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BOND RESOLUTION

RESOLUTION OF THE MCKINNEY WATER DISTRICT OF LINCOLN
AND CASEY COUNTIES, KENTUCKY, AUTHORIZING AND PROVIDING
FOR THE ISSUANCE AND SALE OF $550,000 PRINCIPAL AMOUNT OF
MCKINNEY WATER DISTRICT WATERWORKS REVENUE BONDS,
SERIES 2000 FOR THE PURPOSE OF FINANCING THE COST (NOT
OTHERWISE PROVIDED) OF THE CONSTRUCTION OF EXTENSIONS,
ADDITIONS AND IMPROVEMENTS TOTHEEXISTING WATERWORKS
SYSTEM OF SAID DISTRICT; SETTING FORTH TERMS AND
CONDITIONS UPON WHICH SAID BONDS MAY BE ISSUED AND
OUTSTANDING; PROVIDING FORTHECOLLECTION, SEGREGATION
AND DISTRIBUTION OF THE REVENUES OF SAID WATERWORKS
SYSTEM; AND PROVIDING FOR AN ADVERTISED, PUBLIC,
COMPETITIVE SALE OF SAID BONDS.

WHEREAS, the waterworks system (the "System") ofthe McKiimey Water District (the
"District") is owned and operated by said District pursuant to Chapters 58 and 74 ofthe Kentucky
Revised Statutes (the "Act"), and

WHEREAS, the District presently has outstanding certain Prior Bonds (as hereinafter
defined), which PriorBonds are payable from and secured by apledge ofthe revenues derived from
the operation of the System, and

WHEREAS, all ofthe Prior Bonds presently outstanding are current as to payment ofboth
principal and interest, and for the security ofwhich a certain Sinking Fund and certain reserves are
being maintained in the manner and by the means prescribed in the Prior Bond Resolution (as
hereinafter defined) of theDistrict, authorizing thePrior Bonds, and

WHEREAS, itisthe desire and intent ofthe District atthis time to authorize and provide for
the issuance ofrevenue bonds inthe principal amount of$550,000 (the "Current Bonds"), for the
purpose offinancing the cost (not otherwise provided) ofthe construction ofextensions, additions
and improvements to the System ofthe District, in accordance with plans and specificationsprepared
by PEH Engineers and to prescribe the covenants ofthe District, the rights ofBondowners and the
details of theissuance and saleof theproposed Current Bonds, and

WHEREAS, the District desires and intends that the Current Bonds be issued so as to rank
on a parity basis with the Prior Bonds, and

WHEREAS, the Prior Bonds were issued to and are now held bythe Rural Development of
the Department ofAgriculture ofthe United States ofAmerica (the "RD"), and



WHEREAS, theRD, as the Owner of thePriorBonds, has consented to the issuance by the
District of the Current Bonds, and

WHEREAS, the Public Service Commission of Kentucky has granted to the District a
Certificate of Public Convenience and Necessity, authorizing the construction of said extensions,
additions and improvements, and

WHEREAS, the proceeds ofthe CurrentBonds willbe supplemented by Grant Proceeds (as
hereinafter defined) in the amount of approximately $981,100, and by connection charges in the
amount of at least $34,000, to provide the total cost of such constmction,

NOW, THEREFORE, IT IS HEREBY RESOLVED BY THE BOARD OF
COMMISSIONERS OF THE MCKINNEY WATER DISTRICT OF LINCOLN AND CASEY

COLfNTIES, KENTUCKY, AS FOLLOWS:



ARTICLE 1. DEFINITIONS; PURPOSE; AUTHORIZATION OF BONDS;
SECURITY.

Section101. Definitions. Asusedin this Resolution, unless the context requires otherwise:

"Act"refers to Chapters 58 and 74 ofthe Kentucky Revised Statutes,

"ARC "refersto theAppalachian RegionalCommission grantdescribedin Section805
of this Resolution.

"BeginningMonth" refers to the month following the month in which the Current Bonds
authorized herein are issued, sold and delivered to the Purchaser thereof.

"Bond Counsel" refers to an attorney or firm of attorneys recognized nationally as experts
in the field of municipal bond law and shall be deemed to refer to Rubin & Hays, Louisville,
Kentucky, or their successors.

"Bondowner" or "Owner" refer to registered Owners ofthe Current Bonds at the time issued
and outstanding hereunder.

"Bonds" collectively refers to the outstanding Current Bonds, Prior Bonds and the Parity
Bonds.

"Bonds of1992" QX "Series1992 Bonds" XQiQxio the outstanding McKinney Water District
Waterworks Revenue Bonds of 1992, Series A, B, C and D, dated May 21, 1993, in the original
authorized principal amount of$843,800.

"Bonds of1999" or "Series 1999 Bonds" refer to the outstanding McKinney Water District
Waterworks Revenue Bonds, Series 1999A and B, dated November 10, 1999, in the original
authorized principal amount of$220,000.

"Bond Resolution of1992" or "1992 Bond Resolution" refer to the Resolution authorizing
the Bonds of 1992, duly adopted by the Board of Commissioners of the District on November 4,
1992.

"Bond Resolution of1999" ox "1999 Bond Resolution" xofox to the Resolution authorizing
the Bonds of1999, duly adopted by the Board ofCommissioners ofthe District on January 12,1999.

"CDBGGrant" xefexs to the Community Development Block Grant described in Section 807
of this Resolution.

"Chairman " refers to the elected or appointed Chairman or Chairperson ofthe Commission.



Code refers to the Internal Revenue Code of 1986, as amended, and the Treasury
Regulations relating thereto.

"Commission"refers to the Board ofCommissioners ofthe District, or such other body as
shall be the governing body ofsaid District under the laws ofKentucky at any given time.

"Construction Account" refers to the McKinney Water District Waterworks Construction
Account, created in Section 301(B) of this Cunent BondResolution.

"Contractors" refers to the general contractors who have been employed by the District to
construct the Project.

"Current BondResolution "or"Resolution"refer to this Resolution authorizing the Current
Bonds.

"Current Bonds" refers to the$550,000 ofMcKinney Water District Waterworks Revenue
Bonds, Series 2000 authorized by this Resolution, to be dated as of the date of issuance thereof.

"Depository Bank" to the bank, which shall beamember of theFDIC, which bank is
Peoples Bank ofKentucky, Junction City, Kentucky, or its successor.

"Depreciation Fund"refers to theMcKinney Water District Depreciation Reserve Fund,
described in Section 402 of this Resolution.

"District" refers tothe McKinney Water District ofLincoln and Casey Counties, Kentucky.

"Engineers" refers to the Engineers or any one of them, who prepared the plans and
specifications for the construction of theProject and who will supervise the construction thereof
and/or will fiimish full time resident inspection of the construction of the Project, and shall be
deemed to referto PEHEngineers, or a member of said firm, or their successors.

"Event ofDefault" refers to one or more ofthe Events ofDefault set forth in Section 701 of
this Resolution.

"FDIC" refers to the FederalDeposit Insurance Corporation, or its successors.

"Fiscal Year" refers to the annual accounting period of theDistrict, beginning on January 1
and ending on December 31 of each year.

"Funds" refers to the Construction Account, the Revenue Fund, the Sinking Fund, the
Depreciation Fund and the Operation and Maintenance Fund.

"Government" refers to theUnited States of America, or any agency thereof, including the
RD.



"Grant Proceeds"refers to the proceeds ofthe RD Grant, the ARC Grant, the Lincoln Grant
and the CDBG Grant.

"Independent Consulting Engineer" refers to aconsulting engineer or a firm ofconsulting
engineers ofrecognized excellent reputation in the field ofwaterworks system engineering, and such
definition includes the Engineers named above.

"Interim Lender" refers to Kentucky Rural Water Finance Corporation, Bowling Green,
Kentucky, its successors or assigns; or any other financial institution or governmental agency
approved by the District.

"Lincoln Grant"xqIcts tothe Lincoln County Fiscal Court grant described inSection 806 of
this Resolution.

"Local Counsel"refers to Virginia Carol Hill, Esq., Stanford, Kentucky, or any other attorney
or firm of attorneys designated by the District.

"Multiple Advances" refers to the advance of loan funds from the RD as described in
Section 302 of this Resolution.

"Note" refers to asingle note or any number ofnotes, insuch form as may be prescribed by
the Interim Lender, including any revenue bond anticipation notes issued pursuant to Chapter 58of
the Kentucky Revised Statutes, including any renewal or extensions of the Note, issued by the
District evidencing the interim financing for the Project as prescribed in Section 302 of this
Resolution.

"Operation andMaintenance Fund" refers to the McKinney Water District Operation and
Maintenance Fund described in Section 401 of this Resolution.

"OutstandingBonds"refers tothe outstanding Bonds, and does not refer to, nor include, any
Bonds for the payment of the principal and interest of which sufficient funds will have been
deposited and earmarked for payment ofBonds; provided all Outstanding Bonds ofany series held
by the RD shall bedeemed to constitute Outstanding Bonds until paid regardless ofthe deposit of
funds to pay for same.

"Parity Bonds" refers to bonds which may be issued in the future which, pursuant to this
Resolution, rank on abasis ofparity with the outstanding Bonds, as to priority, security and source
ofpayment, and does not refer to bonds which might beissued so as to rank inferior to the security
and sourceof paymentof the outstanding Bonds.

"Prior Bonds" refers collectively to the Series 1992 Bonds and the Series 1999 Bonds.

"PriorBondResolution "referscollectivelyto the 1992Bond Resolutionandthe 1999Bond
Resolution.



"Project" refers specifically to the construction of the currently proposed extensions,
additions and improvements to the System ofthe District, which Project is being financed by the
Current Bonds and by other funds.

"Purchaser" refers to the agency, person, firm or firms, or their successors, to whom the
Current Bonds herein authorized are awarded at thepublicsaleof the Current Bonds.

"RD"refers totheRural Development oftheDepartment ofAgriculture oftheUnited States
ofAmerica.

"RD Granr" refers to the RD grant described in Section 804 of this Resolution.

"RequiredSignatures"refersto the signatures necessary to be obtainedwith referenceto the
approval oftheexpenditures tobemade from the Construction Account, which required signatures
shall consist of the signatures of (1) the Chairman; (2) the Engineers; and (3) the Purchaser;
provided, however, any expenditures for issuance and administrative costs and the costs of any
equipment which isnot permanently affixed to the real estate shall not require the signature or the
approval of the Engineers.

