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No dealer, broker, salesperson or other person has been authorized by the City or the
Underwriter to give any information or to make any representations, other than those contained
in this Official Statement, and if given or made, such information or representation must not be
relied upon as having been authorized by any of the foregoing. This Official Statement does not
constitute an offer to sell or the solicitation of an offer to buy, nor shall there be any sale of the
Bonds by any person in any jurisdiction in which it is unlawful for such person to make such
offer, solicitation or sale. The information set forth herein has been provided by or on behalf of
the City. The information and expressions of opinion herein are subject to change without
notice, and neither the delivery of this Official Statement nor any sale of the Bonds shall under
any circumstances create any implication that there has been no change in the affairs of the City
or other matters described herein since the date hereof.

The Underwriter does not guarantee the accuracy or completeness of any information in
this Official Statement, and its inclusion herein is not to be construed as a representation by the
Underwriter.

This Official Statement and the information contained herein are subject to completion or
amendment without notice. These securities may not be sold nor may an offer to buy be
accepted prior to the time the Official Statement is delivered in final form. Under no
circumstances shall this Official Statement constitute an offer to sell or the solicitation of an
offer to buy, nor shall there be any sale of these securities in any jurisdiction in which such offer,
solicitation or sale would be unlawful prior to registration or qualification under the securities
laws of any such jurisdiction.

THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF
1933, AS AMENDED (THE “SECURITIES ACT”), AND THE INDENTURE OF TRUST HAS
NOT BEEN QUALIFIED UNDER THE TRUST INDENTURE ACT OF 1939, AS
AMENDED, IN RELIANCE UPON THE EXEMPTIONS CONTAINED IN SUCH ACTS.
THE SECURITIES AND EXCHANGE COMMISSION HAS NOT PASSED UPON THE
ACCURACY OR ADEQUACY OF THIS OFFICIAL STATEMENT. WITH RESPECT TO
THE VARIOUS STATES IN WHICH THE BONDS MAY BE OFFERED, NO ATTORNEY
GENERAL, STATE OFFICIAL, STATE AGENCY OR BUREAU, OR OTHER STATE OR
LOCAL GOVERNMENTAL AUTHORITY OR ENTITY HAS PASSED UPON THE
ACCURACY OR ADEQUACY OF THIS OFFICIAL STATEMENT OR PASSED UPON OR
ENDORSED THE MERITS OF THIS OFFERING OF THE BONDS. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

THE OFFERING CONTEMPLATED BY THIS OFFICIAL STATEMENT WILL BE
MADE IN RELIANCE UPON AN EXEMPTION FROM THE REGISTRATION
REQUIREMENTS OF THE SECURITIES ACT FOR MUNICIPAL SECURITIES.

IN CONNECTION WITH THE OFFERING OF THE BONDS, THE UNDERWRITER
MAY OVERALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN
THE MARKET PRICE OF THE BONDS AT A LEVEL ABOVE THAT WHICH MIGHT
OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
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COMMENCED, MAY BE DISCONTINUED AT ANY TIME. THE UNDERWRITER MAY
OFFER AND SELL THE BONDS TO CERTAIN DEALERS AND DEALER BANKS AND
BANKS ACTING AS AGENT AT PRICES LOWER THAN THE PUBLIC OFFERING PRICE
STATED ON THE INSIDE COVER PAGE HEREOF AND SAID PUBLIC OFFERING PRICE
MAY BE CHANGED FROM TIME TO TIME BY THE UNDERWRITER.

This Official Statement, including Appendix F hereto, contains statements which should
be considered “forward-looking statements,” meaning they refer to possible future events or
conditions. Such statements are generally identifiable by the words such as “plan,” “expect,”
“estimate,” “budget” or similar words. THE ACHIEVEMENT OF CERTAIN RESULTS OR
OTHER EXPECTATIONS CONTAINED IN SUCH FORWARD-LOOKING STATEMENTS
INVOLVE KNOWN AND UNKNOWN RISKS, UNCERTAINTIES AND OTHER FACTORS
WHICH MAY CAUSE ACTUAL RESULTS, PERFORMANCE OR ACHIEVEMENTS
EXPRESSED OR IMPLIED BY SUCH FORWARD-LOOKING STATEMENTS TO DIFFER
FROM SUCH FORWARD-LOOKING STATEMENTS, AND SUCH DIFFERENCES MAY
BE MATERIAL. THE CITY DOES NOT EXPECT OR INTEND TO UPDATE OR REVISE
ANY FORWARD-LOOKING STATEMENTS CONTAINED HEREIN IF OR WHEN ITS
EXPECTATIONS, OR EVENTS, CONDITIONS OR CIRCUMSTANCES ON WHICH SUCH
STATEMENTS ARE BASED, OCCUR.

[Remainder of this page left blank intentionally.]
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OFFICIAL STATEMENT

$26,445,000
CITY OF MONTICELLO, MINNESOTA
TELECOMMUNICATIONS REVENUE BONDS
(FIBERNET MONTICELLO PROJECT)
SERIES 2008

INTRODUCTION

General

This Official Statement, including the cover page and all appendices hereto, provides certain
information concerning the sale and delivery of City of Monticello, Minnesota Telecommunications
Revenue Bonds (FiberNet Monticello Project), Series 2008 (the “Bonds”), in the original aggregate
principal amount of $26,445,000. Descriptions and summaries of various documents hereinafter set
forth do not purport to be comprehensive or definitive, and reference is made to each document for
complete details of all terms and conditions. All statements herein are qualified in their entirety by
reference to each document. Capitalized terms used and not otherwise defined herein shall have the
meanings ascribed thereto in Appendix A attached hereto.

The Bonds are being executed and delivered pursuant to (i) Minnesota Statutes, Chapter 475
(the “Act”), (ii) an Indenture of Trust dated as of June 1, 2008 (the “Indenture”), by and between the
City and Wells Fargo Bank, National Association, Minneapolis, Minnesota, as trustee (the
“Trustee™), (iii) the authority conferred by the voters of the City pursuant to an election duly called
and held on September 18, 2007, and (iv) a resolution of the City adopted on June 3, 2008 (the
“Resolution”). Pursuant to the Indenture, the City has assigned to the Trustee, for the benefit of the
Owners of the Bonds, all its rights, title and interest in and to the Net Revenues of the FTTP Project
when due. See “SECURITY FOR THE BONDS” herein.

Purpose of Issue

The Bonds are being delivered to provide funds to pay the costs of developing, acquiring,
constructing, and installing a “fiber-to-the-premises” broadband communications network (the
“FTTP Project”) within the service territory of the City (the “Service Area”). The FTTP Project
will be used for connectivity for education and other government services, along with the provision
of broadband communication services to business and residential customers, including cable
television services, Internet access, and voice services. In addition, proceeds of the Bonds will be
used to (i) pay capitalized interest on the Bonds during the construction of the FTTP Project, (ii)
fund the 2008 Reserve Requirement for the Bonds, (iii) pay start-up costs, and (iv) pay the costs of
issuing the Bonds. See “ESTIMATED USES OF PROCEEDS” and “THE FTTP PROJECT”
herein.

Forward Looking Statements
Certain statements included or incorporated by reference in this Official Statement constitute

“forward-looking statements” within the meaning of the United States Private Securities Litigation
Reform Act of 1995, Section 21E of the United States Securities Exchange Act of 1934, as



amended, and Section 27A of the United States Securities Act of 1933, as amended. Such
statements are generally identifiable by the terminology used such as “plan,” “expect,” “estimate,”
“project,” “budget” or other similar words. Such forward-looking statements include, but are not
limited to, certain statements contained in the information under the caption “THE FTTP
PROJECT” and “THE CITY.” See also “FORWARD LOOKING STATEMENTS” herein.
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THE ACHIEVEMENT OF CERTAIN RESULTS OR OTHER EXPECTATIONS
CONTAINED IN SUCH FORWARD-LOOKING STATEMENTS INVOLVE KNOWN AND
UNKNOWN RISKS, UNCERTAINTIES AND OTHER FACTORS WHICH MAY CAUSE
ACTUAL RESULTS, PERFORMANCE OR ACHIEVEMENTS DESCRIBED TO BE
MATERIALLY DIFFERENT FROM ANY FUTURE RESULTS, PERFORMANCE OR
ACHIEVEMENTS EXPRESSED OR IMPLIED BY SUCH FORWARD-LOOKING
STATEMENTS.

THE BONDS
General Provisions

The Bonds will be executed and delivered in the aggregate principal amount of $26,445,000.
The Bonds will bear interest from and be dated the date of issuance. Interest on the Bonds will be
payable semiannually on June 1 and December 1 of each year, commencing December 1, 2008
(each, an “Interest Payment Date”’). The Bonds will bear interest from the date of issuance at the
rates set forth on the inside front cover page hereof and on the basis of a year of 360 days comprised
of twelve 30-day months. The Bonds will mature as shown on the inside front cover hereof, subject
to optional redemption, mandatory sinking fund redemption and extraordinary redemption as
described under “THE BONDS — Redemption of Bonds” herein.

The Bonds will be delivered only in fully registered form and, when executed and delivered,
will be registered in the name of Cede & Co., as nominee of The Depository Trust Company, New
York, New York (“DTC”). DTC will act as securities depository for the Bonds. Ownership
interests in the Bonds may be purchased in book-entry form only in denominations of $5,000 and
integral multiples thereof. See the caption “Book-Entry Only System” below and Appendix D
attached hereto.

The principal evidenced by any Bond will be payable upon presentation and surrender
thereof at maturity or upon prior redemption at the office of the Trustee in Minneapolis, Minnesota
(the “Office of the Trustee™).

Interest on the Bonds will be payable by check or draft of the Trustee mailed by first class
mail on each Interest Payment Date of such Bonds to the respective Bond Owners of record thereof
as of the close of business on the fifteenth day of the calendar month prior to such Interest Payment
Date (each, a “Record Date™), at the addresses shown on the registration books or, upon the written
request received by the Trustee of an Owner of at least $1,000,000 in aggregate principal amount of
Bonds, by wire transfer of immediately available funds to an account in the United States
designated by such Owner prior to the applicable Record Date.



The Bonds will be dated the date of issuance. Interest on the Bonds will be payable from the
Interest Payment Date preceding their date of execution, unless such date is after a Record Date and
on or before the succeeding Interest Payment Date, in which case interest will be payable from such
Interest Payment Date or unless such date is on or before the first Record Date, in which case
interest will be payable from the date of delivery. However, if, as shown by the records of the
Trustee, interest represented by the Bonds is in default, Bonds executed in exchange for Bonds
surrendered for transfer or exchange will represent interest from the last date to which interest has
been paid in full or duly provided for with respect to the Bonds, or, if no interest has been paid or
duly provided for with respect to the Bonds, from the date of delivery.

Book-Entry Only System

One fully-registered Bond will be executed and delivered to DTC (or held by the Trustee on
behalf of DTC) for each maturity of the Bonds in the principal amount of such maturity. Each Bond
will be registered in the name of Cede & Co. and will be deposited with DTC. As long as the
ownership of the Bonds is registered in the name of Cede & Co., the term “Owner” as used in this
Official Statement refers to Cede & Co. and not to the actual purchasers of the Bonds (the
“Beneficial Owners”).

The City may decide to discontinue use of the system of book-entry transfers through DTC
(or a successor securities depository). In that event, the Bonds will be printed and delivered and
will be governed by the provisions of the Indenture with respect to payment of principal and interest
and rights of exchange and transfer.

The City cannot and does not give any assurances that DTC participants or others will
distribute payments with respect to the Bonds received by DTC or its nominee as the registered
Owner, or any redemption or other notices, to the Beneficial Owners, or that they will do so on a
timely basis, or that DTC will service and act in the manner described in this Official Statement.
See Appendix D hereto for additional information concerning DTC.

Transfers and Exchanges Upon Termination of Book-Entry Only System

In the event the book-entry system described above is discontinued, the Bonds will be
printed and delivered as provided in the Indenture. Thereafter, any Bond may, in accordance with
its terms, be transferred on the registration books by the person in whose name it is registered, in
person or by such person’s duly authorized attorney, upon surrender of such Bond at the Office of
the Trustee, accompanied by delivery of a duly executed instrument of transfer in a form approved
by the Trustee. Upon the surrender of a Bond for transfer, the Trustee is to execute and deliver a
new Bond or Bonds of the same maturity in the same principal amount and of authorized
denomination or denominations. The Trustee may require the Bond Owner requesting any such
transfer to pay any tax or other governmental charge required to be paid in connection therewith.

Bonds may be exchanged at the Office of the Trustee for a like aggregate principal amount
of Bonds of other authorized denominations of the same maturity. The Trustee may require the
Bond Owner requesting any such exchange to pay any tax or other governmental charge required to
be paid in connection therewith.



The Trustee is not required to register the transfer of or to exchange any Bond within 15
days preceding selection of Bonds for redemption or any Bond that has been selected for
redemption.

Redemption of Bonds

Optional Redemption. The Bonds are subject to redemption prior to their stated maturity at
the option of the City, as a whole or in part, on any date as directed by the City, upon notice as
provided herein, on or after June 1, 2018, at a Redemption Price equal to 100% of the principal
amount thereof (plus accrued interest evidenced and represented thereby to the date fixed for
redemption), without a premium.

Mandatory Sinking Fund Redemption. The Bonds maturing on June 1, 2023 and June 1,
2031 are subject to mandatory redemption in part on each June 1 as shown below, solely from Net
Revenues of the FTTP Project, at a Redemption Price equal to 100% of the principal amount thereof
(plus accrued interest evidenced and represented thereby to the date fixed for redemption), without
premium, in accordance with the following schedule:

Bonds Maturing on June 1, 2023

Sinking Fund Payment Sinking Fund Payment

Date (June 1) Principal Amount Date (June 1) Principal Amount
2013 $ 85,000 2019 $835,000
2014 240,000 2020 900,000
2015 395,000 2021 1,100,000
2016 460,000 2022 1,180,000
2017 625,000 2023+ 1,390,000
2018 670,000

+ Final Maturity

Bonds Maturing on June 1, 2031

Sinking Fund Payment Sinking Fund Payment
Date (June 1) Principal Amount Date (June 1) Principal Amount
2024 $ 1,470,000 2028 $ 2,195,000
2025 1,700,000 2029 2,530,000
2026 1,790,000 2030 2,640,000
2027 2,070,000 2031+ 4,170,000

+ Final Maturity

Mandatory Redemption in Event of Litigation. The Bonds are subject to mandatory
redemption in whole upon the occurrence of a Mandatory Redemption Event, at a Redemption Price
equal to 100% of the principal amount (plus accrued interest evidenced and represented thereby to
the date fixed for redemption), without premium.




Optional Redemption in Event of Litigation. The Bonds are subject to optional redemption,
in whole but not in part, at the option of the City on or prior to the date that is one year after the date
of issuance of the Bonds, in the event that a Litigation Dismissal has not occurred, at a Redemption
Price equal to 100% of the principal amount (plus accrued interest evidenced and represented
thereby to the date fixed for redemption), without premium.

Redemption from Insurance or Condemnation Proceeds. The City shall have the option to
call for redemption the then Outstanding Bonds, at any time, if the FTTP Project is damaged or
partially or totally destroyed as set forth below. To the extent that the claim for loss resulting from
such damage or destruction is not greater than $1,000,000, the City will promptly repair, rebuild or
restore the property damaged or destroyed with such changes, alterations and modifications
(including the substitution and addition of other property) as will not impair the character or
significance of the Facilities. To the extent that the claim for loss resulting from such damage or
destruction exceeds $1,000,000, the City shall either repair, rebuild, or restore the damaged
facilities, or redeem and prepay Bonds as follows:

(1) Bonds may be redeemed in whole if all or part of the FTTP Project is
damaged or destroyed to such an extent that the City determines to permanently cease all
operations of the FTTP Project.

(i) Bonds may be redeemed in part if (A) the City determines that such portion
of the FTTP Project destroyed is not needed in its operations and (B) the City has elected not
to restore such portion of the FTTP Project. If the City elects to redeem Bonds in part, the
available Net Proceeds shall be used for redemption or purchase of the greater of (A) the pro
rata portion of the principal amount of Outstanding Bonds or (B) the Net Proceeds. For this
purpose, “pro rata portion” shall mean that percentage of the principal amount of
Outstanding Bonds as is equal to the percentage of total fixed assets of the City represented
by the portion of the FTTP Project so damaged or destroyed. If the available Net Proceeds
are insufficient to redeem the pro rata portion of outstanding Bonds, the City shall pay such
deficiency.

The City shall have the option to call for redemption the then Outstanding Bonds, in whole
but not in part at any time, if a governmental agency or Person acting under governmental agency,
by exercise of the power of eminent domain or threat thereof takes title to all or substantially all of
the FTTP Project, or so much thereof that, in the reasonable judgment of the City, the FTTP Project
cannot be restored within twelve months following completion of the proceedings by which such
title is taken to a condition permitting conduct of the normal operations of the FTTP Project or at a
cost not exceeding the Net Proceeds of the award in such condemnation proceedings or upon such
conveyance, and the City elects not to rebuild or replace the FTTP Project so condemned.

To exercise its option under this section, the City must give the Trustee written notice of its
exercise of the option no later than 180 days following the event which is the basis of the option
(i.e., the event causing such damage or destruction, the receipt of the net proceeds of the
condemnation award). Upon receipt of such notice, the Trustee shall fix a Redemption Date for the
Outstanding Bonds, at a price equal to the principal amount thereof plus accrued interest to the
Redemption Date, without premium, which date shall be the earliest date for which notice of such
redemption may be given in accordance with the Indenture.



Redemption in the Event of Change in Law. The Bonds are subject to redemption prior to
maturity, in whole or in part, on any date, (i) as a result of changes in the constitutions or laws of
the United States or the State of Minnesota (the “State”), any executive or administrative action by
any federal, state or local entity, or any final decree or judgment of any court after the contest
thereof by the City, which materially adversely affects the ability of the City to own or operate the
FTTP Project or (ii) unreasonable burdens or excessive liabilities are imposed upon the City by
reason of its ownership or operation of the FTTP Project; in each case, the Redemption Price will be
100% of the principal amount thereof to be prepaid (plus accrued interest evidenced and represented
thereby to the date fixed for redemption), without premium.

Redemption upon Determination of Taxability. The Bonds are subject to redemption in
whole upon the occurrence of a determination that the interest on any of the Bonds is included in
gross income for federal income tax purposes (as described in Appendix A hereto, a “Determination
of Taxability”) on the first date possible subsequent to such a Determination of Taxability after the
giving of notice as provided in the Indenture, at a Redemption Price equal to 103% of the principal
amount thereof (plus accrued interest evidenced and represented thereby to the date fixed for
redemption).

Partial Redemption of Bonds. Upon surrender of any Bond prepaid in part only, the Trustee
will execute and deliver to the Owner thereof, at the expense of the City, a new Bond or Bonds of
authorized denominations equal in aggregate principal amount to the unprepaid portion of the
Bonds surrendered and of the same maturity.

Notice of Redemption

Notice of Redemption will be mailed, first class postage prepaid, or by electronic
transmission or telecopy to the respective Owners of any Bonds at least 30 days but not more than
60 days prior to the redemption date.

Each notice of redemption will state the date of notice, the redemption date, the place or
places of redemption, the principal amounts of Bonds to be redeemed, and the Redemption Price,
and, if less than all Bonds of any such maturity are to be prepaid, the identification of the Bonds of
such maturity to be prepaid and, in the case of Bonds to be prepaid in part only, the portion to be
prepaid.

Effect of Redemption

When notice of redemption has been duly given and moneys for payment of the Redemption
Price of, together with interest accrued to the redemption date with respect to, the Bonds (or
portions thereof) so called for redemption are held by the Trustee, the Bonds (or portions thereof) so
called for redemption will, on the redemption date designated in such notice, become due and
payable at the Redemption Price specified in such notice and interest accrued thereon to the
redemption date; and from and after the redemption date interest represented by the Bonds so called
for redemption will cease to accrue, said Bonds (or portions thereof) will cease to be entitled to any
benefit or security under the Indenture, and the Owners of said Bonds will have no rights in respect
thereof except to receive payment of said Redemption Price and accrued interest.



Additional Bonds

In addition to the Bonds, Additional Bonds may at any time and from time to time be
executed by the City and delivered to the Trustee for authentication for any of the purposes
described below, but only upon receipt by the Trustee of the following:

(a) A Supplemental Indenture;
(b) An Opinion of Bond Counsel stating in effect:

(D that all conditions precedent provided in the Indenture relating to the
issuance and delivery of such Additional Bonds have been complied with, including
any conditions precedent specified therein;

2) that the series of Additional Bonds when issued and delivered by the
City will be valid and binding special, limited obligations of the City in accordance
with their terms and entitled to the benefits of and secured by the Indenture; and

3) that the issuance of such Additional Bonds will not adversely affect
the exemption from federal income taxation of the interest on any Bonds then
outstanding, including Bonds deemed no longer Outstanding by virtue of the
Indenture; and

© A certificate signed by an Authorized Officer of the City stating that the City
is not then in default under the Indenture, or that any default then existing will be cured
upon the issuance of the Additional Bonds, that the balances in all Trust Funds are not less
than the amounts required by the Indenture, and that on the date of issuance of such
Additional Bonds and after giving effect to the issuance of such Additional Bonds the
balance in each Subaccount of the Debt Service Reserve Account equals the applicable Debt
Service Reserve Requirement, or the City has covenanted in the Supplemental Indenture
authorizing the issuance of the Additional Bonds to increase the balance in the each
Subaccount of the Debt Service Reserve Account to the applicable Debt Service Reserve
Requirement in equal monthly installments, from Net Revenues or funds otherwise available
therefor, by the earlier of: (i) two years from the date of issuance of such Additional Bonds,
or (i) the date on which interest accruing on such Additional Bonds is no longer to be paid
from the proceeds of such Additional Bonds as a Cost of Acquisition and Construction (as
such date is determined by an Authorized Officer of the City at or before the issuance of the
Additional Bonds); and

(d) Such other certificates and opinions as may be required to meet the
provisions and requirements of the Indenture.

