ORDINANCE NO. 2007-12

AN ORDINANCE BY THE CITY COUNCIL OF THE CITY OF
VICTORIA, TEXAS AUTHORIZING THE ISSUANCE, SALE AND
DELIVERY OF "CITY OF VICTORIA, TEXAS UTILITY SYSTEM
REVENUE AND REFUNDING BONDS, SERIES 2007"; APPROVING
AND AUTHORIZING AN OFFICIAL STATEMENT AND THE
DISTRIBUTION THEREOF; A PURCHASE CONTRACT, AN
ESCROW AGREEMENT, AND A PAYING AGENT/REGISTRAR
AGREEMENT; APPROVING AND AUTHORIZING ALL OTHER
INSTRUMENTS AND PROCEDURES RELATED THERETO; AND
PROVIDING FOR AN IMMEDIATE EFFECTIVE DATE



CITY OF VICTORIA, TEXAS
(A municipal corporation of the State of Texas
located in Victoria County)

$18,360,000
Utility System Revenue and Refunding Bonds
Series 2007

BOND PURCHASE AGREEMENT

July 17, 2007

Honorable Mayor and City Council
City of Victoria, Texas

105 West Juan Linn

Victoria, Texas 77902

Ladies and Gentlemen:

The undersigned, First Southwest Company (“Representative”), acting on its own
behalf and on behalf of the other underwriters listed on Schedule [ hereto (collectively,
the “Underwriters™), and not acting as a fiduciary or agent for you, offers to enter into the
following agreement (this “Agreement”) with the City of Victoria, Texas (the “Issuer”),
which, upon the Issuer’s written acceptance of this offer, will be binding upon the Issuer
and upon the Underwriters. This offer is made subject to the Issuer’s written acceptance
hereof on or before 10:00 p.m., Victoria, Texas time, on July 17, 2007, and, if not so
accepted, will be subject to withdrawal by the Underwriters upon written notice delivered
to the Issuer at any time prior to the acceptance hereof by the Issuer. Terms not
otherwise defined in this Agreement shall have the same meanings set forth in the
Ordinance (as defined herein) or in the Official Statement (as defined herein).

1. Purchase and Sale of the Bonds. Subject to the terms and conditions and
in reliance upon the representations, warranties and agreements set forth herein, the
Underwriters hereby, jointly and severally, agree to purchase from the Issuer, and the
Issuer hereby agrees to sell and deliver to the Underwriters, all, but not less than all, of
the Issuer’s $18,360.000 Utility System Revenue and Refunding Bonds, Series 2007 (the
“Bonds ™). Inasmuch as this purchase and sale represents a negotiated transaction, the
Issuer understands, and hereby confirms, that the Underwriters are not acting as
fiduciaries of the [ssuer, but rather are acting solely in their capacity as underwriters for
their own accounts. The Representative has been duly authorized by the Underwriters to
execute this Agreement and to act hereunder.

The principal amount of the Bonds to be issued, the dated date therefor, the
maturities and redemption provisions and interest rates per annum are set forth in
Schedule Il hereto. The Bonds shall be as described in, and shall be issued and secured

HOU:2709455.2



under and pursuant to the provisions of the bond ordinance adopted by the Issuer on July
17,2007 (the "Ordinance ).

The purchase price for the Bonds shall be $18,668.226.75 (representing the par
amount of the Bonds, plus a net original issue premium of $426,097.95 and less an
underwriting discount of $117,871.20), plus accrued interest on the Bonds calculated on
the basis of a 360-day year of twelve 30-day months from the dated date of the Bonds to
the date of the Closing (as hereinafter defined).

Delivered to the Issuer herewith is the Representative’s good-faith corporate
check payable to the order of the Issuer in the amount of $255,550.00 (the “Check”). In
the event the Issuer does not accept this offer, the Check shall be promptly returned
uncashed to the Representative. Upon the Issuer’s acceptance and countersignature of
this offer, the Check (i) shall not be cashed or negotiated but shall be held and retained in
safekeeping by the Issuer as security for the performance by the Underwriters of their
obligation, subject to the terms and conditions herein set forth, to purchase and accept
delivery of the Bonds at the Closing, and (ii) shall be applied and disposed of by the
Issuer solely as provided in this Agreement. In the event of the Underwriters’
compliance with such obligation to purchase and accept delivery of the Bonds as herein
provided, the Check shall be returned to the Representative at the Closing. In the event
of the failure by the Issuer to deliver the Bonds at the Closing, or if the Issuer shall be
unable to satisfy the conditions to the obligation of the Underwriters contained in this
Agreement, or if the obligation of the Underwriters shall be terminated for any reason
permitted by this Agreement, the Check shall be returned promptly to the Representative.
In the event that the Underwriters fail (other than for a reason permitted hereunder) to
purchase and accept delivery of the Bonds as herein provided, the Issuer shall become
entitled to cash or negotiate the Check, and the proceeds thereof shall be retained by the
Issuer as and for fully liquidated damages for such failure and for any and all defaults on
the part of the Underwriters and such proceeds shall constitute a full release and
discharge of all claims and damages for such failure and for any and all such defaults.
The Underwriters and the Issuer understand that in such event the Issuer’s actual
damages may be greater or may be less than such amount. Accordingly, the Underwriters
hereby waive any right to claim that the Issuer's actual damages are less than such
amount, and the Issuer’s acceptance of this offer shall constitute a waiver of any right the
Issuer may have to additional damages from the Underwriters.

2. Public Offering. The Underwriters agree to make a bona fide public
offering of all of the Bonds at prices not to exceed the public offering prices set forth on
the inside front cover page of the Official Statement and, subsequently, may change such
offering prices without any requirement of prior notice. On or before Closing, the
Underwriter shall execute a certificate prepared by Bond Counsel verifying the initial
offering prices to the public at which a substantial amount of each stated maturity of the
Bonds was sold to the public. The Underwriters may offer and sell Bonds to certain
dealers (including dealers depositing Bonds into investment trusts) and others at prices
lower than the public offering prices stated on the inside front cover page of the Official
Statement.
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3. The Official Statement.

(a) The Issuer previously has delivered copies of the Preliminary
Official Statement dated July 12, 2007 (the “Preliminary Olfficial Statement”), to
the Underwriters. The Issuer will prepare a final Official Statement relating to the
Bonds, which will be (i) dated the date of this Agreement, (ii) complete within the
meaning of the United States Securities and Exchange Commission’s Rule 15c2-
12, as amended (the “Rule™), and (iii) substantially in the form of the most recent
version of the Preliminary Official Statement provided to the Underwriters before
the execution hereof. Such final Official Statement, including the cover page
thereto, all exhibits, appendices, maps, charts, pictures, diagrams, reports, and
statements included or incorporated therein or attached thereto, and all
amendments and supplements thereto that may be authorized for use with respect
to the Bonds, is herein referred to as the “Official Statement.” Until the Official
Statement has been prepared and is available for distribution, the Issuer shall
provide to the Underwriters sufficient quantities of the Preliminary Official
Statement as the Representative reasonably deems necessary to satisfy the
obligation of the Underwriters under the Rule with respect to distribution to each
potential customer, upon request, of a copy of the Preliminary Official Statement.

(b) The Preliminary Official Statement has been prepared for use by
the Underwriters in connection with the public offering, sale and distribution of
the Bonds. The Issuer hereby represents and warrants that the Preliminary Official
Statement has been deemed final by the Issuer as of its date, except for the
omission of such information which is dependent upon the final pricing of the
Bonds for completion, all as permitted to be excluded by Section (b)(1) of the
Rule.

(c) The Issuer hereby authorizes the Official Statement and the
information therein contained to be used by the Underwriters in connection with
the public offering and the sale of the Bonds. The Issuer consents to the use by
the Underwriters prior to the date hereof of the Preliminary Official Statement in
connection with the public offering of the Bonds. The Issuer shall provide, or
cause to be provided, to the Underwriters as soon as practicable after the date of
the Issuer’s acceptance of this Agreement (but, in any event, not later than within
seven (7) business days after the Issuer’s acceptance of this Agreement) copies of
the Official Statement which is complete as of the date of its delivery to the
Underwriters in such quantity as the Underwriters shall request in order for the
Underwriters to comply with Section (b)(4) of the Rule and the rules of the
Municipal Securities Rulemaking Board.

(d) If, after the date of this Agreement to and including the date the
Underwriters are no longer required to provide an Official Statement to potential
customers who request the same pursuant to the Rule (the earlier of (i) ninety (90)
days from the “end of the underwriting period” (as defined in the Rule) and
(ii) the time when the Official Statement is available to any person from a
nationally recognized municipal securities information repository, but in no case



hereby
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less than twenty-five (25) days after the “end of the underwriting period” for the
Bonds), the Issuer becomes aware of any fact or event which might or would
cause the Official Statement, as then supplemented or amended, to contain any
untrue statement of a material fact or to omit to state a material fact required to be
stated therein or necessary to make the statements therein not misleading, or if it
is necessary to amend or supplement the Official Statement to comply with law,
the Issuer will notify the Representative (and for the purposes of this clause
provide the Representative with such information as it may from time to time
request), and if, in the reasonable judgment of the Representative, such fact or
event requires preparation and publication of a supplement or amendment to the
Official Statement, the Issuer will forthwith prepare and furnish, at the Issuer’s
own expense (in a form and manner approved by the Representative), a
reasonable number of copies of either an amendment or a supplement to the
Official Statement so that the statements in the Official Statement as so amended
and supplemented will not contain any untrue statement of a material fact or omit
to state a material fact required to be stated therein or necessary to make the
statements therein not misleading or so that the Official Statement will comply
with law. If such notification shall be subsequent to the Closing, the Issuer shall
furnish such legal opinions, certificates, instruments and other documents as the
Representative may deem necessary to evidence the truth and accuracy of such
supplement or amendment to the Official Statement.