"Revenue Fund" refers to the McKinney Water District Revenue Fimd, described in
Section 401 of this Resolution.

"Secretary" iQiQxs to the elected or appointed Secretary ofthe Commission.

"Sinking Fund" refers to the McKinney Water District Sinking Fund, described in
Section 401 of this Resolution.

"System" refers to the existing waterworks system of the District, together with all
extensions, additions and improvements to said System.

"Treasurer" refers to the elected or appointed Treasurer of the Commission.

"U.S. Obligations"refers to bonds or notes which are the direct obligations of the United
States ofAmerica, orobligations theprincipal of and interest onwhich areguaranteed by theUnited
States of America.

All words andterms importing the singularnumber shall, where the context requires, import
the plural number and vice versa. Unless otherwise indicated, references to Articles or Sections
refers to those in this Resolution.

Section 102. Purpose. The CurrentBondsshall be issued for the purpose of financing the
cost(nototherwise provided) of the Project, as set out in the plans and specifications prepared by
theEngineers. TheCommissionhereby declares theSystem oftheDistrict, including theextensions,
additions and improvements tobeconstructed, toconstitute arevenue producing public project, and



said System shall continue to be owned, controlled, operated and maintained by the District as a
revenue producing public project pursuant to the Act, so long as any Bonds remain outstanding.

Section 103. Construction Award Approved: Work Authorized. The Commission
hereby authorizes, approves, ratifies and confirms itsprevious action in advertising for and taking
steps toward awarding thecontracts for theconstruction oftheProject to thelowest and bestbidders,
and further approves theaction oftheDistrict officials in entering into formal contracts with said
bidders, subject to the necessary approvals being obtained. Authority is hereby given for under
taking the construction ofthe Project according to the plans and specifications heretofore prepared
by theEngineers for the District, afterallnecessaiy approvals havebeen obtained.

Section 104, Declarafion ofPeriod ofUsefulness. The Commission hereby declares that
the period ofusefulness ofthe System is more than forty (40) years fi*om thedate ofcompletion of
the Project.

Section 105. Authorization ofBonds. The District has heretofore determined that the total
cost of the Project, including preliminary expenses, land and rights-of-way, engineering expense,
capitalized interest during construction, legal and administrative costs, publication costs, initial
deposits required and all incidental expenses, will not exceed $1,565,100. Therefore, it is hereby
determined to be necessary in order for theDistrict to finance thecost (nototherwise provided) of
the Project that the District issue a total of $550,000 of Current Bonds, based on the following
calculation:

Total cost of Project $1,565,100

Less:

RD Grant $338,900
ARC Grant 175,000
Lincoln Grant 5,000
CDBG Grant 462,200
Connection Charges 34.000

Total Non-Bond Funds: (1.015.1001

Balance to be financed by Current Bonds $550,000

Accordingly, for the purpose of financing the cost (not otherwise provided) of the Project,
under theprovisions of the Act, there is hereby authorized to be issued and sold $550,000principal
amount ofMcKiimey Water District Waterworks Revenue Bonds, Series 2000.

The Current Bonds shall be dated as of the date of delivery to the Purchaser thereof; shall
bear interest fi'om such date at such interest rate as may be fixed by supplemental resolution as a
result oftheadvertised saleandcompetitivebiddingforsuchCurrentBonds,ashereinafterprovided;
and shall be issued and delivered as prescribed in Section 202 hereof.



Interest onthe Current Bonds shall bepayable semiannually onJanuary 1and July 1ofeach
year, provided that the first interest payment period will cover interest only from the date ofdelivery
ofthe Current Bonds to the ensuing January 1orJuly 1,as the case may be. Principal ofthe Current
Bonds shall be payable on January 1 of each of the respective years until maturity, as set out in
Section 201 hereof.

Section 106. Recognition ofPrior Bonds. The District hereby expressly recognizes and
acknowledges that the District has previously created for the benefit and protection ofthe owners
ofthe Prior Bonds, a certain lien and pledge and certain security rights relating to the System, all as
set forth in the Prior Bonds and in the Prior Bond Resolution.

Section 107. Current Bonds Shall be Payable on Out of Gross Revenues. The Current
Bonds and any additional Parity Bonds that may be issued under the conditions and restrictions
hereinafter set forth, shall be payable solely on a first lien basis out of the gross revenues of the
System, on a parity with the Prior Bonds.

Section 108. Lien on Contracts. In addition to therevenue pledge securing theBonds, a
lien ishereby created and granted infavor oftheBondowners onall contracts, and onall other rights
ofthe District pertaining totheSystem, enforceable byassignment toany receiver orother operator
proceeding by authority of any court.



ARTICLE 2. THE BONDS; BOND FORM; PREPAYMENT.

Section 201. Principal Pavmepts. Principal payments due on the CurrentBonds shall be
as set forth in the schedule of maturities set out in Exhibit A attached to this Resolution and
incorporated herein.

Section 202. Issuance of Current Bonds: Bond Form. The Purchaser of the Current
Bonds at the public sale shall take delivery of theCurrent Bonds in the form of oneormore fully
registered bonds, as setforth inExhibitBattached hereto and incorporated herein, amounting inthe
aggregate to theprincipal amount of the Current Bonds authorized herein, maturing astoprincipal
as set out in Section 201. The Current Bonds shall be numbered R-1 and consecutively upward
thereafter. Such Current Bonds shall, upon appropriate execution on behalf of the District as
prescribed, constitute the entire bond issue herein authorized, shall be negotiable (subject to
registration requirements as totransferability), registered astoprincipal and interest and payable as
directed by the registered Owner.

Section203. Place ofPayment and Manner ofExecution. Bothprincipal of andinterest
on the Current Bonds shall be payable at the place and in the marmer set out in the form of such
Current Bond. The CurrentBonds shall be executed on behalf of the District by the manual or
facsimile signatureof the Chairmanof the District,with the Corporate Seal of the District affixed
thereto and attested by the manual or facsimile signature of the Secretary of said District.

If either of the officers whose signatures appear on the Current Bonds ceases to be such
officer before delivery of said Current Bonds, such signatures shall nevertheless be valid for all
purposes the same as if such officers had remained in office until delivery.

Section 204. Provisions as to Prepayment. Except when all ofthe Current Bonds are held
bythe Government, principal maturities falling duepriorto January 1,2010, shallnot be subject to
prepayment. Principal maturities falling due on and after January 1, 2010, shall be subject to
prepaymentby the District on any interest payment date falling on and after January 1,2009, at par
plus accrued interest, without any prepayment penalty.

So long as all of the CurrentBonds are owned by the Government, all or any of the Current
Bonds, or in a multiple of $100, may be prepaid at any time in inverse chronological order of the
principalmaturities due, at par plus accrued interest without any prepayment penalty.

Notice of suchprepayment shall be given by certifiedmail to the Bondowner or his assignee,
at least 30 days prior to the date fixed for prepayment. Notice of such prepayment may be waived
with the written consent of the Bondowner.



ARTICLE 3. CONSTRUCTION ACCOUNT; INTERIM FINANCING;
APPLICATION OF PROCEEDS; ARBITRAGE LIMITATIONS.

Section 301. Construction Account: Application ofProceeds ofBonds; Other Transfers
and Deposits. The Treasurer, or such other District official as shall be designated by the
Commission, shall bethecustodian ofall funds belonging to and associated with theSystem. All
moneys in excess of the amount insured by the FDIC in the Construction Account shall be secured
by the Depository Bank in accordance with U. S. Treasury Department Circular No. 176. The
officials of theDistrict entrusted with the receipt and disbursement of revenues of theSystem and
the custody of valuableproperty shall be covered by a fidelity bond in the amount of not less than
$94,000 (the "Fidelity Bond"), or such larger amount as theRD mayrequire, which Fidelity Bond
shall beeffective and secured byasurety company approved bytheRD so long asit isowner ofany
ofthe Current Bonds. TheRD and theDistrict shall benamed co-obligees insuch Fidelity Bond and
the amount thereofshall not be reduced without the written consent of the RD. Whenever sums in
theFunds shall exceed $94,000, the Fidelity Bond shall be increased accordingly as requested by
and with the approval of the RD.

A. Covenants Applicable ifRDPurchases CurrentBonds. Itis acknowledged
that all covenants herein with reference to the necessity for approval of the RD, the necessity of
observing RD regulations andprocedures and thenecessity of usingRD forms (the "RDForms"),
shall applyonly if the RD is the Purchaserof the CurrentBonds and only so long as the RD holds
the Current Bonds thereafter. In the event that the RD shall not be the Purchaser of the Current
Bonds, or, after purchasing same, shall sell or transfer the Current Bonds to an Owner who shall not
be theGovernment, allcovenants herein withreference to thenecessity for approval of theRD, the
necessity of observing RD regulations andprocedures, andthe necessity of using RD Forms, shall
not be applicable.

B. Application of Proceeds of Current Bonds. The proceeds of the Current
Bonds shall be applied as follows:

(1) Payment of Interim Financing, Costs of Project and Costs of
Issuance. Simultaneously with the delivery of the Current Bonds, there shall immediately
be paid to the Interim Lender (or the RD if Multiple Advances are made) an amount
sufficient to pay principal of and interest on any temporary loans borrowed by the District
in anticipation of the sale and delivery of the Current Bonds and/or of the receipt of Grant
Proceeds. Also, at the time ofdelivery ofthe CurrentBonds, there shall be paid all amounts
then due and payable in connection with the costs of the Project and in connection with the
issuance of the Current Bonds.

(2) Construction Account. If and to the extent that the proceeds of the
Current Bonds shall be in excess of the amount necessary to pay the interest, principal and
costs referredto in subparagraphB(l) ofthis Section, such excess amount shall immediately
be deposited in the "McKinneyWater District Waterworks ConstructionAccount" hereby
created, whichshall be established at the DepositoryBank. There shall alsobe depositedin
said Construction Account the Grant Proceeds, as and when received, or said Grant Proceeds
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may be applied, to the extent necessary, to liquidate or reduce any interim financing owed
by the District at the time ofreceipt ofGrant Proceeds. Simultaneously with or prior to the
delivery ofthe Current Bonds, there shall also bedeposited inthe Construction Account the
proceeds ofthe District contribution in the minimum amount of$34,000 (less any amounts
theretofore used for authorized purposes), to supplement the proceeds ofthe Current Bonds
and Grant Proceeds inorder to assure completion of the Project.