Except to the extent expressly provided otherwise in a Supplemental Indenture creating the
Additional Bonds, all Additional Bonds shall be payable and secured equally and ratably and on a
parity with all Bonds theretofore issued and then Outstanding, entitled to the same benefits and
security of the Indenture.



If the proceeds from the sale of the Bonds are insufficient to finance the Costs of
Acquisition and Construction of the FTTP Project, the City may issue Completion Bonds in such
amount as is necessary to defray any such additional cost, subject to the limitations described above
and below.

Prior to any delivery of Completion Bonds there shall be filed with the Trustee a certificate
of the Consulting Engineer (i) stating that the FTTP Project has not materially changed from its
description in the Indenture; (ii) estimating the revised aggregate cost of the FTTP Project; and (iii)
stating the amount of Completion Bonds, together with other available funds, will be sufficient to
complete the FTTP Project at such estimated cost.

Additional Bonds (other than Completion Bonds) may also be issued to finance the cost of a
Project. Prior to the delivery of such Additional Bonds, there shall be filed with the Trustee either:

(a) (1) A certificate of a Consulting Engineer setting forth (i) the estimated date
of completion for the Project for which such series of Additional Bonds is being issued and
(i1) in reasonable detail, an estimate of the costs of the Project; and (2) a report of a
Broadband Consultant showing estimated Adjusted Net Revenues for the remainder of the
then current Fiscal Year and for each Fiscal Year thereafter to and including the fifth Fiscal
Year following the estimated completion date of such Project and stating that, based upon
reasonable assumptions (which are set forth in the certificate or report), including the
estimates referred to in clause (1) above, Adjusted Net Revenues projected to be received by
the City will be at least 1.25 times Debt Service (less Debt Service to be paid from the
proceeds of the Additional Bonds or other available funds pledged to the payment thereof as
capitalized interest) for the remainder of the current Fiscal Year and for each of the next five
full Fiscal Years following issuance of the Additional Bonds, assuming no less than the
average annual Debt Service on the Additional Bonds was payable during each of such
complete Fiscal Years which commence after the completion date of the Project; or

(b) A certificate signed by an Authorized Officer of the City stating that
Adjusted Net Revenues for the previous two Fiscal Years were equal to at least 1.25 times
Debt Service for such period, assuming the average annual Debt Service on the Additional
Bonds was payable during such Fiscal Years.

Additional Bonds may also be issued to refund Bonds then Outstanding. If the Additional
Bonds are issued to refund Bonds then Outstanding, and the date of issuance of such Additional
Bonds is more than 90 days before the date on which the refunded Bonds will all mature or be
redeemed, there shall be filed with the Trustee before the issuance of such Additional Bonds:

(a) a report of an Independent Accountant to the effect that the proceeds
(excluding accrued interest but including any premium) of the Additional Bonds plus any
money to be withdrawn from the Debt Service Account or the Debt Service Reserve
Account for such purpose, together with any other funds deposited for such purpose, will be
(1) not less than an amount sufficient to pay the principal of and redemption premium, if any,
on the Outstanding Bonds to be refunded and either the interest which will become due and
payable on and before the Redemption Dates or Stated Maturities of the Bonds to be
refunded or the interest on the refunding Bonds to the Redemption Dates of the Bonds to be
refunded, or (i1) from such proceeds there shall be deposited in an escrow account in trust,
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Government Obligations which do not permit the redemption thereof at the option of the
issuer, the principal of and the interest on which when due and payable (or redeemable at the
option of the holder thereof) will provide, together with any other money which shall have
been deposited irrevocably in an escrow account for such purpose, but without reinvestment,
and any Revenues pledged to the payment of debt service on the refunded Bonds, sufficient
money to pay such principal, redemption premium and interest; and

(b) if the Principal and Interest Requirements of the Additional Bonds in any
Fiscal Year exceed by more than 5% the Principal and Interest Requirements of the
Outstanding Bonds to be refunded, the documents that would be required by the Indenture.

Simultaneously with the delivery of Additional Bonds under the Indenture, the City shall,
after payment of the expenses incident to such financing, apply the proceeds of the Additional
Bonds (including accrued interest) and any other money provided for such purpose, as follows:

(D the accrued interest received as part of the proceeds of such Additional Bonds
shall be credited to the Debt Service Account; and

2) an amount which, with any other funds or Government Obligations or a
combination thereof, that shall be simultaneously deposited in trust, will be sufficient for the
purpose specified shall be deposited as provided in the Indenture; and

3) if so provided in the Supplemental Indenture authorizing such Additional
Bonds, a portion of the proceeds of such Additional Bonds shall be deposited in the Debt
Service Reserve Account.

DEBT SERVICE SCHEDULE

Set forth below is a schedule of the interest and principal payments on the Bonds for the
periods as shown below.

Date Principal Interest Total

6/01/2009 - $ 1,677,070.63 $ 1,677,070.63
6/01/2010 - 1,765,337.50 1,765,337.50
6/01/2011 - 1,765,337.50 1,765,337.50
6/01/2012 - 1,765,337.50 1,765,337.50
6/01/2013 $ 85,000.00 1,765,337.50 1,850,337.50
6/01/2014 240,000.00 1,759,812.50 1,999,812.50
6/01/2015 395,000.00 1,744,212.50 2,139,212.50
6/01/2016 460,000.00 1,718,537.50 2,178,537.50
6/01/2017 625,000.00 1,688,637.50 2,313,637.50
6/01/2018 670,000.00 1,648,012.50 2,318,012.50
6/01/2019 835,000.00 1,604,462.50 2,439,462.50
6/01/2020 900,000.00 1,550,187.50 2,450,187.50
6/01/2021 1,100,000.00 1,491,687.50 2,591,687.50
6/01/2022 1,180,000.00 1,420,187.50 2,600,187.50

6/01/2023

1,390,000.00

1,343,487.50

2,733,487.50



Date Principal Interest Total

6/01/2024 $ 1,470,000.00 $ 1,253,137.50 $2,723,137.50
6/01/2025 1,700,000.00 1,153,912.50 2,853,912.50
6/01/2026 1,790,000.00 1,039,162.50 2,829,162.50
6/01/2027 2,070,000.00 918,337.50 2,988,337.50
6/01/2028 2,195,000.00 778,612.50 2,973,612.50
6/01/2029 2,530,000.00 630,450.00 3,160,450.00
6/01/2030 2,640,000.00 459,675.00 3,099,675.00
6/01/2031 4,170,000.00 281,475.00 4,451,475.00

SECURITY FOR THE BONDS

Upon issuance of the Bonds, the City will sell, assign, and transfer all of its rights, title and
interest in and to the Net Revenues of the FTTP Project to the Trustee without recourse, pursuant to
the Indenture for the benefit of the owners of the Bonds.

Limited Security for Bonds

Notwithstanding anything contained in the Indenture, the City is not required to advance any
moneys derived from any source of income other than the Net Revenues for the payment of
amounts due under the Indenture or for the performance of any agreements or covenants required to
be performed by it contained in the Indenture. The payments of the principal of and interest on the
Bonds will be payable by the City solely from the Net Revenues of the FTTP Project, after payment
of the operation and maintenance costs. No other revenues of the City will be obligated to make the
payments of the principal of and interest on the Bonds.

THE OBLIGATION OF THE CITY TO MAKE PAYMENTS OF THE PRINCIPAL
OF AND INTEREST ON THE BONDS PURSUANT TO THE INDENTURE DOES NOT
CONSTITUTE AN OBLIGATION FOR WHICH THE CITY IS OBLIGATED TO LEVY
OR PLEDGE ANY FORM OF TAXATION OR FOR WHICH THE CITY HAS LEVIED OR
PLEDGED ANY FORM OF TAXATION. THE OBLIGATION OF THE CITY TO MAKE
PAYMENTS ON THE BONDS IS A SPECIAL AND LIMITED OBLIGATION OF THE
CITY, PAYABLE SOLELY FROM THE NET REVENUES DERIVED BY THE CITY
FROM THE OPERATION OF THE FTTP PROJECT AFTER PAYING THE OPERATION
AND MAINTENANCE COSTS AND DOES NOT CONSTITUTE A DEBT OF THE CITY,
THE STATE OR ANY POLITICAL SUBDIVISION THEREOF IN CONTRAVENTION OF
ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR RESTRICTION.

Establishment of Funds

The Indenture establishes with the Trustee the Construction Fund, the Debt Service Fund,
including the Debt Service Account with corresponding subaccounts, and the Debt Service Reserve
Account with corresponding subaccounts, the Capital Improvement Fund, the Operating Reserve
Fund, the Surplus Fund, and the Rebate Fund, each of which the Trustee will maintain and hold in
trust separate and apart from other funds held by it so long as any Bonds remain outstanding.
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Construction Fund

There shall be paid into the Construction Fund the amounts required to be so paid by the
provisions of the Indenture, and there may be paid into the Construction Fund, at the option of the
City, any moneys received for or in connection with the FTTP Project by the City from any other
source, unless required to be otherwise applied as provided by the Indenture. The Trustee shall
make payments from the Construction Fund, except payments and withdrawals of certain excess
amounts, in the amounts, at the times, in the manner, and on the other terms and conditions set forth
in the Indenture. Costs of issuance may be paid from the Construction Fund upon the issuance of
the Bonds; however, no other payments may be made from the Construction Fund until Litigation
Dismissal. Before any such payment shall be made, the City or the Construction Agent shall file
with the Trustee a City Request therefor.

Notwithstanding any of the other provisions of the Indenture, to the extent that other moneys
are not available therefor, amounts in the Construction Fund shall be applied to the payment of
principal of and interest on Bonds when due. Amounts credited to the Construction Fund which the
City at any time determines to be in excess of the amounts required for the purposes thereof shall, at
the request of the City, be transferred to the Debt Service Reserve Account in the Debt Service
Fund, if and to the extent necessary to make the amount in each subaccount therein equal to the
Debt Service Reserve Requirement, and, upon certification by the City to the Trustee that the FTTP
Project is complete and the Costs of Acquisition and Construction have been paid, any balance of
such excess shall be transferred to the Surplus Fund for application to the purposes specified in the
Indenture, as the City shall determine.

Debt Service Account

The Trustee will initially deposit $4,731,176 to the Debt Service Account. Such amounts
with interest earnings thereon will be used to pay interest on the Bonds on each Interest Payment
Date until June 1, 2011.

The Trustee shall pay out of the respective Subaccount in the Debt Service Account (i) on or
before each Interest Payment Date for the Bonds the amount required for the interest payable on
such date; (i1) on or before each principal due date, the amount required for the principal payable on
such due date; (iii) on or before any redemption date for the Bonds, the amount required for the
payment of interest on the Bonds then to be redeemed; and (iv) on or before each payment date with
respect to an Interest Rate Exchange Agreement, the amount required to be paid by the City on such
date.

Debt Service Reserve Account

The Trustee will initially deposit in the Debt Service Reserve Account the amount of
$2,591,756.

No later than May 25 and November 25 and the last Business Day of each other month, the
City will deposit Net Revenues with the Trustee and the Trustee will transfer to the Debt Service
Reserve Account an amount equal to the amount, if any, by which the amount in the Debt Service
Reserve Account 1s less than the 2008 Reserve Requirement. If on any date on which principal of or
interest on Outstanding Bonds is payable, moneys in the Debt Service Account are insufficient to
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make the payments of principal of and interest on the Bonds due on such date, the Trustee will
transfer from the Debt Service Reserve Account to the Debt Service Account the amount of any such
insufficiency.

Capital Improvement Fund

The Trustee will, commencing June 1, 2011, after any deposits to the Debt Service Fund,
deposit Net Revenues to the Capital Improvement Fund an amount equal to the minimum amount of
one-twelfth (1/12) of the annual requirements specified in the Indenture. Amounts in the Capital
Improvement Fund will be used and withdrawn by the Trustee solely to pay any extraordinary
maintenance and capital improvement costs or for Operation and Maintenance Expenses, upon
submission of a request of the City. However, any amounts in the Capital Improvement Fund will
be used by the Trustee in the best interest of the Bondholders if an Event of Default has occurred
and is continuing.

Surplus Fund

The Trustee shall apply moneys credited to the Surplus Fund in the following amounts and
in the following order of priority: (i) for transfer to the Subaccounts in the Debt Service Account
and the Debt Service Reserve Account in the Debt Service Fund, in that order, the amount
necessary (or all the moneys in the Surplus Fund if less than the amount necessary) to make up any
deficiencies in transfers to said Accounts, (ii) for transfer to the Rebate Fund the amount necessary
(or all moneys in the Surplus Fund if less than the amount necessary) to make up any deficiency in
the Rebate Fund, and (iii) for transfer to the Capital Improvement Fund the amount necessary (or all
moneys in the Surplus Fund if less than the amount necessary) to make up for any deficiency in the
minimum deposits required to be made to the Capital Improvement Fund.

Amounts credited to the Surplus Fund not required to meet a deficiency as required above
shall be used solely to pay the Redemption Price of the Bonds on any day on which such Bonds are
subject to redemption prior to their respective stated maturities.

Operating Reserve Fund

An initial deposit of $1,250,000 will be made to the Operating Reserve Fund. The
Operating Reserve Fund is established for the purpose of providing funds to operate the FTTP
Project during the initial start-up period. At any time following Litigation Dismissal and prior to
the occurrence of an Event of Default under the Indenture amounts on deposit in the Operating
Reserve Fund shall be disbursed by the Trustee in accordance with a City Request for payment of
Operation and Maintenance Expenses determined necessary for the City to meet its obligations
under the Indenture. If an Event of Default has occurred and is continuing the Trustee may apply
the amounts on deposit in the Operating Reserve Fund to such purposes as it may determine to be in
the best interests of the Bondholders including, in the Trustee’s discretion, payment of principal and
interest on the Bonds and payment of Operation and Maintenance Expenses. Any funds remaining
in the Operating Reserve Fund three years after June 1, 2011 shall be transferred to the Surplus
Fund.

12



ESTIMATED USES OF PROCEEDS

The following table sets forth the estimated application of the proceeds of the Bonds

(excluding accrued interest and interest earnings):

Sources of Funds:

Bonds Proceeds $26,445,000
Original Issue Discount (527.432)
Total $25,917,568

Uses of Funds:
Construction Costs " 16,762,765
Debt Service Account® 4,731,176
Debt Service Reserve Account 2,591,756
Costs of Issuance® 581,871
Operating Reserve Fund® 1,250,000
Total $25,917,568

@

&)
)
@)

To be applied to the costs of acquisition and construction of the FTTP Project, including approximately
$2,126,216 as a construction contingency amount.

The initial deposit of capitalized interest on the Bonds for approximately 36 months.

To be applied to the costs of issuing the Bonds.

To be applied to start-up expenditures related to the FTTP Project (excluding capitalized interest for the
Bonds).

THE CITY

General Information

The City of Monticello (the “City”) is located 45 miles northwest of Minneapolis,

Minnesota and 32 miles southeast of St. Cloud, Minnesota. The City has a current population of
approximately 11,136 people. The City was founded in 1856.

Population Trend: City of Monticello, Minnesota

1990 U.S. Census 4,941
2000 U.S. Census 7,868
2007 State Demographer’s Estimate 11,136
Percent of Change 2000-2007 +41.54%
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Income and Age Statistics

City of Wright State of
Monticello County Minnesota
1999 Per capital income $19,229 $21,844 $23,198
1999 Median household income $45,384 $53,945 $47,111
1999 Median family income $53,566 $60,940 $56,874
2000 Median gross rent $571 $526 $566
2000 Median value owner-occupied housing $130,200 $135,300 $122,400
2000 Median age 29.8 yrs. 33.1 yrs. 35.4 yrs.
Housing Statistics
City of Monticello
1990 2000 Percent of Change
All Housing Units 1,908 3,005 57.49%

Source: 1990 and 2000 Census of Population and Housing

Wright County, in which the City is located, has a population of 114,787 (U.S. Census
Bureau, 2006 Estimate) and a geographical area of 660.75 square miles with a population density of
173.7 per square mile. From 2000 to 2004 its population grew by 19%. The average household
size was 2.83 persons as of 2000 and the median household income was $63,448 as of 2004.

The City is located directly on 1-94 midway between the Twin Cities metropolitan area and
the St. Cloud area. The City straddles the freeway with two full on/off ramps at State Highway 25
and at County Road 18/39. It is estimated that approximately half of the working age population
commutes to either the Twin Cities or St. Cloud for work.

The Northstar commuter rail will run along State Highway 10 from Big Lake, Minnesota to
downtown Minneapolis. The City is located just two miles away from Big Lake on State Highway
25.

City Governance

The City operates under a statutory form of government. The Mayor and a City Council (the
“City Council”) govern the City. The City Council is composed of four members, each elected for
four-year terms. The Mayor presides over and is a voting member of the City Council. The Mayor
is the chief authority for administering city government and appoints department heads, various
board members and commission members. The City Council is the legislative body and meets
regularly twice a month. The City Council’s main responsibilities are to appropriate funds, fix
salaries, adopt ordinances, and approve budgets. The current City Council Members, their
occupations, and the expiration dates of their terms are set forth below.
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Expiration of

Council Member Term Occupation
Clint Herbst, Mayor December 31, 2008 Business Owner
Wayne Mayer December 31, 2008 Business Owner
Tom Perrault December 31, 2008 Walmart Floor Supervisor
Brian Stumpf December 31, 2010 Towing Manager
Susie Wojchouski December 31, 2010 Assistant Chamber Director

Employees; Pensions; Unions

The City currently has 50 full-time, 86 part-time, and 15 seasonal employees. All full-time
and certain part-time employees of the City are covered by defined benefit pension plans
administered by the Public Employee Retirement Association of Minnesota (PERA). PERA
administers the Public Employees Retirement Fund (PERF) and the Public Employees Police and
Fire Fund (PEPFF) which are cost-sharing multiple-employer retirement plans. PERA members
belong to either the Coordinated Plan or the Basic Plan. Coordinated members are covered by
Social Security.

Recognized and Certified Bargaining Units

Expiration Date of
Bargaining Unit Current Contract

I.U.O.W. Local No. 49 (Public Works) March 31, 2009
(representing 13 employees)

Employment/Unemployment Data

Rates are not compiled for individual communities within counties.

Average Employment Average Unemployment
Year Wright County Wright County State of Minnesota
2003 56,542 5.1% 4.8%
2004 58,825 4.8% 4.6%
2005 60,825 4.3% 4.1%
2006 61,276 4.3% 4.0%
2007 61,705 4.3% 4.1%
2008, February 62,032 6.5% 5.4%

Source: Minnesota Department of Employment and Economic Development.
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Larger Employers1

Larger employers in the City include the following:

No. of
Firm Type of Business/Product Employees®
Monticello-Big Lake Community Hospital Hospital, nursing home and counseling 515
center
1.S.D. No. 882 (Monticello) Elementary and secondary education 455
Xcel Energy Utility 422
Cargill Kitchen Solutions’ Egg processing plant 396
Wal-Mart Supercenter Discount retail store 325
City of Monticello Municipal government and services 151
Denny Hecker Monticello Automobile dealership 150
Ultra Machining Corp. Machine job shop 130
Cub Foods Retail grocery store 122
Monticello Clinic Clinic 98
Bondhus Corporation Cutlery and hand-tool manufacturing 73

Source: Written and telephone survey (November 2007), the 2007 Minnesota State Business
Directory, and the 2007 Minnesota Manufacturers Register.

[Remainder of this page left blank intentionally.]

' Other major employers in the City include Target, Home Depot, and Office Max; however, employment figures for
those employers are not currently available.

? Includes full-time, part-time and seasonal.

? Formerly Sunny Fresh Foods.
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Building Permits

2003
Residential Permits
Residential:
Total Permits New Housing Starts 155
Total All Single Family Permits 508
Total New Multi Family
Building Starts 13
Total Multi Family Housing

Units 51
Total Value All Residential

Permits $27,277,623
Commercial/Industrial Permits
Total Commercial Remodels &

Building Projects 59
Total Commercial Valuations $12,267,640
Total Industrial Remodels &

Building Projects |
Total Industrial Valuations $500

Valuation of All Building Permits ~ $39,599,263
(including additions and remodelings)

Financial Institutions

2004

250
532

$33,891,065

53
$25,259,179

7
$2,800,116

$62,300,360

2005

263
618

$45,677,142

67
$18,678,585

6
$1,964,865

$68,069,444

2006

85
898

$23,663,558

150
$19,462,900

13
$2,076,710

$45,572,690

Financial institutions located in the City include the following:

First Minnesota Bank (Branch of Minnetonka)
The First National Bank of Elk River (Branch of Elk River)
Liberty Savings Bank, FSB (Branch of St. Cloud)
TCF National Bank (Branch of Wayzata)

U.S. Bank National Association (Branch of Cincinnati, OH)
Wells Fargo Bank, National Association (Branch of Sioux Falls, SD)

Premier Bank Minnesota

Riverwood Bank (Branch of Big Lake) (under construction)

Source: American Financial Directory.

Education

2007

43
424

$10,949,379

316
$19,934,287

24
$1,874,580

$45,911,862

2008!

$1,545,566

$6,960,547

Independent School District No. 882 (Monticello) provides education for 3,915 students in
grades Kindergarten through Twelfth. The District, with 455 employees, owns and/or operates six

' As of April 17, 2008.
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schools, including an alternative learning center, all of which are located in the City. Teachers’
contracts in the District are currently in negotiations. There is one charter school with 132 students
located in the City.

