_.I_o--Ac_unts, Billing and C_e_."

Preened Revenues
_ho_ of Doll_

_ne

_N_ Des_ FY 2001 FY 2_2 FY 2_3 FY 2_4 FY 2_5 FY 20_

Operating Revenues

I U_s ................................... $1383382 $1A2_926 $1351_32 $1_1Z938 $1_75_98 S2_52_63
2 U_e Revenues ................................. 15,656 16A38 172_ 18,123 19_29 19_81

3 Su_ Se_ce Revenue .......................... 1399_38 1,_3_ 1,568,992 1,731,061 1,894,128 2_2,444
4 M_lh_o_ Re_n_s ........................... 4,961 5.209 5A70 5.743 6_30 @332

5 _o_ O_ng Revenue ........................ 1A03_99 1A51 fi73 1_74_62 1_3_805 I_0_ 158 2_78_76

Nono_rati_ Revenues
6 In_m_ _come on Sy_em Funds(1) ................. 69,654 87_66 95_05 108_32 11@427 123,339
7 Mi_d_neous _re_ _come_) .................... 25,0_'_ 25,_0 25,00_ 25._0 25,000 25,_)
8 EFC Su_y on Om_and_g Bonds ................. _718 4A72 4,208 3_17 3_ 3,259

9 Su_ Nonowrati_ _venues .................... 99,372 116.538 124,913 137,849 145_31 151fi98

10 _ml Revenues ........... : ....................... I_03371 1,568.111 1,699,375 1_74_54 L_5,1D Z23_374
11 EFC Sub_dy and Su_lus _ymem_3) ............... 4_074 47_59 52,314 56,846 6_621 _,168
12 Ad_fion_ _m_ Eamm_) ...................... 1,575 1_83 1_90 2279 2_18 2,194

13 Tmal Sy_em Revenu_ ............................ $1_ $1,617,353 $1_53579 $1_3L779 $L10L828 $229@736

No_s:

(1) Includes imem_ _come on _e Cons_on Fund, Dc_ Se_e Fund and _c De_ Se_e Rese_c Fund.
_) Includes imer_t income on ove_ue accounts.

(3_ Su_y _nds us_ as an o_m m de_ se_ice on Subor_n_c Inde_cdnc_.

_ Includes _m_ camm_ on _e de_ se_e _nd of Subor_na_ _de_ednes_

_gu_s am ca_ul_cd on a cash basi_

Tm_s may n_ add due to roun_.
Souse: Black & Vcach.
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Projected Operating and Maintenance Expenses

The table set fo_h below shows, for Fiscal Years 2001 through 2006, the System's projected operation and

m_ntenancc expense_ The Fiscal Year 2001 budget for the Sy_em has been used as a base for the forecast of
operation and m_ntenance expenses as of June 2001.

Projected Operation and Maintenance Expense
(Thousands of Dollars)

lane
N_ De_fiption FY 2001 FY 2002 FY 2003 FY 2004 FY2005 FY2006

| Au_ori_/BoardOper_ns ...................... $ 11,000 $ 11,550 $ 12,128 $ 12,734 S 13,371 $ 14,039

W_er Operat_ns

2 Pcrson_ Sc_es ............................ 13_358 152,994 15_780 15_825 163,724 167,721

3 Other Than Pe_onfl Se_es .................. 17_161 159,191 1_671 162A33 167,213 172529

4 T_al W_er Operations ....................... 300519 312,185 317A51 322,258 33_937 340,250

Was_wner Operat_ns
5 Personal Services ............................ 197,214 221_72 227_57 232,090 237,766 243,584

6 Other Than Personal Services .................. 191A77 174,571 171,708 176,824 182,279 187,897

7 Total Was_water Operations ................... 388fi91 39_243 399,365 408,914 420_5 431 A82

8 _ Expenses .............................. 11,916 11,916 11,916 11916 11,916 11,916

9 Judgments and C_ims .......................... 8,11(_ 8,000 8,000 8,0(_ 8_00 8_00

10 T_al Operating Expenses ........................ 720,126 739,894 748,860 763,822 784,269 805,687
11 Less: T_ Accoum Withdrawfls ................. 0 0 0 0 _52100) (35_)00)

12 N_ Operating Expenses ......................... 72_126 73_894 74_8_1 763,822 749,269 77_687

13 Less: Cre_t _r Prior Year Excess O&M Paymem... _14_ 0 0 0 0 0

14 N_ Operat_g Expense Paymems ................. $673_78 $739,894 $748,8_) $763,822 $749,269 $7_L687

T_s may not add due m round_g.

_gu_s are cflculmed on a cash basis.
Sou_e: Black & Vemch.

Operation and M_ntenance Expenses include admini_rative costs associated with the Authority and the
Board, direct operating costs for the System, indirect oper_ing costs of DEP, and other expenses and adjustments
to annual operating expenses. Each of these is expl_ned more thlly bdow.

The Autho_o'/Board Operations. Administrative expenses of the Authority and the Board, shown on
Line 1 of the table above, include annufl fees required by EFC in connection with the Authority's
pamc_pauon"" " in the Sta_ Revolving Fund Program. These fees are projected to average approximately $3.5

million per year through Fiscfl Year 2006. Other expenses of the Authority include fees related to adjustable
rate bonds and the management of inve_ments.

Water Operations. The operating costs of the Water Sys_m include direct operation and mfintenance
costs appl_ab_ to one or more functional areas of the Water Sy_em and the di_ribution sy_em as well as
ce_n indirect operating costs of the DEP which are _located between the Water Sy_em and the Sewer
Sys_m. The operating costs of the Water System are divided into person_ services costs and other than
person_ services costs. Personal serv_es costs include direct salary costs plus fringe benefit and pension
costs.

Other than personfl services costs include property taxes paid to up_ate communities for watershed
prope_ies as well as chem_ elec_icity, and other expenses.

All but a small percentage of the Water System functions by gravity so that dectfidty costs necessary
to maintain normal water di_fibution are relativ_y sm_l. In drought conditions, add_ional pumping is
necessary for optim_ di_fibution of water av_lable from the Sy_em, thereby causing increased _ectricity
costs. The forecasted cash flows cu_ently assume that water consumption levels will be constanL
independent of any drought-related measures.
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Pe_on_ services costs reflect the resul_ of the recent labor agreement, which covers the period April

1, 2000 through June 30, 2002. Fiscal Year 2001 and Fiscal Year 2002 include a 4% per year increase and
Fiscal Yea_ 2003 through 2006 include an assumed 2.5% increase over Fiscal Year 2002. Other than

pe_on_ services costs are assumed to increase at an estima_d rate of 3% per year for the foreca_ period.

In accordance wiM Me w_e_hed pr_e_ion agreemem, DEP will im_ement ad_fion_ programs
which will enhance the abili_ of the Ci_ and the commu_ties locmed in the wme_hed area to prote_ _e
qu_iff of the wmer supply. Such prog_ms will include cen_n capital investmems which are cont_ned
wi_in the CIP. The fo_cas_d operm_n and m_ntenance expenses for Me Wmer Sy_em reflect the

expe_ed increase in operat_n and m_ntenance costs due to Me Wmershed Ag_ement.

Wastewater Operations. The oper_ing costs of Me Sewer Sy_em include di_ct oper_ion and

mmn_nance costs apN_aNe to one or more function_ areos of the Sewer Sys_m as well as ce_n indirect
operating co_s of DEP _c_ed to the Wa_r Sys_m and the Sewer Sys_m. The operating cos_ of the
Sewer Sys_m are _so divided i_o personal services and other than pe_on_ services costs. Pe_on_

services costs include direct salary co_s _us fringe benefi_ and pension costs.

Other than person_ services costs include de_ri_ty for the was_wmer _e_ment _an_, pump stations
and service yards, chem_ and o_er expenses. Ele_ricity, which _presen_ a significant expense in
operming the _emment plants and pump _ation_ is supplied primarily by _e Power Au_ority of the State
of New York. The m_or component other than personal services cost is biosofids management. The annu_
co_s of _os_s management are ant_ipmed to _main relativdy constant _ appro_mmdy $50 million
per year for _e next sever_ years in accordance with the terms of cu_ent re-use contact. Other than
pe_on_ services costs are assumed to increase at an estimmed r_e of 3% per year, for the forecast period.
Certain other co_ adjustments are reflec_d in _e forecas_d cash flow as a_u_men_ are made to specific
operming programs based upon Sy_em needs.

Other Expenses. Other expenses of the Sys_m include indirect expenses and judgments and clams.
Indirect expense_ shown on Line 8 of the ruble, reflect costs _located to the System lbr support provided
by various City agencies and depa_ment_ Services provided include budget preparation and review, coil
and revenue accounting, billing and col_ction, and legal suppo_. The method of _locating these coils to
the Sys_m is based upon co_s initi_ly alloc_ed to DEP and subsequently divided between those
attributab_ to water and sewer and those cos_ a_odmed with other activities of DEP. The cos_ _located

to DEP as a whole are derived _om the total co_s of City support agencies and departmen_ and a
form_ized cost _location plan which d_tribu_s the co_s to affec_d departments and agencies. DEP's

billing and col_ction expenses are included in the operation and m_ntenance costs of the Water Sy_em
and the Was_water System.

Credi_ Against Operation and Maintenance Expens_ Pursuant to a consent decree (the "1989
Consent Decree") entered into in 1989 under the Marine Protection Research and Sanctuaries Act of 1972

("MPRSA"), as amended by the Ocean Dumping Ban Act of 1988 (the "Ban Act"), DEP ceased the ocean
disposal of sludge in June 1992. The Ban Act and the 1989 Consent Decree provide thin 85% of the fees
and pen_ties paid shall be deposited into a trust account and sh_l be av_lable to reimbu_e the City tbr
costs incu_ed for developing _mrnative biosolids management fa_lities. As of July 31, 2001, the v_ue of
the trust account was $81.7 million. It is assumed that this value will increase with in_re_ earnings at the
rate of 4% per year until w_hdraw_s are made. A potion of the balance of the fees and penalties was p_d
to United St_es Environment_ Pro_ction Agency ("USEPA") with the reminder divided equ_ly between
the New York Stme Water Pollution Control Revol_ng Fund and the New York State Clean Oceans Fund.
It is antidp_ed that $35 million in each of Fiscal Yea_ 2005 and 2006 will be av_hble as an offset to

operation and m_ntenance expenses.
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Projected Financial Operations

The following table shows a summary of the forecasted cash flows for the Authority as of June 2001 for
Fiscal Year 2001 through Fiscal Year 2006. See "CAPITAL IMPROVEMENXAND FINANCINCPROCRAM--Debt
Service Requirements." The net surplus at the end of Fisc',d Year 2000 of $127 million has been used to offset

the Revenue requiremen_ for the debt service on Subordinated Indebtedness in Fiscal Year 2001. The projected
rate increases described herein under "R_TES ANDBILLING--Rates" have been assumed in order to meet cash

expendRure requirements to comply with debt service requirements pursuant to the Resolution and the Second
Resolution. See "FINANCIAL OPERATIONs--Projected Revenues." As shown on Line 31 of the table, positive
net surpluses are maintained throughout the repoaing period. Line 32 illu_rates the coverage of First Resolution
debt service by current revenues available for debt service. Line 33 illustrates the coverage of Fir_ and Second
Resolution debt service by current revenues available for debt service.

Forecasted Cash Flows
(Thousands of Dollars)

Fiscal Fisc_ Fisc_ Fiscal Fisc_ Fiscal
Line Year Year Year Year Year Year
N_ Desc_p_on 2001 2002 2003 2004 2005 2006

Operating Revenues
1 W_er and Sewer U_r Paymen_ ............... $1383382 $1_29_26 $1fi51332 $1212_38 $1_75_98 $2_52_63
2 Up_e Revenue ............................. 15_56 1_438 17260 18,123 19_29 19_81
3 Mi_d_neous Revenue ....................... 4_61 5209 5A7(1 5,743 6_30 6,332

Other Revenues

4 M_c_neous In_ _come .................. 25,000 25,000 25,000 25,00_l 25,000 25.000
5 Imere_ Income on Au_ofi_ Funds ............. 6K654 87,066 95,705 10K932 l 1G427 123,339
6 EFC Subs_y on O_an_ng Bonds ............. 4,718 4A72 4,208 3_17 3,604 3259

7 Cu_c_ Revenues Av_Ne _r De_ Se_e ..... 1_03371 I_68,111 1fi9%375 1,874,654 2,045,189 2,230,374
_t Resolution De_ Serv_e

8 Om_an_ng Bonds ........................... 490_75 500372 503A30 503,795 509,359 493fi50
9 Antiop_cd Fum_ Bonds ...................... 0 24,563 107,114 226_23 355,811 471,699

10 Toal Fir_ Res_ufion De_ Service ............. 4_)_75 524,935 61_544 729,818 863,170 965,249
Subord_ated O_ations

11 In_m_ Paymen_ on Commerci_ Paper N_es .... 27,0_0 27A_0 27_)00 27,000 27,000 27A)00
12 Om_an_ng Second Res_ution Bonds ........... 163,334 179,813 176A77 181_34 188,128 193A66
13 A_icip_ed Fum_ Second Res_ution Bonds ..... 0 42,007 75,090 102,325 130,543 158_34
14 Less: EFC Subs_y and Captained Ime_ on

Subordinamd Bonds ........................ (4Z 1521 _ 1A3_ (55,335) (58_29) (62,121 ) (65,668)

15 A_u_ De_ Ser_cc on Subord_ed
_de_edness .............................. 147,182 197,382 223_32 251_30 283,550 313,732

16 Less: Carryforward Revenues and Other
Revenues ................................. (128,116) (123_57) (63_06) (41_09) (2_544) (1_680)

17 N_ Debt Ser_ce on Subordin_ed

_de_cdnes_ 11 ............................ 19_66 73,525 159_26 210,321 254,_ 303_52
18 Tm_ De_ Serv_e Paya_e from Cu_em Revenues

(Line 10 + Line 17) ........................ 510,041 598A60 770A69 940,138 1,119,176 126_301
Operating Expenses

19 Authori_/Board Operations .................... 11,0130 11_50 12,128 12_34 13,371 14_39
20 W_er Sy_em ................................ 3_),519 312,185 317_51 322,258 33_937 34_251
21 Wa_ewmer Sy_em ........................... 388_91 396,243 399,365 408_ 14 42_045 431 A82
22 In_ Expense ............................. 11,916 11_16 11,916 11,916 11_16 11,916
23 Judgmems and Clams ........................ 8,_ 8,_ 8_)00 8_00 8,000 8_)

24 T_ Oper_ing Expenses ..................... 720,126 739,894 748,860 763,822 784,269 805_87
25 Le_: Tru_ Accoum Wi_draw_s ............... 0 0 0 0 (35.090) (35_00)

26 Net Ope_fing Expenses ....................... 72_ 126 73%894 74_86II 763,822 749269 77_687
27 Less: C_&t for Prior Year Exce_ O&M

Payme_ .................................. _148)
28 Rent_ Payme_ _ _e Ci_ of New York ........ 157,178 128,441 121_16 143,167 168,258 187_97
29 Cash _nanced Cap_ Con_ruction ............. 40,000 4_)0 2_000 0 0 0

30 T_ Expenses .............................. 871,156 908,335 889,876 906_89 917,527 958_85
31 Net Surplus (Line 7-Line l_Line 30) ........... $ 122,174 $ 61,316 $ 39_30 $ 27,526 $ 8fi86 S 3,588
32 _t Res_ufion De_ Service Cove_ge

(Line 7/Line 10) ........................... 3_6 2.99 2.78 2.57 2.36 2.31
33 _t and Second Res_uOon De_ Serv_e

Coverage (Line 7/Line 18) ................... 2.95 2_2 2.21 1_9 1.83 1.76

C_umn subtot_s and totals may _fle_ a_u_men_ for roun_ng of amours shown in _du_ line i_ms.
(1) Includes e_im_ed ime_ paymenm on Commerd_ Paper Nines.
Source: Black & Vetch.
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RATES AND BILLINGS

Rates

The Board is _sponfi_e for setting r_es in com_iance wiM Me R_e Covenant. See '_ECU_TY _ORTHE
BONDS--R_e Covenam." The Bo_d retfins 1he firm of Black & Vetch for the purpose of conducting a detailed
_view of Me _ru_u_ of water and sewer rates. The Board considers Me _su_s of thor rate s_es in

establishing i_ r_es and ch_ges for _rv_e. Sewer charges are compu_d as a pe_en_ge of w_er charges.

The Sys_m's rates and charges are large_ exem_ from _derfl and Sta_ _gulation. The Bo_s w_er
rates, _es and charges are not su_e_ to fu_her approvfl or _gulation except for rates for up,me users.
Participation in Me Construction Grants Program, howeveL req_s the m_nten_nce of sewer charges suffident
to defray costs of operm_n, m_menance and _acemem, and of su_harges for indu_rifl _scharges into Me
Sy_em's sewers _v_d in conformity w_h form_as s_ fo_h in the Clean Wmer A_ and _gul_ions Me_undeL
Ra_s, _es and charges for water supply are Me responsibility of the Board. Data coralled _om meter _a_ngs
furn_h input for _ngs and _formation useful in determining Me ef_iveness of Ci_-mand_ed conserv_n
measu_s.

The fol_wing table s_s fo_h Me changes in r_es for w_er and sewer serv_e since 1986:

History of Water and Sewer Rate Increases

M_ered
Effective Change _ Change _ W_er R_e Change
D_e _-R_e W_er Me_d W_er (per ceil(l) _ Sewer

July 1, 1986 _c_ed 9.9% _c_ed 9.9% 72.5¢ Rem_ned m 60% of w_e_h_e.
Ju_ 1, 1987 _c_ed 12% lnc_ed 12% 81¢ _c_ed _ 70% of wa_h_ge.
J_y 1, 1988 Increased from $1_06 to $26A0 p_ ye_ for each No change 81¢ _c_ed to 75% of w_cha_

ad_fion_ _mi_ above _e _ng_ _mily _med
in an in_v_u_ flat-r_e _coum.

July 1, 1989 Inc_ed _om $26A0 m $41.86 per ye_ for each _c_ed 7.8% 87¢ _c_ed _ 88% of wme_h_g_
_dd_on_ family above _e s_g_ _mi_ _med
m an _v_u_ flm_a_ accoun_ Rem_mng tim-
rate cha_ inc_ed _y 7.8%.

Jan. 1, 1990 _c_ed 9% _c_¢d 9% 95¢ _c_ed _ 112% of w_e_h_ge.
July 1, 1991 _c_ed 6A% lnc_ed 6A% $1.01 _c_ed _ 136% of wme_h_ge.
July 1, 1992 No change No change $1.01 Increased to 159% of wm_ch_ge.
July 1, 1993 No change No change $1_1 No chang_
July 1, 1994 No change No change $1.01 No change.
Ju_ 1, 1995 Increased 5% Increased 5% $1 _6 No change.
July 1, 1996 Increased 6.5% _c_ed 6.5% $1.13 No change.
July I, 1997 _c_ed 6.5% Increased 6.5% $1.20 No change.
July 1, 1998 _c_ed 4% _c_ed 4% $1.25 No change.
J_y 1, 1999 Increased 4% Increased 4% $1.30 No change.
July 1, 2000 Increased 1% _c_ed 1% $1.31 No change.
July 1, 2001 _c_ed 3% _ea_d 3% $1.35 No change.

(I) cc_ 100 cu_c _eL

Projected Rate_ Although the Board sets rates for an annual period, it may increase r_es during such
period, as required. As of June 2001, foreca_ed debt serv_e, operating and other co_s for the Sys_m indicate
that the antidpated future rate increases to be set by the Board for water and sewer services combined is 8.5% in
e_ch of Fisc_ Years 2003 through 2006. Pfi_r to setting rates for an annu_ period, the Board publishes a ra_
increase and conduc_ public hearings on that rate increase.

Basic Sewer Charg_ For all prope_ies connec_d to the Sewer System, or legally required to be connec_d
a_er receiving proper notice, there is a charge imposed equ_ to a fixed percentage of the propeny's water charge.
Since July 1, 1992, the sewer charge has rem_ned at 159% of the w_ter charge.

SewerAHowance_ Ce_n commerci_ cu_omers use water in the_ produc_ and thus return less wa_e to
the Sewer Sy_em than their w_er consumption might indicate. Upon application and approvak these commerci_
use_ are entitled to an effective rate reduction which reflects the propoaion of water which is retained in their
produc_ or evaporated and not returned as sewage.
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Sewe_only Cumomer Charge_ In the case of premises which receive water service _om alternative

source_ a sewer charge is determined by DEP. For the cu_ent Fisc_ Yea_ the sewer charge to such premises is

equal to 159% of the dollar amount that would be charged for water usage if it were supplied by the Water
Sys_m.

Upmate Wa_r Rate_ Rates for water supply serv_e provided to munidp_ities and water districts located

noah of the City are established in accordance with the provi_ons of the Wmer Supply Act of 1905. The 1905

Act provides that such rates sh_l be based on the Sy_em's actu_ cost of service. The she of water and the rates

and charges for these _ccoun_ are regulated by St_e law as well as by individu_ agreemen_ between these
communities and the City. Each contra_ pro_des for the metering of water s_es to individu_ communities and

the appl_ation of a specific charge per unit of me_red volume. In most cases, per capita consumption in the

upsm_ communities is less than that of customers within the City. In those ins_nces where the community per

cap_a consumption exceeds thin of the City, the specified rate of charge for the excess is increased to match the

r_es and charges applied to retail service in the City. Wa_r taken _om either the Croton or Catskill/Delaware

sy_ems is cu_ently charged _ a rate of $448.83 per million gallons for d_ly per capita amounts not in excess

of d_ly per cap_a consumption w_n the City.

Comparative Charge_ The following _b_ presen_ comparative annum water and sewer charges in 24

large cities based upon a survey conduced by Black & Vemch. Using a ranking sy_em where 1 represents the

lowe_ r_es, the City's ranking relative to these cities is: for SinCe-Family Residenfi_--9, for Commerci_--14,
and for Industri_--15.

Comparative Annual Water and Sewer User Charges(l)

Single Family Re_denfi_ Commer_ Indust_
Annu_ Annu_ Annu_

C_y Charge City Charge Ci_ Charge

C_cago(2) .............................. $207 D_ro_ ........... $2,77_ _anap_is ....... $217,888
D_roit ................................. 335 C_cago .......... 2,898 D_roit ........... 224,076
St. Louis ............................... 370 D_las ........... 2,987 St. Louis .......... _41,I_0
Newark ................................. 372 St. Louis ......... 3_3_ Milwaukee ........ 247,238
Milwaukee .............................. 373 In_anapo_s ...... 3,069 D_las ............ 257A91
San An_nio ............................. 380 San Amoco ...... 3,168 Newark ........... 269_34
B_fimo_ ............................... 395 Milwaukee ....... 3,177 San A_o_o ....... _86,I_7
ln_anap_is ............................. 412 Barrette ........ 3_11 P_lad_p_a ....... 289,126
New York .............................. 454 Newark .......... 3,721 C_cago .......... 289,803
C_umbus ............................... 482 Philadelphia ...... 3,924 B_fimo_ ......... 300_00
D_las .................................. 487 C_umbus ........ 4,117 New O_eans ...... 339,867
New O_eans ............................ 494 New O_eans ...... 4,138 C_umbus ......... 400,388
San Jose ................................ _48 Hon_u_ ......... 4A92 San Jose .......... 428,999
C_v_and ............................... 551 New York ....... _536 Hon_u ......... 447_)44
Los An_es ............................. 557 San Jose ......... 4_47 New York ........ 453_96
Hon_u_ ............................... 563 Los Angles ...... 5,12_ Jackson_I_ ....... 486 881
Was_n_on, D.C ........................ 573 Jackson_l_ ...... _,381 Los Angles ....... 487 311
Hou_on ................................ _90 San Diego ........ _,38_ San Diego ........ 500709
Philadelphia ............................. _97 Was_n_on D.C... _.730 Washingto_ D.C... 572995
_ackson_l_ ............................. 631 Cleve_nd ........ 5,824 C_v_and ......... 585 794
A_an_ ................................. 663 Hou_on .......... 6,_79 Afian_ ........... 614 426
Bosun ................................. 725 At_nta ........... 6_31 Hou_on .......... 620975
San Francisco ........................... 761 Boron ........... 7_08 Boron ........... 773 172
San D_go .............................. 762 San Francisco ..... 9_4_ San Francisco ..... 88_ _73

Avenge .............................. $512 Avenge ........ $4_33 Avenge ........ $42_ 874

(I) U_r Ch_ges _e _a_d upon _rmation prodded by _e _nfified _h_ and standa_ed _m_ns _g_ng w_ co_umption,
w_water discha_ and _h_ _s. Actu_ cha_ in each _ff will va_ in accordance w_h _c_ _age patterns. Some _fi_ _fl
_r sewer use on _e ba_s of wimer water co_umption wh_h could affect sewer billings if a cu_omefs use was not uni_rm
• _ughom _e year. Ch_g_ for _1 cites _fle_ _ schedu_s _ ef_ m Ma_h 2001.

(2) In ad_t_n to _e water and sewer user ch_g_ a sing_ _mily _s_ence wi_ a mark_ v_ue of $I00,000 pays $156 per year in
p_peny _xes _ _e Mewopdi_n W_ R_hmation Dis_ of G_ C_cago (Ma_h 1999).
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Account, Billing and Colkcfion

The Bureau of Cu_omer Services of DEP ("BCS") renders bills to cu_omers of the Sys_m and collects

payments of such bills. BCS installs and roads me_, verifies meter accuracy, and maintains cuwent information
for those cu_omcrs on the fl_e sy_em of billing described brow.

The Sys_m has appro_m_e_ 828_00 w_er and sewer account, nearly _I of which are for w_er and
sewer serv_ Appro_m_Oy 88% of _e Sy_em's w_er and sewer cu_omers are re_denti_. The reminder
are primarily commerd_ and indu_ri_ users, with industri_ users accounting for on_ a sm_l poaion of water
and sewer usage.

Approxim_y 105,000 account, 13% of accou_ are Nlled annually through the fla_r_e sys_m. These

accounts are charged for w_er through a computation which incorporates, among other fa_o_, the width of the
_ont of the bui_ing ("_on_ge"), the number of stories, the number of dwdfing uni_, and the number of w_e_
using fixtures (such as bmhmb_ showe_ and toil_ in the b_lding. The fl_ _a_ is computed when the bu_ng
is fi_t con_ru_e& and amended upon notice _om the Ciff Depaament of B_ldings of bulldog _rations or
when a DEP inspector d_ermines th_ the basis tbr charges is inco_e_. Fla_r_c annu_ bills are normally sent
to cu_omers prior to the start of each Fisc_ Year and are due at the end of the first month of the Fiscal Year.

Appro_m_dy 723,000 account_ 87% of account_ a_ bil_d on a me_d basis. Me_ are read and billed
on a qua_erly basis except m_ers for some larger accounts which are read and billed more frequently. Most
me_r readings am captured dec_onic_ through the use of hand-hdd compum_ and a unive_ probe. Dma
_om meter readings are _layed to compu_ in fic_ offices and _ansmitted to a cen_ized computer billing
sys_m on a daily basis. Some older m_ers, howevc_ must be read manually. M_ercd account _lls are sent out
regularly througho_ the year. DEP is now _ing the use of wmcr m_ers that can repo_ consumption via

_phone lines transmitting d_a to the billing sys_m. Unfike fl_a_ charges which were commo_y paid
through mo_gage escrow account, me,red charges are _l_d directly to cu_omers wh_h, among other factor,
has required DEP to handle a substanti_ higher v_ume of cu_omer account inquiries. Comme_i_ accoun_
are requ_ed by the Board and the City to have m_crs in_d for _l w_er services. Subsmnti_ _1 of these
accounts am in compliance with this req_rement.

Since 1988, the basis for service charges for res_enfi_ prope_ies has been in a continuous process of
_ansifion _om a _on_ge or fl_e basis of annual _lling to a m_er-based billing sys_m which relies on the
actu_ measurement of usage. The U_ve_ Me_ring prog_m is designed _o improve wamr conservation, w_er
supply sy_em managemen_ and r_e equity. In order to achieve these go_s, it is expected th_ sub_anfi_ all
fla_r_e accoun_ will have m_ers _d by the end of Fisc_ Year 2002. The City has issued con_ac_ for the
installation of m_ers for the retaking unmOered accoun_ and is _ing and re_adng m_ers where necessary.
Appro_m_dy 90% of all w_er and sewer accounts _ave m_ers in_d. Start_g in July 2000, unmelted
prope_ies which had not taken s_ps to install a meter were required to pay a surcharge doubling their annu_
w_er and sewer charge. A su_harge was levied on approxim_dy 25,000 accoun_ in their July 2001 b_ls.

Revenues _om newly m_ered accoun_ may inc_se or decrease somewhm depending on how closely the

fl_e _ll_g favors previously used compare to ac_al me,red consumption for these account_ Based upon
recent experienc_ a one-time decrease in c_ctions will occur for each account as it is me,red due to the

_an_tion _om billing in advance under fl_ r_es to billing after consumption occur. The one-time effe_ is taken
into account in the fo_cas_d revenues of the Sysmm.

Billing based on actual usage has affec_d the level of charges to ce_n large multi_e-fami_ residenti_
bu_ding_ in part_ar, those buildings with above-average population density and those with improperly

m_nt_ned pluming fixtures. The result is o_en a s_ficant increase in charges to such buildings. In response
to the needs of this segment of lhe cu_omer bas_ the Board has adopted a _an_fion_ program whereby owne_
of multiple-family buildings th_ have had m_ers in,ailed under the U_ve_ Me_ring Program will continue
to be billed on a fla_rme basis during the _ansition period. The _an_tion_ program _lows owne_ time to
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rev_w their w_er usage, educ_e _nants regar_ng conservation, _pair leaky _um_n_ and/or install low-flow
fixtures in order to reduce consumption and charges. There are approxim_ely 32,000 accoun_ in He transition_
program.

On May I1, 1993, the Board adopted a program _m prov_es for a cap on _e per-unit charge on m_ti_e-
family dwdl_gs. The cap is set at approxim_ely 150% of the average pe_mily unit charge. In order to be
digible for this program, building owre_ must subm_ to a w_er _udit by DEP and take measures to elimin_e
leakage and wa_e,

In 1999, lhe Board adopted a regulation authori_ng DEP _ _rmin_e w_er and sewer services _ customers
because of nonpayment of assessed charges. Su_e_ _ ce_n notice _qu_emcnt_ service may be _rminated if
_ lea_ one d_quent charge exits which has _m_ned open and unp_d for at least two yea_, in Oe case of

non_e_denfi_ accoun_ and _denti_ accounts with six or more uni_, or _ree yea_, in the case of re_denfi_
accounts with one to five units.

On M_y 3, 2001, _e Board _dopted its Conservation Program for Multi_c Fami_ Res_ent_l B_ldings
which replaces the e_ing _an_fion_ program and m_er billing cap program re_ed to above for _denti_

b_l_ngs con_sting of six or more dwdling units. It prov_es th_ owne_ of such buildings who _place or have
refaced at lea_ 70% of the toilS, sink and showerhead fixings in such building with low-flow fixtu_s may

e_ct to be billed on _e basis of me_red consumption or a fixed charge per dwelling unit per year. The program
_ecame effective July 1, 2001. To d_ 159 ap_ations for _e program have been received and 103 appl_ations
have been approved. The program is designed to be _venue neut,.

Cea_n _sti_tions are exempt under State law _om the payment of _1 or a potion of their w_cr and sewer
charges depending upon usage. These _stimfions include rd_us, ce_n educ_n_ and other chatm_e
_stimfions as well as homes for _e aged, hos_mls and _her non-profit or charitable corpor_ns. For Fiscal
Year 2002, m_ered accoun_ of such _sti_fions which would be charged less than $12,857 per year for w_er
serv_e are fully exempt _om water and sewer charges, with a 50% exemption for those accounts ranging _om
$12,857 to $25,715 in annual w_er charges. The compa_ble _sh_ds for fl_-ra_ accounts of these institut_ns
are $11,777 and $23,554. There a_ approxim_ely 4,000 accoums which are entirely or parti_ exempt _om
w_er and sewer charges.

DEP manages its account and billing _formation _rough i_ Customer Information Sys_m ("CIS"), which
incorporates both _ontage and m_e_d account_ An_yses of the CIS and He men,based bills which it
generals have reve_ed _g_ficant flaws in _e cus_mer _formation d_a convened _om He sy_em formerly
used to bill cu_ome_. The CIS and the m_e_based bills also suffer from a high pe_enmge of e_im_ed b_ls.
DEP is wor_ng to co_e_ sys_m inaccuracies. Such co_ecfion is dependent on both compu_r analyses and an
accou_-by-account rev_w. The co_e_n process has broug_ _ light wcakne_es in the ability of the C1S as
designed and im_ememed to _emify and repo_ account e_o_ and co_ections on a compam_e basis over time.
In add_ion, there has been sig_ficam difficulff in jud_ng _e accuracy of _c_va_e balances ca_ied in _e CIS
as a basis for eliminating inv_ rec_va_es. Progress has been made over several yea_ in deve_ng the
pe_onnd _sou_es to c_a_ an adequ_e and credible baseline of account _formation. In addition, resources

were added to ensure _m all m_ers are read and billed on a qua_edy basis.
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THE SYSTEM

Over_ew

DEP supplies wmer and sewer _ice _ _e Bo_ughs of _e Bronx, B_o_yn, M_h_, Queen_ S_en
I_C an _ea of over 300 squ_ mi_ and serves ov_ _g_ _ll_n _. The City is _so _qu_d by S_e
law m sdl w_er in counties whe_ _s w_er supply _Hti_ _ locked and whe_ it cu_e_ pin,des w_er to
an _d_ _o_m_y one million peo_¢ The Wm_ S_m pmvid_ an average of appm_mmdy 1_00
mgd of wme_ W_er _n_m_ has decreased tinct 1990 when an average of appmximmdy 1,500 mgd was
prodded by the Wa_r S_mm. The amou_ of wm_ _m can be sa_ly drawn from a w_shed during _e w_
period in the d_ug_ of _co_ is the "Dependa_e Y_ld." DEP has _r_d _ the S_m could have
_mi_ed an average of 1,290 mgd during the dmug_ of record in _e m_-1960s. During periods of nodal

r_n_H, wa_heds sup_y more than _e Dependa_e Yidd. _e Sewer Sys_m t_s an average of
appm_m_dy 1200 mgd of sewage during d_ we_h_. Sewer _e is _o_d_ to _nu_ly the e_i_ Ci_,
exce_ _r fig_ficam p_s _ _e Borough _ S_ Island, _e Borough of Queens _mmu_ _ _ P_m

_d Dou_n, and _e Borough of BmoHyn __ of Seagme. Sewer service is _so _ovi_d to ce_n
ups_e commu_fi_ in Sys_m wm_shed _as. A_o_ing to M_c_f & Eddy, _e Sys_m is in adequa_
con_fion (_e _gh_ _ng cmego_; See "APPENDIX A__ OF METCA_ & EDDY, CONSUL_NG
EN_NEER&")

For a &_on of _e e_cts on _e Sys_m of the World Trade Cen_r _ack, see "INTRODUCTORY
_M__em Evems."

The Wa_r Sy_em

E_y M_hmmn s_fl_s o_ned w_ _r dom_fic pu_ _m sh_low priv_y owed w_ls. _ 1677
• e fi_t pu_ic well was dug in front of the o_ _n _ Bowl_g G_en. In 1776, when _e popCOrn _ached
_pm_mm_y 2Z_, a _r w_ __d _ _e _st s_e of B_w_ b_w_n _ _d _ _s.
W_ pumped _m wells sunk new _e C_ Pond, e_t of _e _ _d _om _e pond i_L w_ _s_bumd
_ugh h_low logs l_d in _e pfin_p_ s_. In 18_ _e M_n Company _ow The Ch_e M_ B_k)
sank a w_l _ Re_e _d Cerise SUe_s, pum_d wmer imo a _r on Chamb_s S_t _d dis_t_ it
• _ugh w_en m_ns to a _on of _e commu_W. In 1830 a t_ _r fi_ pr_fion was co_tm_ed by _e
Ci_ m 13_ S_ and B_w_ _d was filled _m a well. The w_er was dis_bu_d _ough _o 12_nch ca_
_on _s. As _e _1_ of _e Ci_ i_, _e wSl w_ b_ame pNlumd _d sup_y w_ _e_
_e _p_y w_ _pNemen_d by d_ems and w_ &awn _m a _w springs in _r M_h_.

A_ ex_oring _mmiv_ _r i_m_g _ _e Ci_ decided m impound wa_r _m the Croton _ver,
in wh_ is now W_smr Count, and m build an _u_u_ m c_ w_er from _e _d Cmmn R_e_oir m
• e Cir. This aqueducL _own today as the _d Croon A_u_ had a capa_ of about 90 _ll_n g_lons
per day (mgd) and was plied in service in 1842. The _bm_n _ were locmed in M_h_mn at 42nd

S_eet (_onfinued in 189_ and in Cen_ Park south of 86th S_eet (discon6nued in 1925). New _s_v_
were conduced to increase supply: Boyds Comer in 1873 and Midge Branch in 1878. In 1883 a comm_s_n
was _ed to build a second aqueduct from the Cmmn w_e_hed as well as ad_fion_ storage _. This
_ _own as the New CrOon A_u_ was under __ _om 1885 to 1893 and was placed in
_e in 189_ while _ill under __. The _em Wmer Sys_m was cons_ed from _e v_ous
w_er sys_ms in commu_fi_ now _i_ of the Bomug_ of M_h_, the Bronx, Brooklyn, Queens _d
S_en Island.

Since 1842, there have _en no fig_ficam _e_s of _

In 1905 the Bo_d of Wmer Supply was crewed by the S_e Le_m_ Pu_uant to _e 1905 Act, _e Ci_
may develop _as of the C_s_ll Moum_, _c_ed in the Hudson _ver Barn, and po_o_ of _e D_awa_
River Basin _cmed to the west of the C_s_ll Mo_ _r water supply pu_. In return _r these
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deve_pment right, the 1905 Act req_s the City _ furn_h, upon reques_ supers of fresh w_er to
mu_dp_ities and w_er distri_s in eight no_hern counties in which City w_er supply fadlities and w_e_heds
are locked. The City's obligations under the 1905 Act in this _spe_ have now passed to the Board. The 1905

Act also governs the rates th_ may be levied for such w_e_ An di_b_ municipality or distrct may draw water
based on a formda compu_d as the loc_ population mu_d by the daily per capita consumption in the City.
The City is cu_ently engaged in a _ngaerm pr_ect to upd_e and modernize various w_er supply agreements
govern_g the furn_ng of w_er to such mu_dp_ities and w_er _ri_

A_er careful study, the Ci_ decided to devdop the C_skill _gion as an ad_tion_ wa_r source. The Board
of W_er Supply proceeded to plan and con_ru_ fad_fies to impound the w_ers of the Esopus C_ek, one of
the four w_ersheds in the Cms_ and to deliver the water throughout the CiW. This pr_ect, to develop what
is known as the C_s_ll Sy_em, included the Ashokan Reservoir and the C_s_ll Aquedu_ and was commend
in 1915. It was subsequently turned over to the Ci_'s Depa_ment of W_er Supply, Gas and Elect_ciw for
oper_n and m_menance. The rem_n_g devdopmem of the C_s_ll Sys_m, _v_¼ng the construction of the
Schoharie Reserver and Shandaken Tunnel, was commend in 1928.

In 1927 the Board of W_er Supply submitted a plan to the Board of E_im_e and Appoa_nment for the
deve_pment of the upper potion of the Rondout w_e_hed and tributaries of the De,ware River within the

St_e of New York. This pr_e_ was approved in 1928. Work was subsequently delayed by an action brought by
the Sm_ of New Jersey in the Sup_me Cou_ of the Uni_d St_es 1o e_oin the Ci_ and S_ of New York
from using the w_e_ of any Ddaware River tributary. In May 1931 the Sup_me Cou_ of the Uni_d States
upheld the right of the City to augment i_ w_er supply from the headw_ers of the D_awa_ Rive_ Construction
of the Delaware Sys_m was begun in Ma_h 1937. The Ddaware Sys_m was placed in service in _ages: The
D_aware Aquedu_ was commend in 1944, Neve_ink Reserver in 195_ Rondout Reservoir in 1951, Pepacton
Reservoir in 1954 and Cannons_l_ Reservok in 1967.

Wa_r for the Sys_m is derived from three upstate reserver sy_ems _he Croton, Cms_H and Ddaware

Sy_ems) and a sys_m of wells in Queens that we_ acqui_d as part of _e Ciff's acq_sition of the Jam_ca
Wmer Supply Company ('qam_ca Wmer"). The three up,me water c_ction sy_ems include 18 reservoirs
and thee control_d lakes with a total stooge capaci_ of approxim_dy 550 Nllion gallons. They were designed
and built with various _onnections to increase flexibififf by permitting exchange of wmer from one sy_em
to anothe_ This _ure mifigmes located droug_s and takes advan_ge of excess water in any of the three
w_e_heds.

The Wmer Sys_m is cu_ently furnishing water to users in poaions of four of the eight eligible noahern
counties. The Wmer Sys_m provides approximmely 85% of the water used in Wes_hes_r Coun_ and

approxim_y 7.5% of the wmer used in Pumam, Orange and Uls_r Counties.

Approximmdy 95% of the total w_er supply is ddive_d to buildings by gra_. Only about 5% of the
water is regularly pumped by DEP to m_n the des_ed pressure. As a resuR, operating co_s are relative_
_sensitive to flu_uations in the co_ of powe_ When drought con_fions exit, additional pum_ng is _qui_d.

Wa_r Collection and Di_bution

The three main reservoir sy_ems are the Croton, C_s_ll and D_awa_ Sys_ms. (See "New York City
Water Supply Sy_em" map before the Appendices for the location _f the reservoir system_) In additio_
less than 1% of the City's d_ly water supply is prov_ed by wells in Queens.
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The following tables set fo_h the capac_ies and ofigin_ in-scrv_e dates of the Symem's collecting and
balancing reservoirs and distribution facifities based on the City records.

Collecting Reservoirs

Av_b_ O_n_
Capac_l) In-Ser_ce

Name (BillionG_n_ Date

Croton
New Croton ..................................................... 19.0 1905
Croton Falls Main ................................................ 14.2 1911
Cross River ..................................................... 10.3 1908
West Branch .................................................... !0.1 1895
Tificus ......................................................... 7.2 1893

Amaw_k ....................................................... 6.7 1897
East Branch ..................................................... 5.2 1891
Muscoot ........................................................ 4.9 1905

Bog Brook ...................................................... 4.4 1892
Midd_ Branch ................................................... 4.0 1878

Boyds Comer ................................................... 1.7 1873
Croton Falls Dive_ing ............................................ 0.9 1911

Total ....................................................... 88.6
Catski_
Ashokan ........................................................ 122.9 1915
Schoharie ....................................................... 17.6 1926

Tot_ ....................................................... 140.5
Delaware

Pepacton ........................................................ 140.2 1954
Cannonsvil_ .................................................... 95.7 1965
Rondout ........................................................ 49.6 1951
Never_nk ....................................................... 34.9 1950

Tot_ ....................................................... 320.4

Total Av_ble Capac_y ...................................... 547.5

(1) Capaci_abovemi_mumoperatinglevel.

38



Balan_ng Reservoirs and Di_fibution Fadfifies

_orage Ofi_n_
Capa_ In-Ser_ce

Name (billiongal_) Date

Bahn_ng Reservoirs
Ken_co ................................................ 30.6 1915
Hill_ew ............................................... 0,9 1915

Total .............................................. 31.5
Di_bufion Facilities

Central Park ............................................ 1.0 1862
Jerome Park ............................................ 0.8 1905

R_gewood (basin no, 3) ................................. ff I 1875
Silver Lake (_nk_ ...................................... 0.1 1970

Total .............................................. 2.0

Tot_ Storage Capaci_ ............................... 33,5

The following tab_ sets fo_h the Dependa_e Yi_d and storage capa_ty for each of the water supply
sy_ems.

Water System Dependab_ Yield and Capadty

Dependa_e _o_age
Yield Capacit_l)

Sy_em (mgd) (bilfiongallon_

Croton ................................................. 240 86.6
C_s_ll ................................................ 470 140.5
D_aware .............................................. 580 320.4

Queens w_ ........................................... 33 2.6

Tot_ .............................................. 1,323 550.1

(1) CapaN_ abovem_imumo_rating _vel.

The Croton Sy_em normNly provides approxim_dy 10% of the City's daily water supply and can provide
sub_anfiN_ more of the d_ly water supNy during drougN conditions. The Croton Sys_m consi_s of 12
reservN_ and three contrN_d lakes on the Croton Rivet its three branches and three other tributaries. The water

in the Croton Sys_m flows _om up_am _serv_ through n_urN s_eams to down,ream reservN_,

terminating at the New Croton ReservN_ The Croon Sys_m is divided into three subsy_ems: the West Branch,
Croton FaiN, and Muscoot. The watched which supN_s the Croon Sys_m has an area of 375 square mi_s. It
lies Nmost entity within the State, appro_ma_ly 45 miles noah of lower Manhaua_ w_h a smNl poaion in
the State of Conne_ut.

The C_sNll Sy_em w_ersheds occupy sparse_ popul_ed areas in the cen_N and ea_ern portions of the
Ca_kill MountNns and normally pro_de approxim_y 40% of the City's daily water supply. Water in the
C_sNll Sy_em comes _om the Esopus and Schoharie Creek w_e_heds, _cmed appro_ma_ly 100 miles noah
of lower Manh_mn and 35 miles west of the Hudson Rive_ The C_s_ll Sys_m is comprised of the Schoharie
Reservok (formed by the Gilboa Dam across Schoharie Creek) and Ashokan ReservNr (formed by the Ashokan
Dam across Esopus C_ek) and the Ca_ll Aquedu_.