(3) Withdrawal of Funds From Construction Account. Prior to the
expenditure by the District ofany moneys from the Construction Account, the District must
obtain written approval from the RD as to such expenditures, ifthe RD is the Owner ofany
Outstanding Bonds. The proceeds ofsaid Construction Account shall be withdrawn only on
checks signed by the Chairman, the Treasurer (orby such other official ofthe District as may
be authorized by the Commission), provided such official shall be covered by the Fidelity
Bond required bySection 301 of this Resolution, in payment for services and/or materials
supplied inconnection with the Project, as evidenced by (1) aRequisition Certificate; and
(2) invoices and/or partial payment estimates bearing the written approval ofthe Engineers
and the Chairman (or by such other official of the District as may be authorized by the
Commission), and which invoices and/orpartial payment estimates musthavebeenreviewed
and approved forpayment by the designated RD official.

Written approval or certification of the Engineers shall not berequired for
matters not under the jurisdiction ofthe Engineers, such as legal fees, land acquisition and
related items.

During construction, the District shall disburse Construction Account funds
in a manner consistent with RD Instruction 1780.

The District shall prepare and submit any and all RD Forms required bythe
RD. Periodic audits ofthe District's Construction Account records shall be made by RD as
determined by it to be necessary.

(4) Transfer of CapitalizedInterest to Sinking Fund. There shall be
transferred from the Construction Account an amount sufficient toprovide for capitalized
interest (initially estimated at $40,000) during the construction ofthe Project, as approved
by the Engineers and by the RD. If and to the extent not theretofore expended inpaying
interest on interim financing and if and to the extent then needed to pay interest during the
remaining period of construction of the Project, such amount so transferred from the
Construction Account shall be deposited in the SinkingFund.

(5) Investment of Funds in Construction Account Pending
disbursement of amounts on deposit in the Construction Account, all such funds, or such
portion of said amounts on deposit in said Construction Account as is designated by the
Commission, shall be invested for the benefit of such Construction Account in Certificates
ofDeposit, savings accounts orU.S. Obligations which maybe converted readily into cash,
having a maturity date prior to the date when the sums invested will be needed for costs of
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the Project (as determined bythe Engineers, the Chairman and the RD), provided that tothe
extent that any amounts on deposit insaid Depository Bank shall cause the total deposits of
the District in said Depository Bank to exceed the amount insured by theFDIC, the same
shall be continuously secured by a valid pledge ofU.S. Obligations, having an equivalent
market value, in conformity with Section 66.480 of the Kentucky Revised Statutes.
Investments in Certificates of Deposit may be made only if a separate RD Form 402-4
Agreement is executed, if the RD has purchased any of the Bonds, and investments in
Certificates of Deposit or savings accounts may be made only in such Certificates or
accounts ofanFDIC bank. Any such investments will beapartoftheConstruction Account,
and income from such investments will be credited to the Construction Account. All such
investments shall be subject to the limitations set out in Section 303 hereof.

(6) Statements of Contractors, Engineers and Attorneys as to
Payment. Prior to the delivery of the Current Bonds, if the RD is the Purchaser of the
Current Bonds, the District will be required to provide the RD with statements from the
Contractors, Engineers and attorneys for the District that they have been paid to date in
accordance with their contract or otheragreements and, in the case of any Contractor, that
hehaspaidhis suppliers andsubcontractors. Any exceptions mustbe authorized underRD
Instruction 1780.

(7) Disposition ofBalance in Construction Account After Completion
ofProject. When theProject hasbeen completed and allconstruction costs havebeenpaid
in full, as certified by the Engineers for theDistrict and/or by the RD, any balance then
remaining in theConstruction Account may, with theconsent of theRD, be applied to the
cost of constructing additional extensions, additions and improvements to the System (the
"Additional Construction"). If such Additional Construction is to be undertaken by the
Contractors previously engaged in the Project, such Additional Construction may be
authorized by a change order.

If there is a balance remaining in the Construction Account after such
Additional Construction, suchbalance (subject to legal requirements as to possiblerefund
of any allocated portion of the balance derivedfrom GrantProceeds) shall be transferredto
the Sinking Fund, whereupon said Construction Account shall be closed. Such remaining
balance in the Construction Account so transferred to the Sinking Fund shallbe usedby the
Districtimmediatelytoprepayprincipalinstallments dueonthe CurrentBonds inthe inverse
order of maturities without prepayment penalty, provided further that any balance
insufficient to prepay at least$100 of theprincipal payment falling due in anyyear on the
Bonds will be transferred to the Depreciation Fund.

Section 302. Interim Financing Authorization.

A, Interim Financing. The District shall use interim financing for the Project
during construction of that portion of the cost of the Project financed by the Current Bonds, if
available at reasonable rates and terms.
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The borrowing ofup to the aggregate sum of $550,000 from the Interim Lender is
hereby authorized; and the Chairman is hereby authorized to execute the Note in the name and on
behalfoftheDistrict. Each advance under theNote shall evidence a loanby the Interim Lender to
the District for services rendered and/or materials supplied in connection with the Project, as
evidenced by a Requisition Certificate.

Interim financing shall be disbursed as follows:

(1) At the direction of the District, the Interim Lender shall disburse the
proceeds ofthe Note by cashier's checks directlyto the parties entitled thereto as set forth in
the Requisition Certificate; or

(2) At the direction of the District, the Interim Lendershall deposit the
proceeds ofthe Note in the Construction Account, in which event amounts ofthe District on
deposit therein shall, until expended to the extent that same shall exceed the amount insured
by the FDIC, be fully secured by a pledge of U.S. Obligations.

The aggregate ofthe principal amount ofall Notes shall not exceed $550,000. Each
Note which is renewed or superseded shall be simultaneously cancelled by the Interim Lender and
transmitted to the Treasurer. The rate of interest applicable to each Note shall not exceed a
reasonable rate, which rate is subject to the approval of the RD.

The total authorized interim financing of $550,000 shall be the maximum
indebtedness which the District may owe at anyone timeto the Interim Lenderfor the purpose of
providing temporary construction financing fortheProject;provided, however,that theDistrictmay
reduce the amount owed by the District to the Interim Lender from time to time as and when funds
areavailable to theDistrict, whether derived from theproceeds of the GrantProceeds, theproceeds
ofthe saleof the CurrentBondsor otherwise, andmayreborrow fromthe InterimLender additional
amounts in anticipationofthe further receipt by the District ofadditional proceeds from the Current
Bonds and/or Grant Proceeds.

The District hereby covenants and agrees with the Interim Lender that upon the
issuance and delivery of the Current Bonds and/or the receipt of said Grant Proceeds, the District
will apply the proceeds thereof, to whatever extentmay be necessary, in payment of the principal
amount of the Note, together with accrued interest thereon to the date of such payment; and the
proceeds of the Current Bonds and Grant Proceeds are hereby pledged therefor, and such pledge
shall constitute a first and prior charge against said proceeds.

Although the proceeds of the Current Bonds and Grant Proceeds are pledged to the
repayment of said interimfinancing, it is recognized that the GrantProceeds may be applied to the
extent required at the time ofreceipt of the Grant Proceeds, to the payment of costs of the Project
due and owing by the District at the time of receipt of such Grant Proceeds, rather than to the
repayment of portions of the interim financing at that time. If and to the extent that the Grant
Proceedsare in excess ofany costs ofthe Project due and owing at the time ofreceipt thereof, such
Grant Proceeds may be applied, in the same manner as set out hereinabove, to the reduction of the
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amount of the interim financing, after which, such interim financing may again be increased as
theretofore. The District further pledges the revenues ofthe System to the repayment ofsaid interim
financing, subject to the vested rights and priorities ofthe pledges securing the Outstanding Bonds.

It is understood that the foregoing constitutes an alternative method ofobtaining
interim financing, and does not preclude the authorization and sale, by public advertisement or
otherwise, ofbond anticipation notes and/or grant anticipation notes tothemost favorable bidder on
the open market, byconcurrent orsubsequent proceedings of theDistrict.

B. Multiple Advances by RD. In the event the Current Bonds are purchased
by the RD, and inthe event the District is unable to obtain acommitment for interim financing for
the Project from anyInterim Lender at reasonable rates and terms, the Chairman is authorized to
request Multiple Advances of loan funds from the RD.

If the RD agrees to make Multiple Advances to the District pending the delivery of
the Current Bonds, the Chairmanis hereby authorized to execute in the name and on behalf of the
District any number of Notes. Each such Note, evidencing anadvance of funds by the RD to the
District, shall be in the form prescribed by the RD.

Each request for an advance from the RD shall be accompanied by a Requisition
Certificate. The District will also furnish to the RD, prior tothe receipt ofeach Multiple Advance,
whatever additional documentation shall be requested by the RD, including an updated supplemental
title opinion of Local Counsel and an updated supplemental preliminary legal opinion of Bond
Counsel.

The proceeds of any Multiple Advances shall be either (i) disbursed directly to the
parties entitled thereto for services and/or materials supplied in coimection with the Project; or
(ii) deposited into the Construction Account and disbursed in accordance with the provisions of
Section 301 hereof, in which event amounts on deposit in such Construction Account shall, until
expended, totheextent that same shall exceed theamount insured bytheFDIC, be fully secured by
a pledge of U.S. Obligations.

The proceeds of the Ciurent Bonds are hereby pledged to the repayment of such
Multiple Advances, and such pledge shall constitute a first and prior pledge against such proceeds.
The District further pledges the revenues ofthe System tothe repayment ofsaid Multiple Advances,
subject to the vested rights and priorities of the pledges securing theOutstanding Bonds.

Section 303. Arbitrage Limitations on Investment of Proceeds. The District covenants
and certifies, incompliance with theCode, onthebasis ofknown facts and reasonable expectations
on the date of adoption of thisResolution, that it is not expected that the proceeds of the Current
Bonds will beused in amanner which would cause the Current Bonds to be"arbitragebonds" within
the meaning ofSection 148 oftheCode. The District covenants to the Owners ofthe Current Bonds
that (1) theDistrict will make no useofthe proceeds of said Current Bonds which, if such use had
been reasonably expected on the date of issue of such Current Bonds, would have caused such
Current Bonds to be"arbitrage bonds"; and (2) the District will comply with all oftherequirements
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of the Code to whatever extent is necessary to assure that the Current Bonds shall not be treated as
or constitute "arbitrage bonds" and that the interest on the Bonds shall be excludable from gross
income for federal income tax purposes.