Current Property Valuations

Estimated Full Value of Taxable Property, 2007/08 $1,422,058,1531

2007/08 Assessor’s 2007/08 Net Tax

Taxable Market Value Capacity
Real Estate $1,234,608,000 $17,135,786
Personal Property 8,853,100 176,289
Total Valuation $1.243.461,100 $17,312,075
Less: Captured Tax Increment Tax Capacity” (1,121.,478)
Taxable Net Tax Capacity $16,190,597
Mobile Home Valuation® $7,045,600 $70,172
2007/08 Net Tax Capacity by Classification

2007/08 Net Tax Percent of Total Net
Capacity Tax Capacity

Residential homestead $5,827,578 33.66%
Agricultural 236,789 1.37%
Commercial/industrial 4,757,528 27.48%
Public utility 4,676,208 27.01%
Railroad operating property 21,930 0.13%
Non-homestead residential 1,532,479 8.85%
Commercial & residential seasonal/rec. 83,274 0.48%
Personal property 176,289 1.02%
Total $17,312,075 $100.00%

! According to the Minnesota Department of Revenue, the Assessor’s Taxable Market Value (the “ATMV”) for the City
is about 87.8% of the actual selling prices of property most recently sold in the City. That sales ratio was calculated by
comparing the selling prices with the ATMV. Dividing the ATMYV of real estate by 0.878 and adding personal property
and mobile home ATMYV, if any, results in an “Estimated Full Value of Taxable Property” for the City of
$1,422,058,153 (2007 sales ratios are not yet available.).

? The captured tax increment value shown above represents the captured net tax capacity of tax increment financing
districts in the City.

? Mobile home valuations are not included in the net tax capacity for purposes of determining tax capacity rates.

However, valuations of mobile homes are determined at the beginning of the collection year, and the same tax capacity
rates are applied to mobile home net tax capacity valuations as to real estate and personal property.
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Trend of Valuations

Percent+/- in

Assessor’s Taxable Net Tax Taxable Net Assessor’s Taxable
Levy Year Market Value Capacig1 Tax Capacity® Market Value
2002/03 $ 739,007,600 $10,919,247 $10,398,888 +11.38%
2003/04 812,855,300 11,714,671 11,146,634 +9.99%
2004/05 882,038,300 12,498,912 11,863,014 +8.51%
2005/06 993,647,300 13,935,442 13,228,292 +12.65%
2006/07 1,160,184,100 16,204,855 15,309,045 +16.76%
2007/08 1,243,461,100 17,312,075 16,190,597 +7.18%

Larger Taxpayers

2007/08
Assessor’s Taxable 2007/08 Net
Taxpayer Type of Property Market Value Tax Capacity
Xcel Energy Utility $242,770,700 $4.847,548
Target Corporation Commercial 12,995,800 259,166
Wal-Mart Real Estate Business Tr.  Commercial 12,685,900 252,968
Home Depot USA Inc. Commercial/Agriculture 8,238,500 163,980
Jacob Holdings of Sandberg Road Commercial 7,783,500 154,170
Muller  Family  Theatres of Commercial 7,748,000 154,210
Monticello
Jacob Holdings of Monticello LLC  Commercial 7,527,500 148,144
Tapper’s Holdings LLC Industrial 5,286,900 104,238
Gould Brothers Chevrolet LLP Commercial 5,111,000 101,470
Monticello/Washington Assoc. Commercial 4,596,500 91,180

Source: Current Property Valuations, Net Tax Capacity by Classification, Trend of Valuations and
Larger Taxpayers have been furnished by Wright County.

! Net Tax Capacity includes tax increment values.
? Taxable Net Tax Capacity does not include tax increment values.
? The State of Minnesota Department of Revenue in its Rule 8100.0100 has implemented a phased reduction on

personal property for utilities which will cause a decline in valuation for Xcel Energy in future years. For more
information, contact the Finance Director, City of Monticello (763) 271-3211.
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THE FTTP PROJECT
Introduction

The Bonds will be issued to finance the development, acquisition, construction, and
installation by the City of a “fiber-to-the-premises” (“FTTP”’) broadband communications network.
The FTTP Project will be built to cover the entire area within the City boundaries (the “Service
Area”).

The FTTP Project will be owned, developed, and constructed by the City. The City has
elected to have the system managed initially by Hiawatha Broadband Communications, Inc.
(“HBC”). HBC is a Minnesota corporation that operates a number of broadband systems in
Minnesota and Wisconsin. See “HBC” herein for additional information on HBC.

History and Present Status of FTTP Project

The City began its investigation of a fiber-to-the-premises project in May 2005 as a means
of stimulating economic development in the City. The City established a task force (“Task Force”)
for further investigation into a FTTP network with the stipulation that such a project would not be
funded by a tax levy.

The Task Force consisted of city staff, community representatives, a City Council member,
and a representative of Dain International, as lead consultant. The Task Force issued a Request for
Proposal (RFP) for a broadband feasibility study in December 2005, with responses due in February
of 2006. The City received ten responses and narrowed the choice to three candidates. After
interviews were completed, the Task Force selected CCG Consulting LLC, Beltsville, Maryland
(“CCG”), Dain International Services, St. Paul, Minnesota (“Dain International”), and Springsted
Incorporated, St. Paul, Minnesota (“Springsted”) to perform the broadband feasibility study, which
included a resident survey, development of a business model, analysis of operating models, legal
issues, and financing options.

The City first examined the cost of building a fiber network in the Broadband Feasibility
Study, dated September 18, 2006, prepared by CCG, along with Dain International, and Springsted.
Additionally, in 2007, the City hired CCG along with U-reka Broadband, Stillwater, Minnesota, to
perform more in-depth engineering study to better estimate the cost of constructing the network.
This second engineering study is summarized in a Pre-Engineering Report dated March 31, 2007.

Following several months of research and in depth work with the Task Force, conclusions
showed that it would feasible for the City to undertake the FTTP Project if the network were owned
and operated by the City. To further prove out the conclusions reached through the feasibility
study, the Task Force conducted a second survey by telephone. The City Council received the
feasibility study and approved moving forward with the FTTP Project at the City Council meeting
on September 25, 2006.

In May 2007, the Task Force was dissolved and a City Fiber Optics Committee began its

mission of identifying all the components needed to construct, own, and operate the FTTP Project.
In September 2007 a City-wide referendum was held, seeking approval from City residents to
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construct a voice switch that would provide telephone service over the City-wide fiber optic
network. Over 74% of the voters voted in favor of the referendum ballot question.

Since the referendum, the Fiber Optics Committee has developed a financing plan and
business model; selected a business name (FiberNet Monticello) and logo; released an RFP for
FTTP engineering design; hired Spectrum Engineering Corporation, Auburn, Indiana (“Spectrum”),
for design and inspection services and completing the initial phase of the design; initiated some of
the regulatory filings; approved the governance ordinance to establish a telecommunications entity
and create an advisory board; approved a management services contract for operation of the
business; developed a marketing plan and maintained communication with City residents through
mailings, e-mail, and a website; and selected a site for the headend central office building to house
telecommunications equipment.

Construction of the FTTP Project

The FTTP Project will consist of a FTTP network built on every street of the City. It is
anticipated that the network will be nearly all buried underground except for the possibility of a
small part of the network near a few existing apartment complexes and mobile home parks. The
network will consist of a backbone fiber network built to every street in the Service Area along with
fiber drops to any homes or businesses that subscribe to services on the network. Aside from delays
in construction as a result of the litigation described under “LITIGATION” herein, the City expects
to complete the backbone network by the end of 2008 and expects to be able to serve every
customer that desires service within 24 months.

Since the majority of the fiber for the FTTP Project will be buried it will provide a reliable
network free from weather concerns and insulated from most acts of God. The fiber backbone will
bring fiber to the curb near each home and business and a fiber drop will be used to connect from
the curb to homes and businesses. To the extent practical, the fiber drops will be placed into
conduit to shield them.

The City anticipates that the construction of the FTTP Project will take 30 months to
complete and will cost approximately $16.9 million, including the video headend, voice switch,
fiber optic connections to premises, and optical hardware. It is anticipated that there will be
multiple contracts executed for the construction of the FTTP Project, including an engineering and
design contract, a video headend construction contract, a voice switch contract, outside plant
construction contract, and FTTP network equipment contract. It is anticipated that most of these
contracts will be entered into following the sale and delivery of the Bonds.

Capital costs of the FTTP Project funded with bond proceeds and interest earnings thereon
are anticipated to be:

Item Description Amount
Fiber Plant Backbone $4,996,000
Capitalized Fiber Drops to Premise 1,619,298
Network Electronics 1,100,000
Customer Premise Electronics 1,939,309
Set-top Boxes ’ 723,667
Cable TV Headend 2,020,000
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Item Description Amount

Building 800,000
Voice Switch 550,000
Internet Equipment and Other Assets 426,500
Inventory 600,000
Construction Contingency 2,126,216
Total $16,900,990

The FTTP Project is anticipated to include approximately 45 miles of fiber optic cable
throughout the Service Area. It is expected that almost all of this fiber will be underground. The
preferred method will be to directionally bore to avoid street repairs, and cable will be buried in
conduit where it makes engineering sense. There may be a very small portion of the network on
poles near a few existing apartment complexes and mobile home parks. It is anticipated that the
network will include a core set of ring for redundancy of approximately 19 miles with the remaining
fiber used to connect laterally to other streets.

Construction of the FTTP Project will be performed by contractors to be selected through an
open public bidding process. The total construction period for the fiber network portion of the
FTTP Project is expected to last from 7 to 14 months depending upon weather conditions.

The Pre-Engineering Report determined that the average drop length in the City, that is, the
distance from the curb to the home or business, is between 120 to 150 feet. Fiber drops will be
constructed to connect each individual customer to the fiber network. Where practical the fiber
drops will be buried. Buried drops will only be built to customers who demonstrate a desire to buy
services from the City during an initial sign-up program. The exact number of service connections
is unknown at this time since service connections will only be installed for those customers who
request service.

It is anticipated that construction of the network will use vendors selected by the open
bidding process. Spectrum has been selected as the design-engineer and the City has entered into a
Standard Form of Agreement Between Owner and Engineer for Professional Services — Task Order
Edition, dated February 11, 2008, with Spectrum. Spectrum’s role is to design the fiber network
and to help to select a construction contractor. It is anticipated that additional requests for
proposals/requests for bids will be issued using the open bidding process for the following:

Outside Plant Construction and materials
Cable TV Equipment

Voice Switch

FTTP Equipment

Headend Building/Central Office Building

These contracts are briefly described under “The Major FTTP Project-Related Contracts”
below.
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FTTP Project Equipment Description

Fiber Backbone and Capitalized Fiber Drops

The fiber network will include installing fiber on every street within the Service Area.
Additionally, for each new communications customer, a fiber drop will be constructed from the
main fiber network at the street to the residence or business.

Network and Customer Premise Electronics

The FTTP Project’s electronics will consist of the base network electronics and the
electronics at each customer location. The base network electronics are the devices that encode
packet signals onto the fiber system and deliver high-speed data, video and voice services
throughout the fiber network. The electronics at the customer premise will consist of Optical
Network Terminal (“ONT”), which converts the signal from the network to provide telephone
service, cable TV service, and high-speed Internet access.

Cable TV Electronics and Equipment

The cable TV electronics consists of numerous devices needed to receive and disseminate
cable TV signals. It will include the dishes required to receive signals from the satellites, a tower
used to hold the antennas to receive over-the-air channels such as local network stations, and the
electronics used to decode cable TV signals and reformat the signal to be used by the network
equipment. Cable TV equipment also will include customer set-top boxes for customers who
subscribe to digital cable TV service.

Building

A new building will be constructed to house the cable TV headend, the voice switch, the
data equipment, and the core network electronics. This building is normally referred to in the
industry as the hub or headend building.

Voice Switch

The voice switch will provide carrier-grade, traditional voice services to business and
residential customers. Services will include local dial tone, local calling features such as caller ID
and call waiting, as well as provide access to long distance services. The switch will also support
state-of-the-art Voice over Internet Protocol (“VoIP”) telephone sets and services.

Internet Equipment and Other Assets

Other equipment includes a hub for providing Internet and data services to customers,
vehicles, computers, tools and work equipment. The City will maintain an inventory that will
include fiber, spare parts to back up all electronics systems and customer electronics, and set-top
boxes.
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FTTP Project Operation and Management

The system will be initially managed by Hiawatha Broadband Communications, Inc.
(“HBC”). The City has executed a three-year management agreement whereby HBC will operate
and manage the system on a day-to-day basis. The City will rely upon HBC’s management skill in
launching and operating a number of similar ventures elsewhere in the region. HBC will employ
the general manager for the FTTP Project and the City will hire all other staff positions which will
be City employees. HBC will also supply significant operational support for the FTTP Project in
addition to managing the system, including technical support, customer help desk, billing, and
general management support.

The City will provide accounting services for the system as well as overall management and
policy for the system. FiberNet Monticello will be an enterprise fund of the City and thus will be
accounted for and audited annually as part of the City audit.

A governance ordinance establishing a telecommunication public service enterprise known
as FiberNet Monticello was approved by the City Council on April 14, 2008. The ordinance creates
an advisory board (“Advisory Board”) and defines the roles of the Advisory Board, the general
manager, and the City Council in terms of governance of the system. The Advisory Board will
consist of five voting members: the mayor, a council member, and three community members. The
City Fiber Optics Committee is in the process of establishing the selection process for the
community representatives on the Advisory Board. The City Administrator and the general
manager of FiberNet Monticello will be non-voting members of the Advisory Board.

The general manager shall be responsible for supervising all employees of FiberNet
Monticello, creating an annual budget for expenses and capital and operating within the approved
budget, creating and maintaining customer service quality standards, maintaining good operating
quality on the FTTP network, keeping the network operational and up-to-date with technology,
selling products to customers, maintaining regulatory compliance with State and federal regulatory
agencies, creating and maintaining competitively priced triple-play services, and informing the City
Council and City departments about the financial, operational, and technical performance of the
FTTP Project.

Network security will be provided by multiple methods. Integrity of the FTTP system is
maintained using complex encryption schemes making it extremely difficult to compromise the
security of the overall system. Further, as an operating ISP, the City will provide routine security
for customers by the use of establishing virtual private networks (VPNs) for each customer.
Finally, each data customer on the network will be provided the normal security tools such as
firewalls and virus checking.

Physical security will be furnished at the hub building that will house all of the electronics.
This building will be surrounded by chain-link fence and have a security key system and electronic
card readers for access. HBC will provide 24-hour monitoring of the building and the entire
network.

Customer billing will be performed by HBC.
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Products and Services

The FTTP Project will be used to provide multi-channel video programming service,
including cable television service, high speed Internet access, and voice service.

The City will contract with HBC for provision of a full suite of multi-channel video
programming services to residential consumers and businesses located within the Service Area.
Through a financing arrangement between the City and HBC, a video headend will be constructed
and operated. In addition, the City will construct and operate a satellite and antennae farm. Under
the management agreement with HBC, the City will provide programming content through the
National Cable Television Cooperative (“NCTC”) or directly from programmers, whichever is more
advantageous.

The majority of programming will be received from signals off of satellites from content
provider through agreements negotiated with the NCTC or directly with programmers. The
headend electronics will convert that programming into the appropriate signal and distribute it over
the FTTP network throughout the Service Area. The headend incorporates all of the necessary
software needed to operate the cable system including the programming, billing information, usage,
advertising, music, channel guide, pay-per-view, DVRs, video-on-demand and all other functions
required to operate a state-of-the-art system.

The City will also broadcast local channels from network stations in the areas. The right to
transmit local channels is guaranteed by the FCC but will require the negotiation of retransmission
agreements with each network channel. The City will also have the ability to broadcast local
school, civic and governmental events in real time or in a video-on-demand (“VOD”) format.

The video services offered will include the legally required tiers of service. There will be a
basic tier consisting of local and network channels, an analog tier that can be received by customers
without a set-top box, and a digital tier that will require a set-top box. The final channel lineup for
each tier is not yet finalized. The basic tier will consist of approximately 20 channels. The analog
tier will include the 20 basic channels plus approximately 50 more analog channels. The digital tier
will include the 70 analog channels plus approximately 50 digital channels, plus the right for
customers to purchase movies, pay-per-view and other advanced programming features. The City
plans to carry all the normal premium movie channels such as HBO, CineMax, Showtime, STARZ
and Encore. In addition, the City will offer pay-per-view programming as well as video-on-demand
programming. Enhancements to cable service will include the availability of personal video
recorders which will enable customers to record and save multiple programs on a hard drive without
the use of videotapes. These services will be provided by the City through the use of customer
premises-based set-top boxes.

High Speed Internet Access. The City will offer high speed Internet access to residential
and business customers. This service will enable customers to access and use the Internet at
significantly higher speeds than those available from the incumbent providers in the City. While
specific products are still being developed, it is anticipated that the basic data service for residences
will consist of a symmetrical 10 to 100 Mbps Internet connection. The City’s basic Internet
offering will minimally have download speeds 3 to 4 times faster than the incumbents and upload
speeds 10 to 20 times faster than the incumbents. Customers will also have the option to purchase
even faster speeds. With the FTTP network these speeds can be increased up to 200 Mbps at a
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nominal cost. Such an upgrade would not involve any additional equipment for the City or
customers.

Voice Services. The City will provide a wide array of voice services using its own voice
switch. The City plans to offer a full array of features at competitive prices. The City will also
offer a plan to allow for unlimited long distance as well as sell long distance by the minute.

Comparison of Expected City Retail Prices to Current Retail Prices

The City will be competing in the market against two incumbent providers. TDS
Telecommunications Corp. (“TDS”) is the local telephone company (of which the City believes
Bridgewater Telephone Company, Inc. is an affiliate; see “LITIGATION” herein). TDS is a
telephone holding company headquartered in Wisconsin that owns telephone companies in a
number of states. TDS also has a joint marketing campaign with DirectTV, but TDS does not offer
any direct local programming. The incumbent cable TV provider is Charter Communications Inc.
(“Charter”).

The City has not yet developed final products and prices and will not do so until closer to
the customer launch of the FTTP Project. However, the City has developed a price philosophy and
plans to offer enhanced services at an approximately 15% discount from the competition. The
City’s proposed advanced services include:

e A telephone line that will include similar features that TDS currently sells a la carte.
For example, a City telephone line may include call forwarding free in the line price.

e For cable TV service the City intends to offer some additional channels beyond those
currently provided by Charter. These channels have not yet been determined. In
addition, the City will undertake the effort to promote the creation of local
programming such as high school and little league sports, government meetings,
parades, school plays and other local events. Such programming may be available
on a local channel or available at all times using video on demand.

e The City will offer significantly faster data speeds than the competition. The
specific initial speeds have not yet been determined. However, the City anticipates
offering initial product speeds in the range of 10 Mbps to 100 Mbps speeds
(symmetrical). Further, the City plans to offer an Internet service so that any data
customers can have a 100 Mbps connection to any other customer in the City.

Market Survey

The City has undertaken two market surveys. In addition, the City held a referendum on
acquiring and constructing the voice switch.

The first market survey was done by CCG in August 2006 as part of the initial feasibility
study. CCG surveyed 374 residents on a random basis. With 4,289 households at the time, this
survey produced results with a 95% confidence level, plus or minus 5%. This is the same
confidence level sought by most business and political surveys. The complete survey and results
are contained in the Broadband Feasibility Study dated September 18, 2006 (a copy of which may
be obtained from the City).
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The market study asked a number of questions concerning the residents’ willingness to buy

services from the City. Some of the findings of the survey are as follows:

Cable TV

Approximately 72% of residents currently subscribe to cable TV. This is slightly lower than
the 75% nationwide. 80% of those with cable use Charter while the other 20% use one of
the satellite dish providers. The nationwide average penetration for the dish providers is
approximately 16%, so the City has more dish customers than the national average.

Residents had positive comments about the current cable TV providers. They gave high
rankings on the friendliness of customer service, on getting problems fixed, on picture
quality, and on channel lineups. The only area where there was any significant
dissatisfaction related to whether residents felt there was value with current cable compared
to the price being paid. 40% of customers said they were dissatisfied or extremely
dissatisfied with the value they are getting from the current providers.

74% of residences said they would buy cable TV from the City if they could save 15%.
Another 21% said they may buy from the City.

Data (High Speed Internet Access)

42% of residences currently have high-speed Internet access, split almost evenly between
cable modem and DSL. Another 29% of customers still use dial-up, and 30% of customers
have no Internet access at home.

The City is trailing the national average of high-speed connections, which ranged between
47% and 50% at the time of the survey. There are also more dialup customers in the City at
29%, when the national average at the time of the survey was somewhere between 21% and
25%.

86% of the households without Internet access cited cost as the primary reason for not
having Internet.

69% of customers with dial-up said they have considered changing to a high-speed
connection.

Residents were basically satisfied with the current Internet service providers. 5% were
dissatisfied with customer service, 7% were dissatisfied with getting problems fixed, 22%
were dissatisfied with download speeds, and 30% were dissatisfied with upload speeds.

20% were dissatisfied with the value for the cost they paid.

46% said that the City should take a role in bringing high-speed Internet access to students.

26% thought the City should take a role in bringing inexpensive Internet access for
businesses.
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67% said they would buy Internet access from the City if it were offered at a discount
compared to today’s prices. Another 24% said they may buy from the City. These two
results total more residences than have Internet access today.

. Telephone

97% of households report having landline phone service. This is at the nationwide average.
78% of households also have cellular service.

The only residential telephone provider in the City is TDS. When asked about TDS, 13%
were dissatisfied with customer service, 12% were dissatisfied with getting troubles fixed,
35% thought TDS did not have up-do-date technology, and 49% of residences said they did
not get value for the price they pay for telephone service.

60% of residences said they would switch to the City for a discount of $5 per month.
Another 33% said they may switch.

. General Questions

Residents were asked to give their overall feeling for TDS, Charter, and the City. The
results are as follows:

Don’t Like or Trust Like or Trust

Charter 26% 38%
TDS 16% 48%
City 4% 66%

Residents were asked if they would choose the City as their communications provider:

84% said the City should get into the communications business.
64% said they would buy services from the City.
31% said they may buy services from the City.

The City conducted a second survey in November 2006. This survey consisted of telephone
calls to a large number of residences within the City limits and homes outside the City. The survey
was conducted by personnel from CCG. Respondents were asked whether they would consider
taking services for telephone, Internet, and cable TV if the City would provide those services at a
lower price than currently offered by incumbent providers. Over a three week period,
approximately 2,700 homes were called. Out of those calls, 1,375 people responded. Over 63% of
those stated they would take such services from the City.