_ The D_aware Sys_m, _c_ed approxima_ 125 miles noah of _wer Manhattan, norm_ prov_es
approxim_dy 50% of the Ci_'s daily w_er supN_ Three Delaware Sy_em reservoi_ cNle_ water _om a
sparsely popul_ed region on the branches of the Delaware Rive_ Cannons_l_ ReservNr (formed by the
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Cannons_l_ dam on the West Branch of He Ddaw_ RiveO; _c_n Re_r (_ed by _e Dow_fil_
Dam ac_ss He East Branch of the D_aw_ Rive0; and Neve_ink R_e_r (_ed by He Neve_ink D_

ac_ss the Nev_nk Rive_ a _bm_ to He Delaw_c Rive0.

Wa_r may be pumped i_o He Drawee Aquedu_ _om He Chd_a Pump S_ion which d_ws _om He

Hudson Rive_ The Chelsea Pump St_n has a capadff of 1_ mgd. The Chdsea Pump S_ion was
_con_ruc_d in 1965-66 under &oug_ em_gency ci_ummanc_ and has _e_ under drought conditions _
several times since Hen.

Wells in Queens provide less than 1% of He Ciff's d_ly water supply. The wells could p_emi_ly p_v_e
mo_ of the daily supply during d_ug_ con_tion_ Unfike the re_ of the Ci_'s w_er sup_y, which is a su_ce
and __p_ sy_em orienting in a n_w_k of ups_e _s_voi_, well w_er is pumped _om eme_Ne
underground aquila. The acq_fifion of w_ls in Queens _om Jam_ca Wa_r in 1996 _p_n_d He fi_t new

water supply source _r the Ci_ since He 1960s when the D_awa_ su_ce wa_r sys_m _ came on line.

The S_'s w_ _y is _ansponed _mugh an ex_nsive sy_em of mnnds and _. (See "New
York Ci_ Water Tunnds" map he,re the Appendkes _r the _cafion of the m_or water _ansm_on
_d_fie_) C_ton Sy_em wa_r is delive_d _om He New CrOon Re_r by He New C_mn Aquedu_ _
He J_ome Park Reserver in The Bronx. From _me Park R_v_r and _m direct _e_s to the New

Cro_n Aquedu_, _nk m_ns ca_y w_er to the service _a. The C_s_ll and Drawee Aquedu_s convey
w_er _m Ashokan R_v_r _d Rondo_ R_v_r _ Kens_o R_e_r and Hen _ Hillfiew R_e_r in

Yonke_. B_h Ken_co and HiHv_w R_v_ serve as b_andng m_. Wmer _om the Cmskill and
De_wa_ Sy_ems is mixed in He Ken_co Reservoi_ and is conveyed to Hill_ew Reservo_ whe_ water enters
Tunnds 1, 2 and 3. T_nk m_ns ca_ wa_r _om _nnel shafts and _om the __ _dl_ 0e_me P_k
_d HilN_w R_e_r and Silver Lake Tanks) to _e service _a.

DEP is cu_enfly conducting a p_am of _v_w_g and _ He con&fion of He R_ubW_t
Branch Tunnd, wh_h compri_s a po_on of the Drawee Aquedu_. The R_ubW_t Branch Tunnd c_ies
water 45 miles _om the Drawee Sy_em under He Hudson River and into West Branch R_e_ h has a
op_i_ of 900 mgd and _ con_b_ 50% of _e Ci_'s w_er supply. A poaion of He tunnel crosses a
_d rock _rm_n, is poe_ su_e_ to gmmer s_ess than the deep rock tunnels _cmed in He City
and _t_ns the _ghe_ pressures in the Wmer Sys_m. Since the early 1990s, DEP has moni_d the condition
of He R_d_bWe_ Branch Tunnd. As a _sult of DEP's flow _sts, visu_ o_e_ and other analyses
conducted over the la_ five yea_, it has been d_e_ _ b_ween _w_immdy 15 mgd and app_xim_dy
34 mgd of water is being lost _om He tunnel and is sur_cing in the _ of springs or seeps in He _ea, This
amours to a loss of appmxim_dy 3% of _e daily v_ume of wa_r p_vided by the tunnel. DEP has _med
the engineering work to _i_ the nature and ex_nt of rep_ which may be n_ to _medy the w_er
loss. DEP has _so d_d _ _e _m_ in the tunnel and amoum of w_er loss is _able and _m, in the

o_nion of _e pm_n_ engineering firm _mined by DEP in __ wi_ _ i_e_g_, Here is no
immedia_ risk of _lure of the tunnel. DEP imends to make the n_ff _p_. The co_s to pe_ such
_pai_ could be sub_ami_ depending on the nature of He mqui_d _p_ To pe_rm He _pair w_L He runnel

may have to be shut down and d_w_e_d. During any such period, it will be n_ff _r the Ci_ to increase
reliance on its o_er wamr sup_ and to imp_mem more _ringem me_ to encourage _e_ and
dec_e demand. If it is _ to shut down and d_w_er the runnel, DEP believes _ w_er service _

normal v_ume could be provided _r a period of _ _a_ _ree momhs and _woxima_ one billion gallons per
day could be p_vided by the other pans of He W_ Sy_em _r an _defi_ period to _tis_ _e wmer supply
needs of the Cir. In _, the Drawee Sy_em continues to demon_r_e a hig_ deg_e of _lia_fi_ after 55
ye_s of continuous serv_e. Neve_hdess, DEP conside_ it p_de_ to conduct _gul_ tunnel and aqueduct
i_s and surveys to d_ect any p_Nems thin might arise so _at _ actions can be t_en if needed.

_nnel 1. From Hillview Reserv_ water _om the C_s_ll and Ddaware Sys_ms is delivered into the
Ciff by a d_ul_ cemenM_e& p_s_rized, bedeck tunnel th_ na_ows in _am_ _om 15 to 11 _. Tunnd
1 is 18 miles in leng_ and ex_nds sou_ _m HiHv_w R_e_r through the We_ B_nx to Manh_n and
B_ok_n. F_m two _i_l shafts in B_oHy_ s_el and _andby ca_ iron _pdin_ ex_nd in_ Queens _d



Staten Island, respectivdy. Tunnd 1 is 200 to 750 feet underground and thus avoids interference wRh streets,
buHding_ subway_ sewers, pipes and other underground in_astructure. These depths are necessary to ensure
substanti_ rock covering necessary to with_and the bu_fing pressure of the water inside and to ensure

wate_ightness. Tunnel 1 has a capacity of approximately 1,000 mgd. Sha_s placed _ong the tunnel connect with
surface m_ns which deliver wa_r to the di_ribution sys_m.

Tunnel Z The second tunnel also delivers Catskill and Delaware System water _om Hill_ew Reservo_.
It is a circular, cement-lined, pressurized, bedrock tunnel 200 to 800 feet below the street surface and 15 to 17
feet in d_meter. Tunnel 2 ex_nds south _om Hillv_w ReservoiL east of Tunnel l, through the Bronx, under
the East River at Rike_ Island, through Queens and Brooklyn, and connects with Tunnd 1 at Fo_ Greene Park
as well as at State and Nevins S_ee_ in Brooklyn. Tunnel 2 has a capadty of approximady 1,000 mgd and is
20 miles in _ngth. Shafts placed _ong the tunnel connect with surface m_ns which deliver water to the

di_ribufion sysmm.

R_hmond Tunnel Connecting to Tunnel 2 in Brooklyn is the ran-foot diamemg five-mile long Richmond

Tunnd, which was comple_d in 1970 and carries water 900 feet beneath Upper New York Bay to Stmen Island.
The R_hmond Tunnel, the R_hmond Di_ribution ChambeL the Richmond Aqueduct and the underground

Silver Lake Tanks were designed to improve the water supply I_dfifies of Staten Island. The underground storage
ranks (among the word's largest) have a combined capacity of I00 million g_lons and replace the Silver Lake
Reservoir (now Silver Lake).

Tunnel Z A new waer tunnd, Tunnel 3, conne_g the reservoir sys_m to the City is presently under
construction to increase capacity to meet a growing demand in the easmrn and southern areas of the City, permit

inspection and rehabilitation of Tunnds 1 and 2, and provide wa_r d_ivery _mrn_ives to the City in the event
of disruption in Tunnd l or 2. Tunnd 3 is being built in four stages. Stage I commenced operation in July 1998.
It follows a 13-mi_ rou_ which exmnds south _om Hillview Reservoir in Yonke_ under Cen_ Park Reservoir

in Manhattan, and east under the East River and Roosevdt Island to Long Island City in Queens. S_gc II is

cu_ently under con_ruction and is expec_d to be compl_ed in 2008. It will extend _om the end of Stage I to
supply Queens, Brooklyn and the R_hmond Tunnel and _om the valve chamber at Cen_ Park into lower
ManhaRan. Upon completion, Stage II will enable the sys_m to m_n_in full service even if Tunnd l or 2 was
shut down. Stage III will exmnd _om t_e Kens_o Reservoir to the in_rconnecting chamber of Stage I, south of
Hillv_w Reservoir. Stage IV is intended to deliver addifion_ water to the eas_rn pans of the Bronx and Queens.
It would extend southeast _om the no_hern terminus of Stage I in the Bronx to Queens and then southwe_ to
inmrconnect with the Queens portion of S_ge II.

The water di_ribution system consists of a grid network of over 6,100 miles of pipe, as well as valves, fire

hydrant, di_ribution fadlities, gatchouses, pump _ations, and m_ntcnance and repair yards. Some pipe was
in_d before 1870 and approxim_ely 7% is over 100 years old. Approximmdy Z200 miles of pipe are unlined
cast iron l_d before 1930. Pipe laid b_ween 1930 and 1969 is cement-lined ca_ iron and comprises about 2,400
mi_s of the di_ribution sy_em. Pipe l_d a_er 1970 _ cement-lined ductile iron and comprises about 1,600 miles
of the di_ribution sys_m. The CIP provides for the programmatic replacement of water mains in accordance
with cefl_n e_ablished criteria. These crimfia were rev_wed and confirmed by the U.S. Army Corps of

Enginee_ in its independent study of the City's di_ribution sysmm completed in November 1988.

Various fadlities provide storage to meet the hourly fluctu_ions in demand for waer throughout the City,
as well as any sudden increase in draR th_ might arise _om fire or other emergenc_s. With the exception of
some communities in the outlying areas of the City which may experience low pressure serv_e during peak hou_
in summer months, thc water di_ribution sysmm providcs generally excdDm service.

From time to time the Waer Sysmm experiences drought conditions caused by _gnificantly bdow-norm_
precip_ion in the wate_hed areas. Since the Water Sy_em relies upon a su_ce water supply, it is sensitive to
m_or fluctu_ions in precipitation. Throughout even the wont droughts, the Wmer Sys_m has continued to
supply suffident amoun_ of wmer to the City. In the event of a drought, DEP may impose restrictions, enhance
public awareness programs, expand its inspection force and perform additional leak and waste surveys in public
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_d privme _i_n_ DEP m_ al_ nqui_ commu_ti_ outsi_ of me Ci_ thin _ _ed by t_ S_m _
ado_ _mil_ conservm_n menu,s. The Chdsea Pump S_ion may also be _oug_ into serv_e _ order to
_aw Hudson River wmer into me Sys_m.

DEP h_ im_ememed co_e_m_n _og_ms _du&ng m_ering, _i_ _N_eme_ hyd_nt l_king, leak
d_e_iom _d public __. Cu_em deman_flow _tions show th_ if con_m_n _og_ms nm_n
e_ mere will be no imme_me _ed _r the Ci_ to find _d_ _n_rm wmer supply sources.

The Sys_m has six hbo_ri_ _ mon_or wmer qu_i_, em_o_ng app_xima_ly 250 m_N_i_,
engineer, _e_, hydr_o_s and limn_o_s. Over 65,0_ _m_ _r yc_ _e collec_d and 800,000

an_yses _e __ _M_ Routine checks _e made _r mort than _ di_nm _b_ including heavy
metes and uace organ,s. The mondoring p_am meets or exceeds _derM and Stme nq_nmems and has the
capa_ to meet _M_ more _ringent nquinmems.

G_e_m_l _n

The Sy_em is su_e_ _ _d_M, S_e, _r_me _d mu_c_ _1_. At _e _d_ _v_ _gdmo_
__ is _s_d in USEPA; _ me S_e _1 in the NYSDEC _d t_ NYSDOH; _ me im_me l_el in
me _w_ Riv_ B_in Come,on (me "DRBC") and me lm_me S_i_n Com_ _ "ISC");
and m the mun_oM level in DEP, NYCDOH, DOB, _e D_m_t of Bu_ness Se_ (_e "DBS") and, to

a limi_d degn_ in mu_dpM_ and _s_s _c_ed in eight coumi_ noah of me Cir. Wmer quMi_
_and_ds _ _ wi_in me watched _as noah of me Ci_ _mugh a n_work of overlapping
govemme_M _ri_o_ P_dp_ in thin n_w_k, among _h_s, _ NYSDEC and NYSDOH, count,
mun_ and _d_ p_ en_ne_s and i_ and C_y pe_onn_ _om DEP. The v_ous _d_s
m_m_n physical _curi_, t_e wmer _m_, mortar the use of herbicides, __s and _lk_ and
generM_ ove_ee me phys_M condition oK a_iviff on and _e o_n of wmer supply hnds and _1_.
Po_o_ of the overMl le_Mmive _d ngulmo_ _amewo_ govem_g me wme_heds may be _und in me Ci_'s
Admi_s_mive Code, HeMth Code and Wmer Sup_y Reg_mions. Reg_mo_ en_emem wi_in Ciff lim_s is
_most exdufivdy accom_ished _mugh Ci_ pe_onnd. Provifions i_o_ and _gme_ the sub_ance
of me SDWA, nlmed _u_s and me Sanim_ Code, a_ contained in me HeM_ Code, Wmer Supply
R_s and _e Ci_'s B_l_ng and B_l_ng Co_t_ion Codes. These p_s_ an en_ed by
_onn_ _m DE_ NYCDOH and DOB.

Cmwn _#m_on. Because of me quMi_ of me Sys_m's wa_r and the long periods of r_ention in the
n_oks, it has not been _ss_ to fil_r wmer _om _e Sys_m to reduce the bacterial con_nt _d the
_y. The only _emmem p_du_s _n_y em_oyed by DEP _ _nening, d_em_n, _dition of caustic
soda and phosphoric acid _r co_os_n co_ml, _fin_om and fl_rid_. Ad_tio_ of copper _1_ _r
algae con_ol and Mum _r _ff comr_ _ m_e only when needed. This _vel of _emmem proved to be

more than _ffic_m to m_m_n wmer quMi_ _s _mughom me entire Wmer Sys_m. Howeveq new
wmer uemmem smnd_ds _d to a 1992 _ipulm_n wi_ NYSDOH which _ov_ _r me co_t_ction of a _ll
sca_ wmer uemmem _cili_ to fil_r C_mn Sy_em wme_ The _p_ has been supe_eded by a 1998
_derM court consent decree (the "Croon _l_r Con_m Decne") which nquins me Ci_ to d_ign and
con_ such a _liff and have it operm_nM by Ma_h !, 2_7. If _e Ciff _ls to meet ce_n mi_s_n_ set
out in _e Cm_n _l_r Con_m D_ne it m_ _ nq_nd m pay _n_ m _e S_e _d _rM go_mmem_

In Decemb_ 1998, after an ex_nsive study of several _mmive si_s, DEP _e_d me M_h_u Golf
Coupe in _e Bronx _ me Ci_'s pn_d si_ _r me _IU_Me wmer uemmem _cili_ m fil_r C_mn Sys_m
wme_ The sdec_d M_hMu GMf Coupe si_ lies wi_in me _d_ of Van Co,an& Park, a mapped public
p_. The Ciff believed Am the co_t_n and _e_ of the Croton wa_r tnmmem _li_ m this si_
wou_ not constitute _ of p_l_d. In Se_emb_ 1999 and Novemb_ 1999, nspe_ivdy, two actions
wen _oug_ against me City by commu_ff _z_s opposed to the siting of me C_mn w_er uemment
_cifi_ m _e M_hMu Goff Coupe sRe. The _fions wen p_d_a_d, in p_, on an _on by _e p_on_s
thin the s_ing of _e _li_ _ M_ho_ Golf Coupe wouM con_im_ _ of p_and, nquifing Stme
_M_ app_vM.



On February 8, 2001, the New York Cou_ of Appe_s ruled ag_n_ the Ciff and de_rm_ed Mm
con_rucfion of the proposed Cro_n wa_r t_ment plane at Me Mosh_u Golf Coupe si_, amoun_d to
_nation of par_and and _qui_d approv_ of Me St_e _Ma_. In light of this decision, Me Ci_ submiUed

a bill to _e State _am_ which, if passed and _gned m_ law, would authorize alienation of potions of Van
Co_landt Park for Me con_ru_n and oFe_fion of Me Croton w_ tre_me_ _ant _nd ce_n _l_ed facilities.
In addit_n, the Ciff is investigating _her o_ns Io ensu_ com_iance wi_ Me _qui_me_ _o fil_r _e Croton
Sy_em wme_ These options include, among omen, siting Me Croon w_er _e_me_ plant _ _her _c_ions in
the Bronx or We_chcs_r Counff, mo_ing Me _emmem process so as to _duce the size of the _a_ and _w
Ibr consideration of add_ion_ si_s, and _ducing or changing the usage of Me Cro_n wa_r supply sys_m by
the CRy. This could result in con_ruction of the pla_ being subs_ntially delayed beyond the 2007 Cro_n Filer
Consent Dec_e deadfine.

On April 4, 2001, USEPA filed a m_ion with Me U.S. Dis_i_ Cou_ for the Eas_rn Di_ri_ of New York,

requesting M_ Me Cou_ issue an order di_g Me Ciff to (i) pay $4.74 mill_n in pen_fies under the Cro_n
Filer Consent Dec_e, on account of Me Cia's alleged failu_ to comfy wiM two mi_ones _lating to seeing
and o_ng S_ _o_ation for Me siting of _e Croon wa_r _emmem planL and (ii) submit a schedule of
mi_ones demon_r_ing how the Ciff in_nds to recoup time lost on Me pr_ect as a resuR of the New York
Cou_ ef Appe_s de_s_n. On April 23, 2001, the St_e joined USEPA's m_ion for paymem of pen_ties and a
schedule of mi_ones. The Ciff disag_es with Me pos_ion taken by USEPA and the State, and con_nds th_ it
has consistently acid in good _ith and in com_iance with the Croton Filer Consent Dec_e. The pen_ties
accrue on a daily basis umil the ap_a_e mi_ones are met or a mo_fication of the Croton _l_r Consent
Dec_e is ag_ed upon.

In May 2001, USEPA and the Stme each made a _rther demand for _ipul_ed penalties for the CRy's
alleged _i_ to comfy with two mi_ones in the Cro_n _lter Consent Dec_ _l_ing to the CRy's
obligation to secu_ fin_ approves and perm,s for Me Croton W_er Tre_mem Plant by May 1, 2001, and Me

City's obligation _ adve_i_ sire p_par_n bids by May 1, 2001. On May 10, 2001, the Di_fi_ Cou_ he_ Me
payment of penalties in abeyance and _ed _e mm_r to a U.S. magis_a_ judge. USEPA, Me St_e and Me
Ci_ are cuwently _scu_ing p_e_i_ mo_fications to the Cro_n Filer Consent Dec_e to resolve these
outstan_ng m_.

Wa_rshed Protection/C_tta'kill. De,ware FiRra_on. Pu_uant _ the _der_ Sa_ Drin_ng W_er Act

('_DWA"), USEPA has promu_a_d n_ionw_e drin_ng w_er _gulations which specify Me maximum _vel
of harmful conmminams _wed in drinking w_er and which govern the con_ruction, opera,n, and
m_n_nance of Me Sy_em. USEPA has also prom_gmed fil_ation _e_mem _gulation_ known as Me _der_
Suflhce Water T_mmem Rule ("SWTR"), Mat p_ribe gu_d_es concerning studies to be performed,
prog_ms to be im_eme_e& timbales to be met and any _her actions necessary to insure commence with the
_gulation_ _rms. Enfo_emem of SDWA and i_ _l_ed _g_ation_ except for the SWTR, was deleg_ed by
USEPA _ Me S_. USEPA has deleg_ed primary en_emem responsibififf for Me SWTR _ NYSDOH for
all sys_ms in the S_ _her than Me C_s_ll and Ddawa_ Sys_ms. With _spe_ m Me Cms_ll and Ddaware
sy_em_ Me CiW believes Mm under Me SWTR promu_ed by Me USEPA it will continue to be able to meet
• e cfi_ria for non-filtered sup_

On January 21, 1997, the Ci_ and the St_e execu_d a Memorandum of Ag_eme_ with the commun_es
in _e C_s_H, Ddawa_ and Croton wa_heds, USEPA and several en_ronmental groups (Me "W_ershed

Memorandum of Agreemem"). The Wmershed Memorandum of Agreement sup_emented Me CRy's existing
wme_hed pr_e_ion prog_m wiM approximme_ $400 million in addRional _n_ng. This _n_ng, _ least
$290 milfion of which is expec_d to be provided Mrough the issuance of AuMori_ bonds, consi_s of
$350 mill_n for economi_en_ronment_ pa_ne_hip prog_ms with up_e commun_es which include a w_er
qu_i_ investment prog_m, a _on_ econom_ devdopment _nd and a _on_ advisory forum for w_er
quali_ imti_ives and wme_hed concerns. As provided under the W_ershed Memorandum of Agreement, Me
State has issued a land acq_s_on permR to the Ci_ and has approved Me C_y's _vised rules and _gulations
governing ce_ain aspects of land use in the wme_hed. The State _so promulg_ed the same _g_ns under
state law procedu_s in July 1998.
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On May 6, 1997, USEPA ex_nded a 1996 in_fim determinat_n pu_uant to which the City is not _qui_d
to fil_r w_er from the C_s_ll and Ddaware Sys_ms to April 15, _2 or until a fu_her determination is made,
w_chever is earlier (the "May 1997 Determ_atioff'). Preliminary estim_es of the cos_ of such fil_n am
from $3 billion to $4 billion. The May 1997 Determ_ation contains a number of con_fions which _e Ciff is
required to s_isfy to ensure th_ the City would continue to be rd_ved of _q_remems for fiRrafion. One of
those conditions is th_ the City solicit propeay from owne_ of 355,050 acres of land in the w_ershed and

a_u_ly acquire (with cen_n fimi_d exception_ any land used to satisfy _e s_icitation go_ where the owner
accepts _e Ci_'s pu_hase price. To _e eligible lbr acq_sitio_ land must satisfy specified n_ural _ures and
mi_mum acreage cfi_fi_ The Ci_ expec_ to spend $250 million for the acqui_tion prog_m, which may be
increased by $50 million after five years upon a _view of the Ciff's progress with _e program. NYSDEC has
issued a renewable _n-year land acqu_ition permit _ the Cir. The Ci_ has closed on the acquisition of
approxim_dy 16,000 ac_s of land in the w_e_hed with an aggreg_e v_ue of approxima_ $52 mill_n, and
is a p',_rtyto contra_s _r option agreements for the pu_hase of approximately 16,500 ac_s of ad_fion_ land in
_e w_e_hed with an aggreg_e value of approxim_dy $37 million. The City has included in the CIP
$128 million for the purchase of land in _e C_s_ll and Delaware wa_heds and an addition_ $6 million for
land in the Croton w_e_hed.

lm_ementation of the May 1997 D_ermination is the su_e_ of ongoing _scus_ons with USEPA. In
accordance with _e Watched Memorandum of Agreemem, USEPA has conduced a form_ _view and
ev_u_n of _e City's commence with the _rms and conditions of _e May 1997 Determination. In i_ repoa,
d_ed May 31, 2000, USEPA found th_ the City has made _g_ficant progress in protecting _e

Ca_ll/Ddaware w_ershe& but th_ it must s_p up i_ effo_s in ce_n areas in order to avoid being required
to fil_r its water in _e long-term. USEPA _c_ed _ the Ci_ must accdera_ the pace of its program to
upgrade non-City-owned sewage _e_ment plains in _e wa_hed. USEPA _so in_c_ed th_ the C_y mu_

aggres_vely pursue ad_tion_ land acquisit_n in _e Ken_co Reservoir basin in order to pro_ the quality of
w_er flow_g through _e Ken_co Reservoff. Although there is only a limited amount of eligible land that may
be acquired in _ basin, the Ci_ in_nds lo _enew its effoas to secure pu_hases from willing seller, _dud_g
the acq_sit_n of conserv_ion easements where _p_ropfime. In ad_tio_ the City is pursuing o_er approaches
to prote_ Kens_o w_er qu_ity including inve_ing whe_er loc_ governments in the basin can provide
as_ance in acquiring and preserving open space for w_ershed protection and wh_he_ in cooper_ion with
USEPA and local prope_y owne_, a non-_gul_ory program can be developed to encourage ad_fion_ actions
to prote_ w_er query beyond the req_remems of _e City's w_e_hed regulation_ The City has _ady
devoid sub_amial efib_s aimed _ protecting the Ken_co Reserv_ _du_ng the _lation of stormwater
best management practices on numerous pards of land a_acent to the reserv_

The City has adopted land use regulations which _e a m_or component of the C_y's effoas to pro_ct i_
water supply. These regulation_ which we_ adopted pursuant to the New York State Public Heath Law and
w_ch have NYSDOH approve, are deigned to prevent future contamination of the Sys_m's w_er sup_y. The
City believes th_ its increased regul_ory effo_s to pro_ct its water supply will preserve the high qual_y of the
w_er in the C_skill and De,ware wa_heds and, tog_her w_h the other dements of the City's w_e_hed
protection program, will avoid the need for fil_m_n of these water sys_ms.

The May 1997 De_rminmion requi_d, among _her things, that the City proceed with _e design of a
fil_mion _dlity for the Cms_H and Delaware Sys_ms, should _ be _quired. In December 2000, the City, as
permitted in the May 1997 De_rmination, p_itioned for relief _om procee_ng to final design work for _e
fiRrmion _cility. As part of its petit_ the Ciff proposed using ultraviol_ ("UV") _e_ment for
Cats_ll/Delaware w_e_ On July 23, 2001, USEPA gran_d _e Ci_'s request for relief _om proceeding wi_
final design work lbr a filtrmion facifity su_e_ Io ce_n conditions in_uding the City's conducting a fea_fity
ev_uation of UV and, if such tin,merit is found to be _asiNe, with the design and constru_ion of a UV _cility.
The co_ of deigning such a facil_y is e_im_ed to be appro_m_dy $150 million, which is not cu_ently
included in _e CIP.

In a let_r d_ed June 9, 2000, and again in a leaer dined Augu_ 9, 2000, Hudson Riverkeepe_ Inc. gave
the City notice _ the Hudson Riverkeepe_ Inc. and _her organ_ns intend to sue pursuant to the SDWA
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_ _r_ _a_n _wsu_s by citizens to en_e he SDW_ con_m_g alleged violations of the May 1997
D_n_ and the fil_ation avoidance p_¼fio_ of _e N_ion_ Pfima_ Drin_ng Water Regulmions
_ng to _e Ci_'s C_ski_ and Ddawa_ wmer supply sy_ems. No such _ has been commenced as of
• e _ _ The Ci_ intends to de,rid v_orous_ any such action which is acm_ in_iated. For in_
on htig_ _lmed _ he wm_shed, see "_GA_O_."

USE_ __u_s. On Augu_ 23, 2001, DEP agreed to resolve a cfiminM investig_n by
USEPA and the Uni_d States A_omey's O_ce in the Souhem Di_ri_ of New York confining the presence
of me_u_, PCBs and lead at _v_al DEP _d_fi_ in _e wme_hed. Under he __, DEP pied guil_ m a
_lony violation of _e Clean Water Act and a misdemeanor _m_n of _e _d_ Tox_ Subs_nces Comr_
Act and will pay a fine of _0. DEP also acceded _ig_ of demems of the water sup_y by a
C_in_d mo_r _d has b_n _ on p_bm_n, b_h _r a _rm of thee _s, _nda_e by _e
Cou_ _r up to two add_on_ yea_. The Clean W_er Ao _m_n is based on _e _h_ge _ w_ co_ng
low levels of me_u_ _m a DEP _li_ in Sullivan Count. The Toxic Substances Con_ol Act violation is
based on DEP's use of flow cornel eq_pme_ wh_h com_ns PCBs in _her than a _ly enclosed m_r m a
hd_ in We_r Count. The conditions which gave rise to the violations have not had any de_a_e
impa_ on w_er qualRy and the CRy's wa_r supply has been, and _ to be, sa_ and who_some. The
_d_ govemmem, NYSDOH and DEP have _1 ind_ed _m the w_er supply _m_ns sa_ with respect to
me_u_, _Bs and lead. DEP has been and continues to be engaged in a p_am to _me_me m_cu_, PCBs
and lead _om he _ _ _e_ DEP's _e_n and managemem of he Wm_ Sys_m will not mmefi_
change as a resuR of the plea.

DEP has _ofic_ m_i_ _y locations in its _s_fion sy_em _r over 40 m_du_ wmer qu_i_
p_am_s, inching l_d. T_ugh 1998 DEP dma ind_amd _at lead was a_ent _om b_h _e w_ sup_y
and di_fibution sys_ms. Beaning in Janua_ 1999 _p wmer _m_es _ve_ed hm, _hough some lead was
p_m, he Ci_ w_ in commence wih Stme lead smnd_ds. R_em USEPA _l_s r_u_ wm_ supplies
to monitor _r lead and copper hat may have leached imo the wmer _om in_fior b_g _um_ng. To
mi_m_e _is occu_ence he City began the add_ion of co_ofion con_ol _e_c_ to he Wmer Sys_m. This
addition p_m_ _e _rm_ _ a p_e_ co_ing inside pipes and _um_ng h_eby _du_ng the _aching
_ m_s.

_Hdew R_e_ In M_ch 1996, DEP entered into an Adm_ive O_er wih NYSDOH which

_qui_C among _her _ing_ that the Ci_ in_l or co_t_ a cover _r the Hi_v_w R_e_r to _duce _e
p_fi_l_y of E. coli ba_efia en_fing he W_er Sys_m. The Ad__ O_er was mottled in July 1997
and Ma_h 1999. As mo_fie& R _q_s _m the City commie ms_ _ co_t_ction of he sdec_d cover
_r HHlv_w R_e_r by D_emb_ 31, 2_5.

DEP has analyzed sever_ di_m _s of cove_ _r _e _oig wi_ e_immed costs of ap_oxim_dy
$4_ mill_n, of which $200 _n is _ov_ed _r in he CIP. Over he past two ye_s, DEP has conduced
studies and _s _ld _s_ wih NYSDOH _ _u_e _h_ _, _du_ng mo_ _g_i_ w_wl

con_ol, m _e_ he Hillv_w Res_voic Al_ough DEP bd_ves hm _fl_n _h_ _i_ h_d premix, DEP
was advised by NYSDOH, in Augu_ 2_1, th_ he Ad__ Order will not be modified in his _s_
and hm the C_y mu_ cover Hillv_w R_v_r in accordance wih _e _rms of the Orde_

_ Pu_ _at&n. The Ci_ has _bm_ed _ ap_n _r a fiv_ye_ pe_it _ NYSDEC _
op_me the Chdsea Pump S_ion on an em_gency b_is m the maximum r_e of 1_ mgd. _e_ of the
Chd_a Pump S_tion _ _qui_s a Sm_ P_lu_m _e _i_n_ Sys_ms ("SPDES") _.
Howeve_ he Ci_ may op_me the Che_ea Pump Stm_n in the event of &oug_ em_gency wRhom he i_u_
of the SPDES pe_t, providing the Ci_ continues to pu_ue its ap_m_n _r such pe_it and smisfies _fim
cond_ions s_ by NYSDEC. The City has updmed its _v_m_ _ssmem of _e Che_ea Pump S_i_.

_er __e R_o_. The SDWA requires th_ utilities p_p_ and dis_bu_ to the_ con_m_s
a brief annu_ w_er qu_i_ _po_ _ed to as the Consum_ Confidence Repoa (he "CCR"). The Ciff's
2000 CCR covering _e c_end_ ye_ 2_0, he mo_ _cem such repot, noted th_ the C_il_D_aw_e Sy_em



experienced _ur _ of the color smnda_ e_a_hed under _e Sa_ Code, and w_er from the wells
_ Queens experienced five violations of such _anda_. Al_ough _e Cro_n Sys_m _d n_ experience any color
_s in 2000, it has experienced periodic _ in pmv_us yea_. The Croon fil_r w_ect is in_nde_
among _h_ _ings, to address the issue _ c_ _s in Croton Sy_em wate_ While the CCR _h_ no_d
that the C_y's souse water contains visually no _ad, _p water m_ contort _ due to rde_es of _ad from
in_m_ household _um_ng and fixtures.

Dam_ En_neefing repoas _ons_ed by the Co_s in the e_y 1980s in_c_ed _ _e dams and
_o_s in the Cro_n Sys_m are sa_ but in need of some m__ and mcon_mcfion work. An ong_ng
mcon_mcfion program has been e_a_hed and _nded in the CIP. The m_ori_ of _e m_fi_n includes
_acemem and m_hm_t of the outl_ works and mecha_c_ equ_mem wiffiin _e g_ehouse_

imwo_me_s m the dam _mcmm_ m_n_nance of goun_ and e_gemem of _e s_llw_ _p_. Upon
_m_ of the pmp_ed mcon_m_n in 2002, all _s in the Croton Sys_m will comfy with _e
cu_nt n_n_ dam sa_y g_d_ _ished in 1976.

De_wa_ _smm. The con_tio_ under wh_h _e Symem's Pepa_on, Neve_ink and Cannons_l_
Reservoim may be operamd are set _nh under _e mrms of a 1954 decree of the Supreme Coug of _e
Unimd Stmes (_e "1954 Decree"). It _lows the Sysmm to diven 800 mgd of wmer from _e D_aw_e River

B_in _r use by the Wmer Sysmm. At the same time, the Sysmm is mq_md _ r_e_ _m _e _e _m
into _e _bmw_s _ _e _1_ Rive_ _a_ti_ of wm_ _ffidem _ m_nm_ flows _ 1,750 cubic _et _r
second in the m_n branch of the D_awam River at Momagu_ New J_ey. In addition, the Sysmm mu_ meet
the Smm-mandamd co_vm_n m_ and flow mq_mmems in various tributaries com_ned in num_ous
deeds and condemnm_n decrees. En_mem_t of the 1954 Decree is under _e j__ of a River Masmr
app_nmd by _e Suweme Cou_ of _e Un_d Stmes. The Ci_ and _me, and _e govemmems _ New Jemey,
__ and Delaware are named parties to _e 1954 Decm_

The DRBC was _emed in 1961 as a result of _e D_aw_e River Basin Compact among the _der_
govemmem, the Stme, and the _aes of New Jemey, __a and D_aw_e. It has juri_fion over wmer
resources and is mspon_e _r deve_nem, Nanning and coordination and prom_n of the inmmmm _as
served by _e D_awam River and its _t_. Al_ough not a pan_am in _e D_awam River Basin
Compa_, _e City _n_ions as an advisor to the Sm_ in DRBC pmcee_ngs and _sum_ a m_or r_e b_h as a
pa_y to the 1954 Decree and as the owner and op_mor of the _me h_t m_ su_e_ to DRBC

In 1982, as a resuh of _n_ d_ng the drought of record in _e mi_196_, _e _oug_ of 1981, and
• e _a_li_ of the Sysmm's Pep_m_ Neve_ink and Cannons¼1_ Reservoi_ to smis_ all of _e mquimmems
of the 1954 Decree during those dmug_ periods, a set of Inmmmm Wmer M_emem Recommendmions (_e

"Good F_th Agmemem") was subbed to DRBC. Execmed by _1 of the.pan_s to the 1954 De_e_ the Good
F_ Agmemem sets _nh a series of mcommendm_, _du_ng v_ous levels of diver_ons and m_
_s_ during no_ hydr_og_ cond_ions and during periods of drought. _e Good F_ Agmemem was
_llowed during the 1985 and 1989 droughm.

F_ m_e __ regaling l_g_n _l_ing _ _c W_ S_m, _e "_GA_ON."

The Sewer Sys_m

The Sew_ Sysmm is compiled of the _wage c_ sy_em and the _wage _e_mem _l_. (See
"New York C_y Dr_nage Areas and Sewage T_ment Pian_" map b_re the Append_ _r the
_cafion of the sewage _e_me_ _l_

_em_c c_n of sewage and building of sewe_ began in the Ci_ as e_y as 1696. M_ potions
of _e Sewer Sy_em in _wer and cenw_ M_h_n we_ begun in the e_y 1830s and commend by 1870. _e
oldest sewer now in _i_ was built in 185 I. The oldest componen_ of _e Sewer Sys_m, loca_d in M_h_
and B_oMyn, are conduced molly of brick, clay and ceme_. The o_er Bo_ughs have newer sewe_ made
primarily of viweous clay and concre_. Hi_oric_l_ was_ co_ecOon and disposal was a m_r of Ioc_



jurisdiction. Upon consolidation of me CiW in 1898, Pres_ems of He five Boroughs were given responsibility
for sewage c_ction and dispos_ in _eir respe_ive Boroughs. A Comm_oncr of Borough Works was
e_ablished in each Borough for _an_n_ constructing and admi_efing ks sewer sy_em. This loc_
responsibility for sewage c_ction exi_ed until the m_-1960s.

Although w_er p_lution control did not become a m_or issue until recent yea_, R has been a concern of
local conservationists and public offichls for over a century. The fi_t sewage _e_mcnt fadli_ in the Ci_ was
opened in 1886, when a small plant was con_ru_ed on Coney _land _ protect the bmhing beaches. In 1904, a
Sanitary Comm_on was e_a_hed and charged w_h developing a maser plan for sewage ue_ment in the
City. Although the Sanitary Commission com_ed its t_sk in 1910, sewage _e_mem plant construction did not

rec_ve serious attention until 1929, when the Ci_ e_ablished a department to constru_ sewage tre_ment
_d_Oes under me jurisdiction of the Depaament of SanR_n. In the 1930's _is fun_n was transfe_ed to the

Depa_ment of Public Works. In 1931, a plant construction program was begun to consguct a sy_em of sewage
Ue_ment plants and associ_ed _dlifies to control and t_ _1 sewage produced wi_in He City. The fi_t of
these _ants, Coney Island, opened in 1935. Thee mo_ large _an_, Wards Island, T_lmans Island and Bowery
Bay, were placed in operat_n before the end of the 1930's. During the 1940's two ad_fion_ _ant_ Jam_ca
and 26th Ward, were opened. The po_-war ye_s w_nessed an intensified con_ruction cffo_ and, by 1967, 12
m_or t_ment plants were in operat_n ueating about 1,000 mgd _ an average _mov_ effic_ncy of about
65%. At th_ time mcst other urban areas wc_ proving only about 35% _mov_ cffidency.

The City Chaaer of 1963 cons_ed the Borough sewer organiz_ions into a City-w_e department under
the Depa_ment of Public Works. In 1968, various munidpM services were cons_idmed into a sing_ agency
known as the Endronment_ Pro_ion Administration. which included responsibility for sanitation _nd w_er
and air qu_ity resources. Wi_in He En_ronmcntal Protection Admi_su_n, the Department of W_er

Resou_es had jurisdi_n over the Bureaus of W_er Supply and Wa_r P_fion Conu_. These Bureaus were
responsive lbr w_er supply and sewage c_ction and _e_me_. In 1977, wa_r supply, sewage c_ction and
tre_ment, and _r quMity mo_todng msponsi_lities w_e combined into DEP.

Sewage Collection and Treatment

The Sewer Sys_m's plants treat approximm_y 1,200 mgd of dry-wether sewag_ vi_uMly _1 of the
dry-wether sewage generated in the Cir. The Sewer Sys_m is divided into 14 dr_nage a_as co_espon_ng to
the 14 waste water ue_ment plants and includes over 6A00 miles of sewer _pes of varying _ze which are
c_ified as one of three _pes: sanitary, _orm or com_ned. Sanitary sewe_ accommod_e househ_d and
_dustriM wa_ Storm sewe_ carry r_nw_er and surface w_er runofL Combined sewc_ carry bo_ _pes of
was_. Approxim_ely 70% of me City's sewe_ are of the com_ned _pe. In add_ion to the sewage pipes, the
Sewer Sys_m includes cash basins and seepage ba_ns to prevent flooding and sewer backups.

The Sewer Sy_em is comprised of a number of sewer fadlities built to varying _andards. Diffe_nt
m_efi_s and me_ods of cons_u_ion were used _su_ng in _fferent _ cycles. Approximmdy 4,000 miles or
two-_ffds of the Ci_'s sewer _pe is made of _treous clay. S_ficant mirage of sewer pipe is composed of
other building mme_Ms inching cemen_ _inforced concre_, iron and brick. Some _pe in the c_ction system
was in_d before 1870, and about 16.7% of all sewer pipe in me c_cfion sy_em is over 100 years _d.

The facilities relied to the tre_ment of sewage include sewage ue_ment plants, a com_ned sewer
overflow _e_ment plant, wa_ew_er pump _ation_ laboratories, sludge dew_ering fad_fies and _nevharbor
ve_ds which uanspoa sludge b_ween _dlities. Sludge is a by-produ_ of _e sewage tre_ment process.

Issues of both water supply v_ume and consequent sewage ue_ment v_ume are raised _om time to time
in connection w_h the Sys_m. Measu_s to increase the supply of wa_r av_c to me Sy_em and to increase
me sewage tre_ment capaci_ of the various sewage _e_ment plants in the Sys_m a_ either being construc_d
under the CIP or are under continuing _v_w for feasibility and co_ eftbctivene_. Howeve_ the immedi_e
approach to both He issues of supply and tre_mem capacity is conservation, through voluntary changes in user
behavioL _rough eduction and the effect of acm_ use charges based on m_c_d wmer usage, leak de_n
and repot and increased use of newly designed low-flow wa_r use fixtures such as _il_s.
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The following table describes sewage treatment plains currently in service.

Water Pollution C_ntr_ Facilities

Come.on _
Upg_ding_

Des_n FullSeconda_

_an_ _ Ser_ Capacit(myg_-" Com_znear'_of Recon_rucfioTnr_ment

Newtown Creek ................................................. 310 1967 2010
Wards Island .................................................... 250 1937 1979
Hunts Point ..................................................... 200 1952 1978
Bowery Bay .................................................... !50 1939 1978
Owls Head ..................................................... 120 1952 1995
Coney _land .................................................... 100 1935 1994
Jam_ca ........................................................ 100 1943 !978
26_ Ward(1) .................................................... 85 1944 1979
T_lmans Island ................................................. 80 1939 1978

Po_ Richmond .................................................. 60 1953 1979
Rockaway ...................................................... 45 1952 1978
Oakwood Beach ................................................. 40 1956 1979
Noah River ..................................................... 170 1986 1991
Red Hook ...................................................... 60 1987 1987

Tot_ System-wide Capa_ty ................................... 1,770

(1) The_ is a storm_ow r_em_n _li_ _ Spring C_ek, w_ch is conn_d m _e 2_h Wa_ _t.

The Sewer Sys_m's wa_ewmer pump _mions convey wa_ew_er to the tremment plants. When gravity
flow becomes uneconomic_ or not _a_e for engineering reasons, pump _mions li_ the flow so thin it can
again flow by gravRy. In some locations, pump _ations ut_ize p_ure _ping c_led force m_ns to direct the

flow of wa_ewa_r to the plants. The CIP includes an ongoing program to reconstruct and refurb_h pump
_ation_

Sewer reg_ors and fide ga_s contr_ flow in the Sys_m. Recent inspections of the regulator sy_em have
Ibund it to be _ruc_r_ adequm_ but many poaions are in need of mechan_ reconstruction. A d_d

ev_u_ion of the reg_mor and tide g_e sys_m has been completed and funds have been provided in _e CIP for
mechan_ _fur_shment of _ese fa_lities.

During periods of heavy rainfall a combin_ion of _ormwmer and sewage bypa_es tre_ment and is released
into the City's w_erways via com_ned sewer overflows. The combined sewer overflow abmement program
prov_es for sm_e_ design and construction of fa_fifies to addre_ this issue.

DEP has awarded con_ac_ for the benefi_ use of 100% of its bios_s which commenced in July 1998.
These cu_ent contracts include: therm_ drying _e _os_s into fe_ilizer pallas at a fa_li_ located in the

Bronx; chem_ _acfion pdl_izmion in Arkansas; direct land ap_icmion in C_orado and Virginia; composfing
in West V_a and PennsyNa_ and lime _abHization in New Jersey. The City's financial plan includes
$50 mill_n in Fiscal Year 2002 for contracts wi_ privme vendo_ to manage _osolid_

Go_,ernmenml Regu_on

Under _e Clean Water Act, USEPA oversees compliance wi_ _der_ environme_ laws, _gulations and
g_dd_es concerning sewag_ Included in _ _gda_ry _amewerk is _e N_ion_ P_l_ant Discharge
Elim_ation Sys_m ("NPDES") Permit Program and the issuance of sewage _e_me_ _ant oper_ing permit.
As authorized by _e Clean W_er Act, admi_rat_n of the permit prog_m has been ddeg_ed to the State.
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Pu_uant to the Wmer Qu_i a Act of 1987, as a condition for recdpt of _deral funds the State must
estabfish a revving fund to provide a source for loans to locM entities for the construction of publ_ly-owned
wa_ewmer _e_ment fadfities, l_fiM fun_ng for a revving fund program is prodded from _deral
ca_t_m_n grants and _ate m_c_ng funds. The State has de_gn_ed EFC to be the adminis_or of such
funds.

