



























































103}—such—that-the-interest—payments—made-on—these-securities—are-excludable—from-the-gross
inceme-of-the-owners-under-Section-103-of the IRS-Code:

(4 e ! £ alof P . ) - -
interest-thatis-excludable-from-gress-income-pursuant-to-Section103-of the IRS-Code-or"exempt-
interest-dividends" pursuant to-Seetion-852(b)(5) of the-IRS-Code (26 U:5.C-852{b)(5))-inthe
case-ofregulated-investment companies—underthe-lnvestment-Company-Act-of-1940asamended:

3) {5y-Such entity has a legally binding commitment from a regulated liquidity

provider as defined in §__ .6(a), to providea—100-percentguarantec—orliguidity coverage, with
respect to all of the-issuingsuch entity's outstanding tender option bonds-

(6)—Such—entity —qualities —for—monthly—closing—elections—pursuant—to—IRS—Revenue
Precedure—2003-84,asamended—orsupplementedfrem—time-te—time—,_ 100 percent liquidity
coverage (unconditionally or in all instances other than upon the occurrence of a tender

Bl inati f)

Tender option bond means a security which:

(1) Has features which entitle the holders to tender such bonds to the TOB issuing
entity for purchase at any time upon no more than 28397 days' notice, for a purchase price equal
to the approximate-amortized-costface value of the security, plus accrued interest, if any, at the
time of tender; and

(2) Mﬂm%&wuﬁh%@%#ﬁ%h&mﬁsﬁy-mm

Third party designee means a third party in a third party TOB that agrees to
tisky the visk retant . b .oy Bl TP

Third party TOB means a tender option bond transaction that is initiated at the
@wﬁmww%%m

irect! the assets to be transferred to the qu
bond entity.
(b) Standard risk retention. Notwithstanding anything in this section, the sponsor with

respect to an issuance of tender option bonds by a qualified tender option bond entity {or, with
respect to a third party TOB, the third party designee) may retain an eligible vertical interest

! We believe the requirement that a tender option band be an eligible security under rule 2a-7 should be delet
as discussed in Section 3.1(c). As previously stated, because all TOB Pragram transaglnns_wuutul_huubjgct_to
the 5% risk retention requirement, the Agencies' purposes are still served without this limitation, which could
disrupt an already well-established marketplace. However, if the Agencies disagree and determine to retain it,
then we think this paragraph should be amended as follows:

(2).__Has all necessary features so such security, in the reasonable belief of the sponsor, either (i)
qualifies for purchase by money market funds under Rule 2a-7 under the Investment Company Act of 1940, as
amended, or (ii) is otherwise a variable-rate security that has the characteristics of a high quality, liquid, short-

term debt instrument,
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or eligible horizontal residual interest, or any combination thereof, in accordance with the
requirements of §___.4.

(©) Tender option termination event. The sponsor with respect to an issuance of
tender option bonds by a qualified tender option bond entity (or, with respect to a third party

TOB, the third party designee) may retain ana residual interest that upon issuance meets-the
requirements-of-an—eligible-herizontalresidual-interest-buthas a value equal to five percent of

occurrence of a "tender option termination event" as defined in Section 4.01(5) of IRS Revenue
Procedure 2003-84, as amended or supplemented from time to time will rreetrequirementsof-an
eligible-vertical-interestprovide that the residual interest holder will share in the credit risk
of the securities in the qualified tender option bond entity on a pro rata basis with the
holders of the tender option bonds issued by the qualified tender option bond entity.

d) Retention of a-municipal-securitysecurities side of the qualifie
bond entity. The sponsor with respect to an issuance of tender option bonds by a qualified tender
option bond entity (or, with respect to a third party TOB, the third party designee) may
satisfy theirits risk retention requirements under this Section by holding-municipat-securitiesfrem
the—-same-issuance—of -municipal,_with _respect to each issue of securities deposited in the

qualified tender option bond entity, securities from the same issuance, the face value of which
retained-municipal securities is equal to 5 percent of the face value of the-municipalsuch issuance
of securities deposited in the qualified tender option bond entity._ Such person may reduce the
amount retained under this paragraph by the amounts retained under paragraphs (b) or
(c) of this section,

(e) Limited exemption for transactions involving a qualified residual interest
holder. A transaction in_which the sole holder of the residual interest in a qualified
tender option bond entity is a qualified residual interest holder shall be exempt from the

— f tion 15G

) {e)-Disclosures. The sponsor provides, or causes to be provided, to potential
investors a reasonable period of time prior to the sale of the asset-backed securities as part of the
securitization transaction and, upon request, to the Commission and its appropriate Federal
banking agency, if any, the following disclosure in written form under the caption "Credit Risk
Retention:" the-name-and-form-of-organization-of-thequalified-tender-option-bend-entity,—and—a
deseription-of -the -form;fair—value-{expressed-as-a-percentage-of-the-fairvalue of alt-of the-ABS