Finally, on September 18, 2007, the City conducted a City-wide referendum. This
referendum specifically asked: “Shall the City of Monticello be authorized to construct, purchase or
proceed to acquire a telephone exchange?” Voters were asked to vote yes or no. Information to the
voters stated on the ballot noted: “The City is planning to construct a city-wide fiber optic network
to provide Internet, cable TV and telephone services. Construction, by the City, of a telephone
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exchange, which would provide telephone service over the city-wide fiber optic network, requires
voter approval under Minnesota law. The proposed telephone exchange would be financed with
revenue bonds which are to be paid back by revenues generated from those taking telephone service
(as well as Internet and cable TV services) without a pledge of City taxes.”

Under Minnesota law, a municipality must receive approval from voters of at least 65% in
order to own and operate a telephone exchange. 74% of the voters voted in favor of the referendum
question. There were 5,830 registered voters and 114 new voters registered that day. A total of
1,409 votes were cast with 1,055 in the affirmative.

Conclusions

Based on the two surveys and the referendum it appears there is a very high demand for the
City as a triple-play provider. Approximately 65% of customers said they would buy services from
the City while another 30% said they may buy services. This indicates a very high potential market
penetration,

Feasibility Study

A Broadband Feasibility Study dated September 18, 2006 was delivered to the City by CCG,
Dain International, and Springsted. CCG is a national consulting firm with experience in both
municipal and commercial telecommunications. CCG works for many of the cities that are
currently in the fiber business. CCG examined various aspects of the FTTP Project including the
technology, a market survey, competition, comparable projects, regulatory hurdles, financial
feasibility, and financing alternatives.

The study concluded that undertaking the FTTP Project was feasible due to various factors
including the following:

e The market surveys indicated a significant potential demand for the services.

e A fiber network would provide significant benefits to residents and businesses and would
also allow the City to compete for new businesses considering locating in Minnesota.

e A retail business with the City as a triple-play provider appears economically feasible
assuming good market penetration. Such a business should be profitable to pay for
operating costs, debt service, and capital improvements and replacements out of the
revenues generated.

Marketing and Sales Plans

The City and its consultants have prepared a marketing strategy for the cable television,
Internet services, and voice services to be offered with respect to the FTTP Project. A key
assumption is that the performance of the Feasibility Study and the referendum created a
widespread awareness in the community of the FTTP Project. The City will continue to inform the
public through press releases and public events as the project progresses.
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The City has adopted a name for the business, FiberNet Monticello, and has created a logo.
The City launched a web site relating to the FTTP Project in January, 2006, which is updated
monthly.

The City intends to have a ‘Pre-signup” campaign, beginning in May, 2008, that will begin
soliciting customers for the new business. The City has a list of approximately 500 interested
households that will likely be the FTTP Project’s initial customers.

The City has begun a marketing campaign aimed primarily at community awareness and
upon brand identity of the new name and logo. In May, 2008, the marketing campaign for the
FTTP Project will be accelerated.

The marketing campaign will employ a number of different methods to achieve the desired
penetration rates. The City anticipates using sales and marketing techniques that have proven
effective in other communities. One such technique is a combination of door hangers and door-to-
door sales to residents. The City will also use other traditional techniques such as billboards,
newspaper ads and radio spots, yard signs, brochures, fact sheets, and newspaper inserts. Sales to
business customers will all be done through direct sales.

Some sales will also be generated by having proactive customer service that will inform
prospective customers of the products and prices of the FTTP Project. Further, the FTTP Project
will have a local customer service office where customers can visit, make payments, and see the
products that are offered.

Market Information

CCG created a set of financial reports as part of the Feasibility Study in 2006. CCG has
updated those reports, which are included in the forecasted financial statements in Appendix F to
this Official Statement. The following assumptions have been updated since the original Feasibility
Study and included in the forecasted financial statements:

e The number of houses in the community and the expected growth rate of new
construction.

Prices due to price changes by the competition

Cost of programming

The model to reflect HBC as the manager of the FTTP Project

Capital projections based upon the Pre-Engineering Report

The time line to reflect expected service dates

The forecasted financial statements include pricing for voice, cable TV, and high-speed
Internet services that are priced approximately 15 percent below the TDS and Charter prices as of
March 2008.

Residential Customer Assumptions

e The cable TV service penetration rate will be 60 percent of residential households by
2012 and are arbitrarily set at that level thereafter.
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e The telephone service penetration rate will be 60 percent of residential households
by 2012 and are arbitrarily set at that level thereafter.

e The high-speed Internet and data service penetration rate will be 35 percent of
households by 2016.

Business Customer Assumptions

e The telephone service penetration rate will reach 60 percent of the businesses by
2013 and are arbitrarily set at that level thereafter.

e The cable TV service penetration rate will be 17 percent of the commercial
customers by 2016.

e High-speed Internet and data service penetration rate will be 34 percent of the
businesses by 2016.

The following table shows the projected customers. This projection estimates overall
residential customer demand at 60%. This demand is based upon several factors, including the two
customer surveys done by the City and the referendum results.

Projected Number of Customers by Product

Fiscal Year Phone CATV Data

2008 52 50 26
2009 1,746 1,657 874
2010 3,388 3,230 1,737
2011 3,579 3,343 1,883
2012 3,776 3,475 2,033
2013 3,966 3,589 2,188
2014 4,078 3,715 2,301
2015 4,193 3,831 2,420
2016 4,310 3,961 2,543

Take Rates for Other Municipal Systems

The City has compiled the following table of “take rates” for certain municipally-owned
systems offering cable TV, high speed Internet services, and voice services similar to those services
expected to be offered by the FTTP Project. Some of these networks are traditional coaxial
networks and some are FTTP networks. A “take rate” is the ratio (expressed below as a percentage)
of the homes that pay for the applicable services compared to the homes passed by the system’s
fiber or cable. The FTTP Project’s take rate is estimated at 60%.

MUNICIPALITY AGE OF NETWORK TAKE RATE

(IN YEARS)

Bristol, VA 6 68%
Monmouth, OR 3 41%
Scottsboro, AL 9 75%

Dalton, GA 4 48%

Paragold, AR 5 87%
Alameda, CA 6 55%
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MUNICIPALITY AGE OF NETWORK TAKE RATE

(IN YEARS)
Glasgow, KY 19 95%
Windom, MN 3 65%

Projected Operating Results and Debt Service Coverage

The projected operating results for the FTTP Project for the first 8 fiscal years (ending
December 31 of each year, commencing with the year ending December 31, 2008) are set forth in
the forecasted financial statements in Appendix F. The results reflect numerous, significant
assumptions concerning future events and circumstances and there can be no assurance that such
assumptions will prove to be accurate. The financial forecast represents the City’s best estimate, as
of its date, prior to the filing of the litigation described under the heading “LITIGATION” herein
and any construction delays resulting therefrom, of projected financial results based upon its
judgment of the most probable occurrence of certain important future events. Variations in any
such assumptions may produce substantially different financial results. Actual operating results
achieved during the projection period may vary from those presented in the forecast and such
variations may be material.

See Appendix F - “FORECASTED FINANCIAL STATEMENTS” for additional
information.

The Major FTTP Project-Related Contracts
Design-Engineering Contract

The City has entered into a design-engineering contract dated February 11, 2008 with
Spectrum to provide preliminary and final engineering design for the FTTP Project, assist the City
in the bidding and negotiating of construction and equipment projects for the FTTP Project, and act
as the City’s representative during the construction of the FTTP Project.

Optical Network Construction Contract

The City will enter into an optical network construction contract, following public bidding,
with a third-party contractor. Pursuant to this agreement, the contractor will construct the fiber
network to the designed specifications. This contractor may also have a contract to build fiber
drops from the fiber network to each customer’s building, or such contract could be awarded to a
different firm.

Fiber Optic Cable Agreement
The City will enter into an agreement with a third party provider, following public bidding,

to provide fiber optic cable. Pursuant to the terms of such agreement, the successful bidder shall
provide fiber optic cable subject to technical specifications and to prices set forth in that agreement.
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Video Headend Construction Contract

The City will enter into a financing arrangement with HBC for the provision of a video
headend system. It is anticipated that such system will include the following subsystems: (i) a
satellite and off-air receive subsystem; (i) a test equipment and quality assurance (QA) system; (iii)
a Motion Pictures Expert Group (MPEG) processing system; (iv) a video on demand subsystem;
and (v) an emergency alert system (EAS) subsystem. The arrangement with HBC will also provide
system training for the City personnel.

Equipment Purchase Contract

Following public bidding, the City will execute a volume purchase agreement (the “Volume
Purchase Agreement”) to establish the terms and conditions under which a third-party vendor will
provide the City certain products for the delivery of voice, data, and video services and related
support services for the operation of the FTTP Project. This Volume Purchase Agreement will be
the primary equipment purchase agreement for the FTTP Project.

Cable Franchise Agreement

Pursuant to the management agreement, HBC shall acquire and hold a cable franchise to be
granted by the City. Upon the termination of the management agreement, HBC may be able to
transfer the cable franchise to FiberNet Monticello or FiberNet Monticello may apply to the City for
its own cable franchise.

Headend Building Construction Contract

Following public bidding, the City will enter an agreement with a third-party provider for
the construction and equipping of a building to be known as the headend building to house network
equipment and related purposes.

Voice Switch Contract

The City, following public bidding, will enter into an agreement with a third-party provider
for the provision of a voice switch. Such contract will cover hardware, installation, software, and
training. The voice switch will be capable of providing traditional telephone services including
certain features and voice mail and will also have the capability of supporting Internet Protocol
(“IP”) telephones.

Internet Services Equipment Contract
The City, following public bidding, will enter into an agreement with a third-party provider
for the provision of equipment required for the delivery of Internet services. Such contract will

cover hardware, installation, software, and training. The Internet service equipment will be capable
of providing Internet services to all premises connected to the FTTP Project.
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Management Agreement

The City has entered into a management agreement with HBC for the day-to-day
management of the FTTP Project. Under the terms of the management agreement, HBC shall
provide general management and assistance with the business launch of the FTTP Project, provide
billing services, provide Internet help desk services, provide advanced technical assistance as
needed, provide training of new employees, provide access to its billing and Operational Support
System (OSS) software, and propose annual budgets for approval by the City Council. For its
services, HBC will receive a monthly management fee and a monthly fee per customer for technical
support services, video content management services, billing services, and for use of the OSS
software. HBC will charge the City hourly fees for advanced technical assistance and for training.

Regulatory Approvals
Pending Regulatory Approvals for Voice Services

The City will provide voice service from its own switch as a facilities-based, competitive
local exchange carrier (“CLEC”). Two regulatory approvals from the State are required. These are
(1) an application for authority to operate as a CLEC in the State and (2) approval of an application
for interconnection with the existing local incumbent voice operator.

An application for authority to operate as a CLEC is expected to be filed in May, 2008 with
the Minnesota Department of Commerce. It typically takes 6 to 10 weeks to process an application.
The City reasonably expects approval of the CLEC application in sufficient time to begin services
when the FTTP Project has been built and the equipment is in place.

An application for interconnection with the existing local incumbent voice operator was
filed on January 15, 2008. This interconnection will allow the smooth exchange of local traffic
between the FTTP Project and the incumbent network.  Federal law requires that a request for
interconnection be implemented by the relevant state regulatory agency (the Public Utilities
Commission in Minnesota) within nine months of the City’s first filing of a request for an
interconnection agreement. Approval of an interconnection agreement is expected by the City in
due course and in time to begin services when the network is built and the equipment is in place.

Pending Regulatory Approval for Video Services

The City intends to enter into a financing arrangement with HBC to offer video service from
headend equipment to be located in the City. State law currently requires a service provider to
obtain a franchise from the city in which it intends to offer service. HBC will make timely
application for that franchise with respect to the FTTP Project. Nothing in Minnesota law bars a
city from awarding a franchise to a municipal entity. Federal law currently requires that a city must
consider applications from competitive video providers. Approval of the franchise is reasonably
expected.
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HBC

The FTTP Project will be managed initially by Hiawatha Broadband Communications, Inc.
(“HBC”) pursuant to a management agreement (see “THE FTTP PROJECT — The Major FTTP
Project-Related Contracts — Management Agreement”). HBC is a Minnesota corporation.

The genesis of HBC dates to October 1993 when a not-for-profit initiative called Luminet
was announced in Winona, Minnesota. Luminet connected that community’s educational
institutions, public buildings, and health care system via fiber-optic cable. The project was designed
to extend the reach of teaching and learning and to allow valuable resources to be shared among
institutions.

Four years later, Luminet decided to extend the reach of the project by developing a hybrid
fiber-coaxial network across the greater Winona area. The 138-miles of infrastructure put into place
a state-of-the-art telecommunications network in the community for the purposes of continuing
Luminet’s education mission, stimulating economic development, and offering choice in an area
previously served by monopoly providers. Cable television services were implemented on the last
day of July 1998 with the connection of the campuses of Winona State University and Saint Mary’s
University of Minnesota.

Luminet converted from a non-profit corporation to a for-profit corporation and changed its
name to Hiawatha Broadband Communications, Inc. in 1997.

Residential cable service began in January 1999, high-speed Internet service via cable
modem was implemented in October of that year, and telephone services were added a year later.
The community connectivity division, designed to help rural America communities realize their
telecommunications dreams, was created in 2001, and two more retaill communities were
constructed in the next four years.

Wabasha, Minnesota became HBC’s first fiber-to-the-home (FTTH) community in 2004,
achieving a more than 60 percent take rate in the first six months of operation. Today, three
additional FTTH networks are beginning to serve customers in the rural Winona County
communities of Lewiston, Rollingstone, and Stockton. Currently HBC’s marketplace penetration
totals more than 75 percent in cable television, 80 percent in cable modem, and 65 percent in
telephone.

More than 40 percent of HBC’s stock is held by Winona not-for-profit organizations,
including all the educational institutions in Winona, Minnesota except the Winona campus of
Southeast Minnesota Technical College.

HBC’s focus has been to differentiate itself in the marketplace with services such as:

. Leading-edge technology;

. Local programming and media production services;
. Superior customer service;
. Widespread community involvement;
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. Customer-desired service bundles;

. A single bill for all services;
. Diversified Internet technical support; and,
. A local workforce to serve its communities.

HBC offers retail services in Winona, Goodview, St. Charles, Wabasha, Lewiston,
Rollingstone, and Stockton, Minnesota. HBC further partners for various services with the cities of
Cochrane, Buffalo City, La Crosse, West Salem, Onalaska, Holmen, Reedsburg, and Alma,
Wisconsin, and Spring Grove, Mabel and Harmony, Minnesota.

HBC Executive Management Team

Gary W. Evans, President and CEO—MTr. Evans was one of two people who performed the
feasibility study that led to the creation of Luminet. He served on that board of directors until HBC
was created in 1997, joining HBC as a full-time employee in April of 1998. Mr.Evans served as
Winona State University’s vice president of university relations from 1987 until 1998 and
previously spent 30 years in the newspaper business, including 25 years at the Winona Daily News.
During his Winona newspaper career, Mr. Evans served as a reporter, section editor, editor,
executive editor, marketing director, and publisher.

Mr. Evans serves as chairman of the board of Winona Health, the community’s health care
system, as chairman of the board of the Great River Shakespeare Festival, and as president-elect of
the Winona State University Foundation. He is a member of the Blandin Foundation’s Broadband
Strategy Board, a former member of the Greater Rochester Area University Center Board of
Trustees, a past president of the Winona Area Chamber of Commerce, and has held numerous other
community civic and church positions.

Daniel R. Pecarina, Vice President of Technology—Mr. Pecarina has worked in the
technology and telecommunications industry for the past 25 years. Before joining HBC, he spent
12 years at Winona State University (“WSU”) as Director for Technology. While at WSU, a
campus-wide fiber-optic network was constructed and a laptop university initiative was begun,
providing laptop computers to all students. Mr. Pecarina joined HBC in 1999 and has overseen the
technical implementation of business and residential high-speed data, fiber-to-the-premises,
community broadband development, and community connectivity telephone, video, and data
services.

Robert R. Bartz, Vice President for Finance—Mr. Bartz directs financial administration
and acts as the principal financial advisor to the HBC leadership team. A graduate of Saint Mary’s
University of Minnesota, in Winona, with a bachelor of arts degree in business administration and
accounting, Mr. Bartz has also done continuing study at the London School of Business and with
Coopers and Lybrand. Prior to joining HBC, Mr. Bartz served as vice president and chief financial
officer of Winona Printing Co. from 1987 to 1997. Following his graduation from Saint Mary’s
University, Mr. Bartz was employed by Fiberite. He subsequently held positions with Fiberite’s
parent company, [CI, in Tempe, Arizona, St. Louis, Missouri, and Mempbhis, Tennessee. He served
as senior business analyst for ICI Acrylics in St. Louis, was promoted to the position of business
controller in Memphis, and then to analysis and budgeting manager before returning to Winona to
join Winona Printing.
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Rochelle Pervisky, Director of Content and Regulatory Affairs—The first paid employee of
Luminet, the predecessor organization to HBC, Ms. Pervisky has served in a variety of capacities
for HBC. She is currently the director of content and regulatory affairs, and also oversees the
community connectivity division. She manages content for eleven systems and three companies
and is working on acquiring video content for another partner firm in central Minnesota. She joined
Luminet 13 years ago, coming to the start-up organization from the Winona Daily News, where she
served as classified advertising manager. Ms. Pervisky has more than a quarter century of sales,
marketing, and customer service experience.

BONDHOLDERS’ RISKS

In making investment decisions, investors must rely on their own investigations and
evaluation of the merits of a particular investment. Each investment, including the Bonds, has
particular risk factors an investor should review and evaluate. The following is a summary, which
does not purport to be comprehensive or definitive, of some of the risk factors an investor should
consider before purchasing the Bonds.

Limited Obligation

The debt service payments on the Bonds will be payable by the City solely from the Net
Revenues of the FTTP Project, after payment of the Operation and Maintenance Costs. No other
revenues of the City are obligated to make the debt service payments on the Bonds. No assurance
can be made that the Net Revenues of the FTTP Project will be sufficient to pay all Operation and
Maintenance Costs plus all payments of principal of and interest on the Bonds when due.

Redemption of Bonds Prior to Maturity

Purchasers of Bonds, especially those who purchase Bonds at a price in excess of their
principal amount or who hold Bonds trading at a price in excess of their principal amount, should

consider the fact that the Bonds are subject to redemption prior to maturity. Certain redemptions of
the Bonds, described under “THE BONDS—Redemption of Bonds” herein, can occur at a

Redemption Price equal to 100% of the principal amount plus accrued interest, without premium,
and potential investors may not be able to reinvest their funds with an equal or better rate of return.

Further, until a Litigation Dismissal or the Mandatory Redemption Date, proceeds of the
Bonds shall not be available to pay any FTTP Project costs, other than to pay costs of issuance of
the Bonds or capitalized interest on the Bonds. Other than as described herein under “THE BONDS
- Redemption of Bonds - Optional Redemption” no assurance can be given that the City will have
funds available sufficient to pay the Redemption Price on a Redemption Date or the Mandatory
Redemption Date for the Bonds. See “THE BONDS - Redemption of Bonds” herein.

Additional Parity Bonds
Pursuant to the Indenture, Additional Bonds may be issued on a parity with the Bonds to

finance the completion of the FTTP Project, to finance a Project, or to refund the Bonds upon the
satisfaction of certain requirements. See “THE BONDS — Additional Bonds™ herein.
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Construction Risks

There are many diverse risks attendant to any construction project, including, but not limited
to, (1) the non-performance by or disputes with one or more private contractors or subcontractors on
various aspects of the FTTP Project, (ii) disputes with labor unions or similar labor disputes that
could disrupt the FTTP Project, including increases in labor costs, (iii) the unavailability of certain
materials or products necessary for the construction of the FTTP Project, (iv) environmental risks
and hazards, (v) natural disasters, (vi) acts of war or terrorism, (vii) inclement weather, (viii)
shortages of, and price increases in, energy, material and skilled labor, (ix) delays in obtaining or
inability to obtain necessary permits, including defective plans and specifications, and (xii)
geological, construction, excavation, regulatory and equipment problems. These risks may cause
construction delays for the FTTP Project that increase the cost of construction beyond available
funds. There can be no assurance that the construction of the FTTP Project can be accomplished
according to schedule within the construction budget for the FTTP Project. See “THE FTTP
PROJECT - The Major FTTP Project-Related Contracts” herein.

Risks of Insufficient Revenues

The ability of the City to generate revenues sufficient to allow the City to pay the Operation
and Maintenance Costs of the FTTP Project and in amounts sufficient to provide for payment of the
principal of, premium, if any, and interest on the Bonds, and administrative expenses under the
Indenture will be determined by the ability of the City and other parties to perform their contractual
responsibilities under various agreements. The revenues and expenses of the City are subject to,
among other things, the capabilities of the City, the confidence of the various broadband service
providers in the demand for their broadband service through the FTTP Project, the availability of
broadband services with respect to the FTTP Project, demand and utilization of the FTTP Project by
the customers in the Service Area, changes in the population or the economic condition of the
Service Area, imposition of government price controls for particular broadband services on the
FTTP Project, the demand for the broadband services of the FTTP Project, competition, rates,
government regulations and licensing requirements, inflation, and future economic and other
conditions which are unpredictable and may not be quantifiable or determinable at this time.

Technological Advances and Obsolescence

Technological advances in the cable TV, high speed Internet access, telephone, and related
areas occur at a very rapid pace. If any such advances are implemented by competitors in the
Service Area (and not with respect to the FTTP Project), such advances may render the FTTP
Project in whole or in part at a competitive disadvantage. The FTTP Project will include state-of-
the-art fiber technology and the system is highly scalable (meaning that speed of service (at an
increased fee rate) can be provided with minimal physical changes to the FTTP Project) but there
can be no assurance that future advances in technology will not render the FTTP Project (or some
portion thereof) obsolete.