FuH Secondary Treatment Requiremenu. In 1972, the Cia began a program of upgrading i_ existing
plants to opeta_ in conformance with the full secondary t_mem requiremen_ of the Clean Wa_r A_. Thi_een
of the Sys_m's 14 sewage Uemme_ plants have been upgraded. The _m_ng plan_ Newtown Creek, is in the
process of being upgraded to meet feder_ _quirements.

As part of i_ mun_ com_iance program, the State _ok action ag_n_ the Ci a for those sewage
t_mment _an_ th_ were unable to att_n the full secondary _emme_ _qui_men_ of the Clean W_er Act by

July 1, 1988. This cou_ action ms_d in the Cia signing consent decrees (the "Secondary T_mem Consent
Dec_es") for the Owls Head, Coney _nd, Newtown C_ek and Oakwood Beach _a_ all of w_ch include
com_iance schedules, w_ch, with the exce_n of Newtown Creek, have been met. A State _e is assigned
_ mo_r the Cia's com_iance with the Newtown C_ek _ant. A modification _ the Secondary Tre_mem
Consent Dec_e _quifing the upgra_ng of the Newtown Creek pla_ was negmi_ed wi_ the St_e with a new
come,ion d_e of 2010. The Cia is in com_iance with the _hedu_. The m_ho& known _s Track I, for
upgrading the Newtown Creek plato specified in the Secondary T_mem Consent Dec_es has an e_im_ed
co_ of $2.9 _o_ of w_ch appro_m_ely $1.2 bilfion is not included in the CIE In July 1998, DEP submitted

a proposed _rn_Ne m_hod, known as T_ck III, _ the St_e for ach_v_g full secondary t_mem _ the
Newtown C_ek w_er p_lufion con_ _ant. The proposed alternative is based on a mottled _ep-_ed process,
and could, if approved, reduce the co_ of upgrading the New_wn Creek plant by approximmdy $700 mill_n
and reduce the time needed to s_isfy secondary tre_mem requirements _ the _am. The State has now expressed
a wHfingne_ _ acce_ the _rn_ive m_hod with some mo_fication_ This agreemem is t_d to a _ative
_solution of the State's action ag_n_ the Cia concem_g niuogen _scharges from cea_n of the Cia's sewage
ue_mem p_n_. For a description of such I_gation, see "L_GA_ON."

Non-City-Owned P_nts. The Cia is _so _q_& under the May 1997 De_rmination, to undeaake a
program of upgrading HI 114 non City-owned sewage _e_ment plants in the wmershed, to enab_ those fadlities
to comfy with the City's few w_ershed prote_n _gulations. This program, also known as the regul_ory
upgrade program, was specific_ provided for in the W_ershed Memorandum of Agreement and is cu_ently
funded _ a _vel of appro_m_Oy $275 million. The regulations governing the program require the upgrades to
be comple_d by May 1, 2002. ARhough the Cia is prodding fun_ng for the upgrades, the actu_ design and
con_ru_ion work is being undertaken by the _du_ owne_ of each fadfity, under con_ac_ with EFC, aoing
as program adm_imr_or for the Ci a.

As a result of delays in securing acceptab_ engineering proposes and plans from fadlity owne_, it is
ant_ipated thin not _1 upgrades will be completed by the May 1, 2002 mi_one date. In April 2000, the
New York State Watershed Inspector General, an offi_ within the Office of the State Attorney General, issued
a report criticizing the C_y's progress in implementing the regulatory upgrade program. The City has responded
to the report, which it bd_ves is inaccurate and based on faulty understandings of the program and its o_ective_
The City has also taken s_ps, on its own accord, to accelerate the program without sacrificing proper ove_ight,
cost-effectiveness, or adherence to sound engineering practices. These _eps include, among other_ the
devdopment of guidance documents to _d facility owne_ and their consuRants that satisfy the upgrade design
requirements and arrangemen_ with EFC in the preparation of acceptable engineering proposes, and the
retention, through a_angements with EFC, of addifion_ engineering _aff to rev_w plans and specifications for
indifidu_ upgrade project. It is expected that the fadlities that account for approximately 90% of the
wa_ewmer discharged from these plants will be upgraded by the second qua_er of 2002.
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SPDES. Over the past sever_ years, NYSDEC has notified the City of _legcd violations of the SPDES

permi_ for the City's wa_ew_er _eatment plan_ as a result of cowective and preventive m_ntenance at a level
below that which NYSDEC befieves is required by the permit. These _leged violations have been settled
through a series of administrative consent orders. In add_ion, DEP has hired a consu_ant was hired to gather
relevant d_a to enable DEP to determine the appropri_e level of cowective and preventive m_n_nance for its
wa_ew_er _eatment plants. This study included a rev_w of the practices of other utilities in connection with
co_ective and preventive m_ntenance. Based on this study, DEP is implementing pilot studies at various water
pollution con_ol plants in an attempt to change its practices and priorities relating to plant m_ntenance.

The System includes eight City-owned up_ate sewage _e_ment plants to prevent untre_ed sewage _om

being released into the w_ersheds. To enhance w_e_hed pro_ction, DEP completed upgrades to seven of these
fa_lities. The CIP includes approxim_ely $17 million for the upgrading of the eighth fa_lity. DEP, through the

City's Law Department, takes legal action pu_uant to the Federal Clean Water Act to compel ce_n owne_
and operato_ of non-City owned sewage _eatment plants in the wate_heds to comply with SPDES permit. In
additiom DEP, together with the City Law Department, takes legal action to ensure that new devdopments .are

appropriately designed to be en_ronmentally protectiv_ in accordance with the C_an Water Act.

Over the past sever_ yea_, NYSDEC and DEP have resolved various _ged permit violations at the City's
14 sewage _eatment plants by entering into "om_buU' consent order. These administrative orde_ typic_ly
detail the _ged violations for a specified period of time and set foah remedi_ actions related to such violation_
Con_ent with this practice, DEP and NYSDEC are cu_enfly negotiating a new consent order _he "Omnibus

VI Consent Order') to cover alleged violations _om January 1, 2000 through March 31, 2001, including "alleged
effluent, operating and bypass violations at a number of plan_.

Combined Sewer Overflows. The System is _so required to develop programs to reduce pollution _om
combined sewer overflows and to criminate excess infiRration and inflow into the Sewer System from ground
and _orm w_e_ In June 1992, DEP en_red into a consent order with the State (the "CSO Consent Order')

establishing various deadfines through 2006 for the con_ruction of nine combined sewer overflow projects,
which may include storage tanks. F_lure to meet mi_ones in the consent order could result in the impo_tion
of monetary penalties ag_n_ the City. The CIP includes approximatdy $1.1 billion for _uch combined sewer
overflow project. Cen_n of the CSO Consent Order in,rim deadlines have not been met. F_lure to meet ce_n
m_e_ones in the CSO Consent Order could resu_ in the imposition of monetary penalties. Con_ent with

USEPA guid_ine_ the City _ exploring _ternative approaches to combined sewer overflow problems that focus
on cost-effective means of protecting water qu_ity. The City is in the process of proposing to NYSDEC technic_
changes to the approaches to con_ol combined sewer overflow which could _ad to the renegoti_ion of the CSO
Consent Orde_

Ward's lMand Plant. On February 2, 1989, the City signed an administrative consent orde_ modified on
July 27, 1993, wh_h mand_es various w_er conservmion measures to reduce flow to the Wards Island plant.

Con_ac_ totalling $105 million were initi_ed in Fisc_ Year 1995, for the purpose of expansion of the Wards
Island plant in compliance with the consent orde_ An additional $22.7 million was _loc_ed for the design phase
beginning in Fiscal Year 1998 and $95.7 million has been _located for con_ruction beginning in Fisc_ Year
2002. Addition_ phases are expec_d to commence in Fiscal Yea_ 2004 and 2005. R is anticipated that the
Wards Island plant will be re_ated to 275 mgd.

Coney Island Plant. Construction _) improve the Coney Island plant, which has been operming below but
near its 100 mgd permitted capac_y, to achieve a proposed permi_ed capacity of 110 mgd is complet_ It is
anti_pated that the plant will be re-rated by NYSDEC in 2001.

Harbor and Wate_'ay Protection. According to the mo_ recent Harbor Survey issued by DEP, water
qu_ity in the harbor and su_ounding riven continues to improve. The Harbor Survey is an ongoing monitoring
effort of the City's w_erways that has been in exis_nce since 1909. The Survey monRors 17 water qu_ity
parameters _t the surface and bouom wate_ of 53 sampling _ations in New York Harbo_ Coliform bacterial
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count, which are _dicmo_ of sewage p_iution, have continued to decline. Since 1993, comNhnce with
New York State tot_ and fecal coliform _andards cont_ues to be e_immed _ the highe_ levels recorded by
this program. Another key indictor of the qu_ity of the City's su_ound_g w_e_ is the measu_ of di_ved
oxygen ("DO") in the w_e_ DO is one of the mo_ unive_ indicmo_ of overall wmer quality in aqum_
systems. An asse_ment of the adequacy of the amount of DO present is performed by comparing actu_
concen_ations to New York State _andards. These _andards vary b_ween 3 and 5 milligrams per liar (mgd),
depend_g on the des_nmed be_ use of the wa_rway. DO concen_afions in most areas of the Harbor have been

notably higher in the 1990s than in the l_e 1980s. Since 1992, DO levels _ many si_s continue to be the _ghe_
ever recorded by t_s program, w_ch has mo_tored some _m_ns since 1909. These improvements are primari_
in response to: cont_u_d w_er p_lution con_ol plant constru_ion and upgrades throughout the harbo_ the
abmement 9f il_g_ discharges; improved survdlhnce and sewer m_ntenance; and increased capture of wet
wether flows. The New York Ci_ Department of He_th's "wet wemher advisory" (no swimming within fo_y-

Oght hou_ of a heavy r_n) was lifted _ seven of _n Ci_ public beaches in June 1993. At the rem_ng three
City beache_ the ad_sory was _duced from a 48-hour ban on swimming after heavy rains to a 12-hour advisory,
and w_er qu_ity at the Cky's beaches continues to improve.

As part of a cooperative effon to fu_her improve wmer qu_i_ in the City's wmerways, USEPA, along

wRh the Stmes of New York and New Jersey, _cent_ re_ased a Comp_henfive Conservm_n Management
Plan for the New York-New Jersey Harbor and the w_e_ of the New York Big_. This Plan, developed under

the aegis of the feder_ Harbor E_uary Program, builds on many of the C_y's ong_ng programs such as sewage
tre_ment _ant upgrades, controlling and capturing wet wether flows and reducing flo_a_e debris. Under the
Plan, the Ci_ will continue to promote improved wmer qu_i_ through, among other things, its effo_s to
dimin_e com_ned sewer overflow_ encourage wa_r conserv_iom enhance survdlhnce of industri_
discharges, and in_l sewe_ in areas of the City where they are not yet av_h_ All of the carrel
commitments to be undertaken by the Ci_ pu_uant to the Plan are _ready included in the CIP.

The Long Island Sound S_dy ("LISS") is a j_nt _der_-_me-loc_ _he states being New York and
Connecticut) program to identify the Long Island Sound's m_or en_ronment_ pro_ems and devdop a plan to
manage those prob_ms. USEPA _ the lead _der_ agency involved in LISS. Hypoxi_ or low levels of _olved
oxygen, has emerged as the issue of gremest concern in Long Island Sound. Hypoxia is the result of a chemical

chin reaction thin beans with high levels of nutrient, largdy ni_ogen. In addition to nmur_ souses, other
nutrient sources include effluent from sewage tremment _ants, stormwater run-off carrying lawn and agricultural
fenil_e_ organic mmefi_s, and _depofi_d ni_me sub_ances. As a result of the fi_t and second phases of the
LISS, the City agreed to lim_s for ni_ogen discharges from i_ four Upper East River wa_ew_er t_mment

_ants. The construction required to me_ these limits is commie and the City is me_ing its cu_ent ni_ogen
discharge limit. The CIP includes approxim_dy $262 million for a _o_g_ nutrient _mov_ program to
control ni_ogen levels. On March 9, 1998, the State and a separme group of _ntiffs each filed suit ag_n_
DEP and the City. Future, more _ringent _trogen discharge lim_s will likely be imposed as a result of a Total
Maximum D_iy Load ("TMDL") an_yfis for Long l_and Sound. The TMDL was j_ntly p_pared by the
States of New York and Connecticut and approved by the USEPA in April 2001. The TMDL proposes the
ach_vement of the _ved oxygen _andard in the Long Island Sound through the increased con_ol of ni_ogcn
from point souses, including certain of DEP's water p_fion control Nants, as well as through the control of
other sources.

For more information on litig_ion relining to the Sewer Sys_m, see "Lt_GA_O_."
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ECONOMIC AND DEMOGRAPHIC STATISTICS

This section presen_ inform_ion _garding ce_n of the m_or econom_ and demog_p_c hcto_ in the

City. All information is p_senwd on a c_endar year basis unless otherwise in_c_ed. The d_a set fo_h are the
latest avM_e. Sources of inform_n are ind_med in the text or imme_y following the charts and _es.

Although the Authority conside_ the sources to be _a_ the Amhority has made no independent verification
of the information p_senwd herein and does not warrant i_ accuracy.

For a _scu_n of the effe_s of the Wo_d T_de Cenwr attack, see "INTRODUCTORYSTATEMENT--Recent

Even_."

New York CRy Economy

The City has a highly diversified econom_ base, with a subs_nti_ volume of business activity in the
service, wholesMe and r_l _ade and manufacturing indu_rie_ and is the loc_n of many m_or securitie_
banUn_ law, accounting and adve_i_ng firms.

The City is a m_or seapo_ and foc_ point for imernmion_ business Many of the m_or corpormions
headquartered in the City are multinmionM in scope and have exWnsive foreign oper_ns. Numerous for_gn-
owned compan_s in the U_wd States are _so headquarte_d in the City. These firms, which have increased
sub_anfi_ in number over the past decade, are found in _1 secto_ of the City's economy, but are concen_ed
in trade, manufa_uring, sales office_ tourism and finance. The City is the loc_n of the headquarters of the
Uniwd Nations, and sever_ affi_a_d organ_ations m_nt_n the_ prin_p_ offices _ the City. A large diplomatic
community exis_ in the City to staff the 186 missions to the Uniwd Nmions and the 96 foreign cons_me_

Econom_ acfi_ty in the Ci_ has experienced periods of growth and reces_on and can be expe_ed to
experience periods of growth and recession in the lucre. From 1969 to 1977, the City experienced declines in
em_oyment, but from 1978 to 1987 the City experienced swong growth in jobs, especially in the City's finance,
insurance and reM estate ("FIRE") sector due in large pa_ to lower _flatio_ lower interest rates and a strong
securities mark_. Bcgin_ng in 1988, em_oymem grow_ in the City _owed, and in 1990 the Ci_ experienced
job losses, _though the U.S. economy expanded during th_ period. During 1991 and 1992, emp_yment levels
in the City continued to decline. In _cent years, the City has experienced increases in employment. Re_ per
capi_ pe_onM income (i.e., per ca_ personal income a_u_ed tbr the effects of inflation and the differentiM
in living cos_) has generally experienced fewer flucm_ions than em_oyment in the City. Although the City
experienced periodic declines in re_ per capi_ _come b_ween 1969 and 1981, real per capi_ person_ income
in the City has generMly increased _om the mid-1980s until the present. OverMl, the City's economic
improvement accder_ed s_&ficantly b_ween 1997 and 2000. Much of the increase can be _aced to the
pe_ormance of the securities _dustry, but the City's economy Mso produced gMns in the retail _ade scctoL the
howl and tourism industry, and business serv_es, with priv_e sector employment growing m a ra_d pace.

Population

The City has been the mo_ populous city in the Uniwd States since 1810. The City's pop_mion is _mo_
as large as the combined population of Los Angeles, Ch_ago and Hou_on, the three next most populous cities
in the nation.

The City's popul_n reached approximmdy 7.9 million in 1970 before dedi_ng by 10.4% b_ween 1970
and 1980. From 1980 to 1990, the population of the City sWa_ly increased before dropping slightly b_ween
1990 and 1992. Since 1992, the City's populm_n has increased _owly _though the r_e of growth has
accder_ed in recent years, reac_ng over 8.0 mill_n in 2000. The folbwing ruble provides information
concern_g the City's pop_ion,
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Population of New York City

Year P°P_afi°nTo_l

1970 ............................................................ 7,895_63
1980 ............................................................ 7,071,639
1990 ............................................................ 7,322,155
2000 ............................................................ 8,00_278

Note: _gu_s do n_ _dude an undeterminednumberof undocumen_d_n_
Souse: U.S.Depa_memof Comme_ Bureauof theCensu_

Employment Trends

The City is a leading center for the banking and securities indus_y, life insurance, commun_ation_
publishing, fashion design and ret_l fields. From 1993 through 2000, the City has experienced significant private
sector job growth with the addition of more than 44_000 (an average growth rate of approximat_y 2.2%) new
priv_e sector jobs. Over the last seven years, the City has experienced its longe_ period of consecutive annu_

employment growth since the 1950s. This contrasts with the approximat_y 9% loss in the City's employment
base during 1989-1992. As of Augu_ 2001, total employment in the City was 3,738,400, compared to 3,700,800
in Augu_ 2000.

The ruble below shows the distribution of employment from 1991 to 2000.

New York City Employment Dist_bufion

AverageAnnu_Em_oyme_ (inthousands)
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Private S¢cto_

Non-Manufacturing:
Services .......................... 1,097 1,093 i,ll6 1,148 1,184 1,227 1_75 1,325 1,384 1,456
Who_s_e and Retfil Trade ......... 565 546 538 544 555 565 578 590 610 631
Finance, Insurance and Re_ E_e ... 494 473 472 480 473 469 473 483 486 490

Transpo_ation and Public Utilities .... 218 205 203 201 203 205 206 206 208 211
Con_ru_ion ...................... 100 87 86 89 90 91 94 102 114 122

Tot_ Non-Manufac_ring ........ 2_74 2_04 2A15 2A63 2,505 2,557 2,625 2,707 2,802 2,910
Manufa_uring:

Dura_e .......................... 77 72 71 69 68 66 64 64 63 61
Non-Durab_ ...................... 231 220 218 211 206 201 201 195 188 182

Total Manuihcmring ........... 308 293 289 280 274 266 265 259 251 242

Tot_ Pfiv_e Sector .................... 2,782 2,697 2,704 2,744 2,779 2,823 2,890 2,967 3_53 3,153
Govemmem ........................... 593 585 588 578 560 546 552 561 567 568

Tot_ ................................. 3,375 3,282 3,291 3,322 3,339 3,369 3_42 3,528 3,621 3,721

N_c: T_Msmaynotadddueto roun_n_
Souse: U.S.Dcpartmemof Labo_Bu_au _ LaborStati_cs.

Sectoral D_t_bufion of Employment and Earnings

In 2000, the City's serv_es em#oyment sector _t an Ml-time annum peak, providing more _an 1.4 milfion
jobs and accounting for 39% of totM em#oyment. Figu_s on the sectorM di_fibudon of em_oyment in _e City
reflect a _gMficant shift to non-manufac_ring em_oyment, particularly to the areas of services and FIRE, and a
shrining manufacturing base in the Ci_ rdmive to the nation.
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The structural shi_ from manufacturing to the services and FIRE sectors affects the level of earnings per

employee because employee compensation in finance and related business and profession_ serv_es is

considerably higher than in manufacturin_ Moreove_ per employee earnings in the FIRE sector are _gnificantly

higher in the City than in the nation. From 1979 to 1999 the employment share for FIRE rem_ned approximately

13% in the City while the FIRE sector earnings share lbr the same period rose _om approximately 17% to
approximately 32% in the City. This shift in employment and earnings distribution toward the FIRE sector was

more pronounced in the City than in the nation over_l as indicated in the table below. Due to this shift in

earnings distribution, sudden or large shocks in the financial markets have a disproportionately adverse effect on

the City relative to the nation.

The City's and the nation's employment and earnings by industry are set foah in the following table.

Sectoral D_t_bufion of Employment and Earnings(l)

Em_oyment Earn_gs(_
1979 1999 1979 1999

Sector _YC U_. NYC U._ NYC U.S. NYC U_.

P_vate Sector:

Non-Manufacturing:
Serv_es .............................. 26.2% 19.1% 38.2% 30.3% 25.2% 17.9% 32.8% 29.1%

Wholes_e and Retail Trade .............. 18.9 22.5 16.8 23.1 15.3 16.8 9.6 15.3

Finance, Insurance and Real Estate ........ 13.1 5.5 13.4 5.9 16.6 5.8 31.6 9.2

Transpo_ation and Public Utilities ........ 7.9 5.7 5.7 5.3 10.3 7.5 5.4 6.8
Contract Construction ................... 2.2 5.0 3.2 5.0 2.5 6.7 2.6 5,9

Mining ............................... 0.0 1.1 0.0 0.4 0.7 1.8 0.4 0.8

Total Non-Manufacturing ........... 68.3 58.8 77.4 69.9 70.7 56.5 82.3 67.1

Manufacturing:
Durable ............................... 4.7 14.2 1.7 8.6 3.9 16.2 1.3 10.2

Non-Durable .......................... 11.1 9.3 5.2 5.8 9.9 9.0 5.3 6.1

Total Manufacturing ................ 15.8 23.4 6.9 14.4 13.8 25.2 6.6 16.2

Total Private Sector ....................... 84.1 82.2 84.3 84.3 84.4 82.1 88.9 84.0

Government(3) ............................ 15.9 17.8 15.7 15.7 15.6 17.9 11.1 16.0

N_e: Totals may not add due _ roun_ng.
Souses: The two primary souses of em_oymem and eam_gs in_rmation arc U.S. Depaament of l_bo_ Bu_au of Labor Statistics, and
U.S. Depa_me_ of Commerc_ Bu_au of Econom_ An_y_
(1) The _c_l _fib_ns a_ o_ned by dividing each indust_'s em_oyme_ or earnings by total non-agricul_ral emp_yme_ or

earnings.
_) Includes _e sum of wage and s_a_ _sbu_emc_ _her labor _com_ and woprietors' incom_ The l_c_ in_rmation av_e _r

• e Ci_ is 1999d_a.
(3) Ex_udes mili_ esm_hmcn_.

Personal Income

Per capita personal income Ibr Cfly residents, unadjusted for the effects of inflation and the differenti_ in

living costs, has steadily increased _om 1989 to 1999 (the mo_ recent year Ibr which City pe_on_ income data

are av_lable) and is higher than the average for the Uni_d Sta_s. From 1989 to 1999, per capi_ pe_on_ income

in the City averaged 5.3% growth compared to 4.6% for the nation. The following table sets lb_h recent

information regarding pe_on_ income in the City.
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Pe_on_ Income _ New York _(1)

To_l NYC Per Ca_ Per Ca_ Per Ca_ta
Pe_on_ Pe_on_ Pe_on_ NYC as
Income Income Income a Percent of

Year _ _on_ NYC U_. U._

1989 ............................... $168.2 $22,909 $18,571 123.4%

1990 ............................... 182.3 24,895 19,588 127.1

1991 ............................... 186.8 25,577 20,099 127.3

1992 ............................... 199.7 27,331 21,077 129.7

1993 ............................... 202.9 27,677 21,709 127.5

1994 ............................... 208.6 28,416 22,565 125.9

1995 ............................... 221.9 30,192 23,543 128.2
1996 ............................... 236.6 32,147 24,630 130.5

1997 ............................... 245.3 33,228 25,851 128.5

1998 ............................... 261.1 35,266 27,292 129.2

1999 ............................... 278.1 37,435 28,508 131.3

Sources U.S. Depa_mem of Comme_ Bureau of Economic An_ and the Bu_au of _e Census.

(1) _ cu_ent doll.s, Pe_on_ _come is based on _e _ace of re_dence and is me_u_d _om _come which _dudes wages and salaries,
other labor _com_ prop6_ors' _com_ pe_on_ dividend _come, person_ ime_a _come, rental _come of pe_ons and _ans_r
payment.

Hou_ng

In 1999, _e housing s_ck in _e City confi_ed of approxim_dy 3_39_00 housing u_, ex_uding ce_n

spe_ _pes of units pfirnari_ _ _i_fions such as hos_tals and universities. The 1999 housing inven_ry

represented an increase of approxim_dy 44,000 units, or 1.5%, since 1996 and an increase of approxirna_ly

62,000 units, or 2.1% since 1993. Rent_ housing units predomin_e in the CRy. Of _1 occupied housing unRs in

1999, appro_m_dy 34% were convemion_ hom_owners_p unRs, cooperatives or condom_ms and

appro_ma_ly 66% were rent_ un_s. The folbwing ruble presen_ trends in the housing inventory in the City.

Hou_ng Inventory In New York City

(Hou_ng Uni_ in Thousand_

Owne_hip/Occupancy S_tgs 1981 1984 1987 1991 1993 1996 1999

Tot_ Hou_ng Uni_ ............. 2,792 2,803 2,840 2,981 2,977 2,995 3,039
Owner Un_s ............... 755 807 837 858 825 858 932

Owner-Occu_ed ........ 746 795 817 829 805 834 915
Vacant for Sale ......... 9 12 19 29 20 24 17

Rent_ U_ ................ 1,976 1,940 1_32 2_28 2,040 2,027 2,018

Renter-Occu_ed ........ 1,934 1,901 1,884 1,952 1_70 1,946 !,953
Vacant for Rent ......... 42 40 47 77 70 81 64

Vacant Not AvNlable for SNe

or Renal) ............... 62 56 72 94 111 I I0 89

N_e: D_NN may not add up to totals due to round_
Souses: U.S. Bureau of the Censu_ 1981, 198_ 1987, 1991, 1993, 1996and dm_ 1999 New YoN _ Hou_ng and Vacancy Su_e_.

(1) Vacam uni_ _ are _d_e_ imended _r _asonal u_, he_ _r occas_n_ us_ h_d _r m_menance purposes or _her _asons.
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LITIGATION

There is no action, suit, procee_ng or _vestigation, _ law or in equ_y, before or by any court, punic board
or body pending o_ to the best know_dge of the Authority, thre_ened ag_n_ or affecting the Authofi_ to
resign or e_oin the issuance, s_e or del_ery of the Fisc_ 200_ G Bonds or in any way contesting or affecting

the v_i_ of the Fisc_ 2002 G Bonds or any proceedings of the A_hofi_, the Board or the City taken with
respe_ to the issuance or s_e of _e Fiscal 2002 G Bonds or with respect to the Resolution or the _edge or
application of any money or secufi_ prodded for the payment of the Fiscal 2002 G Bonds or the ex_tence or
powe_ of the Au_ofi_ or the Board.

Pu_uant to tie Lease and lhe Agreement, the C_y has agreed, su_e_ to cen_n con_tion_ to indemnify
the Authority and the Board ag_n_ any and all _a_l_y in connection with any act done or omi_ed in the

exerc_e of their powe_ which is taken or omiaed in good l_ith in pu_uance of their purposes under the Act.
The City, howeveL is entitled to _imbu_emem by the Board for the amount of any judgment or se_ment pa_
by the City (and not otherwise reimbursed from any _her souse) ailing out of a _n or conwact clam to the
ex_nt th_ the Ci_'s l_lity therefor is related to the operation, m_ntenance and improvement of the Sys_m

pro_de_ howeve_ th_ _e Board is not required to reimbu_e the Ci_ in any one year for to_ _ms in excess
of 5% of the Revenues of the Board for such Fisc_ Year.

There are numerous d_ms seeking damages and injunctive and other relief against the City relied to the
Sy_em. Except as noted b_ow, these clams _p_sent routine litigation inc_e_ to the performance of the
City's government_ functions in connection with the oper_ m_ntenance and improvement of the Sy_em.

The City has paid an average of approxima_ $2_7 million per year _om Fisc_ Years 1993 through 2000 in
safisfa_ion of ton c_ims relating to the oper_ion of the Sy_em. The m_ofity of these clams allege prope_y

damage caused by water m_n breaks and sewer overflows. Conwa_ _ms on water supply, sewer and water
pollution con_ol pr_e_s arise in varying amounts based on alleged change orde_ and rel_ed mm_. Numerous
lawsui_ relating to conswu_ion contract _ms are cuwently pending. While most seek under $10 mill_n in
damages, one action seeks damages of approxim_e_ $1_ million. While the probab_ outcome of these actions
cannot be de_rmined _ this time, conWact clams are expec_d to be funded through the CIP, which may be
revised _om time to time to accommod_e such clams as well as other changes ther_n.

The following paragraphs describe ce_n leg_ procee_ngs and _aims _v_ng the Sys_m, other than
rou_ne litig_ion _cident_ to con_ruction, the c_ction of ra_s, fees and charges and ce_ain other litigation
ari_ng out of alleged con_ufion_ _n_ tons, b_aches of contract and other violations of law and
condemnation proceedings. The ultim_e ou_ome of the proceedings and cI_ms described b_ow is not cu_ently
predic_bl_ and unfavora_e de_rminations in ce_ain of them could result in subs_nti_ judgments.

1. Four actions are cu_ently pending ag_n_ the Ci_ seeing damages for person_ i_ufies and property
damage in conne_n w_h an ex¢o_on of a Con Ed_on _eam _pe which occu_ed in G_me_y Park on
Augu_ 19, 1989. One of the ac_ons ag_n_ the Ci_ was brought by and on beh_f of several Con Ed_on

worke_ who su_ned i_ufies in the ex_osion, one of them fatal. On March 2_, 1999, the App_lme Di_on,
Fir_ Depa_me_, issued a una_mous decision in favor of _e City, granting summary judgment and dism_sing
the _ntiffs _ com_. The City b_ieves that this decision should support dismiss_ of the other a_ions insofar
as they assert _mi_r claims of negligencc on the pa_ of the Cir.

2. On March 9, 1998, the St_e fi_d suit ag_n_ the Ci_ and DEP in the Supreme Court of the State of

New York pursuant to the St_e Environment_ Conse_v_ion Law ("ECL"). The com_ _leges th_ the City
violated the ECL because it _scharged levels of niwogen and other p_mnts from eight of its plan_ in excess
of the applicable SPDES permit _mitat_ns, the_by causing and contributing to p_lution in the East River,
Jam_ca Bay and nearby coastal w_e_ _u_ng the Long Island Sound. The complaint _so _ges th_ the
City has _ol_ed the ECL _ these eight plan_ by violating sam_ record_g, repo_g and operation_
req_me_s in the ap_a_e SPDES permits. The comp_int reque_s th_ a schedule of actions necessary to
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bring the _ogen and oMer discharges from _he right plains imo com_iance wi_ Me apN_a_e SPDES permi_
be imposed on the City and th_ the C_y be ordered to pay _utory penalties under ECL for each day on which

each _olm_n _ged in the comment occu_ed. In early October 1998, the Stme moved for parti_ summary
judgmem on _s comment. The trial court gran_d the Stme's mot_n and found thin Me City violmed its SPDES

permi_ and the ECL. The Ci_ has appe_ed. Meanw_le, the parties began _scovery on the issue of appropria_
pen_fies and relie_

In ad_tion, on March 9, 1998, a fimilar hwsuit was commenced in the Uni_d Stmes Distri_ Cou_ for Me

Eas_rn Distri_ of New York by a group of _ntiffs who had prev_us_ served the City with a notice of in_nt
to sue in December 1997. The comment _ges thin Me Ci_ and DEP _med the Clean Wmer Act based on
Me same _gations set forth in the action commenced _y the Sl_te. The _ntiffs are seeking i_un_Ne _Hef
similar to Mat reques_d by Me Sta_ and d_l pen_fies of $25,000 per day for each vi_ation of Me C_an W_er
Act. The Sm_ of Conne_ut has in_rvened in the federfl cou_ a_n. The defendants have reached a _nt_ive

sediment with _ntiffs in both hwsui_, exce_ Conne_m. Discusfions a_ continuing with Connecticu_

3. Approximmdy 30 prope_y damage suits and one person_ i_ury suR are cu_ently pending against the
Ci_ seeing damages of approxim_dy $18 million in connection with a wa_r m_n break on Fi_h Avenue
b_ween 19th and 20th Stree_ on January 2, 1998. Pu_uant to a Preliminary Conference Order d_ed Augu_ 2,
2000 the sui_ have been ordered cons_ed lbr Me purpose ofj_m _scovery and for a joint tri_ on causm_n
and the alleged negligence of the City regarding the w_er m_n b_ak. The cases are cu_ent_ in _scovery.

APPROVAL OF LEGAL PROCEEDINGS

The issuance of the Hsc_ 2002 G Bonds is su_e_ _ Me approval of legali_ by Nixon Peabody LLP, New
Yor_ New York, Bond Counsel. Ce_n leg_ mat_ will be passed upon for the Ci_ and the Board by the
Ci_'s Corporm_n Couns_. Ceafin legal m_ will be p_sed upon for _e Underwriters by Willie Farr &
GfllagheL New York, New York.

FINANCIAL ADVISORS

Lamom Hnanc_l Services Co_oration and Rami_z & Co., Inc. have served as finand_ adviso_ to the
AuMofi_ with respect to Me sale of the _scal 2002 G Bonds.
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The _nces here_ _ and summaries of _d_fl, St_e and loc_ laws, induing but not limi_d to the
Code, the Con_imfion and laws of the Sm_, the Act, the 1905 AcL the Clean W_er Act, the SDWA, the Ban

Act, the MPRSA, and documents, ag_emems and cou_ decifions, _c_ng b_ n_ limi_d m _e Le_e, the
Ag_emem, the Resolution and the .Second Restrain _e summaries of ce_fin provifions the_oL Such
summaries do not purpoa m be commie and _e qualified in their emirety by _nce to such aos, laws,
documents, ag_emen_ cr de_fion_ Co_es of the Le_e, the Ag_emem, _e Reso_fion and the Second
Resolution _e avfih_e _r inspection during normal business hou_ _ the office of the A_hority.

Any _a_mems in this Offici_ _memem _v_ng mm_ of opinion, wh_her cr n_ exp_ so stated,
_e _nded as such and not as _prese_ations of _. N_th_ this Offici_ Stmemem nor any sm_mem w_ch
may have been made orflly or in writing sh_l be construed as a co_ or as a part of a com_ with the
ofi_n_ pushers or any ho_s of the _scfl 2002 G Bonds.

CONTINUING DISCLOSURE UNDER SEC RULE 15c2-12

To the ex_nt th_ Rule 15c2-12 _he "Ru_") of the Securities and Exchange Commotion ("SEC") under
the Securities and Exchange Act of 1934, as amended _he "1934 A_"), requires the Underwriters to determine,
as a condition to purchasing the Fiscal 2002 G Bond_ th_ the Authori_ will covenant to the ef_ct of the
pro_fions here summarized _hc "Unde_aking"), and the Rule as so aphid is authorized by a feder_ law th_
as so construed is within the powe_ of Congre_, the Authority agrees with the record and benefi_ owne_
from time _o time of the Fiscfl 2002 G Bonds ("Bondh_ders") th_ _ will:

(1) within 240 days after the end of the 2001 Fisc_ Year and each subsequent Fiscfl Year, deliver to
each nation_ recognized municipfl securities information repository and to any New York State
reformation depository, core finan_ _formation and operating d_a for the prior Fisc_ Year, in_uding
0) the Sys_m's au_d financial _a_me_s, prepared in accordance wRh gener_ accepted account_g
prin_es in effe_ from time to time, and (ii) m_eri_ historicfl financial and operating d_a concerning the
Sys_m and the Revenues of the Sy_em generfl_ of the _pe included in this Offici_ S_ment under the
captions "CAP_AL IMPROVEMENT AND FINANCING PROGRAM," "FINANCIAL OPERATIONS," "RATES AND

BrLmNG" and "THE S_ST_M;" and

(2) prov_e in a timely manne_ to each nation_ recog_zed mun_ip_ securities information
repository or to lhe Mun_ip_ Securities R_emak_g Board, _nd to any New Ycrk State information
depository, notice of any of the following events with respect to the Fisc_ 2002 G Bonds, if ma_ri_:

(a) pfincip_ and in_re_ payme_ d_hquenc_s;

(b) non-payment rel_ed defauks;

(c) in the case of credit enhancement th_ _ provided in connection with the issuance of the Fisc_
2002 G Bond_ unschedu_d draws on such cred_ enhancement reflecting finan_fl _ffic_fies and
substitution of credit providers, or their faihre to perform;

(d) unscheduled draws on debt service reserves reflecting finan_fl _fficulties;

(e) adve_e opi_ons or events affecting _e ex_ufion from gross income for _derfl income tax
purposes of intere_ on the Fisc_ 2002 G Bonds;

(_ modifications to figh_ of securi_ h_ders;

(g) bond c_ls;

(h) de_asances;

(i) relcas_ subst_ution, or s_e of prope_y securing repayment of the securities;

_) rating changes; and

(k) failure by the Authori_ to comfy wi_ clause (l) above.

The Authority expects to provide the information described in clause (1) above by d_efing i_ fi_t bond
offici_ _ement _ includes its financial _emena for the preceding fiscal year.
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Cu_cntl_ there is no New York Stme _formation depository and the nation_ly recognized mun_ip_
securities information repositories are: Bloomberg Municip_ Repositor_ P.O. Box 840, Princeton, New Jersey
08542-0840; Kenny Information Sy_cms, Inc., 65 Broadway, 16th Flooq New York, New York 10006;
Thompson NRMSIR, 395 Hudson S_e_, New York, New York 10004, and DPC Dma Inc., One Executive
Drive, Fo_ Lee, New Jersey 07042.

No Bondholder may in_u_ any suit, action or proceeding at law or in equity ("Proceeding") for the
enforcement of the Undertaking or for any remedy for b_each thereo_ un_ss such Bondholder has filed with the
Authority evidence of owne_hip and a wfiuen notice of and request to cure such breach, and the Authority has
not compl_d within a reasonable time; provided, howeve_ thin any Proceeding ch_nging the adequacy of any
information Frovided pursuant to paragraphs (1) and (2) above may be brought only by the Trus_e or the holders
cf a m_ofity in aggregate princip_ amount of the Bonds afl_c_d thereby which at the time are Out_anding, All
Proceedings may be instituted only as specified herein, in the Federal or Sta_ coups located in the Borough of

Manhattan, St_e and City of New York, and for the equal benefit of all holders of the Out_anding Bonds
benefi_d by the same or a sub_anti_ly similar covenant No remedy may be sought or granted other than
specific pe_brmancc of the covenant at issue.

Any amendment to the Unde_aking will rake ef_ct only i_

(a) the amendment is made in connection with a change in _rcum_ances that arises from a change in
leg_ requirement, change in law, or change in the _entity, nature, or status of the Authority or the Board,
or type of business conduced; the Undertaking, as amended, would have compl_d with the requffements
of the Rule at the time of s_e of the Bonds to the Underwrite, a_er taking into account any amendments

or in_rpretations of the Rule, as wall as any change in cffcum_ances; and the amendment does not
mmefi_ly imp_r the in_re_s of Bondholder_ zs d_ermined by parties unaffiliated with the Authority (such
as, but without limitation, the Authofity's financial advisor or bond counsel) and the annual financial
informmion containing (if applicable) the amended operating data or financial information will explain, in
narrative form, the reasons tbr the amendment and the "impa_" (as that word is used in the le_er from the
_aff of the SEC to the Nation_ Associmion of Bond Lawye_ dated June 23, 1995) of the change in the
type of operating dma or financi_ information being provided; or

(b) all cr any part of the Rule, as interpreted by the _aff of the SEC at the dine of lhe Unde_aking,
ceases to be in effect for any reason, and the Authority elects that the Undeaaking will be deemed

_rmina_d or amended (as the case may be) according_.

For purposes of the Unde_aking, a benefici_ owner of a security includes any pc_on who, directly or
indirectly, through any contract, a_angement, understanding, relationship, or otherwise has or shares investment
power which includes the power to dispose, or to direct the disposition oL such security, subject to ce_n
exception_ as set tbah in the Undc_aking. Any asseaion of benefi_ ownership must be filed, with thll
documentary suppo_, as pan of the wriucn reque_ to the Authority described above.

INVESTMENTS

The Au_ofi_ invests moneys av_e in _e De_ Service Reserve Fund, Debt Service Fund, Construction
Fund and the Revenue Fund. Inve_ments are made pu_uant to _strictions cont_ned in _e Res_ufions and the
Amhoriw's Inve_ment Gu_d_es as adored and mo_fied _om time m time by _e Amhofi_'s Board cf
D_ec_. In co,unction with the annum audit of the financial _memems of the Sys_m, _e independent auditors
are _qui_d to provide to _e Anthority's Board of Di_o_ an _ve_mem Com_iance let_r confirming
com_nce wi_ b_h _e A_horiff's Inve_ment Gu_es and with Investment Gu_d_es of PuNic
Au_ofities of the State Comptroller of New York. Twice annual valuation of the De_ Service Reserve Fund
and annual valuation of all _hcr thnds is at the lower of amo_ized cost or mark_ value. For _her investment

_stri_ns, see "APPENDIXC--GLOSSARY ANDSUMMARYOF CERTAINDOCUMENTS." The Authofi_'s primary
o_ective _ _ve_ment of its av_b_ _nds is preservation of prinrp_. The Au_ofi_ is n_ leg_ au_ori_ed
to enter in_ reverse _pu_hase ag_cmcn_. The Au_ofi_ does not make leveraged _vestments.
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H_h, Inc. has r_ He u_n_md _sc_ 2002 G Bonds "A_'. Moody's Investors Service, Inc. has r_ed
He uninsured _sc_ 2002 G Bonds "Aa2". S_nd_ & _or's R_ngs Se_ h_ r_ed _e uninsured _sc_

2002 G Bonds "AA". _h is _c_d to r_e He _md _ 2002 G Bonds "Aaa". Moody's _v_mr
Serv_ Inc. is expe_ed to rme He Insured _sc_ 2002 G Bonds "AAA". S_nda_ & Pools Rmings Services

is exp_ _ _e _e _d _ 2002 G _s "AAA". _ _s _ _ _ vies _ _ _fi_
r_ng agencies, _m which an expansion of He _g_ficance of such _ings may be _d. The_ is no

_mnce _at any or all of such rmings will continue _r any given _iod of time or _m any or _ w_ n_ be
revised _w_ or wkhdrawn e_y. Any such _w_ _vifion or wi_dmw_ co_d have an adve_e
e_ct on _e ma_ pri_ of He _s_l 2002 G Bonds.

UNDERWRITING

The Underwriters have join_y and severally ag_ed, su_e_ to cea_n con_fion_ to pu_hase He _scal
2002 G Bonds _om the Amhori_ _ an agg_gme price which is $1,245,383.97 less than the _l of He initial
offering price _ereo_ The Underwrite' ob_gations _e su_e_ _ ce_n con_Oons precedent, and Hey will be
o_ed to pu_hase all of He Fisc_ 2002 G Bonds if any of He Fiscal 2002 G Bonds are pu_hased. The
Fisc_ 2002 G Bonds may be offered and s_d to ce_n deale_ 0n_u_ng the Underwriters and o_er de_e_

deporting He Fisc_ 2002 G Bonds into _vestment tru_s) and _he_ at prices lower than such pu_ic offering
price and such pubic offering price may be changed, _?om _me m time, by the Underwriters. The Underwriters
wi_ respect to _e Fisc_ 2002 G Bonds have de_gna_d Merrill Lynch, Piece, Fenner & Smi_ lncorpora_d as
Ihdr Representative.

LEGALITY FOR INVESTMENT AND DEPOSIT

Under He Act, the Fiscal 2002 G Bonds are securities in wh_h _l publ_ offi_s and bodies of the State
and all mu_c_ities, all insurance compares and associations and other persons carrying on an insurance
business, _l banks, banke_, tru_ companies, savings banks and savings association_ _du_ng savings and loan
asso_ation_ investment compan_s and other pe_ons carrying on a banking busines_ and administr_ors,
guar_ans, executor, tru_ees and other fidu_aries and all othe_ pe_ons wh_soeve_ who are now and may
hereafter be au_orized to invest in He Fisc_ 2002 G Bonds or obligations of the St_e, may properly and _g_
invest t_nds including capital in their contr_ or bdong_g to them in such Fisc_ 2002 G Bonds. The Act fu_her
provides th_ the Fisc_ 2002 G Bonds are securities which may be depos_ed with and may be rec_ved by _1
publ_ office_ and bodies of the State and all municip_ities for any purposes for which the deposit of bonds or
other ob_gations of the State is or may hereafter be au_orized.

FINANCIAL STATEMENTS

The financi_ _emen_ of the New York C_y W_er and Sewer Sy_em as of and _r the ye_s ended

June 30, 1999 and June 30, 2000 _he "Au_d Sys_m _nan_ Statement") included in Appendix D to this
Offici_ _memem have been aud_ed by KPMG LL_ independent ce_ified public account,s, to the ex_nt and
_r He periods ind_ed in Heir _po_ _e_on.

ENGINEERING FEASIBILITY REPORT AND FORECASTED CASH FLOWS

Ce_n in|brmation contorted in this Offici_ Statement under He captions "CA_Ta_ IM_OVZM_ _
F_A_Ct_G P_OG_aM---Capiml Improvement Program," "T_ SYsteM The W_er Sys_m," "T_ SYSteM--

The Sewer Sys_m" has been rev_wed and _dependently ev_u_ed by Me_f & Eddy which has prov_ed He
opinion leaer set fo_h in Append_ A confirming such _formation. M_c_f & Eddy _so serves as a consulting
engineer to DEP on ca_t_ projec_ rel_ing to the Sys_m. As a result of occasional, routine litigation i_ti_ed
by third pa_s ariMng _om such projects, M_c_f & Eddy and He Ci_ have from time to time been _ther co-
parties or adverse parties in such litigation.