(e) The Underwriters hereby agree to file the Official Statement with a
nationally recognized municipal securities information repository. Unless
otherwise notified in writing by the Representative, the Issuer can assume that the
“end of the underwriting period” for purposes of the Rule is the date of the
Closing.

4. Representations, Warranties, and Covenants of the Issuer. The Issuer

represents and warrants to and covenants with the Underwriters that:

(a) The Issuer is a home rule city operating under the laws of the State
of Texas (the “State”), duly created, validly existing, and acting under the
provisions of the Constitution and the laws of the State (including the Issuer’s
home rule charter); and the Issuer has full legal right, power and authority
pursuant to the Constitution and the laws of the State, including particularly
Chapters 1207 and 1502, Texas Government Code, as amended (the “Acts™), and
its home rule charter, and at the date of the Closing will have full legal right,
power and authority (i) to enter into, execute and deliver this Agreement, the
Ordinance, the Continuing Disclosure Undertaking (as defined in Section 6(i)(3)
hereof) and all documents required hereunder and thereunder to be executed and
delivered by the Issuer (this Agreement, the Ordinance and the Continuing
Disclosure Undertaking are hereinafter referred to as the “Isswer Documents”),
(ii) to sell, issue and deliver the Bonds to the Underwriters as provided herein,
(iii) to own and operate the Issuer’s combined waterworks and sewer system (the
“System"’) and (iv) to carry out and consummate the transactions described in the
Issuer Documents and the Official Statement; and the Issuer has complied, and
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will at the Closing be in compliance in all respects with the terms of its home rule
charter, applicable State law (including the Acts) and the Issuer Documents as
they pertain to such transactions;

(b) By all necessary official action of the Issuer prior to or
concurrently with the acceptance hereof, the Issuer has duly authorized all
necessary action to be taken by it for (i) the adoption of the Ordinance and the
issuance and sale of the Bonds, (ii) the approval, execution and delivery of, and
the performance by the Issuer of the obligations on its part, contained in the
Bonds and the Issuer Documents and (iii) the consummation by it of all other
transactions described in the Official Statement and the Issuer Documents and any
and all such other agreements and documents as may be required to be executed,
delivered and/or received by the Issuer in order to carry out, give effect to, and
consummate the transactions described herein and in the Official Statement;

(c) The Issuer Documents constitute legal, valid and binding
obligations of the Issuer enforceable in accordance with their respective terms,
subject to bankruptcy, insolvency, reorganization, moratorium and other similar
laws and principles of equity relating to or affecting the enforcement of creditors’
rights or by general principles of equity which permit the exercise of judicial
discretion; the Bonds, when issued, delivered and paid for, in accordance with the
Ordinance and this Agreement, will constitute legal, valid and binding limited
obligations of the Issuer payable from and secured by a lien on and pledge of the
Net Revenues of the System (as described in the Official Statement), entitled to
the benefits of the Ordinance and enforceable in accordance with their terms,
subject to bankruptcy, insolvency, reorganization, moratorium and other similar
laws and principles of equity relating to or affecting the enforcement of creditors’
rights; and upon the issuance, authentication and delivery of the Bonds as
aforesaid, the Ordinance will provide, for the benefit of the holders, from time to
time, of the Bonds, the legally valid and binding pledge of and lien it purports to
create as set forth in the Ordinance;

(d) The Issuer is not in breach of or default in any material respect
under any applicable constitutional provision, law or administrative regulation of
the State or the United States or any applicable judgment or decree or any loan
agreement, indenture, bond, note, resolution, agreement or other instrument to
which the Issuer is a party or to which the Issuer is (or any of its property or assets
are) otherwise subject; and no event has occurred and is continuing which
constitutes or with the passage of time or the giving of notice, or both, would
constitute a default or event of default by the Issuer under any of the foregoing;
and the execution and delivery of the Bonds, the Issuer Documents and the
adoption of the Ordinance and compliance with the provisions on the Issuer’s part
contained therein, will not conflict with or constitute a breach of or default under
any constitutional provision, law or administrative regulation, judgment, decree,
loan agreement, indenture, bond, note, resolution, agreement or other instrument
to which the Issuer is a party or to which the Issuer is or to which any of its
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property or assets are otherwise subject, or under the terms of any such law,
regulation or instrument, except as provided by the Bonds and the Ordinance;

(e) All authorizations, approvals, licenses, permits, consents and
orders of any governmental authority, legislative body, board, agency or
commission having jurisdiction of the matters which are required for the due
authorization of, which would constitute a condition precedent to, or the absence
of which would materially adversely affect the due performance by the Issuer of
its obligations under the Issuer Documents and the Bonds have been duly
obtained or will be obtained prior to the Closing, except for such approvals,
consents and orders as may be required under the Blue Sky or securities laws of
any jurisdiction in connection with the offering and sale of the Bonds;

H The Bonds and the Ordinance conform to the descriptions thereof
contained in the Official Statement under the captions “THE BONDS”; the
proceeds of the sale of the Bonds will be applied generally as described in the
Official Statement under the captions “THE BONDS - Authorization and
Purpose™ and “THE BONDS - Sources and Uses of Funds”; and the Continuing
Disclosure Undertaking conforms to the description thereof contained in the
Official Statement under the caption “CONTINUING DISCLOSURE OF
INFORMATION”;

(g) Except as otherwise provided in the Official Statement under the
caption “CONTINUING DISCLOSURE OF INFORMATION — Compliance with
Prior Undertakings”, during the last five (5) years the Issuer has complied in all
material respects with its previous Continuing Disclosure Undertakings made by
it in accordance with the Rule;

(h)  There is no litigation, action, suit, proceeding, inquiry or
investigation, at law or in equity, before or by any court, government agency,
public board or body, pending or, to the best knowledge of the Issuer, threatened
against the Issuer, affecting the corporate existence of the Issuer or the titles of its
officers to their respective offices, or affecting or seeking to prohibit, restrain or
enjoin the sale, issuance or delivery of the Bonds or the pledge or collection of
Net Revenues pledged to the payment of the principal of and interest on the
Bonds pursuant to the Ordinance or in any way contesting or affecting the validity
or enforceability of the Bonds or the Issuer Documents or contesting the exclusion
from gross income of interest on the Bonds for federal income tax purposes, or
contesting in any way the completeness or accuracy of the Preliminary Official
Statement or the Official Statement or any supplement or amendment thereto, or
contesting the powers of the Issuer or any authority for the issuance of the Bonds,
the adoption of the Ordinance or the execution and delivery of the Issuer
Documents, nor, to the best knowledge of the Issuer, is there any basis therefor,
wherein an unfavorable decision, ruling or finding would materially adversely
affect the validity or enforceability of the Bonds (including the security therefor)
or the Issuer Documents;
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(i) As of the date thereof, the Preliminary Official Statement did not
contain any untrue statement of a material fact or omit to state a material fact
required to be stated therein or necessary to make the statements therein, in the
light of the circumstances under which they were made, not misleading;

) At the time of the Issuer’s acceptance hereof and (unless the
Official Statement is amended or supplemented pursuant to paragraph (d) of
Section 3 of this Agreement) at all times subsequent thereto during the period up
to and including twenty-five (25) days subsequent to the “end of the underwriting
period,” the Official Statement does not and will not contain any untrue statement
of a material fact or omit to state any material fact required to be stated therein or
necessary to make the statements therein, in light of the circumstances under
which they were made, not misleading;

(k)  If the Official Statement is supplemented or amended pursuant to
paragraph (d) of Section 3 of this Agreement, at the time of each supplement or
amendment thereto and (unless subsequently again supplemented or amended
pursuant to such paragraph) at all times subsequent thereto during the period up to
and including twenty-five (25) days subsequent to the “end of the underwriting
period,” the Official Statement as so supplemented or amended will not contain
any untrue statement of a material fact or omit to state any material fact required
to be stated therein or necessary to make the statements therein, in light of the
circumstances under which made, not misleading;

M The Issuer will apply, or cause to be applied, the proceeds from the
sale of the Bonds as provided in and subject to all of the terms and provisions of
the Ordinance and will not take or omit to take any action which action or
omission will adversely affect the exclusion from gross income for federal income
tax purposes of the interest on the Bonds;

(m) The Issuer will furnish such information and execute such
instruments and take such action in cooperation with the Underwriters as the
Representative may reasonably request (1) to (i) qualify the Bonds for offer and
sale under the Blue Sky or other securities laws and regulations of such states and
other jurisdictions in the United States as the Representative may designate and
(ii) determine the eligibility of the Bonds for investment under the laws of such
states and other jurisdictions and (2) to continue such qualifications in effect so
long as required for the distribution of the Bonds (provided, however, that the
Issuer will not be required to qualify as a foreign corporation or to file any general
or special consents to service of process under the laws of any jurisdiction) and
will advise the Representative immediately of receipt by the Issuer of any written
notification with respect to the suspension of the qualification of the Bonds for
sale in any jurisdiction or the initiation or threat of any procceding for that

purpose;

(n) The Issuer's financial statements and the other information
regarding the Issuer’s financial condition and operations set forth in the Official



Statement fairly present the financial position, results of operations and condition
of the Issuer as of the dates and for the periods therein set forth and there has been
no adverse change of a material nature in the financial position, results of
operations or condition, financial or otherwise, of the Issuer since the dates of
such statements and information;

(0)  The Issuer is not a party to any litigation or other proceeding
pending or, to its knowledge, threatened which, if decided adversely to the Issuer,
would have a materially adverse effect on the Issuer’s financial condition or
operations;

(p)  Prior to the Closing, the Issuer will not offer or issue any bonds,
notes or other obligations for borrowed money or incur any material liabilities,
direct or contingent, payable from or secured by any of the revenues or assets
which will secure the Bonds without the prior approval of the Representative; and

(@ Any certificate, signed by any official of the Issuer authorized to
do so in connection with the transactions described in this Agreement, shall be
deemed a representation and warranty by the Issuer to the Underwriters as to the
statements made therein.