Prior to or at the time of delivery of the Current Bonds, the Chairman and/or the Treasurer
(who arejointly andseverally charged withtheresponsibility fortheissuance of the Current Bonds)
are authorized to executesuch certifications as shall be required by Bond Cotmsel, setting out all
known and contemplated facts concerning the anticipated construction, expenditures and
investments, including the execution of necessary and/or desirable certifications of the type
contemplated by Section 148 of the Code in order to assure that interest on the Current Bonds shall
be excludable from gross income for federal income tax purposes and that the Current Bonds will
not be treated as "arbitrage bonds".
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ARTICLE 4. FLOW OF FUNDS.

Section 401. Funds. There was heretofore created in the Prior Bond Resolution the

following funds and accounts:

(a) McKinney Water District Revenue Fund
(b) McKinney Water District Sinking Fund
(c) McKinney Water District Depreciation Reserve Fund
(d) McKinney Water District Operation and Maintenance Fund

All ofthe Funds shall be maintained with the Depository Bank so long as any Bonds remain
outstanding.

Section 402. Flow of Funds. All proceedings preliminary to and in connection with the
issuance of the Outstanding Bonds, including provisions made for (i) the receipt, custody and
application ofthe proceeds ofthe Outstanding Bonds; (ii) the operation ofthe System on a revenue-
producing basis; (iii) the segregation, allocation and custody of the revenues derived from the
operation of the System; (iv) the enforcement and payment of the Outstanding Bonds and (v) the
depreciation ofthe System; and all other covenants for the benefit ofBondowners set out in the Prior
Bond Resolution, are hereby ratified and confirmed and shall continue in force and inure to the
security and benefit of the Outstanding Bonds, the same as if such provisions and proceedings were
set out in fiill herein; provided, further, that after the issuance of the Current Bonds, the income and
revenues of the System shall be collected, segregated, accounted for and distributed as follows:

A. Revenue Fund. The District covenants and agrees that it will continue to
deposit in the Revenue Fund, promptly as received from time to time, all revenues of the System,
as same may be extended and improved from time to time. The moneys in the Revenue Fund shall
continue to be used, disbursed and applied by the District only for the purpose and in the manner and
orderofpriorities specified in the Prior Bond Resolution, as hereinafter modified by this Resolution,
all as permitted by the Act, and in accordance with previous contractual commitments.

B. Sinking Fund. It is hereby recognized that the District is obligated upon the
issuance of the Current Bonds to provide for additional debt service requirements of the Current
Bonds.

At or after the delivery of the Current Bonds, there shall be transferred from the
Construction Account to the Sinking Fund an amount sufficient to provide for capitalized interest
(initially estimated at $40,000) on the Current Bonds during the construction of the Project, if and
to the extent not theretofore expended in paying interest on interim financing and ifand to the extent
then needed to pay interest during the remaining period ofconstruction of the Project.

There shall be transferred from the Revenue Fund and deposited into the Sinking
Fund on or before the 20th day of each month, for payment of interest on and principal of the
Outstanding Bonds, a sum equal to the total of the following:
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(1) An amount equal to one-sixth (1/6) ofthenextsucceeding six-month interest
payment to become due on the Bonds, plus

(2) A sumequal to one-twelfth (1/12) ofthe principal of anyBondsmaturing on
the next succeeding January 1.

If the District for any reason shall fail to make any monthly deposit as required, then an
amount equal tothe deficiency shall besetapart and deposited into theSinking Fund outofthe first
available revenues inthe ensuing months, which amount shall beinaddition tothemonthly deposit
otherwise required during such succeedingmonths. Whenever there shall accumulate intheSinking
Fund amounts in excess of therequirements during thenexttwelve months forpayingtheprincipal
of and interest due on the Outstanding Bonds, as same fall due, such excess may be used for
redemption orprepayment ofany Outstanding Bonds, subject totheterms and conditions setforth
therein, prior to maturity.

C. Depreciation Fund. Pursuant totheprovisions ofthePrior BondResolution
which requires that an adjustment bemade in the Depreciation Fund upon the issuance ofbonds
ranking on a parity with the Prior Bonds, it is hereby determined that upon the issuance of the
Current Bonds, and upon completion of the Project, as certified by theEngineers and by theRD,
there shall next be transferred from the Revenue Fund the sum of at least $215 each month (in
addition to the deposits required by the Prior Bond Resolution) which shall be deposited into the
Depreciation Fund until the Current Bonds are paidin full.

As further security for theBondowners and for the benefit oftheDistrict, ithasbeen
and is hereby provided that in addition to the monthly transfers required to be made fi-om the
Revenue Fund into the Depreciation Fund, there shall bedeposited into said Depreciation Fund all
proceeds ofconnection fees collected fi"om potential customers (except theamounts necessary topay
the actual costs and service connections applicable tosaid potential customers) toaid inthe financing
ofthe cost of future extensions, additions and improvements totheSystem, plustheproceeds ofany
property damage insurance (not otherwise used to replace damaged or destroyed property); and any
such amounts orproceeds so deposited shall be used solely and only for the purposes intended.

Moneys in the Depreciation Fund may bewithdrawn and used bythe District, upon
appropriate certification ofthe Commission, for the purpose ofpaying the cost ofunusual orextra
ordinary maintenance, repairs, renewals and replacements not included in the annual budget of
current expenses and/or of paying the costs of constructing future extensions, additions and
improvements to the System which will either enhance its revenue-producing capacity or will
provide ahigher degree of service, and when necessary, for the purpose of making payments of
principal and interest on the Bonds ifthe amount on deposit in the Sinking Fund is not sufficient to
make such payments.

D. Operation andMaintenanceFund. There shall next betransferred monthly
from the Revenue Fund and deposited into said Operation and Maintenance Fund, sums sufficient
to meet the current expenses ofoperating and maintaining the System. The balance maintained in
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said Operation and Maintenance Fund shall not be in excess of the amount required to cover
anticipated System expenditures for a two-month period pursuant to the District's annual budget.

E. Monthly Principal and Interest Payments if Requested by tbe RD. So
long as any of the Bonds are held or insured by the RD, the District shall, if requested by the RD,
makethepaymentsrequiredby this Section402, in monthlyinstallments to the RD or to the insured
Owners of the Bonds.

F. Surplus Funds. Subject to the provisions for the disposition ofthe income
and revenues of the System as set forth hereinabove, which provisions are cumulative, and after
paying or providing for the payment ofdebt service on any subordinate obligations, there shall be
transferred, within sixty days after the end of each fiscal year, the balance of excess funds in the
RevenueFund on such date, to the Depreciation Fund for application in accordance with the terms
of this Resolution or to the Sinking Fund to be applied to the maximum extent feasible, to the
prompt purchase or redemption of Outstanding Bonds.

G. Investment and Miscellaneous Provisions. All monies in the Sinking Fund
and theDepreciation Fundshallbe deposited in theDepository Bank, or such portionthereofas is
designated by the Commission. Allmonies in theSinking FundandtheDepreciation Fund shall be
investedfor the benefitofsuchrespective Funds in Certificatesof Time Deposit or savings accounts
of theDepository Bankor in U.S. Obligations which maybe converted readily into cash,having a
maturity dateprior to the datewhen the sums invested will be needed for the purposes for which
such funds maybe expended, provided that to the extent that any amount of theDistricton deposit
in the Depository Bank shall cause the total deposits of the District in said Depository Bank to
exceed the amoimt insured by the FDIC, such excess amount shall be continuously secured by a
valid pledge of U.S. Obligations, having an equivalent market value, in conformity with
Section 66.480 of the Kentucky Revised Statutes.

If the RD haspurchased any of the Outstanding Bonds, investments in Certificates
ofDeposit may bemade only ifaseparate RD Form 402-4 Agreement isexecuted. Any such invest
ments will be a part of the respective Funds from which the proceeds invested are derived, and
income from such investments will be credited to such respective Funds. All investments of funds
derived fi'om proceeds ofthe Outstanding Bonds shall besubject totheapplicable limitations setout
in Section 303 hereof.

Allpayments into theFunds shall be made onor before the twentieth (20th) day of
each month, except that when thetwentieth (20th) day ofany month shall bea Saturday, Sunday or
a legal holiday, then suchpayment shallbe madeon the next succeeding business day.

Allmonies held in any of theFunds shall bekeptapart fi'om allother District funds
and shall bedeposited in the Depository Bank, and all such deposits which cause the aggregate of
all deposits of the District therein to be in excess of the amount secured by FDIC, shall (unless
invested as herein authorized) be secured by a surety bond or bonds or by a pledge of U.S.
Obligations, having a market value equivalent to suchdeposit.
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The Treasurer shall keep appropriate records as to payment ofprincipal and interest
installments and as to payment of principal of and interest on any Bonds.

Section 403. Current Bonds on a Parity with Prior Bonds. It is hereby certified and
declared that prior to the issuance of any of the Current Bonds, there will have been procured and
filed with the District (i) a letter from the RD to the effect that the RD agrees to the issuance of the
Current Bonds ranking on a parity as to security and source ofpayment with the Prior Bonds, all of
which are owned by the RD, together with (ii) a certification signed by the RD to the effect that a
legend has been typed, stamped or otherwise affixed on each of the Prior Bonds held by the RD,
evidencing the agreement of the RD as the then Owner of the Prior Bonds, to the issuance of the
Current Bonds so as to rank on a parity with the Prior Bonds, such legend to be in substantially the
following form;

The holder ofthis Bond has consented to the issuance of$550,000 of
McKinney Water District Waterworks Revenue Bonds, Series 2000
ranking on a parity as to security and source of payment with this
Bond.

Accordingly, it is hereby found and declared that the Current Bonds shall rank and be
payable on a parity with said outstanding Prior Bonds from the gross income and revenues of the
System.
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AKTICLE5. COVENANTS OF DISTRICT

Section 501. Rates and Charges. The District shall charge such rates and charges for all
services and facilities rendered by the System, which rates and charges shall be reasonable, taking
into account and consideration the cost and value of the System, the cost ofmaintaining, repairing
and operating same and the amounts necessary for the payment of principal of and interest on
Outstanding Bonds against the System. The District shall charge such rates and charges as shall be
adequate to meet the requirements ofArticles 4 and 5 hereof.