60



Cea_n finan_ forecas_ contained in this Offici_ Sm_ment in the tables titled "Sources and Uses of

Capit_ Funds" under the caption "CA_TAL IMPROVEMENTAND FINANCINGPROGRAM" and "Expense_"
"Projected Revenuer .... Projected Sy_em Expense" and "Forecasted Cash Flows" under the caption
"FINANCIALOPERATIONS" have been examined by Black & Vemch, to the ex_nt and for the periods indicated
in those tables. The conclusions of Black & Veatch with respect to the reasonab_ness of the foreca_s are set
foah in an opinion let_r a_ached hereto as Appendix B. Black & Vemch has provided consulting serv_es
including l_asibility _ud_s, rate _ud_s and organization_ analyses to numerous clients in the water and
wa_cwater indu_ry, including over 100 medium and large jurisdictions.

TAX EXEMPTION

Gener_

The ln_m_ Revenue Code of 1986 (_e "Code") imposes ce_ain _qui_men_ which must be met
subsequem to the issuance and ddivery of _e _sc_ 2002 G Bonds for in_ thereon to be and rem_n

excluded from gross _come for Feder_ _come tax purposes. Noncom_iance with such _quffemenu could
cause the _ on the Fiscal 2002 G Bonds to be included in gross income for Feder_ _come tax purposes
retroactive to the da_ of issue of the Fisc_ 2002 G Bonds, as ap_a_ The Authot_ has covenan_d in the
Sup_emental Res_ufions authori_ng issuance of the Fiscal 2002 G, as ap_ab_, to comfy with ap_a_e
_qui_mems of _e Code in order to m_m_n _e exc_s_n of the in_ on the _sc_ 2002 G Bond_ as

ap_a_ from gross _come for Feder_ _come tax purposes pursuant to Section 103 of the Code.

In the opinion of Nixon Peabody LLP, Bond Counsel to the Au_ori_, under existing law, and assuming
commence wi_ _e afo_mem_ned covenants, inte_ on the _scal 2002 G Bonds is excluded from gross
_come lbr Feder_ income tax purposes. Under Se_n 103 of the Code and is not t_med as a p_ference i_m
in c_c_ing _e _rnative minimum tax imposed under the Code with _spe_ to in_v_u_s and corporm_ns.
_ on the Fisc_ 2002 G Bonds is, howeveL included in the a_u_ed cu_ent earnings of certain corporations

for purposes of computing the _m_ive mi_mum tax imposed on such corporations.

Bond Counsel is also of the opinion th_ the in_ on the _scal 2002 G Bonds is exem_, under existing
law, from pe_on_ _come tax of _e State of New York and its p_ sub_s_ns, induing The Ci_ of
New Ycrk.

Original Issue Diseo_m

The _fference b_ween the prineipM amount of the FiscM 2002 G Bonds (the "D_coum Bonds") and the
i_fi_ offering price to the public _x_u_ng bond houses, broke_ or similar pe_ons or organ_ations acting in
the capacity of underwriters or wh_esMe_ at which price a sub_amiM amount of Discoum Bonds of the same
mmurity was s_d constitutes ori_n_ issue discount which is excluded _om gross _come for federM income tax
purposes to the same ex_nt as in_ on the FiscM 2002 G Bonds. Fu_he_ the originM issue _scount accrues
a_uariM_ on a constant in_ r_e basis over the _rm of the Discount Bond and the basis of such Discount

Bond acqui_d m the i_tiM of_ring price by _s _itiM pu_haser will be increased by the amount of the accrued
original issue _scount. The accru_ of originM issue discount may be taken into account as an increase in the
amount of _x-exempt income for purposes of determining various other tax consequences of owing Discount
Bonds, even though there will not be a co_espon_ng cash payment.

Certain Other Federal Tax Information

General The following is a _scus_on of cea_n ad_tion_ tax m_ under e_ing _a_s. It does not
purpo_ to de_ with _1 aspects of Feder_ taxation that may be re_vant to part_ular inve_o_. Prospe_ive
inve_o_, pa_icularly those who may be su_e_ to speci_ rules, are advised to consu_ thor own tax advisors
regarding the Federal tax consequences of owing and _spos_g of the Fiscal 2002 G Bonds, as well as any tax
consequences ari_ng under the laws of any _ate or other taxing jurisdiction.
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_c_l Secud_ and RaHmad Refimmem P_m_ The Code pm_d_ thin ime_ on _x_xem_
o_s is included in the c_c_ion of mottled a_us_d gross income in d__ wh_her a po_on of
Soci_ Secufi_ or r_lroad _fi_mem benefi_ received _ to be included in mx_le income.

Bmnch P_u _ The Code wo_d_ _ in.rest on mx_xem_ _l_s is included _ e_vdy
con_c_d e_i_s _d pmfi_ _r puw_ of _mpming _e _ch Wofits mx on cea_n _n __
doing business in _e Uni_d Sm_s.

B_mwed _n_ The Code Wov_es thin india p_d Or deemed pa_) on _d _nds used during a
t_ year to purchase or ca_ mx_xem_ _l_s is not deductible. In addition, under m_s used by the
In_m_ Revenue Se_e _r d_e_in_g when bo_owed _nds _ considered used _r _e pu_se of
pu_h_ing or _i_ p_ul_ _s_ the purchase of _l_s may be considered to have been made w_
bo_owed _nds even _ough the bo_owed _nds _e not _ _aceab_ to the p_ch_e of _ o_s.

P_e_ and _sua_ _mn_ __ _e Code _n_ provisions _l_g to p_pe_y _d

c_u_ff insurance compan_s whereunder the amoum of ce_n loss deductions _ _wed is _duced
(in cea_n cases be_w zer_ by a _ifi_ pe_emage oL among other _ing_ interest on t_m_ __s
acquired after Augu_ 7, 1986, other _an cea_n '_u_ffie(' o__ The _sc_ 2_2 G Bonds _ not
'_u_ified" _o_ _r _is pu_e.

S _om_ For any taxable ye_ begging after D_em_r 31, 1995, _e Code denies _e e_ed
income c_dit m p_ns o_wi_ eligible _r it if _e _g_g_e amoum _ disquafified _come _ _e t_r
_r the _xa_e ye_ ex_eds _, su_e_ _ a_u_mem _r mflm_n _r mxa_e ye_s _n_ afl_

Decemb_ 31, 1996. Im_t on _e Bonds will con_im_ _u_ income _r _is p_.

Changes _ _ml _ _w and Post _suance Even_ From time to time pmp_s _e in_oduced in
Con_s _ if ena_ed into law, could have an adve_e impa_ on the po_ benefi_ of the exdufion _
gross income _r Feder_ income mx pu_es of _e in_ on _e _sc_ 2_2 G Bonds, and _us on the
econom_ v_ue of the Fiscal 2002 G Bonds. _is could _sult from _ductions in _der_ income tax _s,

changes in the _u_ of the Feder_ _come tax rmes, changes in the _u_ of _e _der_ _o_ _ or Rs
_emem wi_ _h_ _pe of t_, _al _ _e exdus_n of t_ in_ on _e _al 2_2 G Bonds from
gross _come _r such pu_, or _. It is not p_si_e to p_ wh_h_ _y __ having an
adverse impa_ on the tax t_mmem of ho_s of _e _sc_ 2_2 G Bonds may be pmpo_d or enac_d.

Bond Counsd has not _n_ to advise in the _ture wh_her any even_ after the d_e of _ of

• e _ 2_2 G Bonds may a_ _e mx _atus of in_ on the _ 2002 G Bonds or _e _ __
of the owne_h_ of _e _sc_ 2_2 G Bonds, or _e h_ _e_on, if any a_ion is t_en with _spe_ to the
_sc_ 2_2 G Bonds or the pm_e_ _eof upon _e adv_e or approv_ of other Counsd..
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CERTAIN LEGAL OPINIONS

At the reque_ of the Authority, Bond Couns_ _v_wed issues _l_ed to _e effe_s on the Board and the

Authori_ of a case under Tit_ I l of the Uni_d Stmes Bankruptcy Code (the "Bankruptcy Code") in which the
C_y is a debtor. Spedfic_, Bond Counsd considered wh_her a coup, exerci_ng masonaNe judgment after
full consideration of all re_vant factor, would (i) h_d th_ the Revenues derived t?om operat_n of the Sys_m

would be prope_y of the bankrup_y e_e of the Ci_, (ii) hold th_ the rights of the Board to the Revenues and
the interest of the Authofi_ in the Revenues would be su_e_ to a s_y, by oper_ion of Section 922(a) of _e
Bankruptcy Code or (iii) order the sub_anfive consolation of the assets of e_her or both the Board and the

Authori_ with those of the City. Based upon i_ rev_w of the Act, the Lease, the Agreement, the Res_ufion
and such _her m_ of _w and fact as it cons_e_d relevant, and _cogn_ing th_ there is no definitive judici_

authori_ confirming the co_e_ne_ of its an_ysi_ Bond Counsel has _ndered to the Authori_ its opinion th_
a coup, in the drcum_ances described above, (i) would not hold th_ the Revenues would be prope_y of the

City or th_ the Board's right to and Se Authori_'s in_re_ in _e Revenues would be su_ect to a stay by
oper_n of Section 922(a) of the Bankru_cy Code, and (ii) would not order the subs_ntive constrain of
the asses and Ha_lit_s of d_er _e Board or the Au_ority with those of the Cir.

Bond Counsd is _so of the o_nion thin, under cu_ent law, in a case under the Bankruptcy Code in which
the City is a debtor (i) should the City dect to assume _e Lease, the Lease would continue pursuant to i_ _rms
and (ii) should the City elect m reject _e Lease, _c Board may ele_ to r_n its rights under the Lease and

rem_n in posses_on and e_oy the use of the Sys_m and the right to the Revenues derived therefrom Ibr the
unex_red b_ance of the _rm of the Lease.

The Bankruptcy Code pro_des th_ m order for a mu_op_i_ _ be a Cha_er 9 debtor it mum be specific_ly
authorized by Stme law to be a de_or under Chapter 9 of the Bankru_cy Code. Bond Counsd is of the opinion
thin under cu_ent law, the Authori_ and the Board do not qu_ify to be de_o_ under the Bankruptcy Code.

Bond Counsd has not rendered an o_on, howeve_ as to any preliminary or _mporary _ay, injunction or
order wh_h a bankruptcy cou_ might issue pu_uant _ i_ powe_ under 11 U.S.C. §§ 105 or 362 to preserve
the stmus quo pending confider_ion of the sub_anfive legal issues discussed above. Moreove_ the opinions

expm_ed above have inhe_nt limitat_ns because of _e pervasive equi_ powe_ of bankrup_y courts as they
reline to the business and c_ditor rel_nships leading up to the bankrup_y as well as gener_ly _e ove_i_ng
go_ of _orga_zation to which other legal rights and policies may be subordinate_ the po_nti_ re,vance to
the exercise of ju_d_ discretion of thtur_arising fa_s and O_um_ances, and the n_ure of the bankru_cy
process; and are based on an analysis of existing laws, _gulations, rul_gs and cou_ dedfion_ Such opinions
may be adverse_ affec_d by a_ns _ken or events occu_ing, _u_ng a change in law, regulation or ruling
(or _ the ap_ation or offichl interpretation of any law, regulation or ruling) after the d_e of this Offici_
Statement. Bond Couns_ has not unde_aken to d_ermine, or to inform any person, wh_her such actions are
_ken or such even_ occur and has no obl_n to updme this se_ion in light of such actions or evcn_.

NEW YORKC_Y MUN_IPAL WATER _NANCE

AUTHO_TY

By: _/ MARKPAGE
Executive Di_cmr
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O_ober ,2001

Mr. Mark Page
Ex_uti_ Di_clor

New Yo_ Ci_ Mu_p_ W_er _nan_ Au_ofi_

Su_e_: New Y_k Ci_ Mu_dp_ Wmer _nance Au_ofi_
Wa_r and Sewer Sy_em Revenue Bonds,
_sc_ 2002 Series G

Dear Mr. Page:

We hereby submit the opinion of Me_f & Eddy of New York, Inc. ("Me_f & Eddy") on the En_neering
Feafi_l_y of the Wmer and Sewer Sys_m serv_g The CRy of New York (the "Ci_"). Capitalized _rms used
herein and not _herwise defined have _e mea_ngs ascribed to such _rms in the Offici_ Stmemem.

Based on the _formation set fonh in _is Exhibd B, our experience and our an_yses during the p_parmion of
the 1983 _asibility study, the me_od_ogy described below and su_e_ to the refiances and assumptions made
throughout this 1_ M_c_f & Eddy concludes thin over_l _e wmer and sewer sys_m _he "Sy_em") serv_g
the Ciff continues to be opened in a pro_n_ _nd prudent manner. Furthe_ Me_f & Eddy is of the o_mon
that:

• The condit_n of _e Sys_m continues to _c_ve _e _ghe_ rating of our three rming c_egories

(adequm_.

• The expense allocations for Fiscal Year 2002 are adequme for the continued _l_e operation of the
Sy_em.

• The Carrel Improvement Prog_m _he "CIP") is _sponsi_e m _e _ng-_rm operat_g _qui_men_
of _e serv_e area.

• Smffing _vds of the Sys_m are adequme for proper operation and m_n_nance.

M_caff & Eddy he,by consents to the _chfion of those o_ons and conc_fions attributed m it in _e Offi_
Stmement.

Purpose and Scope

This le_er has been p_pared to docume_ _e _sd_ of an_yses carried out during the period of Augu_ 1983 to
the present by pe_onnd of Me_f & Eddy in connection with the issuance of _e Wa_r and Sewer Sys_m
Revenue Bonds, Fisc_ 2002 Series G by the New York City Mu_c@_ Water Finance Authority (the

"Au_ofity"L Ce_n _ud_s and an_yses we_ performed in ant_m_n of _e c_ation of _e Authofi_ and
were used _ deve_ng the _formation in the Offi_ Statement under the captions: "CAP_A_ IMPROVEMENT
AND FINAN_NG PROGRAM_apital Improvement Program," "THE SYSTEM---The W_er Sys_m" and "The

System--The Sewer Sy_em." The fol_wing sets fo_h a brief outline of the m_or tasks addressed:

• An overview of the Sys_m's service area and m_or _lities, _du_ng a gener_ assessment of _e

capa_ and cond_on of exi_ing wge_ was_wmer and dr_nage fa_lities and a _view of recently
com_ed improvements.

• An an_ysis of the CIP for the period 2001-2011 and _e fun_ng needed to carry out _e CIP and
ongoing capRal com_s commenced prior to the CIP.

• An an_y_s of the managemem of _e Sy_em and i_ cu_ent and ant_@med operming programs.

Since 1983 Mem_f & Eddy has prodded engineering serv_es relined to _e Ci_'s Wmer and Was_w_er

Operations Ev_uation Study. During this period M_c_f & Eddy has performed an ev_uation of the condRion
of _e Sys_m, independently _v_wed _e capital _ans for wmer and wa_ew_er programs, and jointly with _e
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BLACK & VEATCH NEW YORK LLP
317MadisonAvenueSuite 1915,NewYork,NewYo_ 1001__12) 9751339

Odober ] ?, 2001

Mr. Mark Page, Executive Dire_or
New York Ci_ Municip_ Wmer Enance AuMofi_

Re: New York Ci_ Munich Wmer Finance Aumori_
Wmer and Sewer Sys_m Revenue Bonds, Fiscal 2002 Series G

Dear M_ Page:

The purpose of this Inter is to summarize Me condu_ons of our independent an_ysis of me financiH fo_cast of
the Authori_ (Me "Fo_cas_d Cash Hows") for fiscH years 2001 mrough 2006 (me "Reponing Period") in
connection with the issuance of $216,375,000 W_er and Sewer Sys_m Revenue Bonds, HscM 2002 Series G
_he "Series G Bonds") by me New York Ci_ Mu_dpH W_er Finance Autho_ (me "Amhority"). Proceeds
from me Series G Bonds a_ to be used: (i) to provide for the payme_ of prindpH of and in_ on cen_n of
me AuMori_'s omsmn&ng commerdH paper notes, (ii) _ pay tenon co_s of i_uanc_ and (iii) _ fund tenon
_serve funds. In conducting our analysis we have p_pared the fol_wing ta_es which are included in this
Exhibit B under me headings "CapitH lmprovemem and Hnan_ng Program" and "Hnan_H Operat_ns":

• Souses and Uses of Carrel Funds
• Future De_ Service Req_mems
• Projec_d Revenues
• Pr_ec_d Sys_m Expense
• Fo_ca_ed Cash Hows

The forecast includes pro_s_ns for _e finan_ng of improvemems _ The Ci_ of New York _he "Ci_") W_er
and Sewer Sys_m (Me '_y_em") as _fle_ed in me Carrel Improvemem Prog_m (the "CIP") for _e
Reporting Period. The Fo_cas_d Cash Hows set forth Me abil_y of me Sy_em to men me operming costs,
wor_ng capital needs and other finan_H requirements of the Sys_m, including me de_ service _qui_men_
a_oci_ed wire the Ou_mn_ng Bonds issued under the Aumori_'s GenerH Revenue Bond Res_ufion (the
"Resolution") and oN_ations issued under _e Amhofity's Second Gener_ Res_ufion _he "Second
Resolution"_ and add_onH Bonds and Second Restrain Bonds whose issuance by Me Amhori_ during the
six years ending June 30, 2006 is am_ip_ed.

Revenues p_dged to secu_ Me A_hori_'s Bonds are to be derived from Me fol_wing souses: (i) H1 Revenue_
(ii) HI moneys or securities in any of me Funds and Account, and (iii) MI other monks and securities to be
_c_ve& held or set aside by me Amhori_ or by any _duciary pursuant to the Res_utio_ The term
"Revenues", as defined by the Res_ution, _c_de_ but is not limi_d to, MI rents, _es, charges and other
_come and receipts derived by the New York City Wmer Board (me "Board") from users of the Sy_em, and
_e_n _ve_ment proceeds _coved by the Board.

Moneys _edged to secu_ bonds issued under me Second Resolution are to be derived from: (i) all av_hNe
amounts on deposk in me Subordinmed Indeb_dne_ Fund e_ab_shed under the Resolution, (ii) all moneys or
securities in any of the funds and accounts e_abhshed under the Second Gener_ Resolution, exce_ the ArN_age
Reb_e Fund and _e De_ Service Reserve Fund, and (iii) Other Moneys.
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The Forecasted Cash Flows summarize the antidp_ed financial operations of the Authority for the Reposing
Period. We have rev_wed, to the extent practicable, the Authority's books, records, financial repoas, and
statistical data, and have conduced such other invesfiga_ons and an_yses as deemed necessary to assemble and
analyze the forecast of revenues, revenue requkements, and debt service coverage for the Repoaing Period. We
have performed various financi_ _sts and analyses necessary to suppoa our findings and conclusion_ The
Authority uses a fiscal year ending June 30, and all references in the Offici_ S_ment to a fisc_ year ("Fisc_

Year") rela_ to the 12 month period ending June 30 of the year shown.

Proposed improvemen_ and additions to the Sys_m under the CIP for the Repoaing Period were independently
ev_uated and confirmed by Me_f & Eddy of New York, Inc. ("Metc_f & Eddy"). The Forecas_d Cash
Flows rely upon the condu_ons of Metc_f & Eddy regarding the level of planned capital improvement
expenditures required during the RepoSing Period to m_nt_n the Sys_m in good working order.

Based upon our studies, we offer the following opinions and conclu_ons:

1. It is our opinion that Revenues 0ncluding projected revenue increases resulting from ant_ipated future rate

increases to be implemen_d by the Board), as set fonh in the Foreca_ed Cash Flows, are cuwently and will be
suffic_nt to meet the following requirements during the Reposing Period:

a. One hundred and fifteen percent (115%) of the prindp_ of and intere_ on _1 Bonds issued under the
Resolutiom as the same sh_l become due and payable, for which such Revenues are pledged;

b. One hundred percent (100%) of the princip_ of and in_re_ on Second Resolution Bonds and other
subordinate obligations payable from Revenues;

c. One hundred percent (100%) of _1 expenses of operation, m_n_nanc_ and rep_r of the water and
wa_ewater sys_m; and

d. One hundred percent (100%) of other Requffed Deposes as required by the Resolution.

In additio_ revenues are adequa_ to make _1 payments to the City.

2. In the analysis of the forecast of future operations summarized in the Offici_ Statement, Black & Vetch has
rev_wed cen_n assumptions with respect to conditions, events and drcum_ances which may occur in the future.
We believe th_ these assumptions are reasonable and att_nable, _though actual results may differ from those
forecast as influenced by the condifion_ events and drcums_nces which actually occu_

3. In our opinion, the water and wastew_er rates, t_es, and charges of the Board, including projected increases,
compare favorably to the rates and charges of other m_or cities and are reasonable.

We appreciate the opponunRy to be of serv_e to the Authority in this important mat_

Very _ly yours,

BLACK & VEATCH NEW YORK LLP
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APPENDIX C

GLOSSARY AND SUMMARY OF CERTAIN DOCUMENTS

GLOSSARY

Set forth below are defin_ns of ce_n terms com_ned in the Ag_eme_, the Lease and the Res_ution
and not otherwise defined in this Official Statemen_

Adjured Aggregate Debt Settee: For any Fisc_ Year and as of any da_ of c_culation is the sum of

the A_us_d Debt Service for all Series of Bonds Outstan_ng during such _sc_ Year.

Adjured Debt Ser_ce: For any Fiscal Year, as of any date of c_c_n and wi_ respect to any Series
of Bonds, is _e Debt Service for such Fisc_ Year for such Series exce_ _m, if any Re_ndab_ Prin_p_
_lmem of such Series of Bonds is included in Debt Service for such Fisc_ Year, A_us_d Debt Service
shall mean Debt Service de,trained as if each such Re_nda_e Prin_pM In_lmem had been paya_e over a

period ex_n_ng _om the due dine of such Refunda_e Princip_ _allmem _rough the last dine on which such
Series of Bonds could have been _ed to m_u_ under the Act as in ef_ct on the d_e of issuance of such

Series, in _lmems which would have _qui_d equ_ annual paymems of Principal ln_lmems and in_
over such period. _ deemed payable in any _scal Year after the actu_ due dine of any Re_ndab_
Prin_p_ In_lmem of any Series of Bonds shall be c_culated _ the actual in_ cost payable on the Bonds
of such Series (using _e actuarial me_od of c_cul_.

Aggregate Debt Service: For any Fisc_ YeaL as of any date of ca_ulat_ the sum of the Debt Service
for _1 Bonds Om_and_g during such Fiscal Year.

Authority Expenses: All reasonable or nece_ary cuwent expenses of the Amhori_, _du_ng _1 s_arie_
admi_strative, general, commerce, en_neering, advenifin_ public n_ic_ auditing and legal expense_
insurance and surly bond premium_ _es paid to banks, insurance compan_s or _her financial _stimfions Ibr
• e issuance of Credit Faci_fie_ constrains' _es and charges, paymem to pension, _ti_mem, heaRh and
hos_tal_ation funds, costs of public hearings, ordina_ and cu_em _m_s of equ_mem and other prope_y,
_ase paymems Ibr _ property or interests therein, expenses, fiabifities and compensation of any _duc_ry and
_1 _her expenses necessary, _dem_ or conven_ for t_e effic_m operat_n of _e Au_ori_.

Autho_zed Newspaper: The Bond Buyer or any _her newspaper of gene_l _ation pfin_d in _e
English language and cus_mafily punished _ lea_ once a day for _ least five days (_her than legal hohdays)
in each c_endar week in the Borough of Manhauan, Ci_ and St_e of New York, de_gn_ed by _e Amhoriff.

Authorized Representative: In _e case of b_h the Au_oriff and the Board, _eir respective Ch_rman
or Executive Di_cm_ or such o_er person or persons so dcfignmed by _solution of the Au_ori_ or _e Board,
as the case may be, and in the case of _e City, the Mayo_ unless a _ffe_m Ciff offici_ is designmcd to perform
the act or sign _e docume_ in quest_m

Bond or Bonds: For purposes of _e Ag_eme_ and the Resolution, the bonds, no_s or _her ev_ences
of _de_edness issued by the Au_oriff under and pu_uam to the Act and _e Resolution, _c_ng Pari_ Bond
Anti_pation Notes and Parity R_mbursemem O_ations; but shall not mean Subordinmed Indeb_dne_ or
_her Bond Antic_ation N_es or R_mbursemem O_ations; and for purposes of _e Leas_ means any bonds,
no_s or _her evidences of inde_edness for bo_owed money issued by _e Amhorit_

Bond Counsd_ Opin_n: An opinion signed by an auomey or firm of attorneys of nation_ recognized
s_nding in _e field of law _lming to _venue bonds of mu_p_es and public agencies, s_cc_d by the
Au_oriff and s_is_c_ry to the Trus_e.

Bond Payment Date: June 15 and December 15 of each year; prov_ed, howeve_ _ if any such day is
not a Business Day, then the Bond Payment Date shall be the next succeeding Business Day.
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Bufiness Day: Any day which is not a S_urday, Sunday or a day on which the New York Stock
Exchang_ banking inflations cha_cred by the Stem or the Uni_d Stmes of America or He No_ Trus_e am
_g_ly authorized to close in the C_y.

Cash Flow Requirement: For each Fiscal Year and as of any dine of ce_ification, the mnoum, ce_ified

by _c Au_ori_ to He Tmsme and the Board equ_ to He dif_rence b_ween (A) the sum of (i) the estim_ed
Aggreg_e Debt Service for such Fisc_ YeaL (it) the Proceed De_ Service for such Fisc_ Year, (iii) He
csfim_ed Au_ori_ Expenses for such Fisc_ Yea_ and (iv) the other Required DepofiB estimmcd lbr such
Fiscal Year and (B) (i) if He ce_ification is made prior to the commencement of the Fiscal Year, the amoum
antic_cd by the Au_ori_ as of such d_e of ce_c_n to be held by the Trusme, as of _c fi_t day of such
Fisc_ Yca_ in the Revenue Fund and (it) if the certification is made after the commencement of such Fisc_

YeaL the amount which had been anfic_a_d pu_uant to (B) (i) above.

Consulting Enginee_ Mem_f & Eddy of New York, Inc. or such other independent engineer or
engineering firm of recog_zed standing selecmd by the Au_ofi_ and s_is_ctory to the Board.

Corporation: The New York S_m Enfironmenml Fadfit_s Corporm_n and any successor enti_ which
may succeed to its rights and duties respecting the S_m Rev_v_g Fund.

Cost or Co_s of a Water Project: The cost of con_rucfio_ as such mrm is defined in the Act, indu_n_
without limiting the genem_ of He fo_g_ng, the erc_ almr_n, improvemenL increase, e_argement or

rehabilitation of the Sysmm or a W_er Pr_ccL _e _spection and super_s_n thereo£ $c en_neefing,
arc_mcmmL legal, fisc_, econom_ and environment_ _vestigations and studies, designs, surveys, plans,
specification_ procedures and other actions _dcnt_ _ereto; the cost of the acq_sition of all Prope_y; the cost
of dem_is_n_ _moving or relocating any b_gs or _ru_ures on lands so acquired (including _e cost of
acquiring any lands to wh_h such buildings or _ru_ures may be moved or re.creed); the co_ of _l sysmms,
fad_tie_ mac_nery, appu_enances, eq_pment, financing charges and inmm_ prior to, during and after

con_rucfion Of not paid or prodded for _om revenues or othcr source_; the cost of en_neering and archi_ural
surveys, plans and specifications; the cost of consul_nts' and legal scrv_es; the cost of lease guamnme or bond

insurance; other expenses necessary, reasonably relined or incidental to the consguction of such Water Pr_e_
and the financing of the construction thereoL including the cost of Credit Fad_fie_ the amoums au_orized in

He Res_ufion to be paid into any reserve or other special _nd from the proceeds of Bonds and the financing or
the placing of any Wamr Pr_ect in operation, including rdmbursement to any governmental enti_ or any other
pe_on for expcn_ms that would be Costs of such Wamr Pr_ect and _l d_ms arising _om any of the
foregoin_

Counterpa_y shall mean an enthy whose senior long term debt o_ation_ or whose oN_ations under an
In.rest R_e Exchange Ag_cment are guaranmcd by a financial _stimtion whose se_or long mrm debt
o_m_ns, have a rating (m the time the su_e_ Interest Ram Exchange Agreement is enmmd into) of Aa or
better by Moody's Investo_ Service and AA or be_er by Standard & Pools R_ings Grou_

Cred_ Fad_ty: A let_r of crediL mv_v_g credit agreement, standby pu_hasc agreemenL surc_ bond,
insurance policy or similar obligation, agangement or insgument issued by a bank, insurance company or other
financial institution which provides for payment of all or a potion of the Princip_ In_lmcn_ or inmre_ due
on any Series of Bonds or provides funds for the pu_hasc of such Bonds or potions thcrco£

Debt Service: For any Fiscal Year or pa_ thereo£ as of any dine of c_culation and with respect to any
Series, means an amount equal to the sum of (a) inmmst payable during such Fiscal Year or pa_ thereof on
Bonds of such Series, except to the extant _m such inmre_ is to be p_d _om amounts representing Capitalized
In_re_ and (b) the Princ_ Installments of the Bonds of such Series payable during such Fiscal Year or pa_
thereo£ Such inmre_ and Princ_ In_lments for such Series shall bc c_c_ed on the assumption th_ (x) no
Bonds of such Series Out_anding m the dine of ca_ation will cease to be Outstan_ng except by mason of the
payment Hereof upon stmed mmuri_ or upon mandmory redemption by application of Sinking Fund In_lments
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and (y) Variab_ Rme Bonds will bear inmm_ _ the g_er of (A) _e ram or rams which wen a_umed by the
Authority in the Au_ority Budget for such Fiscal Year to be borne by VariaNe Ram Bonds during such Nscal

Year or (B) the actual rme or rams borne during such Nscal Year on VafiaNe Ram Bonds Ou_nNng during
the 12 cNendar months preceding _e dine of cNculation.

Debt Servke Reserve Requirement shall mean, as of any dam of cNculation, and for any Fiscal Yean _e
amount equal to the maximum A_usmd Agg_gme DeN Service in the current or any futu_ Fiscal Year on all
Bonds Outstandin_ prov_e& however, the, if (i) the p_yment of the Princ_N lnstallmcms of or inm_m on any
Series of Bonds or ponion thereof is sccu_d by a Special C_dit FaN,if, (ii) the payment of _e Tender ONion
Price of any Option Bond of a Series is secured by a Special Credit Facili_ or (iii) the Au_ority has determined
in a SupNemenml ResNm_n au_oriNng _e issuance of a Series of Bonds th_ such Series of Bonds will not be

sccu_d by _e Common Accoum in _c Debt Service Reserve Fund, the SupNementN Resolution a_horiNng
such Series may specify the Debt Service Reserve Req_remem, if any. for the Bonds of such Series.

DEC: The New York Stme Depa_ment of Env_onmental Conservmion and any successor enti_ which
may succeed to its rigNs and duties respe_ing _e State RevN_ng Fund.

Defeasance Obligations shall mean (A) any non-cNhb_ bonds or other obl_ations which as to principal
and inmm_ constitute di_ct oN_ations oL or a_ guaranteed by the Unimd States of Americm induing
obl_ations of any agency _ereof or corporat_n which has been or may herea_er be c_ed pursuant _ an Act
of Cong_ as an agency or _rumemNiff of the Unimd States of America to the extant uncon_tionN_
guaranmed by the Unimd States of America or (B) any _her non-cNhb_ _cNN, ce_ific_e or other evidence of
an ownership intcre_ in oN_m_ns or in specified potions thereof (wh_h may consi_ of specified portions of
the inmre_ thereon) of _e characmr described in subclause (A); prodded, howevec thin, when used in
connection with any Bond authorized to be issued by a SupNemenml ResNution adopmd on or after June 1,
2001, such mrm also means: (C) a nonmNlaNe oblNation of the Unimd Stmes of America which has been

stripped by _e Unimd Smms Depaamcnt of the Treasury itself or by any Federal Reserve Bank (not including
"CATS," "TIGRS" and "TRS" unless the Au_oriff obtains Rming Confirmation with respect to _e Bonds to
be debased); (D) _c inmre_ component of REFCORP bonds for which sepa_m payme_ of principN and
inm_ is made by _quest of the Federal Reserve Bank of New York in book_mry form; (E) an oN_ation of
any _ate or m_itory of the Unimd Slams of America, any pN_cN subdi_fion of any stare or mrritory of the
Unimd Stmes of America, or any agency, au_ofity, public benefit corporation or _strumentali_ of such stme,
mrritory or p_iticM sub_s_n (i) thc inm_ on which is exdudaNe _om gross income under Section 103 of

the Code, (ii) _at, at the time an _ve_mem _erein is made or such oN_m_n is dcpofimd in any fund or
account emaNished pu_uant to the ResMm_m is ramd in the highest rating camgory of the R_ing Agen_e_
(iii) _m is not suNect to redemption prior to m_uri_ mher than at the option of the holder _cmof or either

(1) has i_evocaNy been called for redemption or (2) as to which i_evocable _ructions have been given to call
such oN_ation on a stated future dine and (iv) _e timely payment of the principal or redemption price _ereof
and inm_ thereon is fully secured by a fund consisting only of cash or obl_ations described in clauses (A),
(B), (C), (D), (E) and (F), which fund may be applied only to _e paymcm of princ_N, inmre_ and _dcmpt_n
p_mium, if any, on _e oN_ation secured _emby; and (F) a non-caPable nora, bond, debenture, moagage or
_her evidence of indebtedness the, at the time acqui_d, is (i) issued or guara_ecd by the Federal N_nM
Mortgage A_ociation, the Federal Home Loan Moagage Corporation, the Student Loan Marketing A_ociation,
_c Federal Farm Credit Sy_em or any o_er _rumentality of the Unimd Stmes of America and (ii) rmed in _c
highest truing camgory of _c Rating Agen_e_ prov_ed, funhec thin the mrm "De%asancc ON_ations" shNl
not mean any inmmst in a unit inve_mem trust _ a mutu_ fund.

FinanNN Guaranties shNl mean one or more of _e fol_w_ (i) i_evocaNe, unconNfionN and uncxNred
lcae_ of credit issued by ban_ng _stitut_ns the senior long-turin debt obligations of which (or the holding
company of any such ban_ng _stitut_n) have (_ the time of issue of such le_er of credO) a rating of Aa2 or
b_mr by Moody's investo_ Service and AA or be_er by S_ndard & Pools Ratings Group; or (ii) an ivevocable
and unconditionN pNicy or policies of insurance in %11force and ef_ct issued by muNNpN bond insurers the
oN_ations insured by which are eligible for a rating of Aa or bmmr by Moody's lnvesm_ Service and AA or
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better by Standard &Poofs Ratings Group; in each case prodding lbr the payment of sums for He payment of
PrincipM In_Mlments of an in.rest on Bonds in He manner provided in He Resolution; and pro_ng further
Hm any Finan_M Guaranty of the type described in 0) above must be drawn upon, on a d_e which is _ least
thirty (30) days prior to the exNrafion dine of such _nand_ GuaranW, in an amount equM to the defic_ncy
w_ch would exi_ if the Finand_ Guaran_ exDred, unless a substitute Finand_ Guaranty is _cqui_d prior to
such ex_ration date as previded in a related SupNemental Res_n.

Fiscal Year: The tw_ve-month period commendng on July 1 of each year; provided, howeve_ thin the
AuHority, the Board and He City may agree on a _fferent tw_ve-month period _s the Fisc_ Year and in such
event He dines set forth in _e Ag_ement. the Le_se and the Resolution sh_l be a_u_ed accor_n_y.

Government Obligation: A direct obl_ation of the Uni_d Stmes of Amcric_ an o_ation the principal
oL and in_re_ on which are guaran_ed as to full and tim_y paymem by He Uni_d States of Americ_ an
o_ation (other than an o_ation su_e_ _o variation in pfincip_ _payment) _o which the full faiH and credh
of the Uni_d Sm_s of America are pledged, an obl_ation of a _deral agency guaran_ed as to full and timely

payment by He Uni_d States of America and approved by the AuthofiW, and a ceaificme or oiler instrument
which evidences the owne_h_ oL or the fight to receive all or a poaion of the payment oL the principal of or
interest on, direct obl_mMns of He Uni_d Stmes of Americ_

Interest Rate Exchange Agreement sh_l mean any finan_M awangement (i) Hat is on.red into by He
AuHoriW with an entity H_ is a Counterparty _ He time the arrangement is ente_d into; (ii) which prov_es
that He AuHofi W shall pay to such entity an amount based on the principM amount of a Series of Bonds, and
th_ such entity shall pay to the AuthofiW an amount based on the pdncipM amount of such Series of Bonds, in
each case compu_d in accordance wdh a formuh set fo_h in such agreement, or thin one shM1 pay to the other
any n_ amount due under such a_angement; (iii) which has been de_gn_ed in writing to the Tru_ee by an
AuHofized Representmive of the Authofi W as an In_re_ R_e Exchange Agreement with respect to a Series of

Bonds and (iv) which, in He opinion of Bond Counsd. will not adve_y affect the exclusion of _re_ on
Bonds from gross income for He purposes of _deral income mxa_on.

Investment Securities sh_l mean and include any of the following securifie_ if and to the extent He same
are _ the time legM _vestments by He AuHofi W of the funds to be inves_d Herein and conform to He policies
s_ forth in any investment g_dd_es adop_d by the AuHofi_ and in effect _ He time of the making of such
investment:

(i) direct obl_ations oE or o_a_ns guaranmed as to princ_ and inmre_ by, He Stme or direct
obligations of any agency or public amhofity Hemog prov_ed such o_g_ns are raed, a the time of
pu_hase, in one of He two highest rating c_ego_es by each Raing Agency then m_nt_n_g a rating on
Outstan_ng Bonds;

(ii) (A) any bonds or other o_ns which as to princ_ and inmre_ constRum direct o_iga_ns
o_ or are guaranmed by the Unimd States of America, induing o_ations of any agency thereof or
corporat_n which has been or may herea_er be cmaed pursuant to an Act of Congress as an agency or
in_rument_ity of the Uni_d Stmes of America to the extant uncon_fion_ guaranmed by the Unimd

Staes of America or (B) any other mce_ ce_ificae or other evidence of an owne_p inmre_ in
obl_ations or in specified portions Hereof (w_eh may consist of spedfied portions of the inmm_ Hereon)
of He characmr described in subdause (A) of this clause (ii);

(iii) o_g_ns of any agency, subdivision, depanmen_ division or ins_ument_Ry of the Ummd
smms of America; or o_ations fully guaranmed as to interest and p_ndp_ by any agency, subdi_on,
depa_ment, division or _rumenmli_ of the Unimd Staes of America;

(iv) bankegs acceptances or ce_ificaes of deposit issued by a commerci_ bank (A) whose long-term
de& o_m_ns are raed by each Raing Agency Hen m_nt_n_g a rating on the Out_an_ng Bonds a
least equal to the raing on Om_an_ng Bonds tha are not insured or otherwise secured by a Credit Fadlity
or a Speci_ Credit Fad_, (B) th_ has its prindp_ place of business w_h_ the St_e and (C) th_ has
capital and surplus of morn than $100,000,000;
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(v) corporme securities, _c_ng commerdM paper and fixed _come obl_ations, which are, at the
rime of pu_has_ ramd by each Rming Agency _en mMntaiMng a rating on Ou_mn_ng Bonds in its
_ghe_ rming cmegory for comparaMe _pes of oMigm_ns;

(vi) _pu_hase ag_emen_ collmerM_ed by _curit_s described in clauses (ii) or 0ii) above with any
_s_d broker/dealer or with any domestic comme_iM bank whose Mng-term deM obl_ations are ra_d

'qnve_mem g_de" by each Rating Agency then mMntaining a rating on Outstan_ng Bonds, profided thin
(1) a specific wriuen _pu_hase ag_emem governs _e _ansacdon, (2) the securities are held, flee and clear

of any lien, by the Trus_e or an independent third party acting s_dy as agent for the Trus_ and such
third pa_y is (M a FederM Reserve B_nk, or (b) a bank wh_h is a memb_ of the Fe_e_l Deposit Insurance
Corporm_n and which has comMned ca#tal, surplus and undivided profi_ of not Mss than $25 mill_n,
and the Tru_ee shMl have _cdved writ_n confirmation from such _ird party that it holds such securifie_
free and cMar of any lien, as agent for the Trus_ (3) the _pu_hase ag_ement has a term of thiay days or
_ss, or _e Trus_e will v_ue _e c_la_ml securities no less frequently than mon_ly and will _q_dme the
c_lmer_ securities if any defic_ncy in the _qui_d c_lmer_ percentage is not _omd within five business
days of such v_um_ (4) the fair mark_ v_ue of the c_lmer_ securities in _lm_n to the amount of the

_purchase oN_m_n, _du_ng princ_ and int_e_, is equ_ m m _ast 102% and _) the repu_hase
ag_ement me_s the g_dd_es then app_cable to such _ve_ments of each Rating Agency then m_nt_ng
a rating on Outstan_ng Bonds;

(vii) inve_ment ag_ements or guaranteed inve_ment conuac_ with any finand_ institution whose

senior long term debt o_ations, or whose oN_ns under such an _vestment ag_ement or guaran_ed
inve_ment contra_, are guaranteed by a financi_ in_imtion whose se_or _ng _rm debt oN_ations, have
a rating (at the time such ag_ement or contact is emered into) in one of the two _ghest rating cmegories
for comparaNe types of obligations by each Rating Agency then m_nt_ng a rating on the Bonds;

(viii) money mark_ funds rmed in the highe_ rating cmegory for comparab_ _pes of oN_mions by
each Rming Agency then m_nt_ng a rating on the Bonds; and

(ix) municip_ obligation_ the payment of prindp_ and _demption price, if any, and inte_ on wh_h

is i_evocab_ secured by obl_ations of the _pe _ed to in clauses (i), (ii) or (iii) above and which
obligations have been depofi_d in an e_row a_angement which is i_evocab_ _edged to the payment of
such mun_ oN_m_ns and which mu_dp_ obligations are _a_d in the h_he_ rating c_egory for
comparable _pes of oN_mions by each Rming Agency then m_ntai_ng a rating on the Bonds.

Leased Prope_y: The _ and pe_on_ propeay and _her rights the_in leased by the Ci_ to the Board
pu_uant to Article II of the Lease.

Local Water Fund: The speci_ tru_ fund by _m name esmN_hed by the A_ in _e custody of _e Board
into which _1 Revenues are _qui_d to be depofi_d prom_ upon _ceipt the_of by _e Board.

Minimum Monthly B_ance: For each Series of Bonds Omsmn&ng, the month_ amount c_c_ed in
accordance with Section 4.3(a) of the Ag_ement. See "Summary of Cea_n Documents--Summary of the
Agreement--Minimum Monthly B_ance" in this Appen_x C.

O&M Reserve Fund Requirement: For each _sc_ Year, _e amount equal to on_x_ (_) of _e
Operm_g Expenses as set fomh in the Annu_ BudgeL

Operating Expenses: All reasonable or necessary cu_ent expenses of m_nt_n_ _p_fing, operating
and mana_ng the Sys_m net of governmental operating _d, including: _1 salaries; admmis_ative, genera,
commerci_, arc_tectur_, engineering, adveaifin_ pu_ic notice, auditing, bhang, c_m enfo_ement and
leg_ expenses; insurance and surly bond premiums; consuRan_' _es; payments to pens_n, reti_ment, heath
and hos#tal_ation funds; taxes; paymenU in lieu of taxes; cos_ of pubic hearings; ordinary and cu_ent _ntals
of equ_ment er ether propeay; hydrant _ntals; _ase payments for _ proveay or in_s ther_n _xdu_ng
cea_n amounu p_d by _e Board to _e Ci_ pursuant to the Lease); deposkory expenses; _asona_e reserves
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for m_ntenance and _p_r and _1 other expenses necessary, _c_ent_ or conven_nt for the effic_nt opermion

of the Sys_m; but only to the ex_nt properly attribmab_ to the Board or the Sy_em and paya_e by the Board
to the Ci_ pursuant to the Lease and, except for cenfin admi_strative expenses of the Board, payable by the
Board to the Ci_ pursuant to the Lease.

Option Bonds: Bonds which by their _rms may be _nde_d by and _ the option of the owner thereof
for p_yment by the Authori_ prior lo the _ed m_uri_ the_oL or _e mmura_s of w_ch may be ex_nded by
and at the option of the owner thereoL

Outstanding: As of any d_e, _1 Bonds therefore or the_upon being authent_med and ddNered under
the Res_ut_n except:

(a) any Bonds canceled by the Tru_ee _ or prior to such dine;

(b) any Bond (or portion the_o0 for the payment or _demption of wh_h there shall be set aside and
held in trust under the Res_ution either:

(i) moneys in an amount suffi_ent to pay when due the Principal In_lments or Redempt_n
Price the_oL tog_her with all accrued in_re_,

(ii) Del_asance Obligations in such princip_ amounts, of such mmufifies, bearing such in_re_

and otherwise having such _rms and qu_ific_n_ as are necessary to provide moneys (whether as
prin_p_ or in_) in an amount suffic_m _ pay when due the Princip_ Installmen_ or Redemption
Price thereoL together with _1 accrued in_, or

(iii) any com_nation of (i) and (ii) above,

and, if such Bond or ponion thereof is to be _deemed, for which notice of redempt_n has been given
as provided in Anicle VI of the Resolution or provision satisfac_ry m the Tru_ee has been made for the
giving of such notice;

_) any Bond in lieu of or in substitution Ibr which other Bonds have been authent_med and ddNered;
and

(d) any Bond deemed to have been paid as provided in Section 1201(b) of the Res_ution.

Parity Bond Anti_pation Notes: Bond Anti_pation Notes the in_re_ on which is payable _om and
secured by a pledge oL and a lien on, a parity with _1 other Bonds.

PermUted Encumbrances: When used with re_nce to the Sys_m, (i) any and all liens, encumbrance_
secud_ interests or other defers in or clouds on title exi_ing on the Effective Dine, (ii) the Lease,
(iiD easeme_ rights of w_y and except_ns wh_h &) not mmeri_ly imp_r the opermion or m_n_nance of the
Leased Prope_y or the Revenues therefore, (iv) mecha_cs', mmeri_men'_ warehousemen's and other fimilar
liens, as permiued by law and liens for taxes at the time not ddinquent or being con_s_d and (v) agreemen_
for the sale and _aseback of e_ments of the Sys_m.

