August 1, 2008

Jefferson County, Alabama

County Courthouse

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Attn: President of County Commission

Re:  Forbearance Agreement Between Jefferson County, Alabama and
XL Capital Assurance Inc.

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
October 1, 2002, among Jefferson County, Alabama (the “County”), The Bank of New
York, as trustee (the “Trustee”), JPMorgan Chase Bank, as liquidity agent, and JPMorgan
Chase Bank, as liquidity provider, relating to Jefferson County, Alabama Sewer Revenue
Refunding Warrants Series 2002-C-2 and the Standby Warrant Purchase Agreements
annexed thereto as Schedule 1 (collectively, the “Standby Agreements”); (b) the various
Forbearance Agreements and Reservations of Rights, each dated as of March 31, 2008,
among the County, the Trustee, XL Capital Assurance Inc. (“XLCA”) and each
applicable Bank (collectively, the “Banks™) (each as amended by a First Amendment to
Forbearance Agreement and Reservation of Rights, dated as of April 15, 2008)
(collectively, as amended, the “Original Forbearance Agreements”); (c) the letters from
each of the Banks to the County dated May 13, 2008, regarding the Standby Agreements
and the Original Forbearance Agreements, (d) the Forbearance Agreements between the
County, each of the Banks (as applicable), the Trustee, XLCA and FGIC dated on or
about May 30, 2008; (e) the Forbearance Agreement between the County and XLCA
dated on or about June 2, 2008; and (f) the Forbearance Agreements between the County,
each of the Banks (as applicable), the Trustee, XLLCA and FGIC dated on or about [July
31], 2008 (the “Subsequent Forbearance Letters”) (the documents described in clauses
(b), (c), (d), (e), and (f) are collectively referred to as the “Forbearance Agreements”).
Unless otherwise defined, capitalized terms are used herein as defined in the Standby
Agreements or the Forbearance Agreements, as applicable.

As you know, pursuant to the Forbearance Agreements, the Banks agreed not to
exercise any of their rights and remedies in respect of certain Events of Default under the
Standby Agreements prior to 5:00 p.m. (prevailing Birmingham, Alabama time) on



November 17, 2008, subject to the provisions set forth below. Such agreement
terminates in the event that, among other things, interest and principal payments are not
made to the Banks as set forth in Sections 2 and 3 of the Subsequent Forbearance Letters.

The County, XLCA, and the Trustee agree to the terms of this letter agreement on
the basis of the representations and agreements set forth herein.

1. Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
XLCA'’s willingness to fully explore that mutual goal, XLCA has agreed to proceed as
follows: Subject to the terms and conditions hereof, during the period (the “Forbearance
Period”) from the execution hereof by the Parties hereto until 5:00 p.m. (prevailing
Birmingham, Alabama time) on November 17, 2008, XLCA shall forbear from
exercising, and from directing or otherwise taking any action to cause the Trustee to
exercise, any rights or remedies that XLCA or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Master
Indenture, the Standby Agreements, the Warrants, each Bond Insurance Policy, other
Related Documents or applicable law, as a result of any and all defaults and Events of
Default existing under the Master Indenture or other Related Documents as of the date of
this letter agreement; provided that the Forbearance Period shall terminate automatically
and without notice (except as set forth below) upon the occurrence of any of the
following: (a) the occurrence of an Event of Insolvency in respect of the County under
clauses (a), (b), (c), or (f) (as clause (f) relates to clause (a), (b) or (c)) of the definition of
such term in the Standby Agreement; (b) the occurrence of an Insurer Event of Default or
any default under any DSRF Insurance Policy; (c) the commencement by the County or
any other party of an action against Banks, Liquidity Agent, or Trustee with respect to or
otherwise challenging the rights of Banks, Liquidity Agent, or Trustee under the Standby
Agreements, the Bank Warrants, or other Related Documents or Banks’, Liquidity
Agent’s, or Trustee’s actions or omissions in connection therewith; (d) the
commencement by any Party of any action against the County or the County
commissioners with respect to the Standby Agreements, the Warrants, the Master
Indenture, the Bond Insurance Policies, the Swap Agreements, or any Related
Documents; (e) the commencement by the County of a case under Chapter 9 of the
United States Bankruptcy Code; (f) Trustee’s declaration pursuant to the Indenture that
the Parity Securities are all immediately due and payable; (g) the County fails to make
any payment of principal or interest on any of its outstanding sewer indebtedness as and
when due and payable in accordance with the applicable documents governing such
indebtedness, as modified by the Forbearance Agreements (other than the amounts
expected to be drawn under XLCA’s Municipal Bond Insurance Policies, as set forth in
Section 3(ii) of certain of the Subsequent Forbearance Letters); (h) the forbearance period
under the Subsequent Forbearance Letters terminates or expires; (i) the Governor of the
State of Alabama shall not have called, on or before August 29, 2008, a special session of
the Alabama Legislature for the purpose of enacting legislation and/or proposing an
Alabama constitutional amendment that would permit the implementation of a
restructuring plan contemplating a refunding in full of the Bank Warrants (the “Proposed
Plan”); (j) on or before 12:00 p.m. (prevailing Birmingham, Alabama time) on September



29, 2008, the Alabama Legislature shall not have taken all necessary legislative action
required to authorize implementation of the Proposed Plan, including, if applicable, all
action required to permit any necessary Alabama constitutional amendment to be on the
ballot for the November 4, 2008 general election (the “Referendum™); (k) the
Referendum shall not have received a favorable vote by a majority of votes cast on the
Referendum on or before November 4, 2008; (I) any breach by the County of its
agreements or obligations under this agreement; (m) upon five (5) business days written
notice by XLCA to the Banks and the County, if XLCA determines in good faith that the
County has no prospect of negotiating or has ceased negotiating in good faith with XLCA
or the Banks, in each case during the Forbearance Period, the restructuring of the
County’s sewer related indebtedness (in a manner that will be reasonably acceptable to
XLCA); and (n) upon five (5) business days written notice by XLCA to the County, if
XLCA, after consultation with its advisors, determines that the County has no reasonable
prospect to be able to satisfy the requirements of the Governor of the State of Alabama
for convening a special session of the Alabama Legislature for the purpose of approving
the elements of the County's plan for the restructuring of its sewer system debt that
require legislative approval.

2. Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressly upon the execution and delivery of (i) this letter, (ii) each of the Subsequent
Forbearance Letters, and (iii) each of the forbearance letters with respect to each of the
Swap Agreements. Copies of all such documents shall be provided by the County to the
Bond Insurers and the Trustee immediately upon their execution and delivery to the
County.

3. Representations and Agreements by the County. The County hereby
represents and agrees (a) that the redemption schedule set forth in each Redemption
Notice, as modified by certain Notice and Officer’s Certificates and Redemption Date
Deferral Letters (each dated July 30, 2008), sets forth the dates on which such principal
installments on the Bank Warrants will be “Due for Payment” as such term is used in the
applicable Municipal Bond Insurance Policy; (b) in connection with any consensual
restructuring of the County’s sewer related indebtedness, the County shall reimburse
XLCA for any then existing and unreimbursed draw under any XLCA Municipal Bond
Insurance Policy; and (c) to (i) promptly provide the Bond Insurers with all information
that is provided to any third party (including, without limitation, any Liquidity Agent, any
Bank and/or any Swap Counterparty) in connection with any proposal by the County for
the restructuring of its sewer related indebtedness and (ii) make reasonable efforts to
arrange and conduct weekly conference calls between the County and the Bond Insurers
and their respective professional advisors, at mutually convenient times, to provide the
Bond Insurers with updates of the County’s progress towards restructuring its sewer
related indebtedness.

4. Reservation of Rights. Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by the County or XLCA in relation to the Standby Agreements, the



Forbearance Agreements, the Warrants, the Bond Insurance Policies, the Master
Indenture, the other Related Documents, and any and all documents related thereto, or at
law or in equity, and all such rights, remedies, claims, causes of action, and defenses of
the Parties are hereby reserved. Nothing contained in this letter is intended as or shall
constitute an admission of liability on the part of any Party, nor shall anything contained
in this letter enhance, prejudice, or otherwise alter in any manner any Party’s rights,
remedies, claims, causes of action, or defenses against any other Party or Person. Nothing
contained in this letter shall be deemed to waive any existing Events of Default, or relieve
or release the County from any of its obligations under the Standby Agreements, the
Forbearance Agreements, the Warrants, the Bond Insurance Policies, the Master
Indenture, or any Related Documents, or from the consequences of the existing Events of
Default or any other Event of Default. This letter does not constitute an amendment or
modification of the Standby Agreements, the Warrants, the Bond Insurance Policies, the
Master Indenture, or any Related Documents, and the terms and conditions of the
Standby Agreements, the Warrants, the Bond Insurance Policies, the Master Indenture,
and all Related Documents shall remain in full force and effect. No failure to exercise or
delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.

5. Scope of Agreement. This letter does not constitute a waiver, an
amendment or modification of the Standby Agreements, the Warrants, the Bond
Insurance Policies, the Master Indenture, or any Related Documents, and the terms and
conditions of the Standby Agreements, the Warrants, the Bond Insurance Policies, the
Master Indenture, and all Related Documents shall remain in full force and effect. This
letter shall be binding upon and inure to the benefit of the Parties and their respective
successors and assigns. The terms of this letter may not be changed, modified, waived,
discharged or terminated orally, but only by an instrument or instruments in writing,
signed by the Party against whom the enforcement of the change, modification, waiver,
discharge or termination is asserted.

6. Representations, Warranties, Covenants and Undertakings of the
County. The execution, delivery and performance of this letter by the County has been

duly authorized by all applicable procedures, and does not contravene or constitute a
default under any statute, regulation or rule of any governmental authority or under any
provision of the County’s organizational documents or any contractual restriction binding
on the County or require any authorization, consent, approval, exemption or license from,
or any filing of registration with any governmental authority that has not been obtained.

7. Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

8. Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed



signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

9. Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter (and any documents referred
to herein) contains the whole agreement among the Parties relating to the subject matter
of this letter, and supersedes all previous understandings and agreements among the
Parties relating thereto. Each Party acknowledges that, in agreeing to enter into this
letter, it has not relied on any representation or warranty (except those set forth in this
letter) made by or on behalf of the other Party or any other Person whatsoever before the
execution of this letter; provided, however, that the Parties have relied on, and nothing in
this Section shall alter in any way, the provisions of the Forbearance Agreements, the
Standby Agreements, the Bank Warrants, each Bond Insurance Policy, the Master
Indenture, the other Related Documents, and any and all documents related thereto.

10.  Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that any
provision hereof constitutes an amendment to any relevant document requiring its
consent. Furthermore, the Trustee has not agreed to any amendment, waiver or
supplement to the Master Indenture or any Related Document and has not agreed to
forbear from exercising any remedy it has or may have under the Master Indenture or any
other Related Document.

We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

XL CAPITAL ASSURANCE INC.
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CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By: V@/ﬁ/ \77500 @/,%d/

Tile:” U pRESIDENT

THE BANK OF NEW YORK, AS TRUSTEE

By:

Title:



CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

THE BANK OF NEW YORK MELLON, AS TRUSTEE

Title: Vice President




July 31, 2008

Jefferson County, Alabama

County Courthouse

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Attn: President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance
Agreement Between Jefferson County and The Bank of Nova Scotia

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
May 1, 2003, among Jefferson County, Alabama (the “County™), The Bank of New York
Mellon, formerly The Bank of New York, as trustee (the “Trustee™), JPMorgan Chase
Bank, as liquidity agent (the “Liquidity Agent”), and The Bank of Nova Scotia, as
liquidity provider (the “Bank™), relating to the $73,700,000 Jefferson County, Alabama
Sewer Revenue Refunding Warrants Series 2002-C-4 (as amended, supplemented or
otherwise modified, the “Standby Agreement”); (b) the Forbearance Agreement and
Reservation of Rights, dated as of March 31, 2008, among the County, the Trustee,
Financial Guaranty Insurance Company (“FGIC”), XL Capital Assurance Inc. (“XLCA™)
and the Bank (as amended by that certain First Amendment to Forbearance Agreement
and Reservation of Rights, dated as of April 15, 2008, the “Original Forbearance
Agreement”); (c) the forbearance letter from the Bank to the County dated May 13, 2008,
regarding the Standby Agreement and the Original Forbearance Agreement; and (d) the
forbearance letter from the Bank to the County dated May 30, 2008, regarding the
Standby Agreement and the Original Forbearance Agreement (the documents described
in clauses (b), (c) and (d) are referred to collectively as the “Forbearance Agreement”).
Unless otherwise defined, capitalized terms are used herein as defined in the Standby
Agreement or the Forbearance Agreement, as applicable.

As you know, pursuant to the Forbearance Agreement, the County has
acknowledged that Events of Default have occurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the
Bank Warrants, and that all interest accrued at the Defanlt Rate on the Bank Warrants in
excess of the amount paid by the County to the Bank on Apri] 1, 2008, May 1, 2008, June
2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.

2478836_0103.DOC
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Additionally, pursuant to the Forbearance Agreement, the Bank agreed not to exercise
any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Birmingham, Alabama time) on July 31, 2008.

1. Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the
Bank and the Liguidity Agent have agreed to proceed as follows: Subject to the terms
and conditions hereof, during the period (the “Forbearance Period”) from the execution
hereof by the Parties hereto until 5:00 p.m. (prevailing Birmingham, Alabama time) on
November 17, 2008, the Bank and the Liquidity Agent shall forbear from exercising, and
from directing or otherwise taking any action to cause the Trustee to exercise, any rights
or remedies that the Bank, the Liquidity Agent or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, other Related Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a) any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 4, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i) a principal payment on account of the Bank Warrants in the amount of
$3,541,949 as described in clause (i) of Section 3 of this letter and (ii} an additional
principal payment on account of the Bank Warrants in the amount of $3,541,949 as
described in clause (ii) of Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XLCA shall terminate
or expire, (e) the Governor of the State of Alabama shall not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or propesing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan™), (f) on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general election
(the “Referendum™), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008.