The District covenants that it will not reduce the rates and charges for the services rendered
by the System without first filing with the Secretary a certification of an Independent Consulting
Engineer that the annual net revenues (defined as gross revenues less operating expenses) ofthe then
existing System for the fiscal year preceding the year in which such reduction is proposed, as such
annual net revenues are adjusted, after taking into account the projected reduction in annual net
revenues anticipated to result from any such proposed rate decrease, are equal to not less than 120%
of the average annual debt service requirements for principal and interest on all of the then
Outstanding Bonds payable from the revenues of the System, calculated in the manner specified in
Section 603 hereof.

Section 502. Books and Accounts: Audit The District shall maintain proper records and
accounts relating to the operation of the System and the District's financial affairs; and the
Bondowners, or their authorized representatives, shall have the right at all reasonable times to
inspect the facilities of the System and all records, accounts and data relating thereto. An annual
audit shall be made of the books and accounts pertinent to the System by a Certified Public
Accountant licensed in Kentucky. No later than ninety (90) days after the close ofeach Fiscal Year,
copies of such auditreportscertified by such Certified Public Accountant shall be promptly mailed
to the RD without request, so long as the Government is the Owner of any ofthe Bonds, and to any
Bondowner that may have made a written request for same.

Monthly operating reports shall be furnished to the RD and to any Bondowner requesting
same, during the first two (2) years ofoperation after completion ofthe Project, and whenever and
so long as the District is delinquent in any of the covenants set out in the Prior Bond Resolution or
this CurrentBond Resolution. Thereafter, quarterlyoperating reports shall be furnished at all other
times to the RD and to any Bondowner requesting the same.

Section 503. System to Continue to be Operated on Fiscal Year Basis: Annual Budget.
While any ofthe Bonds are outstanding and unpaid, and to the extent permitted by law, the System
shall continue to be operated and maintained on a Fiscal Year basis.

Not later than sixty (60) days before the end ofeach Fiscal Year, the District agrees to cause
to be prepared a proposed annual budget of operating expenses (the "Proposed Budget") of the
System forthe then ensuing FiscalYear,itemized onthebasisof monthly requirements. A copyof
saidProposed Budgetshallbe mailedto anyBondownerwho may request in writing a copy of such
Proposed Budget and to the RD without request, if the Government is the Owner of any of the
Bonds.
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For the purposeof the Proposed Budget,operating expenses shall include all reasonableand
necessary expenses of operating, repairing, maintaining andinsuring the System, but shallexclude
depreciation and debt service payments. The District covenants thattheoperating expenses incurred
inany yearwillnotexceed thereasonable and necessary amounts therefor, andthattheDistrict will
not expend any amount orincur any obligation for operation ormaintenance and repair inexcess of
the amounts provided for operating expenses in the annual budget, except upon resolution by the
District that such expenses are necessary to operate and maintain the System.

Not later than sixty (60) days before the end of each Fiscal Year, the District shall prepare
anestimate of gross revenues to be derived from the operation of the Systemfor saidFiscalYear,
and, to the extentthat said grossrevenuesareinsufficient (a) to pay debt service requirements on all
Outstanding Bonds during the ensuing Fiscal Year, (b) to accumulate and maintain all required
reserves enumerated herein and(c)to pay operating expenses, the Districtshall revisetherates and
charges sufficiently to provide the funds so required.

If the Owners of at least 50% of the principal amoimt of the Outstanding Bonds, or the
Government so long as it is the Owner of any ofsaid Outstanding Bonds, so request, the Commis
sion shall hold anopen hearing not later than thirty (30) days before thebeginning of theensuing
Fiscal Year, at which time anyBondowner may appear by agent or attorney and may file wntten
objections to such proposed budget. Notice of the time and place of such hearing shall be mailed
atleast fifteen (15) days priorto thehearing to each registered Bondowner andto theGovernment.

TheDistrict covenants thatannually beforethefirst dayof theFiscalYear,theannual budget
for the upcoming Fiscal Year will beadopted substantially inaccordance with the Proposed Budget,
and that no expenditures for operation and maintenance expenses of the System in excess of the
budgeted amount shall bemade during such Fiscal Year unless directed by said District by aspecific
resolution duly adopted.

Section 504. General Covenants. The District, through its Commission, hereby covenants
andagrees with the Owners of the Bonds that:

(1) It will faithfully and punctually perform all duties with reference to the
System required by the Constitution and laws of the Commonwealth of
Kentucky;

(2) It will make and collect reasonable and sufficient rates and charges for
services and facilities rendered by the System;

(3) It will segregate the revenues and income from the System and make
application thereof consistent with and as provided bythis Resolution;

(4) Unless the written consent of the Owners of a majority of the principal
amount of the Outstanding Bondshasbeen obtained, the Districtagrees not
to sell, lease, mortgage or in any manner dispose of anyintegral part of the
System, including any and all appurtenances thereto and extensions, additions
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and improvements that may be made thereto, until all of the Outstanding
Bonds shall have been paid or provided for in full, as provided herein; subject
to the provisions of Section 607 hereof;

(5) It will maintain in good condition and continuously operate the System and
appurtenances thereto and will charge such rates and charges for the services
rendered thereby so that the gross income and revenues will be sufficient at
all times (i) to pay the interest on and principal of the Outstanding Bonds as
same become due; (ii) to pay the cost of operating and maintaining the
System; and (iii) to provide for an adequate depreciation account; and

(6) It will carry and maintain insurance on properties of the System subject to
loss or damage in amounts and against hazards substantially in accordance
with the practices of other districts, cities or corporations which own and
maintain waterworks systems under similar conditions; and so long as the
Government is the Owner ofany ofthe Outstanding Bonds, the Government
will be listed as co-beneficiary on any such policy; and the District shall
further comply with the insurance requirements of Section 506 hereof
(involving insurance on motors, tanks and structures).

Section 505. Other Covenants Applicable So Long as RP Owns Any Bonds. So long
as the RD shall own any of the Bonds, the District shall comply with such RD regulations,
requirements and requests as shall be made by the RD, including the furnishing of operating and
other financial statements, in such form and substance and for such periods as may be requested by
the RD, the carrying of insurance of such types and in such amounts as the RD may specify, with
insurance carriers acceptable to the RD and compliance with all of the terms and conditions of the
Loan Resolution (RD Form 1942-47) adopted and executed by the District, which is hereby
authorized, approved, ratified and confirmed.

Section 506. Insurance on Motors. Tanks and Structures. The District shall (a) im
mediately after the adoptionof this Resolutionand(b) at the time of final acceptance of the Project,
insure all electric motors, elevated water storage tanks, pumping stations and major structures ofthe
System in an amount recommended by the Engineers and approved by the RD, so long as the RD
is the Owner of any of the Bonds, for the hazards usually covered in such area, and shall similarly
insure same in an amount recommended by the Engineers, without the necessity ofapproval by the
RD if and whenever the District has Outstanding Bonds against the System and none of such
Outstanding Bonds are owned by the RD.

22



ARTICLE 6. INFERIOR BONDS AND PARITY BONDS

Section 601. Inferior Bonds. Except as hereinafter provided below in this Article, the
Districtshallnot, so long as anyBonds are outstanding, issue any additional bonds payable from the
revenues of the System unless the security and/or pledge of the revenues to secure such additional
bonds are made inferior and subordinate in all respects to the security of the Bonds.

The District expressly reserves the right at any time to issue its bonds or other obligations
payable from the revenues of the System and not ranking on a parity basis with the Current Bonds,
without any proofof previous earnings or net revenues, provided that the consent of the RD must
be obtained prior to the issuance ofany inferior bonds so long as the RD owns any ofthe Bonds, and
provided further that, after the initial completion of the Project, such inferior bonds may be issued
only for the purpose ofproviding for future extensions, additions and improvements to the System,
and only in express recognition ofthe priorities, liens and rights created and existing for the security,
source of payment and protection of the Outstanding Bonds; provided further, that nothing in this
Section is intended to restrict or shall be construed as a restriction upon, the ordinary refunding all
or a portion of the Outstanding Bonds.

Section 602, Parity Bonds to Complete the Proiect The District hereby certifies,
covenants and agrees that in the event that the cost ofcompletion of the construction of the Proj ect
shall exceed the moneys available to the District from any and all sources, the District shall have the
right, ifnecessary, to provide for such excess, and only such excess, through the issuance ofParity
Bonds, provided the District has obtained a certification from the Engineers to the effect that it is
necessary to issue the desired amoimt ofParity Bonds in order to enable the District to pay the cost
(not otherwise provided) of the completion of the Project, and provided the District has complied
with the provisions of Section 603 below or has obtained:

(a) the consent of the RD if the Government is as the Owner of the Prior Bonds
at that time or the consent of any other Owners of the Prior Bonds, and

(b) the consent of (1) the RD if the Government is the purchaser of the Current
Bonds; or (2) the Owners of at least 75% of the principal amount of the
Current Bonds outstanding, if the Current Bonds have been issued, sold and
delivered and are held by Owners other than the Government.

Section 603. Parity Bonds to Finance Future Improvements. The District reserved the

right and privilege, and does hereby reserve the right and privilege, of issuing additional Parity
Bonds,but only under the conditions specified in the Current Bond Resolution, which conditions
are as follows:

The District further reserves the right to add new waterworks facilities and/or to finance
future extensions, additions and improvements to the System by the issuance of one or more
additional series of Parity Bonds to be secured by a parity lien on and ratably payable on a parity
with the Current Bonds, from the revenues of the System, provided:
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(a) The facilities to be constructed from the proceeds of the additional Parity
Bonds are made a part of the System and their revenues are pledged as additional security
for the additional Parity Bonds and for the Outstanding Bonds.

(b) The District is in compliance with all covenants and undertakings in
connection with all of the Outstanding Bonds.

(c) The annual net revenues (defined as gross revenues less operating expenses),
of the then existing System for the Fiscal Year preceding the year in which such Parity
Bonds are to be issued, adjusted as hereinafter provided, shall be certified by an independent
Certified Public Accountant to be equal at least one hundred twenty percent (120%) of the
average annual debt service requirements for principal and interest on all Outstanding Bonds
payable from the revenues of the System, plus the anticipated debt service requirements of
anyParity Bonds then proposed to be issued. The calculationofaverage annual debt service
requirements of principal and interest on the additional Parity Bonds to be issued shall,
regardless of whether such additional Parity Bonds are to be serial or term bonds, be
determined on the basis of the principal of and interest on such Parity Bonds being payable
in approximately equal annual installments.

