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OPTIONS TO CONSIDER WHEN SURETY BONDS FAIL TO MEET THE 

REQUIREMENTS OF AN INDENTURE: AMENDMENTS TO THE INDENTURE
 

Excerpt from Sample Indenture 

Section 1.01. Definitions 

“Debt Service Reserve Requirement” means, as of any date of calculation, an amount 
equal to the least of (a) ten percent (10%) of the initial offering price to the public of the Bonds 
as determined under the Code, or (b) the greatest amount of Bond Debt Service in any Fiscal 
Year during the period commencing with the Fiscal Year in which the determination is being 
made and terminating with the last Fiscal Year in which any Bond is due, or (c) one hundred 
twenty-five percent (125%) of the sum of the Bond Debt Service for all Fiscal Years during the 
period commencing with the Fiscal Year in which such calculation is made (or if appropriate, the 
first full Fiscal Year following the execution and delivery of any Bonds) and terminating with 
the last Fiscal Year in which any Bond Debt Service is due, divided by the number of such Fiscal 
Years, all as computed and determined ·by the Authority and specified in writing to the Trustee; 
provided, however that in determining Bond Debt Service with respect to any Bonds that 
constitute Variable Rate Indebtedness, the interest rate on such Bonds for any period as to which 
such interest rate has not been established shall be assumed to be (i) with respect to Bonds which 
are Tax-Exempt, the ten year historical average of the Securities Industry and Financial Markets 
Association Municipal Swap Index ending with the week preceding the date of calculation, and 
(ii) with respect to Bonds which are not Tax-Exempt, the ten year historical average of the One 
Month USD LIBOR Rate ending with the month preceding the date the calculation is made or if 
the One Month USD LIBOR Rate is not available for such period, another similar rate or index 
selected by the Authority. 

“Reserve Financial Guaranty” means a policy of municipal bond. insurance or surety 
bond issued by a municipal bond insurer or a letter of credit issued by a bank or other institution 
if the obligations insured by such insurer or issued by such bank or other institution, as the case 
may be, have ratings at the time of issuance of such policy or surety bond or letter of credit in the 
highest rating category (without regard to qualifiers) by S&P and Moody’s and, if rated by A.M. 
Best & Company, also in the highest rating category (without regard to qualifiers) by A.M. Best 
& Company.   

“Series 20__A Debt Service Reserve Account” means the Debt Service Reserve Account 
established pursuant to Section 4.01 hereof.  

“Series 20__A Debt Service Reserve Requirement” means, as of any date of calculation, 
an amount equal to the least of (a) ten percent (10%) of the initial offering price to the public of 
the Series 20__A Bonds as determined under the Code, or (b) the greatest amount of debt service 
on the Series 20__A Bonds in any Fiscal Year during the period commencing with the Fiscal 
Year in which the determination is being made and terminating with the last Fiscal Year in which 
any Series 20__A Bond is due, or (c) one hundred twenty-five percent (125%) of the sum of the 
debt service on the Series 20__A Bonds for all Fiscal Years during the period commencing with 
the Fiscal Year in which such calculation is made (or if appropriate, the first full Fiscal Year 
following the execution and delivery of any Series 20__A Bonds) and terminating with the last 



 

 

 

 
 

 

 

Fiscal Year in which any debt service on the Series 20__A Bonds is due, divided by the number 
of such Fiscal Years, all as computed and determined by the Authority and specified in writing to 
the Trustee.  

“Series 20__A Reserve Fund Policy” means a surety bond issued by the Insurer to be 
deposited into the Series 20__A Debt Service Reserve Account; the Series 20__A Reserve Fund 
Policy constitutes a Reserve Financial Guaranty within the meaning of the Master Indenture with 
respect to the Series 20__A Bonds.  

Section 5.06 Debt Service Reserve Fund. 

(a) If on any date on which the principal or Redemption Price of, or interest on, the 
Bonds of any Series is due, the amount in the applicable account or subaccount in the Debt 
Service Fund available for such payment is less than the amount of the principal and Redemption 
Price of and interest on such Bonds due on such date, the Trustee shall apply amounts from such 
Series designated account, if any, within the Debt Service Reserve Fund to the extent necessary 
to make good the deficiency.  

(b) Except as provided in subsection (e) of this Section, if on the last Business Day of 
any month the amount on deposit in any Debt Service Reserve Account shall exceed the Debt 
Service Reserve Requirement with respect to the Bonds for which such Debt Service Reserve 
Account was established, such excess shall be applied to the reimbursement of each drawing on a 
Reserve Financial Guaranty deposited in or credited to such Account and to the payment of 
interest or other amounts due with respect to such a Reserve Financial Guaranty, and any 
remaining moneys shall be deposited in such Series' designated subaccount within the Interest 
Account. 

(c) Whenever the amount in the Debt Service Reserve Account (excluding Reserve 
Financial Guaranties with respect to a Series of Bonds), together with the amount in the Debt 
Service Fund with respect to a Series of Bonds, is sufficient to pay in full all of the Outstanding 
Bonds of such Series in accordance with their terms (including principal or Redemption Price 
and interest thereon), the funds on deposit in the Debt Service Reserve Account with respect to 
such Series shall be transferred to such Series' designated subaccount within the Debt Service 
Fund. 