2. Payment of Interest. On each of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrued on the Bank Warrants, the County shall pay or cause to be paid to the Bank
interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
is defined in the Standby Agreement. The interest payable pursuant to the preceding
sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount

300600-0283-D8706-NY01 27383406
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equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
Bank Rate over (ii) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Default Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, interest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that all interest on the Bank Warrants accrued and continuing to
accrué at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank, the Liquidity Agent and the Trustee
agree that until the expiration or termination of the Forbearance Period, no additional
Event of Default under the Standby Agreement will occur as a result of the County’s
failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all
interest accrued and accruing on the Bank Warrants is insured by the Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Documents, and any and all documents related thereto. '

3. Payment of Principal. The Bank shall be paid (i) no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $3,541,949, and
(i1) no later than August 4, 2008, an additional partial principal payment on the Bank
Warrants in the amount of $3,541,949; provided, that the Parties acknowledge and agree
that (a) the payment referenced in this clause (ii) shall be made by XLCA pursuant to the
applicable Municipal Bond Insurance Policy, subject, to the extent applicable, to the
terms and conditions of the Standby Agreement, the Bank Warrants, the applicable
Municipal Bond Insurance Policy, the other Related Documents, and all documents
related thereto, (b) the failure for any reason of the Bank to receive the $3,541,949
payment referencéd in this clause (ii) on or prior to August 4, 2008, shall constitute a
Forbearance Period Termination Event, and (c) nothing contained herein shall create or
cause to be incurred any separate or independent obligation of or by XLCA to make any
payment under any Municipal Bond Insurance Policy or otherwise. The County and
XLCA acknowledge that nothing herein is intended or shall be deemed to prejudice or
otherwise alter the County’s covenants and agreements in accordance with the provisions
of Section 3.02 of the Standby Agreement and that such covenants and agreements of the
County shall be fully enforceable upon the expiration or termination of the Forbearance
Period. XLCA approves of the provisions of this Section 3 and acknowledges and
confirms that all quarterly principal installments payable by the County in respect of the
Bank Warrants are insured by the Municipal Bond Insurance Policy, subject, to the extent
applicable, to the terms and conditions of the Standby Agreement, the Bank Warrants,
each Bond Insurance Policy, the other Related Documents, and any and all documents

309600-0283-08706-NY01.2738340.6
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related thereto. As long as the Forbearance Period shall not have terminated in
accordance with the terms hereof, the Bank agrees to deliver to the Trustee, no later than
12:00 p.m. (prevailing Birmingham, Alabama time) on September 29, 2008, a letter
pursuant to the Redemption Notice deferring until November 17, 2008 the $4,605,000 of
Bank Warrants originally scheduled to be redeemed on October 1, 2008 under the
Redemption Notice (the “Deferral Notice™). The Deferral Notice shall not alter in any
way the termination events set forth in Section 1 hereof, or otherwise limit or alter the
Bank’s rights upon termination of the Forbearance Period prior to November 17, 2008.

4. Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressly upon the execution and delivery (a) by the Parties of this letter and (b) of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

S. Reservation of Rights. Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
this letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Lvent of Default. This letter does not constitute an amendment or modification of the
Standby Agreement (except as set forth in sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
and all Related Documents shall remain in full force and effect. No failure to exercise or
delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.

6. Scope of Agreement. Except as expressly amended hereby, the terms of
* the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or modification of the
Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms
and conditions of the Standby Agreement (as modified by Sections 2 and 3 of this letter),

300600-0283-08706-NY (127383406
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the Bank Warrants, the Bond Insurance Policies, and all Related Documents shall remain
in full force and effect. This letter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but only by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification, waiver, discharge or termination is asserted.

7. Reaffirmation of Representations, Warranties, Covenants and
Undertakings of the County. The County hereby reaffirms that all representations and

warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings under the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a default under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the
Original Indenture) under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

8. Representations of Undersigned Bond Insurers. The execution,
delivery and performance of this letter agreement by each undersigned Bond Insurer does
not contravene or constitute a default under any statute, regulation or rule of any
governmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officers or other internal authorities of such Bond Insurer or with any
governmental authority that has not been obtained. XLCA hereby ratifies and confirms
the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
thereof, of all paymients of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and ali
documents related thereto. Each undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documents related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one
hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
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this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, ner constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of Jaw or provision of any Related Document that would provide otherwise and (b)
the rights and/or defenses of any undersigned Bond Insurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

9. Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of Jaw rules.

10.  Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

11.  Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter.” This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
into this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement) made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and all documents related
thereto.

12.  Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that Sections
2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent. Furthermore, the Trustee has not agreed to any amendment, walver or
supplement to the Master Indenture or any Related Document (other than to the Standby
Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may have under the Master Indenture or any other
Related Document.
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We look forward to centinuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness. and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

THE BANK OF NOVA SCOTIA

/e

Title:

- {  J/ALANEDWARDS
DIRECTOR

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Titl

XL CAPITAL ASSURANCE INC.

By:
Title:
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We lovk lorward 10 confinuing 1o work cooperatively in an effort 1o achieve u
consensual restucturing of the County’s sewer related indebtedness. and ol course, we
rerain willing 10 discuss any issue with yoa al your convenience.

Sincerely,

THE BANK OF NOVA SCOTIA

_ )’fEALANEDWARDS
" IMANAGING DIRECTOR

CONSENT AND AGREFE:

JEFTERSON COUNTY., ALABAMA

FINANCIAL GUARANTY INSURANCE COMPANY

Title

XL CAPITAL ASSURANCE INC,

By ___ .
Title:
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We look forward 10 continuing to work covperatively in an oflorl 1o achieve a
consensual restructuring of the County’s sewer related indebtedness. and of coursc. we
resnain willing 1o discuss any issue with you at your convenience.

Sincerely,

THE BANK OF NOVA SCOTIA

\
vy
BY' rf\ e —) .

_Title: ff; F}a )
i JALANEDWARDS
" DIRECTIOR

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By __
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

Tl AUt 1 2620 R AosssalTov e

XLCAPITAL ASSURANCE INC.
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We look forward lo continuing (o work couperatively in an effort 1o achieve u
consensual restrucluring of the County's sewer relaled indebtedness. and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

THE BANK OF NOVA SCOTIA

. XALANEDWARDS
“ DIRECTOR

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title

XL CAPITAL ASSURANCE INC.

By:
Tit
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. THE BANK OF NEW YORK MELION,
formerly THE BANK OF NEW YORK, as Trustee-

T1tlc Vlge Presxdent

_ JPMORGAN _CHASE BANK, 25 Liguidity Agent

- Tide:
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THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

TPMORGAN CHASE BANK, as Liquidity Agent

o SN LT

Tile: Syl /TIVE P RECTOR-
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THE BANK OF NEW YORK MELLON

August 1, 2008

Jefferson County, Alabama

County Courthouse

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Attn: President of County Commission

Standby Warrant Purchase Agreement and Related Forbearance Agreement
Between Jefferson County and The Bank of New York Mellon

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
May 1, 2003, among Jefferson County, Alabama (the “County™), The Bank of New York
Mellon, formerly The Bank of New York, as Trustee (the “Trustee”), The Bank of New
York Mellon, formerly The Bank of New York (the “Bank™), as liquidity provider, and
JPMorgan Chase Bank (the “Liguidity Agent™), as liquidity agent, relating to the
County’s Sewer Revenue Refunding Warrants, Series 2003-B-3 and Series 2003-B-4 (the
“Standby Agreement™); (b) the Forbearance Agreement and Reservation of Rights, dated
as of March 31, 2008, among the County, the Trustee, Financial Guaranty Insurance
Company (“FGIC”), XL Capital Assurance Inc. (“XLCA”), the Liquidity Agent, and the
Bank, as amended by that certain First Amendment to Forbearance Agreement and
Reservation of Rights, dated as of April 15, 2008 (the “Original Forbearance
Agreement™); (c) the letter from the Bank to the County dated May 13, 2008, regarding
the Standby Agreement and the Original Forbearance Agreement; and (d) the letter from
the Bank to the County dated May 30, 2008, regarding the Standby Agreement and the
Original Forbearance Agreement. The documents described in clauses (b), (c), and (d) are
referred to as the “Forbearance Agreement.” Unless otherwise defined, capitalized terms
are used herein as defined in the Standby Agreement or the Forbearance Agreement, as
applicable.

As you know, pursuant to the Forbearance Agreement, the County has
acknowledged that Events of Default have occurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the
Bank Warrants, and that all interest accrued at the Default Rate on the Bank Warrants in
excess of the amount paid by the County to the Bank on April 1, 2008, May 1, 2008, June
2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.
Additionally, pursuant to the Forbearance Agreement, the Bank agreed not to exercise
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any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Birmingham, Alabama time} on July 31, 2008.

1 Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the
Bank and the Liquidity Agent have agreed to proceed as follows: Subject to the terms and
conditions hereof, during the period (the “Forbearance Period”) from the execution
hereof by the Parties hereto until 5:00 p.m. (prevailing Birmingham, Alabama time} on
November 17, 2008, the Bank and the Liquidity Agent shall forbear from exercising, and
from directing or otherwise taking any action to cause the Trustee to exercise, any rights
or remedies that the Bank, the Liquidity Agent or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, other Retated Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a} any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 4, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i} a principal payment on account of the Bank Warrants in the amount of
$2,401,534.76 as described in clause (i) of Section 3 of this letter and (ii) an additional
principal payment on account of the Bank Warrants in the amount of $2,401,534.76 as
described in clause (ii} of Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XLCA. shall terminate
or expire, (e) the Governor of the State of Alabama shall not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or proposing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan™), (f} on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general election
(the “Referendum™), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008,

2. Payment of Interest. On each of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrued on the Bank Warrants, the County shall pay or cause to be paid to the Bank
interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
is defined in the Standby Agreement. The interest payable pursuant to the preceding
sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount
equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
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Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
Bank Rate over (ii) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Default Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, interest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that all interest on the Bank Warrants accrued and continuing to
accrue at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank, the Liquidity Agent and the Trustee
agree that until the expiration or termination of the Forbearance Period, no additional
Event of Default under the Standby Agreement will occur as a result of the County’s
failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all
interest accrued and accruing on the Bank Warrants is insured by the Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Documents, and any and all documents related thereto.

3. Payment of Principal. The Bank shall be paid (i) no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $2,401,534.76,
and (ii) no later than August 4, 2008, an additional partial principal payment on the Bank
Warrants in the amount of $2,401,534.76; provided, that the Parties acknowledge and
agree that (2) the payment referenced in this clause (ii) shall be made by XLCA pursuant
to the Municipal Bond Insurance Policy, subject, to the extent applicable, to the terms
and conditions of the Standby Agreement, the Bank Warrants, the Municipal Bond
Insurance Policy, the other Related Documents, and all documents related thereto, (b) the
failure for any reason of the Bank to receive the $2,401,534.76 payment referenced in
this clause (ii) on or prior to August 4, 2008, shall constitute a Forbearance Period
termination event, and {c¢) nothing contained herein shall create or cause to be incurred
any separate or independent obligation of or by XLCA to make any payment under the
Municipal Bond Insurance Policy or otherwise. The County and XL.CA acknowledge that
nothing herein is intended or shall be deemed to prejudice or otherwise alter the County’s
covenants and agreements in accordance with the provisions of Section 3.02 of the
Standby Agreement and that such covenants and agreements of the County shall be fully
enforceable upon the expiration or termination of the Forbearance Period. XLCA
approves of the provisions of this Section 3 and acknowledges and confirms that all
guarterly principal installments payable by the County in respect of the Bank Warrants
are insured by the Municipal Bond Insurance Policy, subject, to the extent applicable, to
the terms and conditions of the Standby Agreement, the Bank Warrants, each Bond
Insurance Policy, the other Related Documents, and any and all documents related
thereto. As long as the Forbearance Period shall not have terminated in accordance with
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the terms hereof, the Bank agrees to deliver to the Trustee, no later than 12:00 p.m.
(prevailing Birmingham, Alabama time) on September 29, 2008, a letter pursuant to the
Redemption Notice deferring until November 17, 2008 the redemption of $3,130,000
principal amount of Bank Warrants originally scheduled to be redeemed on October 1,
2008 under the Redemption Notice (the “Deferral Notice™). The Deferral Notice shall
not, and may state that it does riot, alter in any way the forbearance termination events set
forth in Section 1 hereof, or otherwise limit or alter the Bank’s rights upon termination of
the Forbearance Period prior to November 17, 2008.

4. Expiration Date. The Expiration Date (as such term is defined in the
Standby Agreement) shall not occur until the termination or expiration of the Forbearance
Period; provided, however, that for purposes of the definition of “Bank Rate”in the
Standby Agreement, the Expiration Date shall remain at April 23, 2008 as set forth in the
Forbearance Agreement. XLCA confirms that the Bank Rate as calculated in conformity
with the preceding sentence constitutes the Bank Rate for purposes of the Municipal
Bond Insurance Policy.

5. Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressly upon the execution and delivery (a) by the Parties of this letter and (b) of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

6. Reservation of Rights. Nothing contained in this letier is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
this letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Event of Default. This letter does not constitute an amendment or modification of the
Standby Agreement {except as set forth in Sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
and all Related Documents shall remain in full force and effect. No failure to exercise or
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delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.

7. Scope of Agreement. Except as expressly amended hereby, the terms of
the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or a modification of the
Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms
and conditions of the Standby Agreement (as modified by Sections 2 and 3 of this letter),
the Bank Warrants, the Bond Insurance Policies, and all Related Documents shall remain
in full force and effect. This leter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but only by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification, waiver, discharge or termination is asserted.

8. Reaffirmation _of Representations, Warranties, Covenants and
Undertakings of the County. The County hereby reaffirms that all representations and
warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings under the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a default under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the
Original Indenture) under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

9, Representations of Undersigned Bond Insurers. The execution,
delivery and performance of this letter agreement by each undersigned Bond Insurer does
not contravene or constitute a default under any statute, regulation or rule of any
govemmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officers or other intermal authorities of such Bond Insurer or with any
governmental authority that has not been obtained. XLCA hereby ratifies and confirms
the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
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thereof, of all payments of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all
documents related thereto. Fach undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documents related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one
hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of law or provision of any Related Document that would provide otherwise and
(b) the rights and/or defenses of any undersigned Bond Insurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

10.  Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

11.  Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.,

12. Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
into this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement) made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and all documents related
thereto.

13.  Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that Sections
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2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent. Furthermore, the Trustee has not agreed to any amendment, waiver or
supplement to the Master Indenture or any Related Document (other than to the Standby
Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may have under the Master Indenture or any other
Related Document.

CHS West:260485004.2



We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience,

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:

Ttle: Ma'nagW /

Sincerely,

THE BANK OF NEW YORK MELLON,
formerly the Bank of New York

By:

Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:

Titl
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We lock forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we -
remain willing to discuss any issue with you at your convenience.

Sincercly,

THE BANK OF NEW YORK MELLON,
formerly the Bank of New York

By:
Title;

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By%m%

Title: ¢ PRESIDENT

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at yeur convenience.

Sincerely,

THE BANK OF NEW YORK MELLON,
formerly the Bank of New York

Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

Title ¢, w%/g 2 P ’/ff /,’ef'ﬁ,d e
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XL CAPITAL ASSURANCE INC.