Pfin_pal In_aliment: As of any da_ of c_c_ation and wkh _spe_ to any Series, so long as any Bonds
thereof are Outstan_ng, (i) the pfin_p_ amount of Bonds Oncluding (x) any amoum resented in, or
de_rmined pu_uant to, the ap_a_e SupNemem_ Resolution, as the '_rin_p_ amount" with respect _o any
Bonds which do not pay full cu_em in_ Ibr _1 or any pan of thor _rm) (y) the Tender Option Price of any
O_ion Bonds which may be tendered for pu_hase or payment prior to the sta_d m_uri_ thereof in accordance
with the _rms of the Sup_ement_ Resolution authorizing such Option Bonds, unless such amoum is secured by
a C_dit F_cility which is not in default and (z) the principal amount of any Parity R_mbu_ement O_igations
of such Series due (or so tende_d for paymen0 on a cenain futu_ date for which no Sinking Fund In_lments
have been e_a_he& or (ii) the unsatisfied balance of any Sin_ng Fund Installments due on a cen_n future
dine for Bonds of such Series, or (iii) if such future dines coincide as to different Bonds of such Series, the sum

of such principal amount of Bonds and of such unsatisfied balance of Sinking Fund ln_lments due on such
future da_. "Principal ln_lment" does not include the prin_p_ of Parity Bond Anti_pation No_s.
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Project Financing Agreement: Any Pr_ect Financing Ag_ement to be en_red into among He
Au_ofi_, the Ci_, DEC and the Corporat_n pursuam to _e St_e Rev_v_g Fund Act.

Projected Debt Servke: For any Fiscal Year or pax thereof means, as of any date of ca_ation and
with respect to any Pr_ec_d Series of Bonds, an amoum, ce_ified by the A_hori_ to the Trus_e and He Board,
as provided in the Ag_ement, equal to the Debt Serv_e es_mmed by the Authori_ to be payable during such
Fiscal Year on such Preened Series.

Projected Se_es of Bonds: Any Series of Bonds descfbed in an AuHori_ Budg_ as anticipmed a_ be

issued in the _scal Year to which such Au_ori_ Budg_ relies.

Rate Consultant: The independent accountant or firm of independent accoumants, or a managemem

cons_mnt or firm of management consul_nts, or independem eng_eer or firm of independent engineers, having,
in any case, a recognized _anding in the field of water and sewer sys_m consulting sc_c_d by the AuthoriW
and satis_ory to the Board. The R_e Consu_am may be _e same firm as He Consdfing En_neer.

Rating Agen_es: Moody's lnve_om Service and Standard & Poofs Rmings Group and their respective
successors and assigns.

Rating Confirma_on: A wriuen confirmmion of each Rating Agency to the effect _m He rating a_ned
to each of the Bonds rmed by such Rming Agency will remain unchanged and will not be wi_drawn, suspended
or reduced as a consequence of some act or occu_ence.

Redemption P_ce: When used wi_ respect to a Bond or poaion thereo_ _c princ_ amount Hereof
plus the ap_a_c premium, if any, paya_e upon either opfion_ or mandmory redempt_n Hereof pu_uant to
the Resolufio_

Refundable P_n_pal In_lment: Any Prin_p_ _lment for any Series of Bonds which the
Authority in_nds to pay with moneys which are not Revenue_ prov_ed thin such in_nt sh_l have been
expressed in the Supp_ment_ Resolution amhori_ng such Series of Bonds and prov_ed fu_her Hat such
Princip_ In_lment sh_l be a Refunda_e Pfin_p_ In_lmem only Hrough the dine of the Amhori_ Budget

adop_d during the Fisc_ Year imme_me_ preceding He _sc_ Year in which such Prin_p_ Installment comes
due unless He Authori_ has delivered to the Tru_ee a ce_ific_e of an Authorized Rep_semative thin it has
made pro_sion for _e payment of such Principal lns_ment _om a source other than Revenues.

Refunding Bond: Any Bond au_ent_mcd and delive_d on original issuance pursuant to Section 206 or
Sec_on 207 of the Resolution for the purpose of refunding any Outstan_ng Bonds or He.after authent_ed
and ddive_d in lieu of or sub_ufion for such Bond pu_uant as _e Res_ution.

R_mbursement Obligation: The obl_ation of _e AuHoriW described in the Resolution _ _re_
reimbu_e the issuer of a CredR Facili_ for amoun_ p_d by such issuer thereunde_ wh_her or not such
obligation to so reimbu_e is evidenced by a promi_ory no_ or oiler fimihr _rument.

Requ_ed Depo_: For any Fiscal Yea_ amoums, if any, payable into the Authori_ Expense Fund, the
Debt Service Reserve Fund and He Subordinmed Indebtedness Fund but only to the ex_nt such paymen_ are
_quired to be made _om Revenues pumuant to the Resolution.

Revenues shall mean (a) all the rents, _es, charges, paymen_ and other income and rec_pts derived by the
Board _om use_ of the Sys_m, _ge_er with _1 operating aid _erefor from any government_ entiw, Federal,
State or local, to the Board, (b) _vestment proceeds and proceeds of insurance received by the Board (other
than the proceeds of _surance wi_ respe_ to He damage or de.ruction of _1 or any potion of the Sys_m), (c)
Subsidy Paymen_ derived by the Au_ori_, (d) amounts derived by He Authori_ _om a Coun_rparty pu_uant
_ an In.rest Ra_ Exchange Agreement, and (e) invc_ment proceeds derived _om amounts on depos_ in the
Funds and Accoun_ esm_ishcd hereunder thin are depo_d or r_ained in _e Revenue Fund or the Local Wmer
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Fund, and but sh_l not include (w) amours mqu_ed to be refunded because of _lling or payment e_o_, (x)
any amou_ _ibu_e to any of _e foreg_ng souses described in clause (_ which (i) is expms_y excluded
by _e Ag_eme_ or the Lease, or (ii) is derived fom a use of the Sy_em not _cOy _lmed to _e sup_y,
_e_ment and _fibution of water to _e consumers _ereof or the c_ction, _spos_ or _e_mem of sewage,

(y) any amount fom any governmem_ enti_, Federal, Sta_ or loc_, in aid of or for or with _spe_ to the Cos_
of Wmer Project, _her _an Subsidy Payments, or (z)(i) fines _xdu_ng in_ on line paymems which sh_l
con_ute Revenue_, (ii) amours fom _e use of w_er _ gener_e e_ctfi_, (iii) amours #om _e State as a
result of mand_ory wa_r _harges fom mserv_ or (iv) amours fom the g_nting of easement, l_ense_

fight_o_way or o_er in_s in _e re_ prope_y con_imfing a part of _e Sys_m.

SpedM Credit Facility: WRh respe_ to any Series of Bonds or ponion _ercoL a C_t Facili_ (_

which provides funds for (i) _e _ paymem of _e Prin_p_ _stallmen_ of and imem_ on such Bonds when
due _r Oi) lhe paymem of _e Pfin_p_ In_lmems of and imerest on such Bonds in _e event amoums otherwise

_edged to _e payme_ thereof are not av_h_e when due or (iii) _e paymem of _e Tender O_ion Price of

any O_ion Bond which may be _nde_d to _e Amhofiff for pu_h_e or paymem in accordance with _e
Sup_emem_ Restrain au_ori_ng such O_ion Bond (in any case, mgard_ of wh_her such CredR Facififf
provides funds for any _her purpos_ and (b) which 0) _quires the Au_ofi_ w dimply mimbu_e _e issuer of
such Cm_t Facili_ for amoums p_d _emunder and 0i) pro_des _ such obl_ation is a Pafi_ R_mbursement
Obligation.

Sta_: The State of New York.

State RevVing Fund: The New York Stme Wmer Pollution Con_ol RevVing Fund e_a_ished
pursuant _ _e St_e RevVing Fund Act.

State RevVing Fund Act: Chapter 565 of _e laws of New York of 1989, as amended.

Subordinated Indebtedness: Any bond, note or _her evidence issued by the Au_ofi_ in furtherance of
its corpor_e purposes under the Act and paya_e _om _e Subordin_ed lndeb_dne_ Fund.

SubMdy Paymen_ sh_l mean amoums payable _ the Amhofi_ fom any government_ emi_, Federal,
Stae or loc_, in connection with Bonds of _e Au_ofi_.

SupplementM Res_ufion: A res_ution of the Au_oriff _u_ori_ng _e issuance of a Series of Bonds cr
otherwise amend_g or supNementing _e Reso_fio_

Sys_m: The Wamr Sys_m and _e Sewe_ge Sys_m, c_cfivd_ as such mrms am defined in the Act.

Tender Option Price: Wi_ mspe_ to any Option Bond rendered for purchase or paymem, an amoum

equM to _e prin_p_ amoum _ereof _us in_m_ accrued and unpaid _emon from _e imme_y pmce_ng
Bond Payment Dine to _e d_e of such mnde_

Tru_ee: The trustee app_n_d by _e Au_ofiff pursuant to _e Gene_l Resolution, and any successors
thereto.

Va_ab_ Rate Bond: As of any d_e of determination, any Bond on which _e in_m_ _a_ borne _ereby
may vary during any part of its mm_ng _rm.

Water Project: Any sewerage _cififf, water _cili_ or water and sewe_ge _ciliff, as the case may be,
_du_ng lhe Nan_ng, deve_pment, financing or con_rucfion themoL

Summary of Certain D_cumen_

The fol_wing am brief summaries of cen_n pro_s_ns of the Ag_cment, the Lease and the GenerM
Resolution. These summaries do not purport to be commie and are su_e_ in all respec_ to _e provi_ons o_
and are qualified in their emim_ by, m_mnce to the respective documents to wh_h _ey ml_e.
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Summary of the Agreement

Finan_ng of Water Project. The AuHori_ agnes to use iu best eftb_s m finance _1 or a part of He

Ccst of _1 W_er Pr_ects desc_bed in Appen_x A _ He Ag_ement. In cons_er_n for He AuHority's
issuance of He Bonds, the Board gives, grants, conveys and trans_ to He AuHofiff _1 of i_ right, title and

intere_ in He Revenue_ _ch_ng wiHont limitation, _1 of i_ fig_s to collect and receive s_d Revenues su_e_
only to pro_ons of He Act, _e Agreement and the Res_ufion permitting the ap_m_n of said Revenues to
the purposes ther_n set fo_h. The Bo_d kself incurs no _debtedness under He _rms of He Agreement, Lease,
Resolution or any other document executed in conne_n _e_wiH. (Se_ns 2.1, 2.2 and Z4)

Transfer of Fund_ The Amhoriff sh_l depos_ the proceeds of each Series of Bonds with He Tru_ee in
accordance wkh He provisions of the Resolution and He Sup_ement_ Res_ution amhori_ng such Series;
prov_e_ howeve_ _at the potion of He proceeds de_gna_d to pay He Costs of any Wa_r Proje_ shall be
h_d on_ in the Con_ru_n Fund e_ablished pu_uam to He Resolution.

The Authori_ sh_l authorize payment of such Co_s in the manner set fo_h in He Res_ufion once evidence

Hereof is prodded in a Cenific_e _gned by an Au_orized Rep_sentative of the Board or Ci_, as _e case may

be. N_ther the Amhori_ nor He Tru_ee shall be _qui_d to pro_de funds to pay the Co_s of W_er Pr_ec_
from any source other than the Con_ru_n Fund, and n_Her He Au_ofiff nor He Trus_e shall pay to He

Ci_ from such Fund any amount in excess of Hm s_ aside for He purposes _ereo_ or for He Pr_ec_ li_ed in
Appen_x A to _e Ag_ement. (Sect_ns 3.1 and 3.2)

Local Water Fund. The Board shSl deposit all Revenue_ as prom_ as pracfica_e after _c_, into
the Loc_ Wmer Fund. The_ shall also be deposi_d in He Local W_ Fund all amounts _ceived by He Board
from He Tru_ee pu_uant _ He Restrain. (Section _ l)

Establhhment of Ce_ain Funds and Application of Revenues in Loc_ Water Fund. The Board sh_l
e_abfish two speci_ funds (in ad_t_n to the Local Wmer Fund) to be held by He Board at a Depos_ary: He
Board Expense Fund and the Oper_n and M_n_nance Reserve Fund, with He Gene_l Account He_in. The
Board sh_l h_d such funds as truH funds and He amounts on depos_ sh_l only be applied for He purposes
prodded in the Ag_ement.

Beginning on He fi_t day of each monH in each _scal Year, He Board is _qui_d to apply He Revenues
in the Loc_ W_er Fund, first, to the Tru_ee for deposk in the Revenue Fund until He amount on deposal in the
Revenue Fund equ_s He Mi_mum MonHly B_ance for such month and the Tru_ee shail have received the

amount_ if an_ _qui_d to be deposi_d in He AuHori_ Expense Fund, the Debt Service Reserve Fund and He
Subordinmed lnde_edness Fund for such month. The_a_e_ in such monH from the b_ance _m_ning in He
Loc_ W_er Fund, He Board is _q_ after ma_ng pro_on for Board Expenses, _ pay _ He C_y ¼zth of
the operating expenses for such Fiscal Year. After making such payment, any amounts _m_ning in _e Local
W_er Fund in each monH are aphid d_ (i) _ s_is_ _e Cash Flow Requi_ment (if the _qui_d payments
to He CRy for Operating Expenses have been made, (ii) to s_isfy _qui_d paymen_ to the City for Oper_ing
Expenses (if the Cash Flow Req_mem has been satisfied) or (iii) proponionmely, _ He Trus_e for deposit in
He Revenue Fund and m He Ci_ for the payment of Operming Expenses, until the _ml of _1 amounts deposited
in the Revenue Fund during such Fisc_ Year equ_s He Cash Flow Req_ment and _1 Operating Expenses
required to be p_d sh_l have been p_d. The_after, as long as He amoum on depos_ in the Revenue Fund in
each monH is equ_ to He M_imum MonHly B_ance and He Cash Flow Req_rement continues to be met, _1
such amounts in the Loc_ W_er Fund sh_l be p_d as follows: first, to the AuHori_ until the _t_ of the
amounts so p_d equ_s the prindp_ of and interest on any bonds, no_s or _her o_ations of He Au_ori_
(other than Bond_ Bond Anticipation Notes, and Subordina_d hdeb_dness) paya_e wiHin He Hen cu_ent
Fisc_ Year, tog_her with _1 other amounts necessary to make the _q_d deposes _ the _serve and other
funds and amounts e_ablished for such bond_ notes or other obligations; seconK to He City until He amounts
so p_d are equ_ to the _nt_ payment for such Fisc_ Year and He unsatisfied balance, if any, of the _n_l
payment for any prior Fisc_ Year; and, _ird, to the Oper_ion and M_menance Reserve Fund, until the amount
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therein on deposit is equal to the O&M Reserve Req_rement for such Fiscal Year. Any amounts rem_ng in
the Local Wa_r Fund on _e last day of each Fiscal Year shill be paid to the GenerH Account in the Operation
and M_ntenance Reserve Fund. (Section _2)

Minimum Month_ Balanc_ The Mi_mum Month_ B_ance shall be c_culmed as of the fi_t day of
the mon_ and shill be equal to _e sum o_

O) For each Series of Bonds which is Out_an_ng during the cu_em Fiscal Year, an amoum equ_ to
the product obtained by m_fi_ng (_ the diffe_nce between (I) the amoum of intere_ due or preened
to be due on the next succeeding Bond Payment Dine for such and (2) the amount, if any, held in the

ap_aNe subaccount for such Seres in the Ca_l_ed Interest Account in the Debt Serv_e Fund by (b) a
fraction, the numerator of wh_h is the number of full months since the end cf the month p_ceding the la_
Bond Payment Dine for such Series (o_ with _spe_ to the fir_ Bond Payment Dine for such Series, the
number of full monks since the last day of the month preceding _e da_ of issuance of such Series) and
the denomin_or of which is the number of months b_ween Bond Payment Dines minus one (o_ with
respect to the fi_t Bond Payment Date for a Series, the number of months b_ween the last day of the month

preceding the dine of issuance of such Series and the fir_ Bond Payment D_e minus one; prov_e&
howeve_ thin if this formula would produce (A) a _a_ion g_mer than one, then the _acfion sh_l be equal
to one, or (B) a denominmor less than one, then _e _action shall be equH to one; plus

(ii) For each Series of Bonds wh_h is Ou_n_ng during the cu_ent Fisc_ Yea_ an amount equal to
the PrincipH In_Hlment due or pr_ec_d to be due on the next succeeding Bond Payment Date for such
Series which falls within twelve months or less on w_ch a Prindp_ ln_lment is due, multi_d by a
_action, _e numerator of which is the number of full months since the l_st day of the month prece_ng the
last Bond Payment Dine on which a Princ_ In_lment was due (oL with respect to the fi_t such Bond

Payment Dine, twelve minus the number of full months to the fi_t Bond Payment Dine on which a Principal
ln_lment is due), and the denom_or of w_ch is eleven; provided, howeve_ thin if this formula would

produce a #a_ion gremer than one, then the _a_n shall be equal to one. (Section ¢3)

Depofi_ to Operation and Maintenance Reserve Fund. There shall be deposi_d to the Operation and

M_ntenance Reserve Fund in each Fisc_ Year _om the sources described below the amount required, if any, so
th_ _e amounts on deposit the_in smisfy the O&M Reserve Fund Req_rcment for _e ensuing Fiscal Year.

Deposes to the Operm_n and M_n_nance Reserve Fund may be made from the proceeds of the she of
Bonds of the Authority, _om the Loc_ Wmer Fund, or _om any other moneys hwful_ av_h_e therefo_
su_e_ to the following fimitat_ns:

(i) The maximum deposit to the Operation and M_n_nance Reserve Fund _om the proceeds of Bonds
of the Au_ority, as of any time of cHculation, may not exceed the O&M Reserve Fund Req_rement then

in effect, reduced by the cumdative sum of prior deposits ther_o _om proceeds of Bonds of the Authority.

(ii) Deposi_ to _e Operation and M_ntenance Reserve Fund #om the LocH Water Fund sh_l be

su_e_ _o the priorities e_a_ished in Section 4.2 of the Ag_ement.

(iii) If there shall be a deficit in the Ope_fion and M_n_nance Reserve Fund on May l of any FiscH
Year, and if as of such May 1 the Board does not pr_e_ that av_hb_ Revenues will m least equ_ the
O&M Rescrve Requirement for such Fiscal Year by June 30 of such Fiscal Year, then the Board sh_l
include in its AnnuH Budget for the ensuing Fiscal Year an amount suffic_nt, tog_her with other amounts
av_hble therefoL to at lea_ equal the O&M Reserve Fund Req_ment for the ensuing Fiscal Year.

If on July I of any Fiscal Year the amount on depos_ in the Operation and M_n_nance Reserve Fund is

less _an _e O&M Reserve Fund Requ_ement, such defic_ shill _u_e_ to paragraph (i) above) be made up
from the proceeds of the she of Bonds issued during such Fisc_ Year; provide& howeve_ iL prior to May l of
such Fisc_ Year such defic_ has not been mad_ up _om Bond proceed_ the Board shall include the amount of

such defic_ in its Annu_ Budget for the ensuing Fiscal Year and the amounts nece_ary to re.ore such defic_
shall be deposi_d in _e Operation and M_n_nance Reserve Fund.

C-10



Amounts required to be depofi_d in _e GenerH Account shall be held separa_ and apart tYom other
amounts held in the Operation and M_n_nance Reserve Fund and applied as described bdow. (Section 4.4)

Appi_afion of Moneys in the Operation and Maintenance Reserve Fund. If on the tint day of any

month the Board has not paid to _e Ciff an amount equal to the produ_ of (i) _e amount req_red to be paid
for Operating Expenses pursuant to Se_n 8.1 of the Lease, m_fi_d by (ii) a fia_ion the numermor of w_ch

is the number of months which have commenced during such _scH Year, and the denominmor of which is 12,
thc Board shall wRhdraw _om the Operation and M_n_nance Reserve Fund and pay to _e City, on deman& an

amount equal to ¼z of the amount so _qui_d to be paid pu_uant to Se_ion 8.1 of _e Leas_ or the entire
bHance in such Fund if less than suffic_nt. Amoums on deposR in the Gene_l Account may be applied (i) to
purposes prodded for in Section 4.2, (ii) to _e paymem of Bonds in accordance with Anicle XII of the
Res_mion or (iii) to the Cos_ of Wmer Pr_ects, but shall be _m_ed _er_n to _e ex_nt required by _e
AnnuH Budge. (Section _5)

Application of Moneys in Board Expense Fund. Amounts on deposR in the Board Expense Fund shill
be aphid by _e Board solely for the purposes of paying expenses of the Board, in accordance with the AnnuH
Budget. (Section _6)

Application of Revenues After DefaulL The Board has covena_ed thin if an "event of demuR" (as

defined in the Res_ution) shall occu_ _e Board sh_l pay or cause to be p_d to the Trus_e, upon Rs rcques_ HI
moneys and securities then held by the Board in _c LocH W_er Fund and therea_er the Revenues as promptly
as pm_a_e a_er rec_pt. (Section _7)

Amonn_ Remainin_ Any amounts received or held by the Authority or the Trus_e pursuant to the
Resolution, any similar document or the Ag_emem after all Bonds and other evidences of indebtedness have

been p_d in full or are no longer Outstan_ng and a_er payment of HI other o_ations and expenses of the
Authority, or provision for payment thereof has been made, sh_l be pa_ to _e Cir.

Any paymen_ by _e Ci_ to the Wmer Board pu_uant to Section 1045-h(3) of _e A_ shill be confined to
cons_erafion for _e sale of goods or the rendering of services by _e Wmer Board to the Ci_ pursuant to _e
Lease or the Ag_ement as con_mNmed by _e Act. (Section _8)

Rate CovenanL The Board has covenanted and agreed to e_a_ fix and revise _es, rates or other
charges for the use of or services furnished by _e Sys_m w_ch, toge_er with any other avHh_e funds, are
adequme to pro_de for (i) _e timely payment of the Principal In_Hlmems of and in_re_ on all Bonds and the
prin_pH of and in_ on any o_er _deb_dne_ of the Au_ori_ paya_e _om Revenue_ (ii) the proper
operm_n and m_ntenance of the Sys_m, (iii) all other paymen_ requi_d for _e System not otherwise prov_ed
for and (iv) HI other payments _quired pursuant _o_e Ag_ement and the Lea_e, wi_out m_nding to limit _e
generaliw of _e foregoin_ _e Board has also covenan_d to e_a_h and c_ct r_es, _es and charges
sufficient in each FiscH Year so that Revenues c_ed in such Fiscal Year will be _ least equal to the sum of

(i) 115% of estim_ed Agg_g_e Debt Serv_e and Projec_d Debt Service payable in such FiscH Year _xdu_ng
any Refunda_e PrincipH In_Hlment if payable _om funds held in trust therelbr and assuming with _spect to
Variab_ Rate Bonds thin _e effective rate of intere_ is that which the Authority determines so long as such rate
is not less than _e r_e such Bonds bear m the time Agg_gme Debt Service is d_ermined), (ii) 100% of the
Ope_fing Expenses and Authority Expenses payable in such _scH Year and (iii) 100% of the amount necessary
to pay _e other Required Deposi_ for such FiscH Year. Howeve_ a _ilure to generic such Revenues does not
con_itu_ an "event of defaulf' if the Board takes timdy act_n to co_e_ any such defick. The Board shall
_ew, at _a_ annuH_, such rmes, fees and charges to d_erm_e wh_her such rates, _es and charges are, or
will be, suffi_ent to meet the req_ments thereof and shill promptly take action to cure or avoid any defi_ency.
Except to the ex_nt required by Section 1045_ of the A_, as in effect on July 24, 1984, with _gard to the
req_rement that tax exempt organ_ations be charged for serv_e prodded by the Sy_em or by exi_ing
agreemen_ 0nduding any successor agreements with Jam_c_, lhe Board will not furnish cr supply any producL
use or service of _e Sys_m #ee of charge or at a nominH charge. (Se_n _ 1)
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Consulting Engineer and Rale Consu_anL The Authority shMl em_oy a Cons_ting En_neer and a

Rme Consu_ant whose duties, respectively, shall be to make any cenificmes and perform any o_er ac_ _qui_d _
or perm_d of _e Consulting En_neer and _e Ra_ Cons_ under the Ag_eme_ and _e Rcs_ution. If so
determined by the Au_ofity, the same pe_on or firm may perform the duties and fun_ions of the Consulting
Engineer and Rme Constant.

In each Fiscal Year, the Consulting Engineer and _e Rate Consul_nt shall make an exam_n oL and
shall _pon to the Authori_, the Board, _e City and _e Trus_e, on _e properties and operm_ns of the Sy_em.
The _po_ of _e Rme Constrain shall s_ forth among other findings, _e R_e Consultant's recommendmion as _

to any necessary or ad_sabM revisions of r_es, _es and charges for _e ensuing Fiscal Year and such other
advice and recommend_ion as it may deem des_aM_ The Consulting EngineeFs repo_ shMl s_ forth its

findings as to whether _e Sy_em has been mMmMned in good repMr and sound operating conditio_ and its
estimme of the amount, if any, requi_d to be expended to place such prope_ies in such cond_on and the d_Mls
of such expen_mres and the appro_mme dine req_red therefor. The Ci_ covenan_ that ff any such repo_ of
the Consulting En#neer shMl set fo_h thin the properties of _e Sys_m have not been mMntMned in good repMr
and sound operming con_fio_ it will promptly re,ore _e properties to good repair and sound operating
con_tion with all expedition practicable. (Section _2)

Covenant to Operate and Maintain SyMem. The Ci_ has covenan_d thin it shM1, _ MI times:

(a) in accordance with the advice and recommendations of the Cons_fing Engineer, operme the
Sy_em properly and in a sound and econom_M manner and mMntain, preserve, and keep the same
p_served and kept with the appu_enances and every pan and parcel thereoL in good _pair, wor_ng order
and con_do_ and from time to time make, or cause to be made, MI necessary and proper repM_,
_#acements and renewMs so th_ m all times _e operation of the Sys_m may be properly and
advantageous_ conduc_& regardless of any failu_ on the part of the Board to make the payments to the
Ci_ requi_d by Section 8.1 of the Lease; prodded, howeveL thin nothing contMned in the Agreement shall
require the City to operate, mMntMm preserve, repaiL _#ac_ _new or reconstru_ any pan of the Sy_em
if them shMl be filed wi_ the Board, _e Authori_ and the Trus_e 0) a ce_ifica_ of the Comm_oner

acting as the Authorized Representative of the Ci_ _ating thin in the opinion of the Ciw abandonment of
operation of such pan of _e Sy_em will not adve_dy affect the operation of the Sys_m or the amount of
Revenues derived therefrom and is not pr_u_cial to the interes_ of the Board, the Authori_ or the
BondhMders and (ii) a Ce_ificme of _e ConsMting Engineer concu_ing with such _Mement;

(b) enforce the rules and regulations governing the operm_n, use and services of _e Sys_m
e_aM_hed from time _o time by _e Board or _e City;

(c) observe and perform Ml of _e _rms and conditions contMned in the Act, and comp_ with all valid
ac_, rums, regulations, orde_ and _rections of any M_ative, executN_ admini_rmive or judiciM body
having compe_nt jurisdi_ion of the Ci_ or the Sys_m; prov_ed, howeveL _m the failure of the Ci_ to
comfy with the covenant contMned in this subsection (c) for any period shall not constim_ a de_ult on its
pa_ so long as the City 0) is taking reasonaMe and timdy s_ps to permit com_iance and 0i) the City shMl

have de_vered to the Board and to the Authority a Ce_ific_e of the Consulting Engineer which (1) se_
forth in reasonable deMil the facts and c_cums_nces attendant to such non-com_Mnce, (2) sets fo_h the

s_ps being _ken by the Ci_ to perm_ com_iance, (3) s_s fo_h the e_immed da_ on which _e City will
be in com#_nce and (4) st_es thin in the opinion of _e Consulting Engineer such non-com#_nce during
the period described will not adve_ely affect _e opermion of _e Sys_m or the amount of Revenues to be
derived therefrom; and

(d) not creme or suffer to be cremed any lien or charge upon the Sys_m or any part _ereof except for
Permitted Encumbrances. (Se_Mn 6.3)

Annual Budget. On May I of each year (or on such later dine as the Authority, the Board and the Ci_
may ague) _e Authority shall deliver to _e Board a ce_ified copy of the Au_ority Budg_ for the ensuing
FiscM Year showing the Cash Flow Requi_ment tbr such Fiscal Year. Based upon the information contained in
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(a) the Authority Budget, (b) the City's ceRification pu_uant to Section 8.3 of the Lease and (c) the Ce_ifica_

of the Consulting Engineer delivered to the Board pursuant to Section 83 of the Lease (col_ctiv_y, the "Budget
Documents"_ the Board shall prepare the Annual Budget for the ensuing Fiscal Yca_ In addiOon to the
information confined in the Budget Documents the Board shall also make provi_on in the Annum Budget for
Board Expenses for the ensuing Fisc_ YeaL for the amount, if any, required to be deposed in the Operation
and M_n_nance Reserve Fund in accordance with Section 4.4 of the Agreement, and for the appl_ation of the
amounts in the Gener_ Account therein. Thereafter, but in no event later than 15 days a_er the date of
publ_ation of the Executive Budget of the City, the Board sh_l adopt such Annu_ Budget. Promptly after
adoption of the Annu_ BudgeL and in no event l_er than June 10 (or such other date as the Authority, the Board

and the C_y may agree) of each year, the Board sh_l e_ablish the rates, t_es and charges Ibr the use of the
Sy_cm for the ensuing Fiscal Yea_ The Board may _om time to time, e_her before or after commencement of
the Fiscal Year to which it relines, amend the Annu_ Budget, but (except for i_ own expense_ only in
accordance with and a_er receipt of amended Budget Documents. If as of the fir_ day of any Fisc_ Year an
Annu_ Budget has not been adopted, the Annual Budg_ for the immedimdy preceding Fisc_ Year shall be the

Annu_ Budget for such Fisc_ Year until a new Annum Budget is adopted. (Section 6.4)

Tax Exemption. The City, the Authority and the Board have covenanted th_ so long as any Bonds shall
be Outstanding, no one will take any action, nor fail to rake any action, which, if taken or not taken, as the case

may be, would adve_y affect the tax-exempt status of the in_re_ payable on the Bonds then Outstanding the
in,rest on which is excluded from gross income under the In_rn_ Revenue Code of 1986, as amended.
(Section _5(b))

DBcontinuance of Servic_ The Board has covcnan_d to enforce or cause the City to enforce the rules

and regulations prodding for disconOnuancc oL or disconnection from, the supply of wmcr or the pro_on of
sewer service, or both, as the case may be, for non-payment of fees, rents, rates or other charges imposed by the
Board, provided thin such discontinuance or disconnection shall not be carried out except in the manner and upon
the notice as is required of a wmerworks corporation pu_uant to Sections 89(b)(3)(a)-(c) and 116 of the Public
Service Law of the State. (Section _ 7)

Covenant of City as to Rates and Charge_ The City has covenan_d that, upon the issuance of the
Bonds by the Authority, the City will not thereafter levy user fees, rents and other charges with respect to the
Sys_m until _1 Bonds are paid or are no longer Outstanding pu_uant to the _rms of the Resolution; provided,
howeveL that the City may levy ad valorem taxes to pay the costs and expenses of the Sy_em or to pay the
princip_ of and in_reg on general oblig_ion bonds of the City heretofore or hereafter issued to finance the
Sys_m or any part thereoL (Section _9)

Books and Record_ Each of the Authority and the Board sh_l keep or cause to be kept proper books of
record and account in which complete and co_ect entries shall be made of _1 _ansactions relating to their
corpor_e purposes under the Act. In accordance w_h Section 1045-y of the Act, the Authority and the Board
sh_l annually subm_ to the Mayor, the Comptroller and the Director of Management and Budget of the City a
detailed repo_ concerning their activities for the Fiscal Year. In addition, the Authority and the Board shall
subm_ to the Mayor, the Comptroller and the D_ector of Management and Budget of the City audked annual
financi_ _mements of the Authority and the Board together with a repo_ thereon of an accountant satisfactory
to the Board. (Section _11)

Lienm Until the Bonds or other evidences of indeb_dness issued by the Authority for its purposes under
the Act have been paid in full or provifion has been made therefor in accordance with the Resolution or similar
document, the Agreement provides that the Board shall not creme, and, to the extent _ has the power to do so,
shall not permit to be created, any lien upon or pledge of the Revenues except the lien and pledge thereon cremed
by the Act. (Section _ 12)

Security Interests. Except to the extent provided in the Act, neither the Board nor the Authority may
grant any Bondh_der any security in_re_ in any of the assets or Prope_ies of the Board. (Section _13)
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Finandng through State Revering Fund. In connection wiM Me financing of W_er Pr_ec_ by Me

Amhori_ with _nds provided from _e S_ RevVing Fund, me Ci_ may en_r in_ a Pr_ect _nandng
Ag_ement cr Ag_ements among DEC, the Corpor_ion and Me AuMori_ and make in any such ag_ement
ce_n _p_ntmions, warranties, covenants and ag_ements. (Section _ 1_

Agreement of the Stat_ Under the pro_fions of the Ag_ement, the pa_ies pledge and agree, lbr and on
beh_f of the State as provided in the Act, thin the Stme will not al_r or limit Me rights vexed by the Act in the
Authority or the Board to fulfill the _rms of any ag_ement made wiM or for the benefit of the Bondholder, or
in any way imp_r Me fights and reme_es of Bondho_e_, until the Bonds, tog_her wi_ _e in_ thereon,

_re_ on any unpaid _lment of in.rest, and _1 costs and expenses incu_ed in any action or procee_ng by
or on beh_f of such holders, are fully met and _scharged. (Section Z 1)

Even_ of DefauR and Remedies. An "event of dethuh" or a '_efault" means any one of the following

events: (i) failure by the Board to pay the Au_ority those amounts required under _e Agrcemem; (ii) failure of
the Ci_ or the Board to observe any covenanL _rm or condflion of the Agreemem (other _an the payments the
Board sh_l make to Me Authority) and such failure shall have continued for a period of six_ (60) days after
wri_en not_ specifying such failure and requesting Mm it be reme_ed, is given to the City or the Board, or
both, by the Au_ority unless the Au_ofity sh_l _g_e in writing to ex_nd such time prier to its ex_ration,
prodded such e_en_on shall not be unreasonaNy wiMhdd if the City or the Board has _u_d and is

diligently pu_ng co_ective action which cannot be commend w_n the ap_aNe period; (iii) the Authofi_
sh_l fi_ a petit_n, or otherwise seek relieL under any _der_ or Stme bankrup_y or Mmi_r law; and (iv) the
terms, condit_ns and security prov_ed under _e Agreement and the Resolution or the respective provifions of
the Act pursuant to which the Res_ution has been adopted or the Bonds have been issued or ended into
0ndu_n_ wiMout _mitatio_ the pro_s_ns under wh_h the lien upon the Revenues has been c_ed pu_uant
to Me Agreement and the Res_ution and Me provi_ons establ_ng the powe_ and oN_ations of the Board
and the relationship of the AuMority to _e Board and _e Ci_) shall be m_efi_ and adve_ely limi_d, alfred
or imp_red by any _ative action or any final judgment. (Section & I)

Whenever an event of defadt sh_l have occu_ed and be continuing, the Authority and the Tru_ee may
take whmever leg_ action may appear necessary or defirab_ to: (i) collect Me paymen_ then due and as they
Me.after become due and (ii) so long as any Bonds arc Out_an_ng, enfo_e performance and observance of
any o_mion or covenant of the Ciff or the Board under the Agreement. In ad_fio_ if the Board defauRs in
ma_ng the payments to the Authori_ required under Me Ag_ement zs a _sult of its _ure to impose suffic_nt
fees, rmes, rents or other charges, the Amhoriff may petition for Me appointment of a receiver to adm_i_er the

affairs of the Board in order to achieve Revenues sufficient to make such payments by e_aN_hing _es, ra_s,
rents or other charges _ lea_ suffident therefo_ Tte _med_s con_ed upon or _escrved to Me Au_ority in
respect of any event of defauR are not exc_five of other av_la_e _medies, but shall be in addition to every
other remedy given under the Agreement or existing at law or in equity or by statute. (Sections &2 and &3)

Termination. The Agreement shall mrminate and _e covenants and other oN_ations cont_ned therein
sh_l be discharged and satisfied, when (i) payment of all _debtedncss of the Authori_ has been made or
provided for in accordance with the Res_ution or _milar document securing such indeb_dness and (ii) c_her
all payments required thereunder have been made in full, or provi_on for such payments satis_c_ry to the
Authori_ has been made, or _e Ci_ pays or assumes _l l_lit_ obl_ation_ dutie_ fights and powe_ of Me
Authority under the Agreement. (Section _1)

Amendmentg The pa_ies to Me Ag_cment may en_r into any amendmenL change _r mo_ficm_n of
_e Ag_ement (if in writin_ signed by each of the parties and conscn_d to in writing by the Trus_e if required
by the Res_ution) _c_n_ wi_ont lim_ation, amendments _ Appendix A _ _e Ag_emcm; prov_ed thin
the parties sh_l en_r in_ no such change or modification which m_efi_ adve_ely affects Me rights of the
holde_ of any Bonds by modifying or _voking ce_ain enumcrmed pro_ons of the Ag_ement wdhout fi_t
compl_ng with the ap_a_e provi_ons of the Res_ution. (Section I_I)
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Confl_ts. The Agreement provides that its profifions shall not change or in any manner _r the terms of
the Resolution, or the security, rights or remedies of the Trus_e or the Bondholder. In the event any provision
of the Agreement conflicts at any time, or in any manned with the provifions of the Resolution or any Bond, the
provifions of the Resolution or Bond shall be congolling and conflicting provisions of the Agreement sh_l be
disregarded. (Section 12.1)

Summary of the Lease

Term of Lease and Dem_e of Leased Property. The City has leased the Leased Prope_y to the Board
for the term of the Lease (the "Lease Term"). The Lease Term commenced on the Effective Date 0uly 1, 1985)
and continues until the later of the 40th anniversary of the Effe_ive D_e or the date on which all bonds, no_s
or other obligations of the Authority are paid in full or profifion for such payment is made pursuant to the
resolution, trust indenture or other in_rument under which such bonds, notes or other obligations are issued.

During the Lease Term the Board may use the Leased Prope_y only for i_ corporme purposes and upon the
_rms and conditions contained in the Lease.

The Leased Propeay includes (whether now in use or hereafter acquired, and whether or not loca_d within
the boundaries of the City) _1 of the City's right, title and inle_eu in: (i) the City's sewerage sys_m, including
but not limited to all plan_, structure_ equipment and other re_ and pe_onal prope_y or righ_ ther_n acqu_ed,

rehabilitated or con_ructed Oncluding _1 work in progress as soon as commenced) and used for the purpose of
col_cting, _eming, pumpin_ neutralizin_ storing znd _sposing of sewage, including, but not limRed to, main,
collecting, outlet or other sewers, pumping _ations, groundwater recharge basins, backflow prevention devices,
sludge dew_ering fa_litie_ vessels, barges, clarifier_ fil_ and phosphorous remov_ eq_pment, vehic_s and
other propeay used in connection with the sewer sy_em; (ii) the City's water sys_m, including but not limi_d
to _1 plants, _ructures and other re_ and pe_on_ propeay or rights therein, acquired, rehabilitated or
constructed 0nduding _1 work in progress as soon as commenced) and used or to be used for the purpose of
supplying, distributing, accumulating or treating w_e_ includin_ but not limi_d to, reservoirs, basins, dams,
canals, aqueducts, pipdines, m_ns, pumping _ations, wmer di_fibution sy_ems, intake sy_em_ wate_work_
sources of water supply, purific_ion or fil_ation plan_, water m_ers and rights of towage or diversio_ vehicles
and other prope_y used in connection with the water sys_m; and (iii) any other mmeri_ supplies, plans and
prope_y contained in the above-mentioned plants and _ructures incident_ to, or necessary or useful and
conve_ent fo_ the operation of such fa_fifies; provide& howeve_ that the Leased Propeay sh_l not include the

City's right, title and in_re_ in the following: (i) any prope_y or rights of the City the conveyance of which
pursuant to the Lease would cause a reversion to or in favor oL or permit a reentry by or in favor oL any third
pany; (ii) all mines and miner,s whmsoever (but not _duding surface or subsurface wme_) now or hereafter
found and discovered, crops and timber, on or under the lands to be conveyed pu_uant to the Lease; with power
and authority for the City to perform cen_n mineral ex_action and agricultural/timber activities; provided,
howeve_ that the City shall not undeaake any such acti_ties which in_rfere with the operation, m_ntenance or

col_ction of Revenues of the Sys_m. (Section 2.1)

Right of City to Enter Leased Property, The City retains the right to enter upon any ponion of the
Leased Prope_y, to use any prope_y not con_imfing a part thereof which is locmed in, across or upon the Leased
Propeay or for any purpose unless, in the reasonable judgment of the Board, such entry or use would adve_ely
affect the collection of Revenues. (Section 2.2)

Substitution of Board for C_y. Where necessary or desirab_ and to the ex_nt permitted by law, the
City and the Board agree to use their best efforts to sub_Ru_ the Board Ibr the City with respect to any

appl_ation or proceedings filed or commenced in relation to the Leased Propeny with the various State and
Feder_ regulatory bodes having jurisdiction. (Section 2.5)

Indemnification. The City agrees, to the ex_nt pertained by law and subject to cen_n conditions, to hold
the Board harm_ss _om any and all fiabifity, loss or damage #om or in connection with any act the Board does
or om_s in the exer_se of i_ powe_ if taken or omiaed in good faith and in pursuance of its corporme purposes.
(Sections _1. _2 and Z2)
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Operation and Maintenance of the Leased Property. The Ciw sh_l admi_er and oper_e the Leased
Propeay, m_nmin the Leased Prope_y in good and sa_ order and condition and make all _pairs ther_n. The
City's duty to "m_m_f' and "repaid' sh_l include _1 nece_ary _p_, _accmen_, rencw_ _mfions

and ad_tion_ wh_her _rucmml, non-_ru_ur_, or_nary or ex_aordinary and its duty to '_dm_i_er" shall
include, wi_out limitatiom _e enfo_emem of regulations of the Board and _e Ci_ _l_ing to _e use of _e
Sys_m. Howeve_ the Lease sh_l not impose any o_n or fia_l_y upon _e City for _e adm_isu_io_
operation, m_ntenance and _p_r of _e Sys_m not prev_us_ imposed upon it in connection with i_ prior
oper_n and m_ntenance of _c Sy_em. Both the Board and the Ci_ sh_l use _1 _asonable care to p_vem
the occu_ence of was_, damage or i_ury to the Leased Propeay. The Sys_m sh_l be used and oper_ed and
m_n_ined in accordance with all ap_a_e laws, rules and regulations. (Sec_ons 4.1, 4.2 and 4.3)

Construction and Acquisition. The Board authorizes _e Ci_ to perform the con_ruction and
effe_uation of any W_er Project specified in the Ag_ement and _e City may incur Costs in connection

• erewith. The Ci_ may acquire all real and personal propeay, or any in_ therein, necessary or useful for
the con_ruction or effecm_n of a W_er Pr_e_; provided th_ _I such prope_y or in_ acq_d by the
City through the exercise of the power of em_ent dom_n shall be taken in _e name of _e City. (Sections _1,
_2 and _3)

Bflfing and the Levy of Water and Sewer Charge_ The City has ag_cd to provide bil_ng serv_es to
the Board. Such services include but are not limi_d _: (i) notification to users of the Sy_em of the water and
sewer charges levied by _e Board, (ii) c_cfion of such charges 0n_u_ng the Ci_'s use of i_ power of
enfo_ement and c_ction of unp_d taxes under _e laws of the State to enfo_e and c_ any ddinquem
w_er and sewer charges from the pe_ons and propeay liable _erefoO and (iii) m_n_nance of _e books,
_cords and accounts of the billing sy_ems. (Se_ns _1 and _2)

Late Payment. All l_e paymenB of w_er and sewer charges are the propeay of _e Board and shall be
c_c_d by the Ci_ on beh_f of the Board. Notwith_anding _e foreg_n_ the Board has assigned to the Ci_
_1 of its rights and in,rest in and to all outs_n_ng ch_ges levied and unc_ed on _1 prope_ies _ the time
title ther_o is vested in the City pursuant to _ rem procee_ngs in consideration for _e City's payment to the
Board, in each Fiscal Year after _e Effective D_e, of an amount equ_ to 2% of such outstan_ng charges
(unless, during _e Lease Term, the City and the Board mmu_ agree on a diffc_nt procedu_ for _c_ing
such outstanding charge_. (Section _3)

Discontinuance of Billing Serv_e_ If eider _e City or the Board no longer de_res th_ _c Ci_ prov_e
the Board wi_ billing scrv_e_ the party de_6ng _rm_n sh_l give wriaen notice of such fact to the other

party _ least two years prior to the _rmin_ion. N_withstan_ng such _rmin_n of billing serv_e_ Section
6.2 of the Lea_e sh_! rem_n in full fore and effect. (Section _4)

Legal Serv_e_ The Board has hired the Ci_'s Law Department to provide it with legal services.
Howeve_ _e Board may hire a different _mrney or firm of _torneys to provide it with legal services. If the
Board retains counsel to de_nd a claim against it wi_out _e prior approv_ of the Corpor_ion Counsel of the
City (which approv_ shall not be unreasonably withh_d), the Board sh_l not be entitled to the indem_fication

from the Ci_ prodded in Aaicle III of the Lease with respect to such clam, unless the Ci_ elects in writing to
provide s_ch indem_fication. (Sections Z1 and Z2)

Paymen_ of Cos_ by the Board. The Board has ag_ed to pay to the City amoums suffident to: (i) pay
the cost of admi_stration, m_n_nanc_ mp_r and operation of the Leased Propeay, _u_ng overhead cos_
incu_ed by the City mtfibu_e a) the Leased Prope_y (but less the amoum of any government_ operating aid
received or receivable wi_in the cu_ent Fisc_ Year with _spe_ to the Sys_m), the cost of mmeri_s and
sup_ies, and the amount of any judgment or settlement paid by the Ci_ arising out of a ton claim (but only if
the costs of such claim are not otherwise _imburse& the Ciff's fia_li_ for such clam is relined _ Con_ruction

of a Wa_r Pr_ect or oper_ion or m_n_nance of the Sys_m and the cos_ of such clams do not exceed for any
Fiscal Year 5% of the aggreg_e revenues shown on the Board's last year-end au_d financi_ _ement_;
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0i) reimbu_e the Ci_ for capital Costs incu_ed by the City in the Con_ruction of W_er Pr_ec_ Of reque_ed
by the City and not otherwise reimbu_ed) including, wahom limitation, the payment of any judgment or
settlement arising out of a contract clam _l_ed to the Construction of any Water Pr_ec_ (iii) pay the cost of

Nl_ng and collection serv_es prov_ed by Me Ci_; (i_ pay Me co_ of legal services prodded by Me City; and
(v) reimbu_e the Ci_ for the compens_n, or the co_s of Me services, of any City office_ and emNoyees
provided on a full-time or part-time basis to Me Board. (Se_n &l)

Base Rental Payment. In addi_on, the Board sh_l pay the CiW a rent_ payment for Me Sy_em, but
on_ to the extent reques_d by the Ci_, and not to exceed the greater of 0) Me prindp_ and interest payab_ on
general oNig_ion bonds issued by the C_y for w_er and sewer purposes and cenified by the City to be pad

within such Fisc_ Year, or 0i) 15% of the amoum of pfindpd and interest payab_ on the Bonds of Me Authori_
and cenified by the Authori_ to be paid wiMin such Fisc_ Year. (Section &2)

Method of Payment. The Ci_ sh_l ce_ify within five bu_ness days a_er pu_n of the City's
Executive Budget for the ensuing Fisc_ Year the (i) amoum which the Ci_ reasonably ant_ip_es it will expend
in connection with the costs described in Section 8.1 of the Lease and (ii) the amoum of the paymen_ described

in Section 8.2 of Me Lease; profided Mm, prior to the Board's paymem to Me City the Board sh_l have received,
in addition to such ce_ificafion by the Ci_, a cenific_e of the Cons_ting Engineer to the effect that such
amoun_ cegified by the C_y for such paymen_ and costs are reasonable and appropriate. Upon Me Board's

payment of all such amoun_ so certified or mques_d and any other payme_s required under Me A_, or, after
provi_ons for Mdr payme_ have been made, the Board shall pay to Me City, as Ad_tion_ Rent in each Escal
Yea_ any surplus of funds _c_veC (Section &3)

Dispofition of Propert_ The Board agnes thin h will not sell, lease, su_eas_ as_gn, uansfe_ encumber
(oMer than Permitted Encumbrances) or otherwise dispose of any part of the Leased Propeay, or any oMer _

property or personal property wh_h may be acqui_d by Me Board, or its intere_ in the Lease, wiMout Me prior
wriuen approval of the Cir.