(1) the name and form of organization of the qualified tender option bond

(2) astatement as to the type(s) of interest to be retained in satisfaction of
the risk retenti g 5
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qualified tender o Mhmm_mma pementaggzn_f:
total value of the securities and as a dollar amount) of the interest to be retained
pursuant to the chosen method of risk retention or the specified combination, each

determined as of Mdnslgw@ggm%m_;mm_med_wuﬂn

accordance with, as applicable, paragraphs (b), (c) or (d) of this section or the specified
combination thereof; and

(5) whether the sponsor or a person unaffiliated with the sponsor will hold
the interest

() {f}-Prohibitions on Hedging and Transfer. TheExce

prohibitions on transfer and hedging set forth in § __.12, apply to any~m&n+erpa4 securities

required to be retained by the sponsor (or, with respect to a third party TOB, the third
party designee) with respect to an issuance of tender option bonds by a qualified tender option

bond entity pursuant to paragraph (d) of this section.__This prohibition an hedging shall not

desng_r_ng )_lsxgggmmmtaln_wltthjn_m pa:tlcﬂmecucltlgsmm:mdio_the
related qualified tender option bond entity, or (2) if the security or other financ

m@mmm_ww;m—_w—m
was purchased, sold or entered into in connection with a transaction entered into by the
sponsor or _its_affiliate with an unaffiliated party (which may take the form of a
guarantee, derivative (including without limitation a credit default swap, total return

swap), reimbursement, repurchase, securities lending or

financing to such party wi JMW&M
tender option bond entity holding the same securities issues tender option bonds in
accordance with the terms of section __.10 as part of the overall plan of financing.



APPENDIX A

§_.10 Qualified tender option bonds.

(a) Definitions. For purposes of this section, the following definitions shall apply:

Municipal security or municipal securities shall have the same meaning as municipal
securities in Section 3(a)(29) of the Securities Exchange Act of 1934 (15 U.S.C. 78c(a)(29)) and

any rules promulgated pursuant to such section.

Qualified residual interest holder means the holder of a qualified tender option bond entity

residual interest which:
(1) qualifies or has an affiliate that qualifies as a regulated liquidity provider; and

(2) provides, directly or through such affiliate, 100 percent credit support or
enhancement or an irrevocable put option with respect to the par amount of the underlying assets
of such entity such that it guarantees the underlying principal and income payable to the holders

of all the issuing entity's outstanding tender option bonds.

Qualified tender option bond entity means an issuing entity with respect to tender option

bonds for which each of the following applies:

(1) The assets of such entity consist solely of or such entity is collateralized solely by
servicing assets (including credit enhancement, if any, with respect to the securities of such entity)
and municipal securities, preferred stock of registered closed-end investment companies that
invest primarily in municipal securities, tender option bonds or residual interests that are
outstanding, or securities representing a beneficial ownership interest in any of the foregoing, and

such assets or collateral are not subject to substitution.
(2) Such entity issues no securities other than:

(i) a single class of tender option bonds with a preferred variable return

payable out of capital that meets the requirements of paragraph (b) of this section and

(ii) a single residual equity interest that is entitled to all remaining income of
the TOB issuing entity (which residual interest may be held by more than one registered
investment company so long as those registered investment companies share a common
investment adviser). Both of these types of securities must constitute "asset-backed securities" as
defined in Section 3(a)(79) of the Exchange Act (15 U.S.C. 78c(a)(79)).

(3) Such entity has a legally binding commitment from a regulated liquidity provider
as defined in § .6(a), to provide, with respect to all of such entity's outstanding tender option
bonds, 100 percent liquidity coverage (unconditionally or in all instances other than upon the

occurrence of a tender option termination event).

Tender option bond means a security which:
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1) Has features which entitle the holders to tender such bonds to the TOB issuing
entity for purchase at any time upon no more than 397 days' notice, for a purchase price equal to

the face value of the security, plus accrued interest, if any, at the time of tender; and
(2) REMOVED:!

Third party designee means a third party in a third party TOB that agrees to satisfy the
risk retention requirement in a third party TOB.

Third party TOB means a tender option bond transaction that is initiated at the request or
for the benefit of a party unaffiliated with the sponsor who selects and directly or indirectly causes
the assets to be transferred to the qualified tender option bond entity.

(b) Standard risk retention. Notwithstanding anything in this section, the sponsor with
respect to an issuance of tender option bonds by a qualified tender option bond entity (or, with
respect to a third party TOB, the third party designee) may retain an eligible vertical interest or
eligible horizontal residual interest, or any combination thereof, in accordance with the

requirements of §__.4.