(d) In the event of the refunding of one or more Bonds (or portions thereof) of any 
Series, the Trustee shall, upon the written direction of an Authorized Authority Representative, 
withdraw from such Series designated Debt Service Reserve Account any or all of the amounts 
on deposit therein (excluding Reserve Financial Guaranties) and deposit such amounts with itself 
as Trustee, or the Escrow Agent for the Bonds to be refunded, to be held for the payment of the 
principal or Redemption Price, if any, of, and interest on, the Bonds (or portions thereof) being 
refunded; provided that such withdrawal shall not be made unless (a) immediately thereafter the 
Bonds (or portions thereof) of such Series being refunded shall be deemed to have been paid 
pursuant to Section 9.02, and (b) the amount remaining in the Series designated Debt Service 
Reserve Account after such withdrawal, taking into account any deposits to be made in the Series 
designated Debt Service Reserve Account in connection with such refunding, shall not be less 
than the Debt Service Reserve Requirement with respect to such Series.   
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(e) In lieu of the deposits and transfers to the Series designated Debt Service Reserve 
Account required by Section 5.03(g), the Authority may cause to be deposited in the Series 
designated Debt Service Reserve Account a Reserve Financial Guaranty or Reserve Financial 
Guaranties in an amount equal to the difference between the Debt Service Reserve Requirement 
with respect to such Series and the sums, if any, then on deposit in such Series designated Debt 
Service Reserve Account or being deposited in such Account concurrently with such Reserve 
Financial Guaranty or Guaranties. The Trustee shall draw upon or otherwise take such action as 
is necessary in accordance with the terms of the Reserve Financial Guaranties to receive 
payments with respect to the Reserve Financial Guaranties (including the giving of notice as 
required thereunder): (i) on any date on which moneys shall be required to be withdrawn from 
any Series designated Debt Service Reserve Account and applied to the payment of principal or 
Redemption Price of, or interest on, any Bonds of such Series and such withdrawal cannot. be 
met by amounts on deposit in the applicable accounts in the applicable Debt Service Reserve 
Account; (ii) on the first Business Day which is at least ten (10) days prior to the expiration date 
of each Reserve Financial Guaranty, in an amount equal to the deficiency which would exist in 
the Series designated Debt Service Reserve Account if the Reserve Financial Guaranty expired, 
unless a substitute Reserve Financial Guaranty with an expiration date not earlier than 180 days 
after the expiration date of the expiring Reserve Financial Guaranty is acquired prior to such date 
or the Authority deposits funds in the applicable Series designated Debt Service Reserve 
Account on or before such date such that the amount in the applicable Series designated Debt 
Service Reserve Account on such date (without regard to such expiring Reserve Financial 
Guaranty) is at least equal to the Debt Service Reserve Requirement with respect to such Series. 

If, upon the deposit of a Reserve Financial Guaranty into the Series designated Debt 
Service Reserve Account pursuant to this subsection (e), there shall be any amount in the 
applicable Series designated Debt Service Reserve Account in excess of the Debt Service 
Reserve Requirement with respect to such Series, such excess amount may be applied to the cost 
of acquiring such Reserve Financial Guaranty and, to the extent not so applied,. shall be 
transferred to the Series designated Interest Subaccount.  

If at any time obligations insured or issued by a Reserve Financial Guaranty Provider 
shall no longer maintain the required ratings set forth in the definition of “Reserve Financial 
Guaranty” in Section 1.01, the Authority shall provide or cause to be provided cash or a 
substitute Reserve Financial Guaranty meeting such requirements to the extent necessary to 
satisfy the Debt Service Reserve Requirement with respect to any Series with either cash, 
qualified Reserve Financial Guaranties or a combination thereof.   

Section 6.21 Provisions relating to the Series 20__A Reserve Fund Policy. 

(a) The Authority shall repay any draws under the Series 20__A Reserve Fund Policy 
and pay all related reasonable expenses incurred by the Insurer. Interest shall accrue and be 
payable on such draws and expenses from the date of payment by the Insurer at the Late 
Payment Rate. “Late Payment Rate” means the lesser of (a) the greater of (i) the per annum rate 
of interest, publicly announced from time to time by JPMorgan Chase Bank, N.A., as its prime or 
base lending rate (“Prime Rate”) (any change in such Prime Rate to be effective on the date such 
change is announced by JPMorgan Chase Bank) plus 3%, and (ii) the then applicable highest rate 
of interest on the Series 20__A Bonds and (b) the maximum rate permissible under applicable 
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usury or similar laws limiting interest rates. The Late Payment Rate shall be computed on the 
basis of the actual number of days elapsed over a year of 360 days. In the event JPMorgan Chase 
Bank ceases to announce its Prime Rate publicly, Prime Rate shall be the publicly announced 
prime or base lending rate of such national bank as the Insurer shall specify.  

Repayment of draws and payment of expenses and accrued interest thereon at the Late 
Payment Rate (collectively, “Policy Costs”) shall commence in the first month following each 
draw, and each such monthly payment shall be in an amount at least equal to 1/12 of the 
aggregate of Policy Costs related to such draw. 

Amounts in respect of Policy Costs paid to the Insurer shall be credited first to interest 
due, then to the expenses due and then to principal due. As and to the extent that payments are 
made to the Insurer on account of principal due, the coverage under the Series 20__A Reserve 
Fund Policy will be increased by such equal amount, subject to the terms of the Series 20__A 
Reserve Fund Policy. 

All cash and investments in the Series 20__A Debt Service Reserve Account shall be 
transferred to the Series 20__A Debt Service Reserve Account for payment of principal and 
interest on Series 20__A Bonds before any drawing may be made on the Series 20__A Reserve 
Fund Policy or any other Reserve Financial Guaranty credited to the Series 20__A Debt Service 
Reserve Account in lieu of cash (“Credit Facility”). Payment of any Policy Costs shall be made 
prior to replenishment of any such cash amounts. Draws on all Credit Facilities (including the 
Series 20__A Reserve Fund Policy) on which there is available coverage shall be made on a pro
rata basis (calculated by reference to the coverage then available thereunder) after applying all 
available cash and investments in the Series 20__A Debt Service Reserve Account. Payment of 
Policy Costs and reimbursement of amounts with respect to other Credit Facilities shall be made 
on a pro-rata basis prior to replenishment of any cash drawn from the Series 20__A Debt Service 
Reserve Account. 