(d) The annual net revenues referred to above may be adjusted for the purpose
of the foregoing computations to reflect:

(1) any revisions in the System's schedule of rates or charges being
imposed on or before the time of the issuance of any such additional Parity Bonds,
and

(2) any increase in the annual net revenues to be realized from the
proposed extensions, additions and improvements being financed (in whole or in
part) by such additional Parity Bonds;

provided all such adjustments shall be based upon and included in a certification of an
Independent Consulting Engineer.

(e) Compliance with Section 603(a) through (d) shall not be necessary for the
issuance ofParity Bonds ifthe District has obtained (1) the written consent ofthe RD for the
issuance of such Parity Bonds, if the Government is the Owner of any Bonds at the time of
issuance of such Parity Bonds; and (2) the written consent of the Owners of all of the then
outstanding Prior Bonds, and no other prerequisite need be complied with by the District in
order to issue Parity Bonds.

Section 604. Covenants to be Complied with at Time ofIssuance of Parity Bonds. The
District hereby covenants and agrees that in the event any Parity Bonds are issued, the District shall:
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(a) Adjust the monthly amount to be deposited into the Sinking Fund on the same
basis as that prescribed in the provisions establishing such Sinking Fund, to reflect the
average annual debt service requirements of the Parity Bonds;

(b) Adjust the minimum annual amount to be deposited monthly into the
Depreciation Fund on the same basis as that prescribed in the provisions establishing such
Depreciation Fund, taking into account the future debt service requirements of all Bonds
which will then be outstanding against the System; and

(c) Make such Parity Bonds payable as to principal on January 1 of each year in
which principal falls due and payable as to interest on January 1 and July 1 ofeach year until
the final maturity of such Parity Bonds.

Section 605. Prepayment Provisions Applicable to Parity Bonds. If, in connection with
any subsequently issued series ofParity Bonds, it is provided that excess revenues in the Revenue
Fund shall be used to prepay Outstanding Bonds in advance ofscheduled maturity, or ifthe District
at its option undertakes to prepay Outstanding Bonds in advance of scheduled maturity, it is agreed
and understood, for so long as the Government owns any of the Outstanding Bonds, that no such
prepayment will be effected without the approval of the RD.

Section 606. Consent of the RD Regarding Future Bonds. Notwithstanding any other
provisions of this Resolution, the District agrees that so long as the Government owns any Out
standing Bonds against and/or payable from the revenues of the System, the District will not issue
any future bonds, notes or other obligations against, secured by or payable from the revenues of the
System without the written consent of the RD.

Section 607. Priority of Lien: Permissible Disposition of Surplus or Obsolete Facilities.
The District covenants and agrees that so long as any of the Prior Bonds and/or Bonds are
outstanding, the District will not sell or otherwise dispose of any of the facilities of the System, or
anypart thereof, and, except as provided above, the Districtwill not create or permit to be created
any charge or lien on the revenues thereof ranking equal or prior to the charge or lien of the
Outstanding Bonds. Notwithstanding the foregoing, the District may at any time permanently
abandon the use of, or sell at fair market value, any part ofthe facilities ofthe System, provided that:

(a) The District is in compliance with all covenants and undertakings in
connection with all of the Outstanding Bonds, and the required reserves for
such Outstanding Bonds will have been accumulated;

(b) The District will, in the eventofany such sale, apply the proceeds to either
(1) redemption of Outstanding Bonds in accordance with the provisions
governing prepayment of bonds in advance ofmaturity; or (2) replacement
of the facility so disposed ofby another facility, the revenues ofwhich shall
be incorporated into the System, as hereinbefore provided;

25



(c) TheDistrictcertifies, in goodfaith, prior to any abandonment ofuse, that the
facilities to be abandoned are no longer economically feasible ofproducing
net revenues; and

(d) The District certifies, in good faith, that the estimated net revenues of the
remaining facilities of the Systemfor the then next succeedingFiscal Year,
plus the estimated net revenues of the facilities, if any, to be added to the
System, complywith the earningsrequirements hereinbefore provided in the
provisions and conditions governing the issuance of Parity Bonds.

Notwithstanding any other provisions hereof, so long as any Bonds are held by the
Government, the District shall not dispose of its title to the Systemor to any part thereof, without
first obtaining the written consent of the RD.
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ARTICLE 7. DEFAULT AND CONSEQUENCES

Section 701. Events of Default. The following items shall constitute an Event ofDefault
on the part of the District:

(a) The failure to pay principal ofthe Bonds as and when same shall become due
and payable, either at maturity or by proceedings for redemption.

(b) The failure to pay any installment of interest on the Bonds when the same
shall become due and payable or, if any or all of the Outstanding Bonds are
owned by the RD, within thirty (30) days thereafter.

(c) The default by the District in the due or punctual performance of any ofthe
covenants, conditions, agreements and provisions contained in the Bonds, the
Prior Bond Resolution or in this Resolution.

(d) The failure to promptly repair, replace or reconstruct facilities ofthe System
that have been damaged and/or destroyed.

(e) The entering of any order or decree with the consent or the acquiescence of
the District, appointing a receiver of all or any part of the System or any
revenues thereof; or if such order or decree shall be entered without the
acquiescence or consent of the District, its failure to have the order vacated,
discharged or stayed on appeal within sixth (60) days after entry.

Section 702. Consequences of Event of Default. Any Owner of the Current Bonds may
enforce and compel the performance of all duties and obligations of the District set forth herein.
Upon the occurrence of an Event ofDefault, then upon the filing of a suit by any Owner of said the
Current Bonds, any court having jurisdiction of the action may appoint a receiver to administer said
System on behalfof the District with power to charge and collect rates sufficient to provide for the
payment ofoperating and maintenance expenses and for the payment ofprincipal ofand interest on
the Outstanding Bonds and to provide and apply the income and revenues in conformity with this
Resolution and with the laws of the Commonwealth of Kentucky.

The District hereby agrees to transfer to any bona fide receiver or other subsequent operator
of the System, pursuant to any valid court order in a proceeding brought to enforce collection or
payment of the District's obligations, all contracts and other rights of the District pertaining to the
System, conditionally, for such time only as such receiver or operator shall operate by authority of
the court. Upon the occurrence ofan Event ofDefault, the Owner of any of the Outstanding Bonds
may require the governing body of the District by appropriate order to raise the rates a reasonable
amount consistent with the requirements of this Resolution.
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ARTICLE 8. CONTRACTUAL PROVISIONS; GRANT APPROVAL;
MISCELLANEOUS PROVISIONS.

Section801. ResolutionCoptractualwithBondowners. TheprovisionsofthisResolution
constitute a contract between the District and its Commission and the Owners ofthe Current Bonds

as may be outstanding from time to time; and after the issuance of any of said Current Bonds, no
change, alteration or variation of any kind ofthe provisions ofthis Resolution shall be made in any
manner which will affect an Owner's rights except as herein provided or except with the written
consent ofall Bondowners until such time as all ofthe Current Bonds and the interest thereon have

been paid in full or fully provided for; provided that the Commission may adopt any resolution for
any purpose not inconsistent with the terms of this Resolution and which shall not impair the
security of the Owners of the Current Bonds and/or for the purpose of curing any ambiguity, or of
curing, correcting or supplementing any defective or inconsistent provisions contained herein or in
any resolution or other proceedings pertaining hereto.

It is further agreed that the Owners of75% in principal amount of the Current Bonds at any
time outstanding shall have the right to consent to and approve the adoption ofresolutions or other
proceedings, modifying or amending any of the terms or provisions contained in this Resolution,
subject to the conditions that (a) this Resolution shall not be so modified in any manner that may
adversely affect the rights of the Owners of any of the Prior Bonds, nor in any manner that may
adversely affect the rights of any certain Owners of the Outstanding Bonds without similarly
affecting the rights of all Owners of such Outstanding Bonds, or to reduce the percentage of the
number ofOwners whose consent is required to effect a further modification and (b) no such change
may be effected without the consent of the RD so long as the RD owns any of the Outstanding
Bonds.

Section 802. All Current Bonds are Equal. The Current Bonds authorized herein shall
not be entitled to priority one over the other in the application of the income and revenues of the
System, or with respect to the security for their payment, regardless of the time or times of their
issuance, it being the intention that there shall be no priority among any of the Current Bonds
regardless of the fact that they may be actually issued and delivered at different times.

Section 803. District Obligated to Refund Current Bonds Owned by Government

Whenever Feasible: Defeasement Prohibited. So long as the Government is the Owner ofany of
the Current Bonds, if it appears to the Government that the District is able to refund such Current
Bonds in whole or in part, by obtaining a loan for such purposes from responsible cooperative or
private credit sources, or to sell bonds of the District in the open market, at reasonable rates and
terms, for loans or bond issues for similar purposes and periods of time, the District will, upon
request of the Government, obtain such loan and/or issue such bonds in sufficient amount to repay
the Govermnent and will take all such action as may be required in connection therewith.

In addition, so long as the Government is the Owner ofany ofthe Current Bonds, the District
shallnot issue any bonds or other obligations for the purpose ofdefeasing or otherwise terminating
the lien of the Current Bonds without immediately prepaying all of the then outstanding Current
Bonds.
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Section 804. Approval and Acceptance ofRD Grant Agreement. The RD has agreed to
make a grant to the District in the amount of$338,900 (the "RD Grant") to supplement the proceeds
of the Current Bonds in order to provide the total cost of the Project, and the RD has requested the
District to approve, accept and execute RD Form 1942-31 (the "RD Grant Agreement"), setting out
the terms and conditions upon which said RD Grant will be made. Said RD Grant Agreement is
hereby approved, and the Chairman and the Secretary are authorized to execute said RD Grant
Agreement on behalf of the District. The Chairman and Secretary are also authorized on behalf of
the District to accept any and all other RD Grants offered to the District in connection with the
Project and to execute any and all RD Grant Agreements and any other documents as may be
requested by the RD in connection with RD Grants which have been and/or which may hereafter be
approved for such Project.