The City will not sell, uansfer or otherwise dispose of _al property or pe_on_ propeny included in the
Leased Prope_y without the Board's writ_n consen_ In Me case of personal propeay, the value of which is less
than $1 mill_n per unit (or of g_mer v_ue if the Board design_es), the Board will ado_ rules and procedures
for the expedimd dispo_fion MereoL Upon the Chy's reque_ to dispose of any re_ propeay or person_ propeny
valued in excess of $1 million, the Board will give such consent only upon receipt of a ce_ificme signed by Me

Consulting Engineer to the eft_ct thin such re_ or person_ propeay may be _sposed of whhout m_ed_ly
adve_dy affecting the Revenues of Me Sy_em or imp_ring the aNlity of Me Board to make any paymen_
required by the Lease or the Agreement or any other ag_ement to which it may be a party or be bound. The
City may _s_ with the prior wriuen consent of Me Board, grant in_re_s in the Leased Prope_y wh_h, in the

_asonaNe judgment of the Board, do not inmffe_ with the operation and m_n_nance of Me Sy_em and the
c_ction of the Revenues from the Sysmm. (Section 11. I)

Encumbrance_ The Board may not encumber Me Leased Propeay w_hout the prior writ_n approval of
the City. The Ci_ may grant mmporary licenses for use of the Leased Propeny which do not interfere with the
operation and man_nance of Me Sy_em or the c_ction of Revenues Memffom. (Section 11.3)

Summary of the Resolution

Terms used _ _ SummaD' of the Resolu6on shah have _e mean_gs ascdbed thereto in '_PPENDIX
C--GLOSSARY AND SUMMARY OF CERTAIN DOCUMENTS--Glossary'\

Pledge of Revenues and Fund_ The Authori_ _edges for the payment of the Prindp_ Installments or
Redemption Price of and any inmost on the Bonds, in accordance with their terms and Me provisions of the
Resolution: (i) all Revenue_ (ii) _1 moneys or securities in any of the Funds and Accoun_ c_ed under the
Res_mio_ exce_ Mat moneys or securities on deposR in a Speci_ Account are pledged only to the Series of
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Bonds to which such Account _s and moneys or securities on deposit in He Common Account are p_dged

o_y to the Bonds for which a SpeciH Accou_ has n_ been es_ished pursuant to the GenerH Res_m_ and
(iii) HI _her moneys and securities to be _cove& hdd or s_ aside by _e Au_ori_ or by any Fiduciary
pu_uant _ _e Res_ution; su_e_ only m the pro_s_ns of He Resolution _nd _e Agreement permitting _e
ap_icm_n of such amounts for or to the purposes and on He terms and conditions _e_in set fo_h. It is _e

in_ntion of the Au_ori_ the, to He _lle_ ex_nt p_mitted by law, such _edge shMl be v_id and binding
from _e time when it is made; th_ the Revenues, moneys, securities and other funds so pledged, and _en or

therea_er _ceived by _e Au_ority, shall imme_dy be su_e_ to _e lien of such _edge; and Hat He
obligation to perform _e contra_uH prov_ions He_in com_ned shall have priori_ over any or HI other

obl_ations and _a_l_es of _e Au_ori_ and sh_l be vHid and _n_ng as ag_n_ all parties having clams of
any _nd in ton, comract or otherwise ag_n_ _e AuHofi_, i_espective of wh_her such pa_s have notice
_emo_

As fu_her securi_ for He payment of He Bonds, the Amhofi_, under the Res_ assigns, _ans_ and
pledges to _e Trus_e HI of i_ fights and _s_ under and pu_uant to the Ag_ement (exdu_ng rights to
notice and other procedurH right, its right to indem_ficm_n and righ_ and in_res_ not mmeri_ to
Bondholder_, _du_n _ without limiting the gener_ity of He foreg_ng the p_sent and continuing fight: (i) to
clam, col_o or receive _om the Board, all Revenues thereunde_ (ii) to bring actions and proceedings
Hereunder Ibr enforcement of such right of c_ and (iii) to do any and HI things w_ch the Authority is
or may become entitled to do under He Agreement; prov_ed thin such ass_nment sh_l not imp_r or dimi_sh
any oN_ation of He Authority under the Agreeme_.

The Bonds are special o_ations of _e AuHori_ payable solely _om the Revenues and other amount
described in the Resolut_n and do not and will not consfim_ an _debtedness of He Sm_, the City or the Board
and neiHer the State, the City nor the Board shall be in any way liab_ thereon. (Sect_ns 203 and 501)

Establhhment of Funds and Account. The Res_ut_n es_ishes the following Funds:

(1) Con_ru_ion Fund;

(2) Revenue Fund;

(3) Debt Service Fund;

(4) AuHori_ Expense Fund;

(5) De_ Serv_e Reserve Fund;

(6) Subordin_ed Indebtedness Fund;

(7) Surp_s Fund; and

(8) Arbi_age Rebme Fund.

The Resolution esmNishes in _e Debt Service Reserve Fund a separ_e account known as He "Common
Account", and pro_des thin any Sup_ememH Res_ution which authorizes a Special Credh Facili_ may
e_a_h one or more "Special Accounts" in He Debt Serv_e Reserve Fund. The Res_ufion Hso e_a_hes in

the Debt Service Reserve Fund a separme account to be known as He "Captained Intere_ Account".

The Trusme shall hold all of the Funds and Account, except He Amhori_ Expense Fund, which sh_l be
held by the Authority.

The Tru_ee is &_c_d to make withdraw_s and _ansfe_ _om the Funds and Accounts e_aN_hed by the
Res_ution in order to comfy with any ag_ement ente_d into upon or a_er the dine of issuance of He
Authority's FiscH 1987 Series C Bonds providing for the reb_e of cen_n arbitrage earnings to the U_d States.
(Section 502)
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Con_rucfion Fund. The Authority sh_l deposk from time to time in the Con_ru_n Fund the net

proceeds from the s_e of each Series of Bonds and make the deposi_ in the Funds and Accounts required by
the ap_a_e SupNemental Resolutions. The Author_ sh_l _so deposit from time to time in the Constru_ion
Fund any other amounts requi_d to _e deposed the_ pu_uant to the Res_ution or the Agreement, _du_ng
amounts received by the Authority for or in connection wi_ the Sys_m and d_ermined by the Authority to be
deposi_d therein. Any proceeds of insurance m_nt_ned by the Board or the City ag_n_ physical loss of or
damage to the Sy_em, or of contractor' performance bonds pem_ng m the construction of _e Sys_m, sh_l
_so be paid into the Con_ru_n Fund.

Except as otherwise provided, amounts in the Construction Fund may only be expended to pay Costs of
Wa_r Projec_ 0ncluding Costs of Issuance). The Trus_e sh_l make paymen_ from the Cons_uction Fund,
except as otherwise prov_ed, only upon receipt of a Disbu_ement Reque_ signed by an Authorized
Rep_sent_ive of the Authori_.

To the ex_nt th_ other moneys are not av_h_e theretbr in any other Fund or AccounC amounts in the
Construction Fund sh_l be applied to the payment of pfincip_ of and in_re_ on Bonds when due. (SecHon 503)

Allocation of Revenues--Revenue Fund. The Authofi_ sh_l cause _1 Revenues received from the
Board pu_uant _ the Agreement or otherw_e It _e pa_ to the Tru_ee and deposimd prom_ upon rec_pt in
the Revenue Fund. There sh_l also be deposi_d in the Revenue Fund _1 other amounts req_d by the
Resolution er the Agreement Io be so deposed. (Section 504)

Paymen_ Into Certain Fnnd_ From the Revenues in the Revenue Fund, the Trus_e shall make, as soon
as practicable in each month, the following deposes in the fol_wing order:

(i) to the Debt Serv_e Fund _1 such amounts until the amount therein on depos_ in such month equ_s
the Minimum Monthly Balance for such month for _1 Series of Bonds Om_an_ng;

(ii) from the balance, if an_ _m_ning in such month a_er making _e deposi_ required in (i) above,

to _e Authori_ Expense Fund the entire b_ance until the tot_ on deposit _erein in such month is equal to
the produ_ obt_ned by multiplying (A) the sum of the Amhori_ Expenses tbr the then cu_ent Fisc_ Year

plus (if included in the Amhorty Budget for the then cu_ent Fiscal Year) an amount (the "Reserve for
Expenses") cqu_ to on_h (th) of such Authority Expenses by (B) a _a_n, the numerator of which is
12 minus the number of full month_ exdu_ng the month of c_culat_ _m_ng in the Fiscal Year, and
the denominmor of which is 12;

(iii) _om the b_ance, if any, _m_ng after making the deposi_ _quired in (i) and (ii) above, fi_
to the Common Account in the Debt Service Rcserve Fund, the amount, if any, necessary to make the total

on deposk in the Common Account equ_ to the Debt Serv_e Reserve Requirement for the Bonds to which
such Common Account relines o_ if less than sufficienL _e entire balance and, secon& to each Special

Account until the amount _e_in on deposit equ_s the Debt Service Reserve Req_rement for the Bonds to
which each Speci_ Accoum rebus; prov_ed, howeve_ if the balance _m_ng is _ss than suffic_nt to
cred_ in full each Speci_ Account, credit sh_l be made pro rata among _1 Speci_ Accoun_ in the same
ratio as the Debt Service Reserve Req_ment relined to such Speci_ Account bears to the sum of the Debt
Service Reserve Requirements for all of the Bonds _la_d to _e Spe_ Account; and

(iv) _om the b_anc_ if any, rem_ng after making the deposi_ _qui_d in (i), (ii) and (iii) above,
to the Subord_ed Indebtedness Fund the amount _qu_ed to be depofi_d in accordance with the
Authority Budget, or the enti_ b_anc_ if less than suffic_nt.

Beaning with the tint day of each Fisc_ Year, the Trus_e sh_l c_c_e the amounts depofi_d in the
Revenue Fund on a daily basis until the to_l of all amounts depofi_d ther_n during such Fiscal Year is _ least
equal to the Cash Flow Requirement. On such dine, if any, the Tru_ee is dke_ed to give the notice to the
Authori_ and the Board prodded in Section 4.3(b) of the Ag_ement. Thereafle_ during each Fisc_ Yea_ no
funher Revenues sh_l be paid to the Tru_ee pu_uant _ paragraph Founh of Section 4.2(c) of the Agreement so
long as the Cash Flow Requi_ment, as the same may be revised _om time to time, continues to be met.
(Section 505)
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Debt Service Fund. The Trus_e shill, for each Series of Bonds Outstan_ng, pay _om the Debt Serv_e
Fund the amounts due on each Bond Payment D_e for the payment of the Pfin_p_ Instillments, if any, and
_om the moneys in the Debt Ser_ce Fund, _du_ng moneys in the Capital_ed In_re_ Account in such Fund,
_re_ on the Out_anding Bonds and on the redemption da_ or d_e of purchas_ the amounts required for the
payment of accrued in_re_ on Bonds to be redeemed or purchased on such d_e unless the payment of such
accrued in,rest shill be otherwise pro_de&

The Trus_e may, and if so di_ed by an Authorized Represent_ive of the Authority sh_l, prior to the
fo_y-fi_h day preceding the due d_e of each Sin_ng Fund In_fllment, ap_y the amounts accum_a_d in the
Debt Service Fund for such Sinking Fund In_fllment, together with any _re_ on the Bonds for wh_h such
Sinking Fund In_lment was e_a_he& (i) to the pu_hase of Bonds of like Series and m_ufity _ prices
(_u_ng any brokerage and other charge_ not exceeding the Redempt_n Price payable for such Bonds when
such Bonds are redeemab_ with such Sinking Fund ln_lment plus unpaid _re_ accrued or (ii) to the
redem_n of such Bonds, if redeema_e by their _rms. _ or below s_d Redemption Price. Upon such purchase

or _dempt_n of any Bond, the Trus_e shall then cred_ an amount equfl to the pfin_pfl Cf the Bond so
pu_hased or redeemed toward the next Sinking Fund Installmen_ the_afler to become due and the amount of
any excess over the amount of such Sinking Fund In_fllmem sh_l be credimd against future Sinking Fund
In_fllments in direct chronolo_cfl orde_

In any even_ the Tru_ee sh_l, as soon as pra_a_e a_er the fo_y-fi_h day prece_ng the due d_e of any
such S_ng Fund In_lment, cfll for redemption a suffi_ent amount of Bonds of like Series and maturity to
com_e_ the retirement of the prin_p_ amount specified for such Sinking Fund In_lment of such Bonds
wh_her or not it then has moneys in the Debt Service Fund to pay the ap_a_e Redempt_n Price thereof on
the redemption d_e. The Tru_ee shill apply to the redempt_n of the Bonds on each such redemption d_e the
amount _quired for the _demption of such Bonds. (Sections 506 and 514)

• Authority Expense Fund. The Authority shill ap_y amounts credi_d to the Authority Expense Fund to

the payment of Authority Expenses. Any moneys in the Authority Expense Fund which the Authority determines
are in excess of th_ needed to me_ the sum of the unpfid Authority Expenses for such Fiscfl Year _us (if such
amount was included in the Amhori_ Budg_ tbr such Fiscfl Year) the Reserve for Expenses, sh_l be appfied
toward any defi_en_es in the fol_wing Funds and Accoun_ in the order _a_d: the Debt Service Fund, Debt
Serv_e Reserve Fund and Subordin_ed Indebtedness Fund. Any rem_ning amounts sh_l be crewed to the
Revenue Fund. (Sec_on 50_

Debt Serv_e Reserve Fund. The Res_ution e_ablishes a Debt Serv_e Reserve Fund and a Common

Account therein. In addition, the Resolution pro_des th_ any Sup_ement_ Resolution which provides for a
Spe_ Cred_ Facili_ to secure the prin_p_, inte_ or Tender Option Price of any Bonds may e_abHsh one or
more "Spe_fl Account" in the Debt Serv_e Reserve Fund. From the proceeds of each Series of Bonds there
sh_l be deposi_d in the Debt Serv_e Reserve Fund the amount, if any, nece_ary to make the amount on deposit
therein equ_ to the Debt Service Reserve Requirement, a_er _ng effect to the i_uance of such Bonds; and fll

such amounts will be credi_d _o the Common Account, unless a Sup_ement_ Res_ut_n requires a depos_ in a
Special Account. Amoun_ on deposit in the Common Account will be applied, to the ex_nt necessary, to pay
the Principal Installments of and in_ on the Bonds; prov_ed, howeve_ th_ the amounts in the Common
Account may not be applied to pay the Pfinc_fl ln_fllments or Tender Option Price of or intere_ on Bonds for
which such paymen_ are secured by a Spe_fl Cred_ Fa_l_% if the Sup_emem_ Res_ution authofi_ng such

Bonds has es_ished a Specifl AccounL Likewis_ amounts in any Spe_fl Account may not be applied to pay
the Pfincipfl In_fllments of or inte_ on any Bond for which such payments may be made from the Common
Account. Amounts on deposit in each of the Accounts in the Debt Serv_e Reserve Fund sh_l be ap_& to the
ex_nt other funds are not av_e in the Surplus Fund, the Subordin_ed Indebtedness Fund and the Authori_
Expense Fund, to pay the Prin_pfl ln_lments oL and in_re_ on the Bonds to which such Account re_s
when due. Amounts so aphid sh_l be derived fi_t _om cash or Investment Securities on deposi_ and second
_om draws and demands on Finan_fl GuarantYs.
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IL as of June 30 of each year, the amount in any Account in the Debt Serv_e Reserve Fund exceeds the

apN_aNe Debt Ser_ce Reserve Requi_ment after giving effect to any Finand_ Guaranty deposi_d in such
Fund, the Trus_e shall, on the first business day of the following Fisc_ Year, withdraw from such Account the
amount of any excess therein over the apN_a_e De_ Service Reserve Req_rement as of the date of such
withdraw_ for deposit into (i) the Arb_rage Rebme Fund, the amount esfim_ed by the Authority to be req_red
by the Code to be reb_ed to the Depa_ment of the T_asury, (ii) the Surp_s Fund, the amount _qui_d to be
deposed therein in accordance with the Au_ofiw Budget, and (iii) the Revenue Fund, the amount of any excess
then retaking in the Debt Service Reserve Fund over the ap_ab_ Debt Service Reserve Fund Requiremen_

Whenever the amount _xdu_ve of _nand_ Guaram_Q _ all of the Accoun_ in _e DeN Serv_e Reserve

Fund, _g_her with the amount in _e Debt Serv_e Fund, is suffi_ent to pay _1 O_an_ng Bonds in
accordance with _eir _spe_ive _rms, _e _nds on deposit in _e Debt Serv_e Reserve Fund sh_l be
trans_ed to the De_ Service Fund and apNied to _e _dem_n or payment m mmufi_ of _1 Bonds
Outstan_n&

In lieu of the _quffed depo_ and _ans_ to the De_ Service Reserve Fund, the Autho_ may cause to

be deposi_d into the Debt Service Reserve Fund Finan_ Guaranties in an amount equ_ to the _fference
between the Debt Serv_e Reserve Req_ment and the sums, if any, then on deposR in the De_ Serv_e Reserve
Fund or being deposi_d in the Debt Service Reserve Fund concu_ently with such Finan_ Guaranties. The
Finan_ GuarantYs shall be payable (upon the giving of notice as _qui_d thereundeO on any d_e on which
moneys will be requi_d _ be withdrawn from _e Debt Serv_e Reserve Account and aphid to the payment of
a Pdncipal Installment of or in_re_ on any Bonds and such withdraw_ cannot be m_ by amounts on deposh in
the Debt Service Reserve Fund. If a _bursement is made pu_uant _ Finan_ Guaranties, the Authority sh_l
be o_ed eRher (i) to re_e the ma_mum limi_ of such Finan_ GuarantYs or (ii) to depos_ into the
Debt Service Reserve Fund, funds in the amount of the _sbu_ement made under such Finan_ Guaranties, or

a com_nm_n of such _rn_ives, _s shall prov_e thin the amount in the Debt Serv_e Reserve Fund equals the
Debt Service Reserve Requi_ment.

In the event of the refunding of any Bonds, the Tru_ee shall, upon the wfiRen direction of the Authority,
w_hdraw from the Debt Service Reserve Fund all or any potion of amoun_ accumulmed therein with respect to
the Bonds being refunded and deposit such amounts as prodded in such wriaen direction; provided that such
withdraw_ shall not be made unless (a) immediatdy thereafter the Bonds being refunded sh_l be deemed to
have been p_d pursuant to Section 1201 of the Resolution, and (b) the amount rem_ning in the Debt Service
Reserve Fund a_er such withdraw_ sh_l not be less than the Debt Service Reserve Requirement. (Section 508)

Subordinated Indebtedness Fund. The Trus_e shill apply amounts on depos_ in the Subordinated
Indeb_dness Fund so_ly to the m_n_nance of reserves for, or the payment oL Subordinated Indebtedness (or
as otherwise provided by the resolution of the Authority authofi_ng each issue of Subordin_ed Indeb_dness_
The Trus_e sh_l wdhdraw from the Subordinated Indebtedness Fund any amount necessary to render the
balances in the Debt Service Fund or Debt Service Reserve Fund suffi_ent to meet the requ_ements of such
Funds. (Section 509)

Surplus Fund. The Tru_ee shall, on each Bond Payment Dine, apply moneys cre&_d to the Surp_s
Fund in the tbllowing amounts: (i) to the Debt Serv_c Fund the amount, if any, necessary (or all the moneys in
the Surplus Fund if less than the amount nece_ary) to make up any defic_ncy in the amount _q_d to be on
deposit in such Fund and (ii) to the Debt Serv_e Reserve Fund the amount, if any, necessary (or _l the moneys
in the Surp_s Fund if less than the amount necessary) to make up any deficiency in the amount _quired to be
on depos_ in any Account in such Fund. Such _ans_r sh_l be made notwiths_nd_g any other pro_ons of
this Resolut_n requiring deposits in such Funds. Amoun_ on deposit in the Surplus Fund on the la_ day of a
Fisc_ Year sh_l be wi_drawn from such Fund and transfe_ed to the Board for deposit in the Loc_ Wmer Fund.
(Section 510)
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Arbitrage Rebate Fund. Amounts on deposit in Me Arbi_age Reba_ Fund shall be applied by the
Trustee to make paymen_ to the Department of the T_asury of _e Uni_d Stmes of America. Notwithstanding
the foregoing, the Trus_e shall apply moneys credi_d to the Arbi_age Rebate Fund in the following amounts:

(i) to the Debt Service Fund the amount, if any, necessary (or all the moneys in the Arbitrage Rebme Fund if
less than the amount necessary) to make up any deficiency in the amount required to be on depos_ in the Debt
Service Fund and (ii) to the Debt Service Reserve Fund the amount, if any, necessary (or all the moneys in the
Arbi_age Rebme Fund if less than the amount necessary) to make up any defic_ncy in the amount required to
be on deposit in any Account in the Debt Service Reserve Fund.

Amoun_ on dcpos_ in the Arbitrage Rebate Fund in excess of the amount required to be m_nt_ned ther_n
for the purposes of such Fund may be transfe_ed and paid by the Trus_e to the Surplus Fund. (Section 510-a)

Subordinated Indebtednes_ The Authority may issue Subordinated Indebtedness payable out of and
secured by a pledge of and lien on amoun_ in the Subordin_ed Indebtedness Fund av_ble Ibr such payment.
Such Subordinated Indebtednes_ howeveL shall be issued only for the purposes set forth in the Resolution and

shall be secured by a pledge subordinate in all respects to the pledge created by the Resolution as security for
the Bonds. (Section 511)

Depo_tade_ All moneys or securities held by the Trus_e sh_l constitute tru_ funds and the Tru_ee may
and shall, if direc_d by the Authority, depofit such moneys or securities with one or more Depos_aries. All
moneys or securities held by the Authority in the Authority Expense Fund shall be depofi_d with one or more
Depos_aries. All moneys or securities deposi_d under the pro_sions of the Resolution with the Trus_e or any
Depositary shall be held in trust and applied only in accordance with the provisions of the Resolution, and each
of the Funds e_abl_hed by the Resolution shall be a trust fund for the purposes thereo_

Each Depository holding moneys or securities in trust Ibr the Trus_c sh_l be a bank or _ust company
organized under the laws of the Sta_ or a n_ion_ banking assodation (having i_ pfindp_ office w_hin the
State), having capital stock, surplus and undivided ear_ngs aggregating _ least $100,000,000 and willing and
able to accept the office on reasonable and customary terms and authorized by law to act in accordance with the
provifions of the Resolution. (Section 512)

Investment of Certain Fund_ Moneys hdd in the Debt Service Fund, the Debt Service Reserve Fund
and the Subordin_cd Indebtedness Fund _ubjcct to the _rms of any resolutions or other instruments securing
any issue of Subordinated Indebmdness) sh_l be inve_ed and rdnve_ed to the ful_ practicable ex_nt in
Investment Securit_s which mature not later than such times as sh_l be necessary to provide moneys when
needed to make payments required _om such Funds; provided that in the case of the Debt Service Reserve Fund
maturation may not occur liner than fi_een years _om the date of such inve_ment, and in the case of the Debt
Scrvice Fund, inve_mcnts shall be of the type described in clauses (ii), (iii) and (vi), and in the case of the Debt
Service Reserve Fund, clauses (ii) and (iii), of the deflation of "Investment Securities" (in either case, to the

ful_ ex_nt pract_ab_). Moneys in the Authority Expense Fund, the Revenue Fund, the Constru_ion Fund,
the Arbi_age Rebec Fund and the Surplus Fund may be invested in Inve_ment Securities which mature no later

than such times as shall be necessary to provide moneys when needed to make paymen_ _om such Funds. The
Trus_e shall make all inve_ments in accordance with wriuen in_ructions #ore any Authorized Rcprescntmive
of the Authority. Moneys in any Fund or Account may be combined with moneys in any other Fund or Account
lbr the purpose of making such inve_ments in lnve_ment Securities.

Interest (net of that which represents a return of accrued intere_ p_d in connection with the purchase of
any inve_ment) earned on any moneys or inve_ments in such Funds and Account, other than the Construction
Fund, the Arbi_age Rebate Fund and the Debt Service Reserve Fund, shall be paid into the Revenue Fund as
and when recdved, lntere_ (net of that which represents a return of accrued intere_ paid in connection with the
purchasc of any investment) earned on any moneys or inve_ments in (i) the Debt Service Reserve Fund shall be
paid into the Arbi_age Rebme Fund or the Surplus Fund, (ii) the Con_rucfion Fund shall be p_d to the Board
for deposit in the Local Wmer Fund quarterly, on the 15th day of each July, October, January and April of each
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Fiscal Year upon receipt of a wriuen request and a ce_ificate of the Authority relying to the s_faction of the

Cash Flow Requ_ement and (iii) the Arbi_age Rebate Fund shall rem_n in such fund.

All Inve_ment Securities acquired with moneys in any Fund or Account, inc_ding any Fund or Account

held by the Authority, shall be held by the Trus_e in pledge or by a Depo_tary as agent in pledge in favor of

the Tru_ee. (Section 514)

Additional Bond_ The Authority may issue Bonds from time to time without fimitation as to amount

except as provided in the Resolution or as specified by law to gener_e funds suffident to meet the Co_s of

Water Projects, to make deposits in the Funds and Accounts or to rethnd Outstanding Bonds, Bond Anticipation

Notes, Subordinated Indebtedness or out_anding bonds of the City issued to pay the capRal co_s of the System.

All Bonds shall be issued subject to the _rms, cond_ions and fimitations e_abfished in the Resolution and in

one or more Series as therein provided.

Bonds shall be authent_ated and delivered only upon the Trus_e's recdpt oL among other _ems:

(a) a ce_ified copy of the Supplement_ Resolution authorizing such Series;

(b) (i) in the case of the in_i_ Series of Bond_ an execu_d copy of the Agreement and the Lease;

and (ii) in the case of any subsequent Series of Bonds, an execu_d copy of any amendment or supplement

to the Agreement or the Lease not theretofore delivered to the Trus_e;

(c) except in the case of Series of Bonds issued prior to July l, 1986 and any Series of Refunding

Bonds issued pu_uant to Section 207 of the Resolution, a ce_ificme of an Authorized Represent_ive of the

Authority setting fo_h (i) the Revenues tbr either of the la_ two full Fiscal Yea_ immedi_ely preceding
the Fisc_ Year in which such Bonds are to be issued and (ii) the Aggreg_e Debt Service during such Fisc_

Year for which Revenues are set fo_h pu_uant to clause (i) above (excluding from Aggrega_ Debt Service

any Principal In_lment or potion thereof which was p_d _om sources other than RevenueQ and (iii) the

sum of the Operating Expenses and the Required Depofi_ Ibr such period, and showing thin the amount set

Ib_h in (i) is at least equal to the sum of (x) an amount equal to 115% of the amount set tbnh in (ii) and (y)

an amount equ_ to 100% of the amount set lb_h in (iii);

(d) except in the case of the initial Series of Bonds under the Resolution and any Series of Refunding

Bonds issued pu_uant to Section 207 of the Resolution, a ce_ificme of the Consulting Engineer seuing fo_h

the projec_d Oper_ing Expenses for each of the five Fiscal Yea_ following the Issuance of such Series of

Bonds (plus the Fisc_ Year in which such Bonds are issued);

(e) except in the case of the in_ial Series of Bonds under the Resolution and any Series of Refunding

Bonds issued pu_uant to Section 207, a ce_ific_ signed by an Authorized Represent_ive of the Authority

setting fo_h the e_immed Required Deposi_ for each of the five Fiscal Yea_ following the issuance of

such Series of Bonds (plus the Fisc_ Year in which such Bonds are issued); and

(0 except in the case of the inRi_ Series of Bonds under the Resolution and any Series of Refunding

Bonds issued pu_uant to Section 207, a ce_ific_e of the R_c Consultant (i) setting fo_h the esfim_ed

Revenues Ibr each of the five Fiscal Years Ibllowing the issuance of such Series of Bonds (plus the Fiscal

Year in which such Bonds are issued) after giving effect to any increases or decreases in trees, I_es and

charges projec_d for such Fiscal Years and (ii) showing Ibr each such Fiscal Year that the e_imated

Revenues for such Fisc_ Year will be at least equ_ to the sum of (A) 115% of the maximum esfim_ed

Adjured Aggrega_ Debt Service on all Bonds then Outstanding including the Bonds to be issued, and (B)

100% of the sum of the projec_d Operating Expenses and Required Depos_ as shown on the Cenific_e

of the Consulting Engineer delivered pursuant to paragraph (e) above and the Ce_ific_e of the Authority

delivered pu_uant to paragraph (_ above, respective_. (Sections 204 and 206)

Refunding Bond_ One or more Series of Refunding Bonds may be issued pursuant to Section 207 of the

Resolution at any time to refund any Out_anding Bonds provided th_ (i) estimated average annual Debt Service

on such Series of Rethnding Bonds shall not exceed the average annual Debt Service on the Bonds to be refunded

and (ii) the maximum Debt Service in any Fiscal Year on such Series of Refunding Bonds shall not exceed the
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ma_mum Debt Serv_e in any Fiscal Year on the Bonds to be _funded, all as shown in a Ce_ific_e signed by
an Authorized Representative of the Authori_ and defivered to the Trus_e prior to the authentic_n and

ddNery of such Series of Refun_ng Bonds. Refun_ng Bonds sh_l be issued in a principal amount suffic_nt,
tog_her with other moneys av_la_e therefo_ to accom_ish such _funding and to make the depo_ in the
Funds and Accoun_ req_red by the pro_fions of the Sup_emen_l Res_ution authofi_ng such Bonds.
(Se_n 207)

Bond Anti_pation Notem Whenever the Authoriff sh_l authorize the issuance of a Series of Bonds, the
Authority may, by resolution, authorize the i_uance of notes (and renew_s thereo_ in anti_pation of such Series
of Bonds. The prin_p_ of and interest on such notes and renew_s thereof shall be payable _om the proceeds of
such notes or _om the proceeds of the s_e of the Series of Bonds in ant_ipmion of w_ch such notes are issued.
The proceeds of such Bonds may be pledged for the payment of the principal of and in.rest on such no_s and

any such _edge shall have a priority over any other p_dge of such proceeds crcmed by the Resolution. The
Authority may _so pledge the Revenues to the payment of the in_ on, and su_e_ to Section 707 of the
Resolutio_ the prin_p_ of such notes. A copy of the Resolution of the Authori_ authofi_ng such notes,
certified by an Authorized Representative of the Authority, sh_l be ddive_d to the Tru_ee follow_g its
adoption, tug.her with such other _formation concerning such no_s as the Trus_e may reasonably _quest.
(Se_n 208)

Credit Facilities. In connection with the issuance of any Series of Bond_ the Authoriff may ob_in or
cause to be obt_ned one or more Cre_t Facilities prodding for payment of all or a portion of the Prin_p_
In_lments, or Redemption Price or in_re_ due or to become due on such Bond_ pro_ng for the pu_hase of

such Bonds by the issuer of such Credit Facility or pro_ng funds for the pu_hase of such Bonds by the
Authority.

The Authority may secure such Credit Fa_ by an agreement prov_ing for the purchase of the Series of
Bonds secured thereby with such a_u_ments to the rate of interesL m_hod of determi_ng in_, mmuriff or
redempt_n pro_fions _s specified by the Authori_ in the apN_a_e SupNement_ Resolution. The Authority
may also in an agreement with the issuer of such C_t Facil_y agree to _re_ly r_mburse such issuer for
amounts p_d under the terms of such Credit Fa_l_ together with in_ thereon (the "R_mbursement
O_ation"); prov_ed, howeve_ th_ no Reimbu_ement Obligation sh_l _e crea_d until amounts are paid
under such C_e_t Faulty. Any such R_mbursement O_m_n (a "Parity Reimbu_cment Obl_ation") may
be secured by a _edge oL and a lien on Revenues on a parity with the lien crewed by Section 501 of the
Resolution. Upon the payment of amounts under _e Credit Facility which payment _sul_ in the Parity
Reimbu_ement Obligation becoming due and payable, such Parity R_mbursement Obligation shall be deemed
to be part of the Series of Bonds to which the Cred_ Fac_y which gave rise to such Parity R_mbu_ement
Obligation _l_es.

Any such Credit Fa_lity sh_l be for the benefit of and secure such Series of Bonds or potion thereo_ as
specified in the ap_a_e Supp_ment_ Resolution. (Section 209)

Indebtedness and Lien_ The Res_ufion prov_es thin the Authori_ shall not issue any bonds, or other
ev_ences of _debtednes_ other than the Bonds, Bond Anti_pation No_s, Subor_nmed lndeb_dne_ and Parity
R_mbu_ement O_m_ns, secured by a _edge of or other lien on the Revenues and shall not create or cause
to be crewed any lien on such Revenues or on any amounts held by any Fidu_ary, under the Resolution;
howeve_ the Authority may: (i) issue no_s payable _om the proceeds of Bonds or other obl_ations for the
corpor_e purposes of the Authori_ payable or secured by Revenues derived on and a_er such dine as the pledge
of the Revenues prodded in the Res_ution is discharged and satisfied and (ii) issue bonds or other o_ations
for the corporme purposes of the Authority payable out of or secured by the p_dge of amounts in the Local
W_er Fund a_er safisfa_ion of the Cash Flow Requirement for the then cu_ent Fiscal Yea_ and which reci_
on their face th_ such pledge of s_d amounts is and sh_l be in _1 respects subordin_e to the pro_fions of the
lien and pledge cremed by the Resolution. (Section 70_
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Agreement of the State In accordance wi_ Se_n I045-t of _e AcL _e Au_ori_ agnes, for and on
beh_f of the Stme, thin the Stme will not _r or limit _e fig_s vexed by _e Act in the Au_ofi_ or the Board
to fulfill the terms of any agreement made w_h or for the benefit of _e Bondholders, or in any way imp_r _e
righu and _me_es of Bondholder, until the Bonds, _g_her with the in_ thereo_ with in_ on any
unp_d _stallment of inte_st, and _1 co_s and expenses in conne_n with any action or proceeding by or on
beh_f of such h_ders, am fully met and _scharged. (Section 711)

Authority Budge_ The Amhori_ sh_l, on or before May i, in each Fisc_ Year, adopt and file wi_ _e
Tru_ee, the Board and the Ci_, a ceaified copy of _e Authori_ Budg_ showing the estima_d Cash Flow
Requi_mem and the componems _e_of (on a month_ basis) for the ensuing Fisc_ Yea_ tug,her with any
ether information _qui_d m _e _et foah _e_ by _e Resolution or _e Ag_ement. Such Au_ori_ Budg_
may set fo_h such additional _formation as _e Au_ori_ may de_rmine or as _e Board or the Ci_ may
_que_. _ for any reason the Authori_ sh_l not have adored the Au_ori_ Budg_ before such May 1, the
Authority Budg_ for _e _en cu_e_ Fisc_ Year sh_l be deemed m be _e Au_ofi_ Budg_ for _e ensuing
Fisc_ Year until a new Au_ori_ Budg_ is adopted. The Amhori_ may _ any time ado_ an amended Amhori_
Budg_ for the then cu_ent or ensuing Fiscal Year, but no such amended Authori_ Budg_ shall supe_ede any
prior Budg_ u_il _e Au_ori_ sh_l have fi_d wi_ _e Tru_e_ _e Board and _e Ci_ a copy of such amended

Authority Budget. Each month the Authority shall rec_c_a_ the Cash Flow Req_rement. (Se_ns 712 and
713)

Enforcement and Amendment Cf Agreement and Lease The Amhori_ shall enfo_e or cause m be
enfo_ed the provisions of the Ag_eme_ and the Lease and duly perform i_ covenants and ag_emems under
• e Ag_emem. The Au_ofi_ will not consent or agree to or permit any _sc_on of or amendmem to or
mherwise take any action under or in connection wi_ the Ag_emem or the Lease exce_ in accordance with
A_ic_ X of _e Agreement of _e Resolution. (Section 714)

Supplemental Res_ufion_ The Reso_tion permi_ the mortician or amendmem of _e fig_s and
obl_ations of the Au_ori_ and of _e holde_ of the Bonds thereunder by a Sup_emenml Restrain, wi_ _e

wriuen consent of the ho_ers of two-thirds of _e prindp_ amou_ o_ (i) _e Bonds then Om_an_ng and (ii) in
case _ than _1 of the sever_ Series of Bonds then Outstanding are affected by the mo_fication or amendmem,
"of the Bonds of the Series so affec_d and _en Om_an&ng; howeve_ if such mortician or amendmem will,

by i_ _rms, not take effect so long as any Bonds of any specified like Series and mmuri_ rem_n Om_an&n_
the consent of _e h_ders of such Bonds shall not be _q_d and such Bonds sh_l not be deemed to be
Ou_mn_ng for _e purpose of modification; prov_ed no such mo_fication or amendme_ sh_l change _e _rms
of _dem_n, mmuri_ of princ_, in_lmem of i_eresL or _duce _e prindp_ amour, Redem_n Price,
or rme of _re_ wi_om _e consent of _e h_der of _e affe_ed Bond, or reduce the percemages of consents

_q_d to effe_ any fu_ modification or amendme_.

The Au_ority may ado_ (wi_out the consent of any holde_ of the Bond_ sup_emem_ _s_m_ns to
authorize addkion_ Bonds; to add to the _strictions contained in the Resolution upon _e issuance of add_ional

inde_edness; to add to the covenan_ of the Au_ori_ com_ned in, or su_ender any righ_ reserved to or
con_ed upon it by, the Resolution; to confirm any pledge under _e Resolution of Revenues or o_er moneys;
to preserve the Federal tax exemption of _ on _e Bonds; or mherwise to modify any of the pro_ons of

the Resolution (but no such other modification may be effective while any of _e Bonds of any Series _er_ofo_
i_ued are Om_an_ng); or to cu_ any amNgu_y, supply any omission or to co_e_ any de_ in the Reso_tion
or to inse_ such provisions darify_g mm_ or que_ions arising under the Res_ution as are necessary or
desirable, and are not comrary to or incon_s_m with _e Resolution as theretofo_ in effect or to provide for
ad_tion_ duties of _e Tru_ee (prov_ed thin the Tru_ee sh_l consent _er_o). (Arts. VIII and IX)

Defaui_ and Remedie_ The Resolution pro_des _ if one cr mo_ of _e fol_wing Even_ of De_ult
sh_l occuL namdy: (i) a demur in _e payment of _e pfindp_ or Redem_ion Price of any Bond; (ii) a defadt
in payment of any in_lment of ime_ on any Bond; (iii) a de_ult by _e Au_ority in _e performance er
observance of any other of i_ covenant, agreemems or cond_ions in the Resolution for a period of 45 days

C-25



after wriuen notice Mereo_ (iv) a dehdt under Me Agreeme_ or Me Lease by Me Board or the Ciff for a period

of 45 days after wriaen n_ice thereo_ or (v) a filing of a p_ifion for relief under any Federal or Stme bankruptcy
or fimilar law by the Amhoriff; then, upon the happening and com_uance of any Event of DemuR, Me Tru_ee
may, and upon the writ_n request of the holde_ of not less than a m_ori_ in principal amount of the Bonds
Omsmn_ng the Tru_ee sh_l, declare the princ_ and acc_ed imere_ on all the Bonds then Oms_n_ng, due
and payable immedimdy su_eO, howeveL to rescisfion of such declaration and anndmem of the de_ult upon
the _medfing the_o_

The Authority covenants that upon the occu_ence of an Event of DefaulL the books of record and account
of the Authority shall _ _1 times be subject to the inspection and use of the Tru_ee and of _s agents and

attorneys and that, upon demand of the Trus_ the Authority will accoung as if it were the _us_e of an express
_ust, for _1 Revenues and other moneys, securit_s and funds pledged or held under the Resolution for such
period as shall be sm_d in such demand.

Upon de_ulL the T_ee may _eed to _e_ and en_e its figh_ and the rig,s of Me holde_ of the
Bonds under the _1_ _ahwith by a s_t or su_s in equiff or _ law, wh_her _r the specific _an_
of any covenant the_in _n_& or in _d of the execution of any power thorn _am_, or _r an _u_
ag_n_ Me Authori_ as if Me Authori_ we_ the tm_ of an exp_ t_st, or in Me en_emem of any _her

leg_ or equ_aNe right as the T_s_e, being advised by counsel, shall deem most e_ to en_e any of its
rights or to pe_ any of i_ duties under the __. During the com_uance of an Event of DehulL
Revenues sh_l be appfied tint, to the _onaNe and p_per ch_g_ and expenses of the T_s_e; then (unless
the princip_ of _1 of Me Bonds sh_l have been _d_d paya_ to the paymem of _ unpaid im_t rma_y,
and Men to unp_d prindp_ or _m_ Price, r_a_y; and if all of the prindp_ of the Bonds sh_l be due

and payable, to the paymem of unpaid principal and _, wiMom p_nce or prioriff of in_ over
prindp_, princip_ over in_ or of any Bond or i_lm_t over any other Bond or in_lmem, withom any

&_ri_n_ or p_nce. No Bondholder has any right to in_ suit to en_e any pro_fion of the
R_ or the execution of any t_st th_eund_ or _r any _medy the_und_, unless the T_s_e has been
_qu_d by the holde_ of m least a m_ori_ in _i_ amoum of the Bonds to take such action and has been
o_d adequme _curiff and indem_ff and has _led to commence such suit in the manner provided in the
R_m_m The right to appoint a s_u_ t_ec under Section 1045-p of the Act is _W_y ab_gmed.