(b) If the Authority shall fail to pay any Policy Costs in accordance with the 
requirements of Section 6.20(a) hereof, the Insurer shall be entitled to exercise any and all legal 
and equitable remedies available to it, including those provided under the Indenture other than 
remedies which would adversely affect owners of the Series 20__A Bonds.  

(c) The Indenture shall not be discharged until all Policy Costs owing to the Insurer 
shall have been paid in full. The Authority's obligation to pay such amounts shall survive 
payment in full of the Series 20__A Bonds. 

(d) The provisions relating to additional bonds set forth in Section 2.05 of the Master 
Indenture shall be amended to provide for at least one times coverage of the Policy Costs then 
due and owing. 

(e) The Trustee shall be required to ascertain the necessity for a claim upon the Series 
20__A Reserve Fund Policy and to provide notice to the Insurer in accordance with the terms of 
the Series 20__A Reserve Fund Policy at least five business days prior to each date upon which 
interest or principal is due on the Series 20__A Bonds.   
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Excerpt from Sample Supplemental Indenture 

Section 1.03. Definitions. 

“Series 20__B Debt Service Reserve Account” means the Series 20__B Debt Service 
Reserve Account established pursuant to Section 4.01 hereof. 

“Series 20__B Debt Service Reserve Requirement” means, subject in each case to the 
provisions of Section 4.03 hereof, (i) from the delivery date through ______, 20__, $________ 
and (ii) as of ______, 20__, initially, an amount calculated in accordance with the definition of 
“Debt Service Reserve Requirement” under this Indenture, provided, that if the amount to be on 
deposit pursuant to this clause (ii) exceeds the amount on deposit as of ______, 20__, the 
Authority shall fund such difference within not more than 90 days from ______, 20__.   

Section 6.04. Amendment to Master Indenture.(a) Pursuant to Section 
7.01(c)(ii) of the Master Indenture, the following definitions are added to Section 1.01 of the 
Master Indenture: 

“Debt Service Reserve Requirement” means, as of any date of calculation, an amount 
equal to the least of (a) ten percent (10%) of the initial offering price to the public of the 
Bonds as determined under the Code, or (b) the greatest amount of Bond Debt Service in 
any Fiscal Year during the period commencing with the Fiscal Year in which the 
determination is being made and terminating with the last Fiscal Year in which any Bond 
is due, or (c) one hundred twenty-five percent (125%) of the sum of the Bond Debt 
Service for all Fiscal Years during the period commencing with the Fiscal Year in which 
such calculation is made (or if appropriate, the first full Fiscal Year following the 
execution and delivery of any Bonds) and terminating with the last Fiscal Year in which 
any Bond Debt Service is due, divided by the number of such Fiscal Years, all as 
computed and determined by the Authority and specified in writing to the Trustee; 
provided, however that in determining Bond Debt Service with respect to any Bonds that 
constitute Variable Rate Indebtedness, the interest rate on such Bonds for any period as to 
which such interest rate has not been established shall be assumed to be (i) with respect to 
Bonds which are Tax-Exempt, the ten year historical average of the SIFMA (formerly 
BMA) Index ending with the week preceding the date of calculation, and (ii) with respect 
to Bonds which are not Tax-Exempt, the ten year historical average of the One Month 
USD LIBOR Rate ending with the month preceding the date the calculation is made or if 
the One Month USD LIBOR Rate is not available for such period, another similar rate or 
index selected by the Authority. 

(f) Pursuant to Section 7.01(c)(ii) of the Master Indenture, Section 5.06(e) of the 
Master Indenture shall be amended by deleting said subsection and replacing it in its entirety 
with the following: 

“(e) In lieu of the deposits and transfers to the Series designated Debt Service Reserve 
Account required by Section 5.03(g), the Authority may cause to be deposited in the 
Series designated Debt Service Reserve Account a Reserve Financial Guaranty or 
Reserve Financial Guaranties in an amount equal to the difference between the Debt 
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Service Reserve Requirement with respect to such Series and the sums, if any, then on 
deposit in such Series designated Debt Service Reserve Account or being deposited in 
such Account concurrently with such Reserve Financial Guaranty or Guaranties.  The 
Trustee shall draw upon or otherwise take such action as is necessary in accordance with 
the terms of the Reserve Financial Guaranties to receive payments with respect to the 
Reserve Financial Guaranties (including the giving of notice as required thereunder):  (i) 
on any date on which moneys shall be required to be withdrawn from any Series 
designated Debt Service Reserve Account and applied to the payment of principal or 
Redemption Price of, or interest on, any Bonds of such Series and such withdrawal 
cannot be met by amounts on deposit in the applicable accounts in the applicable Debt 
Service Reserve Account; (ii) on the first Business Day which is at least ten (10) days 
prior to the expiration date of each Reserve Financial Guaranty, in an amount equal to the 
deficiency which would exist in the Series designated Debt Service Reserve Account if 
the Reserve Financial Guaranty expired, unless a substitute Reserve Financial Guaranty 
with an expiration date not earlier than 180 days after the expiration date of the expiring 
Reserve Financial Guaranty is acquired prior to such date or the Authority deposits funds 
in the applicable Series designated Debt Service Reserve Account on or before such date 
such that the amount in the applicable Series designated Debt Service Reserve Account 
on such date (without regard to such expiring Reserve Financial Guaranty) is at least 
equal to the Debt Service Reserve Requirement with respect to such Series. 