Competition from Other Service Providers
The City may be subject to significant competition from other providers of voice, video and

data services. Competition encountered in the provision of any of these services could adversely

38



affect the ability of the City to collect sufficient revenues from the FTTP Project to pay operating
costs of the FTTP Project and to pay debt service on the Bonds.

Existing Cable TV Competition. Currently, another cable service operator holds franchises
to provide cable TV service in the City and offers cable TV service in the Service Area.

Nonexclusive _Cable Television Franchises; Other Sources of Video Programming
Competition. Federal law prohibits local governments from awarding exclusive franchises to
provide cable service and there can be no assurance that the City will not award additional cable
television franchises in the future.

Federal law also allows local telephone companies to provide services which compete with
those offered by cable systems, including multi-channel video programming services, and the local
incumbent telephone company currently has a partnership to joint market DirectTV, the satellite TV
service.

In addition, multi-channel video programming services may be obtained directly by
residents of the City from two providers of direct satellite-to-home service — DirectTV and the Dish
Network. Like cable television systems, those direct-to-home satellite services offer consumers a
wide variety of programming channels. There are certain premium program services which are
available from the satellite services which are not available from cable operators. Also, in many
locations, local television broadcast stations are not available from satellite providers. There are no
assurances that multi-channel video programming services offered over the FTTP Project will be
preferred by consumers to those available from these other providers or that such other providers
will not offer their services at prices below those which can be charged by the City for multi-
channel video programming services provided over the FTTP Project based upon the City’s cost of
obtaining such services from its vendor.

Internet Access Competition. Internet access service is available today from a variety of
entities, generally called Internet Service Providers (“ISPs”). Typically, these ISPs, such as
America Online and Earthlink, enable their subscribers to access the Internet by dialing a local or a
toll-free telephone number and connecting to the Internet over telephone lines. Such “dial-up”
arrangements are sometimes referred to as “narrow band” Internet access and offer very slow
transmission speeds of 56 kilobits per second (Kbps) or less. The FTTP Project will enable
subscribers to access the Internet at much higher speeds using a “broadband” connection.

Broadband data services are currently available from the incumbent cable TV and telephone
company. Charter is the cable operator currently serving the City and offers cable modem service.
In addition, the local telephone company serving the City, TDS, currently offers high speed Internet
access through use of Digital Subscriber Lines (“DSL”). The data product that will be offered by
the City will be faster than cable modem or DSL. It is possible that Charter could enhance its
system to offer faster cable modem service. It is also possible that TDS could construct fiber lines
to compete with the City, and in recent press releases, issued on May 8, and May 20, 2008, TDS
stated an intent to take steps to accelerate its network modernization plan in the City to make it
capable of big broadband access by the end of December 2008. The City has no further information
as to the anticipated customer prices for services provided by TDS on any such network nor is there
any certainty about TDS’s construction of such a network in the near or distant future.
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Another source of competition for high speed Internet access may be Wireless Fidelity
(commonly referred to as “WiFi”) services using any type of 802.11 (such as 802.11a, 802.11b or
802.11g) network. These services, where available, enable consumers to access the Internet at high
speeds using mobile wireless devices (including, for example, laptop computers and personal digital
assistants). Currently these networks are employed mostly as home networks or in designated “hot
spots” (such as in Starbucks coffee shops, airports, hotels and other public locations), but it is
possible that area-wide networks using this technology could be established and could become
competitive with the City’s “wired” FTTP Project. Recent news accounts indicate that WiFi
networks are becoming more popular as a way of providing high speed Internet access over larger
geographical areas. For example, Minneapolis recently constructed a city-wide WiFi network
available to its residents.

In addition, a more advanced source of wireless broadband, commonly referred to as
“WiMax” (Wireless Interoperability for Microwave Access) using the 802.16 standard is under
development and has been the subject of favorable reports in a number of national publications.
WiMax will be able to deliver fixed wireless broadband over wider geographic areas — up to 30
miles, and will be capable of delivering high speed Internet access to areas not served by DSL or
cable modem services. There is a possibility that some consumers may find such services to be
competitive alternatives for high speed Internet service provided over the FTTP Project.

Voice Services Competition. Voice services are currently offered in the City by TDS, the
incumbent provider. TDS offers a full range of voice services. Charter, the cable provider, does not
currently offer voice services in the City. However, it is anticipated that it will eventually do so
since all of the larger cable companies are currently overlaying voice services in their service
territories. Customers have long been able to choose their long distance provider and it is assumed
that many different long distance providers are doing business in the City.

Federal Regulation and Oversight

The Communications Act of 1934, as amended by the Telecommunications Act of 1996 (as
amended, the “Communications Act”), contains provisions which are applicable to the offering of
cable television service and Internet access service.

The City’s provision of multi-channel video programming service will be subject to the
provisions of the Communications Act governing cable television service. These include
requirements that local television stations operating within the cable operator’s community be
carried on the cable system if they demand carriage (commonly referred to as “must carry”).
Alternatively, local television stations may demand compensation for allowing their signals to be
carried by cable systems (this alternative is referred to as “retransmission consent”). As a
franchised cable provider, the City would be required to comply with other requirements applicable
to cable operators including, for example, that they make available time for candidates for public
office during election campaign periods, and that they provide channels for public, educational and
governmental use.

“Open Access”. In a 2002 decision, the FCC determined that high speed Internet service
provided by cable operators, commonly referred to as “cable modem” service, is considered an
interstate Information Service as that term is defined in the Communications Act, and that such
service is neither telecommunications service or cable service. Based on this decision, the FCC
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concluded that cable modem service, such as that which the City plans to offer over the FTTP
Project, is not subject either to the telecommunications carrier provisions or the cable provisions of
the Communications Act. Rather, as an information service, cable modem service is essentially
unregulated. If the service is not regulated, there would be no basis for a governmentally-imposed
requirement that cable operators offering cable modem service over their cable plant allow
competing Internet service providers access to their high speed broadband networks. If, on the
other hand, cable modem service were deemed to be telecommunications service, it is possible that
the FCC could require cable operators to allow access to cable operators’ broadband networks by
competing Internet service providers.

In October 2003, a panel of the United States Court of Appeals for the Ninth Circuit in San
Francisco reversed and remanded portions of the FCC’s decision, concluding that, based on a prior
precedent of that court, cable modem service is, in part, a telecommunications service. On June 1,
2004, the full court denied rehearing of the October 2003 decision. On August 30, 2004, the U.S.
Department of Justice petitioned the Supreme Court to review the Ninth Circuit ruling. In
December 2004, the U.S. Supreme Court announced that it would review the decision of the Ninth
Circuit Court of Appeals. The Supreme Court vacated the decision of the Ninth Circuit and ruled
that cable modem service is an internet service, not a telecommunications service. Following the
ruling of the Supreme Court, the FCC extended the rationale that the Supreme Court affirmed to all
forms of internet access service provided over wireline. Under current federal and Minnesota law,
the City has no duty to make its FTTP system or other infrastructure available to third parties.
Should federal or State law change in this respect, it could adversely affect the City’s position as a
provider of high-speed Internet service and the availability of Net Revenue to repay the Bonds.

State Prohibition of Local Government Providing Broadband or Telecommunication Services

In March 2004, the United States Supreme Court, in Nixon v. Missouri Municipal League,
et al, held that Section 253 of the Communications Act, which forbids any state or local law or
regulation from prohibiting “any entity” to provide any telecommunications service, did not apply
to state laws which forbid political subdivisions within the state from providing telecommunications
service. If such a prohibition were to be enacted in Minnesota and made applicable to the FTTP
Project, based on the recent Supreme Court decision, such a law could prohibit the City from
providing voice service over the FTTP Project. The Communications Act section at issue in that
case is only applicable to state or local statutes, regulations or other legal requirements prohibiting
local government entities from providing voice service. It is not applicable to the City’s provision
of cable service or information service, including high speed Internet access.

Currently, the following states have enacted laws that prohibit or limit municipalities from
engaging in telecommunications services: Arkansas, Colorado, Florida, Louisiana, Minnesota',
Missouri, Nebraska, Nevada, Pennsylvania, South Carolina, Tennessee, Texas, Utah, Virginia,
Washington and Wisconsin. It is not known whether other states (including Minnesota) will
consider enactment of such legislation or a variant of such legislation and whether any such
legislation might be retroactive in effect (to date, such legislation has not been applied on a
retroactive basis). Any such additional legislation enacted in Minnesota, if it related to the

! Minnesota requires municipalities to obtain a super-majority of 65% voter approval before it can provide local
exchange services (Minn. Stat. §237.19). The City conducted a referendum which obtained a 74% approving vote. See
“THE FTTP PROJECT — Market Survey” herein.
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provision of cable TV service, high speed Internet service, or voice service, could have a material
adverse affect on the ownership, construction and/or operation of the FTTP Project by the City.

Regulatory Approval

The City has not yet received any regulatory approvals to operate as a telephone company
from the appropriate State agency which governs telephone service in Minnesota. Two approvals
are required — approval to operate as a competitive local access company (“CLEC”) and approval to
interconnect for delivery of local calls with the incumbent provider. Under State regulations, if the
applicant meets the State requirements to operate as a CLEC approval will be granted. FiberNet
Monticello will meet those requirements. The City has initiated its application for regulatory
approval for an interconnection agreement in order that approval of its application would be assured
under FCC and State PUC regulations before service would begin. Under federal and State
regulations, an interconnection application must be granted within a statutory deadline if the
applicant meets the State requirements to operate a telephone system in the State. FiberNet
Monticello will meet those requirements. Therefore, the necessary timely regulatory approvals are
anticipated, although the process for granting those approvals remains to be completed.

Damage or Destruction of the FTTP Project

The Indenture provides that, in the event that all or any part of the FTTP Project is destroyed
or damaged, the City has the option to restore and/or replace the project at the City’s sole cost and
expense. If the FTTP Project is damaged or destroyed to such extent that in the best judgment of
the City the FTTP Project cannot reasonably be restored to substantially its condition immediately
preceding such damage or destruction, or the FTTP Project cannot be used to carry on the purpose
for which it was intended, the City may elect not to restore the FTTP Project and instead prepay the
Bonds under the terms of the Indenture.

The City is required under the Indenture to cause the FTTP Project to be insured by policies
of casualty and property damage insurance in an amount which would normally be carried by
private companies in a like business. However, there is no assurance that, as a result of damage to
or destruction of the FTTP Project, moneys made available by reason of such an occurrence will be
sufficient to redeem the Bonds at a price equal to the principal amount thereof outstanding plus
accrued interest to the redemption date.

Cost Overruns

The City has not yet received bids for most major construction elements of the FTTP Project
or for various pieces of equipment. In determining the FTTP Project cost, the City has relied on
cost estimates for such elements which it believes to be reasonable, but final costs may vary from
the estimated amounts. The City believes that any such variance would be within the budgeted
contingency amount, but if there were to be any material cost overruns, the scope of the FTTP
Project might have to be reduced or additional financing might be required.

Litigation Risks

There are litigation risks relating to the City’s construction, ownership and/or operation of
the FTTP Project, including, but not limited to, disputes with contractors and suppliers and
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challenges to the City’s legal authority to own and operate the FTTP Project by competitors or
others. Any such litigation could have a material adverse affect on the ownership, construction,
and/or operation of the FTTP Project by the City.

Certain Matters Relating to the Enforceability of the Indenture; Enforceability of Remedies

The enforceability of the obligations of the City under the Indenture may be limited by
bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance or other similar laws or
by equitable principles affecting the enforcement of creditors’ rights generally. The realization of
any rights upon a default by the City will depend upon the exercise of various remedies specified in
the Indenture. Certain remedies may require judicial action which is often subject to discretion and
delay. Under existing law, certain of the remedies specified in the Indenture may not be readily
available or may be limited. For example, a court may decide not to order the specific performance
of the covenants contained in the Indenture. Accordingly, the Trustee’s ability to exercise its
remedies under the Indenture upon a default by the City could be impaired by the need for judicial
approval.

Legal Opinions

The various legal opinions to be delivered concurrently with the delivery of the Bonds will
be qualified as to the enforceability of the various legal instruments by bankruptcy, reorganization,
insolvency or other similar laws affecting the rights of creditors generally, and by general principles
of equity (regardless of whether such enforceability is considered in a proceeding in equity or at
law).

The legal opinions to be delivered will express the professional judgment of the attorneys
rendering the opinions on the legal issues explicitly addressed therein. By rendering a legal
opinion, the opinion giver does not become an insurer or guarantor of that expression of
professional judgment, of the transaction opined upon or of the future performance of parties to
such transaction. Nor does the rendering of an opinion guarantee the outcome of any legal dispute
that may arise out of the transaction.

Credit Rating

No rating has been obtained on the Bonds from any securities rating agency nor is there any
present intention to do so. As a result, the Bonds are unrated and represent a high risk investment.
The lack of a rating may adversely affect the presence of a secondary market for the Bonds.

Secondary Market for the Bonds

There can be no assurance that there will be a secondary market for purchase or sale of the
Bonds. From time to time there may be no market for the Bonds depending upon prevailing market
conditions, including the financial condition or market position of firms who may make the
secondary market, the evaluation of the City and the financial condition and results of operations of
the FTTP Project.
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Impact of Inflation

Dramatic increases in the rate of inflation could adversely affect the operations of the FTTP
Project if the City is unable to increase the rates of charges to its customers to match such increases.

Projected Information

The City has engaged CCG Consulting, LLC, Beltsville, Maryland, to prepare forecasted
financial statements of the future operations of the FTTP Project. Certain information concerning
the projected operations of the FTTP Project is contained in Appendix F. Such projected
information is based on assumptions deemed reasonable by the City, but such assumptions, and the
actual future financial impact of the FTTP Project will inevitably vary from the forecast data, and
such variance may be material and adverse.

Forecasted Financial Statements

The forecasted financial statements prepared by the City and CCG Consulting, LLC,
Beltsville, Maryland, are based upon assumptions made by the City prior to the commencement of
the litigation described under the heading “LITIGATION” herein. IN ADDITION, SUBSEQUENT
TO THE PREPARATION OF THE FORECASTED FINANCIAL STATEMENTS, THE
PRINCIPAL AMOUNT OF THE BONDS HAS BEEN INCREASED OVER THE AMOUNT
ASSUMED IN THE FORECASTED FINANCIAL STATEMENTS AND THE INTEREST
RATES HAVE BEEN FINALIZED AT RATES DIFFERENT THAN THOSE SET FORTH IN
THE FORECASTED FINANCIAL STATEMENTS. PROSPECTIVE PURCHASERS OF THE
BONDS SHOULD COMPARE THE ACTUAL DEBT SERVICE ASSUMED IN THE
FORECASTED FINANCIAL STATEMENTS TO DETERMINE THE IMPACT OF THESE
CHANGES. No assurance can be given that the results described in the forecasted financial
statements will be achieved, or that there has been no change in underlying considerations since the
date of the forecasted financial statements. The City does not intend to issue additional forecasts
and accordingly there are risks inherent in using the financial forecast in the future as it becomes
outdated. The forecasted financial statements are only for the years ending December 31, 2008
through 2015 and do not cover the entire period during which the Bonds may be outstanding.

No guaranty can be made that the forecasted financial statements will correspond with the
results actually achieved in the future because actual events may not correspond with the
assumptions made by the City. For example, the forecasted financial statements make certain
assumptions as to penetration rates during the projection period. See Appendix F:
“FORECASTED FINANCIAL STATEMENTS.” The FTTP Project’s actual future operations and
financial condition may differ from those projected; and actual future events and conditions may
differ from those assumed by the City. Such differences may be material and adverse. Actual
operating results may be affected by many factors, including, but not limited to, increased costs,
lower than anticipated revenues (as a result of changes in demographic trends, insufficient
penetration rates, changes in State or federal law, or otherwise), and local and general economic
conditions. The forecasted financial statements, which appear in Appendix F, should be read in
their entirety.
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Information Not Verified

Information with regard to the FTTP Project has been obtained from the City and its
consultants. Some of that information involves predictions with regard to future events, such as the
expected operating expenses and revenues of the FTTP Project. Such information is, by its nature,
not subject to verification. The Underwriter has not independently verified the information
provided by the City and its consultants regarding the FTTP Project. See “FORWARD LOOKING
STATEMENTS” herein.

APPROVAL OF LEGAL PROCEEDINGS

The legality and enforceability of the Indenture, the Indenture of Trust and certain other
legal matters are subject to the approval of Faegre & Benson LLP, Minneapolis, Minnesota, Bond
Counsel. The form of the opinion of Bond Counsel is attached hereto as Appendix C. Certain legal
matters will be passed upon for the City by Campbell Knutson Professional Association, Eagan,
Minnesota. Certain legal matters will be passed on for the Underwriter by Best & Flanagan LLP,
Minneapolis, Minnesota.

In addition to the legal opinions to be delivered in connection with the issuance of the
Bonds, Faegre & Benson LLP and Campbell Knutson Professional Association shall also deliver
letters addressing the lack of merit of the litigation which is described herein under the heading
“LITIGATION”.

The legal opinions to be delivered in connection with the issuance of the Bonds will express
the professional judgment of the attorneys rendering the opinions on the legal issues explicitly
addressed therein. By rendering a legal opinion, the opinion giver does not become an insurer or
guarantor of that expression of professional judgment, of the transaction opined upon or of the
future performance of parties to such transaction. Nor does the rendering of an opinion guarantee
the outcome of any legal dispute that may arise out of the transaction.

RELATIONSHIPS AMONG THE PARTIES

In connection with the issuance of the Bonds, the City, the Trustee and the Underwriter are
being represented by the attorneys or law firms identified above under the heading “APPROVAL
OF LEGAL PROCEEDINGS” and Faegre & Benson LLP is acting as Bond Counsel. In other
transactions not related to the Bonds each of these attorneys or law firms may have acted as Bond
Counsel or represented the City, the Trustee or the Underwriter or their affiliates, in capacities
different from those described under “APPROVAL OF LEGAL PROCEEDINGS,” and there will
be no limitations imposed as a result of the issuance of the Bonds on the ability of any of these
firms or attorneys to act as Bond Counsel or represent any of these parties in any future
transactions. Furthermore, the City, the Trustee, the Underwriter and their affiliates are not limited
in engaging in future business transactions together or in any combination with each other.
Potential purchasers of the Bonds should not assume that the City, the Trustee and the Underwriter
or their respective counsel or Bond Counsel have not previously engaged in, or will not after the
issuance of the Bonds engage in, other transactions with each other or with any affiliates of any of
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them, and no assurance can be given that there are or will be no past or future relationships or
transactions between or among any of these parties or these attorneys or law firms.

LITIGATION

On May 21, 2008, the City was served with a Summons and Complaint for Injunctive,
Declaratory and Other Relief in a case captioned Bridgewater Telephone Company, Inc., a
Minnesota corporation, Plaintiff vs. City of Monticello, Minnesota, Defendant, in the State of
Minnesota District Court, Wright County, Tenth Judicial District. In such complaint, Bridgewater
Telephone Company, Inc. (“Bridgewater”) seeks a preliminary and then permanent injunction of the
issuance or sale of the Bonds, a declaration that any Bonds issued by the City are void, and other
and further relief as the Court deems just. Bridgewater claims that the creation and operation of the
FTTP Project is not a permitted use for revenue bonds issued under Minnesota Statutes, Section
475.52, subdivision 1. Bridgewater further claims that Minnesota Statutes, Section 475.52,
subdivision 1 prohibits the issuance of revenue bonds for the corporate purpose of paying current
expenses and that the funding of the Operating Reserve Fund with Bond proceeds constitutes an
unpermitted use of Bond proceeds for current expense payments.

The City believes that Bridgewater’s complaint is without merit. The City believes that
Bridgewater is an affiliate of TDS Telecommunications Corp. (“TDS”), which currently provides
telephone and DSL internet service in the City. The City has forwarded the complaint to its insurer
for defense. The City intends to vigorously contest and defend against Bridgewater’s claim.

A grant of an injunction of the issuance of the Bonds or a finding by the courts that voids the
Bonds appears unlikely at this time. However, should an injunction be granted or the Bonds be
declared void there would be a material adverse effect on the ability of the City to construct the
FTTP Project and place it in service, with a corresponding material adverse effect on the City’s
ability to pay debt service on the Bonds.

Other than as described above, there is no action, suit, proceeding, inquiry or investigation,
at law or in equity, before or by any court, regulatory agency, public board or body, pending or, to
the knowledge of the City, threatened against the City affecting the existence of the City or the title
of its Council members or officers to their respective offices or seeking to restrain or to enjoin the
sale or delivery of the Bonds, the application of the proceeds thereof in accordance with the
Indenture, or in any way contesting or affecting the validity or enforceability of the Bonds, the
Indenture, or any action of the City contemplated by any of said documents, or contesting or
affecting the collection of the Net Revenues, or which would have a material adverse effect on the
FTTP Project or the City’s ability to pay debt service on the Bonds, or in any way contesting the
completeness or accuracy of this Official Statement or any amendment or supplement thereto, or
contesting the powers of the City with respect to the Bonds or any action of the City contemplated
by any of said documents, nor to the knowledge of the City, is there any basis therefor. See also
“BONDHOLDERS’ RISKS - Litigation Risks”.
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TAX EXEMPTION

General

In the opinion of Faegre & Benson LLP, Bond Counsel, on the basis of laws, regulations,
rulings and decisions in effect on the date of issuance of the Bonds, interest on the Bonds is not
includable in gross income for federal income tax purposes or in taxable net income of individuals,
estates or trusts for Minnesota income tax purposes. Interest on the Bonds is includable in income of
corporations, including financial institutions, for purposes of the Minnesota franchise tax applicable
to corporations. Certain provisions of the Internal Revenue Code of 1986, as amended (the
“Code”), however, impose continuing requirements that must be met after the issuance of the Bonds
in order for interest thereon to be and remain not includable in federal gross income and in
Minnesota taxable net income. Noncompliance with such requirements by the City may cause the
interest on the Bonds to be includable in federal gross income and in Minnesota taxable net income,
retroactive to the date of issuance of the Bonds, irrespective in some cases of the date on which such
noncompliance occurs or is ascertained. No provision has been made for redemption of or for an
increase in the interest rate on the Bonds in the event that interest on the Bonds becomes includable
in federal gross income or Minnesota taxable net income.