Section 805. Approval and Acceptance of ARC Grant Agreement The Appalachian
Regional Commission (the "ARC") has agreed to make a grant to the District in the amount of
$175,000 (the "ARC Grant") to supplement the proceeds of the Current Bonds in order to provide
the total cost ofthe Project, and the ARC has requested the District to approve, accept and execute
a certain ARC Grant Agreement (the "ARC Grant Agreement"), setting out the terms and conditions
uponwhich said ARC Grantwill be made. Said ARC GrantAgreement is hereby approved, and the
Chairman and the Secretary are authorized to execute said ARC Grant Agreement on behalfof the
District. The Chairman and Secretary are also authorized on behalfofthe District to accept any and
all other ARC Grants offered to the District in connection with the Project and to execute any and
all ARC Grant Agreements and any other documents as may be requested by the ARC in connection
with ARC Grants which have been and/or which may hereafter be approved for such Project.

Section 806. Approval and Acceptance of Lipcoln Grant The Lincoln County Fiscal
Court ("Lincoln") has agreed to make a grant to the District in the amount of$5,000 (the "Lincoln
Grant") to supplement the proceeds of the Current Bonds in order to provide the total cost of the
Project. SaidLincolnGrantis hereby approved, andthe Chairman and the Secretaryare authorized
to executesaid any grant agreement on behalfof the District. The Chairman and Secretary are also
authorized on behalfoftheDistrict to acceptany and all otherLincolnGrants offeredto the District
in connection with the Project and to execute any and all grant agreements and any other documents
in connection with Lincoln Grants which have been and/or which may hereafter be approved for
such Project.

Section 807. Approval and Acceptance of CDBG Grant Agreement. The Department
ofHousing andUrbanDevelopment (the "HUD") has agreed to make a grant to the District in the
amount of $462,200 (the"CDBGGrant"), to supplement theproceedsof the CurrentBonds in order
to provide the total cost of the Project, andHUDhas requested the District to approve, accept and
execute a certainCDBGGrantAgreement(the"CDBGGrantAgreement") settingout the terms and
conditions upon which said CDBG Grant will be made. Said CDBG Grant Agreement is hereby
approved, and the Chairman and the Secretary are authorized to execute said CDBG Grant
Agreement onbehalfof the District. The Chairman and Secretary are also authorized onbehalfof
theDistrict to accept any and all other CDBG Grants offered to the District in connectionwith the
Projectand to execute any and all CDBG Grant Agreements and any other documents as may be
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requested by HUD in connection with CDBG Grants which have been and/or which may hereafter
be approved for such Project.

Section 808. Authorizatiop. Ratiflcatiop and Confirmation ofApproval and Execution
of Various Documents. The Commission hereby authorizes, approves, ratifies and confirms the
previous actionof the officersof theDistrict in approving andexecutingvarious documents related
to the financing ofthe Project, including the following:

(a) Legal Services Agreement with Bond Counsel.

(b) Legal Services Agreement with Local Counsel.

(c) Letter of Intent to Meet Conditions of RD Letter of Conditions (RD
Form 1942-46).

(d) Loan Resolution (RD Form 1942-47).

(e) Agreement for Engineering Services with the Engineers.

Section 809. Authorization of Condemnation to Acquire Easements and/or Sites. In
the event that (a) any necessary deeds of easement to allow construction of the Project over the
property of any property owner or (b) any necessary deed to the necessary site of any waterworks
facility of the Project shall not be obtained through negotiation within ten (10) days after the date
of adoption of this Resolution and in the event that (1) such waterworks lines cannot be located
within the right-of-way of the State and/or County road involved; and/or (2) such waterworks
facilities cannot be located on a site already owned by the District, Local Counsel is hereby
authorized and directed to file condemnation actions to obtain such necessary rights-of-way and/or
sites forthwith, without further authorization or direction from the District or the Commission. Local
Counsel is further directed to follow the same condemnation procedure in the event that it becomes
necessary, through change orders, line extensions and/or errors in the location of property lines
and/or property owners, to obtain additional easements, rights-of-way and/or sites for completion
of the Project and whenever the necessary deed is not obtained by negotiation at least ten (10) days
prior to the date on which construction is contemplated in the respective easement, right-of-way
and/or site.

The District further approves the payment from the funds available therefor allocated to the
costs of the Project to pay any judgment award, or compromise, determined by Local Counsel with
the acquiescence ofthe Commission, toward the costs ofsuch easements, rights-of-way and/or sites;
provided, in each instance, that the payment of such funds to satisfy any judgment, award or
compromise must first be approved by the RD; and the Commission further determines that if and
to whatever extent the funds available from the proceeds of the financing contemplated by this
Resolution shall be inadequate to pay any judgment, award or compromise amount for such
easements, rights-of-way and/or sites, or if the District is unable to obtain the approval of the RD
for any such payment, the Commission shall take all reasonably necessary actions, within the powers
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and authority ofthe Commission, to make such additional amount available from all other available
District resources.
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ARTICLE 9. SALE OF CURRENT BONDS

Section 901. Sale of Current Bonds. The Current Bonds shall be offered publicly for sale
upon the basis of sealed, competitive bids at such time as the Commission shall designate.

A suggested form of"Notice ofBond Sale", a suggested form of"Official Notice ofSale of
Bonds" and a suggested form of "Bid Form", having been prepared in advance by Bond Counsel,
and all of such documents having been found to be in satisfactory form, a copy of each is hereby
ordered to be filed in the records of the Secretary with the Minutes of the meeting at which this
Resolution is adopted. The Notice ofBond Sale shall be signed by the Secretary and may be used
for the purpose of publishing notice of the sale of the Current Bonds. Copies of such documents
shall be furnished to any interested parties who may request same.

In the event that there is no bid or that all bids are rejected, the District may readvertise the
sale pursuant to this Resolution.

Section 902. Adjustment in Maturities. Prepavment Provisions and Other Dates, with
Consent of Purchaser if Delivery is Delayed. In the event that delivery of the Current Bonds
authorized herein is delayed for any reason and the District, with the consent ofthe Purchaser ofthe
Current Bonds, determines it is in the District's best interest to change the maturities, the applicable
prepayment date or any other dates, the District may adjust the same by a Resolution of the
Commission approving the adjustments.
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ARTICLE 10. CONCLUDING PROVISIONS

Section 1GDI. Covenant ofDistrict to Take All Necessary Action To Assure Compliance
with the Code. In order to assure the Owners of the Current Bonds that such Current Bonds shall

continue to be legal and that interest thereon will continue to be excludable from gross income for
federal income tax purposes and exempt from all Kentucky income taxation, the District covenants
to and with the Owners of the Current Bonds to take the following action:

(a) The District will (1) take all actions necessary to comply with the provisions
of the Code necessary to assure that interest on the Current Bonds will be excludable from
gross income for federal income tax purposes; (2) will take no actions which will violate any
of the provisions of the Code; and (3) not use the proceeds of the Current Bonds for any
purpose which will cause interest on the Current Bonds or on interim financing obligations,
including, but not limited to the Note, issued pursuant to Section 302 hereof to become
includable in gross income for federal income tax purposes.

(b) The District hereby certifies that it does not reasonably anticipate that the total
principal amount of "qualified tax-exempt obligations" within the meaning of
Section 265(b)(3) of the Code which the District, or any subordinate entity of the District,
will issue during the calendar year during which the Current Bonds are issued, will exceed
$10,000,000; and therefore the District hereby designates the Current Bonds and all interim
financing obligations, including, but not limited to the Note, issued pursuant to Section 302
hereof as "qualified tax-exempt obligations".

(c) The District further certifies that the Current Bonds and any and all interim
financing obligations of the District are not "private activity bonds" within the meaning of
the Code.

(d) The District covenants and agrees to comply with the rebate requirements on
certain excessearnings imposedby Section 148ofthe Code, and in the event it is determined
by the District, upon the advice of Bond Counsel, that the Construction Account, or any
other Fund established hereunder, is subject to said rebate requirements and does in fact
generate earnings from "non-purpose investments" in excess of the amount which said
investments would have earned at a rate equal to the "yield" on the Current Bonds, plus any
income attributable to such excess, there shallbe established a separate and special fund with
the Depository Bank, which fund shall be designated the "Excess Earnings and Rebate
Fund", which shall be utilized for the collection and payment ofany excess generated from
investments and the remittance thereof to the United States of America on or before the

anniversary ofthe fifth (5th) year from the date ofthe CurrentBonds, and once every five (5)
years thereafter imtil the final retirement of the Current Bonds; the last installment, to the
extent required, to be made no later than sixty (60) days following the date on which funds
sufficient for the complete retirement ofthe Current Bonds are deposited with any escrow
agent. The District further covenants to file any and all reports, if any, as may be required
to be filed with the Government with regard to the liability or non-liability of the District as
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to any such rebate requirements and to maintain records in regard thereto for the period of
time required by applicable Treasury regulations.

Section 1002. Severabilitv Clause. If any section, paragraph, clause or provision of this
Resolution shall be held invalid, the invalidity of such section, paragraph, clause or provision shall
not affect any ofthe remaining provisions of this Resolution, which shall continue in full force and
effect.

Section 1003. All Provisions in Conflict Repealed. All motions, resolutions and orders,
or parts thereof, in conflict with the provisions of this Resolution, are to the extent ofsuch conflict
herebyrepealed. It is hereby specificallyorderedandprovidedthat anyproceedings heretofore taken
for the issuance ofother bonds ofthe District payable or secured in any manner by all or any part
of the income and revenues of said System or any part thereof, and which have not been heretofore
issued and delivered, are hereby revoked and rescinded, and none ofsuch other bonds shall be issued
anddelivered. The District covenants to correctby appropriateproceedings any required procedure
previously taken invalidly.

Section 1004. Effective Immediately Upon Adoption. This Resolution shall take effect
and be effective immediately upon its adoption.

Adopted this June 27, 2000.

Attest:

Secretary
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CERTIFICATION

I, Delmis Petry, hereby certify that I am the duly qualified and acting Secretary of the
McKirmey Water District of Lincoln and Casey Counties, Kentucky, and that the foregoing
Resolution is a true copy of a Resolution duly adopted by the Board of Commissioners of said
District, signed by the Chairman of said District and attested underSeal by me as Secretary, at a
properly convened meetingof saidBoard of Commissioners held onJune 27,2000, as shownby the
official records of said District in my custody and undermy control.