If, upon the deposit of a Reserve Financial Guaranty into the Series designated Debt 
Service Reserve Account pursuant to this subsection (e), or upon a previously deposited 
Reserve Financial Guaranty again meeting the rating requirements set forth in the 
definition of “Reserve Financial Guaranty” in Section 1.01, there shall be any amount in 
the applicable Series designated Debt Service Reserve Account in excess of the Debt 
Service Reserve Requirement with respect to such Series, such excess amount may be 
applied to the cost of acquiring such Reserve Financial Guaranty in the case of a newly 
purchased Reserve Financial Guaranty and, to the extent not so applied, shall be 
transferred to the Series designated Principal Subaccount; provided, that if the amount to 
be transferred, or any part thereof, was not derived from the proceeds of Tax-Exempt 
Obligations, such amount or partial amount, as applicable, may be withdrawn by the 
Authority (or by the Trustee at the Authority’s direction) and returned to the entity which 
had provided such funds as specified in the Authority’s written direction to the Trustee.  

If at any time obligations insured or issued by a Reserve Financial Guaranty Provider 
shall no longer maintain the required ratings set forth in the definition of “Reserve 
Financial Guaranty” in Section 1.01, the Authority shall provide or cause to be provided 
cash or a substitute Reserve Financial Guaranty meeting such requirements to the extent 
necessary to satisfy the Debt Service Reserve Requirement with respect to any Series 
with either cash, qualified Reserve Financial Guaranties or a combination thereof.” 

(g) Pursuant to Section 7.01(a) of the Master Indenture, upon the receipt of consent 
from the requisite percentage of Owners of Outstanding Bonds, Section 5.06(e) of the Master 
Indenture shall be amended by deleting said subsection and replacing it in its entirety with the 
following: 

6 




 

 

 

 

 
 

 

 

“(e) In lieu of the deposits and transfers to the Series designated Debt Service Reserve 
Account required by Section 5.03(g), the Authority may cause to be deposited in the 
Series designated Debt Service Reserve Account a Reserve Financial Guaranty or 
Reserve Financial Guaranties in an amount equal to the difference between the Debt 
Service Reserve Requirement with respect to such Series and the sums, if any, then on 
deposit in such Series designated Debt Service Reserve Account or being deposited in 
such Account concurrently with such Reserve Financial Guaranty or Guaranties.  The 
Trustee shall draw upon or otherwise take such action as is necessary in accordance with 
the terms of the Reserve Financial Guaranties to receive payments with respect to the 
Reserve Financial Guaranties (including the giving of notice as required thereunder):  (i) 
on any date on which moneys shall be required to be withdrawn from any Series 
designated Debt Service Reserve Account and applied to the payment of principal or 
Redemption Price of, or interest on, any Bonds of such Series and such withdrawal 
cannot be met by amounts on deposit in the applicable accounts in the applicable Debt 
Service Reserve Account; (ii) on the first Business Day which is at least ten (10) days 
prior to the expiration date of each Reserve Financial Guaranty, in an amount equal to the 
deficiency which would exist in the Series designated Debt Service Reserve Account if 
the Reserve Financial Guaranty expired, unless a substitute Reserve Financial Guaranty 
with an expiration date not earlier than 180 days after the expiration date of the expiring 
Reserve Financial Guaranty is acquired prior to such date or the Authority deposits funds 
in the applicable Series designated Debt Service Reserve Account on or before such date 
such that the amount in the applicable Series designated Debt Service Reserve Account 
on such date (without regard to such expiring Reserve Financial Guaranty) is at least 
equal to the Debt Service Reserve Requirement with respect to such Series. 

If, upon the deposit of a Reserve Financial Guaranty into the Series designated Debt 
Service Reserve Account pursuant to this subsection (e), there shall be any amount in the 
applicable Series designated Debt Service Reserve Account in excess of the Debt Service 
Reserve Requirement with respect to such Series, such excess amount may be applied to 
the cost of acquiring such Reserve Financial Guaranty and, to the extent not so applied, 
shall be transferred to the Series designated Principal Subaccount; provided, that if the 
amount to be transferred, or any part thereof, was not derived from the proceeds of Tax-
Exempt Obligations, such amount or partial amount, as applicable, may be withdrawn by 
the Authority (or by the Trustee at the Authority’s direction) and returned to the entity 
which had provided such funds as specified in the Authority’s written direction to the 
Trustee.” 

Owners of the Series 20__B Bonds shall be deemed to have consented to this 
Amendment by their purchase of the Series 20__B Bonds.  

(h) Pursuant to Section 7.01(c)(ii) of the Master Indenture, Section 5.06 of the Master 
Indenture is hereby amended to add the following subsection (f):  

“(f) Notwithstanding any other provision of the Indenture to the contrary, the 
Authority may, in a Supplemental Indenture pursuant to which a Series of Bonds is 
issued, provide that: (i) the Debt Service Reserve Requirement for such Series of Bonds 
shall be the amount specified in such Supplemental Indenture, which shall be from $0.00 
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to the maximum amount permitted under the definition of “Debt Service Reserve 
Requirement” set forth in Section 1.01 hereof, and (ii) that the Debt Service Reserve 
Account of the Debt Service Fund established at the time of issuance of such Series of 
Bonds may be drawn upon to pay accrued and unpaid interest and/or principal coming 
due on one or more Series of Bonds, and (iii) the amount on deposit in a Debt Service 
Reserve Account may be reduced once per Fiscal Year in proportion to the amount of 
Outstanding Bonds supported by such Debt Service Reserve Account as the principal 
amounts of such Bonds amortize, with the withdrawn funds deposited pro rata to the 
Principal Subaccount(s) for such Bonds, as applicable; provided, that if the amount to be 
transferred, or any part thereof, was not derived from the proceeds of Tax-Exempt 
Obligations, such amount or partial amount, as applicable, may be withdrawn by the 
Authority (or by the Trustee at the Authority’s direction) and returned to the entity which 
had provided such funds as specified in the Authority’s written direction to the Trustee.” 