By delivering the Official Statement to the Representative, the Issuer shall be

deemed to have reaffirmed, with respect to the Official Statement, the representations,
warranties and covenants set forth above with respect to the Preliminary Official
Statement.

HOLU 27094552

S. Closing.

(a) At or before 10:00 a.m., San Antonio, Texas time, on September 4,
2007, or at such other time and date as shall have been mutually agreed upon by
the Issuer and the Representative, the Issuer will, subject to the terms and
conditions hereof, deliver to the Underwriters the initial Bond registered in the
name of the Representative, in temporary form, together with the other documents
hereinafter mentioned, and will have available for immediate exchange definitive
Bonds deposited with The Depository Trust Company, New York, New York
(“DTC™), or deposited with the Registrar (hereinafter defined), if the Bonds are to
be held in safekeeping for DTC by the Registrar pursuant to DTC's FAST system
and the Ordinance, duly executed and authenticated in the form and manner
contemplated below, together with the other documents hereinafter mentioned,
and the Underwriters will, subject to the terms and conditions hereof, accept such
delivery and pay the purchase price of the Bonds as set forth in Paragraph 1
hereof in immediately available funds (such events being referred to herein as the
“Closing”). Payment for the Bonds as aforesaid shall be made at the offices of
Wells Fargo Bank, National Association, Austin, Texas (the “Registrar”), or such
other place as shall have been mutually agreed upon by the Issuer and the
Representative.



(b) Delivery of the definitive Bonds in exchange for the initial Bond
shall be made through DTC, utilizing the book-entry only form of issuance, and
the Issuer agrees to enter into such agreement, including a “Letter of
Representations,” as may be required to allow for the use of such book-entry only
system. The definitive Bonds shall be delivered in fully registered form bearing
CUSIP numbers without coupons with one certificate for each maturity of Bonds,
registered in the name of Cede & Co. and shall be made available to the
Representative at least one business day before the Closing for purposes of
inspection.

6. Closing Conditions. The Underwriters have entered into this Agreement
in reliance upon the representations, warranties and agreements of the Issuer contained
herein, and in reliance upon the representations, warranties and agreements to be
contained in the documents and instruments to be delivered at the Closing and upon the
performance by the Issuer of its obligations hereunder, both as of the date hereof and as
of the date of the Closing. Accordingly, the Underwriters’ obligation under this
Agreement to purchase, to accept delivery of and to pay for the Bonds shall be
conditioned upon the performance by the Issuer of its obligations to be performed
hereunder and under such documents and instruments at or prior to the Closing, and shall
also be subject to the following additional conditions, including the delivery by the Issuer
of such documents as are enumerated herein, in form and substance reasonably
satisfactory to the Representative:

(a) The representations and warranties of the Issuer contained herein
shall be true, complete and correct on the date hereof and on and as of the date of
the Closing, as if made on the date of the Closing;

(b) The Issuer shall have performed and complied with all agreements
and conditions required by this Agreement to be performed or complied with by it
prior to or at the Closing;

(c) At the time of the Closing, (i) the Issuer Documents and the Bonds
shall be in full force and effect and shall not have been amended, modified or
supplemented, and the Official Statement shall not have been supplemented or
amended, except in any such case as may have been agreed to by the
Representative; and (ii) all actions of the Issuer required to be taken by the Issuer
shall be performed in order for Bond Counsel and counsel to the Underwriters to
deliver their respective opinions referred to hereafter;

(d) At the time of the Closing, all official action of the Issuer relating
to the Bonds and the Issuer Documents shall be in full force and effect and shall
not have been amended, modified or supplemented;

(e) At or prior to the Closing, the municipal bond insurance policy
insuring the payment of the principal of and interest on the Bonds when due shall
have been duly executed, issued and delivered by Ambac Assurance Corporation
(the “Bond Insurer™),
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® At the time of the Closing, there shall not have occurred any
change or any development involving a prospective change in the condition,
financial or otherwise, or in the revenues or operations of the Issuer, from that set
forth in the Official Statement that in the reasonable judgment of the
Representative is material and adverse and that makes it, in the reasonable
judgment of the Representative, impracticable to market the Bonds on the terms
and in the manner contemplated in the Official Statement;

(g) The Issuer shall not have failed to pay principal or interest when
due on any of its outstanding obligations for borrowed money;

(h) All steps to be taken and all instruments and other documents to be
executed, and all other legal matters in connection with the transactions described
in this Agreement shall be reasonably satisfactory in legal form and effect to the
Representative;

(1) At or prior to the Closing, the Representative shall have received a
copy of each of the following documents:

H The Official Statement, and each supplement or
amendment thereto, if any;

(2)  The Ordinance, certified by the Issuer as having been duly
adopted, with such supplements or amendments thereto as may have been
agreed to by the Representative;

3) The undertaking of the Issuer which satisfies the
requirements of section (b)(5)(i) of the Rule (the “Continuing Disclosure
Undertaking”),

(4)  The Escrow Agreement, having been duly executed by the
Issuer and Wells Fargo Bank, National Association, Austin, Texas (the
“Escrow Agent),

(5) The approving opinion of McCall, Parkhurst & Horton
L.L.P., San Antonio, Texas (*"Bond Counsel”) with respect to the Bonds,
in substantially the form attached to the Official Statement;

(6) A supplemental opinion of Bond Counsel addressed to the
Issuer and the Underwriters, substantially to the effect that:

(1) the Ordinance has been duly adopted and is in full
force and effect;

(i)  the Bonds are exempted securities under section
3(a)(2) of the Securities Act of 1933, as amended (the “/933
Act”), and the Trust Indenture Act of 1939, as amended (the
“Trust Indenture Act’), and it is not necessary, in connection with

10



HOU 27094552

the offering and sale of the Bonds to register the Bonds under the
1933 Act or to qualify the Ordinance under the Trust Indenture
Act; and

(iif)  the statements and information in the Official
Statement under the captions “THE BONDS” (except for the
subcaption “Sources and Uses of Funds”), “REGISTRATION,
TRANSFER AND EXCHANGE,” “SELECTED PROVISIONS
OF THE ORDINANCE,” “LEGAL MATTERS,” “TAX
MATTERS,” “LEGAL INVESTMENTS IN TEXAS,”
“REGISTRATION AND QUALIFICATION OF BONDS FOR
SALE” and “CONTINUING DISCLOSURE OF
INFORMATION" (except under the subcaption “Compliance with
Prior Undertakings”) fairly and accurately summarize the
provisions of the Bonds and the Ordinance and are correct as to
matters of law;

(7D An opinion, dated the date of the Closing and addressed to

the Underwriters, of counsel for the Underwriters, to the effect that:

(1) the Bonds are exempted securities that do not
require registration under the 1933 Act and the Trust Indenture Act
and it is not necessary, in connection with the offering and sale of
the Bonds, to register any securities under the 1933 Act and the
Ordinance need not be qualified under the Trust Indenture Act; and

(i1)  based upon their participation in the preparation of
the Official Statement as counsel for the Underwriters and their
participation at conferences at which the Official Statement was
discussed, but without having undertaken to determine
independently the accuracy, completeness or fairness of the
statements contained in the Official Statement, such counsel has no
reason to believe that the Official Statement contains any untrue
statement of a material fact or omits to state a material fact
necessary to make the statements therein, in light of the
circumstances under which they were made, not misleading
(except for any financial, forecast, technical and statistical
statements and data included in the Official Statement and the
information regarding DTC and its book-entry system and the
information regarding the municipal bond insurance policy, if any,
in each case as to which no view need be expressed);

(8 A certificate, dated the date of Closing, of an appropriate

official of the Issuer to the effect that (i) all official actions of the Issuer
relating to the Official Statement, the Issuer Documents and the Bonds
have been duly taken and adopted by the Issuer, are in full force and effect
and have not been modified, amended, supplemented or repealed (ii) the

