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GENERAL INFORMATION ABOUT THE OFFICIAL STATEMENT

Use of Official Statement. This Official Statement is submitted in connection with the offer and sale
of the 2005 Bonds referred to herein and may not be reproduced or used, in whole or in part, for any other
purpose. This Official Statement is not to be construed as a contract with the purchasers of the 2005 Bonds.

Estimates and Forecasts. When used in this Official Statement and in any continuing disclosure by
the Community Facilitics District in any press release and in any oral statement made with the approval of an
authorized officer of the Community Facilities District or any other entity described or referenced herein, the
words or phrases “will likely result,” “are expected to,” “will continue,” “is anticipated,” “estimate,” “project,”
“forecast,” “expect,” “intend,” and similar expressions identify “forward looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1995, Section 21E of the United States Securitics
Exchange Act of 1934, as amended, and Section 27A of the United States Securities Act of 1933, as amended.
Such statements arc subject to risks and uncertainties that could cause actual results to differ materially from
those contemplated in such forward-looking statements. Any forecast is subject to such uncertainties.
Inevitably, some assumptions used to develop the forecasts will not be realized and unanticipated events and
circumstances may occur. Therefore, there arelikely to be differences between forecasts and actual results and
those differences may be material. The information and expressions of opinion herein are subject to change
without notice, and neither the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, give rise to any implication that there has been no change in the affairs of the Community
Facilities District or any other entity described or referenced herein since the date hereof. The Community
Facilities District does not plan to issue any updates or revision to the forward-looking statements set forth in
this Official Statement.

Limited Offering. No dealer, broker, salesperson or other person has been authorized by the
Community Facilities District to give any information or to make any representations in connection with the
offer or sale of the 2005 Bonds other than those contained herein and if given or made, such other information
or representation must not be relied upon as having been authorized by the Community Facilities District or
the Underwriter. This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy
nor shall there be any sale of the 2005 Bonds by a person in any jurisdiction in which it is unlawful for such
person to make such an offer, solicitation or sale.

Involvement of Underwriter. The Underwriter has submitted the following statement forinclusion in
this Official Statement: The Underwriter has reviewed the information in this Official Statement in accordance
with, and as a part of, its responsibilities to investors under the federal securities laws ag applied to the facts and
circumstances of this transaction, but the Underwriter does not guarantee the accuracy or completeness of such
information. The information and expressions of opinions herein are subject to change without notice and
neither delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create
any implication that there has been no change in the affairs of the Community Facilities District or any other
entity described or referenced herein since the date hereof. All summaries of the documents referred to in this
Official Statement are made subject to the provisions of such documents, respectively, and do not purport to
be complete statements of any or all of such provisions.

Stabilization of Prices. In connection with this offering, the Underwriter may overallot or effect
transactions which stabilize or maintain the market price of the 2005 Bonds at a level above that which might
otherwise prevail in the open market. Such stabilizing, if commenced, may be discontinued at any time. The
Underwriter may offer and sell the 2005 Bonds to certain dealers and others at prices lower than the public
offering prices set forth on the cover page hercof and said public offering prices may be changed from time to
time by the Underwriter.

THE 2005 BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, INRELTANCE UPON AN EXCEPTIONFROM THE REGISTRATION REQUIREMENTS
CONTAINED IN SUCH ACT. THE 2005 BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED
UNDER THE SECURITIES LAWS OF ANY STATE.
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OFFICIAL STATEMENT

$11,785,000
COMMUNITY FACILITIES DISTRICT NO. 2004-1
OF THE SANTA ANA UNIFIED SCHOOL DISTRICT
(CENTRAL PARK PROJECT)
2005 SPECIAL TAX BONDS

INTRODUCTION

This introduction is not a summary of this Official Statement. It is only a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire Official
Statement, including the cover page and appendices hereto, and the documents summarized or described
herem. A full review should be made of the entire Official Statement. The offering of the 2005 Bonds to
potential investors is made only by means of the entire Official Statement.

General

This Official Statement, including the cover page and appendices hereto, is provided to furnish
information regarding the Community Facilities District No. 2004-1 of the Santa Ana Unified School District
(Central Park Project) 2005 Special Tax Bonds (the 2005 Bonds™ or the “Bonds™).

The 2005 Bonds are 1ssued pursuant to the Act (as defined below) and a Bond Indenture, dated as
of August 1, 2005 (the “Bond Indenture™), by and between Community Facilities District No. 2004-1 of the
Santa Ana Unified School District (Central Park Project) (the “Community Facilities District”) and The Bank
of New York Trust Company, N.A., as fiscal agent (the “Fiscal Agent”). See “THE 2005 BONDS —
Authority for Issuance™ herein. The Community Facilities District may issue additional bonds payable on
a parity with the 2005 Bonds for refunding purposes only.

The School District

The Santa Ana Unified School District (the “School District™), located in Orange County, California
(the “County™), is the sixth-largest school district in California as measured by student enrollment. The
School District encompasses territory in the central portion of the County and includes most of the city of
Santa Ana, portions of the cities of Irvine, Newport Beach, Costa Mesa, Orange, and Tustin, and adjacent
unincorporated areas of the County. The School District provides education for students in kindergarten
through twelfth grades. The School District currently operates five comprehensive high schools (for grades
9-12), two continuation high schools (for grades 9-12), nine intermediate schools (for grades 6-8), one
community day intermediate school (for grades 6-8), one community day high school (for grades 9-12), one
middle college high school, 36 clementary schools (for grades K-3), one child development center. Total
enrollment in the 2004-05 school year was approximately 58,832 students.

The Community Facilities District

The Community Facilities District was formed and established by the Board of Education of the
School District (the “Board™) on September 22, 2004, pursuant to the Mello-Roos Community Facilities Act
of 1982, as amended (Section 53311 ef seq. of the California Government Code, and referred to herein as the
“Act™), following a public hearing and a landowner election at which the qualified electors of the Community
Facilities District, by more than a two-thirds vote, authorized the Community Facilities District to incur
bonded indebtedness in the aggregate not-to-exceed amount of $16,000,000 and approved the levy of special
taxes (the “Special Taxes™) on certain real property located in the Community Facilities District.

Once duly established, a community facilities district is a legally constituted governmental entity
established for the purpose of financing specific facilities and services within defined boundaries. Subject
to approval by a two-thirds vote of the qualified voters within a community facilities district and compliance
with the provisions of the Act, a community facilities district may issue bonds and may levy and collect
special taxes to repay such bonded mdebtedness and interest thereon.



The Community Facilities District is comprised of approximately 41.78 gross acres of contiguous
land located at the northwest corner of Jamboree Boulevard and Michelson Drive, in the City of Trvine. The
project is referred to as the “Central Park Project” or the “Central Park West” (hereinafter, the “Central Park
Project™). The Community Facilities District is bounded generally on the east by Jamboree Boulevard, on
the west by the Obsidian Street, on the south by Michelson Drive and on the north by the I-405 freeway. The
Community Facilities District consists of approximately 30.59 net acres proposed for development of
approximately 1,380 attached units, with a variety of low, mid and high rise attached residential units, an
approximately 19,700 square foot retail development and an approximately 90,000 square foot office
development. Included within the master-planned community is a proposed approximately 2.0-acre
neighborhood park site, plus private homeowner park sites totaling approximately 1.3-acres.

As of August 23, 2005, there is one major landowner within the Community Facilities District:
Lennar KFPLB, LI.C, a Delaware limited liability company (*Lennar KFPLB LLC™). The members of
Lennar KFPLB, LLC are Lennar Central Park, L1.C, a Delaware limited liability company (*Lennar Central
Park, LI.C”) and KFPLB Michelson Jamboree LLC, a Delaware limited liability company (“KFPLB
Michelson Jamboree 1.I.C™). Lennar Homes of California, Inc. a California corporation (“Lennar Homes of
California, Inc.”) 1s the managing member of Lennar Central Park, L1.C. The other member of Lennar
Central Park, LL.C is LNR Central Park, Inc. a California corporation. Except for Lot No. 8, the property is
subject to an option agreement between Lennar KFPLB, LLC and Lennar Central Park LLC, which is
scheduled to be exercised on or before September 16, 2005 and to close on or before September 30, 20035.
The portion of the project which will be subject to the levy of Special Taxes is proposed to be developed by
several different builders, including Lennar Homes of California, Inc. and possibly joint ventures which are
proposed to be formed by Lennar Homes of California, Inc. with other entities. The lots may be owned by
separate limited liability companies or other entities which have not yet been formed so specific ownership
and membership is not known as of August 23, 2005. In addition, Lennar KFPLB, L1.C is negotiating with
a builder which would develop approximately 62 affordable housing units on Lot No. 8 and those units if
developed as affordable housing units would be exempt from the levy of the Special Tax. For convenience
of reference herein, Lennar Homes of California, Inc., and the proposed joint ventures, limited liability
companies or other entities which may be formed to take title to the property subject to the levy of Special
Taxes are referred to individually as a “Builder” or collectively as “Builders. See “THE COMMUNITY
FACILITIES DISTRICT — Property Ownership and Development.”

Minimum Annual Special Tax Requirement

Pursuant to the First Amended Rate and Method of Apportionment of Special Tax (the “First
Amended Rate and Method™), the Board will levy the Annual Special Tax on each Assessor’s Parcel of
Residential Property and Commercial Property up to an amount equal to the Assigned Annual Special Tax
applicable to each such Assessor’s Parcel, to satisfy the Minimum Annual Special Tax Requirement. If the
sum of the amounts collected from Residential Property and Commercial Property 1s insufficient to satisfy
the Minimum Annual Special Tax Requirement, then the Board will levy proportionately an Annual Special
Tax on each Assessor’s Parcel of Undeveloped Property, up to the Assigned Annual Special Tax applicable
to each Assessor’s Parcel, to satisfy the Minimum Annual Special Tax Requirement. The Mmimum Annual
Special Tax Requirement is defined in the First Amended Rate and Method as the amount required in any
Fiscal Year to pay (i) the debt service or the periodic costs on all outstanding 2005 Bonds, including, but not
limited to, credit enhancement and rebate payments on the 2005 Bonds (i1) Administrative Expenses of
Community Facilities District No. 2004-1, (111) the costs associated with the release of funds from an escrow
account, (1v) any amount required to estab lish or replenish any reserve funds (or account thereof) established
in association with the 2005 Bonds, and (v) any amounts required for construction of Additional School
Facilities, less (vi) any amount available to pay debt service or other periodic costs on the 2005 Bonds
pursuant to the Bond Indenture. See “SECURITY FOR THE 2005 BONDS — First Amended Rate and
Method.”

Purpose of the 2005 Bonds

A portion of the proceeds of the 2005 Bonds will be used to finance schools and school facilities, a
portion of the proceeds will be used to finance the costs of water and sewer facilities of the Irvine Ranch
Water District “TRWD™) and a portion of the proceeds will be used to finance the costs of fire suppression
and protection facilities of the Orange County Fire Authority. The Community Facilities District will finance
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school facilities which will directly or mdirectly serve students to be generated from the development of the
property within the Community Facilities District. The Community Facilities District was formed n
connection with the Impact Mitigation Agreement (“Mitigation Agreement™), dated October 1, 2004, by and
between the School District and Lennar KFPLB, LLC (successor to KFPLB Michelson Jamboree, LLC), a
Delaware limited liability company (and together with the School District, the “Parties™). In addition, the
Community Facilities District is subject to a Joint Community Facilities Agreement (the *TRWD JCFA™)
dated September 28, 2004, by and among the School District, Lennar KFPLB, LLC as successor to KFPLB
Michelson Jamboree, LIL.C, and IRWD and a Joint Community Facilities Agreement (the “OCFA JCFA™)
dated June 23, 2005, by and among the Orange County Fire Authority, the School District and Lennar
KFPLB, LLC. See “FACILITIES TO BE FINANCED WITH PROCEEDS OF THE 2005 BONDS” and
“THE COMMUNITY FACILITIES DISTRICT — Property Ownership and Development™ herein.

Sources of Payment for the 2005 Bonds

The 2005 Bonds are secured by and payvable from a first pledge of “Net Taxes,” which is defined
within the Bond Indenture as Gross Taxes minus amounts applied to pay the Administrative Expense
Requirement of $40,000 per Fiscal Year (which amount shall increase 2% per each July 1 beginning with
July 1, 2006). “Gross Taxes™ are defined in the Bond Indenture as the amount of all Special Taxes recerved
by the treasurer, together with the net proceeds collected from the sale of property pursuant to the foreclosure
provisions of the Bond Indenture, penalties and interest received by the Community Facilities District in
connection with the delinquency of such Special Taxes and proceeds from any security for payment of
Special Taxes taken in lieu of foreclosure after payment of administrative costs and attorneys” fees payable
from such proceeds to the extent not previously paid as an Administrative Expense. “Special Taxes™ are
defined as the taxes authorized to be levied by the Community Facilities District in accordance with a
Resolution and Ordinance adopted by the Legislative Body of the Community Facilities District on
September 28, 2004, providing for the levy of the Special Taxes, the Resolution of Formation (as defined
below), the Act and the First Amended Rate and Method.  “Administrative Expenses™ are defined as
including the administrative costs with respect to the calculation and collection of the Special Taxes, or costs
otherwise incurred by the School District staff on behalf of the Community Facilities District in order to carry
out the purposes of the Community Facilities District as set forth in the Resolution of Formation or the First
Amended Rate and Method and the fees and expenses of the Fiscal Agent.

Pursuant to the Act, the First Amended Rate and Method, the Resolution of Formation and the Bond
Indenture, so long as the 2005 Bonds are outstanding, the Community Facilities District will annually fix and
levy the amount of Special Taxes within the Community Facilities District required for the payment of
principal of and interest on Outstanding 2005 Bonds becoming due and payable during the ensuing vear
including any necessary replenishment or expenditure of the Reserve Account for the 2005 Bonds, any
amount equal tothe Administrative Expense Requirement and any additional amounts necessary for expenses
mcurred in connection with administration or enforcement of delinquent Special Taxes. See “SECURITY
FOR THE 2005 BONDS — Special Taxes™ herein.

Pursuant to the Act, all lands owned by a public entity within the Community Facilities District are
omitted from the levy of the Special Tax, unless the public entity acquires the property after recording the
Notice of Special Tax Lien, in which case the public entity will be obligated to pay the Special Tax, subject
to certain limitations. The First Amended Rate and Method exempts from the Special Tax all property
owned by the State, the federal government and local governments, as well as certain other properties, subject
to certain limitations. See “SECURITY FOR THE 2005 BONDS — First Amended Rate and Method™ and
“BONDOWNERS’ RISKS — Exempt Properties.”

The 2005 Bonds are secured by a first pledge of all moneys deposited in the Reserve Account. See
“SECURITY FOR THE 2005 BONDS.” The Reserve Account will be established out of the proceeds of the
sale of the 2005 Bonds, in an amount equal to the Reserve Requirement. The Bond Indenture defines the
Reserve Requirement with respect to the 2005 Bonds as an amount, as of any date of calculation, equal to the
lowest of (1) 10% of the original principal amount of the 2005 Bonds, (i1) “Maximum Annual Debt Service™
on the 2005 Bonds (as defined in the Bond Indenture), or (ii1) 125% of average annual debt service on the
2005 Bonds. The ability of the Board, in its capacity as Legislative Body of the Community Facilities
District, to increase the annual Special Taxes levied to replenish the Reserve Account i1s subject to the
maximum annual amount of Special Taxes authorized by the qualified voters of the Community Facilities
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District. The moneys in the Reserve Account will only be used for payment of principal of, interest and any
redemption premium on, the 2005 Bonds, and at the direction of the Community Facilities District, for
payment of rebate obligations related to the 2005 Bonds. See “SECURITY FOR THE 2005 BONDS —
Reserve Account.”

The Community Facilities District has also covenanted in the Bond Indenture to cause foreclosure
proceedings to be commenced and prosecuted against certain parcels with delinquent installments of the
Special Taxes. For a more detailed description of the foreclosure covenant, see “SECURITY FOR THE 2003
BONDS — Proceeds of Foreclosure Sales.”

NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE SCHOOL
DISTRICT, THE COMMUNITY FACILITIES DISTRICT (EXCEPT TO THE LIMITED EXTENT
DESCRIBED HEREIN) OR THE STATE OR ANY POLITICAL SUBDIVISION THEREOF IS
PLEDGED TO THE PAYMENT OF THE 2005 BONDS. OTHER THAN THE SPECIAL TAXES OF
THE COMMUNITY FACILITIES DISTRICT, NO TAXES ARE PLEDGED TO THE PAYMENT
OF 2005 BONDS. THE 2005 BONDS ARE NOT A GENERAL OBLIGATION OF THE
COMMUNITY FACILITIES DISTRICT, BUT ARE LIMITED OBLIGATIONS OF THE
COMMUNITY FACILITIES DISTRICT PAYABLE SOLELY FROM THE SPECIAL TAXES
WITHIN THE COMMUNITY FACILITIES DISTRICT AS MORE FULLY DESCRIBED HEREIN.

Appraisal

An appraisal prepared by an MAI appraiser of the land and existing improvements for the
development within the Community Facilities District dated June 2005 (the “Appraisal”), has been prepared
by Harris Realty Appraisal, MAI of Newport Beach, California (the “Appraiser’) in connection with issuance
of the 2005 Bonds. The purpose of the appraisal was to estimate the value of the “as 1s™ condition of the land
and reflect the proposed Community Facilities District financing, together with the overall tax rate of
approximately 1.5% to the future homeowners, including the Special Taxes and the special taxes of
Community Facilities District No. 2004-1 formed by the City of Irvine. The Appraisal is based on certain
assumptions. Subject to these assumptions, the Appraiser estimated that the fee simple market value of the
Taxable Property within the Community Facilities District (subject to the lien of the Special Taxes and other
overlapping special taxes) as of June 1, 2005, was $90,000,000.

The fee simple market value includes the value of grading. The market values reported in the
Appraisal result in an estimated value-to-lien ratio of 7.42:1, calculated with respect to all direct and
overlapping bonded debt as of the County Assessor’s Fiscal Year 2004-05 equalized assessment roll. The
value-to-lien ratios of individual parcels will differ from the foregoing aggrepate values. The Appraisal is
based on certain assumptions including a deduction from value for certain estimated costs which may be
funded by the City of Irvine Community Facilities District No. 2004-1 if the City of Irvine Community
Facilities District No. 2004-1 issues bonds. The value-to-lien ratio set forth above excludes debt of the City
Community Facilities District No. 2004-1 which has a bond authorization of $27,000,000. In the event the
City of Irvine Community Facilities District No. 2004-01 issues bonds, the appraised value at that time will
differ based both on any additional improvements as of the date of value of a future appraisal and based on
use of City of Irvine Community Facilities District No. 2004-1 bond proceeds to finance certain of the
estimated costs relating to the project which have been deducted in determining the estimate Appraised Value
set forth above.

See “BONDOWNERS’ RISKS — Appraised Values™ and ““— Burden of Parity Liens, Taxes and Other
Special Assessments on the Taxable Property” herein and APPENDIX C — “Appraisal Report” appended
hereto for further information on the Appraisal and for limiting conditions relating to the Appraisal.

Tax Exemption

Assuming compliance with certain covenants and provisions of the Internal Revenue Code of 1986,
in the opinion of Bond Counsel, interest on the 2005 Bonds will not be includable in gross income for federal
income tax purposes although it may be includable in the calculation for certain taxes. Also in the opinion
of Bond Counsel, interest on the 2005 Bonds will be exempt from State personal income taxes. See “LEGAL
MATTERS — Tax Exemption” herein.



Risk Factors Associated with Purchasing the 2005 Bonds

Investment in the 2005 Bonds involves risks that may not be appropriate for some investors. See the
section of this Official Statement entitled “BONDOWNERS’ RISKS” for a discussion of certain risk factors
which should be considered, in addition to the other matters set forth herein, in considering the investment
quality of the 2005 Bonds.

Forward Looking Statements

Certain statements included or incorporated by reference in this Official Statement constitute
“forward-looking statements™ within the meaning of the United States Private Securities Litigation Reform
Actof 1993, Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A
of the United States Securities Act of 1933, as amended. Such statements are generally identifiable by the
terminology used such as a “plan,” “expect,” “‘estimate,” “project,” “budget” or similar words. Such forward-
looking statements include, but are not limited to certain statements contained in the information under the
caption “THE COMMUNITY FACILITIES DISTRICT — General Information™ and *“— Property Ownership

and Development” herein.

THE ACHIEVEMENT OF CERTAIN RESULTS OR OTHER EXPECTATIONS CONTAINED
IN SUCH FORWARD-LOOKING STATEMENTS INVOLVE KNOWN AND UNKNOWN RISKS,
UNCERTAINTIES AND OTHER FACTORS WHICH MAY CAUSE ACTUAL RESULTS,
PERFORMANCE OR ACHIEVEMENTS DESCRIBED TO BE MATERIALLY DIFFERENT FROM ANY
FUTURE RESULTS, PERFORMANCE OR ACHIEVEMENTS EXPRESSED OR IMPLIED BY SUCH
FORWARD-LOOKING STATEMENTS. THE COMMUNITY FACILITIES DISTRICT DOES NOT PLAN
TO ISSUE ANY UPDATES OR REVISIONS TO THE FORWARD-LOOKING STATEMENTS SET
FORTHIN THIS OFFICIAL STATEMENT.

Professionals Involved in the Offering

The Bank of New York Trust Company, N.A., Los Angeles, California, will serve as the paying
agent, registrar, authentication agent and transfer agent for the 2005 Bonds and will perform the functions
required of it under the Bond Indenture for the payvment of the principal of and interest and any premium on
the 2005 Bonds and all activities related to the redemption of the 2005 Bonds. Stradling Yocca Carlson &
Rauth, Newport Beach, California is serving as Bond Counsel to the Community Facilities District and as
general counsel to the School District. Stone & Youngberg LLC is acting as Underwriter in connection with
the 1ssuance and delivery of the 2005 Bonds. McFarlin & Anderson LLP, Lake Forest, California, 1s acting
as Disclosure Counsel.

The appraisal work was done by Harris Realty Appraisal of Newport Beach, California. David
Taussig & Associates, Inc., Newport Beach, California, acted as special tax consultant, administrator and
dissemination agent to the Community Facilities District. Empire Economics, Inc., Capistrano Beach,
California, acted as Market Absorption Consultant.

Except for some Bond Counsel fees and Special Tax Consultant fees paid from advances made to the
School District by KI'PLB, LLC, payment of the fees and expenses of Bond Counsel, District Counsel, the
Underwriter and the Fiscal Agent is contingent upon the sale and delivery of the 2005 Bonds. Fees of the
Appraiser and the Market Absorption Consultant were paid from advances made fo the School District by
KFPLB, LLC.

Other Information

This Official Statement speaks only as of its date, and the information contained herein is subject to
change. Brief descriptions of the 2005 Bonds, certain sections of the Bond Indenture, security for the 2005
Bonds, special risk factors, the Community Facilities District, the School District, Lennar Central Park, LL.C
or other builders’ projects, Lennar KFPLB, L1.C, Lennar Central Park, L1.C, Lennar Homes of California,
Inc., other prospective builders and other information are included in this Official Statement. Such
descriptions and information do not purport to be comprehensive or definitive. The descriptions herein of



the 2005 Bonds, the Bond Indenture, and other resolutions and documents are qualified m their entirety by
reference to the forms thereof and the information with respect thereto included in the 2005 Bonds, the Bond
Indenture, such resolutions and other documents. All such descriptions are further qualified in their entirety
by referenceto laws and to principles of equity relating to or affecting generally the enforcement of creditors’
rights. Copies of such documents may be obtained from the Office of the Clerk of the Board of Education
of the Santa Ana Unified School District, 1601 East Chestnut Avenue, Santa Ana, California 92701-6322.

CONTINUING DISCLOSURE

The Community Facilities District. The Community Facilities District has covenanted in the
Community Facilities District Continuing Disclosure Agreement, the form of which is set forth in
APPENDIX F — “Form of Community Facilities District Continuing Disclosure Agreement” (the
“Community Facilities District Continuing Disclosure Agreement’”), for the benefit of owners and beneficial
owners of the 2005 Bonds, to provide certain financial information and operating data relating to the
Community Facilities District and the 2005 Bonds by not later than January 30 in each year commencing on
January 30, 2006 (the “Community Facilities District Annual Report™), and to provide notices of the
occurrence of certain enumerated events, 1f material.

The Community Facilities District Annual Report will be filed by the Commumity Facilities District,
or David Taussig & Associates, Inc., as Dissemination Agent on behalf of the Community Facilities District,
with each Nationally Recognized Municipal Securities Information Repository, and with the appropriate State
Repository, if any (collectively, the “Repositories™), with a copy to the Fiscal Agent and the Underwriter.
Any notice of a material event will be filed by the Community Facilities District or the Dissemimation Agent
on behalf of the Community Facilities District, with the Municipal Securities Rulemaking Board or
Repositories and the appropriate State Repository, if any, with a copy to the Fiscal Agent and the
Underwriter. The specific nature of the information to be contained in the Community Facilities District
Annual Report or any notice of a material event is set forth in the Community Facilities District Continuing
Disclosure Agreement. The covenants of the Community Facilities District in the Community Facilities
District Continuing Disclosure Agreement have been made in order to assist the Underwriter in complying
with Securities and Exchange Commission Rule 15¢2-12(b)(5) (the “Rule™); provided, however, a default
under the Community Facilities District Continuing Disclosure Agreement will not, in itself, constitute an
Event of Default under the Bond Indenture, and the sole remedy under the Community Facilities District
Continuing Disclosure Agreement in the event of any failure of the Community Facilities District or the
Dissemination Agent to comply with the Community Facilities District Continuing Disclosure Agreement
will be an action to compel performance.

Neither the School District nor the Community Facilities District has ever failed to comply, in any
material respect, with an undertaking under the Rule.

Lennar KFPLB, LLC. Lennar KFPLB, LLC has covenanted in a Continuing Disclosure Agreement,
the form of which is set forth in APPENDIX G — “Form of Lennar KFPLB, LLC Continuing Disclosure
Agreement” (the “Lennar KFPLB, LLC Continuing Disclosure Agreement™), for the benefit of owners and
beneficial owners of the 2005 Bonds, to provide certain financial and operating information by not later than
April 1 and October 1 of each year commencing April 1, 2006 (the “Semi-Annual Report™), and to provide
notices of the occurrence of certain enumerated material events. Lennar KFPLB, LLC’s obligations under
the Lennar KFPLB, LLC Continuing Disclosure Agreement terminate upon the occurrence of certain events.
See APPENDIX G — “Form of Lennar KFPLB, LLC Continuing Disclosure Agreement.”

Lennar KFPLB, LLC’s Semi-Annual Report will be filed by Lennar KFPLB, LLC or the
“Dissemination Agent™ (as that term is defined in the Lennar KFPLB, LLC Continuing Disclosure
Agreement) on behalf of Lennar KFPLB, LLC with the Repositories, with a copy to the Underwriter, the
Fiscal Agent and the Community Facilities District. Any notice of a material event will be filed by Lennar
KFPLB, LLC or by the Dissemination Agent on behalf of Lennar KFPLB, LLC with the Municipal Securities
Rulemaking Board or Repositories and the appropriate State repository, if any, with a copy to the
Underwriter, the Fiscal Agent and the Community Facilities District. The specific nature of the information
to be contained in the Semi-Annual Reports or the notices of material events is set forth in the Lennar
KFPLB, LLC Continuing Disclosure Agreement. The covenants of Lennar KFPLB, LLC in the Lennar

6



KFPLB, LLC Contmuing Disclosure Agreement have been made in order to assist the Underwriter in
complying with the Rule; provided, however, a default under the Lennar KFPLB, LL.C Continuing Disclosure
Agreement will not, in itself, constitute an Event of Default under the Bond Indenture, and the sole remedy
under the Lennar KFPLB, LI.C Continuing Disclosure Agreement in the event of any failure of Lennar
KFPLB, LL.C or the Dissemination Agent to comply with the Lennar KFPLB, LI.C Continuing Disclosure
Agreement will be an action to compel performance. Lennar KFPLB, LLC’s continuing disclosure
obligations will terminate upon the occurrence of certain events, including when Lennar KFPLB, LLC’s
property is subject to less than 15% of the Special Tax levy of the Community Facilities District for the then
current Fiscal Year.

Lennar KFPLB, LLC has indicated that except as described below it 1s not aware of any material
failures to comply with previous undertakings by it or its Affiliates (as defined in the Lennar KFPLB, LLC
Continuing Disclosure Agreement) under the Rule to provide annual or semi-annual reports or notices of
material events with respect to community facilities districts or assessment districts in California within the
past five years. In connection with covenants relating to a 1998 financing for a project n the City of
Temecula by the Winchester Hills Financing Authority Community Facilities District No. 98-1 (Winchester
Hills) in which Lennar Homes of California, Inc. was involved as the administrative member of the major
landowner, Lennar Homes of California, Inc., as the admimistrative member, filed audited financial statements
for each fiscal year through its 1999 fiscal vear (the report filed in May 2000) but did not file the report due
for the 2000 fiscal year and did not include financial information regarding the development of the property
owned by Lennar Communities, Inc., a California corporation (“Lennar Communities™) in the 1999 report.
In connection with covenants relating to a 2001 financing for a project in the City of Murrieta by Community
Facilities District No. 2000-1 of the Murrieta Valley Unified School District, continuing disclosure reports
due on September 15, 2002, were not provided on a timely basis. Greystone Homes, Inc. (an Affiliate of
Lennar Homes of California, Inc.) as successor to Pacific Century Homes, Inc., a California corporation filed
the continuing disclosure report with the dissemination agent on May 15, 2003.



ESTIMATED SOURCES AND USES OF FUNDS

The proceeds from the sale of the 2005 Bonds will be deposited into the following respective
accounts and funds established by the School District under the Bond Indenture, as follows:

Sources:
Principal Amount of 2005 Bonds $11,785,000.00
Less: Underwriter’s Discount (223.915.00)
Total Sources $11,561,085.00
Uses:
Deposit into the Reserve Account™ $1,032,282.90
Deposit into Costs of Issuance Account of the Acquisition 473,761.59
and Construction Fund®
Deposit into Acquisition and Construction Fund® 8,810,000.00
Deposit into Capitalized Interest Subaccount of the Interest 1,145,040.51
Account @
Administrative Expense Account 100,000.00
Total Uses $11,561,085.00

w Equal to the Reserve Requirement with respect to the 2005 Bonds as of the date of delivery of the 2005 Bonds.

@ TIncludes, among other things, the fees and expenses of Bond Counsel, District Counsel, the cost of printing the final
Official Statement, fees and expenses of the Fiscal Agent, the fees of the Special Tax Consultant and reimbursement to
Lennar KFPLB, LLC.

@ $5,500,000 will be deposited into the School Facilities Account, $2,410,000 will be deposited into the Water Facilities
Account and $900,000 will be deposited into the Fire Facilities Account. See “FACILITIES TO BE FINANCED WITH
PROCEEDS OF THE 2005 BONDS” below.

@ Represents interest on the 2005 Bonds for a period of twenty-four months from the date of issuance of the 2005 Bonds.

FACILITIES TO BE FINANCED WITH PROCEEDS OF THE 2005 BONDS

A portion of the proceeds of the 2005 Bonds will finance school facilities, a portion of the proceeds
of the 2005 Bonds will finance water and sewer improvements of IRWD and a portion of the proceeds of the
2005 Bond will finance fire suppression and protection facilities. Proceeds of the 2005 Bonds may be used
for the construction, purchase, modification, expansion, improvement or rehabilitation of school facilities to
be owned and operated by the School District mcluding, without limitation, classrooms, multi-purpose,
administration and auxiliary space at a school, and interim housing, together with furniture, equipment and
technology needed by the School District in order to mitigate the impact on school facilities of the student
population to be generated as a result of the development of the property to be included with the Community
Facilities District, together with all land or interests in land required for the construction of such school
facilities and all land or interests in land required to be provided by the School District as mitigation of
environmental impacts associated with the development of such school facilities, and central support and
administrative facilities, transportation and special education facilities, including any incidental school
administration and transportation center improvements. In addition, non-school facilities include IRWD
water and sewer facilities and all appurtenances and appurtenant work in connection the foregoing and
Orange County Fire Authority fire suppression and protection facilities.

The Mitigation Agreement sets forth, among other things, terms for the issuance of bonds by the
Community Facilities District to finance the impact of the development of property within the Community
Facilities District upon the School District’s school facilities, to finance a portion of the facilities costs for
IRWD water and sewer facilities, and to finance a portion of the facilities costs for the OCF A fire suppression
and protection facilities. The water and sewer facilities to be financed by the Community Facilities District
are further described in the IRWD JCFA. The fire suppression and protection facilities to be financed by the
Community Facilities District are further described in the OCFA JCFA. Lennar KLPFB, LLC and its



successors remain responsible for all of their respective obligations under the Mitigation Agreement and other
development approvals to the extent not satisfied with Bond proceeds.

THE 2005 BONDS
Authority for Issuance

The 2005 Bonds in the aggregate principal amount of $11,785,000 are authorized to be issued by the
Community Facilities District under and subject to the terms of the Bond Indenture, the Act and other
applicable laws of the State of California.

General Provisions

The 2005 Bonds will be dated their date of delivery and will bear interest at the rates per annum set
forth on the cover page hereof, payable semiannually on each March 1 and September 1, commencing on
March 1, 2006 (cach, an “Interest Payment Date™), and will mature in the amounts and on the dates set forth
on the cover page hereof. The 20035 Bonds will be issued in fully registered form in denominations of $5,000
each or any integral multiple thereof and when delivered, will be registered in the name of Cede & Co., as
nominee of The Depository Trust Company (“DTC?), New York, New York. DTC will act as securities
depository for the 2005 Bonds. Ownership interests in the 2005 Bonds may be purchased in book-entry form
only, in denominations of $5,000 or any integral multiple thereof within a single maturity. So long as the
2005 Bonds are held in book-entry form, principal of, premium, if any, and interest on the 20035 Bonds will
be paid directly to DTC for distribution to the beneficial owners of the 2005 Bonds n accordance with the
procedures adopted by DTC. See “THE 2005 BONDS — Book-Entry and DTC.”

The 2005 Bonds will bear interest at the rates set forth on the cover hereof payable on the Interest
Payment Dates in each year. Interest due on the 2005 Bonds will be calculated on the basis of a 360-day year
comprised of twelve 30-day months. Interest on any 2005 Bond shall be payable from the Interest Payment
Date next preceding the date of authentication of that 2005 Bond, unless (i) such date of authentication is an
Interest Payment Date in which event interest shall be payable from such date of authentication, (i1) the date
of authentication is after a Record Date but prior to the immediately succeeding Interest Payment Date, in
which event interest shall be payable from the Interest Payment Date immediately succeeding the date of
authentication or (ii1) the date of authentication is prior to the close of business on the first Record Date in
which event interest shall be pavable form the dated date of such 2005 Bond; provided, however, that if at
the time of authentication of such 2005 Bond, interest is in default, interest on that 2005 Bond shall be
pavable from the last Interest Payment Date to which the interest has been paid or made available for payment
or, if no interest has been paid or made available for payment on that 2005 Bond, interest on that 2005 Bond
shall be payable from its dated date. “Record Date” means the 15" day of the month preceding an Interest
Payment Date, regardless of whether such day is a business day.

Interest on the 2005 Bonds shall be paid by check of the Fiscal Agent mailed to the registered
Bondowner by first class mail, postage prepaid, at his or her address as it appears on the Bond Register as of
the Record Date; provided, however, that interest shall be paid by wire transfer to an account in the
continental United States of any Owner of at least $1,000,000 if such Owner has so requested and furnished
adequate instructions with respect thereto to the Fiscal Agent not later than the Record Date preceding the
applicable Interest Payment Date. The principal of the 2005 Bonds and any premium due upon redemption
on the 2005 Bonds are payable by check in lawful money of the United States of America upon presentation
thereof at the corporate trust office of the Fiscal Agent in St. Paul, Minnesota.

The 2005 Bonds are issued as fully registered bonds and will be registered in the name of Cede &
Co., as nominee DTC. DTC will act as securities depository of the 2005 Bonds. Ownership interests in the
2005 Bonds may be purchased in book-entry form only in denominations of $5,000 and any integral multiple
thereof. See APPENDIX I — “Book-Entry System.”