Defeasance of Bonds Other than Va_able Ra_ or Option Bond_ Any Out_an_ng Bond shill prior
to the mmurity or redemption date thereof be deemed m have been p_d and shill cease to be enfit_d to any lien,
benefit or security under the Resolution if (i) in the case of any Bonds to be redeemed prior to their m_ufi_, the

Authori_ sh_l have given to the Tru_ee i_evoca_e _ructions accepted in writing by the Tru_ee to publish
on such da_ the notice of redemption therefor (other than Bonds pu_hased by the Tru_ee prior to the
publ_ation of the notice of _demption), (ii) the_ sh_l have been deposi_d with the Tru_ee either moneys in
an amount suffi_ent, or Defeasance O_igations the principal of and/cr the in_re_ on w_ch, when due, without
r_nvestment, will, as verified by the _po_ of a firm of nationflly recognized independent ceaified public
accountants, provide moneys w_ch, together with the moneys deposRed sh_l be suffi_ent, to pay when due the
princ_ or Redemption Price (if ap_a_e) and in_ due and to become due on s_d Bonds and (iii) in the
event s_d Bonds are not by their _rms su_ect to redemption within the next succeeding 60 days, the Authority
shill have given the Trus_e i_evocable _rnctions to publish, as soon as practica_e, a notice to the holde_ of
such Bonds thin the deposfl _quired above has been made wRh the Tru_ee and thin said Bonds are deemed paid
in accordance with the Res_ution and _ating such mmurity or redemption dine upon which moneys are to be
av_e to pay the prin_p_ or Redemption Price, if ap_a_ on such Bonds (other than Bonds pu_hased by
the Trus_e prior to the pu_ation of the notice of redemption); provided th_ any notice punished for Bonds
constituting less than all of the Ou_mnding Bonds of any ma_rity with_ a Series sh_l specify the leuer and
number or other _sting_s_ng mark of each such Bond. The Tru_ee shall, to the extent necc_ary, apply moneys
to the _tirement of s_d Bonds in amounts equfl to the unsatisfied bflances of any Sinking Fund In_lments
thereto.
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The Tru_ce sh_l, if so dffec_d by the Au_ority prior to _e m_uri_ dine of Bonds deemed to have been
paid w_ch are not to be redeemed prior to _ek mmufi_ dine or prior to the pu_mion of the above notice of
redemption for Bonds deemed p_d and to be redeemed, apply moneys depofi_d with the Tru_ee in _spe_ of
such Bonds and _deem or sell De_asance O_m_ns so deposi_d wi_ _e Trus_e and pu_hase such Bonds
and the Tru_ee sh_l imme_mdy therea_er cancel all such Bonds so pu_hased; pro_de_ howeve_ th_ the
moneys and De_asance O_ations rem_ng on depos_ wi_ _e Trus_e after _e pu_hase and cancdlm_n

of such Bonds sh_l be sufficient to pay when due the Pfinop_ In_lment or Redemption Price, if ap_able,
and in_re_ due or to become due on all Bonds.

Defeasance of Variable Rate Bond_ The Resolution prov_es _at for lhe purposes of determining
wh_her VafiaNe R_e Bonds sh_l be deemed Io have been p_d prior _o the mmufity cr redempt_n d_e thereo_
by the deposit of moneys, or De_asance ON_m_ns and moneys (if any), _e in_ due on such Bonds shall
be c_culmed at _e maximum rate permiued; prov_ed, howeve_ that i_ as a result of such Bonds having borne
in.rest _ less than _e maximum rme for any period, the total amoum of moneys and Investment Securities on
deposk w_h the Tru_ee for the paymem of in_re_ on such Bonds exceeds _e tot_ amount _qui_d to be

depofi_d with the Tru_ee, the Tru_ee sh_l, if reques_d by the Authori_, pay the amount in excess to _e
Authori_ free and clear of any lien or pledge securing the Bonds or o_erwise existing under the Resolut_n.

Defeasance of Option Bond_ Under the Res_ution, Option Bonds sh_l be deemed paid in accordance
wi_ the Resolution only i_ in addition to satisfying several of the _quirements apN_ab_ to other _an Variab_
Ra_ or Opt_n Bonds, the_ shall have been depofi_d with the Trus_e moneys in an amoum which shall be
suffidem to pay the ma_mum amoum of prindp_ of and p_mium due, if any, and in_re_ on such Bonds which
could become payaNe to _e holde_ of such Bonds upon the exe_ise of any opt_ns provided to the holde_ of
such Bonds; provided, howeveL _ if _e options ori_n_ exercisa_e by the holder of an Option Bond are no
longer exercisable, such Bond sh_l not be considered an Opt_n Bond. (Section 1201)
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345 _ _

New_ NY I01_

Membe_ of the Boards

New York City Municip_ W_er _nance Amhority
and

New York City Water Boa_

We have audffed the accompan_ng com_ned balance she_s of the New York City W_er and
Sewer Sys_m _he "Sy_em_ as of June 3_ 2000 and 1999, and the _l_ed comb_ed smtemen_
of revenues, expenses and changes _ refaced earn_g_ and cash flows for the years _en ended.
These com_ned flnan_ smtemen_ a_ the _sponsibility of the Sy_em's management. Our
responsibility is to expre_ an oon_n on _ese com_ned finano_ s_temen_ based on our
audi_.

We conduced our audffs in acco_ance w_h auditing standards general_ accepted in the Un_ed
S_tes of Americ_ Those standards require _m we plan and perform the aud_ to ob_in
_asonab_ assurance about whether the financial smtemen_ are flee of m_efi_ m_statement.
An aud_ _dudes exam_ on a _ basi_ ev_ence suppo_g the amoums and d_dosures in
the financial s_temen_. An audff also _dudes assessing the accounting principles used and
_gnificant esfima_s made by managemeng as w_l as ev_uating _e ove_ll finanO_ _ement
presen_tion. We believe thin our audi_ prov_e a _asonab_ basis for our oon_n.

In our op_n, _e comb_ed finano_ smtemen_ re_ned to above p_sent faifl_ in _1 matefi_
_spe_ _e financial pos_on of _e New York City Wa_r and Sewer Sys_m as of June 3_
2000 and 1999, and the _sul_ of _s operat_ns and changes in re_ed earn_gs and its cash
flows for the years then ended in conformity with accoum_g prompts gener_ acceded in the
Uni_d States of Amefic_

Our aud_s were made for the purpose of forming an opinion on _e com_ned finanO_
_atements taken as a whole. The supplementary _formation _uded _ schedules I through IX
is p_sented for purposes of add_on_ an_ysis and is not a _q_d part of the com_ned
financial s_temen_. Such _form_n has been succeed to the aud_g procedures ap_ied in
the audi_ of the comb_ed finano_ s_temen_ and, in our op_ _ fairy p_semed in all
m_efi_ _spe_s _ _l_ion _ the comNned financial s_temen_ as a who_.

October 20, 2000



NEW YORK CITY WATER AND SEWER SYSTEM

Comb_ed Balance Sheets

June 30, 2000 and 1999

_n thousands)

Assets 2000 1999

U_lily _a_ _ se_ice, _ss accumulated dep_ation
of $ 4,302,707 in 2000 and $ 3,986,940 in 1999 (n_es 2,
5 and 7) $ 9,627,344 9,550,064

Con_ction wo_qn_mgmss 3,196,302 2,855,474

1_82_646 1_40_538

Cu_e_ asse_:

Unmerited cash and cash equ_e_s _e _ 8,734 35,854
Inve_men_ (no_ 6) 3,425
Accounts race,able:

Billed, less allowance for uncollectib_ w_er and sew_
mce_a_es of $293,888 in 1999 and $287,085 in 1999 316,800 286,055
Un_l_d 105,000 105,000

Rece_a_e _om the City (n_e _ 47,140 69,673
Other 5,751 12

T_ cu_e_ asses 483,425 500,019

Restricted asse_ _o_s 6 and 1_:
Cash and cash equ_e_s 874,851 509,507
Investmen_ 98,333 499,594
Acc_ed in_m_ mce_ab_ 1,_76 1,775

T_al m_d_ed asse_ 974,660 1,010,876

De½_ed bond and finan_ng expenses 102,917 103,963

To_I asses $ 14,384,648 1_02_396

Liabilities and Equity

Longhorn I_bil_e_
Bondsand n_es payab_, less cu_e_ po_on

(n_e _ $ _417_97 8,623,232
N_ d_cou_ on bonds and notes payab_ (331,84_ (336,988)
De_rred bond m_nd_g co_s (no_ 2) (210,388 / _3_14_

Tolal _ng-tem I_s _87_569 _04_095

Cu_e_ _a_l_e_

Accounts payable and accrued expenses 27,718 22,718
Revenues receded inadvance 67,798 80,262
Cu_e_ po_on _ bondsand n_es paya_e _e _ 35_575 748,478
Paya_e _ _e _ (no_ 8) 252,911 235,143
Re_nds paya_e _ cu_omem 15,375 14,500

To_l c_m_ _ab_es 722,377 1,101,101

Total _a_es _597,946 _150,196

Equip:
Co.ribbed capita, net _ allocated depre_ation (note _ 4,571,775 _696,778
R_ained earnings 214,927 173,422

T_al equi_ 4,786,702 _87_200

T_ liabil_es and equi_ $ 1_384,648 1_02_396

See accompanying notes to com_ned finan_ statements.
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NEW YORK CITY WATER AND SEWER SYSTEM

CombinedS_men_ M Revenues, Expenses
and Changes in Retained Eamings

Yeam ended June 30, 2000 and 1999
(in thousands)

2000 1999

Operating revenue_
Water supp_ and distdbu_on $ 610,949 583,394
Sewer collection and treatme_ 876,455 857,204

Other operating revenues 93,194 85,903

Total operating revenues 1,580,598 1,526,501

Operatingexpenses:
Open,on and m_ntenance (notes3 and 7) 801,255 777,652
Prov_ion for bad debts 89,062 103,960

Administration and general 10,092 10,879

Total operating expenses 900,409 892,491

Excess of operating revenuesover opera_ng
expenses before depre_ation and amo_za_on 680,189 634,010

Depre_ation and amo_zation 347,055 380,023

Operating income 333,134 253,987

Nonoperatingrevenues (expense_:

I_ere_ expense (49_747) (476_7_
Inve_me_ _come 70,478 81,465

Net Loss (89,135) (141,223)

Depre_ation allocated to contributed ca_tal (no_ 2) 130,640 128,279

Retained earnings at begmn_g of year 173,422 186,366

Retained eam_gs at end of year $ 214,927 173,422

See accompan_ng notes _ combined finan_al _atements.



NEW YORK CITY WATER AND SEWER SYSTEM

Com_ned Statements of Cash Flows

Years ended June 30, 2000 and 1999

(in thousands)

2000 1999

Cash flows _om operating activities:
Operating income $ 333,134 253,987

A_u_men_ to mcon_ operating income _ n_ cash _ovided by (used in)
operating acti_tie_
Depredation and amo_zation 347,055 380,023
Pm_on _r bad dens 89,062 103,960
Changes in assets and _a_l_e_

_ncmas_ in mce_ab_s (119,807) (113,987)
Decrease Oncmase) _ mce_ab_ _om _e C_y 22,533 (34,300)
De_ease On_ease) in mher assms (5,739) 965
Increase _ payab_ to the Ci_ 17,768 36,296
Increase _e_ease) in accounts payab_ and acc_ed expenses 5,000 (95)
(Decrease) in revenues receded in advance (12,464) _,31_

In.ease _ecmase) in m_nds payab_ _ cu_ome_ 875 _,00_

T_ a_u_me_s 344,283 363,546

N_ cash prodded by operatinga_ivities 677,417 617,533

Cash flows_om capi_l and ml_ed flnandng activ_e_
Proceeds_om issuing bonds, n_es and other borrowings,n_ _ _sue cos_ 1,515,293 1,264,953
Repayme_s of bonds, notes and _her borrowings (1,112,623) _31,34_
I_e_ paid on bonds, notes and _her bo_owings H81,94_ H64,31_

Acq_s_on and constructionof capitalasses 1739,072) (822,471)

Net cash used in cap_al and ml_ed finan_ng a_iv_es _1_347) _3_ 18_

Cash flows_om investingactivit_
Proceeds _om sa_s and m_ud_es _ inve_me_s 503,019 1,007,812
Purchases of inve_me_s (98,333) (1,107,651)
I_ere_ on inve_me_s 74,468 83,604

Net cash prodded by (used in) investinga_es 47_154 (16,235)

Net increase _ecmas_ in cash and cash equ_a_n_ 338,224 (231,882)
Cash and cash equ_e_s, be_nn_g of year 54_361 777,243

Cash and cash equ_a_n_, end of year $ 883,585 545,361

Reconciliat_n _ Cash and Cash Eq=va_s Per _t_eme_ _ Cash Rows _ the Ba_nce She_

Asse_

Unms_Ic_d Restrlc_d To_l

Cash and cash equ_a_n_ - beginning $ 35,854 509,507 54_361
Nm _c_ase _ec_as_ _7,12_ 365,344 338,224
Cash and cash equ_a_s - ending $ 8,734 874,851 883,585

The fol_wing am _e noncashcapital and related finandng acti_tie_

• I_em_ expense _udes _e accretion_ cap_ approbation bonds _scou_ in _e amou_ _ _7,_29 in 2000
and $1_547 in 1999

• Cap_ expend_ums in the amou_ _ $252,911 and $235,143 had been incu_ed b_ n_ pa_ at June 30, 2000
and 1999

• The Sy=em receded ca_tal asses of $5,637 in2000 and $7,389 _ 1999 which mpmse_ cap_al co_dbu_d
by _e C_y.

See accompan_ng notes to com_ned finan_al _atemen_.
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NEW YORK CITY WATER AND SEWER SYSTEM

N_ _ Comb_ed F_an_ S_menB

June 30, 2000 and 1999

(1) Organ_afion

The New York City Wm_ and Sew_ Sy_em _he "Sy_em_ pmv_es w_er supp_ and
• _fibution, and sewage co_ection, treatment, and _spos_ for The City of New York _he
"City"). The Sys_m, as presented _ the accompanying com_ned finand_ _atemen_, began
operations on Ju_ 1, 1985 and is a joim operation consisting of two leg_ separme and
hdependent entities, the New York Ci_ Mun_@_ Water Finance Authority _he
"Amhofi_") and the New York Ci_ W_ Bo_d _he "Bo_d"). The Authority is a public
_enefit corpormion cremed in accordance wilh the New Y_rk City Municip_ Wmer F_ance
Act _he "Act'S, d_y enac_d _to law as Chapter 513 of the laws of 1984 of the State of New
York, as amended by Chapter 514 of the laws of 1984 of the St_e of New York. The Bo_d
was cmmed by Chapter 515 of the laws of 1984 of the St_e of New York. The Act

empowers the Authority to issue bonds or noms to finance the co_ of capital improvements
to the Sy_em, and to refund any and _1 out_an_ng bonds and gener_ obligation bonds of
the City issued for wmer and sewer purposes_ The Act empowe_ the Board to _ase the
Sy_em from the City and to fix and c_ rmes, _es, _rts and other charges for the use off
or for serv_es fumished, _nde_ or made av_labb by the Sy_em, Io produce cash
suffi_ent to pay debt serv_e on the Authority's bonds and to place the Sy_em on a selg
su_ng basis.

The phyfic_ op_ation and cap_ impmvemems of the Sy_em are performed by the Ci_s
Departmem of En_mnment_ _o_cfion _e_ m comm_u_ ageements with the
Authority and Board.

_ _co_an_ wi_ Statement 14 of the Govemment_ Accounting _andards Board (GASB),
the Board and the A_hofity are com_ned _r gener_ purpose e_em_ _po_ing purposes
s_ce the Board and the A_hofity _e fisc_ i_depende_. The Sy_em, in tum, is
included _r _poaing purposes as a di_rete_ _emed componem un_ _ the City's
financial _emems.

_) Summa_ of S_nffi_ Ac_unting Po_s

The accompanying comb_ed finand_ _eme_s of the Sy_em have been p_pared on _e
accrual basis of accounting. Revenues are recognized when earned and expenses _cog_zed
when incu_ed. GASB _emem 20, "Accounting and F_an_ Repoaing _r Proprietary
Funds and Other Government E_es th_ Use Proprietary Fund_" pro_des proprietary
acfi_fies with a choice of authoritative g_dance issued after Novemb_ 30, 1989. The
Sy_em has ele_ed _ follow GASB pronounceme_s exdusNe_ a_ _ d_e. Oth_
fignificant accounting polici_ _e:
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NEW YORK CITY WATER AND SEWER SYSTEM

No_s _ Com_ned _nan_ S_men_

_) Continued

Investmems and cash eq_v_ems con_ princ_ of securities of the U_d S_t_ and
i_ agenc_s, ce_ific_es of deposit, and repurchase agreements with maturi_ periods of
one ye_ or less, and _e tarred _ amo_ized cosL wh_h approxim_es f_r v_ue. For
purposes of the com_ned s_temen_ of cash flows, the Sy_em gener_ con_ders _1
_ghly l_d debt instruments purchased with a maturi_ of three months or _ss to be
cash eq_v_e_s.

(b) R_d A_e_

Proceeds _om the issuance of debt and monies set aside for the operation and
m_ntenance of the Sy_em are clas_fied as restricted by applicable bond indentures.

(c) Bond D_count and Bond Issuance Cos_

Bond _ount and bond issuan_ co_s _e amo_ized over the li_ of the related bond

issue, _ing the effective _eld method of amo_zation _r bond _ount and the s_ght-
line method _r bond i_uan_ c_ts.

Utili_ _ant in _e _q_d through pur_ase _ imemal _truction is __ _
_g _t of _fi_menls. Con_buted ufifi_ _ant in _e is __ _ _ e_m_
_gofic_ _ bas_ on _pr_sals _ o_ metho_ whe_ _gofic_ _ information is
not _labl_ net of _iation. DepresSion is comp_ed u_ng the s_ght-line
method based upon esfim_ed use_l INes _ _Hows:

Years

B_ldings 40-50
W_er supply and was_ w_er _eatment sy_ems 15-50
W_er di_fibution and sewage collection sy_ems 15-75
Eq_pment 5-35

Depreciati_ _ _m_m_ _1_ plant in _e is M_cat_ m _n_but_ capi_ _
the _in_ _ _t income.
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NEW YORK CITY WATER AND SEWER SYSTEM

N_ _ Comb_ed F_an_M S_men_

_) Continued

M_m_ _d _p_rs of pm_rty _e ch_d _ m_men_ expe_e. Redeemers
_d _rm_ _e _c_d _ _1_ pl_t _ _e.

OpetingRevenues

Re_ _e b_ed on bhang r_es _po_d by _e Bo_d based _on cu_om_ w_er
_d _w_ usage. The Sy_em records _fim_ed _l_d revenue _ i_ ye_ end.

_ DeferredRewnues

Re_ _ceNed _ Mv_ce of _e period to which they _ate _e de_ed _d _co_ed
_ _n_ wh_ earned.

_ D_d _ndR_n_g _

De_ed bond _n_ng co_s _p_ _e _o_i_ loss _c_ed in _v_
__ _ o__g _s. In __ _ _ __s of GASB S__
23, "__ _d F_ Repo_ng of Debt RepoSed by _ri_ A_',
g_ns or losses _sing _om debt __ _e de_ed _d _o_d ov_ _e lesser of
• e _m_ng fi_ of _e old debt or _e li_ of _e new debt.

_ __ _ _e _e of _e S_m _om _e C_ _ _e Bo_ _e _
_s_ iU w_ _d _wev_l_ed p_s_ asses _ N_oficN cog, n_ of
_N_i_, _d NI w_Vog_ _ cog, _ _e Bo_d _ J_y 1, 1985. C_
imvoveme_s fin_d by _s other th_ _e No_e_ of A_hofi_ _venue bonds
_.g., c_ g_ _e _co_ed _ ad_fions m _n_bm_ c_.

Ch_s in contributed c_ _r _e fiscN ye_s ended J_e 30, 2000 md 1999 _e _
_l_ws:

2000 1999

Comfib_ed c_, __ _ _ $ 4_96_78 4,817,668
PI_ _ eq_pmem _ribm_ 5_37 7,389
D__ __ _ _n_b_ c_ (130,64_ (128_7_

_m_ c_, end of ye_ $ 4:571:775 4_96_7_



NEW YORK CITY WATER AND SEWER SYSTEM

No_s _ Com_ned F_ancial _eme_s

_) Continued

Certa_ redasfifications to the 1999 figures have been made _ ord_ to conform to the
2000 com_ned finand_ statemem presemation.

_ _e _tima_

The prep_ of fin_c_ _emems requk_ m_eme_ m m_e esfimaes md
_sumpti_s th_ affe_ the m_ned amo_ _ assets _d fiabil_ _d _l_ure of
_nti_e_ _s_s _d _fl_ _ the d_e of the fin_c_ s_tem_u _d the reposed
amo_m of revenues _d expenses during the repo_ng period. Acm_ amounts codd
differ from _ose _fimm_.

_) _nan_ng Ag_ement

The Financing Agreement (the "Agreement") provides that the Authority will issue bonds to
finance the cost of capital inve_ment in the water and sewer sy_em serving the City. _ _so
se_ foah the funding priority for the debt service co_s of the Authority, operating co_s of
the water and sewer sy_em, and the rent_ payment to the City.

_) Cumuht_e R_ned E_n_

At June 30, 2000 and 1999, the Authority had a cumulative defick of approximately $3,369
million and $2,959 m_lion, respectively, which amount is less than the approximate $3,584
m_lion and $3,133 m_on cumulative retched earnings of the Board at June 30, 20_0 and
1999, respectively.

(5) Utifi_ Phnt _ Se_ke

Utility plant _ serv_e _ June 30, 2000 and 1999 is comprised as fol_ws:

2000 1999
(_ $o_)

Buildings $ 5,677 5,677
Water supply and w_ wat_ treatment syaems 6,840,021 6_43_97
W_ _s_ibufion and sewage collection sy_ems 6,955,100 _758_77
Equ@ment 129,253 129,253

13_3_051 13_3Z004
Less accum_ated depreciation _302fl07 3_86_40

$ 9A27_44 _550_64
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NEW YORK CITY WATER AND SEWER SYSTEM

N_es _ Comb_ _nan_ S_men_

(6) Inv_tmen_, Cash Equ_Men_ and Cash Deposes

The W_er and Sewer Gen_ Revenue Bond Resolution (_e "Res_ution_ au_orizes the

_v_tme_ of bond proceeds. The g_d_ issued by _e Office of _e New York State
Comp_oll_ and _e Res_ution e_ablish _e cfi_fia _r permeate _vestmen_ of _e
Sy_em. In additio_ the W_ Bo_d and the W_er Authofi_ have _vestment g_deHnes
approved by _e_ _spe_e Bonds of D_e_o_. The Sy_em may inve_ in Feder_
government ob_gations or any _ub_on or instrurnent_i_ thereo_ obligations of _e State
of New York or any sub_on or instrument_i_ _eof _o_ded _ _ey _e in _e two
_ghe_ rating c_egofies of a rating agenc_ banker_ acceptances or ce_ific_es of depos_
(CD_ issued by a New York S_te commerci_ bankwith capital or surplus in excess of $100
mi_o_ corpor_e securities or commerci_ paper ra_d _ghe_ by a rating agency when
comp_ed _ _mil_-type _curitie_ or _purch_e agreeme_s _ _e cofi_ed by
obl_ations of the Feder_ government.

_ve_me_s and depo_ held by the Sy_em _ June 30, 2000 and 1999 comprisal:

2000 1999

On _ousand_

Unrestri_ed cash, cash eq_v_ems and
_ve_me_s (p_s accrued i_est) $ 8,734 39_79

Res_i_ed cash, cash eq_v_ems and
inv_tmems (plus accrued im_est) 974,660 1,010,876

$ 983,394 1,050,155

This amount is compiled o_
Carry_g amount of deposes 0ncludes CD_ $ 4,803 243,207
Nvestmen_ (p_s accrued i_e_s0 978,591 806,948

$ 983.394 1_050,155

Cash D_its

The Sy_em _l_ws _e New Y_k Ci_ Banking Commission _gnations _r _e Sy_em's
bank _po_ofies. The Commission con_s _ _e Comp_d_L the M_, and _e F_ance
Commissioner and uses _dependem bank rating agencies _ part to assess _e finand_
_undn_s of _ch bank, and _e banking relatio_ me un_r _nstant operation_ and
cre_t _ews. Each bank _ w_ch the Sy_e_s cash is depos_ed is _q_d to h_e _s
pri_ offi_ in New Yo_ State and h_e c_R_ _ocL surp_s, and un_v_ed eamin_
ag_eg_ing _ least $100 mill_n. The Sy_em had $35.6 tho_and and $200 _o_and on
depos_ m June 30, 2000 and 1999, _ecti_ly, which were covered by Feder_ depo_
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NEW YORK CITY WATER AND SEWER SYSTEM

Notes to Com_ned F_an_M Sm_men_

(6) Continued

Investmen_

The Sys_m's investrnen_ are c_egofized to give an _cation of the level of risk assumed
by the Sy_em _ year end. C_egory 1, the lowest _s_ _dudes investmen_ th_ are _su_d
or regi_ered, or for which the securities are held by the Sy_em or _s agent in the Sy_em%
name. C_egory 2 inc_des un_sured and unregi_ered inve_ments for w_ch the securities
are held by the counterparty_ trust departmentor agent _ the Sy_em's name. C_egory 3, the
_ghe_ risk, includes uninsured and um-e_stered investments for which the securities _¢
hdd by the counterparty, or by its trustdepartment or agent but not in the Sy_em's name.

Investmen_ 0nclusive of certain inve_ments reposed as cash eq_valents) held by the
Sy_em at June 30, 2000 and 1999 were clasfified as C_egory 1 investments and non-
c_egorized investments, and are comprised of:

C_egofized: 2000* 1999*
F_r F_r

Cost V_ue _o_ V_ue
On thousand_

U.S. Treasury securities - - 49,397 49,398
Federfl agency issues $813,710 814,965 647,923 649,514
Commercifl paper - - 55,888 55,888
Repurchase agreemen_ 122,602 122,822 -

936,313 937,787 753_08 754,800

Non-c_egofized:

Mutu_ funds - - 11,162 11,162
Guaranteed Investment Contact _ 40,803 40,803 40,803

40,803 40,803 51,965 51,965

$977._115 978,590 805:173 806:765

*Includes $878,783 m cost and $879,345 _ market (2000) and, $302,154 m cost and
$302,154 _ mark_ (1999) of inve_men_ _po_ed as cash equivflents.
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NEW YORK CITY WATER AND SEWER SYSTEM

No_s _ Comb_ed F_an_ Sm_men_

(7) Lease Agreement

The Board is party _ a _n_rm 1_ Ohe "Le_e_ with _e City, which transfe_ all _e
w_ and _w_ _lated _M and p_n_ woperty W _e Board _r the _rm of the fete. The
_e term commenced on J_y 1, 1985 and continues until _e 1_ of the _eth annN_sary
of _e commenceme_ of the _ase or the d_e on wh_h _1 bonds, notes or other obligations

of _e Authofi_ are pMd _ _11 _ Wo_fio_ _r _ch payme_ have b_n made p_ant W
the applicable de_ in_mmem. The le_e wo_d_ _r payme_s w _e Ci_ _ cover _e
_l_w_g:

(a) an amount _ent _ p_ _e _H of _mini_ation, m_an_, repair and op_ation
of _e based _operty, which includes overhead costs _curred by the Ci_ aafibm_ to
• e l_sed _operty, _t of _e amount of any Fe_ral, State, or o_ opiating g_ts
_c_ved by the Ci_;

(b) an amount mffic_m m _imb_ lhe C_ for c_ital costs incurr_ _ the Ci_ _r the
construction of c_k_ impm_ments _ _e le_ed F_erty w_ch are n_ p_d or
_imb_d _om any o_er source, to the extent reque_ed by the Ci_;

(c) an amount sufficient to pay the co_ of other serv_es provided by the City;

(d) an amount s_ficiem _ p_ the _ of _g_ _i_s Wo_d by the City;

_ an amount _ffi_ent m m_b_ _e C_ _r _e co_ of _e _ of any ci_ offi_r
and empire pm_d _ a _fime _ p_-time b_is m the Board; and

(_ _e amount of any _iliation p_m_ _ _fined.

In addition to the payments described above, the Board pays rent to the City to the extent
reque_ed by the City in each fiscM year in an amount not to exceed the greater of (a) the
pfincipM and intere_ payable on generM obligation bonds issued by the City for water and
sewer purposes ce_ified by the City to be pMd within such fiscM year or (b) 15%of pdncipM
and intere_ payable on the bonds of the Authority to be pMd within such fiscM year. A_er MI
amoun_ ce_ified by the City have been pMd and MI other required payments have been
made, any surplus funds received by the Board in the currem fiscal year are to be placed imo
the Boarffs generM account in the operating and mMmenance reserve fund.

D-11



NEW YORK CITY WATER AND SEWER SYSTEM

Not_ _ Com_ned F_anc_l S_men_

A summary of operation and m_ntenance expenses _ June 30, 2000 and 1999 is as follows:

2000 1999

On thousandO
Wmer _ansmission and _stfibufion $ 227,066 233221
Sewer collection sy_ems 317,980 300,406
City agency suppo_ co_ 32,967 31,879
Fringe benefits 64,923 58,950
Judgments and clams 7,844 5,330

650.780 629,786
Rent_ payments to the City 150,475 147,866

$ 80_55 777_52

_) Payab_ _ and Rece_ab_ from _e Ci_

As of June 30, 2000 and 1999, _1 construction work-in-progress recorded by the Sy_em,
which has not been reimbursed to the City, has been recorded as a payable to the City, net of
the amount of any State or Federal capital grants received by the City.

As of J_e 30, 2000 _d 1999, the Sy_em had a _cNvaNe from the C_ _r ove_ayment of
__s and m_ntenance _nses.

(9) Bonds and Notes Payable

The Authority issues _venue bonds to fin_ce a po_on of the co_s of the capi_ _v_
and improvements _ram _ the _stem, _ fund _n _, _ p_ _sts _ i_u_
and m _van_ _fund _rtain o_an_ pfi_i_l amo_ of b_ds.

Bonds, no_s payable, and commercial pap_ compfi_ the _lMwing _r the ye_ ended June
30, 2000:

B_ance _ B_an_ m

(_ tho_and_ June 30,1999 Issued Retired June 30, 2000

1987 Fisc_ Series A - 5.00% to 7.00%

Sefi_ and Term Bonds maturing in
varying ins_llments through 2017 $ 69,690 69,690

1987 Fisc_ Series B - 5.00% to 7.90%

Serif, and Capi_l Appreciation
Bonds maturing in varying insml_
ments through 2017 13,255 13_55

1989 Fisc_ Series B - 5.75% to 7.50%

Serif, Term, and Capi_l Appreciation
Bonds minuting in varying in_l-
men_ through 2013 6,506 - 4,551 1,995
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NEW YORK CITY WATER AND SEWER SYSTEM

No_s _ Comb_ed _nan_M S_m_

(9) Continued
B_ance _ B_ance m

June 30 1999 Issued Retied June 30, 2000

1990 Fiscfl Series A - 6.00% to 7.375%

Sefifl, Term, and Capkfl App_ciation
Bonds matur_g _ varying in,fib
ments through 2019 9,628 - 9,628

1990 Fiscfl Series B - 6.70% m 7.60%

Sefifl and Term Bonds maturing in
vary_g _smllmenB through 2020 132,070 6,390 125,680

1991 Fiscfl Series B - 6.00% to 7.25%
Sefi_ and Term Bonds

m_uring in varying installmen_
through 2012 51,165 12,215 38,950

1992 Fisc_ Series A - 5.30% to 7.10%

Serifl and Term Bonds maturing _
varying _stallments through 2021 182,945 - 2,705 180_40

1992 Fiscfl Series B - 5.20% to 6.875%
Serifl and Term Bonds

maturing in varying inmfllments
through 2014 56,338 - 12,915 43_23

1993 Fiscfl Series A - 3.10% to 6.15%

Sefifl, Term, and Capitol App_ci_
fion Bonds maturing in vary_g
in_fllments through 2020 1,053,165 15,065 1,038,100

1993 Fiscfl Series C - A_us_b_ r_e
Term Bonds maturing 2022 100,000 100,000

1994 Fiscfl Series 1 - 3.00% m 6.00%
Seri_ and Term Bonds maturing
in varying _lments through 2015 542,474 - 43,750 498,724

1994 Fisc_ Series B - 4.625% to 5.40%
Fixed R_e Bonds maturing in
vary_g _g_Iments through 2008 655,280 - 50,630 604,650

1994 Fisc_ Series C - A_usmb_
Rate _rm bonds m_uring _ 2023 200,000 - 200,000

1994 Fisc_ Series D - Auction

Rate Bonds m_uring in vary_g
ing_Iments through 2013 83,500 83,500

_ 1994 Fisc_ Series E -
Inve_e R_e Bond_ maturing _
varying _smllmen_ through 2013 83,500 - 83,500
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NEW YORK CITY WATER AND SEWER SYSTEM

No_s _ Comb_ed _nanc_l _eme_s

(9) Continued
BMan_ _ B_an_ _

June 30, 1999 Issued Retired June 30, 2000

1994 Fisc_ Series F - 4.75% to 6.00%

Seri_ Bonds maturing in varying
in_lmen_ through 2021 212,950 - 675 212,275

1994 Fisc_ Series G - 5.50% to 5.678%

A_ustab_, Auction and Leveraged
Reverse R_e Bonds maturing in
varying in_lmems through 2024 205,000 - - 205,000

1995 Fisc_ Series A - A_ustab_
R_e Term Bonds maturing in varying
installments through 2025 216,700 - - 216,700

1995 Fisc_ Series 1 - 5.25% _ 6.875%

Sefi_ and Term Bonds maturing in
varying in_lmems through 2016 56,056 - 5,132 50,924

1996 Fisc_ Series 1 - 4.3% to 6.00%

Seri_ Bonds minuting in varying
lnstallmen_ through 2017 101,790 - 4,115 97,675

1996 Fisc_ Series 2 - 2.95% to 5.20%

Sefi_ Bonds matunng m varying
in_lments through 2017 25,875 - 1,125 24,750

1996 Fisc_ Series 3 - 3.60% to 5.85%

Seri_ Bonds mmunng m varying
m_lments through 2015 40,205 - 1_65 38,740

1996 Fisc_ Series A - 4.1% to 6.00%

Sed_ Bonds maturing _nvarying
installments through 2009 238,740 - 9,410 229,330

1996 Fisc_ Series B - 5.75% to 6.25%

Sefi_ Bonds matunng m varying
installments through 2026 520,100 - 520,100

1996 Fis¢_ Series C - 4.2% to 5.75%

Sefi_ Bonds m_unng m varying
in_lments through 2012 77,900 - 295 77,605

1997 Fisc_ Series A - 4.85% to 6.00

Seri_ Bonds matunng in varying

installments through 2026 365,125 - 365,125
1997 Fis¢_ Seres B - 5.50% to 5.75%

Seri_ Bonds matunng m varying

Installments through 2029 700,000 - - 700,000
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N_ _ Comb_ed _n_c_ S_men_

(9) Continued

B_ance _ B_ance _

June 30, 199_ Issued Rerred June 30,2000

1998 Fisc_ Series 1 - 4.00% _ 5.35%
Seri_ Boads maturing m varying
m_Iments through 2017 42_65 1,480 40,985

1998 Fisc_ Series 2 - 4.00% to 6.00%
Sefi_ Bonds matur_g m varying
_nst_lmen_ through 2019 I08_20 - 3,389 105,031

1998 Fisc_ Series 3 - 4.30% _ 6.00%
Seri_ Bonds maturing _nvarying
installments through 2016 450,035 450,035

1998 F_c_ Series 4 - 3.60% _ 5.20%
Seri_ Bonds maturing in varying
_s_llments through 2018 15,179 - 644 14,535

1998 Fiscal Seres 5 - 4.61% _ 5.10%
Seri_ Bonds m_uring m varying
msmllmen_ through 2019 286,790 - 2,985 283,805

1998 F_c_ Ser_s 6 - 4.70% _ 5.10%

SCrim_lmentsthrouBghOndsmaturing0119n varying 18_69 647 18,022
1998 Fisc_ Series A - 425% _ 5.125%

Seri_ Bonds matunng m varying
_lments through 2022 283,850 - 283,850

1998 F_c_ Series B - 5.125% to 5.25%
Seri_ Bonds maturing m varying
in_lments through 2030 449,525 - 44_525

1998 Fisc_ Series C - 4_0% to 5.125%
Seri_ Bonds m_unng m varying
in_lments through 2021 88,075 - 240 87,835

1998 Fisc_ Series D - 4.25% to 5.00%
Sefi_ Bonds m_unng m varying
in_lments through 2025 397,120 2,985 394,135

1999 Fisc_ Series 1 - 4.00% to 5.25%
Sefi_ Bonds matunng m varying
in_lments through 2020 118,583 - 3_62 115,121

1999 Fisc_ Series 2 - 4.00% to 5.25%
Sefi_ Bonds maturing m varying
in_lments through 2020 158,203 - 372 157,831
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NEW YORK CITY WATER AND SEWER SYSTEM

No_s _ Comb_ed _nan_M S_men_

(9) Continued
B_ance _ B_ance _

June 30, 1999 Issued Retired June 30, 2000

1999 Fisc_ Series A - 4.75% _ 5.00%

Seri_ Bonds minuting in varying
_lme_s through 2031 301,470 - - 301,470

1999 Fisc_ Series B - 3.80% to 5.25%

Sefi_ and CapR_ Appelation Bonds
matur_g in vary_g
_lments through 2020 245,865 - - 245,865

1999 Fisc_ Series C - 5.00% to 5.75%

Seri_ Bonds minuting in varying
in_lmems through 2001 8,770 4,145 4,625

2000 Fisc_ Series A - 5.50% to 5.75%

Seri_ Bonds m_uring in varying
in_lmems through 2032 - 275,735 - 275,735

2000 Fisc_ Series B - 6.00% _ 6.50%

Sefi_ Bonds m_uring in varying
_stallmems through 2033 - 323,730 323,730

2000 Fisc_ Series C - A_us_e
R_e Term Bonds maturing in 2033 - 107,500 107,500

2000 Fisc_ Series 1 - 2.56%

Dke_ Loan marring in 2022 - 286,801 945 285,886
2000 Fisc_ Series 2 - 3.80% to 5.96%

Seri_ Bonds m_uring in vary_g
_lmems through 2020 - 12,689 400 12,289

Commerci_ Pap_ Series 1 - Varia_e
Rale, Sho_-term Rolfing Mmuri_
Backed by L.O.C. 200,000 200,000 -

Commerci_ Pap_ Series 3 - Variable
Rate, Sho_-term Rolfing Mmuri_
Backed by L.O.C. 75,000 75,000

Commerci_ Pap_ Series 4 - Variable
R_e, Sho_-term Rolling Maturi_
Backed by L.O.C. 125,000 125,000

Commerci_ Pap_ Series 5 - V_iab_
Rme, Sho_-_rm Rolling Maturi_
Backed by L.O.C. 200,000 200.000 -

Tot_ de_payab_ $ 9,371,710 1_06_55 601,793 %776_72
Curre_ potion of bonds and

no_s payab_ 748,478 5,415 _95,318) 358,575
Bonds and notes payable,

less currem potion $ 8,623,232 1____.001.040206_75 9__A17.797
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NEW YORK CITY WATER AND SEWER SYSTEM

No_s _ Com_ned _nan_M S_men_

(9) Continued

With re_pe_ to _1 sefie_ _e Bo_d has agreed _ m_n r_es and charges to pro_de
_venues _ levels suffi_ent m pay pfinc_N and i_ere_ _q_ments as well as _ me_
ce_Nn debt serv_e coverage and opiating cost funding req_ments. All series are specific
obligations of the Authori_ payab_ sole_ _om and secured by a pledge of and lien on the
gross revenue of the Sy_em, as defined.

Ce_n bonds issued by the Authori_ _v_ve _e concurrent _suance of _ng-term variable
r_e securities th_ _e m_ched with long-term floating r_e securities. These obligations,
taken together as a whol_ _eN a fixed rNe of interest _ _1 times. These securities have
been issued to acNeve a lower prev_ng fixed r_e of int_e_ _ _lation to _aditionM fixed
r_e bonds.

During 2000 the Authori_ debased $41.8 miH_n of oustanding bonds with $40 million of
current revenue. During 1999, the A_hofi_ _sued $259.2 milton of bonds to advance
_fund $213 million of outstanding bonds. 2he advance refundings resulmd _ an accounting
gain of $729 thousand and a _ss of $17.1 mill_n _r the years ended June 30, 2000 and
June 30, 1999, respectivdN the Authofi_ _ effect _duced Rs agg_g_e debt serv_e by
appro_m_dy $56.6 miB_n and $143.9 minion _pectively, and obtNned an econom_ g_n
of$1.8 mi_n and $100.8 mfll_n _pective_.

The Authofi_ has debased cum_ative_ $4.129 N_on and $4.087 billion of out_an_ng
bonds as of June 30, 2000 and 1999, _specfive_, by placing proceeds of _fun_ng bonds
issued in an i_evocab_ es_ow account m pro_de for N1 future debt serv_e payments.
Proceeds were used m puNhase U.S. Government Securities th_ we_ Naced in lhe
i_evocaNe escrow account. The _vestments and fixed earnings from the
investmen_ are suffi_ent _ ful_ service the debased debt until the de_t is cN_d or
m_ured. AccordinNN the es_ow account asses and liability for the debased bonds _e n_
included in the Authofi_'s finanNN _eme_s.

As of June 30, 2000 and 1999, $2.702 bfl_on and $2.435 bil_on of the debased bonds
respective_ had been retired _om the asseB of the escrow accounts.

Debt serv_e requirements to m_urity _ June 30, 2000 are as _ows:

Year ending June 30 Pfinc_ Int_e_ Tot_
(_ thousandO

2001 $ 358,575 502,993 861,568
2002 170,492 494,438 664,930

_ 2003 181,986 485,498 667_84
2004 191,875 475,924 667,799
2005 208,869 465,656 674,525

The_after until 2033 _664_75 &879_80 15_4_455
Totfl $ 9fl76.372 9,304,389 !9_8_761
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NEW YORK CITY WATER AND SEWER SYSTEM

Notes to Comb_ed F_an_ S_men_

(10) Segment Information

The Sy_em is compri_d of two entities, the Water Authofi_ wNch issues bonds to finance
the cost of canal improvements, and me W_er Bo_d wNch leases me Sy_em _om me CiW
and fixes and cN_s r_, _es and o_er ch_g_ _r me use of _e Sy_em.
Segment information for _ese entities _ of June 30, 2000 is _ _Hows:

New York Ci_ New York Ci_ Munic@_
W_ Bo_d W_er F_ance AuthofiW

Onthousand_
Totfl Operat_g Revenues $1_3_862 45,736
Dep_ation and Amo_ization 326,601 20A54
Income _om Oper_ns 316,366 16,768
Net Income (Los_ 320,305 _09_4_
Utili_ Plant In Serv_e Add_ons 403,882 -
Utili_ Plant _ Serv_e Ddefions 10,835 -
Long Term Liabilities 5,180,710 _875 _69
Total Eq_ 8,155_01 _68_99)
Net Wor_ng CapR_ 394,259 _7_636)
Tot_ A_s 13,419,522 6,145,836

(11) Rest_ed A_s

Ce_n c_h and investments, _us _cmed inte_ of_e Sy_em _e _fi_ed _ _Hows:

2000 1999

The Bo_d (in _ousand_

Operation and m_enan_ mse_e
account $ 118,196 116,243

Op_ation and m_enan_ mse_e
general _count 10 10

118_06 116_53
The Authofi_

Revenue fund 124fl 12 32,803
Debt serv_e reserve fund 580,775 540,511
Construction fund 144_66 321,309
Arbiwage reb_e fund 6,501. -

856_54 894,623
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NEW YORK _TY WATER AND SEWER SYSTEM

Notes to Comb_ed _nan_M S_men_

The _on and m_m_an_ _we _co_t is _t_li_ _ a dep_o_ _ h_d _e
o_rati_s and m_an_ _e fund _ _quir_ by _e Gener_ Bond Res_ufiom It is
_q_d to hdd on_x_ of_e __ expenses _ set _rth _ the annu_ budge. It is
funded through _e c_h _co_s of _e Bo_d. The __ and m_an_ _e
gener_ _count is _t_li_ _ a dep_o_ to hold _1 excess funds of_e Bo_d a_er _1
leg_ mand_ _s_ have been made. It is __ _ meet any defidendes _ _e
flow _ fun_ _du_ _ _i_ _d _em_ canbe used as a finand_ so_ce _r
capi_ _n_tur_.

The _venue fund is _tablished _ a depos_o_ _ fund the den _rvice, A_hofi_ expend,
debt serv_e _serve and _bi_age funds. It is funded through cash _ans_ from the Wmer
Bo_d. The debt _rvice _serve fund is e_ab_shed as a deposkory _ ho_ the maximum
annu_ debt _rv_e _q_me_ for the next curre_ or any future fisc_ ye_. It is funded
through _venue bond proceeds and the _venue fund. The debt _rv_e fund is _tabfished as
a depo_ry to pay _I pfindp_ and _ paymems on the Authori_'s debt _r the currem
fisc_ ye_. It is funded through the revenue fund. The constru_ion fund is e_abl_hed as a
deposkory to pay _1 capi_l construction costs _curred by the Ci_ and _imbur_d by the
Authofi_. It is funded through the proceeds of bond and no_ s_es. The _bi_age _bme
fund is _tabfished to pro_de _r _bitrage rebate payments to the U.S. Department of
Treasury. It is funded through the _venue fund.

(12) Comm_men_ and Contingencies

Con_rucfion

The Sy_em has con_actu_ commitments of approxim_e_ $2.389 and $2.319 _ June 30,
2000 and June 30, 1999, respe_ivdy, for wat_ and sewer pr_ects.