11
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representations and warranties of the Issuer contained herein or in any
certificate or document delivered by the Issuer pursuant to the provisions
hereof are true and correct in all material respects on and as of the date of
Closing as if made on the date of Closing; (iii) no litigation or proceeding
against the Issuer is pending or, to its knowledge, threatened in any court
or administrative body, nor is there a basis for litigation, which would (a)
contest the right of the City Council members, officers or officials of the
Issuer to hold and exercise their respective positions, (b) contest the due
organization and valid existence of the Issuer, (c) attempt to restrain or
enjoin the issuance or delivery of the Bonds or the Issuer’s operation of
the System, or contest the validity, due authorization and execution of the
Bonds or the Issuer Documents or (d) attempt to limit, enjoin or otherwise
restrict or prevent the Issuer from functioning and collecting revenues (or
making payments on the Bonds) pursuant to the Ordinance or other
income, or the assessment or collection of the Pledged Revenues pledged
or to be pledged to pay the principal of and interest on the Bonds, or the
pledge thereof; (iv) to the best of its knowledge, no event affecting the
Issuer has occurred since the date of the Official Statement which should
be disclosed in the Official Statement for the purpose for which it is to be
used or which it is necessary to disclose therein in order to make the
statements and information therein, in light of the circumstances under
which made, not misleading in any material respect as of the time of
Closing, and the information contained in the Official Statement is correct
in all material respects and, as of the date of the Official Statement did not,
and as of the date of the Closing does not, contain any untrue statement of
a material fact or omit to state a material fact required to be stated therein
or necessary to make the statements made therein, in the light of the
circumstances under which they were made, not misleading; and (v) there
has not been any material adverse change in the financial condition of the
Issuer since September 30, 2006, the latest date as of which audited
financial information is available;

9 A certificate of the Issuer, dated the date of the Closing, of
an appropriate official of the Issuer in form and substance satisfactory to
Bond Counsel and counsel to the Underwriters (a) setting forth the facts,
estimates and circumstances in existence on the date of the Closing, which
establish that it is not expected that the proceeds of the Bonds will be used
in a manner that would cause the Bonds to be “arbitrage bonds” within the
meaning of Section 148 of the Internal Revenue Code of 1986, as
amended (the "Code”), and any applicable regulations (whether final,
temporary or proposed), issued pursuant to the Code, and (b) certifying
that to the best of the knowledge and belief of the Issuer there are no other
facts, estimates or circumstances that would materially change the
conclusions, representations and expectations contained in such certificate;

(10) A copy of the special report by Grant Thornton LLP,
independent certified public accountants (the “Verification Agent™),



relating to the Refunded Bonds, addressed to the Issuer, Bond Counsel and
the Underwriters, verifying (i) the arithmetical computations of the
adequacy of the maturing principal and interest on the Federal Securities
and uninvested cash on hand under the Escrow Agreement to pay, when
due, the principal of and interest on the Refunded Bonds, and (ii) the
computation of the yield with respect to the Federal Securities and the
Bonds;

(11)  Evidence that the Escrow Agent has received the Federal
Securities and any uninvested cash, as identified in the special report of
the Verification Agent, sufficient to effectuate the refunding of the
Refunded Bonds and that such Federal Securities and uninvested cash
have been deposited in the escrow fund under the Escrow Agreement;

(12)  The approving opinion of the Attorney General of the State
of Texas and the registration certificate of the Comptroller of Public
Accounts of the State of Texas in respect of the Bonds;

(13)  Evidence of ratings assigned to the Bonds of “AAA” by
Standard & Poor’s Ratings Services, a Division of The McGraw-Hill
Companies, Inc. and “Aaa” by Fitch Ratings based upon the municipal
bond insurance policy relating to the Bonds;

(14) A copy of the municipal bond insurance policy issued by
the Bond Insurer insuring the payment of the principal of and interest on
the Bonds when due, together with an opinion of counsel to the Bond
Insurer, in form and substance satisfactory to the Representative;

(15) A certificate of the Bond Insurer with respect to the
accuracy of statements contained in the Official Statement regarding the
municipal bond insurance policy and the Bond Insurer and the due
authorization, execution, issuance and delivery of the municipal bond
insurance policy; and

(16)  Such additional legal opinions, certificates, instruments and
other documents as Bond Counsel, the Representative or counsel to the
Underwriters may reasonably request to evidence the truth and accuracy,
as of the date hereof and as of the date of the Closing, of the Issuer’s
representations and warranties contained herein and of the statements and
information contained in the Official Statement and the due performance
or satisfaction by the Issuer on or prior to the date of the Closing of all the
respective agreements then to be performed and conditions then to be
satisfied by the Issuer.

All of the opinions, letters, certificates, instruments and other documents

mentioned above or elsewhere in this Agreement shall be deemed to be in compliance
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with the provisions hereof if, but only if, they are in form and substance satisfactory to
the Representative.

If the Issuer shall be unable to satisfy the conditions to the obligations of the
Underwriters to purchase, to accept delivery of and to pay for the Bonds contained in this
Agreement, or if the obligations of the Underwriters to purchase, to accept delivery of
and to pay for the Bonds shall be terminated for any reason permitted by this Agreement,
this Agreement shall terminate and neither the Underwriters nor the Issuer shall be under
any further obligation hereunder. except that the respective obligations of the Issuer and
the Underwriters set forth in Sections | (with respect to the Check), 4 and 8 hereof shall
continue in full force and effect.

7. Termination. The Underwriters shall have the right to cancel their
obligation to purchase the Bonds if, between the date of this Agreement and the Closing,
the market price or marketability of the Bonds shall be materially adversely affected, in
the sole reasonable judgment of the Representative, by the occurrence of any of the
following:

(a) legislation shall be enacted by or introduced in the Congress of the
United States or recommended to the Congress for passage by the President of the
United States, or the Treasury Department of the United States or the Internal
Revenue Service or favorably reported for passage to either House of the
Congress by any committee of such House to which such legislation has been
referred for consideration, a decision by a court of the United States or of the
State or the United States Tax Court shall be rendered, or an order, ruling,
regulation (final, temporary or proposed), press release, statement or other form of
notice by or on behalf of the Treasury Department of the United States, the
Internal Revenue Service or other governmental agency having jurisdiction of the
subject matter shall be made or proposed, the effect of any or all of which would
be to impose, directly or indirectly, federal income taxation upon interest received
on obligations of the general character of the Bonds of the interest on the Bonds
as described in the Official Statement, or other action or events shall have
transpired which may have the purpose or effect, directly or indirectly, of
changing the federal income tax consequences of any of the transactions
contemplated herein;

(b) legislation introduced in or enacted (or resolution passed) by the
Congress or an order, decree, or injunction issued by any court of competent
jurisdiction, or an order, ruling, regulation (final, temporary, or proposed), press
release or other form of notice issued or made by or on behalf of the Securities
and Exchange Commission, or any other governmental agency having jurisdiction
of the subject matter, to the effect that obligations of the general character of the
Bonds, including any or all underlying arrangements, are not exempt from
registration under or other requirements of the 1933 Act, or that the Ordinance is
not exempt from qualification under or other requirements of the Trust Indenture
Act, or that the issuance, offering, or sale of obligations of the general character
of the Bonds, including any or all underlying arrangements, as contemplated

14
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hereby or by the Official Statement or otherwise, is or would be in violation of the
federal securities laws (as amended and then in effect) or any rule or regulation
adopted and in effect thereunder;

(c) any state blue sky or securities commission or other governmental
agency or body in any state in which more than 15% of the Bonds have been
offered and sold shall have withheld registration, exemption or clearance of the
offering of the Bonds as described herein, or issued a stop order or similar ruling
relating thereto;

(d)  a general suspension of trading in securities on the New York
Stock Exchange or the American Stock Exchange, the establishment of minimum
or maximum prices on either such exchange, the establishment of material
restrictions (not in force as of the date hereof) upon trading securities generally by
any governmental authority or any national securities exchange, a general banking
moratorium declared by federal, State of New York, or State officials authorized
to do so;

(e) the New York Stock Exchange or other national securities
exchange or any governmental authority shall impose, as to the Bonds or as to
obligations of the general character of the Bonds, any material restrictions not
now in force, or increase materially those now in force, with respect to the
extension of credit by, or the charge to the net capital of, the Underwriters;

) any amendment to the federal or State Constitution or action by
any federal or State court, legislative body, regulatory body, or other authority
materially adversely affecting the tax status of the Issuer, its property, income,
securities (or interest thereon), or the validity or enforceability of the assessments
or the collection of the Pledged Revenues of the System to pay the Issuer’s
obligations secured by and payable from the Pledged Revenues of the System
(including principal of and interest on the Bonds);

(2) any event occurring, or information becoming known which, in the
judgment of the Representative, makes untrue in any material respect any material
statement or information contained in the Official Statement, or has the effect that
the Official Statement contains any untrue statement of material fact or omits to
state a material fact required to be stated therein or necessary to make the
statements therein, in the light of the circumstances under which they were made,
not misleading;

(h) there shall have occurred since the date of this Agreement any
materially adverse change in the affairs or financial condition of the Issuer;

(1) there shall have occurred any (i) new material outbreak of
hostilities (including, without limitation, an act of terrorism) or (ii) new material
other national or international calamity or crisis, or any material adverse change
in the financial, political or economic conditions affecting the United States,



including, but not limited to, an escalation of hostilities that existed prior to the
date hereof and the effect of any such event on the financial markets of the United
States, shall be such as would make it impracticable, in the reasonable judgment
of the Representative, for the Underwriters to sell the Bonds on the terms and in
the manner contemplated by the Official Statement;

) any fact or event shall exist or have existed that, in the
Representative’s reasonable judgment, requires or has required an amendment of
or supplement to the Official Statement;

(k)  there shall have occurred any downgrading, or any notice shall
have been given of (A) any intended or potential downgrading or (B) any review
or possible change that does not indicate the direction of a possible change, in the
rating accorded any of the Issuer’s obligations (including the rating to be accorded
the Bonds);

M the purchase of and payment for the Bonds by the Underwriters, or
the resale of the Bonds by the Underwriters, on the terms and conditions herein
provided shall be prohibited by any applicable law, governmental authority,
board, agency or commission having jurisdiction of the subject matter; and

(m) the debt ceiling of the United States is such that the Federal
Securities required to fund the Escrow Agreement are not available for delivery
on the date of the delivery of the Bonds.