Debt Service Schedule

The following table presents the annual debt service on the 2005 Bonds (including sinking fund
redemptions), assuming that there are no optional redemptions or mandatory redemptions from special taxes.

Year Ending Total
(September 1) Principal Interest Debt Service

2006 - $561,993.01 $561,993.01
2007 - 583,047.50 583,047.50
2008 $55,000 583,047.50 638,047.50
2009 70,000 581,232.50 651,232.50
2010 85,000 578,712.50 663,712.50
2011 100,000 575,525.00 675,525.00
2012 120,000 571,625.00 691,625.00
2013 135,000 566,705.00 701,705.00
2014 155,000 561,035.00 716,035.00
2015 175,000 554,292.50 729,292.50
2016 200,000 546,505.00 746,505.00
2017 225,000 537,405.00 762.405.00
2018 250,000 526,942.50 776,942.50
2019 275,000 515,067.50 790,067.50
2020 305,000 501,730.00 806,730.00
2021 335,000 486,785.00 821,785.00
2022 370,000 470,202.50 840,202.50
2023 405,000 451,887.50 856,887.50
2024 445,000 431,840.00 876,840.00
2025 480,000 409,812.50 889.812.50
2026 525,000 386,052.50 911,052.50
2027 570,000 359,540.00 929,540.00
2028 615,000 330,755.00 945,755.00
2029 665,000 299,697.50 964,697.50
2030 720,000 266,115.00 986,115.00
2031 775,000 229,755.00 1,004,755.00
2032 835,000 190,230.00 1,025,230.00
2033 895,000 147,645.00 1,042.645.00
2034 965,000 102,000.00 1,067.000.00
2035 1,035,000 52,785.00 1,087,785.00

$11,785,000 $12,959,968.01 $24,744,968.01

Redemption of the 2005 Bonds

Optional Redemption. The 2005 Bonds are subject to redemption prior to maturity at the option of
the Community Facilities District, on or after March 1, 2006, on any Interest Payment Date, in whole or in
part, at the following redemption prices, expressed as a percentage of the principal amount of the 2005 Bonds
to be redeemed, together with accrued interest to the date of redemption:

Redem ption Dates Redemption Price
March 1, 2006 through March 1, 2015 102%
September 1, 2015 and any Interest Payment 100

Date thereafter

Extraordinary Redemption. The 2005 Bonds are subject to extraordinary redemption as a whole, or
in part on a pro rata basis among maturities, on any Interest Payment Date, and will be redeemed by the
Trustee, from prepayments of Special Taxes deposited to the Redemption Account plus amounts transferred
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from the Reserve Account, at the following redemption prices expressed as a percentage of the principal
amount to be redeemed, together with accrued mterest to the date of redemption:

Redem ption Dates Redem ption Price
March 1, 2006 through March 1, 2015 102%
September 1, 2015 and any Interest Payment Date thereafter 100

Mandatory Sinking Fund Redemption. The 2005 Bonds maturing on September 1, 2025 are subject
to mandatory sinking fund redemption in part, by lot, on September 1, 2021 and on each September 1
thereafter to maturity, at a redemption price equal to the principal amount thereof to be redeemed, together

with accrued interest to the date fixed for redemption, without premium, as follows:

Year Mandatory Sinking Fund
(September 1) Redemption Amount

2021 $335,000

2022 370,000

2023 405,000

2024 445,000

2025 (Maturity) 480,000

The 2005 Bonds maturing on September 1, 2030 are subject to mandatory sinking fund redemption
in part, by lot, on September 1, 2026 and on each September 1 thereafter to maturity, at a redemption price
equal to the principal amount thereof to be redeemed, together with accrued interest to the date fixed for
redemption, without premium, as follows:

Year Mandatory Sinking Fund
September 1 Redemption Account

2026 $525,000
2027 570,000
2028 615,000
2029 665,000
2030 (Maturity) 720,000

The 2005 Bonds maturing on September 1, 2035 are subject to mandatory sinking fund redemption
in part, by lot, on September 1, 2031 and on each September 1 thereafter to maturity, at a redemption price
equal to the principal amount thereof to be redeemed, together with accrued interest to the date fixed for

redemption, without premium, as follows:

Year
September 1

Mandatory Sinking Fund
Redemption Account

2031
2032
2033
2034
2035 (Maturity)

$775,000
835,000
895,000
965,000
1,035,000

11



In the event the Community Facilities District shall elect to redeem 2005 Bonds as provided under
the heading *“ — Redemption of the 2005 Bonds — Optional Redemption,” the Community Facilities District
shall give written notice to the Fiscal Agent of its election so to redeem, the redemption date and the principal
amount of the 2005 Bonds to be redeemed. The notice to the Fiscal Agent shall be given at least 45 but no
more than 60 days prior to the redemption date or such shorter period as shall be acceptable to the Fiscal
Agent.

Purchase of 2005 Bonds. In licu of payment at maturity or redemption, moneys in the Special Tax Fund may
be used and withdrawn by the Fiscal Agent for purchase of Outstanding Bonds, upon the filing with the Fiscal
Agent of an Officer’s Certificate requesting such purchase, at a public or private sale as and when, and at such
prices (including brokerage and other charges) as such Officer’s Certificate may provide, but in no event will
2005 Bonds be purchased at a price in excess of the principal amount thereof, plus interest accrued to the date
of purchase and any premium which would otherwise be due if the 2005 Bonds were to be redeemed in
accordance with the Bond Indenture.

Selection of 2005 Bonds for Redem ption

If less than all of the 2005 Bonds Outstanding are to be redeemed (except with respect to mandatory
sinking fund redemption in which case selection shall be by lot), the Fiscal Agent shall select 2005 Bonds
pro rata among maturities and by lot within a maturity. The portion of any 2005 Bond of a denomination of
more than $5,000 to be redeemed shall be in the principal amount of $5,000 or an integral multiple thereof,
and, in selecting portions of such 2005 Bonds for redemption, the Fiscal Agent shall treat each such Bond
as representing that number of 2005 Bonds of $5,000 denommations which 1s obtained by dividing the
principal amount of such Bond to be redeemed in part by $5,000. The Fiscal Agent shall promptly notify the
School District in writing of the 2005 Bonds, or portions thereof, selected for redemption.

Notice of Redemption

Notice of redemption, containing the information required by the Bond Indenture, will be given by
the Fiscal Agent in the name of the School District at least 30 but not more than 60 days prior to the
redemption date. The Bond Indenture requires that the notice of redemption (a) specify the serial numbers
and the maturity date or dates of the 2005 Bonds selected for redemption, except that where all the 2005
Bonds subject to redemption, or all the 2005 Bonds of one maturity, are to be redeemed, the serial numbers
thereof need not be specified; (b) state the date fixed for redemption and surrender of the 2005 Bonds to be
redeemed; (c) state the redemption price; (d) state the place or places where the 2005 Bonds are to be
surrendered for redemption; and (e) in the case of 2005 Bonds to be redeemed only in part, state the portion
of such Bond which is to be redeemed. The redemption notice will further state that on the date fixed for
redemption there shall become due and payable on each Bond or portion thereof called for redemption, the
principal thereof, together with any premium, and interest accrued to the redemption date and that from and
after such date, interest thereon shall cease to accrue and be payable. The redemption notice shall also be
forwarded to each of the Repositories described in the Continuing Disclosure Agreement.

The actual receipt by the owner of any 2005 Bond, if notice of such redemption shall not be a
condition precedent thereto, and neither the failure to receive such notice nor any defect therein will affect
the validity of the proceedings for the redemption of such 2005 Bonds or the cessation of interest on the
redemption date. From and after the redemption date, the 2005 Bonds, or portions thereof so designated for
redemption, shall be deemed to be no longer outstanding and such 2003 Bonds or portions thereof will cease
to bear further interest.

In addition, no owner of any of the 20035 Bonds or portions thereof so designated for redemption shall
be entitled to any of the benefits of the Bond Indenture, or to any other rights, except with respect to payment
of the redemption price and interest accrued to the redemption date from the amounts so made available.

Registration of Exchange or Transfer
Upon cessation of the book-entry system, the registration of any Bond may, in accordance with its
terms, be transferred upon the Bond Register by the person m whose name it is registered, in person or by

his or her duly authorized attorney, upon surrender of such Bond for cancellation at the corporate trust office
of the Fiscal Agent, accompanied by delivery of a written instrument of transfer in a form approved by the
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Fiscal Agent and duly executed by the Bondowner or his or her duly authorized attorney. 2005 Bonds may
be exchanged at said corporate trust office of the Fiscal Agent for a like aggregate principal amount of 20035
Bonds of other authorized denominations of the same maturity. The Fiscal Agent will not collect from the
Owner any charge for any new Bond issued upon any exchange or transfer but will require the Bondowner
requesting such exchange or transfer to pay any tax or other governmental charge required to be paid with
respect to such exchange or transfer. Whenever any Bond shall be surrendered for registration of exchange
or transfer, the School District shall execute and the Fiscal Agent shall authenticate and deliver a new 2005
Bond or 2005 Bonds of the same maturity, for a like aggregate principal amount. The Fiscal Agent shall not
be required to register transfers or make exchanges of (1) 2005 Bonds for a period of 15 days next preceding
the date of any selection of the 2005 Bonds to be redeemed, or (i1) any 2005 Bonds chosen for redemption.

Book-Entry and DTC

The Depository Trust Company (“DTC™), New York, New York, will act as securities depository for the 2005
Bonds. The 2005 Bonds will be issued as fully registered securities registered in the name of Cede & Co.
(DTC’s partnership nominee) or such other name as may be requested by an authorized representative of
DTC. One fully registered Bond certificate will be issued for each maturity of the 2005 Bonds, each in the
aggregate principal amount of such maturity, and will be deposited with DTC. See APPENDIX T — “Book-
Entry System.”

SECURITY FOR THE 2005 BONDS
General

The 2005 Bonds are secured by a pledge of all of the Net Taxes of the Community Facilities District
and all moneys deposited in the Interest Account, Principal Account, Redemption Account and Reserve
Account of the Special Tax Fund. Pursuant to the Act and the Bond Indenture, the Community Facilities
District will annually levy the Special Taxes on taxable property withn the Community Facilities District in
an amount required for the payment of principal of and interest on any outstanding 2005 Bonds of the
Community Facilities District becoming due and payable during the ensuing year, including any necessary
replenishment or expenditure of the Reserve Account for the 2005 Bonds and an amount estimated to be
sufficient to pay the Administrative Expenses during such year. The Net Taxes of the Community Facilities
District and all moneys deposited into the accounts in said funds (until disbursed as provided in the Bond
Indenture) are pledged to the payment of the principal of, and interest and any premium on, the 2005 Bonds
as provided in the Bond Indenture and in the Act until all of the 2005 Bonds have been paid and retired or
until moneys or Federal Securities (as defined in the Bond Indenture) have been set aside irrevocably for that

purpose.

The First Amended Rate and Method levies Special Taxes first on Residential Property and
Commercial Property, second on Undeveloped Property proportionately up to the Assigned Annual Special
Tax to satisfy the Minimum Annual Special Tax Requirement, and third on each Assessor’s Parcel of
Residential Property and Commercial Property whose Maximum Annual Special Tax is the Backup Annual
Special Tax proportionately up to the Backup Annual Special Tax to satisfy the Minimum Annual Special Tax
Requirement. See “— Special Taxes” and ** — First Amended Rate and Method.”

Notwithstanding any provision contained in the Bond Indenture to the contrary, Net Taxes deposited
in the Administrative Expense Account and the Rebate Fund shall no longer be considered to be pledged to
the 2005 Bonds and the Administrative Expense Account, the Acquisition and Construction Fund and the
Rebate Fund shall not be construed as trust funds held for the benefit of the Bondowners. The Facilities
constructed and acquired with the proceeds of the 2005 Bonds are not in any way pledged to pay, or security
for, the debt service on the 2005 Bonds. Any proceeds of condemnation or destruction of any facilities
financed with the proceeds of the 2005 Bonds are not pledged to pay the debt service on any 2005 Bonds and
are free and clear of any lien or obligation imposed under the Bond Indenture.

Special Taxes
The Community Facilities District has covenanted in the Bond Indenture, subject to the Maximum
Annual Special Tax rates, to comply with all requirements of the Act so as to assure the timely collection of

Special Taxes, including, without limitation, the enforcement of delinquent Special Taxes. The Bond
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Indenture provides that the Special Taxes are payvable and will be collected in the same manner and at the
same time and in the same installment as the general taxes on real property are payable, and will have the
same priority, become delinquent at the same times and in the same proportionate amounts and bear the same
proportionate penalties and mterest after delinquency as do the general taxes on real property; provided the
Community Facilities District may provide for direct collection of the Special Taxes in certam circumstances.

The Special Tax levy is limited to the Maximum Annual Special Tax rates set forth in the First
Amended Rate and Method and while the Special Tax is levied on Undeveloped Property, the levy of
the Special Tax is limited to the Minimum Annual Special Tax Requirement. No assurance can be
given that, in the event of Special Tax delinquencies, the receipt of Special Taxes will, in fact, be
collected in sufficient amounts in any given vear to pay debt service on the 2005 Bonds. Because mterest
1s capitalized for 24 months from the date of issuance of the 2005 Bonds, Fiscal Year 2006-07 is the first vear
in which Special Taxes will be levied on property within the Community Facilities District and the Fiscal
Year 2006-07 levy will be a relatively nominal amount.

Although the Special Taxes, when levied, will constitute a lien on parcels subject to taxation within
the Community Facilities District, it does not constitute a personal indebtedness of the owners of property
within the Community Facilities District. There is no assurance that the owners of real property in the
Community Facilities District will be financially able to pay the annual Special Tax or that they will pay such
tax even if financially able to do so. See “BONDOWNERS* RISKS™ herein.

NEITHER THE FATITH AND CREDIT NOR THE TAXING POWER OF THE SCHOOL
DISTRICT, THE COMMUNITY FACILITIES DISTRICT (EXCEPT TO THE LIMITED EXTENT
DESCRIBED HEREIN) OR THE STATE OR ANY POLITICAL SUBDIVISION THEREOF IS
PLEDGED TO THEPAYMENT OF THE 2005 BONDS. EXCEPT FOR THE SFPECIAL TAXES, NO
OTHER TAXES ARE PLEDGED TO THE PAYMENT OF THE 2005 BONDS. THE 2005 BONDS
ARE NOT A GENERAL OR SPECIAL OBLIGATION OF THE SCHOOL DISTRICT BUT ARE
LIMITED OBLIGATIONS OF THE COMMUNITY FACILITIES DISTRICT PAYABLE SOLELY
FROM CERTAIN AMOUNTS DEPOSITED BY THE COMMUNITY FACILITIES DISTRICT OR
THE SPECIAL TAX FUND, AS MORE FULLY DESCRIBED HEREIN.

First Amended Rate and Method

General. On September 28, 2004, pursuant to the request of KFPLB Michelson Jamboree, LLC, the
sole landowner at that time, the terms of the Mitigation Agreement and the provisions of the Act, the School
District established Community Facilities District No. 2004-1. On June 28, 2005, pursuant to the request of
Lennar KFPLB, LLC, the sole landowner at the time, the School District approved a resolution of
consideration which reduced the maximum rates of the Special Tax and added authorized facilities. The
Community Facilities District is authorized to 1ssue bonded indebtedness and to levy special taxes to pay debt
service on the 2005 Bonds and to fund school facilities, certain water and sewer improvements and certain
fire suppression and protection facilities. Pursuant to such proceedings, the Special Tax may be levied and
collected against all Taxable Property (as defined below) within the Community Facilities District for school,
water and sewer facilities costs according to the Rate and Method, a copy of which is set forth n
APPENDIX B — “First Amended Rate and Method of Apportionment for Community Facilities District
No. 2004-1 of Santa Ana Unified School District.”

The final map for the project was considered and approved by the Irvine City Council at its May 10,
2005 meeting. The final map was recorded by Lennar KFPLB, LLC on May 19, 2005.

The qualified electors of the Community Facilities District approved the original Rate and Method
on September 28, 2004 and approved the First Amended Rate and Method of June 28, 2005. Capitalized

terms used in the following paragraphs but not defined herein have the meanings given them in the First
Amended Rate and Method.

First Amended Rate and Method. TheFirst Amended Rate and Method provides the means by which
the Board may annually levy the Special Taxes within the Community Facilities District up to the applicable
Maximum Annual Special Tax. The 2005 Bonds are to be issued to fund school, water, sewer and fire
suppression and protection facilities, and the 2005 Bonds are secured by any Special Taxes levied pursuant
to the First Amended Rate and Method net of amount applied to pay the Administrative Expense
Requirement. The First Amended Rate and Method provides that the Annual Special Tax shall be levied for
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a period of 30 Fiscal Years after the last of Bonds has been issued, provided that Annual Special Taxes shall
not be levied after Fiscal Year 2045-46. A copy of the First Amended Rate and Method 1s included in
APPENDIX B hereto.

Minimum Annual Special Tax Requirement. Anmually, at the time of levying the Special Tax, the
Board will levy the Special Tax on each Assessor’s Parcel of Developed Property in an amount equal to the
Assigned Annual Special Tax applicable to each such Assessor’s Parcel. In addition, the Board will
determine the amount of money to be collected from Taxable Property (the *“Mimnimum Annual Special Tax
Requirement™), which will be the amount required in any Fiscal Year to pay the following:

(a) the debt service on all or the periodic costs and all outstanding Bonds, including but
not limited to, credit enhancement and rebate payments on the Bonds;

(b Administrative Expenses (as defined in the First Amended Rate and Method);
() The costs associated with the release of funds from an escrow account;

(d) any amount required to establish or replenish any reserve funds established n
association with the Bonds;

(e) any amounts required for construction of Additional School Facilities (as defined
mn the Rate and Method); less

§3) any amount available to pay debt service or other periodic costs on the Bonds
pursuant to the Bond Indenture.

Residential and Commercial Property; Undeveloped Property. TheFirst Amended Rate and Method
declares that for each Fiscal Year, each Assessor’s Parcel of Taxable Property shall be classified as
Residential Property, Commercial Property or Undeveloped Property.

(1) “Residential Property” means all Assessor’s Parcels of Taxable Property for which
Residential Building Permits were issued on or before May 1 of the prior Fiscal Year, provided that such
Assessor’s Parcels were created on or before January 1 of the prior Fiscal Year and that each such Assessor’s
Parcel 1s associated with a Residential Lot, as determined reasonably by the Board.

(i1) “Commercial Property” means all Assessor’s Parcels of Taxable Property for which
Commercial Building Permits were issued on or before May 1 of the prior Fiscal Year provided that such
Assessor’s Parcels were created on or before January 1 of the prior Fiscal Year.

(u)  “Undeveloped Property” means all Assessors Parcels of Taxable Property that are not
Residential Property or Commercial Property.

(iv)  “Taxable Property” means all Assessor’s Parcels that are not Exempt Property (as defined
below) pursuant to the First Amended Rate and Method.

() “Exempt Property™ is defined to include the following:

(a) Assessor’s Parcels owned by the State of California, federal or other local
governments;
(b) Assessor’s Parcels which are used as places of worship and are exempt from

ad valorem property taxes because they are owned by a religious organization;
(© Assessor’s Parcels used exclusively by a homeowner’s association;

(d) Assessor’s Parcels with public or utility easements making impractical their
utilization for other than the purposes set forth in the casement;

(e) Assessor’s Parcels on which an Affordable Unit is constructed and
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® Any other Assessor’s Parcels at the reasonable discretion of the Board, provided that
no such classification would reduce the sum of all Taxable Property to less than 1.68
acres of Acreage in Planning Area No. 1, 8.25 acres of Acreage i Planning Area
No. 2, 4.63 acres of Acreage in Planning Area No. 3, 7.70 acres of Acreage in
Planning Area No. 4 and 3.73 acres of Acreage in Planning Area No. 5 (as defined
m the First Amended Rate and Method).

Maximum Annual Special Tax. The Maximum Annual Special Tax is defined in the First Amended
Rate and Method as follows:

(1) Undeveloped Property: The amount determined by the application of the Assigned Annual
Special Tax. The Assigned Annual Special Tax for Undeveloped Property for Fiscal Year 2005-06 is as
follows: (1) for Planning Area No. 1, $86,926.08 per acre; (i1) for Planning Area No. 2, $44,019.49 per acre;
(111) for Planning Area No. 3, $24,119.63 per acre; (iv) for Planning Area No. 4, $25,193.64 per acre; and (v)
for Planning Area No. 5, $7,826.43. Each July 1, the Assigned Annual Special Tax applicable to
Undeveloped Property shall increase by 2% of the amount in effect in the prior Fiscal Year.

(i1) Residential Property: The greafer of (i) the Assigned Annual Special Tax or (i1) the Backup
Annual Special Tax.

The Assigned Annual Special Tax for Residential Property m Fiscal Year 2005-06 ranges
from $539.90 to $1,138.64 per Unit. The Assigned Annual Special Tax shall be increased by 2% of
the amount in effect in the prior Fiscal Year. See APPENDIX B —*“First Amended Rate and Method
of Apportionment for Community Facilities District No. 2004-1 of Santa Ana Unified School
District — Table 1 herem for a listing of the Assigned Annual Special Tax rates for various sizes of
Units.

The “Backup Annual Special Tax™ is calculated based on the number of Lots created by each
Final Map recorded in the Community Facilities District (see “THE COMMUNITY FACILITIES
DISTRICT — Property Ownership and Development™). While a Final Map within the Community
Facilities District has been created, Builders may file condominium plans to identify the units being
developed on a lot and the Backup Annual Special Tax for an Assessor’s Parcel of Residential
Property for any Fiscal Year cannot be determimed for all Lots.

Method of Apportionment. The First Amended Rate and Method provides that the Board shall levy
Annual Special Taxes as follows:

Step One: The Board shall levy Proportionately an Annual Special Tax on each Assessor’s
Parcel of Residential Property and Commercial Property up to an amount equal to the Assigned
Annual Special Tax applicable to each such Assessor’s Parcel, to satisfy the Minimum Annual
Special Tax Requirement.

Step Two: If the sum of the amounts collected in Step One 1s insufficient to satisty the
Minimum Annual Special Tax Requirement, then the Board shall levy Proportionately an Annual
Special Tax on each Assessor’s Parcel of Undeveloped Property, up to the Assigned Annual Special
Tax applicable to each such Assessor’s Parcel, to satisfy the Minimum Annual Special Tax
Requirement.

Step Three: If the sum of the amounts collected in Steps One and Two is insufficient to
satisfy the Minimum Annual Special Tax Requirement, then the Board shall additionally levy
Proportionately an Annual Special Tax Proportionately on cach Assessor’s Parcel of Residential
Property and Commercial Property, up to the Maximum Annual Special Tax applicable to each such
Assessor’s Parcel, to satisfy the Minimum Annual Special Tax Requirement.

Notwithstanding the foregoing, under no circumstances will the Special Taxes levied against any
Assessor’s Parcel for which an occupancy permit for private residential use has been issued be increased by
more than 10% per Fiscal Year as a consequence of delinquency or default by the owner of any other
Assessor’s Parcel.
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Prepayment of Annual Special Taxes. The Annual Special Tax obligation of an Assessor’s Parcel
of Residential Property, or an Assessor’s Parcel of Commercial Property, or an Assessor’s Parcel of
Undeveloped for which a Residential Building Permit or Commercial Building Permit has been issued may
be prepaid in full and in certain cases in part, provided that there are no delinquent Special Taxes, penalties,
or interest charges outstanding with respect to such Assessor’s Parcel at the time the Annual Special Tax
obligation would be prepaid. The Prepayment Amount for an Assessor’s Parcel eligible for prepayment shall
be determined, based on the Present Value of the remaining Special Tax payments for such Assessor’s Parcel.
See APPENDIX B — “Fist Amended Rate and Method of Apportionment for Community Facilities District
No. 2004-1 of Santa Ana Unified School District — Section G*” herein.

Proceeds of Foreclosure Sales

Pursuant to Section 53356.1 of the Act, in the event of any delinquency in the payment of the Special
Tax, the Community Facilities District may order the institution of a Superior Court action to foreclose the
lien therefor within specified time limits. In such an action, the real property subject to the unpaid amount
may be sold at judicial foreclosure sale. Under the provisions of the Act, such judicial foreclosure action 1s
not mandatory.

Under the Bond Indenture, on or about July 1 of each Fiscal Year, the Community Facilities District
will compare the amount of Special Taxes theretofore levied in the Community Facilities District to the
amount of Special Taxes theretofore received by the Community Facilities District and proceed as follows:

Individuai Delinquencies. 1f the Community Facilities District determines that parcels under
common ownership subject to the Special Tax in the Community Facilities District are delinquent
in the payment of Special Taxes in the aggregate amount of $5,000 or more, then the Community
Facilities District shall send or cause to be sent a notice of delinquency (and a demand for immediate
payment thereof) to the property owner within 43 days of such determination, and (if the delinquency
remains uncured) foreclosure proceedings will be commenced by the Community Facilities District
within 90 days of such determination to the extent permissible under applicable law.

Aggregate Delinquencies. If the Community Facilities District determines that the total
amount of delinquent Special Tax for the prior Fiscal Year for the entire Community Facilities
District (including the total individual delinquencies described above) exceeds 3% of the total Special
Taxes due and pavable for the prior Fiscal Year, the Community Facilities District shall notify or
cause to be notified property owners who are then delinquent in the payment of Special Taxes (and
demand immediate payment of the delinquency) within 45 days of such determination, and shall
commence foreclosure proceedings within 90 days of such determination against each parcel of land
within the Community Facilities District with a Special Tax delinquency.

It should be noted that any foreclosure proceedings commenced as described above could be stayed
by the commencement of bankruptey proceedings by or against the owner of the delinquent property. See
“BONDOWNERS’ RISKS — Bankruptey and Foreclosure Delay.”

No assurances can be given that a judicial foreclosure action, once commenced, will be completed
or that it will be completed in a timely manner. See “BONDOWNERS” RISKS — Potential Delay and
Limitations in Foreclosure Proceedings.” If a judgment of foreclosure and order of sale is obtained, the
judgment creditor (the Community Facilities District) must cause a Notice of Levy to be issued. Under
current law, a judgment debtor (property owner) has 120 days from the date of service of the Notice of Levy
and 20 days from the subsequent notice of sale in which to redeem the property to be sold. If a judgment
debtor fails to so redeem and the property is sold, his only remedy is an action to set aside the sale, which
must be brought within 90 days of the date of sale. If, as a result of such action, a foreclosure sale is set aside,
the judgment is revived and the judgment creditor is entitled to interest on the revived judgment as if the sale
had not been made. The constitutionality of the aforementioned legislation, which repeals the former one-
vear redemption period, has not been tested; and there can be no assurance that, if tested, such legislation will
be upheld. Any parcel subject to foreclosure sale must be sold at the minimum bid price unless a lesser
mimimum bid price is authorized by the Owners of 75% of the principal amount of Bonds Outstanding.

No assurances can be given that the real property subject to sale or foreclosure will be sold or,

if sold, that the proceeds of sale will be sufficient to pay any delinquent Special Tax installment. The
Act does not require the School District or the Community Facilities District to purchase or otherwise
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acquire any lot or parcel of property offered for sale or subject to foreclosure if there is no other
purchaser at such sale. The Act does specify that the Special Tax will have the same lien priority in the
case of delinquency as for ad valorem property taxes.

If the Reserve Account is depleted and delinquencies in the payment of Special Taxes exist, there
could be a default or delay in payments to the Bondowners pending prosecution of foreclosure proceedings
and receipt by the Community Facilities District of foreclosure sale proceeds, if any. However, within the
limits of the First Amended Rate and Method and the Act, the Community Facilities District may adjust the
Special Taxes levied on all property within the Community Facilities District in future Fiscal Years to provide
an amount, taking into account such delinquencies, required to pay debt service on the 2005 Bonds and to
replenish the Reserve Account. There is, however, no assurance that the maximum annual Special Tax rates
will be at all times sufficient to pay the amounts required to be paid on the 2005 Bonds by the Bond
Indenture.

Reserve Account

In order to further secure the payment of principal of and interest on the 2005 Bonds, certain proceeds
ofthe 2005 Bonds will be deposited into the Reserve Account in an amount equal to the Reserve Requirement
(see “ESTIMATED SOURCES AND USES OF FUNDS” herein). The Reserve Requirement 1s defined in
the Bond Indenture to mean with respect to the 2005 Bonds as an amount, as of any date of calculation, equal
to the least of (1) 10% of the original principal amount of the 2005 Bonds, less original issue discount, if any,
plus original issue premium, if any, (i1) Maximum Annual Debt Service of the 2005 Bonds, and (111) 125%
of average annual debt service on the 2005 Bonds.

A draw on the Reserve Account could occur as a result of Special Tax delinquencies. However, the
Special Tax levy on Residential Property or Commercial Property whose Maximum Annual Special Tax is
the Backup Annual Special Tax, can be increased in order to replenish the Reserve Account. See
“SECURITY FOR THE 2005 BONDS - First Amended Rate and Method.”

If Special Taxes are prepaid and 2005 Bonds are to be redeemed with the proceeds of such
prepayment, a proportionate amount in the Reserve Account (determined on the basis of the principal of
Bonds to be redeemed and the original principal of the 2005 Bonds) will be applied to the redemption of the
2005 Bonds.

Moneys in the Reserve Account are to be used to pay debt service on the 2005 Bonds to the extent
other moneys are not available therefor or to principal and interest due on the final maturity of the 20035
Bonds and for the purpose of making any required deposits to the Rebate Fund. In no event shall amounts
in the Reserve Account be used to pay fees or expenses of the Fiscal Agent or its counsel. See
APPENDIX E — Summary of Certain Provisions of the Bond Indenture.”

Subject to the limits on the Maximum Annual Special Tax which may be levied within the
Community Facilities District, the Community Facilities District has covenanted to levy Special Taxes in an
amount that is anticipated to be sufficient, in light of the other intended uses of the Special Tax proceeds, to
maintain the balance in the Reserve Account at the Reserve Requirement while any 2005 Bonds are
outstanding.

Administrative Expense Account

The Fiscal Agent will receive the transfer of Special Taxes from the Community Facilities District
from the Special Tax Fund and deposit in the Administrative Expense Account amounts to pay Administrative
Expenses as described above in *“ — Special Tax Fund.”

Pursuant to the Bond Indenture, moneys in the Administrative Expense Account will not be

construed as a trust fund held for the benefit of the Owners of the 2005 Bonds and will not be available
for the payment of debt service on the 2005 Bonds.
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Investment of Moneys in Funds

Moneys in any fund or account created or established by the Bond Indenture and held by the Fiscal
Agent will be invested by the Fiscal Agent in Authorized Investments (as defined below or in the Bond
Indenture), as directed by an Authorized Officer, that mature prior to the date on which such moneys are
required to be paid out under the Bond Indenture. See APPENDIX E — “Summary of Certain Provisions of
the Bond Indenture” for a definition of “Authorized Investments.”

Payment of Rebate Obligation

The Community Facilities District is required to calculate excess investment earnings in accordance
with the requirements set forth in the Bond Indenture. If necessary, the Community Facilities District may
use amounts in the Reserve Account, amounts on deposit in the Administrative Expense Account and other
funds available to the Community Facilities to satisty rebate obligations.

Letter of Credit

Pursuant to the Mitigation Agreement, Lennar KFPLB, LLC and any subsequent owner of property
in the Community Facilities District owning property which is responsible for 15% or more the Special Taxes
projected by the School District’s Special Tax consultant to be levied to pay maximum annual debt service
on the 2005 Bonds (the “Special Tax Threshold™) will be required to provide a letter of credit (the “Letter of
Credit™) or cash deposit to the Fiscal Agent, as beneficiary, to secure payment of a portion of the Special
Taxes levied on its property within the Community Facilities District. The initial letter of credit bank
providing such letter of credit is Bank of America.

Siated Amount and Initial Term. During the initial fiscal year in which the Letter of Credit i1s in
effect, the “Stated Amount” of the Letter of Credit must equal the amount of one year’s debt service on the
2005 Bonds to secure payment of the semi-annual installment payments of the Special Tax levied on all lots
and parcels owned by Lennar KFPLB, LLC within the Community Facilities District.

Duration and Conditions of Release. The mitial term of the Letter of Credit will expire no carlier
than July 31, 2006. Lennar KFPLB, LLC is required to maintain and cause the issuing bank (the “Credit
Bank’), which will initially be Bank of America to annually renew the Letter of Credit and the Letter of
Credit Requirement shall remain in place for each property owner until the aggregate Special Tax obligations
of propertics owned by it and its Affiliates (as defined in the Mitigation Agreement), do not exceed the
Special Tax Threshold.

The Stated Amount of the Letter of Credit will be recalculated on June 1 of each year, to reflect the
estimated amount of annual Special Taxes to be levied on the property owned by Lennar KFPLB, LL.C or its
successor-in-interest (other than individual homeowners) in the Community Facilities District for the next
fiscal year.

On or before July 1 of each year, commencing July 1, 2006, and in connection with any recalculation
of the Stated Amount, the Community Facilities District will determine and certify to the Fiscal Agent, in
writing, the new Stated Amount of the Letter of Credit, and the Ietter of Credit will be reduced accordingly
if reductions in ownership occurred. In addition, if the Community Facilities District determines at any time
that a sufficient number of the lots in the Community Facilities District have been sold to individual
purchasers, then the Letter of Credit securing payment of Special Taxes will be released. Under the
Mitigation Agreement, the Letter of Credit shall be renewed each year the requirement continues, with
respect to the portions of the project currently owned by Lennar KFPLB, L1L.C which requirement shall
extend to any subsequent owner of property in the CFD owning property which 1s responsible for fifteen
percent (15%) or more of the special taxes projected by the School District’s special tax consultant to
be levied to pay maximum annual debt service on the Bonds (the “Special Tax Threshold™). The Letter
of Credit or cash deposit shall remain in place for cach property owner until the aggregate special tax
obligations of properties owned by it and its Affiliates, do not exceed the Special Tax Threshold. In the event
a property owner and its Affiliates maintain ownership of properties which in the aggregate are responsible
for special taxes in excess of the Special Tax Threshold, the letter of credit or cash deposit requirement
described inthe Mitigation Agreement shall not terminate as to such ownership regardless of whether portions
of such properties are leased to other entities.
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Annual Renewal. The Community Facilities District will cause Lennar KFPLB, L1.C to provide to
the Fiscal Agent each year, a written commitment by the Credit Bank to provide the Letter of Credit or to
extend or replace the existing Letter of Credit in an amount equal to the Stated Amount.

If the Fiscal Agent does not receive either a replacement of the Letter of Credit or an irrevocable
written commitment from the Credit Bank that it will renew or 1ssue the Letter of Credit when due, the Fiscal
Agent will immediately, with no further authorization or instruction, draw upon the existing Letter of Credit
not renewed in the full Stated Amount. The Fiscal Agent will deposit the proceeds of such draw into the
Letter of Credit Account for use as described in the Bond Indenture.

Failure by Lennar KFPLB, LL.C to maimntain and renew the Letter of Credit are not events of default
under the Bond Indenture.

Draws on the Letter of Credit. No later than five days before each Interest Pavment Date, the Fiscal
Agent 18 required to determine whether amounts on deposit in the Debt Service Account of the Special Tax
Fund on that Interest Pavment Date will be sufficient to make the next payment of principal of and interest
on the 2005 Bonds under the Bond Indenture, and to notify the Community Facilities District of any
deficiency. If amounts in the Debt Service Account of the Special Tax Fund will be insufficient to pay
principal of and interest on the 2005 Bonds, and the shortfall is attributable to Lennar KFPLB, LLC’s
delinquency in the payment of Special Taxes for the property owned by it or its successors-in-interest (other
than individual homeowners or non-affiliated merchant builders owning property which are responsible for
less than fifteen percent (15%) of the Special Taxes) in the Community Facilities District, the Fiscal Agent
will, prior to any withdrawals from the Reserve Account established under the Bond Indenture, draw upon
the Letter of Credit provided by Lennar KFPLB, LLC in an amount no greater than the lesser of delinquent
Special Taxes levied on property owned by Lennar KFPLB, LLC (exclusive of penalties and interest and the
amount then available under the Letter of Credit.

The Fiscal Agent may also draw upon the Letter of Credit in the event that the Credit Bank’s rating
has been downgraded below “A3” by Moody’s or “A-““ by Standard & Poor’s.