Not Bank Qualified

The City has not designated the Bonds as “qualified tax-exempt obligations” for purposes of
Section 265(b)(3) of the Code, relating to the ability of financial institutions to deduct from income
for federal income tax purposes interest expense that is allocable to carrying and acquiring tax-
exempt obligations.

Related Considerations

Interest on the Bonds is not an item of tax preference for purposes of the federal and
Minnesota alternative minimum taxes, but such interest is includable in adjusted current earnings in
determining the alternative minimum taxable income of corporations for purposes of the federal and
Minnesota alternative minimum taxes. Section 86 of the Code and corresponding provisions of
Minnesota law require recipients of certain Social Security and railroad retirements benefits to take
into account interest on the Bonds in determining the taxability of such benefits. Passive
investment income, including interest on the Bonds, may be subject to taxation under Section 1375
of the Code and corresponding provisions of Minnesota law for an S corporation that has
Subchapter C earnings and profits at the close of the taxable year if more than twenty-five percent
of its gross receipts is passive investment income. Interest on the Bonds may be includable in the
income of a foreign corporation for purposes of the branch profits tax imposed by Section 884 of
the Code and is includable in the net investment income of foreign insurance companies for
purposes of Section 842(b) of the Code. In the case of an insurance company subject to the tax
imposed by Section 831 of the Code, the amount which otherwise would be taken into account as
losses incurred under Section 832(b)(5) of the Code must be reduced by an amount equal to fifteen
percent of the interest on the Bonds that is received or accrued during the taxable year.

The foregoing is not intended to be an exhaustive discussion of collateral tax

consequences arising from receipt of interest on the Bonds. Prospective purchasers or
Bondholders should consult their tax advisors with respect to collateral tax consequences,
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including without limitation the determination of gain or loss on the sale of a Bond, the
calculations of alternative minimum tax liability, the inclusion of Social Security or other
retirement payments in taxable income, the disallowance of deductions for certain expenses
attributable to the Bonds, and the state and local tax rules in states other than Minnesota.

Original Issue Discount

The Bonds maturing on June 1, 2031 (the “Discount Bonds™) are being sold at a discount
from the principal amount payable on such Bonds at maturity. The difference between the initial
offering price at which a substantial amount of the Discount Bonds of a given maturity is sold to the
public and the principal amount payable at maturity constitutes “original issue discount” under the
Code. The amount of original issue discount that is deemed to accrue to a holder of a Discount
Bond under Section 1288 of the Code is excluded from gross income for federal income tax
purposes to the same extent that stated interest on such Discount Bond would be so excluded. The
amount of the original issue discount that is treated as accruing with respect to a Discount Bond is
added to the tax basis of the owner in determining, for such purposes, gain or loss upon disposition
of such Discount Bond (whether by sale, exchange, redemption or payment at maturity).

Interest in the form of original issue discount accrues under Section 1288 pursuant to a
constant yield method that reflects semiannual compounding on days that are determined by
reference to the maturity date of the Discount Bond. The amount of original issue discount that is
treated as accruing for any particular semiannual accrual period generally is equal to the excess of
(1) the product of (a) one-half of the yield on such Bonds (adjusted as necessary for an initial short
period) and (b) the adjusted issue price of such Bonds, over (2) the amount of stated interest
actually payable. For purposes of the preceding sentence, the adjusted issue price is determined by
adding to the initial offering price for such Bonds the original issue discount that is treated as
having accrued during all prior semiannual accrual periods. If a Discount Bond is sold or otherwise
disposed of between semiannual compounding dates, then the original issue discount that would
have accrued for that semiannual accrual period for federal income tax purposes is to be
apportioned in equal amounts among the days in such accrual period.

If a Discount Bond is purchased for a cost that exceeds the sum of (1) the initial public
offering price, plus (2) accrued interest and accrued original issue discount, the amount of original
issue discount that is deemed to accrue thereafter to the purchaser is reduced by an amount that
reflects amortization of such excess over the remaining term of such Bond.

Except as stated above, no opinion is expressed as to the state and local income tax
treatment of original issue discount. It is possible under certain state and local income tax laws that
original issue discount on a Discount Bond may be taxable in the year of accrual, and may be
deemed to accrue differently than under federal law. Holders of Discount Bonds should consult
their tax advisors for advice with respect to the state and local tax consequences of owning Discount
Bonds.

Minnesota Tax Considerations
Minnesota, like many other states, generally taxes interest on obligations of governmental

issuers in other states. In 1995, the Minnesota Legislature enacted a statement of intent, codified at
Minn. Stat. §289A.50, subd. 10, that interest on obligations of Minnesota governmental units and
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Indian tribes be included in the net income of individuals, estates and trusts for Minnesota income
tax purposes, if a court determines that Minnesota’s exemption of such interest and its taxation of
interest on obligations of governmental issuers in other states unlawfully discriminates against
interstate commerce. This provision applies to taxable years that begin during or after the calendar
year in which any such court decision becomes final, irrespective of the date upon which the
obligations were issued.

In January 2006, the Kentucky Court of Appeals held, in Davis v. Department of Revenue
(the “Davis decision”), that the exemption of interest by the Commonwealth of Kentucky on its own
bonds and those of its political subdivisions and Kentucky’s taxation of interest on the bonds of
other states and those of their political subdivisions unlawfully discriminates against interstate
commerce. The Kentucky Supreme Court declined to review this decision. Kentucky tax officials
petitioned the United States Supreme Court to review the Davis decision, and on May 21, 2007, the
petition was granted. Oral arguments were heard on November 5, 2007. In its opinion issued
May 19, 2008, the United States Supreme Court reversed the decision of the Kentucky Court of
Appeals, ruling in favor of the Commonwealth of Kentucky, ruling that the exemption of interest by
Kentucky on its own bonds and those of its political subdivisions while taxing the interest on bonds
of other states and their political subdivisions does not unlawfully discriminate against interstate
commerce. Therefore, it is unlikely that Minnesota’s current tax treatment of state and local
government bonds would be held to be unconstitutional.

FORWARD-LOOKING STATEMENTS

The statements contained in this Official Statement, and in any other information provided
by the City, that are not purely historical, are forward-looking statements, including statements
regarding the City’s expectations, intentions, or strategies regarding the future. Readers should not
place undue reliance on forward-looking statements. All forward-looking statements included in
this Official Statement are based on information available to the City on the date hereof; and the
City assumes no obligation to update any such forward-looking statements. It is important to note
that the City’s actual results could differ materially from those in such forward-looking statements.

The forward-looking statements herein are necessarily based on various assumptions and
estimates and are inherently subject to numerous risks and uncertainties, including risks and
uncertainties relating to the possible invalidity of the underlying assumptions and estimates and
possible changes or developments in social, economic, business, industry, market, legal and
regulatory circumstances and conditions and actions taken or omitted to be taken by third parties,
including customers, suppliers, and competitors, and legislative, judicial and other governmental
authorities and officials. Assumptions related to the foregoing involve judgments with respect to,
among other things, future economic, competitive, and market conditions and future business
decisions, all of which are difficult or impossible to predict accurately and many of which are
beyond the control of the City. Any of such assumptions could be inaccurate and, therefore, there
can be no assurance that the forward-looking statements included in this Official Statement are
accurate.
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NO RATING

No application for a rating has been made to any rating agency, nor is there any reason to
believe that the City would have been successful in obtaining an investment grade rating for the
Bonds had application been made.

UNDERWRITING

The Bonds will be purchased by Oppenheimer & Co. Inc., in Minneapolis, Minnesota (the
“Underwriter”). The Underwriter has agreed to purchase the Bonds for compensation equal to
$376,841.25, subject to the terms of a Bond Purchase Agreement between the City and the
Underwriter. The Bond Purchase Agreement provides that the Underwriter shall purchase all the
Bonds if any are purchased, and that the obligation to make such purchase is subject to certain terms
and conditions set forth in the Bond Purchase Agreement, the approval of certain legal matters by
counsel and certain other conditions. The initial offering prices set forth on the inside front cover
hereof may be changed from time to time by the Underwriter. The City has agreed under the Bond
Purchase Agreement to indemnify the Underwriter against certain liabilities, including certain
liabilities under federal and state securities laws.

CONTINUING DISCLOSURE

Rule 15¢2-12, promulgated by the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as amended, imposes continuing disclosure obligations on the
issuers of certain state and municipal securities to permit participating underwriters to offer and sell
issuer’s securities. In order to comply with the requirements of Rule 15¢2-12, the City and the
Trustee have entered into a Continuing Disclosure Agreement, dated as of June 1, 2008. See
Appendix E: “SUMMARY OF CERTAIN PROVISIONS OF THE CONTINUING DISCLOSURE
AGREEMENT.”

MISCELLANEOUS

The foregoing does not purport to be comprehensive or definitive and all references to any
document herein are qualified in their entirety by reference to each such document. All references
to the Bonds are qualified in their entirety by reference to the forms thereof and the information
with respect thereto included in the aforesaid documents. Copies of these documents are available
for inspection during the period of the offering at the offices of the Underwriter in Minneapolis,
Minnesota and thereafter at the principal corporate trust office of the Trustee.

The City has authorized the use and distribution of this Official Statement and have
approved the information contained herein.

Insofar as any statements made in this Official Statement involve matters of opinion or of

estimates, whether or not expressly stated, they are set forth as such and not as representations of
fact. No representation is made that any of such statements made will be realized. Neither this

50



Official Statement nor any statement which may have been made verbally or in writing is to be
construed as a contract with the Owners of the Bonds.

[The remainder of this page intentionally left blank.]
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APPENDIX A

DEFINITIONS

“2008 Project” means the acquisition, construction and installation of a “fiber-to the-
premises” broadband communications network and related facilities as more fully described in
the Indenture.

“2008 Reserve Requirement” means, as the Debt Service Reserve Requirement for the
Series 2008 Bonds, as of any date of calculation, the least of: (i) the maximum Principal and
Interest Requirements on Outstanding Series 2008 Bonds in the current and any future Bond
Year, (ii) 125% of the average annual principal and interest payable on the Outstanding Series
2008 Bonds during the current and any then remaining Bond Years, or (ii1) 10% of the proceeds
of the Series 2008 Bonds (i.e., $2,591,756.84).

“Additional Bonds” means any Bonds issued subsequent to the Series 2008 Bonds
pursuant to the Indenture.

“Adjusted Net Revenues,” for any period means the Revenues during such period,
determined on an accrual basis, minus the Operation and Maintenance Expenses during such
period, determined on an accrual basis, to the extent paid or to be paid from Revenues other than
extraordinary gains or losses resulting from the early extinguishment of debt, the sale or other
disposition of assets not in the ordinary course of business or any reappraisal, revaluation or
write-down of assets, and any other extraordinary gains, losses or expenses.

“Adverse Litigation Event” means a determination by the City that it will not defend the
Litigation or a decision by a court of competent jurisdiction in the Litigation to the effect that the
Series 2008 Bonds are void, and the expiration of the time permitted for an appeal of such
decision.

“Annual Budget” means the annual budget for the telecommunications enterprise of the

City.
“Bonds” means the Series 2008 Bonds and any Additional Bonds.

“Broadband Consultant” means a consultant having a nationwide and favorable
representation for skill and experience in the operation of telecommunications systems.

“Business Day” means any day other than a Saturday, Sunday, a legal holiday in the
State or a day on which the Federal Reserve is closed.

“Capital Improvement Fund” means the Capital Improvement Fund established by
Indenture.
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“Cede & Co.” means Cede & Co., the nominee of DTC, and any successor nominee of
DTC with respect to the Series 2008 Bonds.

“City” means the City of Monticello, a Minnesota statutory city, or any successor to its
functions.

“Code” means the Internal Revenue Code of 1986, and applicable regulations thereunder,
as amended from time to time.

“Completion Bonds” means Additional Bonds issued to complete a Project.
“Construction Fund” means the Construction Fund established under the Indenture.

“Consulting Engineer” means the engineer or engineering firm or corporation, having a
nationwide and favorable reputation for skill and experience in such work.

“Debt Service Account” means the account so designated in the Debt Service Fund.
“Debt Service Fund” means the Debt Service Fund established under the Indenture.

“Debt Service Reserve Account” means the account so designated in the Debt Service
Fund.

“Debt Service Reserve Requirement” means, as of any particular date of computation,
an amount of money (or cash equivalent available under a letter of credit, insurance policy,
surety bond or similar security instrument) in respect of the Series 2008 Bonds or of a series of
Additional Bonds.

“Default” means an Event of Default and an event or condition the occurrence of which
would, with the lapse of time or the giving of notice or both, become an Event of Default.

“Defeasance Obligations” means Government Obligations which are not subject to
redemption or prepayment at the option of the issuer thereof.

“Determination of Taxability” means the issuance of a statutory notice of deficiency by
the Internal Revenue Service, or a ruling of the National Office or any District Office, or a final
decision by any court of competent jurisdiction that interest on the Bonds is includible in the
gross income of the recipient under Section 103 and related Sections of the Internal Revenue
Code and regulations thereunder as in effect at the date of issuance of the Series 2008 Bonds, for
any reason other than a change of law, provided that the period for a contest or appeal, if any, of
such action, ruling, or decision has expired without any such appeal or contest having been
instituted, or, if instituted, such contest or appeal has been unsuccessfully concluded.

“DTC” means The Depository Trust Company, of New York, New York.

“Event of Default” has the meaning specified in the Indenture.
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“Facilities” means all properties and assets, real and personal and tangible and intangible,
of the City now or hereafter existing, used for or pertaining to the “fiber-to-the-premises”
broadband communications network owned or operated by the City.

“Financial Consultant” means a Person (as defined in the Indenture) engaged in the
practice of public financial consulting or investment banking firm having a nationwide and
favorable reputation for skill and experience in such work.

“Fiscal Year” means the twelve-month period designated by the City or pursuant to State
law as the fiscal year of the City. As of the date of the Indenture, the Fiscal Year commences
January | and concludes December 31 in a calendar year.

“Government Obligations” means (a) direct obligations of the United States of America
for the timely payment of which the full faith and credit of the United States of America are
pledged, and (b) obligations issued by a Person controlled or supervised by and acting as an
instrumentality of the United States of America, the timely payment of the principal of,
premium, if any, and interest on which are fully guaranteed as a full faith and credit obligation of
the United States of America (including any securities described in (a) or (b) issued or held in
book-entry form on the books of the Department of Treasury of the United States of America),
which obligations, in either case, are not subject to redemption prior to maturity at less than par
by anyone other than the holder.

“Holder” when used with respect to any Bond means a Bondholder.

“Indebtedness” means, without duplication, (i) all indebtedness of the City payable in
whole or in part from Revenues, whether or not represented by bonds, debentures, notes or other
securities, for the repayment of money borrowed, (ii) all indebtedness of the City created or
arising under a conditional sale, capitalized lease or other title retention agreement relating to
acquisition of property or assets by the City which are a part of the Facilities, (iii) all guaranties,
endorsements, assumptions and other contingent obligations of the City in respect of, or to
purchase or otherwise acquire, indebtedness of others and payable in whole or in part from the
Revenues (iv) all indebtedness secured by any mortgage, pledge or lien existing on any of the
Facilities, subject to such mortgage, pledge or lien, whether or not indebtedness secured thereby
shall have been assumed by the City.

“Interest Payment Date” means the Stated Maturity of an installment of interest on any
Bonds. The Interest Payment Dates for the Series 2008 Bonds means each June 1 and
December 1, commencing December 1, 2008.

“Interest Rate Exchange Agreement” means any interest rate exchange, hedge, or
similar agreement, expressly identified in a City Certificate delivered to the Trustee as being
entered into in order to hedge or manage the interest payable on all or a portion of any
Indebtedness, which agreements may include, without limitation, an interest rate swap, a forward
or futures contract or an option (e.g., a call, put cap, floor or callar) and which agreement does
not constitute an obligation to repay money borrowed, credit extended, or the equivalent.
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Obligations of the City under an Interest Rate Exchange Agreement are not Indebtedness for
purposes of the Indenture.

“Litigation” means the civil action entitled “Bridgewater Telephone Company, Inc., a
Minnesota corporation, Plaintiff, vs. City of Monticello, Minnesota, Defendant,” as described in
the Complaint for Injunctive, Declaratory and Other Relief dated May 21, 2008, submitted on
behalf of the Plaintiff. The term “Litigation” does not include similar claims by other parties or
any additional claims or allegations which may be made by the Plaintiff or any other party
relating to the Series 2008 Bonds or the Project.

“Litigation Dismissal” means action by a court of competent jurisdiction dismissing
with prejudice the Litigation or the claims which constitute the Litigation, provided that the time
for an appeal of such dismissal has expired or the Plaintiff has agreed not to appeal the dismissal.

“Mandatory Redemption Date” means 45 days following the occurrence of a
Mandatory Redemption Event or such earlier date as may be practical for providing notice of
redemption.

“Mandatory Redemption Event” means the earlier to occur of (a) June 19, 2009, if a
Litigation Dismissal has not occurred prior to such date, or (b) the occurrence of an Adverse
Litigation Event.

“Net Proceeds” means, when used with respect to proceeds of insurance or a condemnation
award, moneys received or receivable by the City as owner or lessee and the Trustee as secured
party pursuant to the Indenture, less the cost of recovery (including attorneys’ fees) of such moneys
from the insuring company or the condemning City plus investment earnings thereon.

“Net Revenues,” for any period means the Revenues during such period, determined on
an accrual basis, minus the Operation and Maintenance Expenses during such period, determined
on an accrual basis, to the extent paid or to be paid from Revenues.

“Operating Reserve Fund” means the Operating Reserve Fund established under the
Indenture.

“Operation and Maintenance Expenses” means all the City’s costs and expenses for
operation, maintenance, and ordinary repairs, renewals and replacements of the Facilities.
Operation and Maintenance Expenses shall not include Debt Service or any allowance for
depreciation or any costs and expenses for new construction or other capital expenditures.

“Outstanding” when used with respect to Bonds means, as of the date of determination,
all Bonds theretofore authenticated and delivered under the Indenture, except:

(a) Bonds theretofore cancelled by the Trustee or delivered to the Trustee for
cancellation;
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(b) Bonds for whose payment or redemption money in the necessary amount
has been theretofore deposited with the Trustee in trust for the Holders of such Bonds,
provided that, if such Bonds are to be redeemed, notice of such redemption has been duly
given pursuant to the Indenture or irrevocable provision therefor satisfactory to the
Trustee has been made;

(c) Bonds which have been defeased; and

(d) Bonds in exchange for or in lieu of which other Bonds have been
authenticated and delivered pursuant to the Indenture.

“Project” means: (i) a facility or facilities to provide cable television services, Internet
access or voice services to be acquired and constructed by the City or any existing facility to be
otherwise acquired by the City; (ii) any such facility added to any existing facility of the City;
(iii) where the City will acquire a proportionate interest in an broadband communications
network to be constructed or otherwise acquired, the interest of the City in such facility; (iv) any
equipment or facility or rights with respect to any of the City’s telecommunications facilities, or,
where the City will acquire a proportionate interest in any of the foregoing to be constructed or
otherwise acquired, the interest of the City therein; (v) any renewals, replacements, repairs,
modifications, additions, betterments, improvements and extensions for any of the foregoing; and
(vi) any combination of the items set forth in the foregoing clauses (i) through (v); together, in
each such case, with all rights, interests and facilities of every kind related or incidental thereto
or necessary or desirable to carry out such Project.

“Prudent Telecommunications Practice” means any of the practices, methods and acts
which, in the exercise of reasonable judgment, in the light of the facts, including but not limited
to the practices, methods and acts engaged in or approved by a significant portion of the
telecommunications industry prior thereto, known at the time the decision was made, would have
been expected to accomplish the desired result at the lowest reasonable cost consistent with
reliability, quality and expedition. It is recognized that Prudent Telecommunications Practice is
not intended to be limited to the optimum practice, method or act to the exclusion of all others,
but rather is a spectrum of possible practices, methods or acts which could have been expected to
accomplish the desired result at the lowest reasonable cost consistent with reliability, safety and
expedition.

“Qualified Investments” means the investments referred to as such in the Indenture.
“Rebate Fund” means the fund so designated created by the Indenture.

“Redemption Date” when used with respect to any Bond to be redeemed means the date
fixed for such redemption by or pursuant to the Indenture.

“Redemption Price” when used with respect to any Bond to be redeemed means the
price at which it is to be redeemed pursuant to the Indenture.
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“Revenues” means (i) all revenues, income, rents and receipts derived by the City from
or attributable to the ownership and operation of the Facilities, (ii) the proceeds of any insurance
covering business interruption loss relating to the Facilities, and (iii) interest received on any
moneys or securities held pursuant to the Indenture and paid or required to be paid into any funds
or accounts created under the Indenture. “Revenues” shall not include deposits subject to refund
until such deposits have become the property of the City, or any gifts, grants, donations or other
moneys received by the City from any state or federal agency or other person if such gifts,
grants, donations or other moneys are the subject of any limitation or reservation (i) imposed by
the donor or grantor or (ii) imposed by law or administrative regulation to which the donor or
grantor is subject, limiting the application of such funds in a manner inconsistent with the
application of Revenues hereunder. Any such grants, donations or other moneys shall be held
and applied in the manner required by such limitation or reservation.

“Series 2008 Bonds” means the City of Monticello Telecommunications Revenue Bonds
(FiberNet Monticello Project) Series 2008 created by the Indenture

“Subaccount” means, in respect of the Debt Service Account or the Debt Service
Reserve Account, a subaccount therein established in respect of a series of Bonds either pursuant
to this instrument or a Supplemental Indenture.

“Surplus Fund” means the Surplus Fund established under the Indenture.

“Trust Funds” means the Funds and Accounts established pursuant to the Indenture, but
excluding the Rebate Fund.