With respect to the condition described in subparagraph (1) above, the

Underwriters are not aware of any current, pending or proposed law or government

inquiry

as of the date of execution of this Agreement which would permit the

Underwriters to invoke their termination rights thercunder.
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8. Expenses.

(a) The Underwriters shall be under no obligation to pay, and the
Issuer shall pay, any expenses incident to the performance of the Issuer’s
obligations hereunder, including, but not limited to (i) the cost of preparation and
printing of the Bonds; (ii) the fees and disbursements of Bond Counsel and the
Issuer's Financial Advisor; (iii) the fees and disbursements of any other attorneys,
engineers, accountants, and other experts, consultants or advisers retained by the
Issuer; (iv) the fees, if any, for bond ratings and municipal bond insurance; (v) the
costs of preparing, printing and mailing to the Underwriters the Preliminary
Official Statement and the Official Statement; (vi) the fees and expenses of the
Registrar and Escrow Agent and any other paying agents for the Refunded Bonds;
(vii) the fees and expenses of the Verification Agent; (viii) publication expenses,
if any, in connection with the redemption of the Refunded Bonds; (ix) the out-of-
pocket, miscellaneous and closing expenses, including the cost of travel, of the
officers and officials of the Issuer; (x) the Attorney General’s review fee; and (xi)
any other expenses mutually agreed to by the Issuer and the Representative to be
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reasonably considered expenses of the Issuer which are incident to the
transactions contemplated hereby.

(b)  The Underwriters shall pay (i) the cost of preparation and printing
of this Agreement, the Blue Sky Survey and Legal Investment Memorandum, if
any; (i1) all advertising expenses in connection with the public offering of the
Bonds; and (iii) all other expenses incurred by them in connection with the public
offering of the Bonds, including the fees and disbursements of counsel retained by
the Underwriters.

9. Notices. Any notice or other communication to be given to the Issuer
under this Agreement may be given by delivering the same in writing to City of Victoria,
105 West Juan Linn, Victoria, Texas 77902, Attention: Director of Finance; and any
notice or other communication to be given to the Underwriters under this Agreement may
be given by delivering the same in writing to First Southwest Company, 300 West Sixth
Street, Suite 1940, Austin, Texas 78701, Attention: Garry Kimball.

10.  Parties_in_Interest. This Agreement as heretofore specified shall
constitute the entire agreement between us and is made solely for the benefit of the Issuer
and the Underwriters (including successors or assigns of the Underwriters) and no other
person shall acquire or have any right hereunder or by virtue hereof. This Agreement
may not be assigned by the Issuer. All of the Issuer’s representations, warranties and
agreements contained in this Agreement shall remain operative and in full force and
effect, regardless of (i) any investigations made by or on behalf of any of the
Underwriters; (ii) delivery of and payment for the Bonds pursuant to this Agreement; and
(iii) any termination of this Agreement.

11.  Effectiveness.  This Agreement shall become effective upon the
acceptance hereof by the Issuer and shall be valid and enforceable at the time of such
acceptance.

12. Choice of Law. This Agreement shall be governed by and construed in
accordance with the laws of the State.

13.  Severability. If any provision of this Agreement shall be held or deemed
to be or shall, in fact, be invalid, inoperative or unenforceable as applied in any particular
case in any jurisdiction or jurisdictions, or in all jurisdictions because it conflicts with any
provision of any Constitution, statute, rule of public policy, or any other reason, such
circumstances shall not have the effect of rendering the provision in question invalid,
inoperative or unenforceable in any other case or circumstance, or of rendering any other
provision or provisions of this Agreement invalid, inoperative or unenforceable to any
extent whatever.

14.  Business Day. For purposes of this Agreement, “business day” means any
day on which (a) the New York Stock Exchange is open for trading and (b) the payment
system of the Federal Reserve System is operational.

HOU:2709455.2



15.  Section Headings. Section headings have been inserted in this Agreement
as a matter of convenience of reference only, and it is agreed that such section headings
are not a part of this Agreement and will not be used in the interpretation of any
provisions of this Agreement.

16.  Counterparts. This Agreement may be executed in several counterparts
each of which shall be regarded as an original (with the same effect as if the signatures
thereto and hereto were upon the same document) and all of which shall constitute one
and the same document

17.  No Personal Liability. None of the members of the City Council, nor any
officer, agent, or employee of the Issuer, shall be charged personally by the Underwriters
with any liability, or be held liable to the Underwriters under any term or provision of
this Agreement, or because of execution or attempted execution, or because of any breach
or attempted or alleged breach of this Agreement.

[Execution Page Follows.]
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If you agree with the foregoing, please sign the enclosed counterpart of this
Agreement and return it to the Representative. This Agreement shall become a binding
agreement between the Issuer and the Underwriters when at least the counterpart of this
letter shall have been signed by or on behalf of each of the parties hereto.

Respectfully submitted,

FIRST SOUTHWEST COMPANY,
as Representative of the Underwriters

Name:

Title:

ACCEPTED AND AGREED to as of the date first written above.
CITY OF VICTORIA, TEXAS

By: (,ly]Dé‘(‘ IA"‘V‘M 54\,\/,

Name: Will Armstrong
Title: Mayor

Schedule I — Underwriters
Schedule II — Schedule of Terms

[EXECUTION PAGE]
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SCHEDULE 1
List of Underwriters

First Southwest Company
Southwest Securities, Inc.

Estrada Hinojosa & Company, Inc.
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SCHEDULE 11

$18,360,000
City of Victoria, Texas
Utility System Revenue and Refunding Bonds

Series 2007
Interest Accrues From: July 15, 2007

Initial

Due Principal Interest Reoffering
(Dec. 1) Amount Rate Price/Yield®

2007 $425,000 4.00% 3.74%
2008 745,000 4.00% 3.75%
2009 770,000 4.00% 3.81%
2010 805,000 4.00% 3.88%
2011 840,000 4.00% 3.95%
2012 875,000 4.00% 4.00%
2013 910,000 4.25% 4.06%
2014 950,000 4.25% 4.10%
2015 995,000 5.00% 4.18%
2016 1,040,000 5.00% 4.23%
2017 1,095,000 5.00% 4.30%
2018 1,150,000 5.00% 4.39%
2019 1,210,000 4.40% 4.49%
2020 1,265,000 4.50% 4.55%
2021® 1,325,000 5.00% 4.48%

$3,960,000 5.000% Term Bonds due December 1, 2027, Price 103.065% *®©

(a) The initial reoffering prices or yields of the Bonds are furnished by the Underwriters and represent the initial
offering prices or vields to the public, which may be changed by the Underwriters at any time.

(b) The Issuer reserves the right, at its option, to redeem Bonds having stated maturities on and after December 1.
2018 in whole or in part in principal amounts of $5,000 or any integral multiple thereof, on December 1, 2017, or
any date thereafter. at the par value thereof plus accrued interest to the date fixed for redemption.

(¢) The Term Bonds stated to mature on December 1. 2027 are also subject to mandatory sinking fund redemption on
the dates and in the amounts set forth in the following schedule.

Mandatory Principal
Redemption Date Amount
December 1, 2022 $580,000
December 1, 2023 610.000
December 1, 2024 640,000
December 1, 2025 675,000
December 1. 2026 710.000
December 1. 2027* 745,000

HOU:2709455.2



CERTIFICATE FOR ORDINANCE

THE STATE OF TEXAS §
COUNTY OF VICTORIA §
CITY OF VICTORIA §

We, the undersigned officers of said City, hereby certify as follows:

1. The City Council of the City (the "Council") convened in REGULAR MEETING ON
THE 17" DAY OF JULY, 2007, at the designated meeting place, and the roll was called of the duly
constituted officers and members of said Council, to wit:

Will Armstrong, Mayor David Hagan

Lewis Neitsch, Mayor Pro-Tem James Wyatt

Philip Guittard Tom Halepaska

Paul Polasek Scarlet Swoboda, City Secretary

and all of said persons were present, except the following absentees:
Paul Polasek , thus constituting a quorum.

Whereupon, among other business, the following was transacted at said Meeting: a written

AN ORDINANCE BY THE CITY COUNCIL OF THE CITY OF VICTORIA,
TEXAS AUTHORIZING THE ISSUANCE, SALE AND DELIVERY OF "CITY
OF VICTORIA, TEXAS UTILITY SYSTEM REVENUE AND REFUNDING
BONDS, SERIES 2007"; APPROVING AND AUTHORIZING AN OFFICIAL
STATEMENT AND THE DISTRIBUTION THEREOF; A PURCHASE
CONTRACT, AN ESCROW AGREEMENT, AND A PAYING
AGENT/REGISTRAR AGREEMENT; APPROVING AND AUTHORIZING
ALL OTHER INSTRUMENTS AND PROCEDURES RELATED THERETO;
AND PROVIDING FOR AN IMMEDIATE EFFECTIVE DATE

was duly introduced for the consideration of said Council. It was then duly moved and seconded that
said Ordinance be passed; and, after due discussion, said motion, carrying with it the passage of said

Ordinance, prevailed and carried by the following vote:

AYES: All members of the City Council shown present above votes
"Aye" except as shown below.