The Fiscal Agent will deposit the proceeds of any such draw upon the Letter of Credit into the Letter
of Credit Account established under the Bond Indenture and, on the day preceding the Interest Payment Date,
and prior to any transfers from the Reserve Account, transfer such amounts from the Letter of Credit Account
to the Debt Service Account of the Special Tax Fund.

Reimbursement of the Letter of Credit Bank. The Community Facilities District has no obligation
to reimburse the Credit Bank for draws on the Letter of Credit except from (i) any proceeds of a draw on the
Letter of Credit not required to pay debt service on the 2005 Bonds on the Interest Payment Date for which
the draw was made, and (11) delinquent Special Taxes subsequently received by the Community Facilities
District with respect to the property corresponding to the delinquent Special Taxes, net of collection costs.

The obligations of the Credit Bank under the Letter of Credit are not contingent upon reimbursement
for any draws thereon from any source.

Final Release of Funds in the Letter of Credit Account. The Fiscal Agent will immediately return
to the Credit Bank amounts that remain on deposit in the Letter of Credit Account if the following conditions
are met:

(1) the aggregate Special Tax obligations of propertics owned by the property owner and its Affiliates
(as defined in the Mitigation Agreement) do not exceed 15% of the Special Taxes projected by the
School District’s special tax consultant to be levied to pay maximum annual debt service on the 2005
Bonds.

(i1) such moneys are not required to pay debt service on the 2005 Bonds on the following Interest
Payment Date as a result of delinquencies in the payment of Special Taxes by Lennar KFPLB, L1.C
or its successors-in-interest (other than individual homeowners or non-affiliated merchant builders
owning property which are responsible for less than fifteen percent (15%) of the Special Taxes), and
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(i)  Lennar KFPLB, LLC or its successors-in-interest (other than individual homeowners or non-affilhated
merchant builders owning property which are responsible for less than fifteen percent (13%) of the
Special Taxes), is not delinquent in the payment of its Special Taxes.

Enforcement of the Letter of Credif. If the Credit Bank wrongfully refuses to honor any drawing
made on its Letter of Credit, the Community Facilities District is required to immediately bring an action and
pursue any remedy available at law or in equity for the purpose of compelling the Credit Bank to honor such
drawing and to enforce the provisions of the Letter of Credit.

Letter of Credit Bank

Bank of America, N.A. (the “Bank™) is the initial provider of the Letter of Credit. The Bank is a
national banking association organized under the laws of the United States of America, with its principal
executive offices located in Charlotte, North Carolina. The Bank is a wholly-owned indirect subsidiary of
Bank of America Corporation (the “Corporation”) and is engaged in general consumer banking, commercial
banking and trust business, offering a wide range of commercial, corporate, international, financial market,
retail and fiduciary banking services.

The Corporation is a bank holding company and a financial holding company, with its principal
executive offices located in Charlotte, North Carolina. Additional information regarding the Corporation is
set forth in its Annual Report on Form 10-K for the fiscal year ended December 31, 2004, together with any
subsequent documents it filed with the Securities and Exchange Commission (the “Commission’) pursuant
to the Securities Exchange Act of 1934, as amended (the “Exchange Act™).

Recent Developments: On April 1, 2004, the Corporation completed its merger with FleetBoston
Financial Corporation (“FleetBostor™). The Bank is expected to merge with Fleet National Bank, the
Corporation’s other principal banking subsidiary, during the second quarter of 2003.

The Letter of Credit has been issued by the Bank. Moody’s Investors Service, Inc. (“Moody’s™)
currently rates the Bank’s long-term certificates of deposit as “Aal” and short-term certificates of deposit as
“P-17. Standard & Poor’s Rating Services (“Standard & Poor's”) rates the Bank’s long-term certificates of
deposit as “AA” and its short-term certificates of deposit as “A-1+". Fitch, Inc. (*Fitch™) rates long-term
certificates of deposit of the Bank as “AA-" and short-term certificates of deposit as “F1+.” Further
information with respect to such ratings may be obtained from Moody’s, Standard & Poor’s and Fitch,
respectively. No assurances can be given that the current ratings of the Bank’s instruments will be
maintained.

ALTHOUGH THE LETTER OF CREDIT IS A BINDING OBLIGATION OF THE BANK, THE
2005 BONDS ARE NOT DEPOSITS OR OBLIGATIONS OF THE CORPORATION OR ANY OF ITS
AFFILIATED BANKS AND ARE NOT GUARANTEED BY ANY OF THESE ENTITIES. THE 2005
BONDS ARE NOT INSURED BY THE FEDERAL DEPOSIT INSURANCE CORPORATION OR ANY
OTHER GOVERNMENTAL AGENCY AND ARE SUBIJECT TO CERTAIN INVESTMENT RISKS,
INCLUDING POSSIBLE LOSS OF THE PRINCIPAL AMOUNT INVESTED.

The information concerning the Corporation and the Bank contained herein is furnished solely to
provide limited introductory information regarding the Corporation and the Bank and does not purport to be
comprehensive. Such information is qualified in its entirety by the detailed information appearing in the
documents and financial statements referenced above.

The delivery hereof shall not create any implication that there has been no change in the affairs of

the Corporation or the Bank since the date hereof, or that the information contained or referred to in this
section 18 correct as of any time subsequent to its date.
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Covenant Not to Reduce Special Tax Rates Unless Certain Conditions are Met

The Community Facilities District has covenanted in the Bond Indenture that it will take no actions
that would discontinue or cause the discontinnance of the Special Tax levy or the Community Facilities
District’s authority to levy the Special Tax for so long as the 2005 Bonds are Outstanding, including the
mitiation of proceedings under the Act to reduce the maximum annual Special Tax rates (the *“Maximum
Rates™) on then existing Developed Property below the amounts which are necessary to pay Administrative
Expenses and to provide Special Taxes mn an amount equal to one hundred ten percent (110%5) of Maximum
Annual Debt Service on the Outstanding Bonds.

Additional Bonds for Refunding Purposes Only

Bonds issued on a parity with the 2005 Bonds may be issued for refunding purposes only. See
APPENDIX E —“Summary of Certain Provisions of the Bond Indenture.” The Community Facilities District
may issue bonds, or other obligations, payable from Net Taxes which are subordinate to the 2005 Bonds.

Special Taxes Are Within Teeter Plan

In 1949, the California Legislature enacted an alternative method for the distribution of secured
property taxes to local agencies. This method, known as the Teeter Plan, is now set forth in Sections 4701-
4717 of the California Revenue and Taxation Code. Upon adoption and implementation of this method by
a county board of supervisors, local agencies for which the county acts as “bank’ and certain other public
agencies and taxing areas located in the county receive annually the full amount of their share of property
taxes on the secured roll, including delinquent property taxes which have yet to be collected. While a county
benefits from the penalties associated with these delinquent taxes when they are paid, the Teeter Plan provides
participating local agencies with stable cash flow and the elimination of collection risk.

To implement a Tecter Plan, the board of supervisors of a county generally must elect to do so by
July 15 of the fiscal year in which it 1s to apply. The Board of Supervisors of the County adopted the Teeter
Plan on June 29, 1993 and has elected to include in its Teeter Plan assessments levied in certain assessment
districts, including the District, on the secured roll.

Once adopted, a county’s Teeter Plan will remain in effect in perpetuity unless the board of
supervisors orders its discontinuance or unless prior to the commencement of a fiscal year a petition for
discontinuance is received and joined in by resolutions of the governing bodies of not less than two-thirds
of the participating districts m the county. An electing county may, however, opt to discontinue the Tecter
Plan with respect to any levying agency in the county if the board of supervisors, by action taken not later
than July 15 of a fiscal year, elects to discontinue the procedure with respect to such levying agency and the
rate of secured tax delinquencies in that agency in any year exceeds 3% of the total of all taxes and
assessments levied on the secured roll by that agency. See “RISK FACTORS — Teeter Plan Termmation.”
The County has never discontinued the Teeter Plan with respect to any levying agency.

In connection with the issuance of $155,000,000 Orange County Special Financing Authority Teeter
Plan Revenue Bonds, Series A through E (the *“Teeter Bonds™), the County covenanted not to discontinue its
participation in the Teeter Plan or, to the extent permitted by law, permit any taxing agency to discontinue
its participation in the Teeter Plan, (a) at any time prior to the later of (i) the Scheduled Expiration Date (as
defined in the Sales and Servicing Agreement executed and delivered in connection with the Teeter Bonds
1ssuance), as such date may be extended in accordance with the Sales and Servicing Agreement, and (i1) the
date upon which all Obligations (as defined in the Teeter Bond Indenture) owed to the Bank (as defined by
the Teeter Bonds Sales and Servicing Agreement) shall have been satisfied in full and the Credit Facility (as
defined by the Teeter Bonds Sales and Servicing Agreement) shall have expired, or (b) unless such
discontinuance is required by applicable law. The foregoing covenant 1s not made for the benefit of the
Owners of the 2005 Bonds and the Owners of the 2005 Bonds have no rights to enforce such covenant of the
County.

Uponmaking a Teeter Plan election, a county must initially provide a participating local agency with
95% of the estimated amount of the then accumulated tax delinquencies (excluding penalties) for that agency.
In the case of the initial year distribution of taxes and assessments (if a county has elected to include
assessments), 100% of the tax and assessment delinquencies (excluding penalties) are to be apportioned to
the participating local agency which levied the tax or assessment. After the imitial distribution, each
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participating local agency receives annually 100% of the secured property tax levies to which it is otherwise
entitled, regardless of whether the county has actually collected the levies.

If any tax or assessment which was distributed to a Teeter Plan participant is subsequently changed
by correction, cancellation or refund, a pro rata adjustment for the amount of the change is made on the
records of the treasurer and auditor of the county. Such adjustment for a decrease in the tax or assessment
18 treated by the County as an interest-free offset against future advances of tax levies under the Teeter Plan.

To the extent that the County’s Teeter Plan continues in existence and is carried out as adopted, the
County’s Teeter Plan may help protect the Owners of the 2005 Bonds from the risk of delinquencies in
Special Taxes.

THE COMMUNITY FACILITIES DISTRICT
General Information

The Community Facilities District consists of land located in the City of Irvine, in the central part
of the County of Orange. The Community Facilities District is bounded generally on the east by Jamboree
Boulevard, on the west by Obsidian Street, on the south by Michelson Drive and on the north by the 1-405
freeway.

The site that Lennar KFPLB, LLC acquired in the Community Facilities District was the former site
of a Parker- Hannifin Corporation complex which was improved with a mix of 1970°s built low-rise offices
and industrial buildings. Lennar KFPLB, LLC has completed the demolition and removal of the buildings,
and has completed mass grading. Construction of infrastructure improvements, including streets, water and
sewer improvements, commenced in the third quarter of 2005. Except with respect to Lot No. 8, Lennar
Central Park, LLC has an option to acquire the property within the Community Facilities District, which is
expected to be exercised on or before September 16, 2003 and to close on or before September 30, 2005.
Lennar KFPLB, LLC, through its managing member, Lennar Central Park, LL.C is developing the
infrastructure and backbone improvements of the property. The site is expected to be developed with a
mixture of residential, retail office and park uses. Communities within the Community Facilities District are
expected to be gated, but the project overall will not be gated. See “THE COMMUNITY FACILITIES
DISTRICT — Property Ownership and Development™ herein.

Utility services for parcels in the Community Facilities District are anticipated to be provided by
Southern California Edison (electricity), Southern California Gas Company (natural gas), Cox
Communications (cable), Waste Management (refuse collection), IRWD (sewage), IRWD and Metropolitan
Water District (water), Orange County Flood Control District (storm water), and SBC (telephone). Schools
are located i the Santa Ana Unified School District. Students may petition to attend Irvine Unified School
District.
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Authority for Issuance

The 2005 Bonds are issued pursuant to the Act and the Bond Indenture. In addition, as required by
the Act, the Board of the School District has taken the following actions with respect to establishing the
Community Facilities District and authorizing issuance of the 2005 Bonds:

Resolutions of Intention: On August 24, 2004, the Board adopted Resolution No.04/05-2576 stating
its intention to establish the Community Facilities District and to authorize the levy of a special tax therein,
and on the same day the Board adopted Resolution No. 04/05-2575 stating its intention to incur bonded
indebtedness in an amount not to exceed $16,000,000 within the Community Facilities District for the
purpose of financing the cost of certain public improvements. See“FACILITIES TO BE FINANCED WITH
PROCEEDS OF THE 2005 BONDS” herein.

Resolution of Formation: On September 28, 2004 subsequent to the conclusion of a noticed public
hearing, the Board adopted Resolution No. 04/05-2580 (the “Resolution of Formation™), which established
the Community Facilities District, authorized the levy of a special tax within the Community Facilities
District and called a consolidated election by the landowners for the same date on the issues of the levy of
the Special Tax, the incurring of bonded indebtedness and the establishment of an appropriations limit.

Resolution of Necessity: On September 28, 2004, the Board adopted Resolution No. 04/05-2581
declaring the necessity to incur bonded indebtedness i an amount not to exceed $16,000,000 within the
Community Facilities District and submitting that proposition to the qualified electors of the Community
Facilities District.

Landowner Election and Declaration of Results: On September 28, 2004, an election was held within
the Community Facilities District in which the landowners eligible to vote, being the qualified electors within
the Community Facilities District, unanimously waived all time limits for holding the election and ballot
arguments, and approved a ballot proposition authorizing the issuance of up to $16,000,000 m bonds to
finance the costs of the Improvements, the levy of a special tax and the establishment of an appropriations
limit for the Community Facilities District. On September 28, 2004, the Board adopted Resolution No.
04/05-2582 pursuant to which the Board approved the canvass of the votes and declared the Community
Facilities District to be fully formed with the authority to levy the Special Taxes, to incur the bonded
indebtedness and to have the established appropriations limit.

Special Tax Lien and Levy: A Notice of Special Tax Lien was recorded in the real property records
of Orange County on September 30, 2004 as Document No. 2004000879162.

Ordinance Levying Special Taxes: On September 28, 2004, the Board adopted a Resolution and
Ordinance levying the Special Tax within the Community Facilities District.

Resolution of Consideration: On May 24, 2005, the Board adopted Resolution No. 04/05- 2611 (the
“Resolution of Consideration™), which added facilities eligible to be funded by the Community Facilities
District, reduced the maximum annual Special Tax which may be levied under the First Amended Rate and
Method and established a date for a public hearing of June 28, 2005.

Resolution of Change: On June 28, 2005, the Board adopted Resolution No. 04/05-2612 approving
a change in the authorized facilities, the OCFA JCFA and a reduction in the maximum annual Special Tax
and calling an election by the landowners for the same date on the issues of the authorized facilities and the
maximum annual Special Tax.

Landowner Election and Declaration of Results: On June 28, 2003, an election was held within the
Community Facilities District in which the landowners eligible to vote, being the qualified electors within
the Community Facilities District, unanimously waived all time limits for holding the clection and ballot
arguments, and approved a ballot proposition authorizing the addition of facilities and the reduction in the
maximum annual Special Tax. On June 28, 2003, the Board adopted Resolution No. 04/05-2613, pursuant
to which the Board approved the canvass of the votes and declared the change proceedings approved

Special Tax Lien and Levy: A First Amended Notice of Special Tax Lien was recorded in the real
property records of Orange County on July 13, 2005 as Document No. 2005000541293,
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Resolution Authorizing Issuance of the 2005 Bonds: On July 26, 2003, the Board adopted Resolution
No. 05/06-2615 approving issuance of the 2005 Bonds.

Environmental Conditions

Environmental Impact Report. A Supplemental Environmental Impact Report (SEIR) was prepared
to address the environmental effects associated with the development of the Central Park residential and
commercial mixed-use project located within the City of Irvine’s Irvine Business Complex. The IBC EIR,
consisting of a General Plan Amendment and Zone Change, was certified by the Irvine City Council on
October 27, 1992 (EIR No. 88-ER-0087, State Clearinghouse Number 91011023). Development of the
project site with office and industrial uses was assumed in the certified IBC EIR and no residential uses were
assumed for the site. A SEIR was prepared to analyze the potential for new significant environmental effects
associated with changes to the project and/or changes in circumstances under which the project is undertaken
associated with the development of the Central Park project as a residential and commercial mixed-use
project. The SEIR contained information necessary to supplement the IBC EIR in order to evaluate the
project as revised. The SEIR primarily addressed factors such as noise, air quality, and hazards and
hazardous materials. No other changes to the IBCEIR, as analyzed in the prev10usly certified IBC EIR, were
proposed.

The site was a manufacturing and research industrial complex operated by Parker-Hannifin
Corporation from 1970 to 2000. Various jet, helicopter, and acrospace components were designed, built and
tested on the facility. These operations included the use of numerous hazardous chemicals including
chlorinated solvents and various petroleum hydrocarbons. During removal of two underground storage tanks
in 1986, petroleum hydrocarbons and a common degreaser (tetrachlorocthene (PCE) were detected in shallow
soil and groundwater near the southwest corner of the site. Numerous soil and groundwater investigations
were subsequently completed. In 1991, a groundwater treatment system was designed and installed. A soil
vapor extraction system was designed and mstalled in 1995. Both treatment systems operated until July 2003
when they were shut down with permission from the California Regional Water Quality Control Board —
Santa Ana Region (RWQCRB). Only residual amounts of soil and groundwater contamination remained onsite
at that time.

Lennar KFPLB, LLC completed demolition of all former structures in early May 2005. Lennar
KFPLB, LLC, on behalf of Parker-Hannifin Corporation removed over 15,000 tons of so1l impacted with
petroleum hydrocarbons and volatile organic compounds from ecight areas of the site throughout the
demolition activities. Four of these eight areas were known before demolition work started. The remaining
four were discovered during demolition activities.

Consultants for Lennar KFPLB, LLC met with representatives of the City of Irvine to resolve issues
with the human health risk assessment (“HRA™) work plan on May 19, 2005. Among other things, the
meeting dealt with how the parcel-specific HRAs will be completed. Stechmann Geoscience, Inc. is
preparing individual parcels maps showing the proposed sample locations.

Parker-Hannifin Corporation has responsibility for environmental remediation of the site and has
entered into an Agreement for Environmental Remediation, Indemnification and Site Access, dated as of
September 14, 2000 between Parker-Hannifin Corporation, and KFPLB Michelson Jamboree LILC. The
Remediation Agreement provides that it is for the benefit of KFPLB Michelson Jamboree LLC and
subsequent owners of the property or portions thereof or interest therein in the chain of title from KFPLB
Michelson Jamboree LLC who execute and deliver an acknowledgment to be bound by the Remediation
Agreement in the form attached to the Remediation Agreement. The term of the Remediation Agreement
survives the issuance of a no further action letter issued for a particular matter addressed by such no future
action letter only to the extent any governmental agency with jurisdiction reopens the file for the property
concerning the matter which was the subject of the no further action letter and with respect to all further
claims survives for one month after the statute of limitations for such claim has lapsed. Pursuant to an
acknowledgment by a “Benefitted Party” (as defined in the Remediation Agreement), the Benefitted Party
acknowledges that its rights under the Remediation Agreement are its sole and exclusive remedy against
Parker-Hannifin Corporation.

Lennar KFPLB, LLCis not aware of any adverse conditions relating to the property that are not being

addressed through the remediation measures. Furthermore, Lennar KFPLB, LLC reports that it 1s not aware
of a current liability with respect to Hazardous Substances with respect to any of the parcels of Taxable
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Property. However, it 1s possible that such liabilities do currently exist and that the Community Facilities
District is not aware of them.

Atrport Restrictions. John Wayne Airport 1s located approximately one mile to the northwest of the
proposed development. Lennar KFPLB, LLC or its predecessors have obtained necessary approvals from
the County’s Airport Land Use Commission. The proposed structures within the Community Facilities
District comply with the current height restrictions of the Awrport Land Use Commission.

Endangered Species Act Permit. The project site had previously been developed with the Parker-
Hannifin Corporation complex. No endangered species permits were required in connection with the project.
Lennar KFPLB, LLC reports that due to the prior use of the property, the property within the Community
Facilities District is not known to be inhabited by any plant or animal species which either the California Fish
and Game Commission or the U. S. Fish & Wildlife Service has proposed for addition to the endangered
species list.

Biological Resources. Based upon the prior use of the site and the biological reviews performed,
the property within the Community Facilities District is not believed to include onsite biological resources.

Mitigation Relating to Waters of the Unifed States of America. The U.S. Army Corps of Engineers
has jurisdiction over developments in or affecting the navigable waters of the United States of America
pursuant to the Rivers and Harbors Act and the Clean Water Act. The development within the Community
Facilities District was previously developed with the Parker-Hannifin Corporation complex and the project
1 not expected to impact any non-vegetated water of the U.S. The U.S. Army Corps of Engineers determmed
that the activity complied with the terms and conditions of the nationwide permit issued under Section 404
of the Clean Water Act, provided that the activity met the criteria in the permit terms and conditions. A
Section 401 Water Quality Certification from the California Regional Water Quality Control Board (Santa
Ana Division) was not required for the development.

Sireambed Alteration Agreement. A Section 1603 Streambed Alteration Agreement with the
California Department of Fish and Game (“CDFG™) was not required in connection with the project.

National Pollution Discharge Elimination System Permit and Storm Water Follution Prevention
Plan. Pursuant to the Federal Clean Water Act (Section 402(g)) and State General Construction Activity
Storm Water Permit, a National Pollution Discharge Elimination System (NPDES) permit and storm water
pollution prevention plan was required from the California State Water Resources Control Board for grading
and construction of areas greater than one acre. Lennar KFPLB, LLC had a Storm Water Pollution
Prevention Plan prepared for the project in conformance with the California NPDES General Permit No.
WDID No. 8 30C330903 for Storm Water Discharges Associated with Construction Activity (Construction
Permit). The permit and storm water pollution prevention plan were approved by the California State Water
Resources Control Board (Division of Water Quality) on November 9, 2004 by Order No. WDID No. 8
30C330903.
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Other Matters

Additional Approvals. Lennar KFPLB, LLC has the entitlement approvals required for development
of the property and plans to sell the parcels to Builders with entitlements. Lennar KFPLB, LLC has approved
design gumidelines for development within the Community Facilities District. Development of the residential
attached units will require a Conditional Use Permit for each project. Assuming a Builder’s proposed
development 1s similar to those guidelines, the Appraiser has been advised that the Conditional Use Permit
process is anticipated to take approximately 6 months. While Lennar KFPLB, LLC does not expect to seek
additional entitlement or SEIR amendments or modifications, Lennar KFPLB, LL.C is evaluating alternatives
for density transfers among certain lots, which transfers are subject to a specified review process. Additional
discretionary approval, such as design review for architecture (Builders), is needed for development in the
Community Facilities District. Lennar KFPLB, LLC does not anticipate that obtaining any of the remaining
approvals will constrain development of the property as planned.

Covenants, Conditions and Restrictions. Lennar KFPLB, LLC is in the process of forming the
Central Park Trvine Community Association, a homeowners” association (“CPCA”) formed to manage and
maintain the CPCA’s property. Covenants, conditions and restrictions are expected to be recorded against
the property prior to sale of individual units. In addition, the future residential units are expected to be
assessed monthly assessments to cover maintenance of common areas not being maintained by the City of
Irvine. All of the parcels in the Community Facilities District are or are expected to be subject to recorded
covenants, conditions and restrictions that provide for a levy of the CPCA’s assessments, on a basis
subordinate to the lien of the Special Taxes.

Development Agreement

Lennar KFPLB, LLC, as successor to KFPLB Michelson Jamboree, LL.C., and the City of Irvine
entered into a Development Agreement (the “Development Agreement™), as of September 15, 2004, regarding
the proposed development. The Development Agreement was approved by Ordinance No. 04-10 on
September 14, 2004 and was recorded on October 29, 2004 as Document No. 2004-000978366. For purposes
of the Development Agreement, the proposed development includes the improvement of the proposed
development sites for the purposes consistent with the proposed development’s land use authorization as set
forth in the Development Plan (as defined in the Development Agreement), including, without limitation,
grading, construction of infrastructure and public facilities related to the off-site improvements and the on-site
mmprovements, the construction of structures and buildings and the installation of landscaping.

Pursuant to the terms of the Development Agreement, Lennar KFPLB, LLC has the right to develop
the proposed development in a manner consistent with the approved master plan, and applicable rules,
regulations and official policies. The Development Agreement provides that as long as the project is
constructed in a manner consistent with the Development Plan and Existing I.and Use Regulations (as defined
in the Development Agreement), the project may be constructed at the rate and in the sequence that Lennar
KFPLB, LLC deems appropriate. Build-out within the project is expected to occur n 2011 pursuant to the
Market Absorptlon Study. See APPENDIX D — “Market Absorption Study.”

By entering into the Development Agreement, Lennar KFPLB, LLC obtained a vested right to
proceed with the project in accordance with the development approvals identified in the Development
Agreement. However, development remains subject to any remaining discretionary approvals required in
order to complete the project as contemplated by the foregoing entitlements and subject to changes in City
laws, regulations, plans or policies specifically mandated and required by changes in State or federal laws or
regulatmns

Termination of the Development Agreement by one party due to the default of the other party will
not affect a right or duty emanating from City of Trvine entitlements or approvals on the development project.

The Development Agreement was approved by Ordinance No. 04-10 on September 14, 2004 and
entered into pursuant to California Government Code Section 63864, ef seq. (the “Development Agreement
Law™). The applicable statute of limitations relating to a challenge to the Development Agreement has
expired. The Development Agreement Law provides that a developer can obtain a vested right to develop
its real property pursuant to a validly executed development agreement. One appellate case in California,
Santa Margarita Residents v. San Luis Obispo County Bd. of Supervisors, has held that development
agreements are enforceable under the Development Agreement Law. However, the development agreement
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in that case did not address the type of vested rights obtained in the Development Agreement. Consequently,
although the Development Agreement purports to provide Lennar KFPLB, L1.C with a vested right to build
the development as currently planned and as described herein, if the Development Agreement were to be
challenged in a California court, there can be no assurances that such court would enforce the Development
Agreement if the City of Irvine fails to fulfill its obligations under the Development Agreement or if more
restrictive local land use regulations are adopted in the future. Additionally, public entities not bound by the
terms of the Development Agreement may impose additional conditions on the development. See
“BONDOWNERS® RISKS — Failure to Develop Properties™ and * — Ballot Initiatives and Legislative
Measures™ herein.

Acquisition of Improvements

For a description of agreements between the School District and IRWD and the School District and
the Orange County Fire Authority, see “FACILITIES TO BE FINANCED WITH PROCEEDS OF THE 2005
BONDS.”

Property Ownership and Development

The information about Lennar KFFPLB, LLC, Lennar Central Park, LLC, Lennar Homes of
California, Inc., LNR Central Park, Inc., LNR Property Corporation, and any joint ventures, limited liability
companies or other entities which may be formed in the fiture, has been provided by representatives of
Lennar KFPLB, LLC, Lennar Central Park, LLC, Lennar Homes of California, Inc., and LNR Central Park,
Inc., and has not been independently confirmed or vertfied by the Underwriter, the Community Facilities
District or the School District. Such information is included because it may be relevant to an informed
evaluation of the security for the 2005 Bonds. However, because ownership of the property may change at
any time, no assurance can be given that the planned development will occur at all, will occur in a timely
manner or will occur as presently anticipated and described below or that Lennar KI'PLB, LLC, or any joint
venture, limited liability company or other entity will acquire or own the property within the Community
Facilities District at all. No representation is made herein as to the accuracy or adequacy of such
information, as to the experience, abilities or financial resources of Lennar KFPLB, LLC, Lennar Central
Park, LLC, Lennar Homes of California, Inc., LNR Central Park, Inc., or any other entity, or as to the
absence of material adverse changes in such information subsequent to the date hereof, or that the
information given below or incorporated herein by reference is correct as of any time subsequent to its date.

Neither Lennar KIFPLB, LLC nor ifs constituent members are personally liable for payment of the
Special Taxes or the 2005 Bonds, and the following information should not be consirued to suggest that the
Special Taxes or the 2005 Bonds are personal obligations or indebtedness of Lennar KFPLE, LLC, or any
Joint venture, limited liability company or other entity which acquires property within the Community
Facilities, or that Lennar KFPLB, LLC, will continue to own its property within the Community Facilities
District or that any joint ventures, limited liability companies or other entity will acquire their proposed
respective parcels of land. It is proposed that Lot No. 8 be developed as affordable housing units. Up fo 69
Affordable housing units are exempt from the levy of the Special Tax.
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Description of Project.

Table 1 below sets forth information regarding the projects proposed for development within the
Community Facilities District. Lennar KFPLB, LLC has acquired the property and except with respect to
Lot No. 8, has entered into an Assignment (Option Agreement with Agreement for Purchase and Sale and
Escrow Instructions) (the “Option Agreement™), dated as of December 1, 2004, with Lennar Central Park,
LLC pursuant to which Lennar Central Park, LLC, or its assigns expect to acquire the property on or before
September 30, 2005. (The foregoing dates can be extended but only in accordance with the terms of the
Option Agreement). Lennar Central Park, LLC is negotiating various agreements with Lennar Homes of
California, Inc., LNR Central Park, Inc., and various entitics, for the sale of various lots withm the
Community Facilities District. There can be no assurance that such entities or any joint venture, limited
liability company or other entity formed by any of such entities will close escrow on the respective lots within
the Community Facilities District at the times indicated or at all.
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Santa Ana Unified School District

Table 1

Community Facilities District No. 2004-1
{Central Park Project)
Property Ownership and Development Status

Est. Date
of
Est. No. ) Issuance
Lot No./ of Units of First Net
Name of Type of Units to Author- Building Taxable Status of Development
Landowner Development  be Built'"!  ized"  Permits®  Acreage as of June 1, 2005
Residential Property
Lennar KFPLB, LLC 3 Lofts 106 118 3% gtr. of 1.62 Mass grading complete; Final
2006 map recorded May 19, 2005

Lennar KFPLB, LLC 4 59 66 3rd gtr. of 2.08 Mass grading complete; Final
Brownstone 2006 map recorded May 19, 2005
Townhomes
/6 bldgs.

Lennar KFPLB, LLC 5 86 96 3 gtr. of 3.09 Mass grading complete; Final
Brownstone 2006 map recorded May 19, 2005
Villas/8
bldgs

Lennar KFPLB, LLC 6 51 3 gtr. of 1.62 Mass grading complete; Final
Brownstone 46 2006 map recorded May 19, 2005
Villas/8
bldgs.

Lennar KFPLB, LLC 7 Two 216 240 1 qtr. of 1.98 Mass grading complete; Final
Mid-Rise 2006 map recorded May 19, 2005
Towers (Est.

15 story)

Lennar KFPLB, LLC 8 56 62 2% gtr. of 0 Mass grading complete; Final
Affordable® 2006 map recorded May 19, 2003

Lennar KFPLB, LLC 9 161 179 3% gtr. of 243 Mass grading complete; Final
Lofts/flats/ 2006 map recorded May 19, 2005
10 bldgs.

Lennar KFPLB, LLC 10 174 193 3 gtr. of 2.6 Mass grading complete; Final
Lofts/flats/ 2006 map recorded May 19, 2005
7 bldgs.

Lennar KFPLB, LLC 11 91 102 3% gtr. of 3.19 Mass grading complete; Final
Brownstone 2006 map recorded May 19, 2005
Townhomes
/12 bldgs.

Lennar KFPLB, LLC 12 Luxury 78 87 3 gtr. of 1.5 Mass grading complete; Final
Flats/4 2006 map recorded May 19, 2005
bldgs.

Lennar KFPLB, LLC 13 Luxury 21 23 3% gtr. of 1.09 Mass grading complete; Final
Townhomes 2006 map recorded May 19, 2005
/3 bldgs.

Lennar KFPLB, LLC 14  Luxury 23 25 3% gtr. of 1.18 Mass grading complete; Final
Townhomes 2006 map recorded May 19, 2005
/3 bldgs.

Lennar KFPLB, LLC 15 Luxury 81 90 3 gtr. of 1.56 Mass grading complete; Final
Flats/4 2006 map recorded May 19, 2005
bldgs.

Lennar KFPLB, LLC 16 Luxury 23 25 3 gtr. of 1.18 Mass grading complete; Final
Townhomes 2006 map recorded May 19, 2005
/3 bldgs.

Lennar KFPLB, LLC 17  Luxury 21 23 3 gtr. of 1.08 Mass grading complete; Final
Townhomes 2006 map recorded May 19, 2005
/3 bldgs.

Subtotal Residential 1,242 1380

Units
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Retail and Commercial

Property

Lennar KFPLB, LLC l 19,700 3% gtr. of 1.92 Mass grading complete; Final
Commercial sf 2006W map recorded May 19, 2003

Lennar KFPLB, LLC 2 Office 90,000 4% gtr. of 2.47 Mass grading complete; Final
tower sf 2006W map recorded May 19, 2003

¥ Inaccordance with the Development Agreement and approved entitlements, Lennar KFPLB, LL.C would be allowed to construct

up to 1,380 residential housing units within the Community Facilities District. For planning purposes by the Community
Facilities District in estimating Special Tax Revenues from Developed Property, development within the Community Facilities
District has been assumed to be approximately 1,242 residential units, a 10% reduction from the allowed units. The 62
affordable units proposed for development within Lot 8 are included within the 1,242 units and would be exempt from the
Special Tax levy. The Absorption Study estimates absorption of 1,238 units. Lennar KFPLB, LLC’s estimates regarding
development vary fromtime totime. The entitlement allows density transfers among lots and Lennar KFPLB, LLC is evaluating
alternatives for density transfers which may increase or decrease the number of units built and the square footages of units built.
Estimated date of issuance of the first building permit is by product category, and not necessarily indicative of when product
in a particular lot will commence. The third quarter of 2006 is the estimated date of issuance for (i) the first unit to be built
among the 372 aggregate units in Lots 9 and 1{, (ii) the first unit to be built among the 168 aggregate units in Lots 4 and 11,
(iii) the first unit to be built among the 159 aggregate units in Lots 12 and 15, and (iv) the first unit to be built among the 88
aggregate units in Lots Nos. 13, 14, 16 and 17.

Lennar KFPLB, LLC is negotiating a purchase agreement with respect to Lot No. 8 proposed for development of 62 affordable
attached units. The affordable units are exempt from the Special Tax levy. The site is approximately 1.0 acre.

Estimated date of issuance of building permits with respect to Lot Nos. | and 2 depends on product configuration which has
not been finally determined.

]
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Sources: Development Plan from Lennar KFPLB, LLC

Lennar KFPLB, LLC; Lennar Central Park, LL.C; Lennar Homes of California, Inc.

Lennar Homes of California, Inc. develops residential communities both within the Lennar family
of builders and through consolidated and unconsolidated partnerships in which Lennar Homes of California,
Inc. maintains an interest. In September 2000, KFPLB Michelson Jamboree, LLC acquired the project site
from Parker-Hannifin Corporation.

KFPLB Michelson Jamboree, LLC is a Delaware limited liability company. The member of KFPLB
Michelson Jamboree, LLC is KFP Irvine Associates, LLC a Delaware limited liability company. KFPLB
Michelson Jamboree, LL.C contributed the property to Lennar KFPLB, LLC in December 2004. The
members of Lennar KFPLB, LLC are Lennar Central Park, L1.C, a Delaware limited liability company and
KFPL B Michelson Jamboree LLC.

Lennar Corporation and its Subsidiaries.

Lennar Homes of California, Inc. (“Lennar Homes of California, Inc.”) is a California corporation
based in Aliso Viejo, California, that has been in the business of developing residential real estate
communities in California since 1995. Lennar Homes of California, Inc., is a wholly-owned subsidiary of
Lennar Homes Inc., a Florida corporation, which is a wholly-owned subsidiary of Lennar Corporation, a
Delaware corporation (“Lennar Corporation”), with headquarters in Miami, Florida. Lennar Corporation,
founded in 1954 and publicly traded under the symbol “LEN" since 1971, is one of the nation’s largest home
builders, now operating under one name. Some of the former brand names {companies acquired by Lennar
Corporation) include US Home and Greystone Homes in Southern California. As of November 30, 2004
{Lennar Corporation’s Fiscal Year-end), Lennar Corporation and its subsidiaries employed over 11,796
individuals, of whom approximately 7,918 were involved in homebuilding and land development operations
and owned approximately 87,740 home sites and had access to an additional 168,327 home sites through
options or unconsolidated partnerships. Copies of Lennar Corporation’s Annual Report and related financial
statements are on their website at www.lennar.com.