“Trustee” means Wells Fargo Bank, National Association, Minneapolis, Minnesota, or
any successor Trustee.

[Remainder of this page left blank intentionally.]
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APPENDIX B

SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE

Securities Depository.

(a) The Series 2008 Bonds shall be initially issued as authenticated fully
registered Bonds, and one Series 2008 Bond shall be issued in the principal amount of
each Stated Maturity of the Series 2008 Bonds. Upon initial issuance, the ownership of
such Series 2008 Bonds shall be registered in the Series 2008 Bond Register in the name
of Cede & Co., as nominee of DTC. The Trustee and the City may treat DTC (or its
nominee) as the sole and exclusive owner of the Series 2008 Bonds registered in its name
for the purposes of payment of the principal of or interest on the Series 2008 Bonds,
selecting the Series 2008 Bonds or portions thereof to be redeemed, if any, giving any
notice permitted or required to be given to registered owners of Series 2008 Bonds under
the Indenture, registering the transfer of Series 2008 Bonds, and for all other purposes
whatsoever; and neither the Trustee nor the City shall be affected by any notice to the
contrary. Neither the Trustee nor the City shall have any responsibility or obligation to
any Participant, any Person claiming a beneficial ownership interest in the Series 2008
Bonds under or through DTC or any Participant, or any other Person which is not shown
on the Series 2008 Bond Register as being a registered owner of any Series 2008 Bonds,
with respect to the accuracy of any records maintained by DTC or any Participant, with
respect to the payment by DTC or any Participant of any amount with respect to the
principal of or interest on the Series 2008 Bonds, with respect to any notice which is
permitted or required to be given to owners of Series 2008 Bonds under the Indenture,
with respect to the selection by DTC or any Participant of any Person to receive payment
in the event of a partial redemption of the Series 2008 Bonds, or with respect to any
consent given or other action taken by DTC as registered owner of the Series 2008
Bonds. So long as any Series 2008 Bond is registered in the name of Cede & Co., as
nominee of DTC, the Trustee shall pay all principal of and interest on such Series 2008
Bond, and shall give all notices with respect to such Series 2008 Bond, only to Cede &
Co. in accordance with the Representation Letter, and all such payments shall be valid
and effective to fully satisfy and discharge the City’s obligations with respect to the
principal of and interest on the Series 2008 Bonds to the extent of the sum or sums so
paid.

(b) In the event the City determines to discontinue the book-entry-only system
for the Series 2008 Bonds, the City may notify DTC and the Trustee. DTC may
determine to discontinue providing its services with respect to the Series 2008 Bonds at
any time by giving notice to the City and the Trustee and discharging its responsibilities
with respect thereto under applicable law. Under either of such circumstances, the City
may appoint a successor securities depository. If a successor securities depository is not
appointed, the Series 2008 Bonds will be transferable in accordance with paragraph (d)
below.
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(©) A Representation Letter, executed by an appropriate officer of the City, is
on file with DTC. The Representation Letter sets forth certain matters with respect to,
among other things, notices, consents and approvals by registered owners of the Series
2008 Bonds and Beneficial Owners and payments on the Series 2008 Bonds.

(d) In the event Series 2008 Bonds in the form of certificates are issued to
owners other than Cede & Co., its successor as nominee for DTC, or another securities
depository, the provisions of the Indenture shall also apply to all matters relating thereto.

Completion Bonds; Authorization of Completion Bonds. If the proceeds from the sale
of a series of Bonds are insufficient to finance the Costs of Acquisition and Construction of the
Project for which the Bonds were issued, the City may issue Completion Bonds in such amount
as 1s necessary to defray any such additional cost.

Prior to any delivery of Completion Bonds there shall be filed with the Trustee a
certificate of the Consulting Engineer (i) stating that the Project has not materially changed from
its description in the Indenture or the Supplemental Indenture relating to the series of Bonds
theretofore issued to finance such Project; (ii) estimating the revised aggregate cost of such
Project; and (ii1) stating the amount of Completion Bonds, together with other available funds,
will be sufficient to complete the Project at such estimated cost.

Additional Bonds for Projects. One or more series of Additional Bonds (other than
Completion Bonds) may be issued to finance the cost of a Project. Prior to the delivery of such
series of Bonds, there shall be filed with the Trustee either:

(a) (1) A certificate of a Consulting Engineer setting forth (i) the estimated
date of completion for the Project for which such series of Additional Bonds is being
issued and (ii) in reasonable detail, an estimate of the costs of the Project; and (2) a report
of a Broadband Consultant showing estimated Adjusted Net Revenues for the remainder
of the then current Fiscal Year and for each Fiscal Year thereafter to and including the
fifth Fiscal Year following the estimated completion date of such Project and stating that,
based upon reasonable assumptions (which are set forth in the certificate or report),
including the estimates referred to in clause (1) above, Adjusted Net Revenues projected
to be received by the City will be at least 1.25 times Debt Service (less Debt Service to be
paid from the proceeds of the Additional Bonds or other available funds pledged to the
payment thereof as capitalized interest) for the remainder of the current Fiscal Year, and
for each of the next five full Fiscal Years following issuance of the Additional Bonds,
assuming no less than the average annual Debt Service on the Additional Bonds was
payable during each of such complete Fiscal Years which commence after the completion
date of the Project; or-

(b) A certificate signed by an Authorized Officer of the City stating that
Adjusted Net Revenues for the previous two Fiscal Years were equal to at least 1.25
times Debt Service for such period, assuming the average annual Debt Service on the
Additional Bonds was payable during such Fiscal Years.
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Refunding Bonds. One or more series of Additional Bonds may be issued to refund
Bonds then Outstanding. If the Additional Bonds are issued to refund Bonds then Outstanding
and the Principal and Interest Requirements of the Additional Bonds exceed in any Fiscal Year
by more than 5% the Principal and Interest Requirements of the Bonds to be refunded, there shall
be filed with the Trustee the documentation that would be required to finance a Project.

Establishment of Funds. The following Funds and Accounts are hereby established and
shall be held by the Trustee hereunder:

(a) a Construction Fund;

(b) a Debt Service Fund, consisting of a Debt Service Account and a Debt
Service Reserve Account;

(c) an Operating Reserve Fund;
(d) a Capital Improvement Fund;
(e) a Surplus Fund; and

® a Rebate Fund.

Payments Into Certain Funds. In each month, but no later than May 25 and
November 25 and the last Business Day of each other month, the City shall transfer from Net
Revenues to the Debt Service Fund in the following order the amounts set forth below:

(a) for credit to the Debt Service Account, one-sixth of the amount of interest
payable on the Outstanding Bonds within the next succeeding six calendar months, one-
sixth of the amount payable by the City with respect to any Interest Rate Exchange
Agreement within the next succeeding six calendar months and one-twelfth of the
principal payable on the Outstanding Bonds within the next succeeding twelve months;
and

(b) for credit to the Debt Service Reserve Account, (i) in the event of a
deficiency attributable to a withdrawal of amounts therefrom, each month during the 18
months following such withdrawal an amount equal to one-eighteenth of the amount of
the deficiency, or (ii) in the event of a deficiency other than a deficiency attributable to a
withdrawal of amounts therefrom, each month during the 12 months following the
determination of the deficiency;

After making the foregoing credits and deposits, the City shall transfer Net Revenues,
first, to the Capital Improvement Fund the minimum amounts required or such greater amounts
as the City deems necessary to fund the capital improvement plan, and, next, to the Surplus Fund
the balance of such Net Revenues.
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Debt Service Fund-Debt Service Account.

(a) There may be established for each series of Bonds a Subaccount in the
Debt Service Account securing Bonds of such series, including a Debt Service Account a
Subaccount relating to the Series 2008 Bonds designated as the “2008 Debt Service
Subaccount”.

(b) Funds to be credited or transferred to the Debt Service Account from any
Fund or Account hereunder or any other source (other than the Debt Service Reserve
Account) shall be apportioned among each Subaccount and, in the event that the balances
in the Subaccounts would be less than the amounts required under the Indenture, all funds
so transferred to the Debt Service Account shall be apportioned among the Subaccounts
therein, pro rata, in proportion to the total amounts of principal and interest payable on
the Bonds of the series secured by the Subaccount within the next succeeding twelve
months. Funds transferred to the Debt Service Account from a Subaccount in the Debt
Service Reserve Account shall be credited solely to the Subaccount in the Debt Service
Account securing Bonds of the same series.

Debt Service Fund-Debt Service Reserve Account.

(a) There shall be established for each series of Bonds a Subaccount in the
Debt Service Reserve Account securing Bonds of such series, including a Subaccount
relating to the Series 2008 Bonds designated as the “2008 Reserve Subaccount”.

If on any date on which principal of or interest on Outstanding Bonds is payable,
the amount in the Subaccount in the Debt Service Account shall be less than the amount
required to be in such Account, the Trustee shall transfer amounts from the corresponding
Subaccount in the Debt Service Reserve Account to such Subaccount in the Debt Service
Account to the extent necessary to cure the deficiency.

(b) In general, funds to be credited or transferred to the Debt Service Reserve
Account shall be apportioned among each Subaccount therein to meet the respective Debt
Service Reserve Requirements of each series of Bonds Outstanding.

All income derived from the investment of amounts on deposit in a Subaccount in
the Debt Service Reserve Account shall be credited as received to such Subaccount
unless and until the amount on deposit in the Subaccount in the Debt Service Reserve
Account is equal to the applicable Debt Service Reserve Requirement; thereafter such
investment income shall be transferred as received to the corresponding Subaccount in
the Debt Service Account.

(c) The Trustee shall value the investments in the Debt Service Reserve
Account at the fair market value thereof quarterly.

(d) Whenever the moneys on deposit in a Subaccount in the Debt Service
Reserve Account shall exceed the Debt Service Reserve Requirement for such series of
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Bonds, such excess shall be transferred to any other Subaccount in the Debt Service
Reserve Account the balance in which is less than the Debt Service Reserve Requirement
for the series of Bonds secured thereby. Whenever the moneys on deposit in the Debt
Service Reserve Account shall exceed the Debt Service Reserve Requirement, such
excess shall be transferred to the Debt Service Account and credited to the Subaccounts
therein, pro rata, in proportion to the total amounts of principal and interest payable on
the Bonds of the series secured by the Subaccount within the next succeeding twelve
months.

(e) The City may provide the Trustee a letter of credit, guaranty or similar
credit facility (a “reserve fund facility”) in a stated amount equal to all or any part of the
Debt Service Reserve Requirement for one or more series of Bonds, if reserve fund
facility is issued by an institution whose debt obligations at the time of such issuance are
rated as high as or higher than the Bonds of the series, but not less than “A”, by a
nationally recognized bond rating agency.

Surplus Fund.

(a) The Trustee shall apply moneys credited to the Surplus Fund in the
following amounts and in the following order of priority: (i) for transfer to the
Subaccounts in the Debt Service Account and the Debt Service Reserve Account in the
Debt Service Fund, in that order, the amount to make up any deficiencies in required
transfers to said Accounts, (ii) for transfer to the Rebate Fund the amount to make up any
deficiency in the Rebate Fund, and (ii1) for transfer to the Capital Improvement Fund the
amount necessary to make up for any deficiency in the minimum deposits required to be
made to the Capital Improvement Fund.

(b) Amounts credited to the Surplus Fund not required to meet a deficiency as
required in paragraph (a) above shall be used solely to pay the Redemption Price of any
Bonds on any day on which such Bonds are subject to redemption prior to their
respective stated maturities.

Rebate Fund. The City shall make deposits to and disbursements from an account in the
Rebate Fund in accordance with the arbitrage compliance certificate executed by the City in
respect of the applicable series of Tax-Exempt Bonds.

Operating Reserve Fund. A special fund is established and designated as the
“Operating Reserve Fund” for the purpose of providing funds to operate the Facilities during the
initial start-up period. Investment income on funds credited to the Operating Reserve Fund shall
be credited to such Fund upon receipt. At any time prior to the occurrence of an Event of
Default amounts on deposit in the Operating Reserve Fund shall be disbursed for payment of
Operation and Maintenance Expenses determined necessary for the City to meet its obligations
hereunder. If an Event of Default has occurred and is continuing the Trustee may apply the
amounts on deposit in the Operating Reserve Fund to such purposes as it may determine to be in
the best interests of the Bondholders including, in the Trustee’s discretion, payment of principal
and interest on the Bonds and payment of Operation and Maintenance Expenses. Any funds
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remaining in the Operating Reserve Fund three years after June 1, 2011 shall be transferred to
the Surplus Fund.

Capital Improvement Fund. A special fund is established and designated as the
“Capital Improvement Fund” for the purpose of assuring that the City will have sufficient funds
available to pay extraordinary maintenance and capital improvement costs. Investment income
on funds credited to the Capital Improvement Fund shall be credited to such Fund upon receipt.
From Net Revenues available after making the deposits required to be made to the Debt Service
Fund, the City shall make monthly deposits into the Capital Improvement Fund commencing
June 1, 2011, in the minimum amount of one-twelfth of the specified annual deposit
requirements. At any time prior to the occurrence of an Event of Default amounts on deposit in
the Capital Improvement Fund shall be disbursed for payment or reimbursement of extraordinary
maintenance and capital improvement costs or for Operation and Maintenance Expenses as
requested by the City. If an Event of Default has occurred and is continuing the Trustee may
apply the amounts on deposit in the Capital Improvement Fund to such purposes as it may
determine to be in the best interests of the Bondholders.

Application of Funds Prior to Litigation Dismissal. Notwithstanding any provision of
the Indenture to the contrary, no funds shall be disbursed from the Construction Fund or
Operating Reserve Fund prior to Litigation Dismissal, except to pay the costs of issuance of the
Series 2008 Bonds. Until Litigation Dismissal occurs, such funds shall be held by the Trustee
and (a) if a Mandatory Redemption Date occurs, shall be applied to the mandatory redemption of
the Series 2008 Bonds or (b) if the City exercises its option to redeem all of the Series 2008
Bonds, shall be applied to the redemption of the Series 2008 Bonds.

Investments. All funds in Funds and Accounts shall be invested as requested by the City
in any of the following Qualified Investments: (i) Government Obligations; (ii) bonds,
debentures, participation certificates or notes issued by any of the following: Bank for
Cooperatives, Federal Financing Bank, Federal Land Banks, Federal Home Loan Banks, Federal
Intermediate Credit Banks, Federal National Mortgage Association, Export-Import Bank of the
United States, Farmers Home Administration, Federal Home Loan Mortgage Association or
Government National Mortgage Association, or any other agency or corporation which has been
or may hereafter be created by or pursuant to an Act of the Congress of the United States as an
agency or instrumentality thereof; (iii) certificates of deposit or time deposits with any banking
or savings institution such that such certificates of deposit or time deposits are fully insured by
the Federal Deposit Insurance Corporation; (iv) shares in an investment company registered
under the federal Investment Company Act of 1940, as amended, whose shares are registered
under the federal Securities Act of 1933, as amended, and whose only investments are Qualified
Investments described in clause (1) or (ii) of this Section; or (v) investment agreements and other
instruments authorized by Minnesota Statutes, Chapter 118A.

Sale, Lease and Release of Property. No part of the Facilities shall be sold, leased,
mortgaged or otherwise disposed of; provided that the City may sell or exchange at any time and
from time to time any property or facilities constituting part of the Facilities only if (a) it shall
determine that such property or facilities are not useful in the operation of the Facilities, or (b)
the book value of property or facilities sold or exchanged is not more than 1% of the book value
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of the assets of the Facilities at such time or (c) the City shall file with the Trustee a certificate of
the Consulting Engineer stating that, in its opinion, the sale or exchange of such property or
facilities will not impair the ability of the City to meet Debt Service Requirements during the
current or any future Fiscal Year. The proceeds of any such sale or exchange not used to acquire
other property necessary or desirable for the safe or efficient operation of the Facilities shall
forthwith be deposited in the Surplus Fund.

Consulting Engineer. The City shall from time to time whenever required by the
provisions of the Indenture, until the Bonds and the interest thereon shall have been paid or
provision for such payment shall have been made, for the purpose of performing and carrying out
the duties imposed on the Consulting Engineer by the Indenture, employ an Independent
engineer or engineering firm or corporation having a nationwide and favorable repute for skill
and experience in such work. In rendering any report, certificate or opinion required pursuant to
the Indenture, the Consulting Engineer may rely upon information, certificates, opinions or
reports required to be provided by others, and upon other sources which the Consulting Engineer
considers reliable, and other considerations and assumptions as deemed appropriate by the
Consulting Engineer.

Annual Budget; Capital Improvement Plan. Prior to the beginning of each Fiscal
Year, the City shall prepare and file with the Trustee an Annual Budget for the ensuing Fiscal
Year which shall set forth in reasonable detail the estimated Revenues and Operation and
Maintenance Expenses and other expenditures of the Facilities for such Fiscal Year. Along with
the Annual Budget the City shall prepare and submit to the Trustee a capital improvement plan
which describes the capital improvements and extraordinary maintenance expected to be
performed with respect to the Facilities during each of the next Five Fiscal Years and the
estimated costs thereof.

Operation and Maintenance of Facilities. The City shall at all times use its best efforts
to operate or cause to be operated the Facilities properly and in an efficient and economical
manner, consistent with Prudent Telecommunications Practice.

Rates, Fees and Charges.

(a) The City shall establish and collect, or cause to be established and
collected, rates, tolls, rents, fees and charges for the use or the sale of the services of the
Facilities, which rates, tolls, rents, fees and charges shall be (i) sufficient in each Fiscal
Year, together with other available Revenues, to produce Adjusted Net Revenues for the
Fiscal Year which shall be equal to at least 1.25 times the Principal and Interest
Requirements on the Outstanding Bonds for such period and (ii) sufficient in each Fiscal
Year to produce Adjusted Net Revenues as shall be, together with other available funds,
equal to at least the sum of (A) the Principal and Interest Requirements on the
Outstanding Bonds for such period, (B) the amounts, if any, required to be deposited in
the Debt Service Reserve Account in such period, and (C) the additional amounts, if any,
required to pay or discharge all other indebtedness, charges and liens whatsoever payable
out of Revenues for such period (the “Annual Coverage Requirement”).
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(b) If the Annual Coverage Requirement is not met in any Fiscal Year the
City shall promptly retain a Broadband Consultant to make recommendations with
respect to such rates, fees and charges and the City’s methods of operation and other
factors affecting the financial performance of the Facilities in order to meet the Annual
Coverage Requirement or, if authoritative interpretations of applicable laws or
regulations enacted or promulgated after June 1, 2008 have prevented the City from
meeting the Annual Coverage Requirement, the opinion of the Broadband Consultant to
that effect.

(© A copy of the Broadband Consultant’s report and recommendations, if
any, shall be filed with the City and the Trustee. The recommendations of the Broadband
Consultant shall be presented in writing to the City and the City agrees that it shall accept
and follow the recommendations of the Broadband Consultant, subject to applicable
requirements or restrictions of law. So long as the City (or, if necessary, the Trustee) has
retained a Broadband Consultant, the failure to satisfy the Annual Coverage Requirement
is not a default hereunder until and unless the report of the Broadband Consultant is filed
and the City fails to follow the recommendations therein. If the City shall follow the
recommendations of the Broadband Consultant and if Net Revenues are not less than
100% of the Principal and Interest Requirements in such Fiscal Year, the City shall be
deemed to be in compliance with the coverage covenants.

(d) The foregoing provisions notwithstanding, if (A) in any Fiscal Year the
Annual Coverage Requirement is not met and if the written report of the Broadband
Consultant contains an opinion of such Broadband Consultant that authoritative
interpretations of applicable laws or regulations enacted or promulgated after June 1,
2008 have prevented the City from meeting the requirement; (B) the City has generated
the maximum amount of Net Revenues which in the opinion of such Broadband
Consultant could reasonably have been generated given such laws and regulations during
the period affected thereby; and (C) Net Revenues for such Fiscal Year was at least
sufficient to pay principal and interest on the Bonds when due, then the City shall be
deemed to be in compliance with the coverage covenants.

Maintenance of Insurance. The City shall at all times use its best efforts to keep or
cause to be kept the properties of the Facilities which are of an insurable nature and of the
character usually insured by those operating properties similar to the Facilities insured against
loss or damage by fire and from other causes customarily insured against and in such relative
amounts as are usually obtained. Such insurance shall include business interruption insurance
covering risk of loss due to the occurrence of any hazards insured against under the required fire
and extended coverage insurance, in an amount equal to at least one year’s loss of income.

Reconstruction; Application of Insurance Proceeds.
(a) If any useful portion of the Facilities shall be damaged or destroyed, the
City shall, as expeditiously as possible, continuously and diligently prosecute or cause to

be prosecuted the reconstruction or replacement thereof. The proceeds of any insurance
paid on account of such damage or destruction (other than any business interruption loss

B-8



insurance or insurance proceeds deposited in the Construction Fund, shall be held by the
City or Trustee in a special account and made available for, and to the extent necessary
be applied to, the cost of such reconstruction or replacement or to the redemption of
Outstanding Bonds.

(b) The proceeds of business interruption loss insurance shall be paid to the
City and applied in the same manner as Revenues.

Accounts and Reports.

(a) The City shall annually, within 180 days (except that if the City is required
to use a governmental auditor, such date shall be 270 days) after the close of each Fiscal
Year (the first such report to be filed with respect to the Fiscal Year ending December 31,
2008), file with the Trustee the audited financial statements in respect of the City for such
Fiscal Year, accompanied by the audit report and opinion of the accountant or
government auditor relating thereto, as permitted or required by the laws of the State,
prepared in accordance with generally accepted accounting principles promulgated by the
Governmental Accounting Standards Board as modified in accordance with the
governmental accounting standards promulgated by the Governmental Accounting
Standards Board or as otherwise provided under State law, as in effect from time to time.