NOES: None

ABSTENTIONS: None




2. A true, full and correct copy of the aforesaid Ordinance passed at the Meeting described
in the above and foregoing paragraph is attached to and follows this Certificate; said Ordinance has
been duly recorded in said Council's minutes of said Meeting; the above and foregoing paragraph
is a true, full and correct excerpt from said Council's minutes of said Meeting pertaining to the
passage of said Ordinance; the persons named in the above and foregoing paragraph are the duly
chosen, qualified and acting officers and members of said Council as indicated therein; each of the
officers and members of said Council was duly and sufficiently notified officially and personally,
in advance, of the time, place and purpose of the aforesaid Meeting, and that said Ordinance would
be introduced and considered for passage at said Meeting, and each of said officers and members
consented, in advance, to the holding of said Meeting for such purpose; and said Meeting was open
to the public and public notice of the time, place and purpose of said Meeting was given, all as
required by Chapter 551, Texas Government Code.

3. That the Mayor Pro-Tem of said City has approved and hereby approves the aforesaid
Ordinance; that the Mayor Pro-Tem and the City Secretary of said City have duly signed said
Ordinance; and that the Mayor Pro-Tem and the City Secretary of said City hereby declare that their
signing of this Certificate shall constitute the signing of the attached and following copy of said

Ordinance for all purposes.

4. That the Ordinance has not been modified, amended or repealed and is in full force and
effect on and as of the date hereof.

SIGNED AND SEALED THIS

et Al e Lol A=
ity Secretary Mayor '

2

/\ L /
David Attmar-Smith, Ci‘y)Attomey




ORDINANCE NO. 2007-__

AN ORDINANCE BY THE CITY COUNCIL OF THE CITY OF
VICTORIA, TEXAS AUTHORIZING THE ISSUANCE, SALE AND
DELIVERY OF "CITY OF VICTORIA, TEXAS UTILITY SYSTEM
REVENUE AND REFUNDING BONDS, SERIES 2007"; APPROVING
AND AUTHORIZING AN OFFICIAL STATEMENT AND THE
DISTRIBUTION THEREOF; A PURCHASE CONTRACT, AN
ESCROW AGREEMENT, AND A PAYING AGENT/REGISTRAR
AGREEMENT; APPROVING AND AUTHORIZING ALL OTHER
INSTRUMENTS AND PROCEDURES RELATED THERETO; AND
PROVIDING FOR AN IMMEDIATE EFFECTIVE DATE

STATE OF TEXAS
COUNTY OF VICTORIA
CITY OF VICTORIA

oL W

WHEREAS, the City of Victoria, Texas (the "City" or "Issuer") has heretofore issued,
sold, and delivered, and there are currently outstanding, pursuant to applicable laws, the
following series or issues of obligations which are payable from a first lien on and pledge of the
net revenues of the City's combined Waterworks and Sewer System (the "System"):

City of Victoria, Texas Utility System Revenue and Refunding
Bonds, Series 1997A, dated August 1, 1997, currently outstanding
in the aggregate principal amount of $8,895,000 (the "Series 1997-
A Bonds");

City of Victoria, Texas Utility System Revenue Refunding Bonds,
Taxable Series 1997-B, dated August 1, 1997, currently
outstanding in the aggregate principal amount of $620,000 (the
"Series 1997-B Bonds");

City of Victoria, Texas Utility System Revenue Bonds, Series
1998, dated September 15, 1998 currently outstanding in the
aggregate principal amount of $8,925,000 (the "Series 1998
Bonds");

City of Victoria, Texas Utility System Revenue Refunding Bonds,
Series 2005, dated June 15, 2005 currently outstanding in the
aggregate principal amount of $19,960,000 (the "Series 2005
Bonds"); and

WHEREAS, the City now desires to refund a portion of the outstanding Series 1997A
Bonds which are more specifically described as maturing in the years and in the respective
principal amounts listed below and in the aggregate principal amount of $8,160,000
(collectively, the “Refunded Bonds”):



CiITY OF VICTORIA, TEXAS
UTILITY SYSTEM REVENUE AND REFUNDING BONDS, SERIES 1997A
STATED
MATURITY PRINCIPAL AMOUNT | PRINCIPAL AMOUNT INTEREST
(DECEMBER 1) MATURING IN YEAR REFUNDED RATE (%)
2008 $410,000 $410,000 4.800
2009 430,000 430,000 4.900
2010 450,000 450,000 5.000
2011 475,000 475,000 5.150
2012 500,000 500,000 5.200
2013 525,000 525,000 5.250
2014 555,000 555,000 5.300
2015 585,000 585,000 5.350
2016 615,000 615,000 5.375
2017 650,000 650,000 5.375
a* Xk ¥k * %k %k * %k %k % %k %k
2021 2,965,000 2,965,000 5.000

WHEREAS, all the Refunded Bonds mature or are subject to redemption prior to
maturity within 20 years of the date of the bonds hereinafter authorized; and

WHEREAS, Chapter 1207, Texas Government Code, as amended ("Chapter 1207"),
authorizes the City to issue refunding bonds and to deposit the proceeds from the sale thereof,
and any other available funds or resources, directly with a place of payment (paying agent) for
the bonds to be refunded, or with another trust company or commercial bank that does not act as
a depository for the City, in an amount sufficient to provide for the payment and/or redemption
of the bonds to be refunded, and such deposit, if made before such payment dates, shall
constitute the making of firm banking and financial arrangements for the discharge and final
payment or redemption of the refunded bonds; and

WHEREAS, Chapter 1207 (specifically Section 1207.062, Texas Government Code)
further authorizes the City to enter into an escrow agreement with (i) any paying agent for the
refunded bonds, or (ii) another trust company or commercial bank that does not act as a
depository for the City and is named in the proceedings authorizing such escrow agreement, with
respect to the safekeeping. investment, reinvestment, administration and disposition of any such
deposit, upon such terms and conditions as the City and such paying agent, trust company or
commercial bank may agree; provided that such deposits may be invested and reinvested in
direct noncallable obligations of the United States, including obligations that are unconditionally
guaranteed by the United States, and all of which must mature and bear interest payable at such
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times and in such amounts as will be sufficient to provide for the scheduled payment or
redemption of the refunded bonds; and

WHEREAS, Wells Fargo Bank, N.A., is the paying agent for the Refunded Bonds, and
the Escrow Agreement hereinafter authorized between the City and Wells Fargo Bank, N.A.
constitutes an escrow agreement of the kind authorized and permitted by Chapter 1207; and

WHEREAS, the City Council (the "City Council") of the City finds and declares a public
purpose and deems it advisable and in the best interests of the City to issue a series of bonds
(defined in Section 2 herein as the “Series 2007 Bonds”) for the purpose of (i) acquiring,
purchasing, constructing, improving, enlarging or equipping the System; (2) to refund the
Refunded Bonds meeting the tests included in this Ordinance; and (3) paying the costs of issuing
the Series 2007 Bonds; and

WHEREAS, the bonds hereinafter authorized are to be issued and delivered pursuant to
Chapters 1207 and 1502, Texas Government Code, as amended, and other applicable laws of the
State of Texas; and

WHEREAS, it is hereby officially found and determined that the meeting at which this
ordinance was passed was open to the public, and public notice of the time, place and purpose of
said meeting was given, all as required by Chapter 551, Texas Government Code.

THEREFORE, BE IT ORDAINED BY THE CITY COUNCIL OF THE CITY OF
VICTORIA, TEXAS THAT:

Section 1. DEFINITIONS. For all purposes of this Ordinance, except as otherwise
expressly provided or unless the context otherwise requires, the terms defined in Exhibit A to
this Ordinance have the meanings assigned to them in the recitals or in Exhibit A.

Section 2. AMOUNT AND PURPOSE OF THE SERIES 2007 BONDS. (a) The "CITY
OF VICTORIA, TEXAS UTILITY SYSTEM REVENUE AND REFUNDING BONDS,
SERIES 2007" (the "Series 2007 Bonds" or "Bonds") are hereby authorized to be issued and
delivered in the aggregate principal amount of $18,360,000 FOR THE PURPOSE OF (1)
ACQUIRING, PURCHASING, CONSTRUCTING, IMPROVING, ENLARGING OR
EQUIPPING THE CITY'S COMBINED UTILITY SYSTEM: (2) REFUND THE REFUNDED
BONDS; AND (3) TO PAY COSTS OF ISSUANCE.

(b) The terms "Series 2007 Bonds" and "Bonds" as used in this Ordinance shall mean
and include, the Series 2007 Bonds initially issued and delivered pursuant to this Ordinance and
all substitute bonds exchanged therefor, as well as all other substitute bonds and replacement
bonds issued pursuant hereto.