Confingen_es

Claims and Litigation

In acco_ance with the lease, the Bo_d is _q_d to _imburse the Ci_ _r any judgme_ or
seffieme_ p_d by the Ci_ aris_g o_ ofa to_ d_m _ the extent _at _e Ci_'s fi_i_ is
_lated to c_ improveme_s and the operation or m_enance of the Sy_em. Howeve_
_ no eve_ sh_l _e paymem m_e to the Ci_, in any fisc_ ye_, exceed an amount equ_ _
5% of the ag_egme _venues _own on the last _-end audited financi_ s_temen_ of the
Sy_em. _ ad_fio_ the Sys_m is _q_d _ reimbur_ the Ci_, to the ex_ reque_ed by
the Ci_, _r the paymem _ any judgment or seffiemem aris_g o_ of a contact clam with
respect to the construction of capital improveme_s. In ad_fio_ the Ci_ has agee_ subje_
to certa_ condit_ns, to indemni_ _e Authofi_, _e Bo_d and their stuffs ag_n_ any and
_1 liabili_ _ connection with any act done or om_ed _ the exercise ofthek pow_s wh_h
is taken or om_ed in good faith _ pursuance _ their purposes un_r the Act. Currentl_ _e
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No_s _ Combhed Fhand_ _emen_

Ci_ is a de_ndant in a sig_ficant number of laws_ pea_ng _ the Sy_em. The
litigation _ud_, bm is n_ _mi_d _, _ctions commen_d and clams _aed ag_n_ _e
Ci_ _ising out of _ged to_s, _ged breaches of co_m_, condemnation proceedings and
o_ alleged violations of law. As of June 30, 2000, _e po_nti_ future fiabili_ aafibutable
_ _e Sys_m _r d_ms om_andhg ag_n_ _e Ci_ w_ _fim_ed _ be $ 8.2 mi_on. T_s
amoum is _c_ded _ _e Ci_'s Gen_ Lon_Term O_ations Account Group. The
po_nti_ future lia_li_ is _e Ci_'s be_ esfim_e b_ed on av_lab_ _rmation. The
_fim_e may be revised _ further _rmation is obtained and as pending c_es _e l_g_ed.

Arbitrage Rebate

To mMntMn the exemption from FederM _come tax of intere_ on bonds issued subsequent
_ January 1, 1986, the Sy_em will fund amoun_ _q_d to be _b_ed |o the Feder_
Government pursuant to Section 148 of the In_rn_ Revenue Code of 1986, as amended ("the
Code"). The Code _q_s the payment to the U_ted States Treasury of the excess of the
amount earned on _1 non-purpose obl_ations ov_ _e amount lh_ world have been eamed
if the gross proceeds of the issue were invested _ a r_e equ_ to the yield on the issue,
together with any earnings a_ribumb_ to such excess. Construction funds, debt serv_e funds
or any other funds cr accounts funded with proceeds of such bonds, indud_g earnings, or
p_dged to or expec_d to be used to pay intere_ on such bonds are su_e_ to this
_q_mem. Issues with _spe_ to which _1 gross proceeds are expended for the
govemment_ purpose of the issue wit_n six months after the d_e of issue and debt serv_e
funds with annual gross earnings of less than $100,000 are exempt _om this _quirement.
Payment is to be made after the end of the fifth bond year and after every fifth bond year
thereafte_ and wit_n 60 days after _fi_ment of the bonds. At June 30, 2000 and 1999, the
Sy_em has accrued $3.7 million and $0 for such liability.
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Schedu_ I

NEW YORK CITY WATER AND SEWER SYSTEM

Combined Schedule of Cash Receipts and Disbursements

Years ended June 30, 2000 and 1999
(in thousand_

2000 1999
Cash rec_s:

Wa_r sup_y and d_bu_on and sewercol_ction
and _eatme_ $ 1,32_802 1,279,729

Other operating revenues 47,458 40,075
Revenues _ce_ed in advance 42,882 54.386
Inve_ment income 74,468 83,604
Sub_dy income 45,736 45,828

Total cash recei_s 1,537,346 1,503,622

Cash d_bu_eme_s:

Open,on and m_ntenance 777,025 814,316
Adm_istration and gene_l 10,018 10,836
In_re_ paymen_ 481,945 464,319
Amours refunded _ cus_me_ 15,375 14,454

Total cash d_bu_eme_s 1,284,363 1,303,925

Excess of cash recei_s over cash d_bu_emen_
before finandng uses 252,983 199,697

_nan_ng souses (uses):
Proceeds_om bond and note sales, net of issuance co_s 1,515,293 1,284,953
Inve_ments 38,531 162,150
Cons_uc_on paymen_ (721,305) (786,175)
Repayme_ of bonds and notes (1,112,622) . (831,343)

Total finandng uses (280,103) (170,415),

Excess (deficiency) of cash recei_s over cash _sburseme_s _7,120) 29,282

Unrestrictedcash and cash equ_a_s at beg_nmg of year 35,854 6,572

UnbOdied cash and cash equ_a_s at endof year $ 8,734 35,854

See accompan_ng independe_ auditors' repo_
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Schedu_ H

NEW YORK CITY WATER AND SEWER SYSTEM

Com_n_g Ba_nce She_

June 30, 2000
(in thousand_

New Yo_ Ci_
NewYo_ Ci_ MunicipalWa_r

Wa_r Boar Finance AuthoH_ []im_afion$ To_l
Asse_:

U_li_ p_nt _ sewice, _ss accumulated

depm_aUon_ $ _30_707 $ _627,344 - 9,627,344

Con_ction work-in_mgmss _ 196,302 _ 196_02

1_82_646 12,823,646

Cu_e_ ass_

Unmstri_edcashand cash equ_a_n_ 8,730 4 8,734
Accountsmce_ab_

_l_d, less allowancefor unco_ctib_ wa_r

andsewer receivables_ $293,888 316,800 - 316,800

Un_l_d 105,000 105,000

Rece_ab_ #ore _e Ci_ 47,140 - 47,140
Other 5.751 5,751

T_al cu_ent asse_ 477,670 5,755 - 483_25

Res_ed ass_

Cash andcash equ_a_n_ 117,985 756,866 - 874,851
Inve_me_s 98,333 98,333
Accrued_re_ mce_a_e 221 1_55 1,476

T_al restrictedasse_ 118,206 856,454 97_660

Revenuemquireme_ _ be _l_d byand receded
from _e Board 5,180,710 (5,18_71_

De.rind bondand finanQngexpenses 102.917 102,917

T_ asse_ $ 1_419_22 6,145,836 _.18_71_ 14281_31

Uabil_es and Equip:

Long-t_rmliabilit_s:

Bondsand n_es paya_ _ss cuEentpo_on $ 9,417,797 _417_97

N_ d_cou_ on bondsand n_es payab_ _31,84_ _31,84_
De_ed bond_nd_g co_s (210,38_ _10_8_

Revenuereq_mments payab_ _ _e A_hod_ 5,180,710 (5,18_71_

T_ long-term_a_l_es _18_710 8,87_569 (5,18_71_ _87_569

CuKe_ _a_e_

AccountspayableandaccnJedexpenses 238 27,480 27,718

Revenuesreceded _ advance 67,798 67,798
Cu_e_ po_on _ bondsand no_s payab_ 358,575 358,575

Payab_ _ _e C_ 252,911 252,911
Refundspaya_e _ cu_ome_ 15,375 15,375

T_ cu_e_ liabil_es 83,411 638.966 722,377

To_l I_es _264,121 _51_535 (5,18_71_ 9,597,946

EquiW:

Contributedcapita, n_ of _bcated depredation 4,571,775 4,571,775

Refaced earnings_efidt) 3,583,626 13,368_9_ _ 214,927

T_ equi_ _15_401 _,368_9_ _ - 4X86_02

T_al I_l_es andequiW $ 1_41_522 _145_36 /5,180,71_ 1_384,648

See accompan_ng independent auditor_ repo_
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Schedu_ Ill

N_ _ _ W_ _D _W_ _

Com_ng _ Sh_

June 30, 1999

(_ _ousand_

New YoA C_
N_ _ _ _ Wa_r
__ _nance Au_od_ _ml_s To_l

Asses:

U_ _am in _, _ a_um_

_p_d_ _ $ _9_,_0 $ _0_ 9,_,_

_n_u_ _n_s _855A74 2,855_474

12_ 12_5_

Cu_e_ _ss_

Unm_ _sh a_ _ _u_a_s 35_51 3 35,8_

Inve_me_s 3_25 3A25

B_d, _s _ _r _e w_

and s_er m_a_ _ $ 28_805 286_55 2_

Unbg_d 1_ 1_,_0

_e _m _e _ 69_73 69,673
_her 12 12

_1 c_m_ asses 500_ 15 50_019

C_ a_ _ _u_a_s 116,111 _3_ - 509,507

Inve_me_s _5_ - 499,594

A_N_ i_em_ m_ 142 1,633 - 1_775

Tot_ m_ asses 116253 8_ 1,010,876

Revenue mq_mme_ _ _ bil_d by and m_ed

_om _e Boa_ _09_277 _9_27_

De_ed bond and flnandng _n_s 1_,_3 103,963

T=al a_ets $ 13,021,795 6_9_878 _ 1_02_396

_ab_fi_ and Equ_:

Bonds and n_es payab_, _s _ _on $ 8,623,232 6_2_232

N_ d_t _ bonds and n_es payab_ _3_98_ _)

De_d bond _ ¢o_s _3_ 14_ _3_ 14_

Revenue _qu_eme_s payab_ _ _e A_hod_ 5_97_77 _,09Z27_

A_un_ payab_ _d _u_ _ 297 22,421 22,718

R_s m_ _ _n_ 80_62 - 80,262

Cu_ _on of bonds and no_s payab_ 748,478 748,478

Payab_ _ _e C_ 235,143 235,143

Re_nds payab_ _ cu_ome_ 14_ 14,5_

To_ _rm_ _a_l_es 95_ 1_ 1,101,101
T_= _es 5_1_ _05_137 _,097_7_ 9,150,1_

Equ_:

Con_b_ed _al, _t _ al_t_ depmd=_n _696X78 _6_,_8

T_al _u_ _829_59 _5_25_ - 4_

I T_al _a_s a_ _u_ $ 1_021X95 6,095_87_ _7_ 14,020_396

_e a__ _depende_ aud_ mpo_.
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Schedu_ IV

NEW YORK CITY WATER AND SEWER SYSTEM

Com_ng Sta_me_ of Revenue_ Expenses
and Changesin Re_ined Earnings

Year ended June 30, 2000
(in _ousand_

New York Ci_
New Yo_kCi_ Municip_ Water
Water Board _nance AuthodW _im_a_ons Total

Operatingrevenues:
Water supp_ and _dbution $ 610,949 610,949
Sewer c_n and_e_me_ 876,455 - 876,455

Otheroperatingrevenues 47,458 45,736 - 93,194

Total operatingrevenues 1,534,862 45,736 - 1,580,598

Operatingexpenses:
Operationand m_enance 801,255 801,255
Pm_on _r baddens 89,062 89,062

Admi_m_on andgene_l 1,578 8,514 10,092

T_al operatingexpenses 891,895 8,514 900A09

Excessof operatingrevenuesover
operatingexpensesbeam

depredation and amo_zation 642,967 37,222 680,189

Depm_ation and amo_n 326,601 20,454 34_055

Operating income 316,366 16,768 333,134

Nonoperating revenue _xpens_:
I_ere_ expense H92,74_ H92,74_
Inve_me_ _come 3,939 66,539 70,478

N_ income0oss) 320,305 _09,44_ _9,13_

Dep_ion _ca_d _ co.ribbed
capi_l 130,640 130.640

Ret_ned earnings _eficit) at

beginning of year 3,132,681 _59,25_ - 173,422

Retained earnings _efi_0 at end of year ' $ 3,583,626 _68_9_ 214,927

See accompan_ng _depende_ aud_ors' repo_
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Schedule V

NEW YORK CITY WATER AND SEWER SYSTEM

Com_ng S_ment of Revenues,Expenses
and Changes in Re_ined Earnings

Year ended June 3_ 1999
(in_ousand_

New York Ci_
New York Ci_ Municip_ Wa_r
Wa_r Boa_ FinanceAuthod_ _iminafions To=l

Operatingrevenues:
W_ supp_ andd_b_ion $ 583,394 - 583,394
Sewercol_ction and_e_me_ 857,204 - 857,204
Oth_ operatingrevenues 40,075 45,828 - 85,903

T_al operatingrevenues 1,480,673 45,828 - 1,526,501

Operatingexpenses:
Operat_n andm_enance 777,652 - - 777,652
Pm_on _r bad deb_ 103,960 - 103,960
Administrationand gene_l 1,891 8,988 10,879

Totaloperatingexpenses 883,503 8,988 892A91

Excessof operatingrevenuesover
operatingexpensesbeam
depm_ation and amo_za_on 597,170 36,840 634_10

Depredation andamo_z_ion 354,353 25,670 380,023

Operatingincome 242,817 11,170 253,987

Nonoperatingrevenue(expense_:
Intere_ expense H76_7_ _76_7_
Inve_me_ income 3,174 78,291 81_65

Net incomeOos_ 3,174 _87,21_ - (141,22_

Depm_n _ca_d _ co.ribbed
cap_al 128,279 - 128279

R_a_ed earnings _eficit) _

begging of year 2,758,411 (2,572,04_ - 186,366

R_a_ed earnings _eficit) _ end _ year $ 2,889,864 _,95_25_ - 173,422

See accompan#ng independe_ aud_ors' repot.
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Schedu_ VI

_W _ _ W_ AND SEWER SYSTEM

_m_ S_me_ _ C_h FI_

Year ended June 3_ 2000
_n _ou_nd_

N_ _ C_
New Yo_ C_ M_I Wa_r
Water Board _e _ To_l

Cash flows_m _e_ a_s:
O_g _me $ 316,366 16,768 _1_
A_ _ m_nd_ _e_ _me _ n_ _

prodded by (used_ o_ a_
D_md_ and amo_ 326,601 20,4_ 347,055

Pm_s_n _r _b_ a_s 89,_2 89,062
Changesm assetsand I_l_e_

(Incmas_ inm_s (119,807) (11_80_

Decrease _ m_ _om _e C_ 22,533 22,533

_n_eas_ _ o_er _,73_ _,73_
In_e in _e _ _e C_ 17,768 17,768
(De_eas_ _cmase _ accou_s payab_ and a_ _ (5_ 5,059 5,000

(De_eas_ in revenuesm_ed in_n_ (12_6_ (12_)
Increaseinm_nds paya_e _ cu_omem 875 875

Increase_ecmas_ inpayab_ _ _e A_hod_ _ _m _e Boa_) 83,433 _43_

Totala_u_men_ 390,174 _891 ) _,283

N_ _sh pm_d_ _ (used in)o_ a_ 7_,_0 _12_ 677,417

Cash _ _m _pRal andm_ted finandnga_es:
Pm_s _om _s_ng bonds,notesandotherb_o_ netof

_an_ _sts 1,515,293 1,515,293

Repaymen_ _ bond_ n_es and o_er bosom.s (1,112,623) _ ,112_2_

In_m_ pa_ on bonds,notesand _ b_o_s H81 ,_ _81_4_

A_u_ and_n_n _ _al a_s _3_07_ _3_07_

N_ _ (us_ _ _p_l and _ fin_d_ a_es _3_07_ _27_ _1_
Cash fl_ _m in_ a_es:

Pm_s _ sa_s and m=ud_es of _ve_men_ 3_25 499,594 503,019

P_ _ _me_s - _33_ _8,3_
I_em_ on _ve_me_s 3,860 70,608 74,468

Net _sh pm_d_ by inve_inga_es 7,285 471_869 _ 1_

N_ _ecmas_ increasein_sh and _sh _u_e_s (25,247) 363_71 338,224
C_h a_ _ _u_a_n_. _g_n_g of year 151,962 393,399 _1

C_h a_ _ _u_a_s, endof year $ 126,715 756,870 883,585

Recondliadon ofC_h _d C_h Eq_v_¢n_ Per S_¢mcm _C_h F_ to _c B_cc Sheet

Unms_c_d R_c_d T_I

Cashand _sh equ_a_s - _nni_ $ 35,8_ 509,507 _1
Net_ecmas_ _cmase _7,12_ _4 338,224

Cashand _sh equ_a_s - end_g $ 8,7_ 874,851 883_585

The _ am _e _n_sh _p_al andml_ed finandnga_s:

• In_ e_ includesthe _ _ _ _pmd_ _s d_um m theamou_ of $7,429

• C_I e_d_ms _ _e amou_ _ $252,911 _d b_n _d b_ n_ _ at June30, 2000

• T_ W_ Boa_ m_ed _ _s_s _ _,_7 in2000 whichmpm_ _ _u_d _ _e C_.

S_ a_om_ _e_ a_ _
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Schedule VII

NEW YORK CITY WATER AND SEWER SYSTEM

Com_ng S_ _ _ F_

Year ended June 30, 1999
_n _ousand_

_w _ C_
_w Yon C_ Mu_p_ Wa_r
Wa_r Boa_ _nance Au_od_ _1

_ _ _m o_ a_v_:
Op_ _me $ 242,817 11,170 253,987

A_ _ m_n_ _e_ in_ _ n_ _
_d _ _d _ _e_ a_:

_pm_ _d amo_on 354,353 25,670 380,023
Prov_n _r bad dens 103,960 103,960

Changesina_s _d _a_e_
_ _ m_s (II_98_ (I13,987)
_n_eas_ _ m_ _m _e C_ _4,30_ (_,_
_a_ _ _h_ 965 965

In_e _ payab__ _e C_ 36,296 36,296

_e (_a_ _ a_un_ payab_anda_ _ I_ _59) _5)
(_a_ _ revenuesm_ed in_n_ _,31_ (7,316)

(_a_ _ m_nds paya_e_ cu_omem (2,000) _0_

In_ m paya_e_ _e A_ (m_ _m _e _a_) 313,412 _13AI_

To_la_ 614,286 _50,74_ 363,546

N_ _sh proddedby(usedin)_e_ a_ 857,103 _39,57_ 617,533

_h fl_ _om _ and _=ed finan_nga_
P_ _ _ng bonds,no_s and o_ _s, netof

i_n_ _ I_,_3 12_,_3
__ _ bonds,_ _ _ _ _31 ,_ _ ,_
In_m_ pa_ on bond_ n=es and _her b_s _,31_ H_,_

_u_ and __ of_p_alasse_ .. _22A71) _2_A71)

N_ _ _ in_ a_ m_ _ a_v_ _) 110,_ _,18_

C_h _ _m i_e_ a_s:
Pm_s from_s and ma_es _ inve_men_ 1,007,812 1,007,812

_a_s _ _s_ _A2_ _,I_2_ _,I0_651)
InUre=on i_en_ 3,218 80,386 83,6_

N_ _ pm_d_ _ _ _ i_e_ng a_s _) 116,_ _6,23_

N_ _a_ in_a_ in_ a_ _ _u_a_s _A25 _0_ _31,88_
Cash and _sh _u_a_n_ _g_n_g ofyear 117,537 659,706 777,243

Cash and _sh equ_a_n_, end _ year $ 151,962 393,399 _5,_I

E_li_ _ C_h _d C_h Eq_v_¢ms P_ S_m_t _ C_h F_ws m _¢ B_ S_

Cash and_sh _u_ -beaning $ 6,572 770,671 777,243

Net_e_a_ in_a_ 29,282 1261,1_ _ ,88_
Cash and _ _u_e_s -end_g $ 35,8_ 509,507 _5_1

_e _ _ _e _n_ _ andm_ _g _

• l_em_ e_nse _ _ _ _ _ __ _ d_ _ _e amou_ _ _0,_7

• Ca_al _ms _ _e amou_ _ $235,143had_ _rmd _t notpa_ atJune30,1999.

• T_ W_er _a_ m_N_ _ _s _ $ 7,_9 inI_9 _ mpm_ _ _ _ _e C_.

See _m_n_ i__ aud_or_ mpo_.
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Sched_e VIH
NEW YORK CITY WATER AND SEWER SYSTEM

Com_ng $ched_e _ Cash Rec_p_ and _sbumemen_
Year ended June 3_ 2000

(in _ousand_

New York Ci_
NewYo_ City Mu_dp_ Wa_r

Water Board F_ance Authod_ _iminaUons To_l
Cash _ceipts:

W_ sup_y and distribution and sewer collection

and t_me_ $ 1,326,802 1,326,802

Other operating _venues 47,458 47,458

Revenues _cewed in advance 42,882 42,882

Inve_me_ income 3,860 70,608 74,468

Sub_dy income 45,736 45,736

Total cash _ceip_ 1,421,002 116,344 1,537,346

Cash d_bumeme_s:

Operation and m_enance 777,025 777_25

Admmi_Oon and general 1,636 8,382 10,018

In_m_ payme_s 481,945 481,945

Amours m_nded to cu_ome_ 15,375 15,375

To_l cash _sbumeme_s 794,036 490,327 1_84,363

Excess (deficit) of cash mce_ ov_ cash

d_bu_eme_s beam finan_ng sources(uses) 62_966 (373,983) 252,983

_nan_ng so_ces (use_:

Proceeds_om bondand n_e sales, n_ of _suance co_s 1,515,293 1,515,293

T_ns_ _om _e Boa_, net 655,639 _5_63_

Inve_me_s 1,552 36,979 38,531

Con_ction paymen_ (721,305) (721,305)

Repayme_ of bondsand notes (1,112,622) (1,112,622)

TransOm _ _e A_hod_, net _5_63_ 655,639

T_al finan_ng sources (uses) _54,08_ 373,984 _8_10_

(Defi_ of cash _ceipts over cash d_bu_emen_ _7,121) 1 - _7,12_

Unmerited cash and cash equ_a_s _ beg_n_g _ year 35,851 3 - 35,854

Unre_d_ed cash and cash equ_a_s _ end _ year $ 8,730 4 - 8,734
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Schedu_ IX

NEW YORK CITY WATER AND SEWER SYSTEM

Com_ng Sched_e of Cash Rec_p_ and _sbumemen_
Year ended June 30, 1999

(in _ou_nd_

New York CiW
New Yo_ CiW MunicipalWater

Wa_r Board FinanceAuthofl_ Elim_aUons To_l

Cash _ceipts:
W_er supp_ and di_b_n and sew_ co]le_ion

and t_me_ $ 1,27_72g 1_7_729

Other operating revenues 40_75 40,075

Revenues _ce_ed in advance 54,386 54,386

Investme_ income 3,218 80,386 83,604

Sub_dy Income 45,828 45,828

To_l cash _cei_s 1,37_ 408 12_214 1,503,622

Cash d_bumeme_

Operation and m=_enance 814,316 - - 814,316

Adm_istration and general 1,727 9,109 - 10,836

In_m_ paymen_ 464,319 - 454,319

Amours m_nded _ cu_ome_ 1_454 14,454

Total cash d_bumeme_s 830,497 473,428 - 1,303,925

Excess (defiot) _ cash receipts over cash

d_bu_eme_s be_ finan_ng so_ces (uses) 54_911 (347,21_ 199,697

Rnandng sources (uses):
Proceeds from bond and no_ sa_ n_ # _suance co_s 1,284,953 1,284,953

TransOm from _e Boa_, n_ 509,060 _09,06_

Inve_me_s _,57_ 170,720 162,150

Con_ction paymen_ (786,175) _86,17_

Repayme_ _ bonds and notes _31,34_ _31,34_

TransOm _ _e A_ho_y, n_ (509,06_ 509,060 -

T_al finandng sources (uses) _1_63_ 347,215 (170,415)

Excess of cash mcei_s over cash d_bumeme_s 29,281 1 29,282

Unmerited cash and cash equ_a_s _ beginning _ year 6,570 2 ... 6,572

Unrestri_ed cash and cash equ_e_s _ end _ year $ 35,851 3 35,854

See accompan_ng _depende_ audffor_ repot.
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APPENDIX E

FORM OF OPINION OF BOND COUNSEL

(Fiscfl 2002 Se_es G Bonds)
O_obcr ,2001

New York Ci_ Mu_c_
Water Finance Authofi_

Ladies and Gem_men:

We have examined a record of procee_ngs _l_ing to He issuance of 21_375_00 agg_gme principal
amount of Wa_r and Sewer Sys_m Bonds, _scal 2002 Series G (Me "2002 Series G Bonds") by He New
York CRy Mu_c_ Water Finance A_hori_ (He "A_horit_'L a body corporme and politic constituting a
public benefit corporat_n of the State of New York (He "Stme"L c_med and existing under and pursuam to
the Consti_tion and statutes of Me State, _du_ng the New York City Mun_ Wa_r Finance Au_ori_ Act,
b_ng Title 2-A of Aa_ 5 of the Public Amhorities Law of He St_e, as amended (wh_h, _g_her with Section
1046 of the Public Au_orities Law of the Stme, is herein _ed to as the "A_").

The 2002 Series G Bonds are issued under and pursuant to the Act and a _solution of He Amhoriff adored
November 14, 1985 emiOed "Wmer and Sewer Sys_m Gener_ Revenue Bond Resolution," as amended and
supp_me_ed the d_e hereof (He "Res_ution"L _ch_ng by a resolution adored Oc_ber 11, 2001 e_d
"Fi_y-fi_h Sup_emental Res_ution Au_orifing the Issuance of $21_375_00 W_er and Sewer Sys_m
Revenue Bonds, _scal 2002 Series G" (Me "_fty_ixth Sup_emem_ Res_ution") authofi_ng the 2002
Series G Bonds. Canalized terms used he_in and not o_erwise defined have the respective meanings _ven to
them in the Resolut_n.

Pursuant to He Act, the New York Ci_ Wmer Bo_d _he "Board"), a public benefit corporation of He
State, c_ed and exi_ing under the laws of He State, and The Ci_ of New York (He "Ciw"), a mun_
corpo_tion of the State, have ended in_ a lease ag_cmen_ dined as of July 1, 1985, as amended (He
"Lease"), whe_by the Board has _ased He New York Ciff Water and Sewer Sys_m _om He Ci_ for a term
ending on He date on which HI bonds, notes or _her o_ations of the Au_ofiff have been paid in full or

provision for such paymem shall havc been made in accordance wi_ He _rumems under which Hey were
issued. Pu_uam to He Act, the Au_oriff, He Board and He Ciff have ended in_ a financing ag_cmem, dined
as of July 1, 1985, as amended (He "Finan_ng Ag_eme_"L miming m, among o_er things, the financing of
Water Pr_ec_.

The 2002 Series G Bonds are paa of an issue of bonds of He Au_oriff (He "Bondg') which He Au_oriff
has c_med under He terms of He Resolution and is au_ofized to issue _om time to time _r Me purposes
au_orized by the Act and He Restrain, as Hen in effect, and wi_om hm_ation as to amount except as

prov_ed in He Res_ufion or as may be limi_d by law. Thc 2002 Series G Bonds are being issued for the
purposes of He Resolution.

The Au_oriff is amhorized to issue Bonds, in addition to the 2002 Series G Bonds, only upon the terms
and cond_ons set tb_h in the Resolution, and such Bonds, when issued, sh_l, wi_ He 2002 Series G Bonds

and wi_ all other such Bonds _c_fo_ issued, be entitled to the equal benefiL protection and securiff of the

pro_fions, covenan_ and ag_emen_ of the Rcs_n.

The 2002 Series G Bonds are dated the dine he,of and mmu_ on June 15 of the years and in He _specfive
princip_ amoums and bear ime_ at the _spe_ive rates per annum, as set fo_h below:

P_n_p_ l_e_
Year Amou_ Rate

2032 $1 I_375_00 5.125%
2034 100_00,000 5.000

Interest on the 2002 Series G Bonds is payable on December 15, 2001 and _miannually Hereafter on
June 15 and December 15 in each yea_
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The 2002 Series G Bonds we su_e_ to _dem_ion in the manner and upon the mrms and conditions set

_h in the Re_lut_n. The 2002 Series G Bonds are issua_e in me _rm of _lly m_s_md Bonds in
denominations cf $5_00 _ in_gral m_ti_ _eofl

We are of the opinion _at:

I. The Au_ority is a body corporme and pol_ic constituting a public benefit corporation of the Stme, duly
cremed and existing under the laws of the S_ with the right and lawful authority and power to enter into the
Finandng AgreemenL to adopt lhe Res_ufion and the Hfly-fix_ Sup_emem_ Resolution and to issue the 2002
Series G Bonds.

2. The Resolution and the Fi_y-sixth Supp_mental Resolution have been duly and lawfully adop_d by the
Authority, are in fu_ force and ef_ and are me _g_, v_ and binding ag_emen_ of me Authofi_ enforceab_
in accordance with their terms. The Resolution and the Fi_y-fixth Sup_emem_ Resolution create the valid,
binding and perfected p_dges they purpo_ to cre_e of the Revenues and any moneys or securities on depos_ in
the Funds and Accounts cremed thereby, su_e_ only to the provisions of the Res_ufion, the Fi_y-fixth

Sup_ement_ Resolution and the Finandng Agreeme_ permitt_g the ap_ation thereof for cr to the purposes
and on the terms and con_fions permitted thereby, _du_ng the ma_ng of any requi_d paymen_ to the Uni_d
St_es with respect to arbitrage earnings.

3. The 2002 Series G Bonds have been duly and vM_ly au_orized and issued. The 2002 Series G Bonds
are valid and bin_ng speci_ obligations of the Au_ority payable as _rovided in me Res_ution, are enfo_eaNe
in accordance with _eir _rms and me _rms of the Resolution and are entitled, together with all other Bonds
issued under the Resolution to the benefits of the Res_ufion and the Act.

4. The 2002 Series G Bonds are payable so_ly from the Revenues and other amounts _edged to such
payment under the Resolution. The 2002 Series G Bonds are not a debt of the Stme, the Ci_ or the Board and
neither the State, the City, the Board nor any other po_fic_ sub_fion of the Stme is liable the_on.

5. The Lease and the Finandng Ag_ement have been duly authorized, executed and defivered by the

respective parties _ereto and constim_ v_id and _n_ng obligations of such parties, enfo_ea_e in accordance
with _eir terms.

6. The Revenues derived from the operation of the Sy_em are the prope_y of the Board. The Finandng
Agreement validly uans_ the right, title and in_ of me Board in the Revenues to the Amhority to the ex_nt
and as provided in _he Finandng Agreement, su_eo only to the pro_s_ns _f the Act, the Finandng Agreement
and the Resolution permitting the ap_ation thereof for or to the purposes, and on the _rms and con_fion_
therein set fo_h.

7. By viaue of the Act, the Authority has a valid, binding and perfected _utory lien upon the Revenues
to be paid by the Board to the Authority pu_uant to the Finan_ng Agreement and such lien contours a fi_t
priori_ securi_ interest therdn.

8. The Inmrn_ Revenue Code of 1986 _he "Code") imposes cea_n requiremen_ which must be met
subsequent to the issuance and ddNery of the 2002 Series G Bonds for in_re_ thereon to be and rem_n
excluded from gross income for _derM income tax purposes. Noncom_iancc with such rcqui_men_ could
cause the in_ on the 2002 Series G Bonds to be included in gross income for _der_ income _x purposes
_goacfive to the dine of issue of the 2002 Series G Bonds. Pu_uam to the Fi_y-fimh Sup_emenml Res_ution,
the Authority has covenanted to m_nt_n me exdufion from gross income of me in_re_ on the Bonds pu_uant
to Section 103 of the Code, in fu_herance thereoL to comfy with the Tax Ceaificme as to Ar_uage and the
Pro_fions of Sections 103 and 141-150 of the Code, with respect to the 2002 Series G Bonds for feder_ income
tax purposes and thin it sh_l provide for any req_red rebme to the Uni_d St_es.
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9. Under exi_ing law and assuming com_hnce with the a_mentioned tax covenants, im_t on the 2002
Series G Bonds is excluded from gross income _r _der_ income tax purpos_ under Section 103 of the Code.
We are _so of the o_n_n thin such ime_ on the 2002 Series G Bonds is not _emed as a p_nce i_m in

c_culating the _mmive minimum tax imposed under the Code w_h _spe_ to _du_s and corporations.
In.rest on the 2002 Series G Bonds is, howeve_ included in the adjusted cu_em earnings of ce_n corporm_ns
_r purposes of computing the _m_e mi_mum mx on such corporm_ns.

Interest on the 2002 Series G Bonds is exempt, under existing law, from personal income tax of the Stale of
New York and _s poetical subdivision_ including The City of New York.

The difference between the prindp_ amount of the 2002 Series G Bonds (the "Discount Bonds") and the

initi_ offering price to the public (excluding bond house_ brokers or similar pe_ons or organizations acting in
the capacity of underwriters or wholes_er_ _ which price a subsmnfi_ amount of Discount Bonds of the same

maturity was sold constitutes origin_ issue discount wh_h is excluded from gross income for feder_ income
tax purposes to the same extent as in_re_ on the 2002 Series G Bonds. FunheL the original issue discount
accrues actuari_ly on a con_ant interest rate basis over the _rm of the Discount Bond and the basis of such
Discount Bond acquired _t the inifi_ offering price by i_ inifi_ purchaser will be increased by the amount of

the accrued origin_ issue discounL The accru_ of ofigin_ issue discount may be taken into account as an
increase in the amount of tax-exempt income for purposes of determi_ng various other tax consequences of
owing Discount Bond_ even though there will not be a co_esponding cash payment.

Except as _ated in the preceding paragraphs, we express no opinion as to any other feder_ or state tax
consequences of the owne_hip or disposition of the 2002 Series G Bonds. Furthermore, we express no opinion
as to any federM, stme or locM tax law consequences w_h respect to the 2002 Series G Bonds, or the intere_
thereon, if any action is taken with respect to the 2002 Series G Bonds or the proceeds thereof upon the adv_e
or approval of other counsd.

We have examined an execu_d 2002 Series G Bond, and, in our opinion, the form of s_d bond and its
execution are _gular and prope_ HoweveL we have not verified and express no opinion as to the accuracy o_
any "CUSIP" _enfification number w_ch may be printed on any of the 2002 Series G Bonds.

The above opinions _e qu_ified to the ex_nt thin the en_eaNli_ of righ_ and _me_es may be limi_d
by bankru_cy, insolvency, or _h_ laws affecting c_' righ_ and the unav_la_ of eq_taNe _med_

In rendering the opinions set fo_h in paragraphs 5 and 6 above, we wish to advise you th_ we have, with
your consenC _lied upon the o_n_n of the Corporation Counsd of The Ci_ of New York d_ed the da_ hereof
and addressed to you as to the v_idity, _n_ng effe_ and enforceabi_ of the Finandng Agreement and the
Lease with respe_ to the Board and the C_y. In rendering the priority of lien opinion set fo_h in paragraph 7
above, we have (i) relied upon a ce_ific_n by the Board thin it has not made or granted a pledge of or securi_
in_re_ in the Revenues to any pe_on other than the Authofi_ and th_ it has not taken any action which could
_sult in the impo_tion by operation of law of any l_n, charge or encumbrance upon the Revenues, and (ii)
assume& without making any independent mvestig_n, th_ (1) no lien, charge or encumbrance upon the
Revenues has been imposed or exists by operation of law that is prior to the lien in favor of the Authori_ and
(2) no fa_s or dmum_ances have occu_ed or exi_ which could result in the impo_t_n by operation of law of
any lien, charge or encumbrance upon the Revenues thin is prior to the lien in favor of the A_hority.

Very truly yours,
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BOOK-ENTRY-ONLY FORM

The Depository Trust Company ("DTC") will a_ as securities depository for the Fiscal 2002 G Bonds.
The Fisc_ 2002 G Bonds will be issued as fully-regi_e_d securit_s re_s_red in the name of Cede & Co.
(DTC's partne_p nominee. One ful_-m_ered bond ce_ific_e will be issued for each m_uri_ of _e Fiscal
2002 G Bonds, each in the aggreg_e princ_ amount of such m_uri_, and will be deposi_d with DTC. I_
howeve_ the aggreg_e prin_p_ amount of any m_ufity exceeds $200 miH_ one ce_ific_e will be issued
with respect to each $200 million of principal amoum and an ad_tion_ ce_ific_e will be issued with respe_ to
any rem_ning princip_ amount of such m_uri_.

DTC is a limi_d-purpose tru_ company organized under the New York Ban_ng Law, a "banking
organ_ion" within the meaning of the New York Ban_ng Law, a member of the Feder_ Reserve sys_m, a
"clearing corporation" w_hin the meaning of the New York Uniform Commer_al Code, and a "_earing
agency" regis_d pu_uant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds
securities _at its Pa_i_pan_ deposit with DTC. DTC also _litates _e se_lement among Partic_ants cf

securities gansa_ions, such as gans_ and pledges, in deposed securities through electronic computerized
book-emry changes in Direct Participant¢ accoum_ thereby _iminating the need for phyfic_ movement of
securities ce_ific_es. Dire_ Pa_i_pan_ include securities broke_ and de_e_, banks, trust compan_ clearing

corporations, and ce_n other orga_zmions ("Dke_ Pa_idpants"L DTC is owned by a number of i_ Direct
Pa_ipan_ and by the New York Stock Exchange, Inc., the American Stock Exchang_ Inc., and the Nation_
A_o_afion of Securit_s De_e_, Inc. Access to the DTC sy_em is _so av_hb_ to others such as securit_s
broke_ and de_e_, banks, and trust compan_s thin cle_ through or m_nt_n a custo_ relationship with a
Dke_ Pa_ipanL either directly or indi_ ("In_re_ Pa_icipants"). The Rules applicable to DTC and its
Part_an_ are on file with the Securit_s and Exchange Comm_s_m

Purchases of Fiscal 2002 G Bonds under the DTC sy_em must be made by or through Dim_ Part_ipant_
which will receive a credit for _e Fisc_ 2002 G Bonds on DTC's records. The owne_p intem_ of e_ch acm_

purchaser of each Fiscal 2002 G Bond ("Benefid_ Owner") is in turn to be _corded on the Di_ and Indirect
Participant' records. Benefid_ Owners will not receive wri_en confirmation from DTC of thor pumhase, but
Benefi_ Owners are expec_d to receive writ_n confirmations pro_ng d_ls of the gansa_n, as well as
periodic _mements of their h_ng_ from the Di_ or Indirect Participant through which the Benefi_ Owner
enmred imo the uansacfion. Translb_ of owne_hip in,reds in the Fisc_ 2002 G Bonds _re lo be accom_hed

by entries made on the books of parti_pants a_ing on beh_f of Beneficial Owners. Benefici_ Owne_ will not
receive ce_ific_es representing their owne_p in_re_s in Fisc_ 2002 G Bonds, except in the event th_ use of
the book-entry sys_m for the _sc_ 2002 G Bonds is discontinued.

To facH_e subsequent gansfe_, all Fisc_ 2002 G Bonds depofi_d by Dire_ Participants with DTC are
regi_e_d in the name of DTC's partne_p nomine_ Cede & Co. The deposit of any se_es of bonds with DTC
and their _sg_n in the name of Cede & Co. effect no change in benefi_ owners_ DTC has no
know_dge of the actual Benefid_ Owne_ of any Fisc_ 2002 G Bonds; DTC's records retied only the identity
of the Direct Panic,ants to whose accounts such bonds are crewed, which may or may not be the Benefi_
Owne_. The Panidpants will remain responsible for keeping account of their holdings on beh_f of their
cuMomers.

Conveyance of noises and other commun_ations by DTC to D_e_ Participants, by Di_ct Pa_ipants to
Indirect Pa_ic_am_ and by Di_ Pa_ipants and In_ Pa_ipan_ to Benefi_ Owners will be governed
by a_angemen_ among them, su_e_ to any _utory or _g_ory req_rements as may be in effe_ from time
to time.

_ Redemption not_es shall be sent to Cede & Co. If less than HI of the Fisc_ 2002 G Bonds w_n a m_ufi_
are being _deeme& DTC's practice is to de_rmine by lot the amount of the intere_ of each Direct Part_ipant
in such mmuri_ to be redeemed.
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NeiHer DTC nor Cede & Co. will consent or vo_ will respect to FiscM 2002 G Bonds. Under its usual

procedu_ DTC mails an Omnibus Proxy to the Amhori_ as soon as possible after He _cord dine. The
Omnibus Proxy assigns Cede & Co.'s consenting or voting rights to Hose Di_ Pa_idpams to whose accounts
the Bonds are credi_d on the _cord da_ 0demified in a listing attached to the Omnibus Proxy).

Princ_M, p_mium, if any, and in_ paymems on He Fiscal 2002 G Bonds, will be made to DTC. DTC's
practice is to c_dit Di_ct Paa_ipan_' accounts on a payment dine in accordance will Heir _spective holdings
shown on DTC's records unless DTC has reason to believe th_ it will not receive paymem on a paymem date.
Paymen_ by Pa_idpams to Beneficial Owners will be governed by standing instructions and customary
practices, as is _e case with securities held for the accounts of cu_omers in bea_r form or _stered in "street
name," and will be the _spon_Mli_ of such Paai_pant and not of DTC, the Trus_ or the Amhori_, su_ect
to any statumry or _gulmory _qui_mems as may be in efI_ from time to time. Paymem of princ_M, premium,
if any, and inte_st m DTC is He _sponsiMfi_ of _e AuHori_ or the Trus_e, _sbu_emem of such paymems

to Di_ Participams shMl be He responsibility of DTC, and disbu_emem of such paymems to the Benefi_M
Owne_ shMI be the responsiMlity of D_ect and Indkect Pa_ipan_.

DTC may discontinue pro_ng its services as securities depository wi_ _spe_ to the FiscM 2002 G Bonds
_ any time by giving reasonable notice to the Amhofi_ or the Tru_ee. Under such c_cum_ances, in the event
thin a successor securities depository is not o_Mne& bond cenificmes a_ _q_d to be prin_d and d_ive_&

The Authofiff may decide to _scominue use of the sy_em of book_ntry _ansfe_ through DTC (or a
successor securities deposi_ryL In that evenL bond ceaificmes will be prin_d and deliver&

Accord_g to DTC, the forego_g information with _spe_ to DTC has been provided to the lndu_ry for
MformationM purposes only and is not in_nded to serve as a _presemation, warramy, or contract modification
of any _nd.

UnMss _herwise n_ed, ceaMn of the inlbrmmion comMned in the preceding paragraphs of this subsection
"Book-Entry-OMy Sys_m" has been ex_ac_d from informmMn given by DTC. Nei_er He Amhori_, the
Tru_ee nor the Underwriters makes any _presemation as to the com_eness or the accuracy of such
_formation or as to _e absence of ma_riM adverse changes in such informm_n subsequent to the da_ he_.

NEITHER THE AUTHORITY NOR THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR

OBLIGATION TO SUCH DTC PARTICIPANTS, INDIRECT PARTICIPANTS, OR THE PERSONS FOR
WHOM THEY ACT AS NOMINEES WITH RESPECT TO THE PAYMENTS TO OR THE PROVIDING OF

NOTICE FOR SUCH DTC PARTICIPANTS, INDIRECT PARTICIPANTS, OR THE BENEFICIAL
OWNERS.
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SjSE BCIIII'E® MIUNsNICIPAuLRAN( ,El

ISSUERB:ONDS: _t_t_:l

/ ' I

_NANCIAL SECURITY ASSURAI_E I_C. :_ )r
he.by UNCOND_IONALLY AND IRREVO/;ABLY_gr e_ ) I • _a_n!

age_ _he "Paying Agent) (as s_ fo_h in,the docLf_rn_i!i _n ;_l_n. i

• e Bonds) for _e Bonds, for theb_ _fthe Owr_n ' t ! r_cfl| _ 1
each Owne_ su_e_ on_ tot_te _f this Pol_ _, t_:
podion of the principal of __e_il_e_ _th_ Bon_s s_all _ _ I
unpaid by reason of N¢ _p_ ne_ by _ e_ / 1

On the later ( t _eday on h, pchlj_finci, al a _d
BusinessDay n_ s [ _y oh whi, ) Fi =al I_ice (:
Nonpayment._ )u=;e to orf' "o th_ b _er of a B, n_ th_ fac _
amou_ of Inc! ,_ of _ B( nd th_ _ _en _
_ Non bythe s _c_ _ ,nat :_ _a_o_
[o [_ 1 ht o recede _ayr Due for
P_v_ ! e _mpd_e _t_ m _e Owners
_ams _ o[ _n _ tl _ _emupon ve_ in

cur=v._ _ _ wil_ _en _d Bu_ness Day ff _ is
rece_ ,r t_ 1:_0 c _ on s|ch _n_ _ it _ll be deemed receNed
....... 3u_ne|s [ If any .NOr_ _ _ c_ d Secufi_ _ _com_ _

_stlal_ bv _n_ I _ _oses_ the p_ce_ng sen_nce
a=a I _S_c_v =,h ad _e _e ' _ee _tor Owne_ as appmpd_e, who
rrlavl an _i_rnenq pa _n._r_t. )n _ me_ in rasped _ a Bond, Financial
b_cu II becom_ h, _o rd_,any_ Jde Jpon to the Bond or dght to receipt d
oaV_ )dn, iDal_ o_ _Bond an_ dl _ _ fully subrogated to the dghts of the Owner, .
inclu_ Ov ners_ |_ _ents un_ ._ >nd,to the e_ent of any payment by Financial

Secu _un,;er..-_'=_1 _1 Securi_ _e Tru_ee or Pa_ng Agent for the bene_ of the

Owners I, toth_e_.r | / ]_geth?bligationofFinancialSecud_underthisPolicy.
ept o the, x_nt express_ ,o_'by an endo_ement hereto, the following terms shall have
s Sl ecffiec f_ all pu_os_s of this Polly. "Business Day" means any day other than (a) a

,._¢[u_ Sur _ay or (1_a day on Jlvhichbanking institutions in the State of New York or the Insure¢s

PISCl__amnear arr(sd_aenteolnesh_a_arUth°_ii___i__!i__e!i
sm_l re¢_mption), acce_ration or _her advanceme_ of m_u_y unless _nan_ Secud_ shall
e_ _le discret_n, to pay such principal due upon such acceptation _g_h_ with any accrued
_me_ e • _ _ acce_ration and (b) when refemng_ i_em_ on a Bond, payable onthe _ed d_e

pmv=( _c_iie_ to theTruCe"eN°npayment"o_meansif'_emi_s_SpenCtoTm_ee°f,at_°ndt'hePayintghe _ilUArege_fo_h;ayme__suer t_ fulhlaVer
;ipal and i_em= that _ Due _r Payme_ on such Bond. "Nonpayment" shall _so include, in
of a Bon& any payme_ _ pdn_p_ or _m_ _ is Due _r Payme_ made to an Owner by or on

f _ the Issuer which has been recovered from such Owner pumua_ to the.
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• ,,i i By
A_hodzed Officer

____.A?__ldi_s Ltd. _12) 826-0100
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