(b) The City shall, within 45 days after the last day of each quarter of the
Fiscal Year, beginning May 15, 2009, file with the Trustee financial statements prepared
by or on behalf of the Project (which need not be audited) which shall include a balance
sheet, income statement, and cash flow statement for the immediately preceding fiscal
quarter certified as to accuracy and completeness in all material respects by the fiscal
officer of the City. In addition, the City shall also provide the Trustee with (i) the total
customers of the Project, by voice, Internet, and cable television categories, and (ii)
number of new customers since the previous quarterly report, by voice, Internet, and
cable television categories.

(©) The reports, statements, and other documents required to be furnished to
the Trustee pursuant to any provisions of the Indenture shall be available for the
inspection of Bondholders at the office of the Trustee and shall be mailed by the City to
each Bondholder who shall file a written request therefor with the City. The City may
charge for such reports, statements and other documents, a reasonable fee to cover
reproduction, handling and postage.

(d) The City shall file with the Trustee (a) forthwith upon becoming aware of
any Event of Default or default in the performance by the City of any covenant,
agreement or condition contained in the Indenture, a certificate signed by an appropriate
Authorized Officer of the City and specifying such Event of Default or default and (b)
within 270 days after the end of each Fiscal Year, commencing with the Fiscal Year
ending December 31, 2008, a certificate signed by an appropriate authorized officer of
the City stating that, to the best of his knowledge and belief, the City has kept, observed,
performed and fulfilled each and every one of its covenants and obligations contained in
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the Indenture and there does not exist at the date of such certificate any default by the
City under the Indenture or any Event of Default or other event which, with a lapse of
time would become an Event of Default, or, if any such default or Event of Default or
other event shall so exist, specifying the same and the nature and status thereof.

Tax Covenants.

(a) The City agrees that it will make no use of proceeds of any Bonds, or of
amounts which may be treated as proceeds thereof, which would cause any Tax-Exempt
Bonds to be “arbitrage bonds” within the meaning of Section 148 of the Code and the
applicable Treasury Regulations promulgated thereunder.

(b The City covenants that it will not take any action or fail to take any action
with respect to the proceeds of the Bonds that would result in loss of the exemption from
federal income taxation pursuant to Section 103(a) of the Code of interest paid on
outstanding Tax-Exempt Bonds.

Subordinate Indebtedness. The City covenants that it will not issue any other
obligations, except Additional Bonds, payable from the Trust Estate, nor voluntarily create or
cause to be created any debt, lien, pledge, assignment, encumbrance or any other charge having
priority to or being on a parity with the payment of the Series 2008 Bonds. Any other
obligations which may be issued by the City and payable from the Trust Estate, or any part
thereof, shall contain an express statement to the effect that such obligations are junior and
subordinate in all respects to the Series 2008 Bonds.

Events of Default. “Event of Default,” means any one of the following events:
(a) default in the due and punctual payment of any interest on any Bond; or

(b) default in the due and punctual payment of the principal of or premium on
any Bond, whether at the stated maturity thereof, when called for redemption or upon
acceleration of maturity thereof by declaration; or

(c) default in the performance, or breach, of any covenant or warranty and
continuation of such default or breach for a period of 30 days after there has been given,
by certified mail or delivery service, to the City by the Trustee or to the City and the
Trustee by the Holders of at least 10% in principal amount of the Outstanding Bonds, a
written notice specifying such default or breach and requiring it to be remedied; provided,
however, that if such default is such that it can be corrected but not within the 30-day
period specified herein, such default shall not constitute an Event of Default (a) if
corrective action capable of remedying such default is instituted by the City within the
applicable period and diligently pursued until the default is corrected, and (b) if the City
shall within the 30-day period furnish to the Trustee a certificate certifying that said
default is such that it can be corrected but not within the 30-day period and that corrective
action capable of remedying such default has been instituted and is being diligently
pursued and will be diligently pursued until the default is corrected.
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Acceleration. Upon the occurrence and continuation of an Event of Default, the Trustee
may, and shall at the written request of the Holders of not less than twenty-five percent (25%) in
aggregate principal amount of Outstanding Bonds, by notice in writing delivered to the City,
declare the principal of the Bonds and the interest accrued thereon to the date of acceleration
immediately due and payable.

Other Remedies. Upon the occurrence of an Event of Default, the Trustee shall have the
power to proceed with any other right or remedy available at law, in equity or by statute, as it
may deem reasonable, including any suit, action or special proceeding in equity or at law for the
collection of amounts due and to become due hereunder and under the Bonds or the performance
of any covenant or agreement contained herein or for the enforcement of any legal or equitable.

Rights of Bondholders. Upon the occurrence of an Event of Default and if requested so
to do by the Holders of not less than twenty-five percent (25%) in principal amount of Bonds
then Outstanding, the Trustee, shall be obligated to exercise one or more of its rights and
remedies as the Trustee, being advised by Counsel, shall deem most expedient in the interests of
the Bondholders.

Right of Bondholders To Direct Proceedings. The Holders of a majority in principal
amount of Bonds then Outstanding shall have the right, at any time, by an instrument or
instruments in writing executed and delivered to the Trustee, to direct the method and place of
conducting all proceedings to be taken in connection with the enforcement of the terms and
conditions hereof, or for the appointment of a receiver or any other proceedings hereunder.

Rights and Remedies of Bondholders. No Holder of any Bond shall have any right to
institute any suit, action or proceeding in equity or at law for the enforcement of the Indenture,
unless (i) a Default has occurred of which the Trustee has been notified (i1) such Default shall
have become an Event of Default and the Holders of not less than twenty-five percent (25%) in
aggregate principal amount of Bonds then Outstanding shall have made written request to the
Trustee, and (iii) such Bondholders have offered to the Trustee indemnity and the Trustee shall
thereafter fail or refuse to exercise the powers hereinbefore granted, or to institute such action,
suit or proceeding in its own name. Nothing shall, however, affect or impair the right of any
Bondholder to enforce the payment of the principal of, premium, if any, and interest on, any
Bond at and after the date such payment is due.

Waivers of Events of Default. The Trustee shall waive any Event of Default hereunder
and its consequences upon the written request of the Holders of a majority in principal amount of
all Bonds then outstanding, provided, however, that there shall not be waived (1) any Event of
Default pertaining to the payment of the principal of or premium on any Bond at its maturity date
or redemption date, or (2) any Event of Default pertaining to the payment when due of the
interest on any Bond.
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Supplemental Indentures Without Consent of Bondholders. Without the consent of
the Holders of any Bonds, the City and the Trustee may enter into one or more supplemental
indentures for any of the following purposes:

(a) to add to the covenants of the City for the benefit of the Holders of the
Bonds, or to surrender any right or power herein conferred upon the City; or

(b) to cure any ambiguity, to correct or supplement any provision which may
be inconsistent with any other provision or to make any other provisions with respect to
matters or questions arising under the Indenture; provided such action shall not materially
adversely affect the interest of the Holders of the Bonds; or

(c) to modify, eliminate or add to the provisions of the Indenture to such
extent as shall be necessary to effect the qualification of the Indenture under the Trust
Indenture Act, or under any similar federal statute hereafter enacted; or

(d) to evidence the succession or successive successions of any other
department agency, body or corporation to the City and the assumption by such successor
of the covenants, agreements and obligations of the City; or

(e) to create a series of Additional Bonds; or

® to modify or eliminate any of the terms of the Indenture; provided,
however, that:

(D any such modification or elimination shall be expressly provided in
such Supplemental Indenture to become effective only when there are no Bonds
Outstanding of any series created prior to the execution of such Supplemental
Indenture; and

2) the Trustee may, in its discretion, decline to enter into any such
Supplemental Indenture which, in its opinion, may not afford adequate protection
to the Trustee when the same becomes effective.

Supplemental Indentures With Consent of Bondholders. With the consent of the
Holders of not less than a majority in principal amount of the Outstanding Bonds, the Trustee
and the City may enter into a supplemental for the purpose of adding any provisions to or
changing or eliminating any of the provisions of the Indenture or of modifying in any manner the
rights of the Holders of the Bonds under the Indenture, including an extension of the Mandatory
Redemption Date; provided, however, that no such Supplemental Indenture shall, without the
consent of the Holder of each Outstanding Bond affected thereby,

(a) change the stated maturity of the principal of, or any installment of interest
on, any Bond, or reduce the principal amount thereof or the interest thereon or any
premium payable upon the redemption thereof, or change the coin or currency in which
any Bond or the interest thereon is payable, or impair the right to institute suit for the
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enforcement of any such payment on or after the Stated Maturity thereof (or, in the case
of redemption, on or after the Redemption Date), except to extend the Mandatory
Redemption Date; or

(b) reduce the percentage in principal amount of the Outstanding Bonds, the
consent of whose Holders is required for any such Supplemental Indenture, or the consent
of whose Holders is required for any waiver (of compliance with certain provisions of the
Indenture or certain defaults hereunder and their consequences) provided for in the
Indenture; or

(c) modify any of the amendment provisions, except to increase any such
percentage or to provide that certain other provisions of the Indenture cannot be modified
or waived without the consent of the Holder of each Bond affected thereby.

[Remainder of page left blank intentionally.]
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APPENDIX C

FORM OF OPINION OF BOND COUNSEL

C-1



FAESRE
BENSON

Lp

UNITED STATES | ENGLAND | GERMANY | CHINA

$26,445,000
City of Monticello, Minnesota
Telecommunications Revenue Bonds, Series 2008

We have acted as bond counsel in connection with the issuance by the City of Monticello,
Minnesota of the above-captioned Bonds, dated as of June _, 2008. For the purpose of this
opinion, we have examined: (1) an Indenture of Trust, dated as of June 1, 2008, (the “Indenture™),
between the City and Wells Fargo Bank, National Association, as trustee (the “Trustee”), (2)
certified copies of certain resolutions of the governing body of the City authorizing the execution
and delivery of the Indenture, the Bonds and certain other documents, and (3) such other documents
as we consider necessary in order to render this opinion. As to questions of fact material to our
opinion, we have assumed the authenticity of and relied upon the proceedings and certificates
furnished to us without undertaking to verify the same by independent investigation. Terms used
with initial capital letters but undefined herein shall have the meanings given them in the Indenture.

Based on our examination, it is our opinion, as of the date hereof, that:

1. The City is a validly existing municipal corporation under the laws of the State of
Minnesota and is authorized to sell and issue the Bonds and to execute, deliver and perform its
obligations under the Indenture pursuant to the laws of the State of Minnesota, including Minnesota
Statutes, Chapter 475, as amended (“Act”).

2. The Indenture has been duly and validly authorized, executed and delivered by the
City, and is enforceable against the City in accordance with its terms.

3. The Bonds have been duly authorized, executed and delivered by the City and are
valid and binding special, limited obligations of the City enforceable against the City in accordance
with their terms and the terms of the Indenture. The Bonds are not general obligations of the City
and the general credit and taxing powers of the City are not pledged to the payment of the principal
thereof or interest thereon. The Bonds and any Additional Bonds hereafter issued are payable
solely from and secured by the sources described in the Indenture, including Net Revenues of the
City’s broadband communications network, which the City has pledged and appropriated to
payment of the Bonds on the terms and conditions set forth in the Indenture.

4. Interest on the Bonds: (a) is not includable in gross income for federal income tax
purposes or in taxable net income of individuals, estates or trusts for Minnesota income tax
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purposes; (b) is includable in taxable income of corporations and financial institutions for purposes
of the Minnesota franchise tax; (c) is not an item of tax preference includable in alternative
minimum taxable income for purposes of the federal alternative minimum tax applicable to all
taxpayers or the Minnesota alternative minimum tax applicable to individuals, estates and trusts;
and (d) is includable in adjusted current earnings of corporations in determining alternative
minimum taxable income for purposes of federal and Minnesota alternative minimum taxes.

The opinions set forth in paragraph 4 above are subject to the condition of compliance by
the City with all requirements for the Internal Revenue Code of 1986, as amended, that must be
satisfied subsequent to the issuance of the Bonds in order that interest thereon may be, and continue
to be, excluded from gross income for federal income tax purposes. Failure by the City to so
comply could result in the inclusion of interest on the Bonds in federal gross income, retroactive to
the date of issuance of the Bonds. Except as stated in this opinion, we express no opinion regarding
federal, state or other tax consequences to owners of the Bonds.

It is to be understood that the rights of the owners of the Bonds and the enforceability of the
Bonds and the Indenture may be subject to bankruptcy, insolvency, reorganization, moratorium and
other similar laws affecting creditors’ rights heretofore or hereafter enacted to the extent
constitutionally applicable and by equitable principles, whether considered at law or in equity.

Dated at Minneapolis, Minnesota, this day of , 2008.
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APPENDIX D
INFORMATION CONCERNING DTC

The information concerning DTC set forth herein has been supplied by DTC, and the City
assumes no responsibility for the accuracy thereof.

The Depository Trust Company (“DTC”), New York, New York, will act as the securities
depository for the Bonds. The Bonds will be fully-registered securities registered in the name of
Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an
authorized representative of DTC. One fully-registered Bond certificate will be issued for the
Bonds, in the aggregate principal amount of such issue, and will be deposited with DTC.

DTC, the world’s largest depository, is a limited purpose trust company organized under
the New York Banking Law, a “banking organization” within the meaning of the New York
Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the
meaning of the New York Uniform Commercial Code, and a “clearing agency” registered
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds
and provides asset servicing for over 2.2 million issues of U.S. and non-U.S. equity, corporate
and municipal debt issues, and money market instruments from over 100 countries that DTC’s
participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade
settlement among Direct Participants of sales and other securities transactions in deposited
securities through electronic computerized book-entry transfers and pledges between Direct
Participants’ accounts. This eliminates the need for physical movement of securities certificates.
Direct Participants include U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is a wholly owned
subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC, in turn, is owned
by a number of Direct Participants of DTC and Members of the National Securities Clearing
Corporation, Fixed Income Clearing Corporation, and Emerging Markets Clearing Corporation
(NSCC, FICC and EMCC, also subsidiaries of DTCC), as well as by the New York Stock
Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities
Dealers, Inc. Access to the DTC system is also available to others such as both U.S. and non-
U.S. securities brokers and dealers, banks, trust companies and clearing corporations that clear
through or maintain a custodial relationship with a Direct Participant, either directly or indirectly
(“Indirect Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules
applicable to its Participants are on file with the Securities and Exchange Commission. More
information can be found at www.dtcc.com and www.dtc.org.

Purchases of the Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Bonds on DTC’s records. The ownership interest
of each actual purchaser of each such Bond (“Beneficial Owner”) is in turn to be recorded on the
Direct and Indirect Participants’ records. Beneficial Owners will not receive written
confirmation from DTC of their purchase. Beneficial Owners are, however, expected to receive
written confirmations providing details of the transaction, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into
the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries
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made on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners.
Beneficial Owners will not receive certificates representing their ownership interest in Bonds,
except in the event that use of the Book-Entry System for the Bonds is discontinued.

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC
are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as
may be requested by an authorized representative of DTC. The deposit of Bonds with DTC and
their registration in the name of Cede & Co. or such other nominee do not effect any change in
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds;
DTC’s records reflect only the identity of the Direct Participants to whose account such Bonds
are credited, which may or may not be the Beneficial Owners. The Direct and Indirect
Participants will remain responsible for keeping account of their holdings on behalf of their
customers.

Conveyance of notices and other communications by DTC to Direct Participants, by
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, subject to any statutory or
regulatory requirements as may be in effect from time to time.

Redemption notices shall be sent to Cede & Co. If less than all of the Bonds are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct
Participant in such issue to be redeemed.

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with
respect to Bonds unless authorized by a Direct Participant in accordance with DTC’s Procedures.
Under its usual procedures, DTC mails an Omnibus Proxy to the Trustee as soon as possible
after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to
those Direct Participants to whose accounts the Bonds are credited on the record date (identified
in a listing attached to the Omnibus Proxy).

Principal and interest payments on the Bonds will be made to Cede & Co., or such other
nominee as may be requested by an authorized representative of DTC. DTC’s practice is to
credit Direct Participants’ accounts, upon DTC’s receipt of funds and corresponding detail
information from the Trustee, on a payable date in accordance with their respective holdings
shown on DTC’s records. Payments by Participants to Beneficial Owners will be governed by
standing instructions and customary practices, as is the case with securities held for the accounts
of customers in bearer form or registered in “street name,” and will be the responsibility of such
Participant and not of DTC, the Trustee or the City, subject to any statutory or regulatory
requirements as may be in effect from time to time. Payment of principal and interest to Cede &
Co., or such other nominee as may be requested by an authorized representative of DTC, is the
responsibility of the Trustee, and the disbursement of such payment to the Beneficial Owners
shall be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the
Bonds at any time by giving reasonable notice to the City or the Trustee. Under such
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circumstances, in the event that a successor securities depository is not obtained, Bonds are
required to be printed and delivered.

The City may decide to discontinue use of the system of book-entry transfers through
DTC (or a successor securities depository). In that event, Bonds will be printed and delivered to
DTC.

The information in this section concerning DTC and DTC’s Book-Entry System has been
obtained from DTC. The City, the Trustee and the Underwriter take no responsibility for the
accuracy thereof.

None of the City, the Underwriter or the Trustee will have any responsibility or
obligations to any Direct Participants or Indirect Participants or the persons for whom they act
with respect to (i) the accuracy of any records maintained by DITC or any such Direct
Participant or Indirect Participant; (ii) the payment by any Participant of any amount due to any
Beneficial Owner in respect of the principal of, premium, if any, or interest on the Bonds, (iii)
the delivery by any such Direct Participant or Indirect Participant of any notice to any
Beneficial Owner that is required or permitted under the terms of the Indenture to be given to
Bondholders, (iv) the selection of the Beneficial Owners to receive payment in the event of any
partial redemption of the Bonds; or (v) any consent given or other action taken by DTC as
Bondholder.

[Remainder of page left blank intentionally.]
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APPENDIX E

SUMMARY OF CERTAIN PROVISIONS OF
THE CONTINUING DISCLOSURE AGREEMENT

The Continuing Disclosure Agreement dated as of June 1, 2008 (the “Disclosure
Agreement”) is being executed and delivered by the City and the Trustee for the benefit of the
holders and beneficial owners of the Bonds in order to assist the Underwriter (defined herein)
within the meaning of the Rule (defined herein) in complying with the Rule. The Disclosure
Agreement constitutes the written undertaking required by the Rule. The City acknowledges in
the Disclosure Agreement that the Issuer has undertaken no responsibility with respect to any
reports, notices or disclosures provided or required under the Disclosure Agreement, and has no
liability to any person including any Holder of the Bonds, for any such reports, notices or
disclosures.

In addition to the defined terms set forth in the Indenture, which apply to any capitalized
term used in the Disclosure Agreement unless otherwise defined in this section, the following

capitalized terms shall have the following meanings:

“City’s Annual Report” means any annual report provided by the City pursuant to the
Disclosure Agreement.

“City’s Audited Financial Statements” means the City’s annual financial statements,
prepared in accordance with generally accepted accounting principles (“GAAP”) or other State

regulatory procedures.

“MSRB” means the Municipal Securities Rulemaking Board located at 1150 - 18" Street
Northwest, Suite 400, Washington, DC 20066.

“Material Event” means any of the events listed in the Disclosure Agreement.

“NRMSIR” means any nationally recognized municipal securities information repository
as recognized from time to time by the SEC for purposes of the Rule.

“Quarterly Report” shall mean any Quarterly Report provided by the City pursuant to the
Disclosure Agreement.

“Repository” means each NRMSIR and each SID, if any.

“Rule” means SEC Rule 15¢2-12(b)(5) promulgated by the SEC under the Securities
Exchange Act of 1934 as the same may be amended or interpreted from time to time.

“SEC” means Securities and Exchange Commission.
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“SID” means any public or private repository or entity designated by the State of
Minnesota as a state information depository for the purpose of the Rule. As of the date of this
Agreement, there is no SID.

Annual and Quarterly Financial Information and Audited Financial Statements

The City shall, or shall cause the Trustee to, not later than 180 days (except that if the
City is required to use a governmental auditor, such date shall be 270 days) after the end of the
City’s Fiscal Year commencing with the year that ends December 31, 2008, provide each
Repository with the City’s Annual Report which is consistent with the requirements of the
Disclosure Agreement. (The City’s Annual Report referred to herein as the “Annual Report”).
If the Trustee is to provide any such Annual Report to each Repository, no later than 15 Business
Days prior to said date, the City shall provide its respective Annual Report to the Trustee. The
City shall provide a written certification with the Annual Reports furnished to the Trustee to the
effect that such Annual Reports constitute the Annual Reports required to be furnished by the
City hereunder.

The City shall, or shall cause the Trustee to, not later than February 15, May 15, August
15, and November 15 of each year, commencing May 15, 2009, provide each Repository with
the City’s Quarterly Report which is consistent with the requirements of the Disclosure
Agreement. (The City’s Quarterly Report referred to herein as the “Quarterly Report™). If the
Trustee is to provide any such Quarterly Report to each Repository, no later than February 1,
May 1, August 1, and November 1, the City shall provide its Quarterly Report to the Trustee.
The City shall provide a written certification with the Quarterly Reports furnished to the Trustee
to the effect that such Quarterly Reports constitute the Quarterly Reports required to be furnished
by the City hereunder.

The Trustee shall;

(1) determine each quarter or year prior to the date for providing a Quarterly or an
Annual Report, the name and address of each NRMSIR and each SID, if any; and

(ii)  to the extent the City has provided a Quarterly or an Annual Report to the Trustee,
file a report with the City certifying that the information represented to the Trustee by the City as
a Quarterly or an Annual Report has been provided pursuant to the Disclosure Agreement,
stating the date it was provided, and listing all the Repositories to which it was provided.

Content of Annual and Quarterly Reports

The City’s Annual Reports shall contain or incorporate by reference the following:

(1) The City’s Audited Financial Statements for the prior Fiscal Year, containing
balance sheets as of the end of such Fiscal Year and a statement of operations, changes in fund
balance and cash flows for the Fiscal Year then ended, audited by a certified public accountant

retained by the City. If the City’s Audited Financial Statements are not available by the time the
City’s Annual Report is required to be filed, the City’s Annual Report shall contain unaudited
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