By M‘?“é/

X

THE BANK OF NEW YORK MELLON, formerly The Bank of New York, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

By:
Title:
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XL CAPIiTAL ASSURANCE INC.

Tiﬂe

THE BANK OFNEW YORK MELLON, formerly The Bank of New York, as Trustee

o /ﬂfﬁ% )

Title:

5 EEEEIDEN

: IPMORGAN CHASE BANK, ss Liquidity Agent

By:
Title:
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XL CAPITAL ASSURANCE INC.

By:
Title:

THE BANK OF NEW YORK MELLON, formerly The Bank of New York, as Trustee

By:
Title;

JPMORGAN CHASE BANK, as Liquidity Agent

L. 4G

Title: EAECUTIVE ,Df/ﬁECTDIQ*-

By OHS West:260485004.1
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July 31, 2008

Jetferson County, Alabama

County Courthouse

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Attn: President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance
Agreement Between Jefferson County and Bank of America, N.A.

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
October 1, 2002, among Jefferson County, Alabama (the “County™), The Bank of New
York Mellon, formerly The Bank of New York, as trustee (the “Trustee”), JPMorgan
Chase Bank, as liquidity agent (the “Liquidity Agent”), and Bank of America, N.A,, as
liquidity provider (the “Bank”), relating to the $98,300,000 Jefferson County, Alabama
Sewer Revenue Refunding Warrants Series 2002-C-3 (as amended, supplemented or
otherwise modified, the “Standby Agreement”); (b) the Forbearance Agreement and
Reservation of Rights, dated as of March 31, 2008, among the County, the Trustee,
Financial Guaranty Insurance Company (“FGIC”), XL Capital Assurance Inc. (“XLCA”™)
and the Bank (as amended by that certain First Amendment to Forbearance Agreement
and Reservation of Rights, dated as of April 15, 2008, the “Original Forbearance
Agreement”); (c) the forbearance letter from the Bank to the County dated May 13, 2008,
regarding the Standby Agreement and the Original Forbearance Agreement; and (d) the
forbearance letter from the Bank to the County dated May 30, 2008, regarding the
Standby Agreement and the Original Forbearance Agreement (the documents described
in clauses (b), (¢) and (d) are referred to collectively as the “Forbearance Agreement”).
Unless otherwise defined, capitalized terms are used herein as defined in the Standby
Agreement or the Forbearance Agreement, as applicable.

As you know, pursuant to the Forbearance Agreement, the County has
acknowledged that Events of Default have occurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the
Bank Warrants, and that all interest accrued at the Default Rate on the Bank Warrants in
excess of the amount paid by the County to the Bank on April 1, 2008, May 1, 2008, June
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2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.
Additionally, pursuant to the Forbearance Agreement, the Bank agreed not to exercise
any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Birmingham, Alabama time) on July 31, 2008.

1. Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the
Bank and the Liquidity Agent have agreed to proceed as follows: Subject to the terms
and conditions hereof, during the period (the “Forbearance Period™) from the execution
hereof by the Parties hereto until 5:00 p.m. (prevailing Birmingham, Alabama time) on
November 17, 2008, the Bank and the Liquidity Agent shall forbear from exercising, and
from directing or otherwise taking any action to cause the Trustee to exercise, any rights
or remedies that the Bank, the Liquidity Agent or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, other Related Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a) any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 4, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i) a principal payment on account of the Bank Warrants in the amount of
$4,591,880.55 as described in clause (i) of Section 3 of this letter and (ii) an additional
principal payment on account of the Bank Warrants in the amount of $4,591,880.55 as
described in clause (ii) of Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XLCA shall terminate
or expire, (¢) the Governor of the State of Alabama shall not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or proposing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan™), (f) on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general ¢lection
(the “Referendum™), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008.

2. Payment of Interest. On cach of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrued on the Bank Warrants, the County shall pay or cause to be paid to the Bank
interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
is defined in the Standby Agreement. The interest payable pursuant to the preceding



sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount
equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
Bank Rate over (ii) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Default Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, interest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that all interest on the Bank Warrants accrued and continuing to
accrue at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank, the Liquidity Agent and the Trustee
agree that until the expiration or termination of the Forbearance Period, no additional
Event of Default under the Standby Agreement will occur as a result of the County’s
failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all
interest accrued and accruing on the Bank Warrants is insured by the Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Documents, and any and all documents related thereto.

3. Payvment of Principal. The Bank shall be paid (i) no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $4,591,880.55,
and (ii) no later than August 4, 2008, an additional partial principal payment on the Bank
Warrants in the amount of $4,591,880.55; provided, that the Parties acknowledge and
agree that (a) the payment referenced in this clause (ii) shall be made by XLCA pursuant
to the applicable Municipal Bond Insurance Policy, subject, to the extent applicable, to
the terms and conditions of the Standby Agreement, the Bank Warrants, the applicable
Municipal Bond Insurance Policy, the other Related Documents, and all documents
related thereto, (b) the failure for any reason of the Bank to receive the $4,591,880.55
payment referenced in this clause (ii) on or prior to August 4, 2008, shall constitute a
Forbearance Period Termination Event, and (c) nothing contained herein shall create or
cause to be incurred any separate or independent obligation of or by XLCA to make any
payment under any Municipal Bond Insurance Policy or otherwise. The County and
XLCA acknowledge that nothing herein is intended or shall be deemed to prejudice or
otherwise alter the County’s covenants and agreements in accordance with the provisions
of Section 3.02 of the Standby Agreement and that such covenants and agreements of the
County shall be fully enforceable upon the expiration or termination of the Forbearance
Period. XLCA approves of the provisions of this Section 3 and acknowledges and
confirms that all quarterly principal installments payable by the County in respect of the
Bank Warrants are insured by the Municipal Bond Insurance Policy, subject, to the extent
applicable, to the terms and conditions of the Standby Agreement, the Bank Warrants,




each Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto. As long as the Forbearance Period shall not have terminated in
accordance with the terms hereof, the Bank agrees to deliver to the Trustee, no later than
12:00 p.m. (prevailing Birmingham, Alabama time) on September 29, 2008, a letter
pursuant to the Redemption Notice deferring until November 17, 2008 the $5,976,250.00
of Bank Warrants originally scheduled to be redeemed on October 1, 2008 under the
Redemption Notice (the “Deferral Notice™). The Deferral Notice shall not alter in any
way the termination events set forth in Section 1 hereof, or otherwise limit or alter the
Bank’s rights upon termination of the Forbearance Period prior to November 17, 2008.

4, Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressly upon the execution and delivery (a) by the Parties of this letter and (b) of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

5. Reservation of Rights. Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
this letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Event of Default. This letter does not constitute an amendment or modification of the
Standby Agreement (except as set forth in sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
and all Related Documents shall remain in full force and effect. No failure to exercise or
delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.

6. Scope of Agreement. Except as expressly amended hereby, the terms of
the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or modification of the
Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms




and conditions of the Standby Agreement (as modified by Sections 2 and 3 of this letter),
the Bank Warrants, the Bond Insurance Policies, and all Related Documents shall remain
in full force and effect. This letter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but only by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification, waiver, discharge or termination is asserted.

7. Reaffirmation of Representations, Warranties, Covenants and
Undertakings of the County. The County hereby reaffirms that all representations and
warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings under the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a default under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the
Original Indenture) under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

8. Representations _of Undersigned Bond Insurers. The execution,
delivery and performance of this letter agreement by each undersigned Bond Insurer does
not contravene or constitute a default under any statute, regulation or rule of any
governmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officets or other internal authorities of such Bond Insurer or with any
governmental authority that has not been obtained. XLCA hereby ratifies and confirms
the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
thereof, of all payments of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all
documents related thereto. Each undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documenits related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one




hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of law or provision of any Related Document that would provide otherwise and (b)
the rights and/or defenses of any undersigned Bond Insurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

9. Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

10.  Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

11. Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
into this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement) made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and all documents related
thereto.

12.  Consent. Please note that we have requested that the Trustee execute this
~ letter for the sole and limited purpose of indicating its consent to the extent that Sections
2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent. Furthermore, the Trustee has not agreed to any amendment, waiver or
supplement to the Master Indenture or any Related Document (other than to the Standby
Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may have under the Master Indenture or any other
Related Document.



We look forward to continving to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing {o discuss any issue with you at your convenierce,

Sincerely,

BANK OF AMERICA, N.A.

e fie

By:
Title: % Y




CONSENT AND AGREE:
JEFFERSON COUNTY, ALABAMA

vy ittie Sunes (ot e

Title: U PRESIDENT

FINANCIAL GUARANTY INSURANCE COMPANY

By:

Titl

XL CAPITAL ASSURANCE INC.

By:
Title:

THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

By:
Title:




CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:

Title:

FINANCIAL GUARANTY INSURANCE COMPANY

Title 4740250 fosresscaTiv e

XL CAPITAL ASSURANCE INC.

By:
Title:

THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

By:
Title:




CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:

Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:

Titie
XL CAPITAL ASSURANCE INC.

Title:

THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

By:
Title:




CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Tatle:

FINANCIAL GUARANTY INSURANCE COMPANY

By:

Title
' XL CAPITAL ASSURANCE INC.

. By:
Title:

THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

ByW%

' Title: Vice President

" JPMORGAN CHASE BANK, as Liquidity Agent

By:
- Title:




CONSENT AND AGREE:
JEFFERSON COUNTY, ALABAMA

Tttlc

FINANCIAL GUARANTY INSURANCE COMPANY

T:tlc

XL CAPITAL ASSURANCE INC.

By:
Title:

THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORKR, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agert

M. (hﬁ:’
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JPMorgan £)

July 31, 2008

Jefferson County, Alabama

County Courthouse

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Attn: President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance
Agreement Between Jefferson County and JPMorgan Chase Bank

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
October 1, 2002, among Jefferson County, Alabama (the “County”), The Bank of New
York Mellon, formerly The Bank of New York, as trustee (the “Trustee™), JPMorgan
Chase Bank, as liquidity agent (the “Liquidity Agent”), and JPMorgan Chase Bank, as
liquidity provider (the “Bank™), relating to the $73,700,000 Jefferson County, Alabama
Sewer Revenue Refunding Warrants Series 2002-C-2 (as amended, supplemented or
otherwise modified, the “Standby Agreement™); (b) the Forbearance Agreement and
Reservation of Rights, dated as of March 31, 2008, among the County, the Trustee,
Financial Guaranty Insurance Company (“FGIC”), XL Capital Assurance Inc. (“XLCA”)
and the Bank (as amended by that certain First Amendment to Forbearance Agreement
and Reservation of Rights, dated as of April 15, 2008, the “Original Forbearance
Agreement™); (c) the forbearance letter from the Bank to the County dated May 13, 2008,
regarding the Standby Agreement and the Original Forbearance Agreement; and (d) the
forbearance letter from the Bank to the County dated May 30, 2008, regarding the
Standby Agreement and the Original Forbearance Agreement (the documents described
in clauses (b), (¢) and (d) are referred to collectively as the “Forbearance Agreement”).
Unless otherwise defined, capitalized terms are used herein as defined in the Standby
Agreement or the Forbearance Agreement, as applicable.

As you know, pursuant to the Forbearance Agreement, the County has
acknowledged that Events of Default have cccurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the
Bank Warrants, and that all interest accrued at the Default Rate on the Bank Warrants in
excess of the amount paid by the County to the Bank on April 1, 2008, May 1, 2008, June



2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.
Additionally, pursuant to the Forbearance Agreement, the Bank agreed not to exercise
any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Birmingham, Alabama time) on July 31, 2008.

1. Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the
Bank and the Liquidity Agent have agreed to proceed as follows: Subject to the terms
and conditions hereof, during the period (the “Forbearance Period™) from the execution
hereof by the Parties hereto until 5:00 p.m. (prevailing Birmingham, Alabama time) on
November 17, 2008, the Bank and the Liquidity Agent shall forbear from exercising, and
from directing or otherwise taking any action to cause the Trustee to exercise, any rights
or remedies that the Bank, the Liquidity Agent or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, other Related Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a) any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 4, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i) a principal payment on account of the Bank Warrants in the amount of
$3,526,194.53 as described in clause (i) of Section 3 of this letter and (ii) an additional
principal payment on account of the Bank Warrants in the amount of $3,526,194.53 as
described in clause (i) of Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XLCA shall terminate
or expire, (¢) the Governor of the State of Alabama shall not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or proposing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan™), (f) on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general ¢lection
(the “Referendum™), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008.

2. Payment of Interest. On each of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrued on the Bank Warrants, the County shall pay or cause to be paid to the Bank
interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
is defined in the Standby Agreement. The interest payable pursuant to the preceding
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sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount
equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
Bank Rate over (ii) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Default Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, interest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that all interest on the Bank Warrants accrued and continuing to
accrue at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank, the Liquidity Agent and the Trustee
agree that until the expiration or termination of the Forbearance Period, no additional
Event of Default under the Standby Agreement will occur as a result of the County’s
failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all
interest accrued and accruing on the Bank Warrants is insured by the Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Documents, and any and all documents related thereto.

3 Payment of Principal. The Bank shall be paid (i} no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $3,526,194.53,
and (ii) no later than August 4, 2008, an additional partial principal payment on the Bank
Warrants in the amount of $3,526,194.53; provided, that the Parties acknowledge and
agree that (a) the payment referenced in this clause (ii) shall be made by XL.CA pursuant
to the applicable Municipal Bond Insurance Policy, subject, to the extent applicable, to
the terms and conditions of the Standby Agreement, the Bank Warrants, the applicable
Municipal Bond Insurance Policy, the other Related Documents, and all documents
related thereto, (b) the failure for any reason of the Bank to receive the $3,526,194.53
payment referenced in this clause (ii} on or prior to August 4, 2008, shall constitute a
Forbearance Period Termination Event, and (¢) nothing contained herein shall create or
cause to be incurred any separate or independent obligation of or by XLCA to make any
payment under any Municipal Bond Insurance Policy or otherwise. The County and
XLCA acknowledge that nothing herein is intended or shall be deemed to prejudice or
otherwise alter the County’s covenants and agreements in accordance with the provisions
of Section 3.02 of the Standby Agreement and that such covenants and agreements of the
County shall be fully enforceable upon the expiration or termination of the Forbearance
Period. XLCA approves of the provisions of this Section 3 and acknowledges and
confirms that all quarterly principal installments payable by the County in respect of the
Bank Warrants are insured by the Municipal Bond Insurance Policy, subject, to the extent
applicable, to the terms and conditions of the Standby Agreement, the Bank Warrants,
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each Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto. As long as the Forbearance Period shall not have terminated in
accordance with the terms hereof, the Bank agrees to deliver to the Trustee, no later than
12:00 p.m. (prevailing Birmingham, Alabama time) on September 29, 2008, a letter
pursuant to the Redemption Notice deferring until November 17, 2008 the $4,585,000 of
Bank Warrants originally scheduled to be redeemed on October 1, 2008 under the
Redemption Notice (the “Deferral Notice™). The Deferral Notice shall not alter in any
way the termination events set forth in Section 1 hereof, or otherwise limit or alter the
Bank’s rights upon termination of the Forbearance Period prior to November 17, 2008.

4. Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressly upon the execution and delivery (a) by the Parties of this letter and (b) of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

5. Reservation of Rights. Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
this letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Event of Default. This letter does not constitute an amendment or modification of the
Standby Agreement (except as set forth in sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
and all Related Documents shall remain in full force and effect. No failure to exercise or
delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.

6. Scope of Agreement. Except as expressly amended hereby, the terms of
the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or modification of the
Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms
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and condittons of the Standby Agreement (as modified by Sections 2 and 3 of this letter),
the Bank Warrants, the Bond Insurance Policies, and all Related Documents shall remain
in full force and effect. This letter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but only by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification, waiver, discharge or termination is asserted.

7. Reaffirmation _of Representations, Warranties, Covenants and
Undertakings of the County. The County hereby reaffirms that all representations and
warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings under the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a default under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the
Original Indenture) under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

8. Representations of Undersigned Bond Insurers. The execution,
delivery and performance of this letter agreement by each undersigned Bond Insurer does
not contravene or constitute a default under any statute, regulation or rule of any
governmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officers or other internal authorities of such Bond Insurer or with any
governmental authority that has not been obtained. XLCA hereby ratifies and confirms
the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
thereof, of all payments of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all
documents related thereto. Each undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documents related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one
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hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of law or provision of any Related Document that would provide otherwise and (b)
the rights and/or defenses of any undersigned Bond Imsurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

9. Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

10.  Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

11. Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
into this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement) made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and all documents related
thereto.

12.  Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that Sections
2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent. Furthermore, the Trustee has not agreed to any amendment, waiver or
supplement to the Master Indenture or any Related Document (other than to the Standby
Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may have under the Master Indenture or any other
Related Document.
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We look forward to continuing to wotk cooperatively in an effort to achieve a
consensual restructuring of the County's sewer related indebtedness, and of course, we
tremain willing to discuss any issue with you at your convenience.

Sincerely,

JPMORGAN CHASE BANK.

Tile: SYECUT (VE P (RECT@ R

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Titl

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience,

Sincerely,

JPMORGAN CHASE BANK

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

Title: PRESIDENT

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Titl

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

JPMORGAN CHASE BANK

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

Title #7wp 00, 250 AslessiTi/e

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

JPMORGAN CHASE BANK

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title

XL CAPITAL ASSURANCE INC.

By:
Title:
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_ JPMORGAN CHASE BANK, as Liguidity Agent
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THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

. /MWM;'%‘

Tile CyE/J)T IVE 'md},,g,a_'ﬁ
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JPMorgan £

July 31,2008

Jefferson County, Alabama

County Courthouse

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Attn: President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance
Agreement Between Jefferson County and JPMorgan Chase Bank

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
February 1, 2002, among Jefferson County, Alabama (the “County™), The Bank of New
York Mellon, formerly The Bank of New York, as trustee (the “Trustee”), and JPMorgan
Chase Bank, as liquidity provider (the “Bank™), relating to the $110,000,000 Jefferson
County, Alabama Sewer Revenue Capital Improvement Warrants Series 2002-A (as
amended, supplemented or otherwise modified, the “Standby Agreement”); (b) the
Forbearance Agreement and Reservation of Rights, dated as of March 31, 2008, among
the County, the Trustee, Financial Guaranty Insurance Company (“FGIC”), XL Capital
Assurance Inc. (“XLCA”) and the Bank (as amended by that certain First Amendment to
Forbearance Agreement and Reservation of Rights, dated as of April 15, 2008, the
“QOriginal Forbearance Agreement™); (c) the forbearance letter from the Bank to the
County dated May 13, 2008, regarding the Standby Agreement and the Original
Forbearance Agreement; and (d) the forbearance letter from the Bank to the County dated
May 30, 2008, regarding the Standby Agreement and the Original Forbearance
Agreement (the documents described in clauses (b), (¢) and (d) are referred to
collectively as the “Forbearance Apreement”). Unless otherwise defined, capitalized
terms are used herein as defined in the Standby Agreement or the Forbearance
Agreement, as applicable.

As you know, pursuant to the Forbearance Agreement, the County has
acknowledged that Events of Default have occurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the
Bank Warrants, and that all interest accrued at the Default Rate on the Bank Warrants in
excess of the amount paid by the County to the Bank on April 1, 2008, May 1, 2008, June



2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.
Additionally, pursuant to the Forbearance Agreement, the Bank agreed not to exercise
any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Birmingham, Alabama time) on July 31, 2008.

1. Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s willingness to fully explore that mutual goal, the Bank has agreed to proceed
as follows: Subject to the terms and conditions hereof, during the period (the
“Forbearance Period”) from the execution hereof by the Parties hereto until 5:00 p.m.
(prevailing Birmingham, Alabama time) on November 17, 2008, the Bank shall forbear
from exercising, and from directing or otherwise taking any action to cause the Trustee to
exercise, any rights or remedies that the Bank or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, other Related Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a) any other
Forbearance Period Termination Event shall occur {except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 4, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i) a principal payment on account of the Bank Warrants in the amount of
$8,535,000 as described in Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XLCA shall terminate
or expire, (e) the Governor of the State of Alabama shall not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or proposing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan™), (f) on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general election
(the “Referendum”), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008.

2. Payment of Interest. On each of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrued on the Bank Warrants, the County shall pay or cause to be paid to the Bank
interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
is defined in the Standby Agreement. The interest payable pursuant to the preceding
sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount
equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
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Bank Rate over (ii) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Default Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, interest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that all interest on the Bank Warrants accrued and continuing to
accrue at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank and the Trustee agree that until the
expiration or termination of the Forbearance Period, no additional Event of Default under
the Standby Agreement will occur as a result of the County’s failure to pay interest on the
Bank Warrants calculated at the Default Rate. FGIC approves of the provisions of this
Section 2 and acknowledges and confirms that all interest accrued and accruing on the
Bank Warrants is insured by the Municipal Bond Insurance Policy, subject, to the extent
applicable, to the terms and conditions of the Standby Agreement, the Bank Warrants,
cach Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto.

3. Payment of Principal. The Bank shall be paid no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $8,535,000. As
set forth in the Bank’s letter to the Trustee, dated July 30, 2008, relating to the deferral of
redemption dates under the Redemption Notice (the “Redemption Date Deferral Letter”),
the Bank agreed to defer to October 1, 2008, $8,535,000 of the amount that would
otherwise be scheduled to be redeemed on August 1, 2008. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of such partial
payment of principal by the Bank shall not constitute a waiver of the bank’s rights under
the Standby Agreement, the Bank Warrants, the Related Documents, and applicable law
to the payment of principal in accordance with the terms of the Standby Agreement, the
Bank Warrants and the Related Documents. The Bank and the Trustee agree that until
the termination of the Forbearance Period, no additional Event of Default under the
Standby Agreement will occur if the County does not redeem the Bank Warrants under
Section 3.02 of the Standby Agreement in excess of the amount paid no later than August
4, 2008 pursuant to this Section 3 so as to enable the Trustee to pay the first quarterly
principal installment originally scheduled to be paid on the first Business Day of April
2008, the sccond quarterly installment originally scheduled to be paid on the first
Business Day of July 2008, or the quarterly installment scheduled to be paid on the first
Business Day of August 2008. The County and FGIC acknowledge that nothing herein is
intended or shall be deemed to prejudice or otherwise alter the County’s covenants and
agreements in accordance with the provisions of Section 3.02 of the Standby Agreement
and that such covenants and agreements of the County shall be fully enforceable upon the
expiration or termination of the Forbearance Period. FGIC approves of the provisions of
this Section 3 and acknowledges and confirms that all quarterly principal installments
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payable by the County in respect of the Bank Warrants are insured by the Municipal
Bond Insurance Policy, subject, to the extent applicable, to the terms and conditions of
the Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other
Related Documents, and any and all documents related thereto. As long as the
Forbearance Period shall not have terminated in accordance with the terms hereof, the
Bank agrees to deliver to the Trustee, no later than 12:00 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, a letter pursuant to the Redemption Notice
deferring until November 17, 2008 (i) $8,535,000 of the amount that would otherwise
have been scheduled to be redeemed on August 1, 2008, which was deferred to October
1, 2008 pursuant to the Redemption Date Deferral Letter and (ii) the $8,975,000 of Bank
Warrants originally scheduled to be redeemed on October 1, 2008 under the Redemption
Notice (the “Deferral Notice™). The Deferral Notice shall not alter in any way the
termination events set forth in Section 1 hereof, or otherwise limit or alter the Bank’s
rights upon termination of the Forbearance Period prior to November 17, 2008.

4. Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressty upon the execution and delivery (a) by the Parties of this letter and (b} of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

5. Reservation of Rights. Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
this letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Event of Default. This letter does not constitute an amendment or modification of the
Standby Agreement (except as set forth in sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
and all Related Documents shall remain in full force and effect. No failure to exercise or
delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.
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6. Scope of Agreement. Except as expressly amended hereby, the terms of
the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or modification of the
Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms
and conditions of the Standby Agreement (as modified by Sections 2 and 3 of this letter),
the Bank Warrants, the Bond Insurance Policies, and all Related Documents shall remain
in full force and effect. This letter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but only by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification, waiver, discharge or termination is asserted.

7. Reaffirmation of Representations, Warranties, Covenants and
Undertakings of the County. The County hereby reaffirms that all representations and
warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings under the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a default under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the
Original Indenture) under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

8. Representations of Undersioned Bond Insurers. The execution,
delivery and performance of this letter agreement by each undersigned Bond Insurer does
not contravene or constitute a default under any statute, regulation or rule of any
governmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officers or other internal authorities of such Bond Insurer or with any
governmental authority that has not been obtained. FGIC hereby ratifies and confirms
the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
thereof, of all payments of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all
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documents related thereto. Each undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documents related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one
hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of law or provision of any Related Document that would provide otherwise and (b)
the rights and/or defenses of any undersigned Bond Insurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

9. Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

10.  Counterparts. This letter may be executed in multiple counterparts, cach
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

11.  Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
into this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement) made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and all documents related
thereto.

12. Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that Sections
2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent. [Furthermore, the Trustee has not agreed to any amendment, waiver or
supplement to the Master Indenture or any Related Document (other than to the Standby
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Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may have under the Master Indenture or any other
Related Document.
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

JPMORGAN CHASE BANK

M LT

Title: EK@CVTfVE 'P ;MC‘{‘ R

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

JPMORGAN CHASE BANK

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By: %W@%ﬂe/

Title: U PRESIDENT

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

JPMORGAN CHASE BANK

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

Title 7 UT/Va,é."/ 47/ }f;‘/fz’.rﬁv?id‘é'

XL CAPITAL ASSURANCE INC.

Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

JPMORGAN CHASE BANK

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Titl

XL CAPITAL ASSURANCE INC.

By:
Title:
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THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK;, as Trustee

" Title: Vice President -
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July 31, 2008

Jefferson County, Alabama

County Courthouse

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Attn: President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance
Agreement Between Jefferson County and Lloyds TSB Bank TLC

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
May 1, 2003, among Jefferson County, Alabama (the “County™), The Bank of New York
Mellon, formerly The Bank of New York, as trustee (the “Trustee”™), JPMorgan Chase
Bank, as liquidity agent (the “Liquidity Agent™), and Lloyds TSB Bank TLC, as lquidity
provider (the “Bank™), relating to the $105,000,000 Jefferson County, Alabama Sewer
Revenue Refunding Warrants Series 2003-B-7 (as amended, supplemented or otherwise
modified, the “Standby Agreement”); (b) the Forbearance Agreement and Reservation of
Rights, dated as of March 31, 2008, among the County, the Trustee, Financial Guaranty
Insurance Company (“FGIC”), XL Capital Assurance Inc. (“XLCA™) and the Bank (as
amended by that certain First Amendment to Forbearance Agreement and Reservation of
Rights, dated as of April 15, 2008, the “Qriginal Forbearance Apreement™); (c) the
forbearance letter from the Bank to the County dated May 13, 2008, regarding the
Standby Agreement and the Original Forbearance Agreement; and (d) the forbearance
letter from the Bank to the County dated May 30, 2008, regarding the Standby
Agreement and the Original Forbearance Agreement (the documents described in clauses
(b), (c) and (d) are referred to collectively as the “Forbearance Agreement”™). Unless
otherwise defined, capitalized terms are used herein as defined in the Standby Agreement
or the Forbearance Agreement, as applicabie.

As you know, pursuant to the Forbearance Agreement, the County has
acknowledged that Events of Default have occurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the
Bank Warrants, and that all interest accrued at the Default Rate on the Bank Warrants in
excess of the amount paid by the County to the Bank on April 1, 2008, May 1, 2008, June

2478837 0103.D0C



2

2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.
Additionally, pursuant to the Forbearance Agreement, the Bank agreed not to exercise
any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Birmingham, Alabama time) on July 31, 2008.

1. Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the
Bank and the Liquidity Agent have agreed to proceed as follows: Subject to the terms
and conditions hereof, during the period (the “Forbearance Period™) from the execution
hereof by the Parties hereto until 5:00 p.m. (prevailing Birmingham, Alabama time) on
November 17, 2008, the Bank and the Liquidity Agent shall forbear from exercising, and
from directing or otherwise taking any action to cause the Trustee to exercise, any rights
or remedies that the Bank, the Liquidity Agent or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, other Related Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a) any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 4, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i) a principal payment on account of the Bank Warrants in the amount of
$5,045,072.12 as described in clause (i) of Section 3 of this letter and (1i) an additional
principal payment on account of the Bank Warrants in the amount of $5,045,072.12 as
described in clause (ii) of Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XIL.CA shall terminate
or expire, {(e) the Governor of the State of Alabama shal!l not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or proposing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan”), (f) on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general election
(the “Referendum™), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008.

2. Payment of Interest. On each of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrucd on the Bank Warrants, the County shall pay or cause to be paid to the Bank
interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
is defined in the Standby Agreement. The interest payable pursuant to the preceding
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sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount
equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
Bank Rate over (ii) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Defauli Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, interest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that al] interest on the Bank Warrants accrued and continuing to
accrue at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank, the Liquidity Agent and the Trustee
agree that until the expiration or termination of the Forbearance Period, no additional
Event of Default under the Standby Agreement will occur as a result of the County’s
failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all
interest accrued and accruing on the Bank Warrants is insured by the Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Documents, and any and all documents related thereto.