Lennar Homes of California, Inc., US Home, and Greystone Homes are through various levels of
ownership, subsidiaries of Lennar Corporation.

Lennar KFPLB, LL.C is a Delaware limited liability company formed by KFPLB Michelson Jamboree
LLC and Lennar Central Park, LLL.C. which agreed to undertake the development of the site and the sale to
builders. A brief description of each is provided below.

Lennar Homes of California, Inc. hasbeen involved in the acquisition and development of residential
real estate projects in Southern California since 1995. Representative master-planned communities include:
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(1) Coto de Caza, an approximately 2,000 home development in South Orange County acquired in March of
1996 and substantially sold out, (11) Stevenson Ranch, consisting of approximately 5,700 homes at build out
in Los Angeles, County, California, (i1i) Bressi Ranch, an approximately 500-acre mixed use community in
Carlsbad, California which recently obtained entitlement approvals, (iv) Greer Ranch, an approximately 674
home gate-guarded community in Murrieta, California, which opened in the fall of 2002, and (v) The Bridges
at Rancho Santa Fe, an exclusive, gated residential enclave located in San Diego, California, consisting of
approximately 274 custom home sites and semi-custom homes in a private golf course setting.

Recent projects under development by Lennar Homes of California, Inc. in the Orange County area
of Southern California include the following:

Average Time Period of
Site Name Location Units Average Prices Square Feet Development
Cantara Irvine/Tustin 72 $792.000 2,800 Under constr.
Serissa Irvine 88 $739,333 2,100 Under constr.
Rosemoor Irvine 62 $850.000 2.500 Under constr.
Verano San Clemente 144 $536,333 1,500 Under constr.
The Gables Tustin 82 $926,000 2,600 Under constr.

Lennar KFPLB, LLC. Lennar KFPLB, LLC is a Delaware limited liability company that acquired
property previously owned by KFPLB Michelson Jamboree, L1.C, a Delaware Limited Liability Company.
KFPLB Michelson Jamboree, LLC acquired the property in September 2000 and contributed it to Lennar
KFPLB, LLC in December 2004. The members of Lennar KFPLR, LL.C are Lennar Central Park, L.I.C and
KFPLB Michelson Jamboree, L.ILC. The member of KFPLE Michelson Jamboree, LL1.C is KFP Irvine
Associates, LLC a Delaware limited liability company.

The site that ennar KFPLB, LL.C acquired in the Community Facilities District was the former site
of Parker-Hannifin Corporation complex which was improved with a mix of 1970°s built low-rise offices and
mdustrial buildings. Lennar KFPLB, LLC has completed the demolition and removal of the buildings, and
has completed mass grading.

Lennar KFPLB, LL.C has entered into the Option Agreement with Lennar Central Park, LLC, except
with respect to Lot No. 8. Lennar KFPLB, LLC has no present intention of developing the property itself
other than through the Option Agreement with Lennar Central Park, LLC. Lennar KFPLB, LLC expects to
sell Lot No. 8 to a builder for construction of affordable housing units. Neither Lennar KFPLB, LLC nor any
entity with a direct or indirect ownership interest in it has any obligation of any kind whatsoever to advance
any funds for the development of Lennar KFPLB, LLC’s property in the Community Facilities District or to
pay the Special Tax applicable to such property. The Lennar Central Park, LI.C option must be exercised
on or before September 16, 2003 and closing must occur by September 30, 2005. (The foregoing dates may
be extended, but only in accordance with the terms of the Option Agreement.) Prior to closing September
30, 2005, Lennar Central Park, LLC has paid and will have paid fees and performed site work. If Lennar
Central Park, LL.C does not exercise its option, it potentially could lose its $24 million letter of credit.

Lennar Central Park, L.1.C is negotiating the sale of the property to Lennar Homes of California, Inc.,
and various other entities, including to be formed affiliates of LNR Central Park, Inc. and the possible
formation of joint ventures to be formed by Lennar Homes of California, Inc. with other entities. As of
August 23, 2005, the separate agreements have not been completed and the entities which are anticipated to
take title to the properties have not been formed. In addition, Lennar Central Park, LL.C, may include all or
a portion of the propertics which it proposes to develop in a land banking arrangement. In a land bank
arrangement, Lennar Central Park, LL.C would have an option to re-purchase the property from a land bank
entity. A takedown schedule with price escalators is typically used. Neither Lennar Central Park, LLI.C, nor
its managing member, Lennar Homes of California, Inc., LNR Central Park, Inc. nor any entity with a direct
or mdirect ownership interest in it has any obligation of any kind whatsoever to advance any funds for the
development of the property in the Community Facilities District or to pay the Special Tax applicable to such

property.
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Sale Agreements. On or about December 1, 2004, Lennar KFPLB, LLC took title to the property
within the Community Facilities District. Lennar KFPLB, LI.C entered into the Option Agreement with
Lennar Central Park, .I.C whereby Lennar Central Park, LLC has the right to exercise its option on or before
September 16, 2005 and to acquire the property (except for Lot No. 8) on or before September 30, 2005.
Lennar Central Park, LLC is negotiating the terms of various agreements for the sale of various lots to Lennar
Homes of California, Inc., to be formed affiliates of LNR Central Park, Inc., joint ventures proposed to be
formed between Lennar Homes of California, Inc. and various builders. Lennar Homes of California, Inc.,
and various entities negotiating the purchase of the property or proposed to be formed intend to develop the

property.

Other Obligations of Lennar KFPLB, LLC. The property in the Community Facilities District is
subject to the Development Agreement. The property is also subject to conditions of approval in approving
ordinances and in the tentative and final maps relating to the project, and adopted by the Irvine City Council
in 2004 and preceding vears. Certain public improvements are expected to be acquired by the IRWD and by
the Orange County Fire Authority with Bond proceeds. The affordable housing obligation is anticipated to
be satisfied through construction of affordable housing, such as the proposed project by an affordable housing
builder. See “FACILITIES TO BE FINANCED WITH PROCEEDS OF THE 2005 BONDS”

The Development Plan

General. OnDecember 1, 2004, Lennar Central Park, LLC and Lennar KFPB Michelson Jamboree,
LLC entered into the Amended and Restated Limited Liability Agreement of Lennar KFPLB, LLC (the
“Limited Liability Agreement™) which set forth the rights and obligations of such parties with respect to the
development of the property in the Community Facilities District. The site development work has
commenced and will be substantially completed in the second quarter of 2006. It 1s anticipated that Lennar
Central Park, LLC, will acquire Lennar KFPLB, LLC’s interest in the property on or before September 30,
2005 and that Lennar Central Park, LI.C will then complete negotiations and enter into various agreements
with other builders that will continue to develop the property in accordance with applicable development
plans.

Inaccordance with the Development Agreement, Lennar KFPLB, L1.C and its successors and assigns
1s allowed to construct up to 1,380 residential housing units within the Community Facilities District. For
planning purposes by the Community Facilities District in estimating Special Tax Revenues from Developed
Property, development within the Community Facilities District has been assumed to be approximately 1,242
residential units, a 10% reduction from the allowed units. The entitlement allows density transfers among
lots and Lennar KFPLB, LLC is evaluating alternatives for density transfers which may increase or decrease
the number of units built and the square footages of units built. As of August 23, 2005, Lennar KFPLB, L1.C
anticipates that the estimated units to be built will be in excess of the estimate utilized by the Communi
Facilities District. Depending on decisions which may be made regarding density transfers, the builders that
acquire the property may construct substantially all of the 1,380 allowed residential units, but there is no
assurance as to the amount of units which will be bualt.

Lennar KFPLB, LLC anticipates that the vertical development of the property in the Community
Facilities District (including residential, retail and commercial building activity) will proceed in phases over
a period which will continue through the second quarter of 2012. Due to the amount of construction
materials, construction traffic and other construction activity required to develop the project, it is necessary
to schedule the construction of the various lots in phases. Discussion and negotiations within Lennar Homes
of California, Inc. and among the Builders regarding phasing are ongoing.

It is anticipated that a substantial portion of the attached units will be constructed by Lennar Homes
of California, Inc., and by joint ventures between Lennar Homes of California, Inc. and other entities. Lot No.
8 1s expected to be sold to an affordable housing builder. The mid- rise tower is anticipated to be constructed
by a joint venture between Lennar Homes of California, Inc. and another builder. The approximately 19,700
square foot retail property is anticipated to be constructed by a to be formed affiliate of LNR Central Park,
Inc. or another builder. The office tower is anticipated to be constructed by a to be formed affiliate of LNR
Central Park, Inc. or another builder. Negotiations regarding purchase by a to be formed affiliate of LNR
Central Park, Inc. are continuing and definitive purchase agreements have not been executed.
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Park/Open Space Froperty.

Lennar KFPLB, LLC reports that it allocated and developed acreage for park purposes within the
project area consistent with City of Irvine requirements, and that approvals for the 2.02 acre central park site
and the other park sites are under review by the City of Trvine staff.

Infrastructure Froperty.

Lennar KFPLB, LLC reports that it anticipates completing construction of the backbone
infrastructure, including grading, storm drain, sewer, water, streets, and utilities (but excluding landscaping)
by the second quarter of 2006, with some additional work being completed thereafter.

Development Budget.

Itis estimated that as of June 1, 20035, Lennar KFPLB, LLC had expended approximately $9,070,535
in improvement costs, exclusive of land acqu1s1t10n costs, debt service and general and administrative costs.

The following table sets forth Lennar KFPLB, L1.C’s budget for approximately $30,839,994 of the
estimated costs for developing the property to a super pad condition, as of June 1, 2005. The $30,839,994
estimated costs in the following table does not include land acquisition costs, costs to be paid through
proceeds of the 2005 Bonds, or costs to be paid through proceeds of the City Community Facilities District).
Table 2 is a projection only and no assurance can be given that these results will be achieved. Actual cash
flow will depend on future events such as the rate of land sales and actual costs of infrastructure development.
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Master Improvements

Planning, Engineering and Indirect
Costs

Fees, Bonds, Permits, Impact Fees
Demolition, Grading, Erosion
Control

Water and Sewer

Storm Drain, Street
Improvements, Dry Utilities
Amenities, Entry Features, Walls,
landscape, Parks

Other

Total

Table 2

Pro Forma Development Costs'
{Estimated as of June 1, 2005)

Cost
Incurred Cost Est. Cost Est. Cost Est. Cost Est. Cos Est. Cost Est. Cost Est. Cost. Est. Est. Total
through through 37Qtr. 4™ Qtr. 1* Qtr. 27 Qtr. 37 Qtr. 4" Qtr. 1% Qtr. Infrastructure
June 1, 2005 June30, 2005 2005 2005 2006 2006 2006 2006 2007 & In-Tract
$3,736,367 $132,720 $395,659 $390,659 $374,752 $374,752 $374,752 $374,752 - $6,154,413
2,368,478 22,700 68,099 68,099 33,116 33,116 33,116 33,116 - 2,659,838
1,954,979 473,065 1,419,194 413,300 121,187 121,187 121,187 121,187 - 4,745,285
359,171 357,771 1,073,314 - - - - - - 1,790,256
173,782 173,285 4,665,197 680,786 5,693,049
183,855 21,630 1,154,211 1.,956,040 7,963,315
1,956,040 1,581,923 1,009,615 100,000 -
293,904 293,904 881,713 — (5,135,684) 1,375,000 1,375,000 1,375,000 $ 1,375,000 1,833,838
39,070,535 $1,475,074 39,657,386 $3,508,884 $(2,650,589)  $3,485,978 32,913,670 $2,004,055 $1,375,000 $30,839,994

! Pro forma residential development costs only. Does not include land acquisition costs. The table does not include costs which Lennar KFPLB, LLC estimates will be financed through proceeds of the 2005
Bonds or proceeds of bonds issued by City of Irvine Community Facilities District No. 2004-1. For puuposes of the Appraisal, the Appraiser has assumed that the City of Irvine Community Facilities District

No. 2004-1 bonds are not issued and Lennar KFPLB, LLC or subsequent owners will bear such costs.

Source: Lennar KFPLB, LLC.



The discussion and budgets set forth above merely reflect Lennar KFPLB, LLC’s estimate regarding
development of the property. There can be no assurance that Lennar KFPLB, L1.C and the Builders will have
the resources, willingness or ability to successfully implement the development plan as described above.

As of June 1, 2003, Lennar KFPLB, LLC owned the property within the Community Facilities
District. Pursuant to the provisions of the Option Agreement, Lennar KFPLB, LLC granted Lennar Central
Park, LLC or its assignees, the right, but not the obligation, to purchase all of the lots subject to such Option
Agreement. (Lot No. 8 is not subject to the Option Agreement.) As indicated above, the residential units are
proposed to be developed by the Builders.

The sites that Lennar KFPLB, LL.C acquired in the Community Facilities District required demolition
and removal of the then existing buildings and construction of various public and private improvements
before the sites could be ready for development. The description of those improvements to be constructed
and the schedule for completing each improvement is summarized in Table 2 above.

Description of the Projects. Title to the parcels in the Community Facilities District was transferred
from KFPLB Michelson Jamboree, LLC to Lennar KFPLB, LLC on or about December 1, 2004. As of June
15, 2005, demolition and removal of the Parker-Hannifin Corporation buildings was complete and mass
grading was underway on the sites. As of June 15, 2005, there was no vertical construction. The first
production units are not scheduled to commence construction until the first quarter of 2006. Some of the
models for the various developments are expected to be located off-site. Residential units are estimated to
range from 925 to 2,150 square feet. Information regarding estimated absorption is provided in Tables 4 and
Table 8 below.
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The development, together with the estimated unit sizes are set forth below.

Table 3
Santa Ana Unified School District
Community Facilities District No. 2004-1
(Central Park Project)
Description of Development Average Square Footage

Range of Estimated

General Avg. Unit Size Total Units
Lot Number Description (Square Feet)® Est./Authorized®”

Residential Property

Lot No. 3 Lofts 1,230 - 1,245 106 118
Lot Nos. 4and 11 Brownstone Townhomes 1,400 150 168
Lot Nos. 5and 6 Brownstone Villas 1,400 132 147
Lot No. 7 Two Mid-Rise Towers 1,500 - 1,549 216 240
Lot No. 8 Affordable housing N/A 56 62
Lot No. 9 and 10 Lofts/Flats 925-1,230 335 372
LotNo. 12 and 15 Luxury Flats 1,595-1.945 159 177
%;)t No. 13,14, 16 and Luxury Townhomes 2,150 88 96
Total Residential Units 1,242 1,380
Retail and Commercial Property

Lot 1 Commercial N/A 19,700 sf
Lot 2 Office tower N/A 90,000 sf

O Estimated average unit sizes reflect average sizes among product type and are subject to change. With respect to Lot Nos. 9

and 10 and Lot Nos. 12 and 15, the estimated average unit sizes reflect estimates for that product type and do not necessarily
reflect the estimated range of units within each such Lot.

Inaccordance with the Development Agreement and approved entitlements, Lennar KFPLB, LL.C would be allowed to construct
up to 1,380 residential housing units within the Community Facilities District. For planning purposes by the Community
Facilities District in estimating Special Tax Revenues from Developed Property, development within the Community Facilities
District has been assumed to be approximately 1,242 residential units, a 10% reduction from the allowed units. The affordable
units proposed for development within Lot 8 would be exempt from the Special Tax levy. The Absorption Study estimates
absorption of 1,238 units. Lennar KFPLB, LLC’s estimates regarding development vary from time to time. The entitlement
allows density transfers among lots and Lennar KFPLB, LLC is evaluating alternatives for density transfers which may increase
or decrease the number of units built and the square footages of units built.

@)

The foregoing estimates were provided by Lennar KFPLB, LLC. The Market Absorption Study
contains projected absorption at build out of production homes. The Absorption Study also contains
assumption regarding average sales price ranges. Lennar KFPLB, LLC is negotiating agreements regarding
sales of lots to various entities and estimates regarding base average sales price ranges are not available as
of August 23, 2005. See “THE COMMUNITY FACILITIES DISTRICT — Market Absorption Study”” and
APPENDIX D> — “Market Absorption Study.”

Status of Permits and Approvals. A final map encompassing all of the property within the
Community Facilities District was approved by the City Council on May 10, 2005 and recorded on May 19,
2005. Backbone infrastructure improvements, including water, sewer, dramage street improvements, paving
and street lights are under construction in the Community Facilities District. All of such mprovements are
estimated to be substantially completed by the end of the second quarter of 2006. In order to complete the
development, the respective Builders must construct the production residential units or retail and commercial
buildings. Lennar KFPLB, LI.C must complete interior streets and utilities.

As of June 1, 2005, Lennar KFPLB, L1.C has estimated the costs to develop the parcels to the stage
of super pads with the foregoing backbone infrastructure to be $30,839,994 excluding land acquisition costs,
estimated facilities financed with proceeds of the 2005 Bonds and with proceeds of the City Community
Facilities District.
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As of June 1, 2005, Lennar KFPLB, LLC has expended in the aggregate approximately $9,070,535
in development, infrastructure and financing costs relating to development of the property within the
Community Facilities District, exclusive of land acquisition costs, debt service and general and administrative
costs.

Major infrastructure which remains to be constructed includes the interior streets, traffic signals,
storm drains, water lines and sewer lines.

Lennar KFPLB, LLC has received will-serve letters from IRWD to provide water and wastewater
services to the property.

Lennar KFPLB, LL.C has entered into an agreement with the Orange County Fire Authority relating
to the provision of fire suppression and prevention services by the Orange County Fire Authority to the
property within the Community Facilities District.

Environmenial Review. Most required development approvals were obtamed over the last several
vears. See “THE COMMUNITY FACILITIES DISTRICT — Environmental Conditions’ above. The project
had previously been used as a research and office facilities and is subject to mitigation and monitoring
relating to that use. Parker-Hannifin Corporation is responsible for cleanup of the site. There were no issues
relating to sensitive plant or animal species on the property. An archaeologist was on site during grading and
remains on site. Lennar KFPLB, LLC is not aware of any additional environmental permits required to
proceed with development of the property other than the usual permits required from the City of Irvine and
applicable local agencies. No lots are in the 100-year flood plain.

Plan of Finance. Lennar KFPLB, LLC has a project loan on the property within the Community
Facilities District from Fremont Investment & Loan, a California Industrial Bank with a principal balance
as of June 15, 2005 of $105,000,000. Lennar KFPLB LLC and Fremont Investment & Loan, entered into
an Assignment (Option Agreement with Agreement for Purchase and Sale and Escrow Instructions), n
connection with the $105 million loan. The loan matures on the date the property is transferred pursuant to
the Option Agreement or December 3, 2005, whichever first occurs.

The foregoing plans and Lennar KFPLB, LL.C’s projections are subject to change. There can be no
assurance that Lennar KFPLB, LLC, Lennar Central Park, LLC, Lennar Homes of California, Inc. or the
Builders have the willingness or ability to successfully implement the development plans described above.
In the event that cost overruns occur which exceed the funds described in the section captioned “Plan of
Finance” above, Lennar Central Park, LLC, Lennar Homes of California, Inc., and the Builders will need to
raise additional funds. No assurance can be given that such funds could be raised or would be raised on a
timely basis. Continued development in the Community Facilities District may also be adversely affected
by changes in general economic conditions, fluctuations in the real estate market and other similar factors.
See “BONDOWNERS’ RISKS™ herein for a discussion of risk factors.

If and to the extent that internal financing and land sales revenues are inadequate to pay the costs to
complete the planned development of the lots within the Community Facilities District, portions of the project
may not be developed. While Lennar Corporation has made such internal financing available in the past,
there can be no assurance whatsoever of its willingness or ability to do so in the future; and it has no legal
obligation of any kind to Bondowners to make any such contributions or to obtain loans. Other than pointing
out the willingness of Lennar Corporation to provide internal financing in the past, Lennar Homes has not
represented in any way that Lennar Corporation will do so in the future.
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Absorption.

The estimated units per quarter, estimated quarter in which absorption will commence and estimated
quarter in which final units will be absorbed are set forth below:

Table 4
Santa Ana Unified School District
Community Facilities District No. 2004-1
{Central Park Project)
Description of Estimated Absorption Commencement Date and
Absorption Completion Date by Quarter

Lot Units
No. Estimated Units/Sq. Ft. per Qtr. Commencing Concluding
1 19,700 sq. ft. N/A 1st Qtr., 20082 2 gtr 2008
2 90,000 sq. ft. N/A 1# Qtr., 2008 2nd Qtr. 2009
3 106 lofts 9 4% Qtr., 2007 3 Qtr., 2010
4and 11 150 brownstone townhomes 18 4% Qtr., 2006 4% Qtr., 2008
S5and 6 132 brownstone villas 18 4% Qtr., 2006 3 Qtr., 2008
7 216 mid-rise towers 30 1% Qtr., 2008 4% Qtr., 2000
8 56 affordable units 18 4% Qtr., 2007 3 Qtr., 2008
Sand 10 335 lofis/flats 27 4% Qtr., 2007 4% Qtr., 2010
12 78 luzury flats 0 4% Qtr., 2007 4% Qtr, 2009
13, 14,16 88 luxury towrhomes 15 4% Qtr., 2006 1* Qtr., 2008
and 17
15 81 lusury flats 0 4% Qtr., 2007 4% Qtr, 2009

M Estimated dates depends on date of issuance of building permits with respect to Lot Nos. 1 and 2 which depends on product
configuration which has not been finally determined and is subject to change.

The foregoing absorption estimates were provided by Lennar KFPLB, LI.C. The Market Absorption Study
contains projected absorption at build out of production homes which varies from the absorption estimated
above. See “THE COMMUNITY FACILITIES DISTRICT — Market Absorption Study” and
APPENDIX D — *Market Absorption Study.”

History of FProperty Tax FPayment; Loan Defaults; Bankruptcy. The officer executing a certificate on
behalf of Lennar KFPLB, LLC certifies that, to his actual knowledge:

. Lennar KFPLB, LLC, has numerous Affiliates (as defined in the Lennar KFPLB, LLC
Continuing Disclosure Agreement attached hereto as Appendix G), consisting of various entities that are
developing or have been involved in the development of numerous different projects in states throughout the
country over an extended period of time. Tt is likely that any such Affiliates have been delinquent at one time
or another in the payment of ad valorem property taxes, special assessments or special taxes. Lennar KFPLB,
LLC does not have actual knowledge that any such Affiliate is currently delinquent in any material amount
in the pavment of ad valorem property taxes, special assessments or special taxes in the State.

. Neither Lennar KFPLB, LLC nor any of its Affiliates 1s currently in material default on any
loans, lines of credit or other obligation related to its development in the Community Facilities District or any
of its other projects which default would in any way materially and adversely affect its ability to develop its
property in the Community Facilities District as described in the Official Statement or to pay the Special
Taxes for which it 1s responsible. No Affiliate has any loans, lines of credit, or other obligation related to the
development in the Community Facilities District.
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. Lennar KFPLB, LLC is solvent and neither Lennar KFPLB, LLC nor any of its current
Affililates, including Lennar Homes of California, Inc., has filed bankruptcy or been declared bankrupt, or
has any proceeding pending or to the actual knowledge of the officer executing a certificate on behalf of
KFPLB, LLC threatened in which Lennar KFPLB, LL.C or any Affiliate may be adjudicated as bankrupt, or
discharged from any or all of its debts or obligations.

. No action, suit, proceedings, inquiry or investigations at law or in equity, before or by any
court, regulatory agency, publlc board or body, is pending (with service of process to Lennar KFPLB, LLC
or any Affiliate having been accomplished) against Lennar KFPLB, LLC or any Affiliate or, to the actual
knowledge of the officer signing on behalf of Lennar KFPLB, LL.C threatened which if sueeessful would
materially adversely affect the ability of Lennar KFPLB, LLC or any Affiliate to complete the development
and sale of the property proposed for development by such entities within the Community Facilities District
or to pay special taxes or ad valorem tax obligations when due on such property within the Community
Facilities District.

LNR Central Park, Inc.

LLNR Central Park, Inc., is a California corporation. LNR Central Park, Inc. is amember of Lennar Central
Park, LL.C. LNR Central Park, Inc. has a right of first offer with respect to Lot Nos. 1 and 2. LNR Central
Park, Inc. is negotiating the purchase of Lot Nos. 1 and 2 and if successful in acquiring those lots may form
a separate legal entity or entities to acquire and develop of the commercial property located within Lot Nos.
1 and 2. The managing member of any entity formed 1s expected to be LNR Central Park, Inc.

LNR Central Park, Inc. 1s an indirect wholly owned subsidiary of LNR Property Corporation, a Delaware
corporation. LNR Property Corporation had been listed on the New York Stock Exchange (trading symbol
“LLNR’") but on February 3, 2005, LNR Property Corporation completed a merger that was the subject of a
Plan and Agreement of Merger dated as of August 29, 2004 as a result of which LNR Property Corporation
became a private company, not subject to the reporting requirements of the Securities and Exchange
Commission.

LNR Central Park, Inc. or any entity formed by LNR Central Park, Inc. has no legal obligation to acquire
any property in the Community Facilities District and LNR Central Park, Inc. has no legal or contractual
obligation to contribute finds fo any project or joint venture, or to complete construction of any project or
to pay the Special Taxes.

Plan of Finance; Absorption. LNR Central Park, Inc. is negotiating the purchase of Lot Nos. 1 and 2. As
of August 23, 2005, LNR Central Park, Inc. has not determined the manner in which it will finance the
purchase of Lot No. 1 and Lot No. 2 from Lennar KFPLB, LLC and the construction of the commercial
building and the office tower. Such financing may be through a combination of cash, equity and debt
financing. As of August 23, 2005, LNR Central Park, Inc. has not determined the expected absorption
schedule with respect to Lot Nos. 1 and 2.

There is no assurance that LNR Central Park, Inc. will acquire any property within the Community
Facilities District or that amounts necessary to finance the remaining site development and construction costs
within the commercial portions of the project will be available from any source, when needed. LNR Central
Park, Inc. is under no legal obligation of any kind to acquire Lots 1 and 2 within the Community Facilities
District. Any contribution of capital by LNR Central Park, Inc. or any members of any limited liability
company or joint venture or any other entity, or any borrowings by any such entity whether to fund costs of
development within Lot No. 1 or Lot Neo. 2, or to fund costs of development within any residential lots or to
pay Special Taxes, is entirely voluntary.
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Estimated Special Tax Allocation by Property Ownership

As of August 23, 2005, Lennar KFPLB, LLC owned all of the property within the Community Facilities
District, with an option to Lennar Central Park, LLI.C, or its assigns (except with respect to Lot No. 8). Lennar
Central Park, LLC is negotiating various agreements with Lennar Homes of California, Inc., and various
builders. If a Special Tax were levied in Fiscal Year 2005-06, the actual allocation among Lennar KFPLB,
LLC, Lennar Central Park, LL.C or any other entities can not be determined as of August 23, 2005. Interest
18 capitalized for 24 months from the date of 1ssuance of the 2005 Bonds and the first year in which Special
Taxes will be levied is 2007-08. The actual allocation of Special Taxes will depend on the sale of lots by
Lennar KFPLB, L1.C and the development and sale of the property in the intervening period. A builder of
affordable housing is negotiating the acquisition of Lot No. 8 for development of affordable housing units.
If developed as affordable housing units, such units would be exempt from the levy of the Special Tax.
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Table 5

Community Facilities District No. 2004-1
{Central Park Project)
Owners of Taxable Property as of August 23, 2005
and Estimated Allocation of Special Tax Liability

Based on Fiscal Year 200506 @

Estimated Estimated Percent of
Number Developed  Undeveloped Developed
Property Owner/ Lot  Planning of Units Special Special Sp. Tax
Merchant Builder No. Area Units®  Authorized®  Acreage Tax Tax Obligation®
Lennar KFPLE, LL.C 3 2 106 118 1.62 $57,229.40 $71,311.57 6.21%
Lennar KFPLB, LLC 4 4 59 66 2.08 $46,464 86 $52,402.77 5.04%
Lennar KFPLE, LL.C 5 4 86 96 3.09 $58,247.80 $77.,848.35 6.32%
Lennar KFPLB, LL.C 6 4 46 51 1.62 $31,155.80 $40,813.70 3.38%
Lennar KFPLB, LLC 7 1 218 240 1.98 $208,027.44  $172,113.064 22.57%
Lennar KFPLB, LL.C 8 1 56 62 N/A N/A N/A N/A
Lennar KFPLB, LLC 9 2 161 179 2.43 $86,92390  $106,967.36 9.43%
Lennar KFPLE, LL.C 10 2 174 193 2.60 $93,942.60  $114,450.67 10.19%
Lennar KFPLB, LLC 11 3 91 102 319 $71,666.14 $76,941.68 7.78%
Lennar KFPLE, LL.C 12 2 78 87 1.50 $61,428.12 $66,029.24 6.66%
Lennar KFPLB, LLC 13 4 21 23 1.09 $20,224 89 $27,461.07 2.19%
Lennar KFPLE, LL.C 14 4 23 25 1.18 $22.151.07 $29,728.50 2.40%
Lennar KFPLE, LL.C 15 2 81 90 1.56 $92,229.84 $68,670.40 10.01%
Lennar KFPLB, LLC 16 3 23 25 1.18 $22,151.07 $28,461.19 2.40%
Lennar KFPLE, LL.C 17 3 21 23 1.08 $20,224.89 $26,049.22 2.19%
Retail and
Commercial Property
Lennar KFPLB, LLC 1 5 0 0 1.92 $5,319.00 $15,026.75 0.58%
Lennar KFPLE, LL.C 2 5 0 0 2.47 $24.300.00 $19.331.28 2.64%
Total N/A N/A 1,242 1,380 30.59 $921,686.82  §993,607.39 100.00%

O Interestis capitalized for 24 months from the date of issuance of the 2005 Bonds. The first year in which Special Taxes will
be levied is Fiscal Year 2007-08.
@ Tnaccordance withthe Development Agreement and approved entitlements, Lennar KFPLB, LLC would be allowed to construct
up to 1,380 residential housing units within the Commmunity Facilities District. For planning purposes by the Community
Facilities District in estimating Special Tax Revenues from Developed Property, development within the Community Facilities
District has been assumed to be approximately 1,242 residential units, a 10% reduction from the allowed units. The affordable
units proposed for development within Lot 8 would be exempt from the Special Tax levy. The Absorption Study estimates
absorption of 1,238 units. Lennar KFPLE, LLC’s estimates regarding development vary from time to ime. The entitlement
allows density transfers among lots and Lennar KFPLB, LLC is evaluating alternatives for density transfers which may increase
or decrease the number of units built and the square footages of units built.
@ Includes debt service plus estimated administrative expenses less capitalized interest.

®  Total may not add due to rounding.

Source: David Taussig & Associates, Inc.
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Direct and Overlapping Debt

Table 6 below, which sets forth the existing authorized indebtedness payvable from taxes and
assessments that may be levied within the Community Facilities District, was prepared by National Tax Data
and 1s based on taxes levied for Fiscal Year 2004-05 (the “Debt Report™). The Debt Report is included for
general information purposes only. In certain cases, the percentages of debt calculations are based on
assessed values, which will change significantly as sales occur and assessed values increase to reflect housing
values. The Community Facilities District believes the information is current as of its date, but makes no
representation as to its completeness or accuracy. Other public agencies, such as the City of Irvine, may issue
additional indebtedness at any time, without the consent or approval of the Community Facilities District or
the School District. See “ — Overlapping Assessment and Community Facilities Districts” below.

The Debt Report generally includes long-term obligations sold in the public credit markets by public
agencies whose boundaries overlap the boundaries of the Community Facilities District in whole or in part.
Such long term obligations generally are not payable from property taxes, assessment or special taxes on land
in the Community Facilities District. In many cases long-term obligations issued by a public agency are
pavable only from the general fund or other revenues of such public agency. Additional indebtedness could
be authorized by the Community Facilities District, the City of Irvine or other public agencies at any time.

The Community Facilities District has not undertaken to commission annual appraisals of the market
value of property in the Community Facilities District for purposes of its Annual Reports pursuant to the
Continuing Disclosure Agreement, and information regarding property values for purposes of a direct and
overlapping debt analysis which may be contained in such reports will be based on assessed values as
determined by the County Assessor. See Appendix F hereto for the form of the Continuing Disclosure
Agreement.
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Table 6

Community Facilities District No. 2004-1

{Central Park Project)

Detailed Direct and Overlapping Debt

1. Assessed Value
2004-2005 Secured Roll Assessed Value

I1. Secured Property Taxes

Description on Tax Bill Type Total
Parcels

Basic Levy PROP13 793,168
City of Irvine Landscape Lighting District No. 1 LLD 46,539
Metropolitan Water District of Southern California Debt GO 518,591
Service
Metropolitan Water District of Southern California Water STANDBY 519,108
Standby
Orange County Vector Control Assessment VECTOR 741,240
Orange County Vector Control Mosquito & Fire Ant VECTOR 740,938
Assessment
Rancho Santiago Community College Debt Service 2002 GO 118,602
Election
Santa Ana Unified School District Debt 1999, Series 2000 GO 41,093
Santa Ana Unified School District Debt 1999, Series 2002A GO 41,093
Santa Ana Unified School District Debt 1999, Series 2002B GO 41,093

2004-2005 TOTAL PROPERTY TAX LIABILITY

Total Levy

2,871,442.413
3,636,104
11,116,658

6,273,874

1,482,511
4,299,321

10,992,678

2,896,589
1,518,177
3,555,260

%o Applicable

0.01615%
0.04829%
0.02420%

0.00681%

0.00042%
0.00397%

0.11501%

0.28870%
0.28870%
0.28870%

TOTAL PROPERTY TAX LIABILITY AS A PERCENTAGE OF 2004-2005 ASSESSED VALUATION

II1. Land Secured Bond Indebtedness

Outstanding Direct and Overlapping Bonded Debt Type Issued
Santa Ana Unified School District CFD No. 2004-1 CFD TBD

TOTAL LAND SECURED BOND INDEBTEDNESS (1)
TOTAL OUTSTANDING LAND SECURED BOND INDEBTEDNESS (1)
IV. General Obligation Bond Indebtedness

Outstanding Direct and Overlapping Bonded Debt Type Issued
Metropolitan Water District of Southern California Debt Service Go $850,000,000
Santa Ana Unified School District Debt 1999 GO $145,148,156

TOTAL GENERAL OBLIGATION BOND INDEBTEDNESS (1)

TOTAL OUTSTANDING GENERAL OBLIGATION BOND
INDEBTEDNESS (1)

Outstanding
TBD

Outstanding
$447,475,000

$140,943,156

TOTAL OF ALL OUTSTANDING AND OVERLAPPING BONDED DEBT

(1) Additional bonded indebtedness or available bond authorization may exist but are not shown because a tax was not levied for the referenced fiscal year.

Source: National Tax Data, Inc.
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%o Applicable
100.00000%

%o Applicable
0.00314%

0.23974%

Parcels

1
1
1

1

1

1

1
1
1

Parcels
1

Parcels
1

1

$46,380,028

Levy

$463,800.28
$1,755.84
$2,690.04

$427.00

$6.24
$170.72

$12,643.19

$8.362.32
$4.382.91
$10,263.90
$504,502.44
1.09%

Amount
TBD

50
30

Amount
$14,042

$337,895
$351,937
$351,937

$351,937



Table 7 below sets forth estimated Fiscal Year 2005-06 overall tax rates applicable to a single-family
residential unit with 1,250 building square feet. The Special Tax rates, and therefore the overall tax rates,
are higher for larger homes. Table 7 also sets forth those entities with fees, charges, ad valorem taxes and
special taxes regardless of whether those entities have issued debt.

Table 7
Community Facilities District No. 2004-1
of the Santa Ana Unified School District
{Central Park Project)
Estimated Fiscal Year 2005-06 Tax Rates
(Single-Family Residential Unit Containing 1,250 Building Square Feet)

ASSESSED VALUATION AND PROPERTY TAXES

Estimated Sale Price [1] $417,500
Homeowner's Exemption (87,000)
Assessed Value [2] $410,500
Percent of Projected
Total AV Amount
AD VALOREM PROPERTY TAXES
General Purposes 1.00000% $4,105.00
Ad Valorem Tax Overrides
RSCCD 2002 Bond 20034 0.02726% $111.90
Santa Ana USD 99 Bond 2002B 0.02213% $90.84
Santa Ana USD 99 Bond 2000 0.01803% $225.78
Santa Ana USD 99 Bond 20024 (0.00945% $38.79
Metro Water District-Orange County 0.00580% $23.81
Total Ad Valorem Property Taxes 1.08267% §4,596.12
ASSESSMENTS, SPECIAL TAXES, AND PARCEL CHARGES
Santa Ana Unified School District CFD No. 2004-1 $539.90
Crange County Vector Control Mosquito & Fire Ant Assessment $5.42
Metropolitan Water District of Southern California Water Standby $10.07
City of Trvine Landscape Lighting District No. 1 $86.63
Orange County Vector Control Assessment $1.92
City of Trvine CFD No. 2004-1 $1,087.00
PROJECTED TOTAL PROPERTY TAXES $6,316.47
Projected Total Effective Tax Rate (as of % of Sale Price) 1.51%

[1] Base Sales price for a single family detached unit with a taxable area of 1,250 square feet.