(c) Tender option termination event. The sponsor with respect to an issuance of
tender option bonds by a qualified tender option bond entity (or, with respect to a third party TOB,
the third party designee) may retain a residual interest that upon issuance has a value equal to
five percent of the fair value of the securities in the qualified tender option bond entity and that
upon the occurrence of a "tender option termination event" as defined in Section 4.01(5) of IRS
Revenue Procedure 2003-84, as amended or supplemented from time to time will provide that the
residual interest holder will share in the credit risk of the securities in the qualified tender option
bond entity on a pro rata basis with the holders of the tender option bonds issued by the qualified

tender option bond entity.

(d) Retention of securities outside of the qualified tender option bond entity. The
sponsor with respect to an issuance of tender option bonds by a qualified tender option bond entity
(or, with respect to a third party TOB, the third party designee) may satisfy its risk retention
requirements under this Section by holding, with respect to each issue of securities deposited in
the qualified tender option bond entity, securities from the same issuance, the face value of which
retained securities is equal to 5 percent of the face value of such issuance of securities deposited
in the qualified tender option bond entity. Such person may reduce the amount retained under

this paragraph by the amounts retained under paragraphs (b) or (c¢) of this section.

! We believe the requirement that a tender option bond be an eligible security under rule 2a-7 should be deleted as discussed
in Section 3.1(c). As previously stated, because all TOB Program transactions will still be subject to the 5% risk retention
requirement, the Agencies' purposes are still served without this limitation, which could disrupt an already well-established
marketplace. However, if the Agencies disagree and determine to retain it, then we think this paragraph should be amended
as follows:

(2) Has all necessary features so such security, in the reasonable belief of the sponsor, either (i) qualifies for

purchase by money market funds under Rule 2a-7 under the Investment Company Act of 1940, as amended, or (ii) is
otherwise a variable-rate security that has the characteristics of a high quality, liquid, short-term debt instrument.



(e) Limited exemption for transactions involving a qualified residual interest holder. A
transaction in which the sole holder of the residual interest in a qualified tender option bond entity

is a qualified residual interest holder shall be exempt from the provisions of section 15G.

(f) Disclosures. The sponsor provides, or causes to be provided, to potential investors
a reasonable period of time prior to the sale of the asset-backed securities as part of the
securitization transaction and, upon request, to the Commission and its appropriate Federal

banking agency, if any, the following disclosure in written form under the caption "Credit Risk

Retention:"
(1) the name and form of organization of the qualified tender option bond entity;
(2) a statement as to the type(s) of interest to be retained in satisfaction of the risk

retention requirement;

(3) if the interest is to be retained pursuant to either of sections _ .10(b) or __.10(c),
or a combination thereof, the fair value of the securities deposited into the qualified tender option
bond entity and the fair value (expressed as a percentage of the total value of the securities and
as a dollar amount) of the interest to be retained pursuant to the chosen method of risk retention
or the specified combination, each determined as of the closing date; and (2) if the interest is to
be retained pursuant to section __.10(d), the face value of the securities to be retained pursuant

to such method as of the closing date;

(4) a description of the material terms of the interest to be retained in accordance
with, as applicable, paragraphs (b), (c) or (d) of this section or the specified combination thereof;

and
(5) whether the sponsor or a person unaffiliated with the sponsor will hold the interest

(g9) Prohibitions on Hedging and Transfer. Except as provided below, the prohibitions

on transfer and hedging set forth in §__ .12, apply to any securities required to be retained by the
sponsor (or, with respect to a third party TOB, the third party designee) with respect to an
issuance of tender option bonds by a qualified tender option bond entity pursuant to paragraph (d)
of this section. This prohibition on hedging shall not apply (1) to the extent that the security or
other financial interest purchased or sold or the agreement, derivative or other position entered
into, as the case may be, was not purchased, sold or entered into with the purpose and intention
of reducing or limiting the credit risk that the sponsor (or, with respect to a third party TOB, the
third party designee) is required to retain with respect to the particular securities transferred to
the related qualified tender option bond entity, or (2) if the security or other financial interest
purchased or sold or the agreement, derivative or other position entered into was purchased, sold
or entered into in connection with a transaction entered into by the sponsor or its affiliate with an
unaffiliated party (which may take the form of a guarantee, derivative (including without limitation
a credit default swap, total return swap or shortfall recovery swap), reimbursement, repurchase,
securities lending or other similar risk/benefit transfer transaction), the purpose of which is to

provide financing to such party with respect to securities and pursuant to which a qualified tender
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option bond entity holding the same securities issues tender option bonds in accordance with the

terms of section ___.10 as part of the overall plan of financing.
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Cash Flows on a Hypothetical TOB Trust Prior to Trust Termination

APPENDIX B

Residual Interest holders receive all of the residual cash flows from the TOB Trust (interest earned on the underlying
assets less the interest paid to the Tender Option Bond holders & Trust fees) and retain the full market risk on the

underlying assets.

e Residual Interest holders receive all of the residual income from the TOB Trust, calculated by subtracting the interest paid
on the Tender Option Bonds and all trust fees from the coupon on the underlying assets.