Sample Debt Service Reserve Insurance Policy 

See attached. 
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. ISSUER: 

BONDS: 

FINANCIAL 
SECURITY 
ASSURANCE® 

MUNICIPAL BOND DEBT SERVICE 
RESERVE INSURANCE POLICY 

porlC}' No.: : 

Effective Date: 

. Premium: 
. . . . ... .. 

F!NANCIAL SECURITY ASSURANCE INC. {"Financial Securityj, for cons.ideration receiVed, heret!y 
UNCONDITIONAlLY AND IRREVOCABLY agrees to pay to the trustee (the "Trustee'j or paying agent (the 
"Paying Agent") asset forth in. the documentation (the "Bond Document") providing for the issuance of and 
securing the Bonds, for the benefit of the 0Wnen;, subject only to the terms of this Policy (which incl~ each 
endOrsement hereto), that portion of the principal of and interest oli the Bonds that shaH become Due for 
Paymeht buts~all be unpaid by reason of Nonpayment by the Issuer. 

Financial Security Will make payment as provided in this Policy to 1he Trustee or PayillgAgent on the later 
of the Business Day on which such principal and interest becomes Due for Payment or the Business Day next 
folloWing the Busin~ Day on which Financial Security shall have received Notice of Nonpayment, in a form 
reasonably satisfactory to it A Notice of Nonpayment will be deemed received on a giVen. Business Day if ills 
received Prior: to 1:00 p.m. (New York time) on such Business Day; othelwise, it will be deemed received on the 
next Business Day. If any Notice of Nonpayment received by Financial Security is ineomplete;it shall be 
deemed not to have been received by Financial Security for purposes of the preceding sentence ami Financial 
Security shall promptly so advise the Trustee, Paying Agent.or Issuer, as appropriate, who may submit an 
amended Notice of Nonpayment. Payment by Financial Security to the Trustee or Paying Agent-for the benefit 
of the Owners shall, to the extent thereof,.ischar h ., 'al Security under this Policy. Upon 
such .payment, Financial Security shall b "to of the amount so paid (together with 
interest and expenses) pursuant to the B ent In ·respect of a Bond, Financial 
Security shan become the owner of the Bond, any appurtenant coupon to the Bond or right to. receipt of 
payment of principal of or interest on the Bond and shall be fully subrogated to the rights of the Owner, 
including the .owner's right to receive payments under the Bond and all insurance policies in respect of 
the Bond, to the extent of any payment by Financial Security hereunder. 

The amount available under this Policy for payment shall not exceed the Policy Limit. The amount avaUable 
at any particular time to be paid to the Trustee or Paying Agent under the tenns of this PolicY shall automatically 
be reduced by any payment under this Policy. However, after such payment, the amount available under this 
Policy shaH· be reinstated in fuU or in part. but only up to the Policy Limit. to the extent of the reimbursement of 
such payment (exclusive of interest and expenses) to Financial Security by or on behalf of the Issuer. Within 
three .Business Days ofsuCh reimbursement, FinancialSecuri!y shaN provide the Trustee, the Paying Agent and 
the Issuer with notice orthe"reimbursement and reinstatement. . 

Payment under this Policy shall not be available with respect to (a) any. Nonpayment that occurs .prior to the 
Effective Date or after the Termination Date of this Policy or (b) Bonds that are not outstanding under the Bond 
Document. If the amount payable under this Policy is also payable under another insurance policy or surety 
bond insuring .theBonds, payment first shall be .madeunder this Policy. to the extent of the amount available 
under this Poficy up to the Policy Limit In no even! shaD Financial Security incur duplicate .liability for the same 
amounts owing with respect to the Bonds that are covered under this Policy and any other insurance policy or 
surety bond that Financial Security has issued. 

Except to the extent expresslY modified by an endqrsement hereto, the following tenns shall. have the 
meanings specified ror all purposes of this Policy. "Business Day" means any day other than (a) a Saturday or 
Sunday or (b) a day on which banking institutions in the State of New Yoi"kare, or the Insurer's Fiscal Agent is, 
authorized or required by law or executive order to remain closed. "Due for·Paymenf means (a) When refeiling 
to the principal of a Bond, payable on the stated maturity date .thereof or the date .on Which ~ same shaH .have 
been duly Called for mandatory sinking 'fund redemption and does not referto any earlier date on which payment 
is due by reason of call for redemption (other than by mandatory sinking .fund redemption). acceleration or other . 
advancement of maturity unless Financial Security shall elect, in its sole discretion~ to pay such principal due 



" '-' 

upon such acceleration together with any accrued interest to the date of acceleration and{b) when.refelling to 
interest on a Bond, payable on the stated date·.for payment of interest. "Nonpaymenr ~ans, in respect of a 
Bond, the fajlure of the Issuer to have provided sufficient funds to the Paying Agent fo(payrnent in fun of all 
principal and interest that is Due for Paymenton'such Bond. "Nonpaymenr shaHalsoincltlde,:irf~speCt of a 
Bond; any payment of principal or intereSt thatis Due for Payment made to an9wner .by. 9t" on,t?ehalfoHhe 
Issuer that has been recovered from such Owner pursuant to the United States Bankruptcy Code by a trustee'in 
bankruptcy in accordance with a final, nonappealable order of a court ,having competent jurisdictiOn. "Noti!:e" 