[2] Assessed Value reflects estimate total assessed value for the parcel net of homeowner's exemption.

Source: David Taussig & Associates, Inc.
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Overlapping Assessment and Community Facilities Districts

Additional Debt Payable from Taxes or Assessments. The Commumnity Facilities District has no
control over the amount of additional debt payable from taxes or assessments levied on all or a portion of the
property within a special district which may be incurred in the future by other governmental agencies,
mcluding, but not limited to, the County, the City of Irvine or any other governmental a%:enrctﬁ having
Jurisdiction over all or a portion of the property within the Community Facilities District. Furthermore,
nothing prevents the owners of property within the Community Facilities District from consenting to the
issuance of additional debt by other governmental agencies which would be secured by taxes or assessments
on a parity with the Special Taxes. To the extent such indebtedness i1s payable from assessments, other
special taxes levied pursuant to the Act or taxes, such assessments, special taxes and taxes will be secured
by liens on the property within a district on a parity with a lien of the Special Taxes.

Accordingly, the debt on the property within the Community Facilities District could increase,
without any corresponding increase in the value of the property therein, and thereby severely reduce the ratio
that exists at the time the 2005 Bonds are issued between the value of the property and the debt secured by
the Special Taxes and other taxes and assessments which may be levied on such property. The incurring of
such additional indebtedness could also affect the ability andy willingness of the property owners within the

Community Facilities District to pay the Special Taxes when due.

Moreover, in the event of a delinquency in the payment of Special Taxes, no assurance can b%giyen
that the proceeds of any foreclosure sale of the ﬁgge% with dehnlguent Special Taxes would be sufficient
to pay the delinquent Special Taxes. See “BO RS’ RISKS.”

Other Overlapping Direct Assessments

~ Contained within the Community Facilities District are numerous overlapping local agencies
providing public services. Some of such local agencies have outstanding bonds 1ssued 1n the form of general
obligation and special assessment bonds. Additional indebtedness could be authorized by the School District,
the City of Irvine or other public agencies at any time.

Metropolitan Water District of Southern Caltfornia Water Standby. Property within the Community
Facilities District is subject to the Metropolitan Water District of Southern California Water Standby. This
pay-as-you-go assessment is used for water conservation programs, emergency programs, water treatment
and capital improvements such as transporting water from Colorado and Northern California to Southern
California. The annual assessment for Fﬂscal ear 2005-06 15 $10.07 per acre or per parcel for parcels less
gan one (1) acre. This assessment is fixed unless registered voters of the State of (ﬁ:llifl())rnia elect to increase

€ assessment.

‘ Omn%e County Vector Control Assessment. Property within the Community Facilities District will
be subject to the Orange County Vector Control Assessment. This pay-as-you-go assessment funds efforts
to protect residents from any animal capable of transmittirtlig human disease, injury or discomfort. This
assessment also funds a system of public improvements aimed at the surveillance, prevention, abatement and
control against specified vectors. The annual assessment for Single Family Residpential Units in Fiscal Year
2005-06 15 $1.92 per unit. Commercial property is assessed at a rate of $1.92 (the rate for Single Family
Residential Units) per 1/5 of an acre for the first five (5) acres and $1.92 per acre for each additional acre.
This assessment is not expected to increase.

Orange County Vector Control Mosquito & Fire Ant Assessment. Property within the Community
Facilities District will be subject to the Orange County Vector Control Mosquito & Fire Ant Assessment.
This pay-as-you-go assessment is levied by the County of Orange to provide funding for surveillance,
prevention, abatement and control for insect populations including the red imported fire ant, mosquitoes and
other disease carrying insects. The assessment funds treatment and control against new pathogens such as the
West Nile Virus and also monitors new and emerging vectors such as the Esian Tiger Mosquito.

The annual assessment for Single Family Residential Units in Fiscal Year 2005-06 1s $5.42 per unit.
Commercial property is assessed at a rate of $2.71 (one half of the rate for Single Family Residential Units)
per 1/5 of an acre for the first five (5) acres and $2.71 per acre for each additional acre. This assessment is
not expected to increase.

City of Irvine Landscape Lighting District No. I. Property within the Community Facilities District
will be subject to the City of Irvine Lighting and Landscapinf District No. 1 Assessment. The annual
assessment for Fiscal Year 2005-06 1s $86.63 per unit for all residential property, while commercial property
1s assessed at a rate of $286.69 per acre. 1s pay-as-you-go assessment 1s used to fund the regular
maintenance and service of all landsca ir}ig, public lighting facilities, parks and recreation facilities, irrigation
systems, sidewalks and appurtenant facilities and all plant life located within the boundary of the City of
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Irvine. These rates are subject to escalation cach year at the lesser of 3.5% or the annual increase in the
Consumer Price Index.

City of Irvine CFD No. 2004-1. The City of Irvine formed Community Facilities District No. 2004-1
to finance, via the issuance of bonds, infrastructure improvements and ¢ligible impact fees attributable to the
property within City of Irvine Community Facilities District 2004-1. The assessment on residential property
18 levied on a per unit basis depending on the square footage of the residential unit. The assessment on non-
residential property is levied on a per square foot basis. gl‘he following table outlines the assessments for
residential and non-residential property within CFID No. 2004-1 for Fiscal Year 2005-06:

Land Use Residential Floor Maximum
Class Description Area/Unit Type Special Tax
1 Residential Property More than 2,000 s.f. $2,411 per unit
2 Residential Property 1,751 - 2,000 s.f. $2.347 per unit
3 Residential Property 1,501 — 1,750 s.f. $2,020 per unit
4 Residential Property 1,251 - 1,500 s.f. $1.341 per unit
5 Residential Property Less than 1,251 s.f. $1,087 per unit
6 Residential Property Affordable Units $0 per unit
. $0.2914 per square foot
7 Non-Residential Property N/A of Non-Residential
Floor Area

This assessment is not authorized to increase.
Estimated Assessed Value-to-Lien Ratios

The assessed values, direct and ove_rl_apph%_ debt and total tax burden on individual parcels varies
among parcels within the Community Facilities District. The value of individual parcels 1s significant
because in the event of a delinquency in the payment of Special Taxes, the Community Facilities District ma
foreclose only against delinquent parcels. As of August 23, 2005, based on the Fiscal Year 2004-0
Assessor’s tax roll, the the parcels in the Community Facilities District have a value-to-lien ratio of
approximately 3.82:1.

Market Absorption Study

Empire Economics, Inc,. the market absorption consultant (the “Market Absorption Consultant™) has

grepared a market analysis of the property in the Community Facilities District in 1ts Market Absorption
tudy, Revised June 21, 2005 (Original Study: June 1, 2003) (the “Market Absorption Study™).

Based upon its analysis of the expected demographic-economic trends, the Market Consultant
estimated the Community Facilities District 1s expected to accommodate approximately 1,238 to 1,380
residential units at build-out by the end of 2011. The Market Absorption Consultant’s estimated absorption
rates of the different categories of residential units are as follows:
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Table 8
Community Facilities District No. 2004-1
{Central Park Project)
Projected Absorption

8¥

June 1, 2005
Total Residential
Hi-Rise Hi-Rise
Lofts/ Brownstone/  Brownstone Luxury Luxury Luxury Tower Tower
Product Types Lofts Flats Townhomes Villas Flats A Flats B Townhomes Condominiums Penthouses Annually Cumulative
Units/Acre 68 78 32 31 50 60 21 150
Development Status
Total 107 342 163 127 78 81 100 221 19 1,238 100.0%
Escrow Closed 0 o o o 0 0 0 o 0 0 0%
Forthcomng: 107 342 163 127 78 81 100 221 19 1,238 100%
Share - Forthcoming 868% 27.6% 13.2% 10.3% 6.3% 6.5% 8.1% 17.9% 1.5% 100.0%
Prices - Estimated
Plan #1 $395.000  $290,000 $483,000 $586,000 $800,000 $650,000 $817,000 $411,000 $1,465,000
Plan #2 $435,000 $330,000 527,000 $628,000 $845,000 $695,000 877,000 507,000 31,569,000
Plan #3 $475.000  $370,000 $569,000 $670,000 $890,000 $740,000 $937,000 $593,000
Plan #4 $515,000 410,000 608,000 708,000 $435,000 §785,000 947,000 $669,000
Plan #5 739,000
Averages $455.000  $350,000 $546,750 $648,000 $R67.500 $717,500 $907,000 $583,800 $1,517,000 $576,839
Living Area- Estimated
Plan #1 1,050 700 1,175 1,425 1,750 1,400 1,850 Q00 2,300
Plan #2 1,200 850 1,325 1,575 1,500 1,550 2,050 1,150 2,600
Plan #3 1,350 1,000 1,475 1,725 2,050 1,700 2,250 1,400
Plan #4 1,500 1,150 1,625 1,875 2,200 1,850 2,450 1,650
Plan #5 1,900
Averages 1,275 925 1,400 1,650 1,975 1,625 2,150 1,400 2,450 1,411
Value Ratio $357 3378 $301 $393 3439 442 5422 3417 3619 35409
Commence Closings > 1%-2008 12008 19-2007 19-2007 17-2008 1%-2008 19-2007 342007 312007
2005 0 o o o 0 0 0 o 0 0 0
2006 0 o o o 0 0 0 o 0 0 0
2007 0 o 60 50 0 0 30 o 8 140 140
2008 60 100 60 50 15 40 30 100 8 483 623
2009 47 100 43 27 15 41 30 100 3 431 1,054
2010 0 100 0 0 8 10 21 0 142 1,196
2011 0 42 o o 0 0 0 o 0 42 1,238

Totals 107 342 163 127 78 81 100 221 19 1,238



The Market Absorption Study is subject to a number of assumptions and limiting conditions. Sece
APPENDIX D — “Market Absorption Study”™ for a discussion of the assumptions and limit conditions of the
Market Absorption Study.

Appraised Property Value

An appraisal prepared by an MAI appraiser of the land and existing improvements for the
development within the Community Facilities District dated June 2005 (the “Appraisal™), has been prepared
by Harris Realty Appraisal, MAI of Newport Beach, California (the ““Appraiser”) in connection with issuance
of the 2005 Bonds. The purpose of the appra1sa1 was to estimate the market value of 16 of the 17 lots,
reflecting the “as 1s” condition of the lots within each of the 16 lots. Lot 8, which is proposed for
development as an affordable housing project, which would be exempt from the Special Tax levy was not
appraised. The Appraisal also reflects the proposed Community Facilities District financing together with
the overall tax rate to future homeowners of approximately 1.5%, including the Special Taxes and the special
taxes which may be levied by City of Irvine Community Facilities District No. 2004-1. The Appraisal is
based on certain assumptions. Subject to these assumptions, the Appraiser estimated that the fee simple
market value of the Taxable Property within the Community Facilities District (subject to the lien of the
Special Taxes) as of June 1, 2005, was $90,000,000.

The Appraisal estimated the value of the property in the Community Facilities District as “finished
lots,” that 1s, lots that are fully improved and ready for residential or retail or commercial structures to be
built. This reflects that the lots have had fine grading, all in-tract streets and utilities have been completed and
fees have been paid or credited (sewer, water, road, library, park, school, etc.) up to the stage of pulling
building permits (which, as described in “Property Ownership and Development™ above, is not yet the
condition of the property within the Community Facilities District), less the remaiming cost to the respective
Builders to achieve finished lots (based on the status of the development process as of June 1, 2005). The
estimate of value was based on fee simple ownership, subject only to easements of record and the lien of the
Special Taxes and other special tax and assessment liens.

The Appraiser values the ownership in bulk, representing a discounted value to that ownership as of
the date of value. The bulk value of the various proposed uses represents the market value of the entire
property with the Community Facilities District. A developmental analysis was used. There are a number
of contingencies in the appraisal including that costs associated with improvements require to satisfy the
conditions of development that have been provided to the appraiser and included in the developmental
analysis are reasonable and accurate.

The Community Facilities District makes no representation as to the accuracy or completeness of
the Appraisal. See Appendix C hereto for more information relating to the Appraisal.

The fee simple market value includes the value of extensive grading as of the date of value and the
improvements to be financed by the 2005 Bonds. The market values reported in the Appraisal result in an
estimated value-to-lien ratio of 7.42:1 calculated with respect to all direct and overlapping bonded debt as
of the County Assessor’s Fiscal Year 2004-05 equalized assessment roll. The value-to-lien ratios of
individual parcels will differ from the foregoing aggregate values. The Appraisal is based on certain
assumptions including a deduction from value for certain estimated costs which may be funded by the City
of Irvine Community Facilities District No. 2004-1 if the City of Irvine Community Facilities District No.
2004-1 issues bonds. The value-to-lien ratio set forth above excludes debt of the City Community Facilities
District No. 2004-1 which has a bond authorization of $27,000,000. In the event the City of Irvine
Community Facilities District No. 2004-01 issues bonds, the appraised value at that time will differ based
both on any additional improvements as of the date of value of a future appraisal and based on use of City
of Irvine Community Facilities District No. 2004-1 bond proceeds to finance certain of the estimated costs
relating to the project which have been deducted in determining the estimate Appraised Value set forth above.

See “BONDOWNERS’ RISKS — Appraised Values™ and “BONDOWNERS® RISKS — Burden of
Parity Liens, Taxes and Other Special Assessments on the Taxable Property™ herein and APPENDIX C —
“Appraisal Report™ appended hereto for further information on the Appraisal and for limiting conditions
relating to the Appraisal.
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BONDOWNERS’ RISKS

In addition to the other information contained in this Official Statement, the following risk factors
should be carefully considered in evaluating the investment quality of the 2003 Bonds. The School District
cautions prospective investors that this discussion does not purport o be comprehensive or definitive and
does not purport to be a complete statement of all factors which may be considered as risks in evaluating the
credit quality of the 2005 Bonds. The occurrence of one or more of the events discussed herein could
adversely affect the ability or willingness of property owners in the Community Fracilities District to pay their
Special Taxes when due. Any such failure to pay Special Taxes could result in the inability of the School
District to make fidl and punctual payments of debt service on the 2005 Bonds. In addition, the occurrence
of one or more of the events discussed herein could adversely affect the value of the property in the
Community Facilities District.

Risks of Real Estate Secured Investiments Generally

The Bondowners will be subject to the risks generally incident to an investment secured by real
estate, including, without limitation, (1) adverse changes in local market conditions, such as changes m the
market value of real property m the vicinity of the Community Facilities District, the supply of or demand
for competitive properties in such area, and the market value of residential property in the event of sale or
foreclosure; (ii) changes in real estate tax rate and other operating expenses, governmental rules (including,
without limitation, zoning laws and laws relating to endangered species and hazardous materials) and fiscal
policies; and (i11) natural disasters (including, without limitation, earthquakes and floods), which may result
in uninsured losses.

Concentration of Ownership

As of August 23, 2003, Lennar KFPLB, LLC is responsible for 100% percent of the Special Taxes.
See “THE COMMUNITY FACILITIES DISTRICT — Property Ownership and Development.” If Lennar
KFPLB, LLC or subsequent owners are unwilling or unable to pay the Special Tax when due, a potential
shortfall in the Bond Fund could occur, which would result in the depletion of the Reserve Account prior to
reimbursement from the resale of foreclosed property or payment of the delinquent Special Taxes and,
consequently, a delay or failure in payments of the principal of or interest on the 2005 Bonds.

No property owner is obligated in any manner to continue to own or develop any of the land it
presently owns within the Community Facilities District. The Special Taxes are not a personal obligation of
Lennar KFPLB, LLC, or of any owner of the parcels, and the Community Facilities District can offer no
assurance that any current owner or any future owner will be financially able to pay such installments or that
it will choose to pay even if financially able to do so.

Failure to Develop Properties

Development of property within the Community Facilities District may be subject to economic
considerations and unexpected delays, disruptions and chances which may affect the willingness and ability
of Lennar KFPLB, LLC or any property owner to pay the Special Taxes when due.

Land development is also subject to comprehensive federal, State and local regulations. Approval
18 required from various agencies in connection with the layout and design of developments, the nature and
extent of improvements, construction activity, land use, zoning, school and health requirements, as well as
numerous other matters. As of May 19, 2005, a final map was been recorded for the lots within the
Community Facilities District. Subsequent maps are required to be filed with respect to certain of the
attached units. The property within the Community Facilities District was previously developed with office
buildings, research facilities, and public infrastructure improvements, which were recently demolished in
preparation for development of the project and mass grading has commenced; however, additional approvals
are necessary to complete the development. It is possible that the approvals necessary to complete
development of the property within the Community Facilities District will not be obtained on a timely basis.
Failure to obtain any such approval could adversely affect land development operations within the
Community Facilities District. In addition, there is a risk that future governmental restrictions on land
development within the Community Facilities Dhstrict will be enacted, either directly by a governmental
entity with jurisdiction or by the voters through the exercise of the mitiative power.
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The failure to complete the development or the required infrastructure in the Community Facilities
District or substantial delays in the completion of the development or the required infrastructure for the
development due to litigation, the inability to obtain required funding, failure to obtain necessary
governmental approval or other causes may reduce the value of the property within the Community Facilities
District and mcrease the length of time during which Special Taxes will be payable from Undeveloped
Property, and may affect the willingness and ability of the owners of property within the Community
Facilities District to pay the Special Taxes when due. See “THE COMMUNITY FACILITIES DISTRICT —
Appraised Property Value.”

Bondowners should assume that any event that significantly impacts the ability to develop land in
the Community Facilities District would cause the property values within the Community Facilities District
to decrease substantially from those estimated by the Appraiser and could affect the willingness and ability
of the owners of land within the Community Facilities District to pay the Special Taxes when due.

Special Taxes Are Not Personal Obligations

The current and future owners of land within the Community Facilities District are not personally
liable for the payment of the Special Taxes. Rather, the Special Tax is an obligation only of the land within
the Community Facilities District. If the value of the land within the Community Facilities District is not
sufficient to fully secure the Special Tax, then the Community Facilities District has no recourse against the
landowner under the laws by which the Special Tax has been levied and the 2005 Bonds have been 1ssued.

The 2005 Bonds Are Limited Obligations of the Community Facilities District

The Community Facilities District has no obligation to pay principal of and mnterest on the 2005
Bonds in the event Special Tax collections are delinquent, other than from amounts, if any, on deposit in the
Reserve Account or funds derived from the tax sale or foreclosure and sale of parcels on which levies of the
Special Tax are delinquent, nor is the Community Facilities District obligated to advance funds to pay such
debt service on the 2005 Bonds.

Appraised Values

The Appraisal summarized in APPENDIX C hereto estimates the fee simple interest market value
of the Taxable Property within the Community Facilities District. This value is merely the present opinion
of the Appraiser, and 1s qualified by the Appraiser as stated in the Appraisal. The School District has not
sought the present opinion of any other appraiser of the value of the Taxable Property. A different present
opinion of such value might be rendered by a different appraiser.

The opinion of value relates to sale by a willing seller to a willing buyer, each having similar
information and neither being forced by other circumstances to sell nor to buy. Consequently, the opinion
1s of limited use in predicting the selling price at a foreclosure sale, because the sale 1s forced and the buyer
may not have the benefit of full information.

In addition, the opinion is a present opinion. It is based upon present facts and circumstances.
Differing facts and circumstances may lead to differing opinions of value. The appraised market value 1s not
evidence of future value because future facts and circumstances may differ significantly from the present.

No assurance can be given that if any of the Taxable Property in the Community Facilities District
should become delinquent in the payment of Special Taxes, and be foreclosed upon, that such property could
be sold for the amount of estimated market value thereof contained in the Appraisal.

Land Development

A major risk to the Bondowners is that development by the property owners in the Community
Facilities District may be subject to unexpected delays, disruptions and changes which may affect the
willingness and ability of the property owners to pay Special Taxes when due. For example, proposed
development within the Community Facilities District could be adversely affected unfavorable economic
conditions, competing development projects, an inability ofthe current owners or future owners of the parcels
to obtain financing, fluctuations in the real estate market or interest rates, unexpected increases in
development costs, changes in federal, state or local governmental policies relating to the ownership of real
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estate, faster than expected depletion of existing water allocations, the appearance of previously unknown
environmental impacts necessitating preparation of a supplemental environmental impact report, and by other
similar factors. There canbeno assurance that land development operations within the Community Facilities
District will not be adversely affected by the factors described above.

In addition, partially developed land 1s less valuable than developed land and provides less security
for the 2005 Bonds (and therefore to the owners of the 2005 Bonds) should it be necessary for the Community
Facilities District to foreclose on undeveloped property due to the nonpayment of Special Taxes. Moreover,
failure to complete future development on a timely basis could adversely affect the land values of those
parcels which have been completed. Lower land values result in less security for the payment of principal
of and interest on the 2005 Bonds and lower proceeds from any foreclosure sale necessitated by delinquencies
in the payment of the Special Taxes.

Furthermore, an inability to develop the land within the Community Facilities District as planned will
reduce the expected diversity of ownership of land within the Community Facilities District, making the
payment of debt service on the 2003 Bonds more dependent upon timely payment of the Special Taxes levied
on the undeveloped property. Because of the concentration of undeveloped property ownership, the timely
payment of the 2003 Bonds depends upon the willingness and ability of the current owners of undeveloped
land to whom finished lots are sold to pay the Special Taxes levied on the undeveloped land when due.
Furthermore, continued concentration of ownership increases the potential negative impact of a bankruptcy
or other financial difficulty experienced by the existing landowners. See “Concentration of Ownership”
above.

Burden of Parity Liens, Taxes and Other Special Assessments on the Taxable Property

While the Special Taxes are secured by the Taxable Property, the security only extends to the value
of such Taxable Property that is not subject to priority and parity liens and similar claims.

The table in the section entitled “THE COMMUNITY FACILITIES DISTRICT — Direct and
Overlapping Debt” states the presently outstanding amount of governmental obligations (with stated
exclusions), the tax or assessment for which is or may become an obligation of one or more of the parcels of
Taxable Property and furthermore states the additional amount of general obligation bonds the tax for which,
if and when issued, may become an obligation of one or more of the parcels of Taxable Property. The table
does not specifically identify which of the governmental obligations are secured by liens on one or more of
the parcels of Taxable Property.

Inaddition, other governmental obligations may be authorized and undertaken or issued in the future,
the tax, assessment or charge for which may become an obligation of one or more of the parcels of Taxable
Property and may be secured by a lien on a parity with the lien of the Special Tax securing the 2005 Bonds.

In general, as long as the Special Tax is collected on the county tax roll, the Special Tax and all other
taxes, assessments and charges also collected on the tax roll are on a parity, that is, are of equal priority.
Questions of priority become significant when collection of one or more of the taxes, assessments or charges
1s sought by some other procedure, such as foreclosure and sale. In the event of proceedings to foreclose for
delinquency of Special Taxes securing the 2005 Bonds, the Special Tax will be subordinate only to existing
prior governmental liens, if any. Otherwise, in the event of such foreclosure proceedings, the Special Taxes
will generally be on a parity with the other taxes, assessments and charges, and will share the proceeds of
such foreclosure proceedings on a pro rata basis. Although the Special Taxes will generally have priority
over non-governmental liens on a parcel of Taxable Property, regardless of whether the non-governmental
liens were in existence at the time of the levy of the Special Tax or not, this result may not apply in the case
of bankruptcy.

While governmental taxes, assessments and charges are a common claim against the value of a parcel
of Taxable Property, other less common claims may be relevant. One of the most serious in terms of the
potential reduction in the value that may be realized to pay the Special Tax is a claim with regard to a
hazardous substance. See “Hazardous Substances’ below.
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Disclosure to Future Purchasers

The Community Facilities District has recorded a notice of the Special Tax lien in the Office of the
Orange County Recorder on September 30, 2004, as Document No. 2004000879162 and an amended notice
of the Special Tax lien in the Office of the Orange County Recorder on July 13, 2003, as Document No.
2005000541293, While title companies normally refer to such notices m title reports, there can be no
guarantee that such reference will be made or, if made, that a prospective purchaser or lender will consider
such Special Tax obligation in the purchase of a parcel of land or a residential unit in the Community
Facilities District or the lending of money thereon. The Act requires the subdivider (or its agent or
representative) of a subdivision to notify a prospective purchaser or long-term lessor of any lot, parcel, or unit
subject to a Mello-Roos special tax of the existence and maximum amount of such special tax using a
statutorily prescribed form. California Civil Code Section 1102.6b requires that in the case of transfers other
than those covered by the above requirement, the seller must at least make a good faith effort to notify the
prospective purchaser of the special tax lien in a format prescribed by statute. Failure by an owner of the
property to comply with the above requirements, or failure by a purchaser or lessor to consider or understand
the nature and existence of the Special Tax, could adversely affect the willingness and ability of the purchaser
or lessor to pay the Special Tax when due.

Government Approvals

Lennar KFPLB, LLC or its predecessors have secured most discretionary approvals, permits and
government entitlements necessary to develop the land within the Community Facilities District.
Nevertheless, development within the Community Facilities District is contingent upon the construction of
anumber of major public improvements as well as the necessary local in-tract improvements. The installation
of the necessary improvements and infrastructure is subject to the receipt of construction or building permits
from the County and other public agencies. The failure to obtain any such approval could adversely affect
construction within the Community Facilities District. A slow down or stoppage of the construction process
could adversely affect land values. No assurance can be given that permits will be obtained in a timely
fashion, if at all. The failure to do so may result in the prevention, or significant delays in the development
of the project or portions thereof. See “Failure to Develop Properties™ above.

Local, State and Federal Land Use Regulations

There can be no assurance that land development operations within the Community Facilities District
will not be adversely affected by future government policies, including, but not limited to, governmental
policies which directly or indirectly restrict or control development. During the past several years, citizens
of a number of local communities in California have placed measures on the ballot designed to control the
rate of future development. During the past several years, state and federal regulatory agencies have
significantly expanded their involvement in local land use matters through increased regulatory enforcement
of various environmental laws, including the Endangered Species Act, the Clean Water Actand the Clear Air
Act, among others. Such regulatlons can substantially impair the rate and amount of development without
requiring just compensation unless the effect of the regulation is to deny all economic use of the affected
property. Bondowners should assume that any event that significantly impacts the ability to construct
residential units on land in the Community Facilities District could cause the land values within the
Community Facilities District to decrease substantially and could affect the willingness and ability of the
owners of land to pay the Special Taxes when due or to proceed with development of land in the Community
Facilities District. See “Failure to Develop Properties™ above.

Endangered and Threatened Species

It is illegal to harm or disturb any plants or animals in their habitat that have been listed as
endangered species by the U.S. Fish & Wildlife Service under the Federal Endangered Species Act or by the
California Fish and Game Commission under the California Endangered Species Act without a permit. Thus,
the presence of an endangered plant or animal could delay development of property in the Community
Facilities District or reduce the value of undeveloped property. Failure to develop the property in the
Community Facilities District as planned, or substantial delays in the completion of the planned development
of the property may increase the amount of Special Taxes to be paid by the owners of undeveloped property
and affect the willingness and ability of the owners of property within the Community Facilities District to
pay the Special Taxes when due.
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At present, the property within the Community Facilities District is not known to be inhabited by
any plant or animal species which either the California Fish and Game Commission or the U.S. Fish &
Wildlife Service has listed as endangered or threatened. See the subheading “Environmental Conditions™
under the caption “THE COMMUNITY FACILITIES DISTRICT” for a discussion of the permitting
requirements Lennar KFPLB, LLC and its predecessors satisfied in developing the property. Furthermore,
Lennar KFPLB, LLC reports that due to the prior use of the property, the property within the Community
Facilities District is not known to be inhabited by any plant or animal species which either the California Fish
and Game Commission or the U. S. Fish & Wildlife Service has proposed for addition to the endangered
species list.

Hazardous Substances

While governmental taxes, assessments, and charges are a common claim against the value of
Taxable Property, other less common claims may be relevant. One of the most serious in terms of the
potential reduction in the value that may be realized to pay the Special Tax is a claim with regard to
hazardous substances. In general, the owners and operators of parcels within the Community Facilities
District may be required by law to remedy conditions of the parcels related to the releases or threatened
releases of hazardous substances. The federal Comprehensive Environmental Response, Compensation, and
Liability Act of 1980, sometimes referred to as “CERCLA” or the “Superfund Act,” is the most well-known
and widely applicable of these laws, but California laws with regard to hazardous substances are also stringent
and similar. Under many of these laws, the owner (or operator) 1s obligated to remedy a hazardous substances
condition of a property whether or not the owner (or operator) has anything to do with creating or handling
the hazardous substance. The effect, therefore, should any parcel within the Community Facilities District
be affected by a hazardous substance, would be to reduce the marketability and value of the parcel by the
costs of remedying the condition, because the owner (or operator) 1s obligated to remedy the condition.
Further, such liabilities may arise not simply from the existence of a hazardous substance but from the method
of handling or disposing of it. All of these possibilities could significantly affect the financial and legal
ability of a property owner to develop the affected parcel or other parcels, as well as the value of the property
that is realizable upon a delinquency and foreclosure.

As noted above, Certain toxic materials are known to have been treated, stored, disposed, spilled or
leaked onto the project site and some contaminated soils were found on the site. Parker-Hannifin Corporation
has responsibility for environmental remediation of the site. See “THE COMMUNITY FACILITIES
DISTRICT — Environmental Conditions™ above.

The value of the property within the Community Facilities District, as set forth in the Appraisal
hereto, does not take into account the possible reduction in marketability and value of any of the parcels of
Taxable Property by reason of the possible liability of the owner (or operator) for the remedy of a hazardous
substance condition of the parcel. The Community Facilities District has not independently verified and is
not aware that the owner (or operator) has such a current liability with respect to any of the parcels of Taxable
Property, except as expressly noted.  Furthermore, Lennar KFPLB, LLC reports that it is not aware of a
current liability with respect to Hazardous Substances with respect to any of the parcels of Taxable Property.
However, it is possible that such liabilities do currently exist and that the Community Facilities District 1s not
aware of them.

Further, it is possible that liabilities may arise in the future with respect to any of the parcels of
Taxable Property resulting from the existence, currently, on the parcel of a substance presently classified as
hazardous but which has not been released or the release of which is not presently threatened, or may arise
in the future resulting from the existence, currently, on the parcel of a substance not presently classified as
hazardous but which may in the future be so classified. Further, such liabilities may arise not simply from
the existence of a hazardous substance but from the method of handling or disposing of it. All of these
possibilities could significantly affect the value of a Taxable Property that is realizable upon a delinquency.

Insufficiency of the Special Tax

The principal source of payment of principal of and interest on the 2005 Bonds 1s the proceeds of
the annual levy and collection of the Special Tax against property within the Community Facilities District.
The annual levy of the Special Tax is subject to the maximum tax rates authorized. The levy cannot be made
at a higher rate even if the failure to do so means that the estimated proceeds of the levy and collection of the
Special Tax, together with other available funds, will not be sufficient to pay debt service on the 2005 Bonds.
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Other funds which might be available include funds derived from the payment of penalties on delinquent
Special Taxes and funds derived from the tax sale or foreclosure and sale of parcels on which levies of the
Special Tax are delinquent.

The levy of the Special Tax will rarely, if ever, result in a uniform relationship between the value
of particular Taxable Property and the amount of the levy of the Special Tax against such parcels. Thus, there
will rarely, if ever, be a uniform relationship between the value of such parcels and the proportionate share
of debt service on the 2005 Bonds, and certainly not a direct relationship.

The Special Tax levied in any particular tax year on a Taxable Property is based upon the revenue
needs and the application of the First Amended Rate and Method, including the effects of the Minimum
Annual Special Tax Requirement. Application of the First Amended Rate and Method will, in turn, be
dependent upon certain development factors with respect to each Taxable Property by comparison with
similar development factors with respect to the other Taxable Property within the Community Facilities
District. Thus, in addition to annual variations of the revenue needs from the Special Tax, the following are
some of the factors which might cause the levy of the Special Tax on any particular Taxable Property to vary
from the Special Tax that might otherwise be expected:

(D Reduction in the amount of Taxable Property, for such reasons as acquisition of
Taxable Property by a government and failure of the government to pay the Special Tax based upon
aclaim of exemption or, in the case of the federal government or an agency thereof, immunity from
taxation, thereby resulting in an increased tax burden on the remaining parcels of Taxable Property;
or

(2 Failure of the owners of Taxable Property to pay the Special Tax and delays n the
collection of or inability to collect the Special Tax by tax sale or foreclosure and sale of the
delinquent parcels, thereby resulting m an increased tax burden on the remaining parcels of Taxable
Property.

Except as set forth above under “SECURITY FOR THE 2005 BONDS — Special Taxes™ and *“— First
Amended Rate and Method™ herein, the Bond Indenture provides that the Special Tax is to be collected in
the same manner as ordinary ad vaiorem property taxes are collected and, except as provided in the special
covenant for foreclosure described in “SECURITY FOR THE 2005 BONDS —Proceeds of Foreclosure Sales™
and in the Act, is subject to the same penalties and the same procedure, sale and lien priority in case of
delinquency as is provided for ad valorem property taxes. Pursuant to these procedures, if taxes are unpaid
for a period of five years or more, the property is subject to sale by the County.

In the event that sales or foreclosures of property are necessary, there could be a delay in payments
to owners of the 2005 Bonds pending such sales or the prosecution of foreclosure proceedings and receipt
by the School District of the proceeds of sale if the Reserve Account is depleted. See “SECURITY FOR THE
2005 BONDS — Proceeds of Foreclosure Sales.”

In addition, the First Amended Rate and Method limits the increase of Special Taxes levied on

parcels of Residential Property to cure delinquencies of other property owners in the Community Facilities
District. See “SECURITY FOR THE 2005 BONDS — First Amended Rate and Method™ herein.

Exempt Properties

Certain properties are exempt from the Special Tax in accordance with the First Amended Rate and
Method (see “SECURITY FOR THE 2005 BONDS —First Amended Rate and Method™” herein). In addition,
the Act provides that properties or entities of the state, federal or local government are exempt from the
Special Tax; provided, however, that property within the Community Facilities District acquired by a public
entity through a negotiated transaction or by gift or devise, which is not otherwise exempt from the Special
Tax, will continue to be subject to the Special Tax. It is possible that property acquired by a public entity
following a tax sale or foreclosure based upon failure to pay taxes could become exempt from the Special
Tax. In addition, although the Act provides that if property subject to the Special Tax is acquired by a public
entity through eminent domain proceedings, the obligation to pay the Special Tax with respect to that
property 1s to be treated as if it were a special assessment, the constitutionality and operation of these
provisions of the Acthave not been tested, meaning that such property could become exempt from the Special
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Tax. In the event that additional property 1s dedicated to the School District or other public entities, this
additional property might become exempt from the Special Tax.

The Act further provides that no other properties or entities are exempt from the Special Tax unless
the properties or entities are expressly exempted in a resolution of consideration to levy a new special tax or
to alter the rate or method of apportionment of an existing special tax.

Depletion of Reserve Account

The Reserve Account is to be maintained at an amount equal to the Reserve Requirement (see
“SECURITY FOR THE 2005 BONDS — Reserve Account™ herein). Funds i the Reserve Account may be
used to pay principal of and interest on the 2005 Bonds in the event the proceeds of the levy and collection
of the Special Tax against property within the Community Facilities District is insufficient. If funds in the
Reserve Account for the 2005 Bonds are depleted, the funds can be replenished from the proceeds of the levy
and collection of the Special Tax that are in excess of the amount required to pay all amounts to be paid to
the Bondowners pursuant to the Bond Indenture. However, no replenishment from the proceeds of a Special
Tax levy can occur as long as the proceeds that are collected from the levy of the Special Tax against property
within the Community Facilities District at the maximum tax rates, together with other available funds,
remains insufficient to pay all such amounts. Thus it is possible that the Reserve Account will be depleted
and not be replenished by the levy of the Special Tax.