3. Payment of Principal. The Bank shall be paid (i} no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $5,045,072.12,
and (ii) no later than August 4, 2008, an additional partial principal payment on the Bank
Warrants in the amount of $5,045,072.12; provided, that the Parties acknowledge and
agree that (a) the payment referenced in this clause (ii) shall be made by XLCA pursuant
to the applicable Municipal Bond Insurance Policy, subject, to the extent applicable, to
the terms and conditions of the Standby Agreement, the Bank Warrants, the applicable
Municipal Bond Insurance Policy, the other Related Documents, and all documents
related thereto, (b) the failure for any reason of the Bank to receive the $5,045,072.12
payment referenced in this clause (ii) on or prior to August 4, 2008, shall constitute a
Forbearance Period Termination Event, and (c) nothing contained herein shall create or
cause to be incurred any separate or independent obligation of or by XLCA to make any
payment under any Municipal Bond Insurance Policy or otherwise. The County and
XLCA acknowledge that nothing herein is intended or shall be deemed to prejudice or
otherwise alter the County’s covenants and agreements in accordance with the provisions
of Section 3.02 of the Standby Agreement and that such covenants and agreements of the
County shall be fully enforceable upon the expiration or termination of the Forbearance
Period. XLCA approves of the provisions of this Section 3 and acknowledges and
confirms that all quarterly principal installments payable by the County in respect of the
Bank Warrants are insured by the Municipal Bond Insurance Policy, subject, to the extent
applicable, to the terms and conditions of the Standby Agreement, the Bank Warrants,
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each Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto. As long as the Forbearance Period shall not have terminated in
accordance with the terms hereof, the Bank agrees to deliver to the Trustee, no later than
12:00 p.m. (prevailing Birmingham, Alabama time) on September 29, 2008, a letter
pursuant to the Redemption Notice deferring until November 17, 2008 the $6,565,000 of
Bank Warrants originally scheduled to be redeemed on October 1, 2008 under the
Redemption Notice (the “Deferral Notice™). The Deferral Notice shall not alter in any
way the termination events set forth in Section 1 hereof, or otherwise limit or alter the
Bank’s rights upon termination of the Forbearance Period prior to November 17, 2008.

4. Expiration Date. The Expiration Date (as such term is defined in the
Standby Agreement) shall not occur until the end of the Forbearance Period; provided,
however, that for purposes of the definition of “Bank Rate” in the Standby Agreement,
the Expiration Date shall remain at April 23, 2008 as set forth in the Forbearance
Agreement. XLCA confirms that the Bank Rate as calculated in conformity with the
preceding sentence constitutes the Bank Rate for purposes of the Municipal Bond
Insurance Policy.

s, Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressly upon the execution and delivery (a) by the Parties of this letter and (b) of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

6. Reservation of Rights. Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
this letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Event of Default. This letter does not constitute an amendment or modification of the
Standby Agreement (except as set forth in sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
and all Related Documents shall remain in full force and effect. No failure to exercise or
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delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.

7. Scope of Agreement. Except as expressly amended hereby, the terms of
the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or modification of the
Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms
and conditions of the Standby Agreement (as modified by Sections 2 and 3 of this letter),
the Bank Warrants, the Bond Insurance Policies, and all Related Documents shall remain
in full force and effect. This letter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but oniy by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification, waiver, discharge or termination is asserted.

8. Reaffirmation of Representations, Warranties, Covenants and
Undertakings of the County. The County hereby reaffirms that all representations and
warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings under the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a default under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the
Original Indenture) under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

9, Representations of Undersigned Bond Insurers. The execution,

delivery and performance of this letter agreement by each undersigned Bond Insurer does
not contravene or constitute a default under any statute, regulation or rule of any
governmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officers or other internal authorities of such Bond Insurer or with any
governmental authority that has not been obtained. XLCA hereby ratifies and confirms
the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
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thereof, of all payments of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all
documents related thereto. Each undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documents related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one
hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of law or provision of any Related Document that would provide otherwise and (b)
the rights and/or defenses of any undersigned Bond Insurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

10.  Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

11.  Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

12. Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the’
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
info this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement) made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and all documents related
thereto.

13. Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that Sections
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2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent. Furthermore, the Trustee has not agreed to any amendment, waiver or
supplement to the Master Indenture or any Related Document (other than to the Standby
Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may have under the Master Indenture or any other
Related Document.
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

LLOYDS TSB BANK PLC

By: { %M@
Tit sistant Vias Preside ‘

le: Risk Management & Busingss Support
3025

By S

Title: Eric Isban
Director
002

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By’
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title
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We look forward to continuing to work cooperatively in an effort to achieve 2
consensual resiructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

LLOYDS TSB BANK PLC

By: 'J’ f

M = ABSIs RN 60 ¥ 6
_ Title: m;kmmagmmg. Business Support
sges -

S e A

Title:

Eric Isban
Rirector
1002
CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:'%ﬁ?) 0#4’»0 Mc/

Title: PRESIDENT

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title

509500-0283-08706-NY01.2738340.4



We look forward fo continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

LLOYDS TSB BANK.PLC

=1

_ - ASSiE g I :-';5 Bl
. Title Rk Harageret  Bsoss Spor

By S el

Title: Eric Ishan
Director
foo2

CONSENT AND AGREE:
JEFFERSON COUNTY, ALABAMA

By:’
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

.B /

Ti e/ﬂ/?a

1250 fs fosssaiTive
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XL CAPITAL ASSURANCE INC.

BY!MW
(77 7

Title:

THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

By:
Title:

509600-0283-D8706-N Y 01.2738310.6



XL CAPITAL ASSURANCE INC.

By
. Title:

" THE BANK OF NEW YORK MELLON, .
formerly THE BANK OF NEW YORE, as Trustes |

Ul reth

Title: Vice President

JPMORGAN CHASE BANK, as Liquidity Agent

By:
Title:
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KL CAPITAL ASSURANCE INC.

By:
Title:

THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

o Mlin L T

Tile: Zyep T IVE  PIRECTOR
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W N REGIONS Faly 31, 2008

Jefferson County, Alabama
-County Courthouse
- 716 Richard Arrington Boulevard
Birmingham, Alabama 35203
Attn; President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance Agreement
Between Jefferson County and Regions Bank

* Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of October
1, 2002, among Jefferson County, Alabama (the “County”), The Bank of New York Melion,
formerly The Bank of New York, as trustee (the “Trustee”), JPMorgen Chase Bank, as liquidity
‘agent (the “Liquidity Agent™), and Regions Bank, as liquidity provider (the “Bank™), relating to
the $49,100,000 Jefferson County, Alabama Sewer Revenue Refunding Warrants Series 2002-C-
7 (as amended, supplemented or otherwise modified, the “Standby Agreement”); (b) the
‘Forbearance Agreement and Reservation of Rights, dated as of March 31, 2008, among the
County, the Trustee, Financial Guarenty Insurance Company (“FGIC™), XL Capital Assurance
Inc. (“XLCA™ and the Bank (as amended by that certain First Amendment to Forbearance
‘Agreement and Reservation of Rights, dated as of April 15, 2008, the “Qriginal Forbearance
Agresment”); (c) the forbearance letter from the Bank to the County dated May 13, 2008,
regarding the Standby Agreement and the Original Forbearance Agresment; and (d) the
forbearance letter from the Bank to the County dated May 30, 2008, regarding the Standby
. Agreement and the Original Forbearance Agreement (the documents described in clauses (b), {c)
. and (d) are.referred to collectively as the “Forbearance Agreement”). Unless otherwise defined,
capitalized terms are used herein as defined in the Standby Agreement or the Forbearance
Agreement, as applicable.

As you know, pursuant o the Forbearance Agreement, the County has acknowledged that
Evenis of Default have occurred and are continuing under the Standby Agreement, that interest
has accrued and continues to accrue at the Defanlt Rate on the Bank Watrants, and that all
. interest accrued at the Defanlt Rate on the Bank Warrants in excess of the amount paid by the
County to the Bank on April 1, 2008 May 1, 2008, June 2, 2008 and July 1, 2008 shall be due




and payable in full on August 1, 2008. Additionally, pursuant to the Forbearance Agreement, the
Bark agreed not to exercise any of its rights and remedies in respect of the above-referenced
Events of Default prior to 5:00 p.m. (prevailing Birmingham, Alabama time) on July 31, 2008.

1. Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of the
Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the Bank and the
-Liquidity Agent have agreed to proceed as follows: Subject to the terms and conditions hereof,
during the period (the “Forbearance Period”) from the execution hereof by the Parties hereto
until 5:00 p.m. (prevailing Birmingham, Alabama time) on November 17, 2008, the Bank and
the Liquidity Agent shall forbear from exercising, and from directing or otherwise taking any
action to cause the Trustee to exercise, any rights or remedies that the Bank, the Liquidity Agent
or the Trustee has or may have, now or hereafter arising during the Forbearance Period, under or
with respect to the Standby Agreement, the Bank Warrants, the Bond Insurance Policies, other
Related Documents or applicable law, as a result of any and all defaults and Events of Default
existing under the Standby Agreement; provided that the Forbearance Period shall terminate
automatically and without notice upon the occurrence of any of the following: (&) any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original Forbearance
Agreement), (b) the Bank shall not receive the interest payments described in Section 2 of this
letter payable on each of August 4, 2008, September 2, 2008, October 1, 2008 and November 3,
2008, (c) the Bank shall not receive on or before August 4, 2008, (i) a principal payment on
account of the Bank Warrants in the amount of $2,348,870.19 as described in clause (i) of
Section 3 of this letter and (ii) an additional principal payment on account of the Bank Warrants
in the amount of $2,348,870,19 as described in clause (ii) of Section 3 of this letter, (d) the
forbearance period under the forbearance agreement to be entered into between the County and
- XLCA shall terminate or expire, (€) the Governor of the State of Alabama shall not have called,
~ on or before August 29, 2008, a special session of the Alabama Legislature for the purpose of
enacting legislation and/or proposing an Alabama constitutional amendment that would permit
the implementation of a restructuring plan contemplating a refunding in full of the Bank
‘Warrants (the “Proposed Plan™), (f) on or before 12 p.m. (prevailing Birmingham, Alabama
time) on September 29, 2008, the Alabama Legislature shall not have taken all necessary
legislative action required to authorize implementation of the Proposed Plan, including, if
applicable, all action required to permit any necessary Alabama constitutional amendment to be
~ on the ballot for the November 4, 2008 general election (the “Referendum”), or (g} the
" Referendum shall not have received a favorable vote by a majority of votes cast on the
Referendum on or before November 4, 2008.

2. Payment of Interest. On each of August 4, 2008, September 2, 2008, October 1,
2008 and November 3, 2008, in partial payment of the amount of interest accrued on the Bank
Warrants, the County shall pay or canse to be paid 10 the Bank interest on the Bank Warrants that
has accrued at the applicable Bank Rate, as such term is defined in the Standby Agreement. The
interest payable pursnant to the preceding sentence on August 4, 2008 shall include interest on
the Bank Warrants in an amount equal to the excess, if any, of (i) the amount of interest
calculated pursuant to the Standby Agreement during the period from March 1, 2008 through
July 31, 2008 at the applicable Bank Rate over (ii) the interest at the Base Rate plus 1% per



annum actually paid to the Bank during such period pursuant to the Forbearance Agreement.
Subject only to the forbearance in effect during the Forbearance Period, the acceptance of
payments of interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents, and
applicable law to the accrual and payment of interest at the Default Rate in accordance with the
terms of the Standby Agreement, the Bank Warrants, and the Related Documents. The County
acknowledges that in accordance with the terms of the Standby Agreement, from January 24,
2008, the date of the first occurrence of any continuing Event of Default, interest on the Bank
Warrants has accrued and will continue to accrue at the Default Rate, and that all interest on the
Bank Warrants accrued and continuing to accrue at the Defanlt Rate shall be due and payable in
full by the County upon expiration or termination of the Forbearance Period. The Bank, the
Liquidity Agent and the Trustee agree that until the expiration or termination of the Forbearance
Period, no additional Event of Default under the Standby Agreement will occur as a result of the
County’s failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all interest
accrued and accruing on the Bank Warrants is insured by the Municipal Bond Insurance Policy,
subject, to the extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto.

3. Payment of Principal. The Bank shall be paid (i) no later than August 4, 2008, a
'partial principal payment on the Bank Warrants in the amount of $2,348,870.19, and (ii) no later
than August 4, 2008, an additional partial principal payment on the Bank Warrants in the amount
of $2,348,870.19; provided, that the Parties acknowledge and agree that (a) the payment
referenced in this clause (ii) shall be made by XE.CA pursuant to the applicable Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the Standby
Agreement, the Bank Warrants, the applicable Municipal Bond Insurance Policy, the other
Related Documents, and all documents related thereto, (b) the failure for any reason of the Bank
to receive the $2,348,870.19 payment referenced in this clause (ii) on or prior to August 4, 2008,
shall constitute a Forbearance Period Termination Event, and (¢) nothing contained herein shall
create or cause to be incurred any separate or independent obligation of or by XLCA to make
any payment under any Municipal Bond Insurance Policy or otherwise. The County and XLCA
acknowledge that nothing herein is intended or shall be deemed to prejudice or otherwise alter
the County’s covenants and agreements in accordance with the provisions of Section 3.02 of the
Standby Agreement and that such covenants and agreements of the County shall be fully
" enforceable upon the expiration or termination of the Forbearance Period. XLCA approves of
the provisions of this Section 3 and acknowledges and confirms that all quarterly principal
installments payable by the County in respect of the Bank Warrants are insured by the Municipal
Bond Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
‘Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Docwments, and any and all documents related thereto. As long as the Forbearance Period shall
not have terminated in accordance with the terms hereof, the Bank agrees to deliver to the
Trustee, no later than 12:00 p.m. (prevailing Birmingham, Alabama time) on September 29,
2008, a letter pursuant to the Redemption Notice deferring until November 17, 2008 the
$3,070,000 of Bank Warrants originally scheduled to be redeemed on October 1, 2008 under the
Redemption Notice (the “Deferral Notice™). The Deferral Notice shall not alter in any way the




termination events set forth in Section 1 hereof, or otherwise limit or alter the Bank’s rights upon
termination of the Forbearance Period prior to November 17, 2008.

. 4, Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressty upon the execution and delivery (a) by the Parties of this letter and (b) of forbearance
letters with respect to each of the Other Standby Agreements and Swap Agreement, which letters
shall be in a form approved by Bank, Copies of all such documents shall be provided by the
County to the Bank, the Liquidity Agent, the Bond Insurers, and the Trustee immediately upon
their execution and delivery to the County.