. means telephonic ortelecopiednotice, subsequently confirmed in a signed.writing,or~i'1·.i1otk;e!i.Y registered 
or certified mail. from the Issuer; the Trustee orthe Paying Agent to Financial Seculiiy whiclinotice shall speCify 
(arthe. person ,or entity making the clairT), (b) the policy Number, (c) the claimed al'llOUnt~ncj (d) ~edate~su~ 
claimed amolint became' Due for Payment. "Owner". means. in respect of a Bpnd, the ~fSon orentity Who, I'lt 
the time of Nonpayment, is entitled tinder the terms of such Bond to payment of piincipalOr. interestthereunoer, 
e~t .that "Owner" shaD not include the Issuer or any person or entity whose direct.or, indireCt.obliga*," 
constitutes the underlying seculity for the Bonds. . "Policy Limit" shall be the dollar 8ITl9LiJ1t of the'dilbt se~ 
reserve fund.requiredto be maintained for the Bonds. by the Bond Document·fromp.:1o time,(the'~Uebt 
Service Reserve Requiremenf), .but in no event shaU the.Policy Limit exceed t.The Policy Li!llit·shall 
automatically and irrevocably be reduced from time to time by the amount of each reductioiliil the Debt SerViCe 
Rese: Req. uirement, as provided in the Bond Document. "T enninatiim Date" means the. ~arl!er Qf 
• ___ taaOO the date the Bonds are no longer outstanding under the Bond Document., 

Financial Security may appoint a fiscal agent (the ".Insu r'.s Fiscal Agentj for PUljXlses of this -Po\icy~ by 
giving written notice to the Trustee and the Paying Agent s . iog the name and noticeadaress of the Insurer's 
Fiscal Agent. from and after the date of receipt of s the Trustee and the Paying Ager:rt,·(a) eopies 
ofal! notices required to be delivered to Fin .' pursuant to this Policy shall be simultaneously 
defivered to the Insurer's Fiscal Agent a ecurity and shall not be deemed received 0iitiI received 
by both and (b) aU payments reqU!1' y Financial Security under thiS PoIicY.may be made di$dly 
by Financial Security or by the Ins . I Agent on behalf of Financial Security .. The Insuf!,:r's Fiscal Agent 
is the agent of Finaildal Security d the Insurer's Fiscal Agent shall in no event be liable toanyQwnerfor 
any act of the Insurer's Fiscal Agent or .anyfailure of Financial Security to deposit or cause lObe deposited 
sufficient funds to make payments due under this Policy. . 

To the fullest extent permitted by app6cable law, Financial Seculity agrees not to assert, and hereby waives, 
only for the benefit of each Owner. all rigJlts (whether by counterclaim, setoff. or otherWise) and defenses 
(including, without limitation, the defense of fraud), whether acqUired by subrogation, assignment or othefWise,.to 
the .extent that such rights and defenses maY be available to. Financial Security to avoid payment of its 
obligations under this PoRcy in accordance with the express provisions of this Policy. . 

.' This Policy sets forth in full the undertaki~g of Financial Seculity, and shall not beinodifie,(alt~ or 
affected by any other agreement or instrument, induding any modification or amendment thereto;' Exceprto the 
extent expressly modified by an endorsement hereto, (a) any premium paid .in resptlCt of this Policy is 
nonrefundable for any reason whatsoever, including payment. or provision being made for' payrhent, of the 
Bonds prior to maturity and (b) this Policy. may not be 'Canceled or revoked. THIS POUCY,IS NOT COVERED 
BY THE PROPERTYICASUAlTY INSURANCE SECURITY FUND SPECIFIED IN ARTICLE.76·0FTHENEW 
YORKINSURANCE LAW. '" , '.' . 

In v.itness Ytt1ereof, FINANCIAL SECURITY ASSURANCE INC. has caused this Po!icVto ~ eXecute<! On 
its behaifby its Authorized Officer. '.' . . 

A sUbsidia~of Financial Security Assurance Holdings Ltd. 
31 West52Streel,NewYork, N.Y. 10019 . 

Form 501B NY (8196) 

'FINANCIAL SECURI"';ASSI.l~NCE I~C . 

. By -----r.~~A~·"'udo'-r7~-i. "7··.-::0~ffi;:>,ce.t!:..':"r';"· • .,....-"-'-;':""'

(212) 826-0100 



ISSUER: 

BONDS:. 

. FINANCIAL 
"SECURITY 
ASSURANCE® 

ENDORSEMENT NO.1 TO 
MUNICIPAL BOND 
DeBT SERVICE RESERVE 

. INSURANCE POLICY' 
(California Insurance 
. Guaranty. A~~9ciation). 

.porlCy No.: 

Effetlive Date: 

NotWithstanding thelerms and provi~n~ 1!Q1' '. it is further understood that the 
Insurance provided by this Policy is ~E~J!l1.; ' .. Insurance Guaranty Associalion 
established pursuant to Article 14.2 (commencing with Section f ) f Chapter 1 of Part 2 of Division 1 
of the California Insurance Code. . 

Nothing herein shall be construed to waive, alter, reduce or amend coverage in any other section of the 
. Policy. If ·found contrary to the POlicy language, the terms of this Endorsement supersede the Policy. 

language. 

In witness whereof, FINANCIAL SECURITY ASSURANCE INC. has caused this Endorsement to be 
executed on its behalf by its AuthOrized Officer. 

. .' A subsidiary of Financial securitY Assurance Holdings Ud: 
31 Wes1S2i>d Street. New YOlk. N.Y. 10019 

Form Sso-a:.m(10196) 

FINANCIAL SECURITY ASSURANCE INC. 