I further certify that said meeting was duly held in accordance with all applicable
requirements ofKentucky law, includingKRS 61.810, 61.815, 61.820 and 61.825, that a quorum
was present at said meeting, that said Resolution has not been modified, amended, revoked or
repealed, and that same is now in full force and effect.

IN TESTIMONY WHEREOF, witness my signature as Secretary and the official Seal ofthe
District this June 27, 2000.
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EXHIBIT A

Schedule of Principal Payments

Payment Due Principal Payment Due Principal
January 1. Payment January 1. Payment

2003 $7,500 2022 $14,000
2004 8,000 2023 14,000
2005 8,000 2024 15,000
2006 8,500 2025 15,000
2007 8,500 2026 16,000
2008 9,000 2027 16,000
2009 9,000 2028 17,000
2010 9,500 2029 17,000
2011 9,500 2030 18,000
2012 10,000 2031 18,500
2013 10,500 2032 19,000
2014 10,500 2033 19,500
2015 11,000 2034 20,500
2016 11,500 2035 21,000
2017 12,000 2036 21,500
2018 12,000 2037 22,500
2019 12,500 2038 23,000
2020 13,000 2039 24,000
2021 13,500 2040 24,500



EXHIBIT B

(FORM OF FULLYREGISTERED BOND)

UNITED STATES OF AMERICA

COMMONWEALTH OF KENTUCKY

LINCOLN AND CASEY COUNTIES
MCKINNEY WATER DISTRICT WATERWORKS REVENUE BONDS, SERIES 2000

No. R- Interest Rate: % $

KNOW ALL MEN BY THESE PRESENTS:

That the McKinney Water District (the "District"), acting by and through its Board of
Commissioners (the "Commission"), a public body corporate in Lincoln and Casey Counties,
Kentucky, for value received, hereby promises to pay to

the registered ownerhereof, or to its registered assigns, solely from the fund hereinafter identified,
the sum of

DOLLARS ($ ),

on the first day of January, in years and installments as follows:

Year Principal Year Principal Year Principal

[Here the printer of the Current Bond will print the maturities of the Current Bonds purchased by
the registered Owner]

and in likemanner, solely from said fund, to pay intereston the balance ofsaid principal sum from
timeto time remaining unpaid, at the Interest Rate specifiedabove, semiannually on the first days
of Januaryand July in each year, beginning with the first January or July after the date ofthis Bond,
untilsaidsum is paid, except as the provisionshereinafterset forthwith respect to prepaymentmay
be andbecome applicable hereto, both principal and interestbeing payable, without deduction for
exchange or collection charges, in lawful money of the United States ofAmerica, at the address of
the registered owner shown on the registration book of the District.

This Bond is issued by the District under and in full compliance with the Constitution and
Statutes of the Commonwealth ofKentucky,includingChapters58 and 74 of theKentuckyRevised



Statutes (collectively the "Act"), and pursuant to a duly adopted Bond Resolution of the District
authorizing same (the "Current Bond Resolution"), to which Current Bond Resolution reference is
herebymade for a description ofthe nature and extent of the security thereby created, the rights and
limitations of rights of the registered owner of this Bond, and the rights, obligations and duties of
the District, for the purpose of financing the cost (not otherwise provided) of the construction of
extensions, additions and improvements to the existing waterworks system of the District (said
existing waterworks system, together with said extensions, additions and improvements, being
hereinafter referred to as the "System").

This Bond is issued on a parity as to security and source of payment with the outstanding
McKinney Water District Waterworks Revenue Bonds of 1992, Series A, B, C and D, dated May
21, 1993 (the "Bonds of 1992"), authorized by a Resolution adopted by the Commission of the
District on November 4, 1992 (the "1992 Bond Resolution"); and the McKinney Water District
Waterworks Revenue Bonds, Series 1999AandB, dated November 10,1999 (the "Bonds of1999"),
authorized by a Resolution adopted by the Commission of the District on January 12, 1999 (the
"1999 Bond Resolution") [hereinafter the Bonds of1992 and the Bonds of1999 shall be collectively
refened to as the "Prior Bonds", and the 1992 Bond Resolution and the 1999 Bond Resolution shall
be collectively referred to as the "Prior Bond Resolution"]. Accordingly, this Bond, the Prior
Bonds, together with any bonds ranking on a parity herewith, is payable fi-om and secured on a first
lien basis by a pledge of the gross revenues to be derived firom the operation of the System.

This Bond has been issued in full compliance with the Current Bond Resolution and the Prior
Bond Resolution; and this Bond, and any bonds ranking on a parity therewith that may be issued and
outstanding under the conditions and restrictions ofthe Current Bond Resolution and the Prior Bond
Resolution, are and will continue to be payable fi'omrevenues which shall be set aside in a fund for
that purpose and identified as the "McKinney Water District Sinking Fund", created in the Prior
Bond Resolution.

This Bond does not constitute an indebtedness of the District within the meaning of any
constitutional or statutory provisions or limitations and is payable solely out of the revenues of the
System. As provided in the CurrentBond Resolution, theDistrict covenantsthat so long as any of
the Prior Bonds and/or this Bond, are outstanding, the System will be continuously owned and
operated by the District as a revenue producing public undertaking within the meaning of the
aforesaidAct for the security and source ofpayment of the Prior Bonds and ofthis Bond, and that
the District will fix, and if necessary adjust, fi-om time to time, such rates for the services and
facilities of the System and will collect and account for the revenues therefirom sufficient to pay
promptly theprincipalof and interest on the PriorBonds, this Bond and all other bonds ranking on
a parity therewith as may be outstanding fi-om time to time, to pay the cost of operation and
maintenance of the System and to provide for the depreciation thereof.

TheDistricthas reservedthe right to issue additional bonds ranking on aparity as to security
and source of payment with this Bond in order to complete the Project, and to finance future
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extensions, additions and improvements to the System, provided the necessary requirements ofthe
Current BondResolution havebeencomplied withby the District.

This Bond shall be registered as to principal and interest in the name of the owner hereof,
after which it shall be transferable only upon presentation totheSecretary oftheDistrict astheBond
Registrar, with awntten transfer duly acknowledged bythe registered owner orhis duly authorized
attorney, which transfer shall benoted upon this Bond and upon thebook oftheDistrict kept forthat
piirpose.

TheDistrict, at itsoption, shall havetheright toprepay, onanyinterest payment date onand
after January 1,2010,in inverse chronological order oftheinstallments dueonthisBond, theentire
principal amount ofthis Bond then remaining unpaid, orsuch lesser portion thereof, inamultiple
of One Hundred Dollars ($100), as the District may determine, at a price in an amount equivalent
to the principal amount to beprepaid plus accrued interest to the date ofprepayment, without any
prepayment premium. Noticeofsuch prepayment shallbe given by registered mail to theregistered
owner of this Bond or his assignee, at least 30days priorto thedatefixed forprepayment. Notice
of such prepayment may be waived with the written consent of the registered ownerof this Bond.

So long astheregistered owner of thisBond is theUnited States ofAmerica, oranyagency
thereof, the entire principal amount of this Bond, or installments in multiples of $100, may be
prepaid at any time in inverse chronological order of the installments due.

Upon default in the payment of any principal or interest payment on this Bond, or upon
failure by theDistrict to comply withanyotherprovision of thisBond or with anyprovision of the
Current Bond Resolution, the registered ownermay, at his option, institute all rights and remedies
provided by law or by said Current Bond Resolution.

It ishereby certified, recited anddeclared thatall acts, conditions andthingsrequired to exist,
happenand be performed precedent to and in the issuance ofthis Bond, do exist, have happened and
have been performed in due time, form and manner as required by law, and that the face amount of
this Bond, togetherwith all other obligations of the District, does not exceed any limit prescribed
by the Constitution or Statutes of the Commonwealth of Kentucky.

Exhibit B - Page 3



IN WITNESS WHEREOF said McKinneyWaterDistrict,by its Board ofCommissioners,
has causedthisBond to be executedby its Chairman, its corporateseal to be hereunto affixed,and
attested by its Secretary, on the date of this Bond, which is

MCKINNEY WATER DISTRICT

Lincoln and Casey Counties, Kentucky

By.
Chairman

Attest:

Secretary

(Seal ofDistrict)

PROVISION FOR REGISTRATION

This Bond shall be registered on the registration book of the District kept for that purpose
by the Secretary, as Bond Registrar, upon presentation hereof to said Secretary, who shall make
notation of such registration in the registration blank, and this Bond may thereafter be transferred
only uponwritten transfer acknowledgedby the registered owner or its attorney, such transfer to be
made on said book and endorsed hereon.
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Date of

Registration

ASSIGNMENT

Name of

Registered Owner
Signature

of Bond Registrar

For value received, this Bond is hereby assigned, without recourse and subject to all of its
terms and conditions, unto , this day of ,

By:.
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EXHIBIT C

REQUISITION CERTIFICATE

Re: McKinney Water District Waterworks Revenue Bonds, Series 2000, in the amount
of$550,000

The undersigned hereby certify as follows:

1. That they are the signatories required for construction and/or administrative draws
pursuant to theBondResolutionadopted by theMeKinney WaterDistrict (the"District")ofLincoln
and Casey Counties, Kentucky.

2. That the named firms and/or persons set forth on Exhibit A attached hereto are now
entitled to the aggregate sum of S , itemized as set forth in said Exhibit A and as per
approved invoices attached hereto:

3. That upon said amount being lent to said District and/or obtained by said District
from theproceedsof the CurrentBonds and/or othersources, theundersigned approvesuch expen
ditureand the payment ofsaid amounts to said firms and/orpersons, either directly or from amounts
deposit in the "McKinney Water District Waterworks Construction Account", at the Peoples Bank
of Kentucky, Junction City, Kentucky.

4. That we hereby certify that we have carefully inspected the work and, as a result of
our inspection and to the best ofour knowledge and belief, the amounts shown in this Requisition
Certificate are correct and the work has been performed in accordance with the agreements between
the District and the parties requesting payment.

IN TESTIMONY WHEREOF, witness the signature of the undersigned, this day of

MCKINNEY WATER DISTRICT PEH ENGINEERS

By By
Chairman Registered Professional Engineer

State ofKentucky No.

Approved on Approved on

Rural Development Amount expended heretofore $_

By Amount approved herein
Authorized RD Official

Total

Approved on
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EXHIBIT A TO REQUISITION CERTIFICATE

Name of Entitv/Person Amount