Potential Delay and Limitations in Foreclosure Proceedings

The payment of property owners’ taxes and the ability of the Community Facilities District to
foreclose the lien of a delinquent unpaid Special Tax pursuant to its covenant to pursue judicial foreclosure
proceedings, may be limited by bankruptey, insolvency or other laws generally affecting creditors” rights or
by the laws of the State relating to judicial foreclosure. See “SECURITY FOR THE 2005 BONDS —
Proceeds of Foreclosure Sales” and “BONDOWNERS® RISKS — Bankruptcy and Foreclosure Delay” herein.
In addition, the prosecution of a foreclosure could be delayed due to many reasons, including crowded local
court calendars or lengthy procedural delays.

The ability of the Community Facilities District to collect interest and penalties specified by State
law and to foreclose against properties having delinquent Special Tax installments may be limited in certain
respects with regard to properties in which the Federal Deposit Insurance Corporation (the “FDIC™) has or
obtains an interest. The FDIC would obtain such an interest by taking over a financial mstitution which has
made a loan which is secured by property within the Community Facilities District. See “BONDOWNERS’
RISKS — Payments by FDIC and Other Federal Agencies.”

The Community Facilities District and the School District are unable to predict what effect the
application of a policy statement by the FDIC regarding payment of state and local real property taxes would
have in the event of a delinquency on a parcel within the Community Facilities District in which the FDIC
has or obtains an mterest, although prohibiting the lien of the FDIC to be foreclosed at a judicial foreclosure
sale would likely reduce or eliminate the persons willing to purchase a parcel at a foreclosure sale.

In addition, potential investors should be aware that judicial foreclosure proceedings are not summary
remedies and can be subject to significant procedural and other delays caused by crowded court calendars and
other factors bevond control of the Community Facilities District or the School District. Potential investors
should assume that, under current conditions, it is estimated that a judicial foreclosure of the lien of Special
Taxes will take up to two or three years from mitiation to the lien foreclosure sale. At a Special Tax lien
foreclosure sale, each parcel will be sold for not less than the “minimum bid amount” which is equal to the
sum of all delinquent Special Tax installments, penalties and interest thereon, costs of collection (including
reasonable attorneys fees), post-judgment interest and costs of sale. Each parcel is sold at foreclosure for the
amounts secured by the Special Tax lien on such parcel and multiple parcels may not be aggregated in a
single “bulk™ foreclosure sale. If any parcel fails to obtain a “minimum bid,” the Community Facilities
District may, but is not obligated to, seck Superior Court approval to sell such parcel at an amount less than
the mmimum bid. Such Superior Court approval requires the consent of the owners of 75% of the aggregate
principal amount of the Qutstanding Bonds.

Delays and uncertainties in the Special Tax lien foreclosure process create significant risks for
Bondowners. High rates of special tax payment delinquencies which continue during the pendency of
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protracted Special Tax lien foreclosure proceedings, could result in the rapid, total depletion of the Reserve
Account prior to replenishment from the resale of property upon foreclosure. In that event, there could be
a default in payment of the principal of, and interest on, the 2005 Bonds. See “Concentration of Ownership”
above.

Bankruptcy and Foreclosure Delay

The payment of Special Taxes and the ability of the Community Facilities District to foreclose the
lien of a delinquent Special Taxes as discussed in the section herein entitled “SECURITY FOR THE 2005
BONDS”may be lmited by bankruptcy, insolvency, or other laws generally affecting creditors’ rights or by
the laws of the State relating to judicial foreclosure. In addition, the prosecution of a judicial foreclosure may
be delaved due to congested local court calendars or procedural delays.

The various legal opinions to be delivered concurrently with the delivery of the 2005 Bonds
(including Bond Counsel’s approving legal opinion) will be qualified, as to the enforceability of the various
legal instruments, by moratorium, bankruptey, reorganization, insolvency or other similar laws affecting the
rights of creditors generally.

Although bankruptcy proceedings would not cause the obligation to pay the Special Tax to become
extinguished, bankruptcy of a property owner or of a partner or other equity owner of a property owner, could
result in a stay of enforcement of the lien for the Special Taxes, a delay in prosecuting Superlor Court
foreclosure proceedings or adversely affect the ability or w1llmgness of a property owner to pay the Special
Taxes and could result in the possibility of delinquent Special Taxes not being paid in full. In addition, the
amount of any lien on property securing the payment of delinquent Special Taxes could be reduced if the
value of the property were determined by the bankruptcy court to have become less than the amount of the
lien, and the amount of the delinquent Special Taxes in excess of the reduced lien could then be treated as
an unsecured claim by the court. Any such stay of the enforcement of the lien for the Special Tax, or any
such delay or non-payment, would merease the likelihood of a delay or default in payment of the principal
of and interest on the 2005 Bonds and the possibility of delinquent Special Taxes not being paid in full.
Moreover, amounts received upon foreclosure sales may not be sufficient to fully discharge delinquent
mnstallments. To the extent that a significant percentage of the property in the Community Facilities District
18 owned by KFPLB, LLC, or any other property owner, and such owner 1s the subject of bankruptcy
proceedings, the payment of the Special Tax and the ability of the School District to foreclose the lien of a
delinquent unpaid Special Tax could be extremely curtailed by bankruptcy, insolvency, or other laws
generally affecting creditors’ rights or by the laws of the State relating to judicial foreclosure.

On July 30, 1992, the United States Court of Appeals for the Ninth Circuit issued its opinion in a
bankruptcy case entitled 7n re Glasply Marine Industries. Inthat case, the court held that ad valorem property
taxes levied by Snohomish County n the State of Washington after the date that the property owner filed a
petition for bankruptey were not entitled to priority over a secured creditor with a prior lien on the property.
The court upheld the priority of unpaid taxes imposed after the filing of the bankruptcy petition as
“administrative expenses” of the bankruptcy estate, payable after all secured creditors. As a result, the
secured creditor was to foreclose on the property and retain all of the proceeds of the sale except the amount
of the pre-petition taxes.

According to the court’s ruling, as administrative expenses, post-petition taxes would have to be
paid, assuming that the debtor has sufficient assets to do so. In certam circumstances, payment of such
administrative expenses may be allowed to be deferred. Once the property is transferred out of the
bankruptcy estate (through foreclosure or otherwise) it would at that time become subject to current ad
valorem taxes.

The Act provides that the Special Taxes are secured by a continuing lien, which is subject to the
same lien priority in the case of delinquency as ad valorem taxes. No case law exists with respect to how a
bankruptcy court would treat the lien for the Special Taxes levied after the filing of a petition in bankruptcy.
Glasply is controlling precedent for bankruptcy courts in the State. If the Glasply precedent was applied to
the levy of the Special Tax, the amount of Special Tax received from parcels whose owners declare
bankruptcy could be reduced.

It should also be noted that on October 22, 1994, Congress enacted 11 U.S. C. Section 362(b)(18),
which added a new exception to the automatic stay for ad valorem property taxes imposed by a political
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subdivision after the filing of a bankruptey petition. Pursuant to this new provision of law, in the event of
a bankruptey petition filed on or after October 22, 1994, the lien for ad valorem taxes in subsequent Fiscal
Years will attach even if the property is part of the bankruptcy estate. Bondowners should be aware that the
potential effect of 11 U.S. C. Section 362(b)(18) on the Special Taxes depends upon whether a court were
to determine that the Special Taxes should be treated like ad valorem taxes for this purpose.

Payments by FDIC and Other Federal Agencies

The ability of the School District to collect interest and penalties specified by State law and to
foreclose the lien of delinquent Special Taxes may be limited in certain respects with regard to properties in
which the FDIC, the Drug Enforcement Agency, the Internal Revenue Service or other similar federal
governmental agencies has or obtains an interest.

Specifically, with respect to the FDIC, on June 4, 1991, the FDIC issued a Statement of Policy
Regarding the Payment of State and Local Property Taxes (the “1991 Policy Statement™). The 1991 Policy
Statement was revised and superseded by new Policy Statement effective January 9, 1997 (the *Policy
Statement™). The Policy Statement provides thatreal property owned by the FDIC is subject to state and local
real property taxes only if those taxes are assessed according to the property’s value, and that the FDIC is
immune from real property taxes assessed on any basis other than property value. Accordmg to the Policy
Statement, the FDIC will pay its property tax obligations when they become due and payable and will pay
claims for delinquent property taxes as promptly as is consistent with sound business practice and the orderly
administration of the institution’s affairs, unless abandonment of the FDIC’s interest in the property is
appropriate. The FDIC will pay claims for interest on delinquent property taxes owed at the rate provided
under state law, to the extent the interest payment obligation is secured by a valid lien. The FDIC will not
pay any amounts in the nature of fines or penalties and will not pay nor recognize liens for such amounts. If
any property taxes (including interest) on FDIC owned property are secured by a valid lien (in effect before
the property became owned by the FDIC), the FDIC will pay those claims. The Policy Statement further
provides that no property of the FDIC is subject to levy, attachment, garnishment, foreclosure or sale without
the FDIC’s consent. In addition, the FDIC will not permit a lien or security interest held by the FDIC to be
eliminated by foreclosure without the FDIC’s consent.

The Policy Statement states that the FDIC generally will not pay non ad valorem taxes, including
special assessments, on property in which it has a fee interest unless the amount of tax 1s fixed at the time that
the FDIC acquires its fee interest in the property, nor will it recognize the validity of any lien to the extent
it purports to secure the payment of any such amounts. Special taxes imposed under the Act and a special
tax formula which determines the special tax due each vear, are specifically identified in the Policy Statement
as being imposed each year and therefore covered by the FDIC’s federal immunity. With respect to property
in California owned by the FDIC on January 9, 1997, and that was owned by the Resolution Trust
Corporation (the “RTC”) on December 31, 1995, or that became the property of the FDIC through foreclosure
of a security mterest held by the RTC on that date the FDIC will continue the RTC’s prior practice of paying
special taxes imposed pursuant to the Act if the taxes were imposed prior to the RTC’s acquisition of an
interest in the property. All other special taxes may be challenged by the FDIC.

The School District is unable to predict what effect the application of the Policy Statement would
have in the event of a delinquency on a parcel within the Community Facilities District in which the FDIC
has or obtains an mterest, although prohibiting the lien of the FDIC to be foreclosed at a judicial foreclosure
sale would reduce or eliminate the persons willing to purchase a parcel at a foreclosure sale. Owners of the
2005 Bonds should assume that the Community Facilities District will be unable to collect Special Taxes or
to foreclose on any parcel owned by the FDIC. Such an outcome could cause a draw on the Reserve Account
and perhaps, ultimately, a default in pavment on the 2005 Bonds. Based upon the secured tax roll as of
January 1, 2004, the FDIC does not presently own any of the property in the Community Facilities District.
The School District expresses no view concerning the likelihood that the risks described above will
materialize while the 2005 Bonds are outstanding.

Factors Affecting Parcel Values and Aggregate Value
Geologic, Topographic and Climatic Conditions. The value of the Taxable Property in the
Community Facilities District in the future can be adversely affected by a variety of additional factors,

particularly those which may affect infrastructure and other public improvements and private improvements
on the parcels of Taxable Property and the continued habitability and enjoyment of such private
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mmprovements. Such additional factors include, without limitation, geologic conditions such as earthquakes
and volcanic eruptions, topographic conditions such as earth movements, landslides, liquefaction, floods or
fires, and climatic conditions such as tornadoes, droughts, and the possible reduction in water allocation or
ava1lab111ty It can be expected that one or more of such conditions may occur and may result in damage to
improvements of varying seriousness, that the damage may entail significant repair or replacement costs and
that repair or replacement may never occur either because of the cost or because repair or replacement will
not facilitate habitability or other use, or because other considerations preclude such repair or replacement.
Under any of these circumstances, the value of the Taxable Property may well depreciate or disappear.

Seismic Conditions. The Community Facilities District, like all California communities, may be
subject to unpredictable seismic activity. The occurrence of seismic activity in the Community Facilities
District could result in substantial damage to properties in the Community Facilities District which, in turn,
could substantially reduce the value of such properties and could affect the ability or willingness of the
property owners to pay therr Special Taxes. Any major damage to structures as a result of seismic activity
could result in greater reliance on undeveloped property in the payment of Special Taxes.

Legal Requirements. Other events which may affect the value of a parcel of Taxable Property in the
Community Facilities District include changes in the law or application of the law. Such changes may
include, without limitation, local growth control mitiatives, local utility connection moratoriums and local
application of statewide tax and governmental spending limitation measures.

No Acceleration Provisions

The 2005 Bonds do not contain a provision allowing for the acceleration of the 2005 Bonds in the
event of a payment default or other default under the terms of the 2005 Bonds or the Bond Indenture.
Pursuant to the Bond Indenture, a Bondowner is given the right for the equal benefit and protection of all
Bondowners similarly situated to pursue certain remedies (see APPENDIX E — “Summary of Certain
Provisions of the Bond Indenture™ herein). So long as the 2005 Bonds are in book-entry form, DTC will be
the sole Bondowner and will be entitled to exercise all rights and remedies of Bondowner.

District Formation

California voters, on June 6, 1978, approved an amendment (“Article XIITA™) to the California
Constitution. Section 4 of Article XIITA, requures a vote of two-thirds of the qualified electorate to impose
“gpecial taxes,” or any additional ad valorem, sales or transaction taxes on real property. At an election held
within the Community Facilities District pursuant to the Act, more than two-thirds of the qualified electors
within the Community Facilities District, consisting of the landowners within the boundaries of the
Community Facilities District, authorized the Community Facilities District to incur bonded indebtedness to
finance the Facilities and approved the First Amended Rate and Method. The Supreme Court of the State of
California has not vet decided whether landowner clections (as opposed to resident elections) satisfy
requirements of Section 4 of Article XIITA, nor has the Supreme Court decided whether the special taxes of
a community facilities district constitute a “special tax™ for purposes of Article XIITA.

Section 53341 of the Act requires that any action or proceeding to attack, review, set aside, void or
annul the levy of a special tax or an increase in a special tax pursuant to the Act shall be commenced within
30 days after the special tax 1s approved by the voters. No such action has been filed with respect to the
Special Tax.

Billing of Special Taxes

A special tax formula can result in a substantially heavier property tax burden being imposed upon
properties within a community facilities district than elsewhere in a city or county, and this in turn can lead
to problems in the collection of the special tax. In some community facilities districts the taxpayers have
refused to pay the special tax and have commenced litigation challenging the special tax, the community
facilities district and the bonds issued by the community facilities district.

Under provisions of the Act, the Special Taxes are billed to the properties within the Community
Facilities District which were entered on the Assessment Roll of the County Assessor by January 1 of the
previous Fiscal Year on the regular property tax bills sent to owners of such properties. Such Special Tax
mstallments are due and payable, and bear the same penalties and interest for non-payment, as do regular
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property tax installments. These Special Tax installment payments cannot be made separately from property
tax payments. Therefore, the unwillingness or inability of a property owner to pay regular property tax bills
as evidenced by property tax delinquencies may also indicate an unwillingness or inability to make regular
property tax payments and installment payments of Special Taxes in the future. See “SECURITY FOR THE
2003 BONDS — Proceeds of Foreclosure Sales,” for a discussion of the provisions which apply, and
procedures which the Community Facilities District is obli gated to follow, in the event of delinquency in the
payment of installments of Special Taxes.

Inability to Collect Special Taxes

In order to pay debt service on the 2005 Bonds, it is necessary that the Special Tax levied agamst land
within the Community Facilities District be paid m a timely manner. The Community Facilities District has
covenanted i the Bond Indenture under certain conditions to institute foreclosure proceedings against
property with delinquent Special Tax in order to obtain funds to pay debt service on the 2005 Bonds. If
foreclosure proceedings were instituted, any mortgage or deed of trust holder could, but would not be required
to, advance the amount of the delingquent Special Tax to protect its security interest. In the event such
Superior Court foreclosure is necessary, there could be a delay in principal and interest payments to the
owners of the 2005 Bonds pending prosecution of the foreclosure proceedings and receipt of the proceeds
of the foreclosure sale, if any. No assurances can be given that the real property subject to foreclosure and
sale at a judicial foreclosure sale will be sold or, if sold, that the proceeds of such sale will be sufficient to
pay any delinquent Special Tax installment. Although the Act authorizes the Board, as the Legislative Body
of the Community Facilities District, to cause such an action to be commenced and diligently pursued to
completion, the Act does not specify the obligations of the Board with regard to purchasing or otherwise
acquiring any lot or parcel of property sold at the foreclosure sale if there is no other purchaser at such sale.
See “SECURITY FOR THE 2005 BONDS — Proceeds of Foreclosure Sales.”

Right to Vote on Taxes Act

An initiative measure, Proposition 218, commonly referred to as the *“Right to Vote on Taxes Act”
(the “Initiative™) was approved by the voters of the State of California at the November 5, 1996 general
election. The Imtiative added Article XIIIC (“Article XIIC™ and Article XIIID to the California
Constitution. According to the *“Title and Summary™ of the Initiative prepared by the California Attorney
General, the Initiative limits “the authority of local governments to impose taxes and property-related
assessments fees and charges.” The provisions of the Initiative have not yet been interpreted by the courts,
although a number of lawsuits have been filed requesting the courts to interpret various aspects of the
Initiative.

Among other things, Section 3 of Article XITIC states that . . . the itiative power shall not be
prohibited or otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge.”
The Act provides for a procedure, which includes notice hearing, protest and voting requirements to alter the
rate and method of apportionment of an existing special tax. However, the Act prohibits a legislative body
from adopting any resclution to reduce the rate of any special tax or termmate the levy of any special tax
pledged to repay any debt incurred pursuant to the Act unless such legislative body determines that the
reduction or termination of the special tax would not interfere with the timely retirement of that debt. On
July 1, 1997, a bill signed into law by the Governor of the State enacting Government Code Section 5854,
which states that:

“Section 3 of Article XITIC of the California Constitution, as adopted at the
November 5, 1996, general election, shall notbe construed to mean that any
owner or beneficial owner of amunicipal security, purchased before or after
that date, assumes the risk of, or in any way consents to, any action by
mitiative measure that constitutes an impairment of contractual rights
protected by Section 10 of Article I of the United States Constitution.™

Accordingly, although the matter 1s not free from doubt, it is likely that the Initiative has not
conferred on the voters the power to repeal or reduce the Special Taxes if such reduction would interfere with
the timely retirement of the 2005 Bonds.

It may be possible, however, for voters or the Community Facilities District to reduce the Special
Taxes in a manner which does not interfere with the timely repayment of the 2005 Bonds but which does
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reduce the maximum amount of Special Taxes that may be levied in any year below the existing levels.
Therefore, no assurance can be given with respect to the levy of Special Taxes for Administrative Expenses.
Furthermore, no assurance can be given with respect to the future levy of the Special Taxes in amounts
greater than the amount necessary for the timely retirement of the 2005 Bonds.

Like its antecedents, the Initiative is likely to undergo both judicial and legislative scrutiny before
its impact on the Community Facilities District and its obligations can be determined. Certain provisions of
the Initiative may be examined by the courts for their constitutionality under both State and federal
constitutional law. The Community Facilities District is not able to predict the outcome of any such
examination.

The foregoing discussion of the Initiative should not be considered an exhaustive or authoritative
treatment of the issues. The Community Facilities District does not expect to be in a position to control the
consideration or disposition of these issues and cannot predict the timing or outcome of any judicial or
legislative activity in this regard. Interim rulings, final decisions, legislative proposals and legislative
enactments may all affect the impact of the Initiative on the 2005 Bonds as well as the market for the 2005
Bonds. Legislative and court calendar delays and other factors may prolong any uncertainty regarding the
effects of the Initiative.

Ballot Initiatives and Legislative Measures

The Initiative was adopted pursuant to a measure qualified for the ballot pursuant to California’s
constitutional mitiative process and the State Legislature has in the past enacted legislation which has altered
the spending limitations or established minimum funding provisions for particular activities. From time to
time, other mitiative measures could be adopted by California voters or legislation enacted by the State
Legislature. The adoption of any such initiative or enactment of legislation might place limitations on the
ability of the State, the County, the School District or local districts to increase revenues or to increase
appropriations or on the ability of a property owner to complete the development of the property.

Limited Secondary Market

There can be no guarantee that there will be a secondary market for the 2005 Bonds or, if a secondary
market exists, that such 2005 Bonds can be sold for any particular price. Although the School District, the
Community Facilities District and Lennar KFPLB, LLC, have committed to provide certain statutorily-
required financial and operating information, there can be no assurance that such information will be available
to Bondowners on a timely basis. The failure to provide the required annual financial information does not
give rise to monetary damages but merely an action for specific performance. Occasionally, because of
general market conditions, lack of current information, the absence of credit rating for the 2005 Bonds or
because of adverse history or economic prospects connected with a particular issue, secondary marketing
practices in connection with a particular issue are suspended or terminated. Additionally, prices of issues for
which a market 1s being made will depend upon then prevailing circumstances. Such prices could be
substantially different from the original purchase price.

Loss of Tax Exemption

As discussed under the caption “LEGAL MATTERS — Tax Exemption,” the interest on the 2005
Bonds could become includable in gross income for federal income tax purposes retroactive to the date of
1ssuance of the 2005 Bonds as a result of a acts or omission of the Community Facilities District and the
School District in violation of certain provisions of the Code and the covenants of the Bond Indenture. In
order to maintain the exclusion from gross income for federal income tax purposes of the interest on the 2005
Bonds, the School District has covenanted in the Bond Indenture not to take any action, or fail to take any
action, if such action or failure to take such action would adversely affect the exclusion from gross income
of interest on the 2005 RBonds under Section 103 of the Internal Revenue Code of 1986, as amended. Should
such an event of taxability occur, the 2005 Bonds are not subject to early redemption and will remain

outstanding to maturity or until redeemed under the optional redemption or mandatory sinking fund
redemption provisions of the Bond Indenture. See “THE 2005 BONDS — Redemption of the 2005 Bonds.”
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Limitations on Remedies

Remedies available to the Bondowners may be limited by a variety of factors and may be inadequate
to assure the timely payment of principal of and interest on the 2005 Bonds or to preserve the tax-exempt
status of the 2005 Bonds. See “Payvments by FDIC and other Federal Agencies,” “No Acceleration
Provisions™ and “Billing of Special Taxes™ herein.

The Board has not evaluated the foregoing risks, and further, 1s not aware of any evaluation of these
risks by the landowners. Since these are largely business risks of the type that landowners customarily
evaluate individually, and inasmuch as changes in land ownership may well mean changes in the evaluation
with respect to any particular parcel of Taxable Property, the Board has undertaken financing of the
acquisition and construction of the Facilities without regard to any such evaluation, as an incident to the
orderly, planned development of the project site. Thus, formation of the Community Facilities District by
the Board in no way implies that the Board has evaluated these risks or the reasonableness of these risks, but
to the contrary, the Board has made no such evaluation and is undertaking acquisition and construction of the
Facilities even though such risks may be serious and may ultimately halt or slow the progress of land
development and forestall the realization of Taxable Property values.

LEGAL MATTERS
Legal Opinion

The legal opinion of Stradling Yocca Carlson & Rauth, Newport Beach, California, Bond Counsel,
approving the validity of the 2005 Bonds will be made available to purchasers at the time of original delivery
and 1s attached hereto as Appendix H. A copy of the legal opinion will be printed on each 2005 Bond.
McFarlin & Anderson LLP, Lake Forest, California is serving as Disclosure Counsel. Stradling Yocca
Carlson & Rauth will also pass upon certam legal matters for the School District and the Community
Facilities District as special counsel to these entities.

Tax Opinion and Certain Matters

In the opimion of Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach,
California (“Bond Counsel), under existing statutes, regulations, rulings and judicial decisions, and assuming
the accuracy of certain representations and compliance with certain covenants and requirements described
herein, interest on the 20035 Bonds is excluded from gross income for federal income tax purposes and is not
an item of tax preference for purposes of calculating the federal alternative minimum tax imposed on
individuals and corporations. In the further opinion of Bond Counsel, interest on the 2005 Bonds 1s exempt
from State of California personal income tax. Bond Counsel notes that, with respect to corporations, interest
on the 2005 Bonds may be included as an adjustment in the calculation of alternative minimum taxable
mcome which may affect the alternative minimum tax liability of such corporations.

The amount by which the issue price of a Bond (the first price at which a substantial amount of the
2005 Bonds of the same series and maturity is to be sold to the public) is less than the stated redemption price
at maturity with respect to such Bond constitutes original issue discount. Original issue discount accrues
under a constant vield method, and original issue discount will acerue to a Bond Owner before receipt of cash
attributable to such excludable income. The amount of original 1ssue discount deemed received by the 2005
Bond Owner will ncrease the Bond Owner’s basis in the 2005 Bond. In the opinion of Bond Counsel, the
amount of original issue discount that accrues to the owner of the 2005 Bond is excluded from the gross
income of such owner for federal income tax purposes, is not an item of tax preference for purposes of the
federal alternative minimum tax imposed on individuals and corporations, and is exempt from State of
California personal income tax.

Bond Counsel’s opinion as to the exclusion from gross income of interest (and original issue
discount) on the 2005 Bonds is based upon certain representations of fact and certifications made by the
Community Facilities District and others and 1s subject to the condition that the Community Facilities District
complies with all requirements of the Internal Revenue Code of 1986, as amended (the “Code™), that must
be satisfied subsequent to the issuance of the 2005 Bonds to assure that interest (and original issue discount)
on the 2005 Bonds will not become includable in gross income for federal income tax purposes. Failure to
comply with such requirements of the Code might cause the interest (and original issue discount) on the 20035
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Bonds to be included in gross income for federal income tax purposes retroactive to the date of issuance of
the 2005 Bonds. The Community Facilities District has covenanted to comply with all such requirements.

The amount by which a Bond Owner’s original basis for determining loss on sale or exchange in the
applicable Bond (generally, the purchase price) exceeds the amount payable on maturity (or on an earlier call
date) constitutes amortizable Bond premium, which must be amortized under Section 171 of the Code; such
amortizable Bond premium reduces the Bond Owner’s basis in the applicable Bond (and the amount of tax-
exempt interest received), and is not deductible for federal income tax purposes. The basis reduction as a
result of the amortization of Bond premium may result in a Bond Owner realizing a taxable gain when a Bond
1s sold by the Owner for an amount equal to or less (under certain circumstances) than the original cost of the
2005 Bond to the Owner. Purchasers of the 2005 Bonds should consult their own tax advisors as to the
treatment, computation and collateral consequences of amortizable Bond premium.

The Internal Revenue Service (the “TRS™) has initiated an expanded program for the auditing of tax-
exempt bond issues, including both random and targeted audits. Tt 1s possible that the 2005 Bonds will be
selected for audit by the IRS. It is also possible that the market value of the 2005 Bonds might be affected
as a result of such an audit of the 2005 Bonds (or by an audit of similar bonds).

Bond Counsel’s opinions may be affected by actions taken (or not taken) or events occurring (or not
occurring) after the date hereof. Bond Counsel has not undertaken to determine, or to inform any person,
whether any such actions or events are taken or do occur. The Indenture and the Tax Certificate relating to
the 2005 Bonds permit certain actions to be taken or to be omitted if a favorable opinion of Bond Counsel
1s provided with respect thereto. Bond Counsel expresses no opinion as to the exclusion from gross income
of interest (and original issue discount) on the 2005 Bonds for federal income tax purposes with respect to
any Bond if any such action is taken or omitted based upon the advice of counsel other than Stradling Yocca
Carlson & Rauth.

Although Bond Counsel has rendered an opinion that interest (and original issue discount) on the
2005 Bonds 1s excluded from gross income for federal income tax purposes provided that the Community
Facilities District continues to comply with certain requirements of the Code, the ownership of the 2005
Bonds and the accrual or receipt of interest (and original issue discount) with respect to the 2005 Bonds may
otherwise affect the tax liability of certain persons. Bond Counsel expresses no opinion regarding any such
tax consequences. Accordingly, before purchasing any of the 2005 Bonds, all potential purchasers should
consult their tax advisors with respect to collateral tax consequences relating to the 2005 Bonds.

Certain portions of Bond Counsel’s opinion address federal income tax matters other than (A) the
excludability of interest (and original issue discount) on Bonds from gross income under Section 103 of the
Code, and (B) whether interest (and original issue discount) on the 2005 Bonds is an item of tax preference
for purposes of calculating the federal alternative minimum tax imposed on individuals and corporations
(these other matters not referred to in (A) or (B) above are hereinafter referred to as the “Non State and Local
Bond Opinion Portions™).

The Non State and Local Bond Opinion Portions (A) are not intended or written by Bond Counsel
to be used, and cannot be used, by any Bondholder (or other taxpayer) for the purpose of avoiding penalties
that may be imposed on the Bondholder or other taxpayer and (B) have been written to support the promotion
or marketing of the 2005 Bonds. Bondholders (and other taxpayers) should seek advice based upon their
particular circumstances, from an independent tax advisor, with respect to the Non State and Local Bond
Opinion Portions applicable to the 2003 Bonds.

A copy of the proposed form of opinion of Bond Counsel is attached hereto as Appendix H.
Absence of Litigation

No litigation is pending or threatened concerning the validity of the 2005 Bonds. There is no action,
suit or proceedimg known by the Community Facilities District or the School District to be pending at the
present time restraining or enjoining the delivery of the 2005 Bonds or in any way contesting or affecting the
validity of the 2005 Bonds or any proceedings of the Community Facilities District or the School District
taken with respect to the execution thereof. A no litigation certificate executed by the School District on
behalf of the Community Facilities District will be delivered to the Underwriter simultancously with the
delivery of the 2005 Bonds.
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No General Obligation of School District or Community Facilities District

The 2005 Bonds are not general obligations of the School District or the Community Facilities
District, but are limited obligations of the Community Facilities District payable solely from proceeds of the
Special Tax and proceeds of the 2005 Bonds, including amounts in the Reserve Account, the Special Tax
Fund and the Bond Fund and investment income on funds held pursuant to the Bond Indenture (other than
as necessary to be rebated to the United States of America pursuant to Section 148(f) of the Code and any
applicableregulations promulgated pursuant thereto). Any tax levied for the payment of the 2005 Bonds shall
be limited to the Special Taxes to be collected within the jurisdiction of the Community Facilities District.

NO RATINGS

The 2005 Bonds have not been rated by any securities rating agency.

UNDERWRITING

The 2005 Bonds are being purchased by the Stone & Youngberg LLC at a purchase price of
$11.561,085 (which represents the aggregate principal amount of the 2005 Bonds of $11,785,000, less an
underwriter’s discount of $223,915,

The purchase agreement relating to the 2005 Bonds provides that the Underwriter will purchase all
of the 2005 Bonds, if any are purchased, the obligation to make such purchase being subject to certain terms
and conditions set forth in such purchase agreement.

The Underwriter may offer and sell 2005 Bonds to certam dealers and others at prices lower than the
offering price stated on the cover page hereof. The offering prices may be changed from time to time by the
Underwriter.

PROFESSIONAL FEES

Except for some Bond Counsel fees paid from advances made to the School District by Lennar
KFPLB, LLC, fees payable to certain professionals, mcluding the Underwriter, McFarlin & Anderson LLP,
as Disclosure Counsel, Stradling Yocca Carlson & Rauth, as Bond Counsel and District Counsel, and The
Bank of New York Trust Company, N.A., as the Fiscal Agent, are contingent upon the issuance of the 2005
Bonds. The fees of David Taussig & Associates, Inc., as Special Tax Consultant and Dissemination Agent,
are in part contingent upon the issuance of the 2005 Bonds. The fees of Harris Realty Appraisal, as
Appraiser, are not contingent upon the issuance of the 2005 Bonds.
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MISCELLANEOUS

References are made herein to certain documents and reports which are brief summaries thereof
which do not purport to be complete or definitive and reference is made to such documents and reports for
full and complete statement of the contents thereof.

Any statements in this Official Statement involving matters of opinion, whether or not expressly so
stated, are intended as such and not as representatives of fact. This Official Statement 1s not to be construed
as a contract or agreement between the Community Facilities District and the purchasers or owners of any
of the 2005 Bonds.

The execution and delivery of the Official Statement by the Community Facilities District has been
duly authorized by the Santa Ana Unified School District on behalf of the Community Facilities District.

COMMUNITY FACILITIES DISTRICT NO. 2004-1 OF
THE SANTA ANA UNIFIED SCHOOL DISTRICT
(CENTRAL PARK PROJECT)

By: /s/Donald I.. Trigg
Donald 1. Trigg, Associate Superintendent,
Rusiness Services,
Santa Ana Unified School District on behalf
of Community Facilities District No. 2004-1 ofthe
Santa Ana Unified School District (Central Park
Project)
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APPENDIX A

GENERAL INFORMATION ABOUT THE
SANTA ANA UNIFIED SCHOOL DISTRICT

General Information

The School District was established in 1888 and is now the largest school district in the County and
the sixth-largest school district in California as measured by student enrollment. The School Dastrict
currently operates five comprehensive high schools (for grades 9-12), two continuation high schools (for
grades 9-12), nine intermediate schools (for grades 6-8), one community day intermediate school (for grades
6-8), one community day high school (for grades 9-12), one Middle College High School, 36 clementary
schools (for grades K-3), one child development center. The School District 1s located in Santa Ana,
California, the County seat of the County, and has an area of approximately 24 square miles. Enrollment in
the School District in the 2004-05 school year was approximately 58,832 students.

Board of Education

The School District is governed by a five-member Board of Education (the “Board™). Each member
of the Board is elected to a four-year term. Flections for positions to the Board are held every two years,
alternating between two and three available positions. Current members of the Board, together with their
offices and the dates their terms expire, are listed below:

Board Member Office Term Expires
Audrey Yamagata-Noji, Ph.D. President November 2006
Rob Richardson Vice-President November 2008
Sal Tinajero Clerk November 2008
Rosemarie Avila Member November 2008
John Palacio Member November 2006

The administrative staff of the School District participating in the financing include Al
Mijares, Ph.D.; Superintendent; John Bennett, Ed.D., Deputy Superintendent; Donald L.. Trigg,
Associate Superintendent, Business Services; Kelvin Tsunezumi, Director of Budgets Business
Services; and Richard White, Assistant Superintendent, Facilities and Government Relations.

Key Personnel

The Superintendent of Schools of the School District is appointed by the Board and reports to the
Board. The Superintendent is responsible for management of the School District’s day-to-day operations of
and supervises the work of other District administrators and supervisors. The Superintendent and key
administrative personnel are as follows:

Al Mijares, Ph.D., Superintendent.

John Bennett, Ed.D., Deputy Superintendent.

Donald L. Trigg, Associate Superintendent, Business Services.

Kelvin Tsunezumi, Director of Budgets Business Services.

Richard White, Assistant Superintendent, Facilities and Government Relations.
Enrollment

The School District enrollment increased by 29.62% since 1994-95, representing an average annual

compound growth rate of 2.6%. The following table shows a 10-year enrollment history for the School
District.
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ANNUAL ENROLLMENT
FISCAL YEARS 1996-97 THROUGH 2004-05
Santa Ana Unified School District

School Annual Annual
Year Enrollment Change % Change
1996-97 52,107 - —%
1997-98 53,805 1,698 3.26%
1998-00 56,071 2,266 4.21%
1999-00 58,043 1,972 3.52%
2000-01 59,837 2,600 4.48%
2001-02 60,788 1,266 2.09%
2002-03 60,973 1,701 2.75%
2003-04 59,895 (736) -1.16%
2004-05 58,832 (1,233 -1.96%

Source: Santa Ana Unified School District, based on October CBEDS.
Employee Relations

As of August 23, 20035, the School District employed approximately 4,078 full and part-time
certificated employees and approximately 3,573 classified employees. These employees, except management
and some part-time employees, are represented by the two bargaining units as noted below:

Contract
Represented Expiration
Labor Organization Employees Date
Santa Ana Educators’ Association Certificated June 30, 2007
California School Employees’ Association Classified June 30, 2004

Source: Santa Ana Unified School District.
Retirement System

Qualified employees are covered under multiple-employer defined benefit pension plans maintained
by agencies of the State of California. Certificated employees are members of the State Teachers' Retirement
System (“STRS™) and classified employees are members of the Public Emplovees' Retirement System
(“PERS™).