Section 3. DESIGNATION, DATE, DENOMINATIONS, NUMBERS, AND
MATURITIES OF BONDS. Each Series 2007 Bond issued pursuant to this Ordinance shall be
designated: " CITY OF VICTORIA, TEXAS UTILITY SYSTEM REVENUE AND
REFUNDING BOND, SERIES 2007". and initially there shall be issued, sold, and delivered
hereunder fully registered bonds, without interest coupons, dated July 15, 2007, in the respective
denominations and principal amounts hereinafter stated, with the Series 2007 Bonds being
numbered consecutively from R-1 upward, payable to the respective initial registered owners
thereof (as designated in Section 36 hereof), or to the registered assignee or assignees of said
Series 2007 Bonds or any portion or portions thereof (in each case, the "Registered Owner"), and



the Bonds shall mature and be payable serially on December 1, in each of the years and in the
principal amounts, respectively, as set forth in the following schedule:

YEAR OF PRINCIPAL YEAR OF PRINCIPAL YEAR OF PRINCIPAL
MATURITY AMOUNT MATURITY AMOUNT MATURITY AMOUNT

2007 $425,000 2013 $ 910,000 2019 $1,210,000
2008 745,000 2014 950,000 2020 1,265,000
2009 770,000 2015 995,000 2021 1,325,000
2010 805,000 2016 1,040,000 bl *rx
2011 840,000 2017 1,095,000 2027 3,960,000
2012 875,000 2018 1,150,000 *ak Ak

Section 4. INTEREST. The Series 2007 Bonds shall bear interest calculated on the
basis of a 360-day year composed of twelve 30-day months from the dates specified in the
FORM OF BOND attached to this Ordinance to their respective dates of maturity at the
following rates per annum:

INTEREST INTEREST INTEREST
YEAR RATE YEAR RATE YEAR RATE
2007 4.000% 2013 4.250% 2019 4.400%
2008 4.000 2014 4.250 2020 4.500
2009 4.000 2015 5.000 2021 5.000
2010 4.000 2016 5.000 Rk *Ex
2011 4.000 2017 5.000 2027 5.000
2012 4.000 2018 5.000 wok A

Said interest shall be payable in the manner provided and on the dates stated in the FORM OF
BOND attached to this Ordinance.

Section 5. REDEMPTION AND NOTICE OF REDEMPTION AND
DEFEASANCE.

(a) The Issuer reserves the right to and shall redeem Series 2007 Bonds on the dates and
in the manner set forth in the FORM OF BOND attached to this Ordinance.

(b) The Issuer shall give notice of any such redemption in the manner set forth in the
FORM OF BOND attached to this Ordinance. In addition to the Notice of Redemption required



to be given in the FORM OF BOND attached to this Ordinance, the City Secretary shall give
notice of redemption or defeasance to the Paying Agent/Registrar at least 45 days prior to a
redemption date in the case of a redemption and on the defeasance date in the case of a
defeasance and the Paying Agent/Registrar shall give notice of redemption or of defeasance of
Series 2007 Bonds by mail, first-class postage prepaid at least thirty (30) days prior to a
redemption date and within thirty (30) days after a defeasance date to each registered securities
depository and to any national information service that disseminates such notices. In addition, in
the event of a redemption caused by an advance refunding of the Series 2007 Bonds, the Paying
Agent/Registrar shall send a second notice of redemption to the persons specified in the
immediately preceding sentence at least thirty (30) days but not more than ninety (90) days prior
to the actual redemption date. Any notice sent to the registered securities depositories or such
national information services shall be sent so that they are received at least two (2) days prior to
the general mailing or publication date of such notice. The Paying Agent/Registrar shall also
send a notice of prepayment or redemption to the registered owner of any Bond who has not sent
the Series 2007 Bonds in for redemption sixty (60) days after the redemption date.

(¢) Each notice of redemption or defeasance, whether required in the FORM OF BOND
or in this Section, shall contain a description of the Series 2007 Bonds to be redeemed or
defeased including the complete name of the Series 2007 Bonds, the Series, the date of issue, the
interest rate, the maturity date, the CUSIP number, the Bond numbers, the amounts called of
each bond, the publication and mailing date for the notice, the date of redemption or defeasance,
the redemption price, if any, the name of the Paying AgentRegistrar and the address at which the
Series 2007 Bonds may be redeemed or paid, including a contact person and telephone number.

(d) All redemption payments made by the Paying Agent/Registrar to the registered
owners of the Series 2007 Bonds shall include a CUSIP number relating to each amount paid to
such registered owner.

Section 6. CHARACTERISTICS OF THE SERIES 2007 BONDS. (a) Registration,
Transfer, and Exchange: Authentication. The City shall keep or cause to be kept at the
designated corporate trust office of Wells Fargo Bank, N.A., Austin, Texas (the "Paying
Agent/Registrar") books or records for the registration of the transfer and exchange of the Series
2007 Bonds (the "Registration Books"), and the City hereby appoints the Paying Agent/Registrar
as its registrar and transfer agent to keep such books or records and make such registrations of
transfers and exchanges under such reasonable regulations as the City and Paying
Agent/Registrar may prescribe; and the Paying Agent/Registrar shall make such registrations,
transfers and exchanges as herein provided. The Paying Agent/Registrar Agreement between the
City and the Paying Agent/Registrar. in substantially the form presented to the City Council at
the meeting at which this Ordinance was considered, is hereby approved and the Mayor and City
Secretary of the Issuer are hereby authorized to execute the Paying Agent/Registrar Agreement
and approve any changes in the final form thereof.

The Paying Agent/Registrar shall obtain and record in the Registration Books the address
of the registered owner of each Series 2007 Bond to which payments with respect to the Series
2007 Bonds shall be mailed, as herein provided; but it shall be the duty of each registered owner
to notify the Paying Agent/Registrar in writing of the address to which payments shall be mailed,
and such interest payments shall not be mailed unless such notice has been given. To the extent
possible and under reasonable circumstances, all transfers of Series 2007 Bonds shall be made



within three business days after request and presentation thereof. The City shall have the right to
inspect the Registration Books during regular business hours of the Paying Agent/Registrar, but
otherwise the Paying Agent/Registrar shall keep the Registration Books confidential and, unless
otherwise required by law, shall not permit their inspection by any other entity. The Paying
Agent/Registrar's standard or customary fees and charges for making such registration, transfer,
exchange and delivery of a substitute Series 2007 Bond or Series 2007 Bonds shall be paid as
provided in the FORM OF BOND set forth in Exhibit B to this Ordinance. Registration of
assignments, transfers and exchanges of Series 2007 Bonds shall be made in the manner
provided and with the effect stated in the FORM OF BOND set forth in Exhibit B to this
Ordinance. Each substitute Series 2007 Bond shall bear a letter and/or number to distinguish it
from each other Series 2007 Bond.

Except as provided in (c) below, an authorized representative of the Paying
Agent/Registrar shall, before the delivery of any such Series 2007 Bond, date and manually sign
the Paying Agent/Registrar's Authentication Certificate, and no such Series 2007 Bond shall be
deemed to be issued or outstanding unless such Certificate is so executed. The Paying
Agent/Registrar promptly shall cancel all paid Series 2007 Bonds and Series 2007 Bonds
surrendered for transfer and exchange. No additional ordinances, orders or resolutions need be
passed or adopted by the governing body of the City or any other body or person so as to
accomplish the foregoing transfer and exchange of any Series 2007 Bond or portion thereof, and
the Paying Agent/Registrar shall provide for the preparation, execution and delivery of the
substitute Series 2007 Bonds in the manner prescribed herein. Pursuant to the Texas
Government Code, Chapter 1201, the duty of transfer and exchange of Bonds as aforesaid is
hereby imposed upon the Paying Agent/Registrar, and, upon the execution of said Bond, the
transferred and exchanged Bond shall be valid, incontestable and enforceable in the same manner
and with the same effect as the Bonds which initially were issued and delivered pursuant to this
Ordinance, approved by the Attorney General and registered by the Comptroller of Public
Accounts.

(b) Payment of Series 2007 Bonds and Interest. The City hereby further appoints the
Paying Agent/Registrar to act as the paying agent for paying the principal of and interest on the
Series 2007 Bonds, all as provided in this Ordinance. The Paying Agent/ Registrar shall keep
proper records of all payments made by the City and the Paying Agent/Registrar with respect to
the Series 2007 Bonds.

(¢) In General The Series 2007 Bonds (i) shall be issued in fully registered form,
without interest coupons, with the principal of and interest on such Series 2007 Bonds to be
payable only to the registered owners thereof, (ii) may and shall be redeemed prior to their
scheduled maturities, (iii) may be transferred and assigned, (iv) may be exchanged for other
Series 2007 Bonds of the same Series, (v) shall have the characteristics, (vi) shall be signed,
sealed, executed and authenticated, (vii) the principal of and interest on the Series 2007 Bonds
shall be payable, and (viii) shall be administered and the Paying Agent/Registrar and the City
shall have certain duties and responsibilities with respect to the Series 2007 Bonds, all as
provided, and in the manner and to the effect as required or indicated. in the FORM OF BOND
set forth in Exhibit B to this Ordinance. The Series 2007 Bonds initially issued and delivered
pursuant to this Ordinance are not required to be, and shall not be, authenticated by the Paying
Agent/ Registrar, but on each substitute Series 2007 Bond issued in exchange for any Series
2007 Bond or Series 2007 Bonds issued under this Ordinance the Paying Agent/Registrar shall




execute the PAYING AGENT/REGISTRAR'S AUTHENTICATION CERTIFICATE, in the
form set forth in the FORM OF BOND.