3. Reservation of Rights. Nothing contained in this letter is intended as or shall
constitute an alteration, waiver or release of any rights, remedies, claims, causes of action, or
defenses by any of the Parties in relation to the Standby Agreement (except as set forth in
Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank Warrants, the Bond
Insurance Policies, the other Related Documents, any and all documents related thereto, or at law
or in equity, and all such rights, remedies, claims, causes of action, and defenses of the Parties
are hereby reserved. Nothing contained in this letter is intended as or shall constitute an
admission of liability on the part of any Party, nor shall anything contained in this letier enhance,
prejudice, or otherwise alter in any manner any Party’s rights, remedies, claims, causes of action,
or defenses against any other Party or Person. Nothing contained in this letter shall be deemed to
waive any existing Events of Default, or relieve or release the County or the Bond Insurers from
any of their respective obligations, as applicable, under the Standby Agreement, the Forbearance
Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related Documents, or from
the consequences of the existing Events of Default or any other Event of Default, This letter
does not constitute an amendment or modification of the Standby Agreement (except as set forth
. in sections 2 and 3 of this letter), the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, and the terms and conditions of the Standby Agreement, the Bank Warrants, the
Bond Insurance Policies, and all Related Documents shall remain in full force and effect. No
- failure to exercise or delay in exercising any right or power shall preclude any other or further
exercise thereof, and nothmg contained herein shall be deemed to constitute an election of
remediges.

6. Scope of Agreement. Bxcept as expressly amended hereby, the terms of the
Forbearance Agreement remain in full force and effect. Neither this letter nor the Forbearance
Agreement constitutes a waiver, an amendment or modification of the Standby Agreement
(except as expressly set forth in Sections 2 and 3 of this letter), the Bank Warrants, the Bond
Insurance Policies, or any Related Documents, and the terms and conditions of the Standby
Agreement (as modified by Sections 2 and 3 of this letter), the Bank Warrants, the Bond
Insurance Policies, and all Related Documents shall remain in full force and effect. This letter
. shall be binding upon and inure to the benefit of the Parties and their respective successors and
assigns. The terms of this letter may not be changed modified, waived, discharged or terminated
orally, but only by an instrument or instruments in writing, signed by the Party against whom the
enforcement of the change, modaﬁcatlon, walver dlscharge or termination is asserted.



7. Reaffirmation of Representations, Warranties, Covenants and Undertakings
of the County. The County hereby reaffirms that all representations and warranties made by the

County in the Forbearance Agreement remain true and correct as of the date of this letter, and
hereby reaffirms as of the date hereof each of its covenants and undertakings under the
Forbearance Agreement. The execution, delivery and performance of this letter by the County
has been duly authorized by all applicable procedures, and does not contravene or constitute a
default under any statute, regulation or rule of any governmental authority or under any
provision of the County’s organizational documents or any contractual restriction binding on the
County (including any agreement between the County and any Bond Insurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August 15,
2008, no funds will be available, or will be used, to make any deposit to the Reserve Fund, the
Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the Original Indenture)
under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any other account, and no
surplus revenue will be available for withdrawal, or will be withdrawn, by the County under
Section 11.6 of the Original Indenture; provided, however, that the County may make deposits

“into the Reserve Fund from moneys that do not constifute Pledged Revenues (as defined in the
Original Indenture).

&, Representations of Undersigned Bond Insurers. The execution, delivery and
performance of this letter agreement by each undersigned Bond Insurer does not contravene or
constitute a default under any statute, regulation or rule of any governmental authority or under
any provision of the respective Bond Insurer’s organizational documents or any contractual
restriction binding on such Bond Insurer (including any agreement between such Bond Insurer
and any reinsurer) or require any authorization, consent, approval, exemption or license from, or
any filing of registration by any officers or other internal authorities of such Bond Insurer or with
any governmental authority that has not been obtained. XLCA hereby ratifies and confirms the
Municipal Bond Insurance Policy and its insurance, in accordance with the terms thereof, of all
payments of principal and interest on the Bank Warrants, subject, to the extent applicable, to the
terms and conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance
Policy, the other Related Documents, and any and all documents related thereto. FEach
undersigned Bond Insurer hereby ratifies and confirms the DSRF Insurance Policy issued by it,
subject, to the extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, cach Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto. Without limiting the generality of the foregoing, as between each undersigned
Bond Insurer, on the one hand, and the Bank and the Trustee, on the other, neither the execution
and delivery of this letter agreement, nor performance hereunder, shall alter in any way (a) the
_ rights of the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond Insurance
Policy, and each undersigned Bond Insurer expressly waives the benefit of any rule of law or
provision of any Related Document that would provide otherwise and (b) the rights and/or
defenses of any undersigned Bond Insurer, as such rights and/or defenses existed prior to the
execution of this letter agreement, under the Standby Agreement, the Bank Warrants, the Bond
Insurance Policies, the other Related Documents, and any and all documents related thereto.




9. Governing Law. This letter shall be deemed to be a contract under, and shall be
governed by, and construed and interpreted in accordance with, the laws of the State of New
York and applicable federal law without regard to choice of law rules,

10.  Counterparts. This letter may be executed in multiple counterparts, each of
which shall be an original and all of which, taken together, shall constitute but one and the same
agreement among the Parties. Delivery of a counterpart hereof, or an executed signature hereto,
by facsimile or by e-mail (in pdf or similar format) shall be effective as delivery of a manually-
executed counterpart hereof,

11.  Due Authorization; Integration. Each Party hereto represents and warrants that
it has taken all necessary corporate or other applicable action to duly authorize its execution and
. delivery of this letter. This letter and the Forbearance Agreement (and any documents referred to
herein or therein) contain the whole agreement among the Parties relating to the subject matter of
this letter and the Forbearance Agreement, and supersede all previous understandings and
agreements among the Parties relating thereto. Each Party acknowledges that, in agreeing to
enter info this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letier or the Forbearance Agreement) made by or on
behalf of the other Party or any other Person whatsoever before the execution of this letter:
provided, however, that the Parties have relied on, and nothing in this Section shall alter in any
way, the provisions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documents related thereto.

12.  Consent. Please note that we have requested that the Trustee execute this letter
for the sole and limited purpose of indicating its consent to the extent that Sections 2 and 3 of
this letter constitute an amendment to the Standby Agreements requiring its comsent.
Furthermore, the Trustee has not agreed to any amendment, waiver or supplement to the Master
Indenture or any Related Document (other than to the Standby Agreement as provided in
Sections 2 and 3 of this letter) and has not agreed to forbear from exercising any remedy it has or
may have under the Master Indenture or any other Related Document.




We look forward fo continuing to work cooperatively in an effort to achieve a consensual
restructuring of the County’s sewer related indebtedness, and of course, we remain willing to
discuss any issue with you at your convenience.

Sincerely,

REGIONS BANK

By: ' /
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA
By: jﬁ@ O/IMW %
Title: PRESIDENT

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Titl

XL CAPITAL ASSURANCE INC.

By:
Title;
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Title: v

CONSENT AND AGREE:
JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title

XL CAPITAL ASSURANCE INC.
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THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

By L [ @uf

Tl CyzZeuTiVe D IRECTER—
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July 31, 2008

Jefferson County, Alabama

County Courthouse

716 Richard Arrington Boulevard

" Birmingham, Alabama 35203

Attn; President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance
Agreement Between Jefferson County and Societe Generale, New York
Branch

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
May 1, 2003, among Jefferson County, Alabama (the “County™), The Bank of New York
Mellon, formerly The Bank of New York, as trustee (the “Irustee”), JPMorgan Chase
Bank, as liquidity agent (the “Liquidity Agent”), and Societe Generale, New York
Branch, as liquidity provider (the “Bank™), relating to the $55,000,000 Jefferson County,
Alabama Sewer Revenue Refunding Warrants Series 2003-B-2 (as amended,
supplemented or otherwise modified, the “Standby Agreement”); (b) the Forbearance
Agreement and Reservation of Rights, dated as of March 31, 2008, among the County,
the Trustee, Financial Guaranty Insurance Company (“FGIC™), XL Capital Assurance
Inc. (“XLCA”) and the Bank (as amended by that certain First Amendment to
Forbearance Agreement and Reservation of Rights, dated as of April 15, 2008, the
“Original Forbearance Agreement™); (c) the forbearance letter from the Bank to the
County dated May 13, 2008, regarding the Standby Agreement and the Original
Forbearance Agreement; and (d) the forbearance letter from the Bank to the County dated
May 30, 2008, regarding the Standby Agreement and the Original Forbearance
Agreement (the documents described in clauses (b), (c) and (d) are referred to
collectively as the “Forbearance Agreement”). Unless otherwise defined, capitalized
terms are used herein as defined in the Standby Agreement or the Forbearance
Agreement, as applicable.

As you know, pursmant to the Forbearance Agreement, the County has
acknowledged that Events of Default have occurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the
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Bank Warrants, and that all interest accrued at the Default Rate on the Bank Warrants in
excess of the amount paid by the County to the Bank on April 1, 2008, May 1, 2008, June
2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.
Additionally, pursuant to the Forbearance Agreement, the Bank agreed not to exercise
any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Birmingham, Alabama time) on July 31, 2008.

1. Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the
Bank and the Liquidity Agent have agreed to proceed as follows: Subject to the terms
and conditions hereof, during the period (the “Forbearance Period”) from the execution
hereof by the Parties hereto until 5:00 p.m. (prevailing Birmingham, Alabama time) on
November 17, 2008, the Bank and the Liquidity Agent shall forbear from exercising, and
from directing or otherwise taking any action to cause the Trustee to exercise, any rights
or remedies that the Bank, the Liquidity Agent or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, other Related Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a) any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 4, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i) a principal payment on account of the Bank Warrants in the amount of
$2,639,504.44 as described in clause (i) of Section 3 of this letter and (ii) an additional
principal payment on account of the Bank Warrants in the amount of $2,639,504.44 as
described in clause (ii) of Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XLCA shall terminate
or expire, (e) the Governor of the State of Alabama shall not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or proposing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan™), (f) on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general election
(the “Referendum™), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008.

2. Payment of Interest. On each of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrued on the Bank Warrants, the County shall pay or cause to be paid to the Bank
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interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
is defined in the Standby Agreement. The interest payable pursuant to the preceding
sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount
equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
Bank Rate over (ii) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Default Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, interest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that all interest on the Bank Warrants accrued and continuing to
accrue at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank, the Liquidity Agent and the Trustee
agree that until the expiration or termination of the Forbearance Period, no additional
Event of Default under the Standby Agreement will occur as a result of the County’s
failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all
interest accrued and accruing on the Bank Warrants is insured by the Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Documents, and any and all documents related thereto.

3. Payment of Principal. The Bank shall be paid (i) no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $2,639,504.44,
and (ii) no later than August 4, 2008, an additional partial principal payment on the Bank
Warrants in the amount of $2,639,504.44; provided, that the Parties acknowledge and
agree that (a) the payment referenced in this clause (ii) shall be made by XLCA pursuant
to the applicable Municipal Bond Insurance Policy, subject, to the extent applicable, to
the terms and conditions of the Standby Agreement, the Bank Warrants, the applicable
Municipal Bond Insurance Policy, the other Related Documents, and all documents
related thereto, (b) the failure for any reason of the Bank to receive the $2,639,504.44
payment referenced in this clause (ii) on or prior to August 4, 2008, shall constitute a
Forbearance Period Termination Event, and (c) nothing contained herein shall create or
cause to be incurred any separate or independent obligation of or by XLCA to make any
payment under any Municipal Bond Insurance Policy or otherwise. The County and
XLCA acknowledge that nothing herein is intended or shall be deemed to prejudice or
otherwise alter the County’s covenants and agreements in accordance with the provisions
of Section 3.02 of the Standby Agreement and that such covenants and agreements of the
County shall be fully enforceable upon the expiration or termination of the Forbearance
Period. XLCA approves of the provisions of this Section 3 and acknowledges and
confirms that all quarterly principal installments payable by the County in respect of the
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Bank Warrants are insured by the Municipal Bond Insurance Policy, subject, to the extent
applicable, to the terms and conditions of the Standby Agreement, the Bank Warrants,
each Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto. As long as the Forbearance Period shall not have terminated in
accordance with the terms hereof, the Bank agrees to deliver to the Trustee, no later than
12:00 p.m. (prevailing Birmingham, Alabama time) on September 29, 2008, a letter
pursuant to the Redemption Notice deferring until November 17, 2008 the $3,435,000 of
Bank Warrants originally scheduled to be redeemed on October 1, 2008 under the
Redemption Notice (the “Deferral Notice™). The Deferral Notice shall not alter in any
way the termination events set forth in Section 1 hereof, or otherwise limit or alter the
Bank’s rights upon termination of the Forbearance Period prior to November 17, 2008.

4, Expiration Date. The Expiration Date (as such term is defined in the
Standby Agreement) shall not occur until the end of the Forbearance Period; provided,
however, that for purposes of the definition of “Bank Rate” in the Standby Agreement,
the Expiration Date shall remain at April 23, 2008 as set forth in the Forbearance
Agreement. XLCA confirms that the Bank Rate as calculated in conformity with the
preceding sentence constitutes the Bank Rate for purposes of the Municipal Bond
Insurance Policy.

5. Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressly upon the execution and delivery (a) by the Parties of this letter and (b) of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

6. Reservation of Rights. Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
this letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Event of Default. This letter does not constitute an amendment or modification of the
Standby Agreement (except as set forth in sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
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conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
and all Related Documents shall remain in full force and effect. No failure to exercise or
delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.

7. Scope of Agreement. Except as expressly amended hereby, the terms of
the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or modification of the
Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms
and conditions of the Standby Agreement (as modified by Sections 2 and 3 of this letter),
the Bank Warrants, the Bond Insurance Policies, and all Related Documents shall remain
in full force and effect. This letter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but only by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification, waiver, discharge or termination is asserted.

8. Reaffirmation _of Representations, Warranties, Ceovenants and
Undertakings of the County. The County hereby reaffirms that all representations and
warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings under the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a default under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the
Original Indenture) under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

9. Representations of Undersigned Bond Insurers. The execution,
delivery and performance of this letter agreement by each undersigned Bond Insurer does
not contravene or constitute a defavlt under any statute, regulation or rule of any
governmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officers or other internal authorities of such Bond Insurer or with any
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governmental authority that has not been obtained. XLCA hereby ratifies and confirms
the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
thereof, of all payments of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all
documents related thereto. Each undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documents related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one
hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of law or provision of any Related Document that would provide otherwise and (b)
the rights and/or defenses of any undersigned Bond Insurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

10.  Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

11.  Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

12. Due Authorization; Integration. FEach Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
into this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement) made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and all documents related
thereto.
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13.  Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that Sections
2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent. Furthermore, the Trustee has not agreed to any amendment, waiver or
supplement to the Master Indenture or any Related Document (other than to the Standby
Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may have under the Master Indenture or any other
Related Document.
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We look forward to continuing fo work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

SOCIETE GENERALE, NEW YORK
BRANCH

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Titl

XL CAPITAL ASSURANCE INC,

By:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

Sincerely,

SOCIETE GENERALE, NEW YORK
BRANCH

By:
Title:

Title:

FINANCIAL GUARANTY INSURANCE COMPANY

Tiﬂe AUTHoR 1250 RifDs seaTe

XL CAPITAL ASSURANCE INC.