Sample Structure: 75% Leverage on $10mm Beverly Hills Wtr Revs, 5.00% of 6/1/2037; Current Market Value of 3.91% / 107.892

Cash Flow Rate Reference Amount Par / Notional $ Per Annum
Underlying Asset Coupon 5.00% Underlying Asset Par $10,000,000 $500,000
(-) Tender Option Bond Rate 0.15% Tender Option Bond Par $7,500,000 $11,250
(-) Liquidity Fee 0.40% Tender Option Bond Par $7,500,000 $30,000
(-) Remarketing Fee 0.10% Tender Option Bond Par $7,500,000 $7,500

(-) Trustee Fee 0.01% Underlying Asset Par $10,000,000 $1,000
(=) Residual Interest Income $450,250

e Residual Interests are subject to the entire mark-to-market movement on the underlying assets.

Residual Interest Price Computation on the same 75% Leverage Trust Funding $10mm Beverly Hills Wtr Revs, 5.00% of 6/1/2037;
Current Market Value on the bonds of 3.91% / 107.892

Security Proportion Par / Notional Market Value
Tender Option Bonds 75% $7,500,000 $100.000 $7,500,000
Residual interests 25% $2,500,000 $131.568 $3,289,200
TOTAL 100% $10,000,000 $107.892 $10,789,200

Reference Entity: 088013EG8



APPENDIX B

Termination of the Hypothetical TOB Trust Pursuant to a Non-TOTE Event

¢ Upon any TOB Trust termination that is triggered by a non-TOTE event, the TOB Trust is unwound as follows:

— Underlying assets are sold from the Trust

— Liquidity Provider is obligated to pay to the Trust any shortfall between the proceeds generated from the sale of the underlying assets and the
par value of the Tender Option Bonds + accrued interest thereon (the “Shortfall Liquidity Payment”)

— Accrued Trust fees are distributed to the Trustee, Remarketing Agent and Liquidity Provider

— Tender Option Bonds are returned to the TOB Trust and the Tender Option Bonds holders receive, in exchange, the par value of their Tender
Option Bonds + accrued interest thereon + gain share, if any

— Residual Interests are returned to the trust and, in exchange, the balance of the proceeds generated form the sale of the underlying assets
(after the distribution of accrued trust fees and payments to the Tender Option Bonds holders) is paid to the Residual Interest holders

Example:

* The assets of the hypothetical TOB Trust described on the previous page of this Appendix B are sold out of the Trust at a 4.50% / $103.528

— All market risk is thus borne by the Residual Interest holder: the value of the Residual Interests has declined from $3,289,200 to $2,852,800
while the value of the Tender Option Bonds has not changed

Tender Option
Bond Holders

Regulated

$10mm Underlying Bonds

Municipal < Tender Option
Bond Investor > Bond Entity

Sale proceeds of
$10,352,800 + $208,333
in accrued interest

Liquidity
Provider

Residual

Interest Holder

Reference Entity: 088013EG8



APPENDIX B

Termination of the Hypothetical TOB Trust Upon the Occurrence of a TOTE

e Upon the occurrence of a Tender Option Termination Event (a “TOTE?"), all obligations of the Liquidity Provider terminate immediately, the Trust is
unwound and the underlying assets or the proceeds from the sale of the underlying assets are distributed to the Tender Option Bond and Residual
Interest holders on a pari passu basis

Example:
e A TOTE has occurred on the TOB Trust described on the preceding pages of this Appendix B, causing the trust to unwind and the assets of the
Trust to be distributed as follows:
— Tender Option Bond holders receive 75% of the notional amount of the underlying assets of the Trust
= Where this percentage is calculated by dividing the Tender Option Bond Par by the Tender Option Bond Par + the Residual Interest Par

— Residual Interest holders receive 25% of the notional amount of underlying assets of the Trust
= Where this percentage is calculated by dividing the Residual Interest Par by the Tender Option Bond Par + the Residual Interest Par

* In exchange for their Residual Interests in the TOB Trust, Residual Interest holders receive, and are now subject to the market bid for, $2.5mm
notional of the $10mm notional underlying assets

— Thus, the risk borne by the Residual Interest Holder is equal to 25% of the credit risk of 100% of the total TOB Trust assets

Tender Option

. gond®
V

g1 50 Bon®®

e h Regulated
Municipal Tender Option All Obligations of the Liquidity Provider Terminate g

2

Liquidity

Bond Investor Bond Entity Provider

Resig,

52 5mm
\

' mmBOnds Residual

Interest Holder

Reference Entity: 088013EG8
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