~ ..... ~ .. 

(212) 826-0100 



 

  

 

 

 

 
 

 

 

 

 

EXTENDING SURETY BOND COVERAGE TO ADDITIONAL RESERVE ACCOUNTS
 

Excerpt from Sample Master Trust Agreement 

Article I. Definitions; Interpretations 

“Reserve Fund” shall mean the fund of that name established pursuant to Section 4.04 
hereof. 

“Reserve Fund Insurance Policy” shall mean an insurance policy or surety bond 
provided by a bond insurer, or a letter of credit, deposited in the Reserve Fund in Lieu of, or 
partial substitution for cash or securities on deposit therein. The entity providing such Reserve 
Fund Insurance Policy shall be rated in one of the two highest Rating Categories by Moody’s and 
S&P. 

Article IV. Pledged Revenues and Funds 

Section 4.06. Withdrawals from Debt Service Funds and Reserve Fund; Valuation 
of the Reserve Fund. 

(a) In addition to the amounts deposited into the Accounts described in clauses (i) 
through (iv) of Section 4.05(a), the Trustee may accept and deposit into the Senior Debt Service 
Fund or Debt Service Fund other amounts from the Issuer or from other sources to be used for 
regularly scheduled principal and interest payments or for the redemption of Bonds or Parity 
Debt. There shall be withdrawn from the Senior Bond Interest Account and the Senior Bond 
Principal Account from time to time and set aside or deposited with the applicable Paying Agent 
or Paying Agents sufficient money for paying the interest on the Senior Bonds and Senior Parity 
Debt and the principal of and premium on the Senior Bonds and Senior Parity Debt as the same 
shall fall due, or if such interest, principal or premium is paid by or through a form of liquidity 
support, credit enhancement, interest rate swap agreement or other arrangement provided 
therefor, amounts in the Senior Bond Interest Account and Senior Bond Principal Account may, 
if so provided by Supplemental Agreement, be used to reimburse such amounts to the party 
providing such credit enhancement, liquidity support, interest rate swap agreement or other 
arrangement. There shall be withdrawn from the Interest Account and the Principal Account 
from time to time and set aside or deposited with the applicable Paying Agent or Paying Agents 
sufficient money for paying the interest on the Bonds and Parity Debt and the principal of and 
premium on the Bonds and Parity Debt as the same shall fall due, or if such interest, principal or 
Premium is paid by or through a form of liquidity support, credit enhancement, interest rate 
Swap agreement or other arrangement provided therefor, amounts in the Interest Account and 
Principal Account may, if so provided by Supplemental Agreement, be used to reimburse such 
amounts to the party providing such credit enhancement, liquidity support, interest rate swap 
agreement or other arrangement. For purposes of complying with the allocation requirements of 
the Sales Tax Ordinance, the payment of principal and interest with respect to any Bonds and 
Parity Debt shall be deemed to be an expenditure of Sales Tax receipts corresponding to the 
allocation of the proceeds of such Bonds and Parity Debt. 

(b) If amounts in the Debt Service Fund are insufficient to pay such interest, principal 
or premium with respect to any Bonds as the same shall fall due, or on any earlier day as 
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provided in any Reserve Fund Insurance Policy, the Trustee shall immediately transfer amounts 
available in the Reserve Fund to the Debt Service Fund to pay such deficiency, and shall 
immediately notify the Issuer of such transfer. If amounts in the Reserve Fund consist of both 
cash and one or more Reserve Fund Insurance Policies, the Trustee shall first transfer all of such 
cash prior to making a draw on any Reserve Fund Insurance Policy, and thereafter shall make 
pro-rata draws upon each of such Reserve Fund Insurance Policies. 

(c) Moneys held in the Reserve Fund shall be used for the purpose of paying 
principal and/or interest on the Bonds if the amounts in either of the Accounts mentioned in 
clauses (iii) and (iv) of Section 4.05(a) shall on any date be insufficient to pay in full the interest 
and principal due on such date. Investments in the Reserve Fund may not have maturities 
extending beyond five years. On or about July 1 of each year, commencing July l, 19__, the 
Trustee shall value the Reserve Fund at the then-current market value in a manner satisfactory to 
the Trustee. If; on any valuation of the Reserve Fund, the value of the Reserve Fund shall exceed 
the Reserve Fund Requirement for all Bonds Outstanding, such excess shall be withdrawn and 
transferred to the Issuer to be used for any lawful purpose. In addition, at such time as any Bonds 
shall be paid in full or deemed to have been paid in full, or are otherwise no longer Outstanding, 
the Trustee shall value the Reserve Fund, and if the amount on deposit in the Reserve Fund after 
such Bonds are paid in full or deemed to have been paid in full, or are otherwise no longer 
Outstanding, exceeds the Reserve Fund Requirement for all Bonds Outstanding, such excess 
shall be withdrawn and transferred to the Issuer to be used for any lawful purpose. If, on any 
valuation of the Reserve Fund, the value is less than the Reserve Fund Requirement for all Bonds 
Outstanding, deposits shall be made into the Reserve Fund from and to the extent of Pledged 
Revenues as provided in Section 4.05(a)(v) (after deposits provided in clauses (i) through (iv) of 
Section 4.05(a) have been made) until the Reserve Fund Requirement for all Bonds Outstanding 
is met. 

Sample Debt Service Reserve Surety Bond 

See attached. 
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DEBT SERVICE RESERVE 
SURETY BOND 

·Municipal Bond Investors Assurance Corporation 
Armonk, New York, 10504 

surety Bond No. 