(d) Substitute Paying Agent/Registrar. The City covenants with the registered owners of
the Series 2007 Bonds that at all times while the Series 2007 Bonds are outstanding the City will
provide a competent and legally qualified bank, trust company, financial institution or other
entity to act as and perform the services of Paying Agent/Registrar for the Series 2007 Bonds
under this Ordinance, and that the Paying Agent/Registrar will be one entity. The City reserves
the right to, and may, at its option and to the extent permitted by law, (i) act in the capacity of
Paying Agent/Registrar or (ii) change the Paying Agent/Registrar upon not less than 120 days
written notice to the Paying Agent/Registrar, to be effective not later than 60 days prior to the
next principal or interest payment date after such notice. In the event that the entity at any time
acting as Paying Agent/Registrar (or its successor by merger, acquisition or other method) should
resign or otherwise cease to act as such, the City covenants that promptly it will assume the
duties or will appoint a competent and legally qualified bank, trust company, financial institution
or other agency to act as Paying Agent/Registrar under this Ordinance. Upon any change in the
Paying Agent/Registrar, the previous Paying Agent/Registrar promptly shall transfer and deliver
the Registration Books (or a copy thereof), along with all other pertinent books and records
relating to the Series 2007 Bonds, to the new Paying Agent/Registrar designated and appointed
by the City. Upon any change in the Paying Agent/Registrar, the City promptly will cause a
written notice thereof to be sent by the new Paying Agent/Registrar to each registered owner of
the Series 2007 Bonds, by United States mail, first-class postage prepaid, which notice also shall
give the address of the new Paying Agent/Registrar. By accepting the position and performing
as such, each Paying Agent/Registrar shall be deemed to have agreed to the provisions of this
Ordinance, and a certified copy of this Ordinance shall be delivered to each Paying
Agent/Registrar.

(e) Book-Entry-Only System for Bonds. The Bonds issued in exchange for the Bonds
initially issued to the purchasers specified in Section 36 herein shall be initially issued in the
form of a separate single fully registered Bond for each maturity thereof. Upon initial issuance,
the ownership of each such Bond shall be registered in the name of Cede & Co., as nominee of
The Depository Trust Company of New York ("DTC"), and except as provided in subsection (f)
hereof, all of the outstanding Bonds shall be registered in the name of Cede & Co., as nominee of
DTC.

With respect to the Bonds registered in the name of Cede & Co., as nominee of DTC, the
Issuer and the Paying Agent/Registrar shall have no responsibility or obligation to any securities
brokers and dealers, banks, trust companies, clearing corporations and certain other organizations
on whose behalf DTC was created ("DTC Participant”) to hold securities to facilitate the
clearance and settlement of securities transaction among DTC Participants or to any person on
behalf of whom such a DTC Participant holds an interest in the Bonds. Without limiting the
immediately preceding sentence, the Issuer and the Paying Agent/Registrar shall have no
responsibility or obligation with respect to (i) the accuracy of the records of DTC, Cede & Co. or
any DTC Participant with respect to any ownership interest in the Bonds, (ii) the delivery to any
DTC Participant or any other person, other than a registered owner of the Bonds, as shown on
the Registration Books, of any notice with respect to the Bonds or (iii) the payment to any DTC
Participant or any other person, other than a registered owner of the Bonds, as shown in the
Registration Books of any amount with respect to principal of or interest on the Bonds.




Notwithstanding any other provision of this Ordinance to the contrary, the Issuer and the Paying
Agent/Registrar shall be entitled to treat and consider the person in whose name each Bond is
registered in the Registration Books as the absolute owner of such Bond for the purpose of
payment of principal and interest with respect to such Bonds, for the purpose of registering
transfers with respect to such Bonds and for all other purposes whatsoever. The Paying
Agent/Registrar shall pay all principal of and interest on the Bonds only to or upon the order of
the registered owners, as shown in the Registration Books as provided in this Ordinance, or their
respective attorneys duly authorized in writing, and all such payments shall be valid and
effective to fully satisfy and discharge the Issuer's obligations with respect to payment of
principal of and interest on the Bonds to the extent of the sum or sums so paid. No person other
than a registered owner, as shown in the Registration Books, shall receive a Bond evidencing the
obligation of the Issuer to make payments of principal and interest pursuant to this Ordinance.
Upon delivery by DTC to the Paying Agent/Registrar of written notice to the effect that DTC has
determined to substitute a new nominee in place of Cede & Co., and subject to the provisions in
this Ordinance with respect to interest checks being mailed to the registered owner at the close of
business on the Record Date, the words "Cede & Co." in this Ordinance shall refer to such new
nominee of DTC.

) Successor Securities Depository; Transfers Quiside Book-Entry-Only Systems. In
the event that the Issuer determines to discontinue the use of the Book-Entry-Only System
through DTC, or DTC determines to discontinue providing its services with respect to the Bonds,
the Issuer shall (i) appoint a successor securities depository, qualified to act as such under
Section 17(a) of the Securities and Exchange Act of 1934, as amended, notify DTC and DTC
Participants of the appointment of such successor securities depository and transfer one or more
separate Bonds to such successor securities depository or (i) notify DTC and DTC Participants
of the availability through DTC of Bonds and transfer one or more separate Bonds to DTC
Participants having Bonds credited to their DTC accounts. In such event, the Bonds shall no
longer be restricted to being registered in the Registration Books in the name of Cede & Co., as
nominee of DTC, but may be registered in the name of the successor securities depository, or its
nominee, or in whatever name or names registered owners transferring or exchanging Bonds
shall designate, in accordance with the provisions of this Ordinance. Whenever a successor
securities depository has been appointed pursuant to this paragraph, the terms DTC and DTC
Participant as used in this Ordinance shall refer to such successor securities depository and its
participants, respectively.

(g Payments to Cede & Co. Notwithstanding any other provision of this Ordinance
to the contrary, so long as any Bond is registered in the name of Cede & Co., as nominee for
DTC, all payments with respect to principal of and interest on such Bond and all notices with
respect to such Bond shall be made and given, respectively, in the manner provided in the
representation letter of the Issuer to DTC.

(h) DTC Letter of Representation. The officers of the Issuer are herein authorized for
and on behalf of the Issuer and as officers of the Issuer to enter into one or more amendments to
the Blanket Letters of Representation with DTC as deemed necessary to establish and maintain
the Book-Entry-Only System with respect to the Bonds.

Section 7. FORM OF SERIES 2007 BONDS. The form of each Series 2007 Bond,
including the form of Paying Agent/Registrar's Authentication Certificate, the form of
Assignment and the form of Registration Certificate of the Comptroller of Public Accounts of the




State of Texas to be attached only to the Series 2007 Bonds initially issued and delivered
pursuant to this Ordinance, shall be, respectively, in the form set forth in Exhibit B hereto, with
such appropriate variations, omissions or insertions as are permitted or required by this
Ordinance.

Section 8. PLEDGE OF PLEDGED REVENUES. The City hereby covenants and
agrees that the Pledged Revenues are hereby irrevocably pledged to the payment and security of
the Parity Obligations including the establishment and maintenance of the special funds created,
established and maintained for the payment and security thereof, all as hereinafter provided; and
it is hereby ordained that the Parity Obligations, and the interest thereon, shall constitute a lien
on and pledge of the Pledged Revenues and be valid and binding without any physical delivery
thereof or further act by the City, and the lien created hereby on the Pledged Revenues for the
payment and security of the Parity Obligations, including the establishment and maintenance of
the special funds created, established and maintained for the payment and security thereof, shall
be superior to the lien on and pledge of the Net Revenues securing payment of any Subordinate
Lien Obligations hereafter issued by the City.

Section 9. SPECIAL FUNDS. The below listed special Funds have been created and
established and shall be maintained on the books of the City, so long as any of the Series 2007
Bonds are outstanding and unpaid:

(a) City of Victoria, Texas Utility System Revenue Fund, hereinafter called the "Revenue
Fund".

(b) City of Victoria, Texas Utility System Interest and Sinking Fund, hereinafter called
the "Interest and Sinking Fund".

In addition, the City of Victoria, Texas Utility System Series 2007 Revenue and Refunding
Bonds Reserve Fund. hereinafter called the "Series 2007 Reserve Fund", is hereby created and
shall be established and maintained on the books of the City, so long as any of the Series 2007
Bonds are outstanding and unpaid.

Though all of such funds shall be subaccounts of the City's General Fund held by the
City's depository, and, as such, not held in separate bank accounts, such treatment shall not
constitute a commingling of the monies in such Funds or of such Funds and the City shall keep
full and complete records indicating the monies and investments credited to each of such Funds.

Section 10. REVENUE FUND. The City hereby covenants, agrees and establishes that
the Gross Revenues shall be deposited and credited to the Revenue Fund immediately as
collected and received. All Maintenance and Operating Expenses are and shall be paid from
such Gross Revenues as a first charge against same.

Section 11. FLOW OF FUNDS. All Gross Revenues deposited and credited to the
Revenue Fund shall be pledged and appropriated to the extent required for the following uses
and in the order of priority shown:

FIRST: to the payment of all necessary and reasonable Maintenance and Operating
Expenses as defined herein or required by statute, including, but not limited to, Chapter
1502, as amended, to be a first charge on and claim against the Gross Revenues,
including a two (2)-month reserve amount based upon the budgeted amount of
Maintenance and Operating Expenses for the current Fiscal Year, which amount shall be
retained in the Revenue Fund.