All full-time certificated employees participate in STRS, a cost-sharing, multiple-employer
contributory public emplovee retirement system. STRS provides retirement and disability benefits and
survivor benefits to beneficiaries. Benefit provisions are established by State statutes, as legislatively
amended, within the State Teachers’ Retirement Law.

All full-time and some part-time classified employees participate in PERS, a cost-sharing multiple-
employer contributory public emplovee retirement system that acts as a common investment and
administrative agent for participating public entities within the State of California. PERS provides retirement
and disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. Benefit provisions are established by State statutes, as legislatively amended, within the Public
Employees® Retirement Laws. The School District is part of a “cost-sharing” pool within PERS. One
actuarial valuation is performed for those participating in the pool, and the same contribution rate applies to
cach.

The School District is required by statute to contribute 8.25% of gross salary expenditures to STRS
and 0.09116% to PERS. Participants are required to contribute 8% and 7% of applicable gross salary to
STRS and PERS, respectively. The School District’s employer contributions to STRS and to PERS met the
required contribution rates established by law.
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Post-Employment Benefits

The School District provides post-employment health care benefits, in accordance with School
District employment contracts, to all employees who retire from the School District on or after attaining age
55 under STRS or PERS with at least ten vears of service. The School District contributes 90% of the amount
of premiums incurred by retirees and their dependents. Expenditures for post-employment benefits are
recognized on a pay-as-you-go basis. During the year ending June 30, 2004, expenditures of $4,994,825 were
recognized for retirees” health care benefits.

The School District received an actuarial study of the liability for those employees who will receive
benefits beyond age 65. The School District has projected the increases to the actuarial study for those years
bevond 1996 using a calculation from the actuarial report. The estimated current year’s liability 1s not
available at this time.

Supplemental Em ployee Retirement Plan

The School District entered into an agreement for a supplemental retirement benefits program for
certain qualified employees. Eligibility requirements are for employees to be 35 years of age or older, have
10 vears of service with the School District and a minimum of three years of consecutive service. The
agreement calls for the School District to make payments in five equal installments into an annuity contract
for the employees. The remaining payments are shown below with imputed interest using a 6% rate.

SUPPLEMENTAL RETIREMENT PLAN PAYMENTS
Santa Ana Unified School District

Fiscal Year Annual Remaining
Ending June 30 Payment Balance
2002 SERP $2,319,936 $6,955,808
2003 SERP 1,841,656 5,524,968
$12,484,776
Total

Joint Powers Agreements

The School District participates in one joint powers agreement (“JPA™), as a member of a public
entity risk pool. The Schools’ Excess Liability Fund (“SELF”) arranges for and provides property and
liability insurance coverage. The relationship between the School District and SELF 1s such that SELF is not
a component unit of the School District for financial reporting purposes.

The JPA is governed by a board consisting of a representative from each member district. The
governing board controls the operations of the JPA, ncluding the selection of management and approval of
operating budgets, independent of any influence by the member districts bevond their representation of the
governing board. Each member district pays a premium commensurate with the level of coverage requested
and shares surpluses and deficits proportionately to their participation in the JPA.

A-3



(THIS PAGE INTENTIONALLY LEFT BLANK)



APPENDIX B

FIRST AMENDED RATE AND METHOD OF APPORTIONMENT FOR
COMMUNITY FACILITIES DISTRICT NO. 2004-1
OF THE SANTA ANA UNIFIED SCHOOL DISTRICT
(CENTRAL PARK PROJECT)



(THIS PAGE INTENTIONALLY LEFT BLANK)



FIRST AMENDED
RATE AND METHOD OF APPORTIONMENT FOR
COMMUNITY FACILITIES DISTRICT NO. 2004-1
OF SANTA ANA UNIFIED SCHOOL DISTRICT

The following sets forth the First Amended Rate and Method of Apportionment ("RMA") for the
levy and collection of Special Taxes by Community Facilities District No. 2004-1 ("CFD No. 2004-
1"™) of the Santa Ana Unified School District ("School District"). A Special Tax shall be levied on
and collected in CFD No. 2004-1 each Fiscal Year in an amount determined through the application
of the RM A described below. All of the real property in CFD No. 2004-1, unless exempted by law
or by the provisions hereof, shall be taxed for the purposes, to the extent, and in the manner herein
provided.

SECTION A
DEFINITIONS

The terms hereinafter set forth have the following meanings:

"Acreage" means the land area of an Assessor's Parcel as shown on an Assessor's Parcel Map or as
calculated from the applicable Assessor's Parcel Map by the Board.

"Act" means the Mello-Roos Communities Facilities Act of 1982, as amended, being Chapter 2.5,
of Division 2 of Title 5 of the Government Code of the State of California.

"Additional School Facilities" shall have the meaning ascribed to it in the Impact Mitigation
Agreement Related to Proposed Community Facilities District No. 2004-1 by and between the
School District and KFPLB Michelson Jamboree LI.C, dated September 1, 2004.

"Administrative Expenses" means any ordinary and necessary expense incurred by the School
District on behalf of CFD No. 2004-1 related to the determination of the amount of the levy of
Special Taxes, the collection of Special Taxes including the expenses of collecting delinquencies,
the administration of Bonds, the payment of salaries and benefits of any School District employee to
the extent duties are directly related to the administration of CFD No. 2004-1, and costs otherwise
incurred in order to carry out the authorized purposes of CFD No. 2004-1.

"Affordable Unit" means one of not more than 69 Units that are subject to deed restrictions, resale
restrictions, and/or regulatory agreement in favor of the City or County providing for affordable
housing. The first 69 Units which meet the criteria of the preceding sentence and for which

Residential Building Permits are issued will be designated permanently and irrevocably as
Affordable Units.

" Annual Special Tax" means the Special Tax actually levied in any Fiscal Year on any Assessor’s
Parcel.

"Assessor’s Parcel" means alot or parcel of land designated on an Assessor’s Parcel Map with an
assigned Assessor’s Parcel Number within the boundaries of CFD No. 2004-1.
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"Assessor’s Parcel Map" means an official map of'the Assessor of the County designating parcels
by Assessor’s Parcel Number.

"Assessor’s Parcel Number" means that number assigned to an Assessor’s Parcel by the County
for purposes of identification.

"Assigned Annual Special Tax" means the Special Tax of that name described in Section D.
"Backup Annual Special Tax" means the Special Tax of that name described in Section E.

"Board" means the School Board of Santa Ana Unified School District, or its designee, acting as
the Legislative Body of CFD No. 2004-1.

"Bonds" means any obligation to repay a sum of money, including obligations in the form of bonds,
notes, certificates of participation, long-term leases, loans from government agencies, or loans from
banks, other financial institutions, private businesses, or individuals, or long-term contracts, or any
refunding thereof, to which the Special Taxes have been pledged.

"Bond Index" means the national Bond Buyer Revenue Index, commonly referenced as the 25-
Bond Revenue Index. In the event the Bond Index ceases to be published, the index used shall be
based on a comparable index for revenue bonds maturity in 30 year with an average rating
equivalent to Moody's Al and/or S&P's A-plus, a reasonably determined by the Board.

"Bond Yield" means the weighted average yield on all outstanding series of Bonds, for purposes of
this calculation the yield of the Bonds shall be the yield calculated at the time such Bonds are 1ssued,
pursuant to Section 148 of the Internal Revenue Code of 1986, as amended for the purpose of the
Non-Arbitrage Certificate or other similar bond 1ssuance document.

"Building Square Footage" or "BSF" means the square footage of assessable internal living space
of a Unit, exclusive of any carports, walkways, garages, overhangs, patios, enclosed patios, internal
hallways or detached accessory structure, as determined by reference to the Residential Building
Permit for such Unit.

"Calendar Year" means the period commencing January 1 of any year and ending the following
December 31.

"CFD No. 2004-1" means Community Facilities District No. 2004-1 of the Santa Ana Unified
School District established under the Act.

"City" means the City of Irvine.

"Commercial Building Permit" means a permit for the construction of commercial square footage
issued by the City, or another public agency in the event the City no longer issues said permits for
the construction of commercial square footage within CFD No. 2004-1. For the purposes of this
definition, "Commercial Building Permit” shall not include permits for construction or installation of
residential structures.

"Commercial Lot" means an individual legal lot created by a Final Map for which a Commercial
Building Permit could be issued.
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"Commercial Property” means all Assessor's Parcels of Taxable Property for which Commercial
Building Permits were 1ssued on or before May 1 of the prior Fiscal Year provided that such
Assessor's Parcels were created on or before January 1 of the prior Fiscal Year.

"Commercial Square Footage™ means the square footage of commercial space associated with a
Assessor's Parcel of Commercial Property as determined by reference to the Commercial Building
Permit(s) for such Assessor's Parcel.

"County” means the County of Orange.

"Exempt Property"” means all Assessor’s Parcels designated as being exempt from Special Taxes
pursuant to Section J.

"Final Map" means a condominium map, final tract map, parcel map, lot line adjustment, or
functionally equivalent map or instrument that creates building sites, recorded in the County Office
of the Recorder.

"Fiscal Year" means the period commencing on July 1 of any year and ending the following June
30.

"Market Rate Unit" means any Unit which 1s not an Affordable Unit.
"Maximum Annual Special Tax" means the Special Tax of that name as described in Section C.

"Minimum Annual Special Tax Requirement"” means the amount required in any Fiscal Year to
pay: (1) the debt service or the periodic costs on all outstanding Bonds including but not limited to,
credit enhancement and rebate payments on the Bonds, (i1) Administrative Expenses of CFD No.
2004-1, (111) the costs associated with the release of funds from an escrow account, (1v) any amount
required to establish or replenish any reserve funds established in association with the Bonds, and
(v) any amounts required for construction of Additional School Facilities less (vi) any amount
available to pay debt service or other periodic costs on the Bonds pursuant to any applicable bond
indenture, fiscal agent agreement, or trust agreement. In arriving at the Minimum Annual Special
Tax requirement the Board shall take into account the reasonably anticipated delinquent Special
Taxes based on the delinquency rate for Special Taxes levied in the previous Fiscal Year.

"Minimum Taxable Acreage" means the applicable Acreage classified as Taxable Property as
determined pursuant to Section K.

"Partial Prepayment Amount” means the amount required to prepay a portion of the Annual
Special Tax obligation for an Assessor's Parcel as described in Section H.

"Planning Area" means the arcas identified as a Planning Area and illustrated in Section M.

"Planning Area No. 1 " means all property located within the area identified as Planning Area No.
1 in Section M, subject to interpretation by the Board.

"Planning Area No. 2 " means all property located within the area identified as Planning Area No.
2 in Section M, subject to interpretation by the Board.

"Planning Area No. 3 " means all property located within the area identified as Planning Area No.
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3 in Section M, subject to interpretation by the Board.

"Planning Area No. 4 " means all property located within the area identified as Planning Area No.
4 in Section M, subject to interpretation by the Board.

"Planning Area No. S " means all property located within the area identified as Planning Area No.
5 m Section M, subject to interpretation by the Board.

"Prepayment Administrative Fees" means any fees or expenses of the School District or CFD No.
2004-1 associated with the prepayment of the Special Tax obligation of an Assessor's Parcel.
Prepayment Administrative Fees shall include among other things the cost of computing the
Prepayment Amount, redeeming Bonds, and recording any notices to evidence the prepayment and
redemption of Bonds.

"Prepayment Amount” means the amount required to prepay the Annual Special Tax obligation in
full for an Assessor’s Parcel as described in Section G.

"Present Value of Taxes" means for any Assessor's Parcel the present value of (1) the unpaid
portion, if any, of the Special Tax applicable to such Assessor's Parcel in the current Fiscal Year and
(11) the Annual Special Taxes expected to be levied on such Assessor's Parcel in each remaining
Fiscal Year, as determined by the Board, until the termination date specified in Section I. The
discount rate used for this calculation shall be equal to the (1) Bond Yield after Bond issuance or (i1)
most recently published Bond Index prior to Bond issuance.

"Proportionately” means that the ratio of the actual Annual Special Tax levy to the applicable
Assigned Annual Special Tax is equal for all applicable Assessor's Parcels.

"Reserve Fund Credit” means an amount equal to the reduction in the applicable reserve fund
requirement(s) resulting from the redemption of Bonds with the Prepayment Amount. In no event
shall a Reserve Fund Credit be given, if at the time the Prepayment Amount is calculated the reserve
fund balance 18 below the applicable reserve fund requirement.

"Residential Building Permit" means a permit for the construction of one or more Units 1ssued by
the City, or another public agency in the event the City no longer issues said permits for the
construction of Units within CFD No. 2004-1. For purposes of this definition, "Residential Building
Permit” shall not include permits for construction or installation of parking structures, retaining
walls, utility improvements, or other such improvements not intended for human habitation.

"Residential Lot" means an individual legal lot created by a Final Map for which a Residential
Building Permit could be issued.

"Residential Property" means all Assessor’s Parcels of Taxable Property for which Residential
Building Permits were issued on or before May 1 of the prior Fiscal Year, provided that such
Assessor's Parcels were created on or before January 1 of the prior Fiscal Year and that each such
Assessor's Parcel 1s associated with a Residential Lot, as determined reasonably by the Board.

"School District” means the Santa Ana Unified School District, or subsequent school district.

"Special Tax" means any of the special taxes authorized to be levied by CFD No. 2004-1 pursuant
to the Act.
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"Taxable Property"” means all Assessor’s Parcels that are not Exempt Property.

"Undeveloped Property" means all Assessor’s Parcels of Taxable Property that are not Residential
Property or Commercial Property.

"Unit" means each separate residential unit that comprises an independent facility capable of
conveyance separate from adjacent residential units.

SECTION B
CLASSIFICATION OF ASSESSOR’S PARCELS

Each Fiscal Year, beginning with Fiscal Year 2004-05, each Assessor's Parcel shall be assigned to a
Planning Area. Each Assessor’s Parcel shall be classified as Exempt Property or Taxable Property.
Each Assessor’s Parcel of Taxable Property shall be classified as Residential Property, Commercial
Property or Undeveloped Property. Residential Property shall be further classified based on the
Building Square Footage of the Unit. The classification of Exempt Property within each Planning
Area shall be done taking into consideration the Minimum Taxable Acreage for such Planning Area,
as determined pursuant to Section J.

SECTION C
MAXIMUM ANNUAL SPECIAL TAXES

1. Residential Property

The Maximum Annual Special Tax for each Assessor’s Parcel classified as Residential
Property in any Fiscal Year shall be the amount determined by the greater of (1) the
application of the Assigned Annual Special Tax or (11) the application of the Backup Annual
Special Tax.

2. Commercial Property

The Maximum Annual Special Tax for each Assessor’s Parcel classified as Commercial
Property in any Fiscal Year shall be the amount determined by the greater of (1) the
application of the Assigned Annual Special Tax or (i1) the application of the Backup Annual
Special Tax.

3. Undeveloped Property

The Maximum Annual Special Tax for each Assessor’s Parcel classified as Undeveloped
Property in any Fiscal Year shall be the amount deternuned by the application of the
Assigned Annual Special Tax.
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SECTION D
ASSIGNED ANNUAL SPECIAL TAXES

1. Residential Property

The Assigned Annual Special Tax applicable to an Assessor's Parcel classified as Residential
Property in Fiscal Year 2004-05 shall be determined by reference to Table 1 according to the
Building Square Footage of the Unit(s).

TABLE 1

ASSIGNED ANNUAL SPECIAL TAX FOR
DEVELOPED RESIDENTIAL PROPERTY
FISCAL YEAR 2004-05

Assigned Annual
Unit Type BSFE Special Tax
Market Rate Unit < 1,250 $529.31 per Unit
Market Rate Unit 1,251 - 1,500 $664.02 per Unit
Market Rate Unit 1,501 - 1,750 $772.10 per Unit
Market Rate Unit 1,751 — 2,000 $944.21 per Unit
Market Rate Unit > 2,000 $1.116.31 per Unit

Each July 1, commencing July 1, 20035, the Assigned Annual Special Tax for each Assessor's
Parcel of Residential Property shall be increased by two percent (2.00%) of the amount in
effect in the prior Fiscal Year.

2. Commercial Property

The Assigned Annual Special Tax rate for an Assessor’s Parcel of Commercial Property in
Fiscal Year 2004-05 shall be $0.29 per Square Foot of Commercial Square Footage. Fach
July 1, commencing July 1, 2003, the Assigned Annual Special Tax for each Assessor's
Parcel of Commercial Property shall be increased by two percent (2.00%) of the amount in
effect the prior Fiscal Year.

3. Undeveloped Property

The Assigned Annual Special Tax rate for an Assessor’s Parcel of Undeveloped Property in
Fiscal Year 2004-05 shall be the amount per acre of Acreage (prorated with respect to partial
acres) determined by reference to Table 2 based on the location of the Assessor's Parcel.
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TABLE 2

ASSIGNED ANNUAL SPECIAL TAX FOR
UNDEVELOPED PROPERTY
FISCAL YEAR 2004-05

Assigned Annual
Special Tax

Planning Area No. 1 $85,221.65 per acre
Planning Area No. 2 $43,156.36 per acre
Planning Area No. 3 $23,646.72 per acre
Planning Area No. 4 $24,699.65 per acre
Planning Area No. 5 $7,672.97per acre

Each July 1, commencing July 1, 20035, the Assigned Annual Special Tax for each Assessor's
Parcel of Undeveloped Property shall be increased by two percent (2.00%) of the amount in
effect the prior Fiscal Year.
SECTION E
BACKUP ANNUAL SPECIAL TAXES

Each Fiscal Year, each Assessor’s Parcel of Residential Property or Commercial Property within
each Planning Area shall be subject to a Backup Annual Special Tax. In each Fiscal Year, the
Backup Annual Special Tax rate for Residential Property or Commercial Property within the
Planning Area shall be the rate per Residential Lot or Commercial Lot calculated according to the
following formula:

B=(ZxA)/L
The terms above have the following meanings:

B = Backup Annual Special Tax per Residential Lot or acre of
Acreage of Commercial Lots within the applicable Planning
Area for the applicable Fiscal Year

Z = Assigned Annuval Special Tax per acre of Acreage of
Undeveloped Property for the applicable Planning Area for
the applicable Fiscal Year

A = Acreage of Taxable Property expected to exist in the
applicable Planning Area, based on the Final Map at build-
out, as determined by the Board pursuant to Section J

L = Number of Residential Lots or acres of Acreage of
Commercial Lots in the applicable Planning Area, based on
the Final Map.

Notwithstanding the foregoing, if all or any portion of the Final Map(s) applicable to a Planning

Area described in the preceding paragraph is subsequently changed or modified, then the Backup
Annual Special Tax for each Assessor’s Parcel of Residential Property or Commercial Property in
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each Planning Area affected by such Final Map that 1s changed or modified shall be arate per square
foot of Acreage calculated as follows:

L.

Determine the total Backup Annual Special Taxes anticipated to apply to the
Planning Area affected by the changed or modified Final Map prior to the
change or modification.

The result of paragraph 1 above shall be divided by the Acreage of
Residential Property or Commercial Property which 1s ultimately expected to
exist in such Planning Area, as reasonably determined by the Board.

The result of paragraph 2 above shall be divided by 43,560. The result is the
Backup Annual Special Tax per square foot of Acreage, which shall be
applicable to Assessor's Parcels of Residential Property or Commercial
Property in such Planning Area.

Each July 1, commencing with the July 1 following the Fiscal Year in which the preceding
calculation 1s performed, the Backup Annual Special Tax per square foot of Acreage calculated
in step 3 above shall be increased by two percent (2.00%) of the amount in effect the prior Fiscal

Year.

SECTION F

METHOD OF APPORTIONMENT OF THE ANNUAL SPECIAL TAX

Commencing Fiscal Year 2004-035, and for each subsequent Fiscal Year, the Board shall levy
Annual Special Taxes as follows:

Step One:

Step Two:

Step Three:

First Amended RMA

The Board shall levy Proportionately an Annual Special Tax on each
Assessor’s Parcel of Residential Property and Commercial Property up to an
amount equal to the Assigned Annual Special Tax applicable to each such
Assessor’s Parcel, to satisfy the Minimum Annual Special Tax Requirement.

If the sum of the amounts collected in step one 1s insufficient to satisfy the
Minimum Annual Special Tax Requirement, then the Board shall levy
Proportionately an Annual Special Tax on each Assessor’s Parcel of
Undeveloped Property, up to the Assigned Annual Special Tax applicable to
each such Assessor’s Parcel, to satisfy the Minimum Annual Special Tax
Requirement.

If the sum of the amounts collected in steps one and two 1s insufficient to
satisfy the Minimum Annual Special Tax Requirement, then the Board shall
additionally levy Proportionately an Annual Special Tax on each Assessor's
Parcel of Residential Property and Commercial Property, up to the Maximum
Annual Special Tax applicable to each such Assessor's Parcel, to satisfy the
Minimum Annual Special Tax Requirement.
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SECTION G
PREPAYMENT OF ANNUAL SPECIAL TAXES

The Annual Special Tax obligation of an Assessor's Parcel of Residential Property; or an Assessor's
Parcel of Commercial Property, or an Assessor's Parcel of Undeveloped Property for which a
Residential Building Permit or Commercial Building Permit has been 1ssued may be prepaid in full,
provided that there are no delinquent Special Taxes, penalties, or interest charges outstanding with
respect to such Assessor’s Parcel at the time the Annual Special Tax obligation would be prepaid.
The Prepayment Amount for an Assessor’s Parcel eligible for prepayment shall be determined as
described below.

An owner of an Assessor's Parcel intending to prepay the Annual Special Tax obligation shall
provide CFD No. 2004-1 with written notice of intent to prepay. Within thirty (30) days of receipt
of such written notice, the Board shall reasonably determine the Prepayment Amount of such
Assessor's Parcel and shall notify such owner of such Prepayment Amount. The Prepayment Amount
shall be calculated according to the following formula:

P=PVT-RFC + PAF

The terms above have the following meanings:

P = Prepayment Amount

PVT = Present Value of Taxes

RFC = Reserve Fund Credit

PAF = Prepayment Administrative Fees

Notwithstanding the foregoing, no prepayment will be allowed unless the amount of Annual Special
Taxes that may be levied on Taxable Property, net of Administrative Expenses, shall be at least 1.1
times the regularly scheduled annual interest and principal payments on all currently outstanding
Bonds in each future Fiscal Year and such prepayment will not impair the security of all currently
outstanding Bonds, as reasonably determined by the Board. Such determination shall include
identifying all Assessor's Parcels that are expected to become Exempt Property.

With respect to any Assessor's Parcel that 1s prepaid, the Board shall indicate in the records of CFD
No. 2004-1 that there has been a prepayment of the Annual Special Tax obligation and shall cause a
suitable notice to be recorded in compliance with the Act to indicate the prepayment of the Annual
Special Tax obligation and the release of the Annual Special Tax lien on such Assessor's Parcel, and
the obligation of such Assessor's Parcel to pay such Annual Special Tax shall cease.

SECTION H
PARTIAL PREPAYMENT OF ANNUAL SPECIAL TAXES

The Annual Special Tax obligation of an Assessor's Parcel may be partially prepaid at the times and
under the conditions set forth in this section, provided that there are no delinquent Special Taxes,
penalties, or interest charges outstanding with respect to such Assessor’s Parcel at the time the
Annual Special Tax obligation would be prepaid.
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1. Partial Prepayvment Times and Conditions

Prior to the issuance of the first Residential Building Permit or Commercial Building Permit
for a Lot within a Final Map, the owner of no less than all the Taxable Property within such
Final Map may elect in writing to the Board to prepay a portion of the Annual Special Tax
obligations for all the Assessor’s Parcels within such Final Map, as calculated in Section
H.2.below. The partial prepayment of each Annual Special Tax obligation shall be collected
for all Assessor's Parcels prior to the issuance of the first Residential Building Permit or
Commercial Building Permit with respect to such Final Map.

2. Partial Prepavment Amount

The Partial Prepayment Amount shall be calculated according to the following formula:
PP=PgxF

The terms above have the following meanings:

PP = the Partial Prepayment Amount
Pg = the Prepayment Amount calculated according to Section G
F = the percent by which the owner of the Assessor’s Parcel is partially

prepaying the Annual Special Tax obligation

3. Partial Prepayment Procedures and Limitations

With respect to any Assessor’s Parcel that is partially prepaid, the Board shall indicate in the
records of CFD No. 2004-1 that there has been a partial prepayment of the Annual Special
Tax obligation and shall cause a suitable notice to be recorded in compliance with the Act to
indicate the partial prepayment of the Annual Special Tax obligation and the partial release
of the Annual Special Tax lien on such Assessor’s Parcel, and the obligation of such
Assessor’s Parcel to pay such prepaid portion of the Annual Special Tax shall cease.
Additionally, the notice shall indicate that the Assigned Annual Special Tax and the Backup
Annual Special Tax if applicable for the Assessor's Parcel has been reduced by an amount
equal to the percentage which was partially prepaid.

Notwithstanding the foregoing, no partial prepayment will be allowed unless the amount of Annual
Special Taxes that may be levied on Taxable Property after such partial prepayment, net of
Administrative Expenses, shall be at least 1.1 times the regularly scheduled annual interest and
principal payments on all currently outstanding Bonds in each future Fiscal Year and such partial
prepayment will not impair the security of all currently outstanding Bonds, as reasonably determined
by the Board. Such determination shall include identifying all Assessor's Parcels that are expected to
become Exempt Property.

SECTION 1
TERMINATION OF SPECIAL TAX

Annual Special Taxes shall be levied for a period of thirty (30} Fiscal Years after the last series of
Bonds has been issued, as determined by the Board, provided that Annual Special Taxes shall not be
levied after Fiscal Year 2045-46.
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SECTION J
EXEMPTIONS

The Board shall classify as Exempt Property (i) Assessor’s Parcels owned by the State of California,
Federal or other local governments, (11) Assessor’s Parcels which are used as places of worship and
are exempt from ad valorem property taxes because they are owned by a religious organization, (iii)
Assessor’s Parcels used exclusively by a homeowners' association, (iv) Assessor’s Parcels with
public or utility easements making impractical their utilization for other than the purposes set forth
in the easement, (v) Assessor's Parcel on which a Affordable Unit is constructed and (vi) any other
Assessor’s Parcels at the reasonable discretion of the Board. The Board shall not classify an
Assessor’s Parcel as Exempt Property if such classification would reduce the sum of all Taxable
Property to less than the Minimum Taxable Acreage. Assessor's Parcels which cannot be classified
as Exempt Property because such classification would reduce the Acreage of all Taxable Property to
less than the Minimum Taxable Acreage will continue to be classified as Residential Property,
Commercial Property, or Undeveloped Property, as applicable, and will continue to be subject to
Special Taxes accordingly. The Minimum Taxable Acreage for each Planning Area of CFD No.
2004-1 shall be the amount determined by reference to Table 3 below.

TABLE 3

MINIMUM TAXABLE ACREAGE

Minimum Taxable
i Acreage

Planning Area No. 1 1.68 acres of Acreage
Planning Area No. 2 8.25 acres of Acreage
Planning Area No. 3 4.63 acres of Acreage
Planning Area No. 4 7.70 acres of Acreage
Planning Area No. 5 3.73 acres of Acreage
SECTION K
APPEALS

Any property owner claiming that the amount or application of the Special Tax is not correct may
file a written notice of appeal with the Board not later than twelve months after having paid the first
installment of the Special Tax that is disputed. A representative(s) of CFD No. 2004-1 shall
promptly review the appeal, and if necessary, meet with the property owner, consider written and
oral evidence regarding the amount of the Special Tax, and rule on the appeal. If the
representative’s decision requires that the Special Tax for an Assessor’s Parcel be modified or
changed in favor of the property owner, a cash refund shall not be made (except for the last year of
levy), but an adjustment shall be made to the Annual Special Tax on that Assessor’s Parcel in the
subsequent Fiscal Year(s) as the representative's decision shall indicate.
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SECTION L
MANNER OF COLLECTION

The Annual Special Tax shall be collected in the same manner and at the same time as ordinary ad
valorem property taxes, provided, however, that CFD No. 2004-1 may collect Annual Special Taxes
at a different time or in a different manner if necessary to meet its financial obligations.

SECTION M
MAP OF PLANNING AREAS
(Attached hereto)
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APPRAISAL REPORT

BANTA ANS UNIFIED SCHOGL DISTRICY
COMMUNITY FADILITIES DISTRICT NO. 20041
CENTRAL PARK PROJECTY

Prapared for

SANTA ANA UNIFIED SCHOOL DISTRICT
1601 East Chesinut Avenue
Sania Ana, CA 827018323

James B, HMarris, MAI
Bari J. Cannon Harrks
Harris Roalty Appralsal
£100 Birch Blrest, Suite 200
Mewport Beach, CA 52880

June 2005

HMawport Beach, Caltharnin B2850
BER-BEL1ERTF FAN Q40852058
RIS ST ST

Jung 29, 2008

M. Dok White

Aswistont Bupsrintendent, Fagites

SANTA ANA UNIFIED SCHOOL ISTRICT
1681 East Chesiraul Avenue

Santa Ang, DA 827018322

B Cormeunity Facliiies Distiet Mo, 2004-1
Certral Park Project

{Jear Mr, YWhis:

fre rasponse o your authonzalion, we have preparad a seif-comvained sppreisal
iyt which adidresses the properly within e boundaries of the Bants Ane Unified
Sohool Distrct (SAUSD) Communily Feclitles Disticl Ne. 20041 Ceniral Park Projest,
comeronly knowr as Contral Park West by Lenmar KFPLE, LLC, This anneaisal Includes
an ostimate of Marke! Value of the undeveluped land under site construclion within SFD
RNo. 20041, subledt to 8 speciel tex levy. This land is under e ownarship of the
dovedonor, Lonnar KFPUE LLE,

Aonording 0 e speciiic guidsines of the Calfornia Debt and investment Advieory
Commission (CHIACY, e District s valusd i bulk, representing a discounted value 1o &
singls cwnership as of the date of value The bulk value of e varous proposed Uses
represents Market Value of e entire property wilthin UFD No. 2004-1, sublect (o sposial
L ey,



Mr. Dick White
June 20, 2005
Page Two

Based on the investigation and analyses undertaken, our experience as real estate
appraigers, and subject to all the premises, assumptions and limiting conditions set forth
in this report, the following opinion of Market Value is formed as of June 1, 2005.

NINETY MILLION DOLLARS
$90,000,000

The District is under construction with rough grading. Approximately
£41,801,642 in off-site and on-site infrastructure Improvements are required from
the master developer to bring the land to safeable condition. Those impraovements
are scheduled to be substantialty complete by October 2005. The developer is
expected fo receive reimbursements or fee credits from this bond issue of
approximately $8,400,000 for construction funds.

The self<contained report that follows scts forth the results of the data and
analyses upon which our cpinions of value are, in part, predicated. This report has baen
prepared for the Santa Ana Unified School District for use in the sale of Community
Facilities District No. 2004-1 bonds. The intendad users of this report are the Santa Ana
Unified School District, it's Underwriters, Legal Counsel, Consultants, and potential bond
investors. This appraisal has been prepared in accordance with and is subject to the
requirements of The Appraisal Standards for land secured financing as published by the
California Debt and Investment Advisory Commission; the Uniform Sitandards of
Professional Appraisal Pracfice (USFAF) of the Appraisal Foundation; and the Code of
Professional Ethics and the Sfandards of Professional Appraisal Practice of the Appraisal
Institute. :

We meet the requirements of the Compelency Provision of the Uniform Standards
of Professional Practice. A statement of our qualifications appears in the Addenda.

Respectiully submitted,

Bermri J. Cannon Harris
Vice President

A Heawo

ames B. Harris, MAI
Prasident
AGD01846

AGO0A4T




SUMMARY OF FACTS AND CONCLUSIONS

EFFECTIVE DATE OF APPRAISAL
DATE OF REPORT

INTEREST APPRAISED

LEGAL DESCRIPTION

OWNERSHIP

SITE CONDITION

HIGHEST AND BEST USE

VALUATION GONGLUSION

June 1, 2005
June 20, 2005

Fee Simple Estate, subject to special tax and

special assessment liens.

APN 445-091-07

Final Tract No. 16590, Lots 1-7 and 9-17

Lot 8 of Tract 16590 is proposed for €2
affordable units and is not a part of the
valuation of CFD No. 2004-1.

Parcel 1, in the City of Irvine, County of
Qrange, State of Californla, as shown on a
parcel map filed in Bock 2, Page 2 of Parcel
Maps, in the office of the County Recorder of
said County.

Lennar KFPLE, LLC -

The developer is . planning to sell Lots 1
through 7 and 9 through 17 to merchant
builders. As of the date of value, purchase
and sale agreements had not been signed,
deposits had not been received and prices
were not made available.

The subject property began rough grading in
April 2005. The land within the Dislrict is
expected to be completed to super pad
condition by October 2005, when sales of
parcels 1o builders are scheduled to close.

The site has.a recorded Final Tract Map. The
site is approved for a maximum of 1,380
dwelling units, 90,000 square feet of office
uses and 19,700 square feet of retail uses.

Development as an urban master-planned
community known as Central Park Wast,

$90,000,000 MARKET VALUE
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The purpose of this appraisal s B0 estimate the Market Value for the fes simple
esfale, sublect fo spochl lax and spacial assessment fens for it the laxable property
within COFD Mo, 2004-1 {Ceniral Park Pemlact) (referred o herain as "CFD Mo, 200421 or
fhe "Distriot™} In the City of lrvine. The purpose of s sppralsal &8 o estimate the "As Iy”
Market Velus of the land subject i spadial tax under the cwnership of the developer,

The opintons set forth are subled 10 the assumptions and Hmiing comdiions and
ihe speciic sppraisal guiielines a3 sef fonth by the Sants Ang Unfied School Districh.

Funclion of e Banerd and b :

it is vur understereding that 1B appreissl report 5 10 Do used for Distric! bond
fnancing pumoses only. The sublect property s desoribed axre particulady within this
mporl, The Dorgds will be saued pursuant Io e Malio-Foos Conwnunily Facilles Agt of
1982, as smended. The madmorn sulhodzed hond indsblsdness for the Digtict &

$18.000,000,

CHart and Inforded Users of the Repord

This repont was prepared for our dient, the Sante Ane Unified School Digtrict The
irended users of the report nclude the SAUSD, i's Underwriter, Lage! Counsed,
Consultants, and polential bond purchaserns.

Acctding W speciiic inshuclions from the Distio! and the CDIAD guidelinegs, the
fotel valus conclusion includes the "As Is” sstimate of Markel Vilue ghving consideration
3 e single ownorship within the boundaries of OFD No. 2004-1, Any lands designated
for park, open $pace of dvie uses within TFD No, 20041 and ol subledt o tax or spuciyd
assossmant are not inchuded in this assignment. The value excludes Lot 8 of Tragl 16580
which islpmg}asm o be developod as affordable unils and not subject o special 1o,

COMBLUTING RUAL THIATE APSRAMIRD
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The and and site Improvernents are valued In thelr “As 13" pondition as of the
date of vaiue. The subject properly began mugh grading in Apdl 2005, The land within
the Disthict is expacisd lo be completed o supsr pad condifion by Seplember 30, 2008,
The slte has & recorded Final Tract Map, The site is approved for o maxioum of 1,380
dwelling units and 80,000 square faet of offive developmant, and 13,700 square fael of
rotall uses. As of the date of value, the reskiential development of the Uslict was
propused for 1,300 dwelling unite, which includes 82 affordable units that are sot a part
of thiy appraisal assigrnment and not subject to spocial . The proposed number of
units and proposed unit mix are estimates anly as of the date of value, which could be
subjedt o change dopending on maerket demand and the ultimate home builder.

We have analyzed the subject property bassd upon the proposed uses and our
opinion of s highest and best uss. We have searched v sales of condominium land,
office useland and retall use land to eslimals the valus of the propesty.

The following paragraphs summarize the process of collecting, confirming
and reporting of dala used in the analysis.

1. Gatherad and enalyzed demographic data Bom sourses induding
the Caliiomia  Depariment «of Flnance {popdlefion  data),
Empioymant Development Depariment of the Sigte of California
{wmpioyment data), City of bvine (zoning information, buliding
permit frends), City of bving Chamber of Commerce fdocal
daemographic ends), Hanley Wood Market intelligence {thousing
sales, inventory lavals, and sbsorpiion), and sales personnel of
compershle projects (maket trends of Inddddusl homs selss)
Sublect inforrnation was gathered from the developar/huider and
thelr consultants.