Municipal Bond Investors Assurance Corporation (the "Insurer"), in 
consideration of the pa3(lllent of the premium and subject to the terms of this 
Surety Bond, herehy unconditionally and irrevocably guarantees the full and 
complete payments that are to be applied to payment of principal of and 
interest on. the Obligations (as hereinafter defined) and that are required to 
be made by or on behalf of the 
(the "Issuer") under the Trust Agreement ~ between 
Commissionand ·the·Trustee and the First Supplemental Trust Agreement dated as 
of.... J between the: • and the Trustee (the "Document';) to 
• as. trustee under· the· 
Document or' any sU'ccessor trustee, (the "Paying Agent"), as such.·payments are 
due but shall not be so paid, in connection with the issuance by. the Issuer of 
the 

(together with any Bonds (as defined in the Document) issued on 
a parity therewith, excluding bonds issued.for the purpose of refunding the 
Obligations) together with any bonds issued on a parity· therewith, (the 
"Obligations"), provided, that the amount available,hereunder for paylnent 
pursuant to anyone Demand for Payment (as hereinafter defined) shall not 
exceed ., (the "Surety Bond Limit"); provided, further, that the 
amount available at any particular time to be paid to the Paying Agent under 
the terms hereof (the "Surety Bond Coverage") shall be redl,lCed and may be 
reinstated from time to time as set forth herein. 

1. AS used herein, the term "Owner" shall mean the registered owner.of 
any Obligation as indicated in the books maintained by the applicable paying 
agent, the Issuer or any designee of the Issuer for such purpose. The term 
"Owner" shall not include the Issuer or any person or entity whose obligation 
or obligations by agreement constitute the underlying security or source of 
payment for the Obligations. 

2. Upon the later of: (i) three (3) days af~er receipt by the Insurer 
of a demand for payment in the form attached hereto as Attachment 1 (the 
"Demand for Payment"), duly executed by the Paying Agent; or (H) the payment 
date of the Obligations as specified in the Demand for Payment presented by 
the Paying Agent to the Insurer, the Insurer will "make a deposit of funds in 
an account with . or its successor, . 
sufficient for the payment. to the Paying Agent, of amounts that are then due 
to the Paying Agent (as specified in the Demand for Payment) subject to the 
Surety Bond Coverage. 

3. Demand .for Payment hereunder may be made by prepaid telecopy, telex, 
TWX or telegram of the executed Demand for Payment c/o the Insurer. If a 
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Demand for Payment made hereunder does not, in any instance, conform to the 
terms and conditions of this Surety Bond, the Insurer shall give notice to the 
Paying Agent;. as promptly as reasonably prac·ticable, that such Demand for 
Payment was not effected in accordance with the terms and conditions of this 
Surety Bond and briefly state the reason{s) therefor. Upon being notified 
that such Demand for Payment was not effected in accordance with this Surety 
Bond, the 'Paying Agent may attempt to correct any such nonconforming Demand 
for Payment if, and to the extent that, the Paying Agent is entitled and abl.e 
to do so. 

4. The amount payable by the Insurer under this Surety Bond pursuant to 
a particular Demand for Payment shall be limited to the Surety Bond_Coverage. 
The Surety Bond Coverage shall be reduced automatically to the extent of each 
payment made by the Insurer hereunder and will be reinstated to the extent of 
each reimbursement of the Insu.rer pursuant to the provisions of Article II of 
the Financial Guaranty Agreement dated the date hereof between' the Insurer and· 
the. Issuer (the "Financial Guaranty Agreemen,t"); provided, that in no event 
shall such reinstatement exceed the Surety Bond Limit. The Insurer will 
notify the Paying Agent, in writing within five (5) days of such 
reimbursement, that the Surety Bond Coverage has been reinstated to the extent 
of such reimbursement pursuant to the Financial Guaranty Agreement and such 

. reins.t:'atement shall be effective as of the date. the Insurer giv.e·s. such· 
notice. The notice to the Paying Agent will be ~ubstantially in the form 
attached hereto as Attachment 2. 

5. Any service of process on the Insurer or notice to the Ipsurer may 
be made to the Insurer at its offices located at 113 King Street, Armonk, New 
York 10504 and such service of process shall be valid and binding. 

6. The term of this Surety Bond shall expire on the earlier of. (i) 
(the maturity date of the Obligations being currently issued), or (ii) 

the date on which t.he Issuer has made all payments required to be made. on the 
Obligations pursuant to the Document. 

7. The premium payable on this Surety Bond is not refundable for any 
reason, including the payment prior to maturity of the Obligations. 

8. This Surety Bond shall be governed by and interpreted under the laws 
of the State of California. Any suit hereunder in connection with any payment 
may be brought only by the Paying Agent withi~ one year after (i) a Demand for 
Payment, with respect to such payment, is made pursuant to the terms of this 
S.urety Bond and the Insurer has failed to make such payment, or (ii) payment 
would otherwise have been due hereunder but for the failure on the part of the 
Paying Agent to deliver to the Insurer a Demand for Payment pursuant to the 
terms of this Surety Bond, whichever is earlier. 

- 2 -
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9. In the event the Insurer were to become insolvent, any claims 
arising under a policy of financial guaranty insurance are excluded from 
coverage by the California Insurance Guaranty Association, established 
pursuant to Article 14.2 (commencing with Section 1063) of Chapter 1 of Part 2 
of Division 1 of the California Insurance Code. 

In witness whereof, the Insurer has caused this Surety Bond to be 
executed in facsimile on its behalf by its duly authorized officers, 

MUNICIPAL BOND INVESTORS ASSURANCE CORPOR.ATION 

President 

J \.. \ .. boo 00 ........ " 

Assistant Secretary 

SB-DSRF-7[CA] 
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