By:

SERIES 2003-B-2 SEWER WARRANTS



We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:

Sincerely,

SOCIETE GENERALE, NEW YORK
BRANCH '

By:
Title:

Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:

Titl

XL CAPITAL ASSURANCE INC.
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Title:

“THE BANK OF NEW YORK MELLON, |
formery THE BANK OF NEW YORK, as Trustee

o

. Tifle: Vice President

TPMORGAN CHASE BANK, as Liquidity Agent

By:
- Tifle: - -
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Title:

THE BANK OF NEW YORK MELLOCN,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

o b/ W [} (U™

Title:
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July 31,2008

Jefterson County, Alabama

County Courthouse '

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Attn: President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance
Agreement Between Jefferson County and Societe Generale, New York
Branch

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
October 1, 2002, among Jefferson County, Alabama (the “County™), The Bank of New
York Mellon, formerly The Bank of New York, as trustee (the “Trustee™), JPMorgan
Chase Bank, as liquidity agent (the “Liquidity Agent™), and Societe Generale, New York
Branch, as liquidity provider (the “Bank™), relating to the $147,600,000 Jefferson
County, Alabama Sewer Revenue Refunding Warrants Series 2002-C-6 (as amended,
supplemented or otherwise modified, the “Standby Agreement”); (b) the Forbearance
Agreement and Reservation of Rights, dated as of March 31, 2008, among the County,
the Trustee, Financial Guaranty Insurance Company (“FGIC”), XI. Capital Assurance
Inc. (“XLCA™ and the Bank (as amended by that certain First Amendment to
Forbearance Agreement and Reservation of Rights, dated as of April 15, 2008, the
“Original Forbearance Agreement”); (c) the forbearance letter from the Bank to the
County dated May 13, 2008, regarding the Standby Agreement and the Original
Forbearance Agreement; and (d) the forbearance letter from the Bank to the County dated
May 30, 2008, regarding the Standby Agreement and the Original Forbearance
Agreement (the documents described in clauses (b), (c) and (d) are referred to
collectively as the “Forbearance Agreement”). Unless otherwise defined, capitalized
terms are used herein as defined in the Standby Agreement or the Forbearance
Agreement, as applicable.

As you know, pursuant to the Forbearance Agreement, the County has
acknowledged that Events of Default have occurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the

SERIES 2002-C-6 WARRANTS



Bank Warrants, and that all interest accrued at the Default Rate on the Bank Warrants in
excess of the amount paid by the County to the Bank on April 1, 2008, May 1, 2008, June
2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.
Additionally, pursuant to the Forbearance Agreement, the Bank agreed not to exercise
any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Birmingham, Alabama time) on July 31, 2008.

1. Forbearanee. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the
Bank and the Liquidity Agent have agreed to proceed as follows: Subject to the terms
and conditions hereof, during the period (the “Forbearance Period”) from the execution
hereof by the Parties hereto until 5:00 p.m. (prevailing Birmingham, Alabama time) on
November 17, 2008, the Bank and the Liquidity Agent shall forbear from exercising, and
from directing or otherwise taking any action to cause the Trustee to exercise, any rights
or remedies that the Bank, the Liquidity Agent or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, other Related Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a) any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termination Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 4, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i) a principal payment on account of the Bank Warrants in the amount of
$6,958,191.60 as described in clause (i) of Section 3 of this letter and (ii) an additional
principal payment on account of the Bank Warrants in the amount of $$6,958,191.60 as
described in clause (ii) of Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XLCA shall terminate
or expire, (e) the Governor of the State of Alabama shall not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or proposing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan™), (f) on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general election
(the “Referendum™), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008,

2. Payment of Interest. On each of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrued on the Bank Warrants, the County shall pay or cause to be paid to the Bank
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interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
is defined in the Standby Agreement. The interest payable pursuant to the preceding
sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount
equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
Bank Rate over (ji) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of -
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Default Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, interest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that all interest on the Bank Warrants accrued and continuing to
accrue at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank, the Liquidity Agent and the Trustee
agree that until the expiration or termination of the Forbearance Period, no additional
Event of Default under the Standby Agreement will occur as a result of the County’s
failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all
interest accrued and accruing on the Bank Warrants is insured by the Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Documents, and any and all documents related thereto.

3. Payment of Principal. The Bank shall be paid (i) no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $6,958,191.60,
and (1i) no later than August 4, 2008, an additional partial principal payment on the Bank
Warrants in the amount of $6,958,191.60; provided, that the Parties acknowledge and
agree that (a) the payment referenced in this clause (ii) shall be made by XLCA pursuant
to the applicable Municipal Bond Insurance Policy, subject, to the extent applicable, to
the terms and conditions of the Standby Agreement, the Bank Warrants, the applicable
Municipal Bond Insurance Policy, the other Related Documents, and all documents
related thereto, (b) the failure for any reason of the Bank to receive the $6,958,191.60
payment referenced in this clause (ii) on or prior to August 4, 2008, shall constitute a
Forbearance Period Termination Event, and (c¢) nothing contained herein shall create or
cause to be incurred any separate or independent obligation of or by XLCA to make any
payment under any Municipal Bond Insurance Policy or otherwise. The County and
XLCA acknowledge that nothing herein is intended or shall be deemed to prejudice or
otherwise alter the County’s covenants and agreements in accordance with the provisions
of Section 3.02 of the Standby Agreement and that such covenants and agreements of the
County shall be fully enforceable upon the expiration or termination of the Forbearance
Period. XLCA approves of the provisions of this Section 3 and acknowledges and
confirms that all quarterly principal installments payable by the County in respect of the
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Bank Warrants are insured by the Municipal Bond Insurance Policy, subject, to the extent
applicable, to the terms and conditions of the Standby Agreement, the Bank Warrants,
each Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto. As long as the Forbearance Period shall not have terminated in
accordance with the terms hereof, the Bank agrees to deliver to the Trustee, no later than
12:00 p.m. (prevailing Birmingham, Alabama time) on September 29, 2008, a letter
pursuant to the Redemption Notice deferring until November 17, 2008 the $9,050,000 of
Bank Warrants originally scheduled to be redeemed on October 1, 2008 under the
Redemption Notice (the “Deferral Notice”). The Deferral Notice shall not alter in any
way the termination events set forth in Section 1 hereof, or otherwise limit or alter the
Bank’s rights upon termination of the Forbearance Period prior to November 17, 2008.

4. Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this letter against the Parties are conditioned
expressly upon the execution and delivery (a) by the Parties of this letter and (b) of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

5. Reservation of Rights. Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
this letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Event of Default. This letter does not constitute an amendment or modification of the
Standby Agreement (except as set forth in sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
and all Related Documents shall remain in full force and effect. No failure to exercise or
delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained herein shall be deemed to constitute an election of remedies.

6. Scope of Agreement. Except as expressly amended hereby, the terms of
the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or modification of the
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Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms
and conditions of the Standby Agreement (as modified by Sections 2 and 3 of this letter),
the Bank Warrants, the Bond Insurance Policies, and all Related Documents shall remain
in full force and effect. This letter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but only by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification, waiver, discharge or termination is asserted.

7. Reaffirmation of Representations, Warranties, Covenants _and
Undertakings of the County. The County hereby reaffirms that all representations and
warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings under the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a default under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the
Original Indenture) under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

9. Representations of Undersigned Bond Insurers. The execution,
delivery and performance of this letter agreement by each undersigned Bond Insurer does
not contravene or constitute a default under any statute, regulation or rule of any
governmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officers or other internal authorities of such Bond Insurer or with any
governmental authority that has not been obtained. XLCA hereby ratifies and confirms
the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
thereof, of all payments of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all
documents related thereto. Each undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
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the other Related Documents, and any and all documents related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one
hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of law or provision of any Related Document that would provide otherwise and (b)
the rights and/or defenses of any undersigned Bond Insurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

10.  Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

11.  Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

12.  Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
into this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement) made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and all documents related
thereto.

13.  Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that Sections
2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent. Furthermore, the Trustee has not agreed to any amendment, waiver or
supplement to the Master Indenture or any Related Document (other than to the Standby
Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may have under the Master Indenture or any other
Related Document.
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Thtle:




We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience,

Sincerely,

SOCIETE GENERALE, NEW YORK
BRANCH

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By: yﬁZZZZJ dne ﬁﬂ//’éza/

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Titt

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:

Sincerely,

SOCIETE GENERALE, NEW YORK
BRANCH

By:
Title:

Title:

FINANCIAL GUARANTY INSURANCE COMPANY

Title g o« THowe 12 p ﬁf//es%v??:/-t

XL CAPITAL ASSURANCE INC.

By:

Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:

Sincerely,

SOCIETE GENERALE, NEW YORK
BRANCH

By:
Title:

Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:

Title

XL CAPITAL ASSURANCE INC.

Title:
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THE BANE. OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustec

Title: Vice President

. JPMORGAN CHASE BANK, as Liquidity Agent

BY:
Title:
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THE BANK OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By:
Title:

JPMORGAN CHASE BANK, as Liquidity Agent

o il [ 0T

Tile: = YEAUTVE  TIPECTIRA
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July 31, 2008

Jefferson County, Alabama

County Courthcuse

716 Richard Arrington Boulevard
Birmingham, Alabama 35203

Atin: President of County Commission

Re: Standby Warrant Purchase Agreement and Related Forbearance
Agreement Between Jefferson County and State Street Bank and Trust
Company

Ladies and Gentlemen:

Reference is made to (a) the Standby Warrant Purchase Agreement, dated as of
May 1, 2003, among Jefferson County, Alabama (the “County™), The Bank of New York
Mellon, formerly The Bank of New York, as trustee (the “Trustee”), JPMorgan Chase
Bank, as liquidity agent (the “Liquidity Agent™), and State Street Bank and Trust
Company, as liquidity provider (the “Bank™), relating to the $75,000,000 Jefferson
County, Alabama Sewer Revenue Refunding Warrants Series 2003-B-5 and $15,000,000
Jefferson County, Alabama Sewer Revenue Refunding Warrants Series 2003-B-6 (as
amended, supplemented or otherwise modified, the “Standby Agreement”); (b) the
Forbearance Agreement and Reservation of Rights, dated as of March 31, 2008, among
the County, the Trustee, Financial Guaranty Insurance Company (“FGIC”), XL Capital
Assurance Inc. (“XLCA”) and the Bank (as amended by that certain First Amendment to
Forbearance Agreement and Reservation of Rights, dated as of April 15, 2008, the
“Original Forbearance Agreement”); (c) the letter from the Bank to the County dated
May 14, 2008, regarding the Standby Agreement and the Original Forbearance
Agreement; and (d) the letter from the Bank to the County dated May 30, 2008, regarding
the Standby Agreement and the Original Forbearance Agreement (the documents
described in clauses (b), (c) and (d) are referred to collectively as the “Forbearance
Agreement”). Unless otherwise defined, capitalized terms are used herein as defined in
the Standby Agreement or the Forbearance Agreement, as applicable.

As you know, pursuant to the Forbearance Agreement, the County has
acknowledged that Events of Default have occurred and are continuing under the Standby
Agreement, that interest has accrued and continues to accrue at the Default Rate on the
Bank Warrants, and that all interest accrued at the Default Rate on the Bank Warrants in



excess of the amount paid by the County to the Bank on April 1, 2008, May 1, 2008, June
2, 2008 and July 1, 2008 shall be due and payable in full on August 1, 2008.
Additionally, pursuant to the Forbearance Agreement, the Baok agreed not to exercise
any of its rights and remedies in respect of the above-referenced Events of Default prior
to 5:00 p.m. (prevailing Bitmingham, Alabama time) on July 31, 2008.

1 Forbearance. In recognition of the ongoing efforts to reach a consensual
restructuring of the County’s sewer related indebtedness, and as a further expression of
the Bank’s and the Liquidity Agent’s willingness to fully explore that mutual goal, the
Bank and the Liquidity Agent have agreed to proceed as follows: Subject to the terms
and conditions hereof, during the period (the “Forbearance Period”) from the execution
hereof by the Parties hereto until 5:00 p.m. (prevailing Birmingham, Alabama time) on
November 17, 2008, the Bank and the Liquidity Agent shall forbear from exercising, and
from directing or otherwise taking any action to cause the Trustee to exercise, any rights
or remedies that the Bank, the Liquidity Agent or the Trustee has or may have, now or
hereafter arising during the Forbearance Period, under or with respect to the Standby
Agreement, the Bank Wartrants, the Bond Insurance Policies, other Related Documents or
applicable law, as a result of any and all defaults and Events of Default existing under the
Standby Agreement; provided that the Forbearance Period shall terminate automatically
and without notice upon the occurrence of any of the following: (a) any other
Forbearance Period Termination Event shall occur (except for those Forbearance Period
Termirnation Events set forth in subsections (a) and (f) of section 1 of the Original
Forbearance Agreement), (b) the Bank shall not receive the interest payments described
in Section 2 of this letter payable on each of August 1, 2008, September 2, 2008, October
1, 2008 and November 3, 2008, (c) the Bank shall not receive on or before August 4,
2008, (i) a principal payment on account of the Bank Warrants in the amount of
$4,322,154.22 as described in clause (1) of Section 3 of this letter and (ii) an additional
principal payment on account of the Bank Warrants in the amount of $4,322,154.21 as
described in clause (ii) of Section 3 of this letter, (d) the forbearance period under the
forbearance agreement to be entered into between the County and XLCA shall terminate
or expire, (¢} the Governor of the State of Alabama shall not have called, on or before
August 29, 2008, a special session of the Alabama Legislature for the purpose of enacting
legislation and/or proposing an Alabama constitutional amendment that would permit the
implementation of a restructuring plan contemplating a refunding in full of the Bank
Warrants (the “Proposed Plan™), (f) on or before 12 p.m. (prevailing Birmingham,
Alabama time) on September 29, 2008, the Alabama Legislature shall not have taken all
necessary legislative action required to authorize implementation of the Proposed Plan,
including, if applicable, all action required to permit any necessary Alabama
constitutional amendment to be on the ballot for the November 4, 2008 general election
(the “Referendum™), or (g) the Referendum shall not have received a favorable vote by a
majority of votes cast on the Referendum on or before November 4, 2008.

2. Payment of Interest. On each of August 4, 2008, September 2, 2008,
October 1, 2008 and November 3, 2008, in partial payment of the amount of interest
accrued on the Bank Warrants, the County shall pay or cause to be paid to the Bank
interest on the Bank Warrants that has accrued at the applicable Bank Rate, as such term
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is defined in the Standby Agreement. The interest payable pursuant to the preceding
sentence on August 4, 2008 shall include interest on the Bank Warrants in an amount
equal to the excess, if any, of (i) the amount of interest calculated pursuant to the Standby
Agreement during the period from March 1, 2008 through July 31, 2008 at the applicable
Bank Rate over (ii) the interest at the Base Rate plus 1% per annum actually paid to the
Bank during such period pursuant to the Forbearance Agreement. Subject only to the
forbearance in effect during the Forbearance Period, the acceptance of payments of
interest that are not calculated at the Default Rate shall not constitute a waiver of the
Bank’s rights under the Standby Agreement, the Bank Warrants, the Related Documents,
and applicable law to the accrual and payment of interest at the Default Rate in
accordance with the terms of the Standby Agreement, the Bank Warrants, and the Related
Documents. The County acknowledges that in accordance with the terms of the Standby
Agreement, from January 24, 2008, the date of the first occurrence of any continuing
Event of Default, inferest on the Bank Warrants has accrued and will continue to accrue
at the Default Rate, and that all interest on the Bank Warrants accrued and continuing to
accrue at the Default Rate shall be due and payable in full by the County upon expiration
or termination of the Forbearance Period. The Bank, the Liquidity Agent and the Trustee
agree that until the expiration or termination of the Forbearance Period, no additional
Event of Default under the Standby Agreement will occur as a result of the County’s
failure to pay interest on the Bank Warrants calculated at the Default Rate. XLCA
approves of the provisions of this Section 2 and acknowledges and confirms that all
interest accrued and accruing on the Bank Warrants is insured by the Municipal Bond
Insurance Policy, subject, to the extent applicable, to the terms and conditions of the
Standby Agreement, the Bank Warrants, each Bond Insurance Policy, the other Related
Documents, and any and all documents related thereto.

3 Payment of Principal. The Bank shall be paid (i) no later than August 4,
2008, a partial principal payment on the Bank Warrants in the amount of $4,322,154.22,
and (ii) no later than August 4, 2008, an additional partial principal payment on the Bank
Warrants in the amount of $4,322,154.21; provided, that the Parties acknowledge and
agree that (a) the payment referenced in this clause (ii) shall be made by XI.CA pursuant
to the applicable Municipal Bond Insurance Policy, subject, to the exient applicable, to
the terms and conditions of the Standby Agreement, the Bank Warrants, the applicable
Municipal Bond Insurance Policy, the other Related Documents, and all documents
related thereto, (b) the failure for any reason of the Bank to receive the $4,322,154.21
payment referenced in this clause (ii) on or prior to August 4, 2008, shall constitute a
Forbearance Period Termination Event, and (c) nothing contained herein shall create or
cause to be incurred any separate or independent obligation of or by XL.CA to make any
payment under any Municipal Bond Insurance Policy or otherwise. The County and
XLCA acknowledge that nothing herein is intended or shall be deemed to prejudice or
otherwise alter the County’s covenants and agreements in accordance with the provisions
of Section 3.02 of the Standby Agreement and that such covenants and agreements of the
County shall be fully enforceable upon the expiration or termination of the Forbearance
Period. XLCA approves of the provisions of this Section 3 and acknowledges and
confirms that all quarterly principal installments payable by the County in respect of the
Bank Warrants are insured by the Municipal Bond Insurance Policy, subject, to the extent
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applicable, to the terms and conditions of the Standby Agreement, the Bank Warrants,
each Bond Insurance Policy, the other Related Documents, and any and all documents
related thereto. As long as the Forbearance Period shall not have terminated in
accordance with the terms hereof, the Bank agrees to deliver to the Trustee, no later than
12:00 p.m. (prevailing Birmingham, Alabama time) on September 29, 2008, a letter
pursuant to the Redemption Notice deferring until November 17, 2008 the $5,625,000 of
Bank Warrants originally scheduled to be redeemed on October 1, 2008 under the
Redemption Notice (the “Deferral Notice™). The Deferral Notice shall not alter in any
way the termination cvents set forth in Section 1 hereof, or otherwise limit or alter the
Bank’s rights upon termination of the Forbearance Period prior to November 17, 2008.

4, Expiration Date. The Expiration Date (as such term is defined in the
Standby Agreement) shall not occur until the end of the Forbearance Period; provided,
however, that for purposes of the definition of “Bank Rate” in the Standby Agreement,
the Expiration Date shall remain at April 23, 2008 as set forth in the Forbearance
Agreement. XLCA confirms that the Baok Rate as calculated in conformity with the
preceding sentence comstitutes the Bank Rate for purposes of the Municipal Bond
Insurance Policy.

5. Conditions Precedent. The obligations of the Parties hereunder and the
enforceability of the terms and conditions of this leiter against the Parties are conditioned
expressly upon the execution and delivery (2) by the Parties of this letter and (b) of
forbearance letters with respect to each of the Other Standby Agreements and Swap
Agreement, which letters shall be in a form approved by Bank. Copies of all such
documents shall be provided by the County to the Bank, the Liquidity Agent, the Bond
Insurers, and the Trustee immediately upon their execution and delivery to the County.

6. Reservation of Rights, Nothing contained in this letter is intended as or
shall constitute an alteration, waiver or release of any rights, remedies, claims, causes of
action, or defenses by any of the Parties in relation to the Standby Agreement (except as
set forth in Sections 2 and 3 of this letter), the Forbearance Agreement, the Bank
Warrants, the Bond Insurance Policies, the other Related Documents, any and all
documents related thereto, or at law or in equity, and all such rights, remedies, claims,
causes of action, and defenses of the Parties are hereby reserved. Nothing contained in
thig letter is intended as or shall constitute an admission of liability on the part of any
Party, nor shall anything contained in this letter enhance, prejudice, or otherwise alter in
any manner any Party’s rights, remedies, claims, causes of action, or defenses against any
other Party or Person. Nothing contained in this letter shall be deemed to waive any
existing Events of Default, or relieve or release the County or the Bond Insurers from any
of their respective obligations, as applicable, under the Standby Agreement, the
Forbearance Agreement, the Bank Warrants, the Bond Insurance Policies, or any Related
Documents, or from the consequences of the existing Events of Default or any other
Event of Default. This letter does not constitute an amendment or modification of the
Standby Agreement (except as set forth in sections 2 and 3 of this letter), the Bank
Warrants, the Bond Insurance Policies, or any Related Documents, and the terms and
conditions of the Standby Agreement, the Bank Warrants, the Bond Insurance Policies,
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and all Related Documents shall remain in full force and effect. Ne failure to exercise or
delay in exercising any right or power shall preclude any other or further exercise thereof,
and nothing contained berein shall be deemed to constitute an election of remedies.

7. Scope of Agreement. Except as expressly amended hereby, the terms of
the Forbearance Agreement remain in full force and effect. Neither this letter nor the
Forbearance Agreement constitutes a waiver, an amendment or modification of the
Standby Agreement (except as expressly set forth in Sections 2 and 3 of this letter), the
Bank Warrants, the Bond Insurance Policies, or any Related Documents, and the terms
and conditions of the Standby Agreement (as modified by Sections 2 and 3 of this letter),
the Bank Warranis, the Bond Insurence Policies, and all Related Documents shall remain
in full force and effect. This letter shall be binding upon and inure to the benefit of the
Parties and their respective successors and assigns. The terms of this letter may not be
changed, modified, waived, discharged or terminated orally, but only by an instrument or
instruments in writing, signed by the Party against whom the enforcement of the change,
modification; waiver, discharge or termination is asserted.

8. Reaffirmation of Representations, Warranties, Covenants and
Undertakings of the County. The County hereby reaffirms that all representations and
warranties made by the County in the Forbearance Agreement remain true and correct as
of the date of this letter, and hereby reaffirms as of the date hereof each of its covenants
and undertakings wnder the Forbearance Agreement. The execution, delivery and
performance of this letter by the County has been duly authorized by all applicable
procedures, and does not contravene or constitute a defanlt under any statute, regulation
or rule of any governmental authority or under any provision of the County’s
organizational documents or any contractual restriction binding on the County (including
any agreement between the County and any Bond Insurer) or require any authorization,
consent, approval, exemption or license from, or any filing of registration with any
governmental authority that has not been obtained. The County represents that on August
15, 2008, no funds will be available, or will be used, to make any deposit to the Reserve
Fund, the Rate Stabilization Fund and/or the Depreciation Fund (each as defined in the

Original Indenture} under Sections 11.3, 11.4 and 11.5 of the Original Indenture, or any
* other account, and no surplus revenue will be available for withdrawal, or will be
withdrawn, by the County under Section 11.6 of the Original Indenture; provided,
however, that the County may make deposits into the Reserve Fund from moneys that do
not constitute Pledged Revenues (as defined in the Original Indenture).

9. Representations of Undersigned Bond Iunsurers. The execution,
delivery and performance of this letter agreement by each undersigned Bond Insurer does

not contravene or constitute a defanlt under any statute, regulation or rule of any
governmental authority or under any provision of the respective Bond Insurer’s
organizational documents or any contractual restriction binding on such Bond Insurer
(including any agreement between such Bond Insurer and any reinsurer) or require any
authorization, consent, approval, exemption or license from, or any filing of registration
by any officers or other internal authorities of such Bond Insurer or with any
governmental authority that has not been obtained. XLCA hereby ratifies and confirms
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the Municipal Bond Insurance Policy and its insurance, in accordance with the terms
thereof, of all payments of principal and interest on the Bank Warrants, subject, to the
extent applicable, to the terms and conditions of the Standby Agreement, the Bank
Warrants, each Bond Insurance Policy, the other Related Documents, and any and all
documents related thereto. Each undersigned Bond Insurer hereby ratifies and confirms
the DSRF Insurance Policy issued by it, subject, to the extent applicable, to the terms and
conditions of the Standby Agreement, the Bank Warrants, each Bond Insurance Policy,
the other Related Documents, and any and all documents related thereto. Without limiting
the generality of the foregoing, as between each undersigned Bond Insurer, on the one
hand, and the Bank and the Trustee, on the other, neither the execution and delivery of
this letter agreement, nor performance hereunder, shall alter in any way (a) the rights of
the Bank or the Trustee, or the obligations of any undersigned Bond Insurer, under each
Bond Insurance Policy, nor constitute a defense to payment or release under any Bond
Insurance Policy, and each undersigned Bond Insurer expressly waives the benefit of any
rule of law or provision of any Related Document that would provide otherwise and (b)
the rights and/or defenses of any undersigned Bond Insurer, as such rights and/or
defenses existed prior to the execution of this letter agreement, under the Standby
Agreement, the Bank Warrants, the Bond Insurance Policies, the other Related
Documents, and any and all documents related thereto.

10, Governing Law. This letter shall be deemed to be a contract under, and
shall be governed by, and construed and interpreted in accordance with, the laws of the
State of New York and applicable federal law without regard to choice of law rules.

11,  Counterparts. This letter may be executed in multiple counterparts, each
of which shall be an original and all of which, taken together, shall constitute but one and
the same agreement among the Parties. Delivery of a counterpart hereof, or an executed
signature hereto, by facsimile or by e-mail (in pdf or similar format) shall be effective as
delivery of a manually-executed counterpart hereof.

12. Due Authorization; Integration. Each Party hereto represents and
warrants that it has taken all necessary corporate or other applicable action to duly
authorize its execution and delivery of this letter. This letter and the Forbearance
Agreement (and any documents referred to herein or therein) contain the whole
agreement among the Parties relating to the subject matter of this letter and the
Forbearance Agreement, and supersede all previous understandings and agreements
among the Parties relating thereto. Each Party acknowledges that, in agreeing to enter
into this letter and the Forbearance Agreement, it has not relied on any representation or
warranty (except those set forth in this letter or the Forbearance Agreement} made by or
on behalf of the other Party or any other Person whatsoever before the execution of this
letter; provided, however, that the Parties have relied on, and nothing in this Section shall
alter in any way, the provisions of the Standby Agreement, the Bank Warrants, each
Bond Insurance Policy, the other Related Documents, and any and ail documents related
thereto,
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13.  Consent. Please note that we have requested that the Trustee execute this
letter for the sole and limited purpose of indicating its consent to the extent that Sections
2 and 3 of this letter constitute an amendment to the Standby Agreements requiring its
consent, Furthermore, the Trustee has not agreed fo any amendment, waiver or
supplement to the Master Indenture or any Related Document (other than to the Standby
Agreement as provided in Sections 2 and 3 of this letter) and has not agreed to forbear
from exercising any remedy it has or may bave under the Master Indenture or any other
Related Document.
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience,

Sincerely,

STATE STREET BANK AND TRUST

CoMP
By: "4‘%
Title: [ ”

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

STATE STREET BANK AND TRUST
COMPANY

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

B”‘J%PML%
Title: PRESIDENT

FINANCIAL GUARANTY INSURANCE COMPANY

By: \/?//

Titl

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

STATE STREET BANK AND TRUST
COMPANY :

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Tille #7H0 8,250 /fé’/éf!&fbﬁué’,

XL CAPITAL ASSURANCE INC.

By:
Title:
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We look forward to continuing to work cooperatively in an effort to achieve a
consensual restructuring of the County’s sewer related indebtedness, and of course, we
remain willing to discuss any issue with you at your convenience.

Sincerely,

STATE STREET BANK AND TRUST
COMPANY

By:
Title:

CONSENT AND AGREE:

JEFFERSON COUNTY, ALABAMA

By:
Title:

FINANCIAL GUARANTY INSURANCE COMPANY

By:
Title

XL CAPITAL ASSURANCE INC.

Z

By:
Title:
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I'HE BANK OF NEW YORK MELLON, _
formu'ly THE BANK OF NEW Y(}RK1 a$ Trustee

o LI

. T:ﬂe Vice President

JPMORGAN CHASE BANK, as Liquidity Agent

By:
Title:
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THE BANK. OF NEW YORK MELLON,
formerly THE BANK OF NEW YORK, as Trustee

By
Title:

JPMORGAN CHASE BANK, as Liquidity Ageat

. i . 3 ?"'n '
By: W nmw Q @J‘L/
e yepy TIVE P IRECTPR

4393343v.]

Gade Shroel S09500-0283-04706-NYD).2738340,6
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