1. Inspected the sublects neighborhond and seviewnd proposed
produet and similar grodusts for consideration of Hinhest and Best
Uss of the proposed iols,

£. Gathered and analyzed comparabls merchant bulider land sales
within the lrvine market area, and residential atiached unit sales,
within the subject's pnmary and secordlary markel areas, Data was
gathered from sources including, Comps.com, brokers, appraisers,
builders aclive in the ares and developars within the Southem

DORMSHTIRG BEA SRIATE RPERAIRERS
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Califoinia area. Where feasible, date were confirmed with both the
buryer ard seller.

Gate of Yalue an oy
The opinlon of Mirke! Value sxpressed in this report is stated as of June 1, 2005,

The date of the appraival report is June 20, 2008,

The subject property was inspecied on nUMeNDUSs oosasions, with the most recent
on June 20, 2005,

Property Rights Anoraized

The property rights appralsed are 1n0se of the fes simple estale subjedd o special
tax and speciaf assessment fens of the real esisde described herain,

Froy

identiBoaton

The subject property consists of the lexable land within BAUSDY's CFD No.
2004-1, commonly known a3 the planned communily of Central Park West in the

Cily of Yvine, The District Is ocaled southwest of Jamboree Road and interstats
406 In the City of Indne, The proposed Central Park Waest consists of g 42758
sorg parcsl looaled within the 2,800 aore ving Busingss Center (IBC) &t the
northwaest comer of Jambores Road and Michalson Diive. The site s spproved
for & mmdmumn of 1,380 dwelling units, 15,700 square feat of mtadl use and
8,000 sauare feet of office usa,

The current development plans ars for 1,300 condominium dwelling uniis,
of which 52 dweling unlis on Lot 8§ of Traot 16580 wil be subjed & the
affordable housing rogulrerments. There are 17 lois within the bact proposed for
vedous attached rosidential developments and commersial uses, which are
described in the Proposed Improvement Description Section of this raport. The
District will be built in phases with absomption fo homeowners scheduled from
2007 through 2011,

COPSRETING AEAL ESTATE ATPHAIRERT
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Legal Description and Ownershio

As previously mentioned, the sublect of this appraisal inciudss one ownerstp,
Lennar KFPLB, LLGC, as of the valuation dats. The sublect properly includes 42.758 gross
acres within Tract No, 16530, which includaes parks, streels and the proposed sffordable
housing site. The District's Spacial Tax Consuliant estimaies approximately 30.562 acres
wilt be subject W special tex. The gross aores are according o the recorded ract map.
The ownership i as 1 appears on the recorded grant deed and title report.

According 1o the cument development plans, afl of the developable property wil
ba sold w0 merchant builders. The following table summarizes the lot and traot nos,,
proposed products and number of undts, Purchase and sale agreemenis have not been
executed and ssles prices were nol made avallable {o the appraisers,

CONBULTING REAL ESTATE APPRAIBERS
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The current owners scuulred the sublact property on December 1, 20, The
seiler, KFPLE Michelson Jamborse, L1LO wangferred the property 10 the surrent owner,
Lennar KFPLE, LLOC moorded as Document No. 2004001067980, The appraisers have
reguested, bul have not been provided detalls of the sales prive. The saller anguirad
the praparty on Seplembar 44, 2000 from Paker Hennfin Corp. Sincs that tire the
property has been re-entitfed and the City of Ivine approved the entative tract map in
September 2004, which allows for the current proposed Uses.

The current ownsr, Lenrew KFPLE, LLO plang 1o sell all of the developable land
to merchant bullders. As of the date of value, seles prices and the buyers legal names
were not available.

Definitions
Warkel Valus'

The most probatde price In lsrms of monsy which g property should ring in
a competiive and open marke? under o condllions requisils to o falr sale,
ihe buyer and zslier, sach acling prudently, knowledgeably and sssuming
the price is not affected by undus slimulus. Implicit in this definiion i3 the
consummation of 3 sale as of 2 specified date and the passing of e from
sefter to buyer under condiions whereby:

{2}  Buyer and sefier are typlally motivated.

by Both parties arp well Bformed or weoll advised, and oach adiing n
whiat he considers his own Dest Interest,

{vy A ressonable fme is sllowed for exposure in the open markel,

{dy  Fayment & made I terns of cash In LS. dollers or in terms of
firancigl srrangaments comparable therelo,

{8y The price represerts e aomed considergtion for the propery
sold unaffected by special or creative financing or sales
concessions granted by anvons assocdated with the sals,

¥ Prart B3, subsection 5831713420, Subchapter D, Chapter ¥, THie 12, Code of Federsf Rogulatons,

DONIULTING REAL ESTATE APPRASERS
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EHS

Assessed Value®

The value of & properly acconding bo the tax olls In ad veloram taxalion.
May be higher or lower then market value, or based on an assessment ratic
Hwst s @ percantage of marked velua,

foraned g poy s
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Fee Simple Estate’

Absciute ownorship unencumbered by any other nerest or ostale subject
ortly 1o the four powars of goverament,

Fes Simple Estate and Loased Fos Esiate Subjact to Speciat Tax and
Boscisl Assesemont Lisns

kmpincal evidenon (and cOMmon 5ensel suggests thal the saliing prices of
propedies encumbered by such fens pre discounted compeied io
properties free argd clear of such flers. In new dovelopment projeots, annus
Melio-Roos special tax andlor special assossmond paymanis can be
substaniial, and prospective buvers take this added tax burden Inlo scoount
when formulaling thelr bid prices. Taxes, indhuding spociat texes, are sl
digtingt from assoasmornts. Because foe simple ownershin B subled b the
governmantal power of texstion, but not the power o lovy sessesments,
appramers somotimes eal special tox and assessment ens differantly,
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The Market Value induded herein, reflects the value polential buyers would
cansikler given e spedial iaxes ardd encumbrances of OFD din. 2004-1 by
the Santa Ana Unified School District,
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Retail Yalue

Retsil value should be estimaied for all fully mproved and oocupisd
propertes. Reisl valus is an estimate of wnat an envd userwould pay for a
finished property under the condilions requisiie o  fair sale,

Btk Bale Value

Bulk sale wilue should be csfimated for gl vecant properties—both
urdmproved properties and improved or partialy mproved I unocoupied
peoperios. Bulk sals value is derived by dibcouniing retel valuss o presend
vakic by an appmorate discount rgle, trough @ procedure cafled
Discourded Cash Flow Apalysls. A seoond method is & use hull land seles,
These are sales of numerous indivicusl parcels sold ¥ one buyer, Dulk sale
vaiue i defined as follows:
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The most piobalds price, I 2 sale of 8 paoslh within 3 ol o
developraent praject, I @ single purchaszer of 5268 Io mulliph: buvaers, vy
# mgsonebie sheorpion perind distounted o preson! valie, as of 3
specified dele, in cash, or terms eguivalant & eash, oy which the propenty
rights shoub! self efter reasonable exposure, 10 o compeive market under
g condifons requistte o 3 fair sele, wilh buyer and seller soch noting
prudently, knowledgeably, and for sofinterest, and assuming het nalther s
under undue sirees.

Finishad Sita”

Land that Is improved so thet # & ey © be ussd ©or 2 specific pumose.
fimprovements nckade mugh gadaed site, streels In e sile boundery,
illies o the sils boundery, and 2f fees required lo pull uitding permis
gaRl.}

Blue-top Graded Parcet
Graded parcel o biuc-iop, whith includes streets cut and paddad lnls with
utdios stubbed 1o the sis and pordmelsr sheels in,

Bass-Traded ParceliSupe

Massgraded percel with uiifililes shubbed © the sile and permstor stresly
in

assumptions and Hmiing conditions:

Slendards Fole (S.R7) 2240} of the "Stndards of Professhral Appraisal
Pratice” of the Appralsd Instilule requires the appralser & “deady ol accumately
distlose eny edraos@ingry assumplon or Bmifing condiion that diesclly affects an
appraisel analysis, oplnion, or sonclusion® I complisnce Wil S8 2-1() and to gagist
the rader In nferpreting the report, the following contingencios, assumptions ond Bmiting
coriitions are set forth as follows:

4

Hid, Pege 334

CORETLITING BFAL EITATE APPRAGESS
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Contingencies of the Appraisal

Tha appraisal i= contingart upnn the sucrasshul lasuanes of bonds by OF0
Ho. 2004-1 with construciion proceeds of approximately S8400.000. The
rate and mathod of apportionment are based on public reports preparsd on
behalf of the Santa Ane Unified School Gistigt by David Taussig and
Assoriates.

The Marked Valus seported I this renorl sssumes g portion of the funding
for the infrastruciurs Improvernants fom the procesds of this bond ssuance
of OFD Noo 2004-1 Fublc nprovemsnds  subledt o possible
reimbursament are for schodl faciiies; water and sewsy Taciilies; and the
Orange Sounly Fire Authority facBlies. Please refer io the Communfly
Faciities Disfricd seport prepared by the Districts consultant, which identifies
the polenfidd OFD Improverments and services. Mlss pleass refer 1o Fie
Aughority  JOFA, which Kenfifes the fre suppression and  protection
faciities.

The developmend slite cost information wes prapared by the developers In
house engineer and BY Dnginsering, bving, CA His a confingency of fhis
appraisal thae the oosts are all the costs assoniatod with dovelopmerd of the
District and that they satisfy the Conditons of Map Approval and the
Development Agreement with the Gily of ivine. These cosls are sasumed
o be corvect. We have not engaged an indspandent cost sstimalor or civil
angingsr fo awamine the ressonsbleness of the developmen! ool
estimates. Any varance in devalopment Gosls could aller ow value
consiusen.

The ullimate merchan! buillders ars nol known as of the dale of velue
Theretors, final bulding plans 2re not available for review. Dstalfied
vailtical construction costs and indiree? indract costs have been provided
by the developer, Lennar KFPLAC LLE, The direct congtruction costs and
inddlrect construction costs ysed o the Valuation secion of this report are
considared the bast information available as of the date of valuation. The
aporaizars have requesied that the cost informalion provided be
consarvative and on $he high side of thelr expecied cost fo develop the
sites. The fme-line for the consinuction cosis has alzo been provided by
the develpers consullar based on the cwrent number of proposed
maldings per project and ocoupancies as outlines in the Developmental
Analysds, §f & a spociffic contingency of this appralsel and valus that
the cosis and fhme-dine for the cosis vsed In the Valuation of the
Digtrict wra reasonable and simifar fo the sofusl construction cosfs
ang fimeline at the fime of development of the {238 propased
dwefling units. ¥ the actpal costs are higher andfor the timeline for
#he costs is fasier than the cosls used in veluing the Districi, the
value conclusion could be lower.

COPSULT D Hy A, EFTRTE APPRAIZERS
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The sublect property has been under environmental monilonng and
© orgrnuliadion sincg 1080, A of the oosls assotiated with anvirmmendsl
izsues are the responsibiily of the ongngl owner that couscd the
contamingtion, Parkerdannilin, # I & spoclfic condingancy of the
asppraipsl and velues intiuded horein, that apy sddifonal costs
assgniated with fpthe remedistion are born by Farker-Hannifin and
there {8 no Hme dofay in site or enil constrection. 1t s e spegific
assurapiion of this apporaisal that the site i free of any onviionmonis
mazards.

i s owr understanding thet the City will require an addiionst Bie
Assessment for aach kol within the District upon further dovoloomont of
egrh condaminium ot 4 I8 a specific sssumption snd contingency of
this sporaizel and valire tht no further repdiation will be reguired
ard the Umedine for dovelopment as currently envisioned will be mot,

Agsipvptions and Limiting Conditions of the Appraisal

Mo responsibiiity is assumed by your appraisers for matiars which ars legal
in natge, No opimion of Ble is rendered, and the propety Is eppraised as
thesgh fres of all sncumbrances and e ile marketable. No survey of the
boundares of the propety was undedaken by your appraissrs. All arens
amv dimaensions Brrished o vour appraisers are presumed W be corrant,

The dale of value for which the opinion of Markst Value is expressed in this
reaport is June 1, 20405 The doflar armount of this value opinion is based on
the purchasihg power of ihe United Siates dollar on that dale.

Maps, plals, and axhibils ncluded herain e for Blustration ondy, s on ald
for the reader i visudizing maflers discussed within the report. They
shouk! oot be considered as surveys or refied upon for any offer plepose,
nor shauld they be mmoved fom, mooduced, or used apart from Bis
report,

O, gas, mineral dghts and subsurface rights were not considersd in making
s appreisal unless othomise siated and are not & part of the appraisal, if
any exvist,

We were provided with a geolschnical report prapared by Lelghion and
Resociates, Ine dated Jenuary 27, 2005 for Lenngr KFPLB, LLC, The
reportad concluded that the proposed development is fessible from e
peotechnicsl standpoint provided thelr recommendations induded in the
raport are incorporated in the prolact plans. For purposes of this appraissl,
e sob s sssumed 1o be of adeguate oad-bearing capatly B supnot gl
uses considered under our conclusion of highest and best use.

The appraiser bas been providad with one e report thal covers Tract Bap
Mo, 18580 The repor was prapamsd by Horth Amerlcan Tlls Company

CONEULTING REAL E5TATE APPRASE S
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damd June 3 2008, order number 70028 34-23. The report incudes
raarBrous sasements Tor City snd utility purposes, and noldenisl purposes,
Tiw titls repor disclosed 2 “notioe of spesial tax Ber™ for botk Ine Bonta Ana
Unified School Disricd CFD No. 2004-1 and the Clity of nine OFD Mo
20041 A Deed of Trust for $108 000,000 dated Novermbar 30, 2004 was
slso reported. For purposes of this sppraisal, we ars not awars of any
easemants, enoreachmenis of restricions hat would adversaly effact the
velus of the subissl properly. A copy of e Btk report i refnined in o
anpaiser's work fles,

trdorration conlained in this report has been gathered from sourtes which
ate beflevad o be ralisbis, el where feasible, has bsen verified. No
responsibiily is assurred for the acouracy of information supplied by others,

The parcel si7es have been coloulotled by the enginserng fim of BY
Erginsering a5 shown on the reoorded trad map. We have reliad on their
opfoudatione Iy ootimating acmage. Our value estimale is, in pait based on
the accuracy of this information,

Since earthouskes ere common i ths ares, no mesponsibiily s assumed
for thelr possible Impact on Individos) propertios, urdess defalad geolugic
reports are rrads svailaide.

Yo appraisers ines I a8 far as possible by observation, the lbnd
howewer, § was impossible o pemsonally Inspedd condifons bereath the
saf, Thersfore, no represseniations are made a8 lo these matfers unless
specifioally considersed In the report.

The appralscrs assume oo res ity Tor economic or physical faciors
which may ocour after e dale of this appraisal. The appreisers, In
rendening these opinions, sssure no mponsibility for subsequent changes
i management, fax bws, envimnmentel fegulglions, economic, of physical
fators which msy or may not affecd said conclusions or opinions.

Mo enginearing swvey, legal, or snginsering analvsis has been made by us
of s propedy. i s assumed thel the legel descoripton and areg
computations  furnished s masonebly accurals. Howaver, 1 I
mendad that such an anslyslz be made for exact vadfication through
approprisle professionsls befoes demising, hvpothessting, purchasing o
tergding ooours.

Unless olherwles staled in this mport, the avistence of havardous
substences, chuding withaut Bmitation ashesios, polychiorinstad hiphemds,
pefroleum eakags, o agricullural chemicals, which may or may not be
present on the properly, of ather ervironmental conditions, were nat called
io the aftention of nor did the appraisers become aware of such during the
appreisers’ Inspection. The appralaars have no knowledge of the existence
of such malerals on or in the propery undess otherwle sialed. The
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appraisers, however, are nol quslified fo fesl for such subsiancss or
sondiions.

The presence of such substances such a8 asbesios, wes formaldahwio,
foarn nsulation, o other hazardous substances or erwionmantsl ondions
may affect the welue of the properte. The valup oslieatsd Swreln i
predicated on the assurmnpiion that there & o such condiion on of In the
property or in such progimity thereto that Lwould cause 3 oss I value, No
responsibilly is assumaed for any such condilions, nor or any exportise or
srginesting nowledge required o discover them. The clant s wiged B
retain an exper in the feld of ervdronmedal impacis upon rasl asiate ¥ 8o
elemirag,

The cost and availsbilily of fhanclag heip determine the demand for and
supply of rest ostele and therefore affect resl sstate values and prices, The
ansaclion price of one poperty may differ fom that of an identicsl
property because financlng arrangemseds vary,

trpr farecasts of Liture avents which influsrce the valualion pmcess are
pradicaiad on the continuation of hstoric and curvent frends In the markel,

The properly sppraived s assumed 1o be In ful compliance with &l
applicable federsl, siate, and local envirorrrenidd regulations and fows, and
the properly s n conformance with af applicebls zonihg 2nd use
oufinancesireviictions, unless oiherwise starsd.

Wa shall nol be required, by reason of this appmisal, to give testimony or 0
be n atlendance I cost or any govermnmentsl or olher hearng with
refgrents o the propasly without prior srangemends having frst haen meade
with the appraisors relative 1© such additions] emplovment.

I the everdt the soprglsers o subpoenged for 3 deposiion, udicial, or
adminialtmative proceading, and ars ordered to produce their appralsal report
and ey, the sppraizers wil mmediately nolify he client.

The apprafsers will appesr af the on, judicial, of adminishative
hezading with thelr appraisal report and fies and will answer sl queslions
urless the ollend proviles e sppesisers with legal counssl who then
structs them not o appesr, insbucls them nol b produce cerdaln
docenents, o inshucts them not B snswer cerlain gusstions. Thess
sfructions will bo overidden by a oowrt onder, which the apprafsers wil
follow i lngally required © do 30, 1 shiall be the responsibilily of the dient o
obdain & pmlective order.

The apprssers have personslly inspected the subject property; however, no
opinien as b stnucteral soundness of proposed Improvements or conformily
o Ly, County, of any other sgency bulding onde s made. Mo
rasponsibility for undiscloned structural deficiendies/sondifions s assumed
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by e sppraisers. No conslderaion has been given in this appraisal to
parsons property ocaled on he premises; only tho real estale kas been
comsidersd unless olherwise spacified.

James B Hards s 8 Member and Ber] L Cannon Mamie s an Associale
Member of the Appraizal inslite. The Bylaws and Reguiations of the
Institule mpire each Membor and Assodates o contred the uses and
distribution of each appraissl report signed by such Member o Assackies.
Exvept as hersinafler provided, possession of this report, or o copy of 4,
does not carry with # the doht of publication. B may not be used for any
purpose by any person other than the parly 1 whom 18 addressed withod
the wiitlen consent of the appraiser and In any ovent only with properly
wiitten qualification and only 1 s enlirety,

Mefther aft mor any pedt of the contenis of this repon (especially any
sonclusions as & value, the identty of the appraisers or the fm with which
they are conneclad, or any referonce (o the Appraissl Institste or the KAl
dasignation) shall be disserminated to the public througn advertising media,
public relations, news media o any other public meens of communisation
withaut the prior consent and approval of the undersigned. The Santa Ans
Unifled Schoot District, its Underwritsr and Logal Counsal may
publish thls report in the Official Swement Tor this Community
Facliltins District .

The acosplance of and/or use of this appraisal report by the ofient or any
thirtt party constiutes acceptance of the following condifions:

The Habiiity of Harris Realty Appralsal and the appraisers
responsible for this report is imited to the client only and
ia the e actually recelved by the appralsers, FPurthes,
there is no sccountabllity, obligetion or Hability fo any
hivd party. If the appraissl report is placed In the hands
of anyone other then P client far whom this report wes
prepared, the client shell make such perly andior parfles
aware of 3l Hmitlng conditlons and assumptions of this
asgigrment s refaled discussions, An f whi 1808
of rellss upoy eny information in this report, without the
preparers wiitien consent, does 5o ot his own risk

if the olient or any third parfy brings legsl action against
Hayris Foally Appraisal or the slgner of this report and
the appraisers prevall, the parly initisling such feps
astion shal relmburae Hards Reslty Appraisal andfor
the appraissrs for any and all costs of any nature,
including attorneys’ fees, incurred in thelr dafonsa.
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AREA DESCRIETION

The following section of this repon will surmmarizs the major demographic and
sconomie characterstics such as @z&m@?‘m, smpioyment, inoome and other perlinent
characterstics for the Southem Californie region. Urange Cownty, the City of irvine and
he sulbest market arcas.

thern Califomia Regional
The Southem California region, as defined in His repest, SnReompEsses six

indhvidusl counties mcuting Los Angeles, Urerge, Riverside, San Cemarding, San
DHego, and Ventura Counties, The Southarn Callfomis reglon extends from the California-
fexico border on the south to the Tehachapi mountain range on the north and from the
Pacific Geean on the west o the Culiformia-Arizons border of the east. The region covers
an gstimated 38,242 square miles and embodins 2 diverse spectum of climales,
topography, ared favel of wben development. Plesse rofor o the folicwing page o7 o
fonation map.

Population

The Sosthem California region has added about 7.6 millon new mssidents sime
1880 as indicated in the table shown on page 16 According io e Californta Depattment
ef Finance, the most recent data sealiabde indicate that as of Janusey 2005, e regional
population stood af over 20.8 million. ¥ the region were 20 indhddual state, it would rank
4s one of the most populous In the nation.

Bincs 1881, anmunl population galng from naturgl ircrease and immigration Rave
rangad from g low of 131,400 persons i 2002 up o 568,645 porsons in 1989, These
figures reprasent aanual gains of 0.7% 0 3.5%., Duning The mast fve years, e populstion
of the sik-county Southern Califormia reging grow by 0.7% 1o 1.8% par annum,

CIMGULTING BERL ESTATE APPHMSE
14

Regiong Map
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As of Jaruary 2005 the population of the siv-county ares stood gt 20,570,900
persons. Looking toward the fulure it is estimated that the reglon’s population wif continue
o climb as new residents seek oul the southern Califorsia ares. Durng the sconomic
downtum from 1992 thipugh 1996, and confinuing through 2008, the popadation growth
rate declined compared 1o the growth sxperigniced in the iate 1980s.

Foputation Trends
4980-2008

" A 1, 9980, 1990, ancd 2080, o othey years January b
Souroe: Dalfomia Depariment of Finance. 5108

The future rate of growth will depend on a number of faciors that may dramatically
affect the region. Same of the major faclors Include avaliabilty of developable land,
availability of waler, national sconomic cimale, and public policy foward growth and the
asshrllation of @ large number of new foreign ivwmigrants. The continued growth of the
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popuiation within the region, even during periods of economic siow down, provides »
positive ndicator as 1o the desirabliity of the Southem California region,

Employment
in conjunction with the population growth, 2 key indicalor of the regions economic
vitedity is the frend in emplovment. The maost common measure of employment growth is
the change In non-agriculiural wage and salary employrsent, The table below Busirates
the nor-agriculiural wage and salary emplovment rends in Southem California,
Southern Catifornia Reglon

Employment Frands
$983-3004°

04 penchmark
Somen: Employment Develonment Depeiment AHE

in the Southem California region, average annual non-agriculiural emplovment has
grown from 5881000 jobs in 1983, 1o a pesk employment of 8015300 in 2001,
Employment dedined o 8,005,100 in 2002, This decline was mostly caused by a 40,100
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ok deoroase in Los Angeles County. In 2004, amplowond dimbod 1o 9 now recond loved,
8145500 This was In splite of Los Angeles Dounty only adding an additional 14,000

ooz, This represents an inorsass of over 350,000 naw [ohs over the past e vears.

Az the econormy enfersd Into an sconomin recession during the elter par of 1890,
amployment griowth siowsd. The average annual gain in 1800 was approdmately
TB200 obs or 1.7%. In 1882 when the £l weight of the recession was fell, arca
amplrament suffored the highest annusl dediine in jobe regisiersd in the izst decads,
osing nearly 204000 obe or & porcentage decmase of 2.0%. This was ioliowed by
further smployment declines of 103300 bs In 1983 # sppears that by the middies of
1994, the sconumis recovery finglly began o ke hold in the Southem Califomia reglon,
Tho amployment date Tor 1994 indicaled s sight inorease of 37.300 Jobs or 0.6% for
1884, The adverse employment issuss expefienced i the prior three vears had abaled,
The anmual gverage emplyment 7 1885 erhibiied & galn o7 132400 new jobs (70 2.0%
inoresse, and for 1088 an estimated 118,400 new jobs were added. In 1987, iota! non-
agrimdiural employment stood at 7.2 million, finally exceading the prior high in 198D Asof
yesrand 2002, empivyment was over 8.0 milion, Forecasts prior o Beplermber 11, 2004,
inthcate hat job growth would continue o De posilive in 2007 and increass moderately
over he ned one 6 b yerrs. Mowsver, wilh the teorodst atlack on the United States and
the confiiet with Fag, most econnmists 8fe saving we wens in 3 fiat b sightly dedining
econoiey, during 2002 and frst ha!f of 2003, but that we began moovery during the
secpnd hall of 2003, 2003 showed 2 sral ncrease over the pevious high mark in 2001,
2004 bad a modersts galn over 2003,

Ermployment among the indbidual industry categories meflects some fundamentd
regional chenges in he sconomy dusing the past desade. The level of mindng activity in
Southern Caformia condlnues to sleadily decins as reflecied In the consistent deorease In
mining ergioyment. Consbuction omploymant, as of 1980, was of 8 bigh ievel n
maponse o the level of construction ackivity that had oocurred in the region durdng the
past five yoars, During the perod from 1801 through 1994, construction employment
dedined in respoense 10 dadreased residentinl and commersisl construction sclivity. From
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18984 Hwough 2004, as the economy rebounded, residentisl conshuclion horeased
bringing back roee than the construstion Jobs st during the recassion,

Total manufaciuring smployment i the region has oxhibited litle galn from the
levels reoorded in 1980, Due © the high labor larel, and capld cosls in most of the
Southom Calfornia region, some menufeciurng fims heve expended or refocated their
rrmnifactring oporations oulskle of the ama,

The Southemn Califomiz economy, which historically depended hesvly on
asrospacs and defense relaled smpbyment, hes been deall a doubls bow, First from the
eduction of the space prgram and reduced defense spanding which sWfectsd
manuiacturars and suppliers, and second from the closure of several military hases which
has had e ripple sffect throughowt the local sconomy. Areas heavily dependent on military
sperding will be impacted as the urts are deploved sbroad.

The fingnce, Msurance, and real estele FIRE" smploymen ohlegnry grew
rapidly as the sconomy recoversd fom the $084-1882 nationgd recession. As e
aronnimy entesd & new recessionary ovole, the FIRE smployment seclor sxhibiiad fitte
arowih fram 1991 #hrough 1806 Bome of the manuiaoturing and aerospace jobs
parmanently displaced from the sconomy ware siovwdy being reslaced with adminisirative,
markefing and research emplovment. # s reasonsble 10 assume that similar stagnant
greveddlt iy thig aren will be experienced during the curren eoonomy,

The employment groug thet has coniribuded most 1 the employment growdh In te
ragicn s the servics seclor, Since 1580, the maionity of 31 new jobs have been orealed n
e sendes category. The sendce seotor was the leader in new job growth during the
years that followed the sconomic recovery ror the 1980 moession.

Soearmment employment Bl © minoy the growth of $e population st &
sendess, It s epented hal government smptovment will grow at & rete sindiar 1o the ares
popuiation. The lulure smployrment growth In the Southem Califomia region is axpected
to continue but at & lavel moderalely lower than recent years. Factors that will affect
employmant growth nvlude the direction of the naliona! economy, wage lavels, housing
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prices, and populslion frereds, Glven the nationad disaster of September 19, 2004,
govemment should not experience lavolfs; on the contrary, growih partictiany in the
dalense seclor shouid ocow. Howsver, the Calfornia budge! defisht has negathvely
wnpacted both state and looa! goverument employment.

o

Lounty

Crarge Courty, In some aspects, s minored e ends of the Southern
Califomia reglion, while other chavactonstics bave charted 2 unigue diraclion,

Urange Counly sonsigte of 34 individual offies and mamercus unincomoratied
sormmuniies, Omnge County is bounded by the Paclfic Ooean fo the west, Los Angples
Coundy o the norih, Riverside County o the east, and San Disgo County o the soulh.
Oramge Coundy offers a wice varicly of erain Fom the Paclic Gosan beaches 1o foothdl

mnacaws

& strafegic location and qualily of ifs are the primary Baclors for Crangs County's
avplulion Fom g rural, apncdllural dominaled esonomy, into a oremder urbanized
commercial cander. Prior i 1850, the coundy wag tovsidered o be 8 beoom comimamily
of Lo Angeles County. Daring the 18508 and 1969%%, mprovements ity Bis barporialion
retork and economic growih in Los Angeles Coumdy gave tize o e suburhanization of
Orange Counly. By the 1970, he commendal and industrial development ransformed
the counly o an whardred commerdial conler. Today, desplte the savere economic
downtum of 1981-1888, the filing of bankruptoy It Dscember 1034 and the 20012002
moession, range Colnly remaing one of the most sconcmicelly vibrant and diverse
compenents of tha Southern Califomia rogion,

Populzton

Crangs Counly has added over 1,000,000 pew residents since 1980 s Husiralad
in e lowing eble. The most recenily relezsed population data indicates that as of
January 2005, the countpwite population Stood al 3,058 200 residents. Annusl popuiation
gains from nehesl increase and imemigrstion have ranged from 33,811 to 70,685 persons
aryrsally, sinoce 2000, These gains represent sanual changes of 1.2% © 2.8%.
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Popuiation Trends

©80.2005
Average Annual Change

Ao Mumber Paronrd
[ Bia g vad - o
1A 41870 2.8%
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e e o 1%
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SHiam e i fan
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b A 1, 1980, $980, and 2008, af oier years Jamary 1.
Source: Califonda Depertment of Finanze, LS. Cemsus 505

{uring the sconomic downfum from 1892 through 1996, the populsfion growth
rate declinad compared o the growth experenced in the lale 1980, The futurs rate of
growth within the County will depend on a numbaer of factors. Some of the maior factors
nclude aveliability of Jdevelopable land, availabilly of water, national and regional
sconomic climale, and public policy towerd growth and foreign iImwnigration, As indicated
on the preceding table, population has horeased 45,0002 persons durng 1998 and 1997,
over B3.000 persons in 1999, and over 70,0002 persons in 2000, This increass was fhe
highest in over two decades. As expected dus to the slowdown in the economy during
2000, the population increased by only 34.000% persons, then increased by almost
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50,000 parsons in 2001 and 2002, During the st two vears, the inorease was 38 500
parsons and 38,600 pormons, respectively,

The aress within the County which w#l condinue to expardence e lergesi share of
e new pomialion aowth will be the arses of ivine and Tuslin where former military
hages we to be reused and developed with & multilude of uses Sﬁdééing housing. Bis
serpaciod tad South Orenge County will continge o provide housing opporiunilies gs
dovelopimerd continues south of the masier plannsd communily of Ladera Rangh,

Employment

Crnge Counly is one of the most diverse economies i the nallon, «ih
asrospacs, financial services, research and development, and touriem the major Indushy
groups. In eonjuncion with the population growth axperenced In the past dacade, the
employmend base has coninied 1o expand and diversify. The County is an smployment
center for suerounding areas, especially the inland areas of Riverside and San Bemardico
Counties.

A of Aprl 2005, Orange County had an unemployment rate of 3.5%, compared {0
the Califamia rate of 5.2%. The most common moasure of employment growih s the
ncrepse I ronegricediural wage and salary eoployment. Diaing the 1080%, the Qrange
Counly cmploymoent base expanded repidly as the ares becams ¢ Bnancial and servios
certer in the Bouthem Califtemia ragion,

Total sonegriculitual employment geew Trom 880 200 jobs i 18838 1 1172400
jobs In 1980 This rereseriad an horease of nearly 300,000 new jobs orealed in e
county dusing Bhe period from 1882 through 1950, The annual aversps smploymend fipuee
for 1961 fell by 25,700 iohs and o father 17,700 iobs In 1832, the steepest emgzé{}ymefsi
declines In over 20 years, Eaming 1993, an adoitional 10,800 jobs disspposted. This
sharp drop i the number of Bbs was a direct result of the sconormic recassinn which hit
the Californm markel srea in Inte 1090, The sconumic situation Degan © Improve by mid-
1884, and the 1894 annual averago indicales an sddition of 11,400 now jobs from the
$5983 anmusd average. The 1985 anusl sverage emplovment was up neardy 25 0060 new
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jobs for 3 gain of 2.2%. During 1986, 32,500 new jobs were added bringing the lotal
amployment 10 1,184 200, which was higher than the provious high exhibited in 1380,
During 1997, total employment increased to 1,245,000, a 5.1% growth. For 1998, otaf
employment was 1283400, up 48,400 new jobs over 1997, This growth continuad in
1998 with & tofal of 1,345,100, up 57,700 new jobs from 1988, For 2000, employment
ncreased 43800 jobs, or 3.3%. Prior 1o the tenorist sitack on the Unlied Staiss, the
Chapran Heporl predicted 3 2.4% growth for 2001, However, the actual growth was only
1.8%, or 24,800 jobs. Clearty, iob growth was negatively impacted, but not as much s
other counties with less diversification. Job growih was negative In 2002, with 2 loss of
103,700 jobs. Job growth in 20003 increased 10 22 5300 jobs, In 2004, the ot non-farm
employment was 1,460,004, an inorease of 2.4% or 34,500 jobs.

Employment Tronds 1883-2004°

2003 benthurask
Souree: Emplovment Devetopmrant Dosrrnent - §65

During the period from 1880 through 1884, the employment decline came at the
expense of aerospace and defense related firms. Employment among the individual
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indusy categories relfiacts Rawdarmental changes in he Urenge Counly economy during
fhe past decade. Construction amployment gaind were substantial follwing the 1381
1982 recession In muponse & the high level of construcion actly which oooured in the
ooy during Bie perind from 1884 fo 1888 As consbucion acthly dooreased due o the
recession in 1990, conslaston employment dedined sipificantly.  Construction
gmgioyment began o incregse in 1084 a3 resBendis corstmiction febounded. The
resurgence in residontial conslruclion was 8 resull of renewed consumer confidlenos i
the scoromy and lower imerest rates, However, he Desermber 1884 Orangs County
barkrupiy, now fesolved, put Bn Fnmediale Dalt fo such resusgence. Starting i 1987,
ard contindng info 2005, consumer confidencs relumed and residential home salss
continued o be sirong, with continued price howases Reportedly, home sdes wanm o a
near glop, in the mmediaio altermath of fhe temons) gliodk, However within Qrange
County, ¥raflic of new homs projects rsumed o near nomsl levels subsecuent i the finsd
wmoreh folicedng e allack. Duning the almost Tour vears sinoe the slack, the market hes
contiaied 1o improve, with pricss 8t ecord bigh levels ang sianding ventory &8 recond
fowe izvels, Due o the very Imifed supply of rew homes In Crange Gounty, reost experts
arg predicling continuing near normal seies acihily,

Sinoe the peak manuiaciying employment in 1888, the number of menufacturing
jobs in Ursnge County daeclined nemty 20% o of 1995, Betwoon 1995 and 2000, there
was & 0% norease v pbs, including almost 25,000 naw iobs. However, sive 2000,
mamdactu g jobs heve declined ever 18%. Due o the high lebor, cagilal, and housing
costa, many {range County manulachuring s have swoanded of elocald some of
thelr manufacturing operstions to adibining avess suth as Riversids, San Bemardino, and
San Blego counties o lake advaniage of e labor 010 and lower land sosle. In several
capes, dug o the percsived high cost of doirg business in Orenge County, firrs have
refocated outside of Calllomia. The saajodly of the manufeciudng Seme remzining in e
Courty are aimall oparations,

Transporiation and public uiliies employment lend fo miror populgtion growdh,
Employmont in the rade scolr opanded rapldly following the retsegions n 1988
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ari 1984, During the recent yaars, the trade groun has grown in response 1o the growth in
refall activity within the County.

The finance, nsurance, and real estate ('TIRE”) calegory has expanded by 35%
during the last ten years. During the recession from 1991 o 1994, the FIRE calegory
reflacied Bie decline in the financial services induslry and e siowdown of the real esiate
market, Some maenufzciuing jobs which have et the County ame being replaced with
management, administrative and derical employment,

Since 1080, over 315,000 new pbs have been oreated in the servine saclor, with
84,800 jobs added since 2000, The service sechyr will confinue o play & maior role In
employment growdh during the nexd few vears. Govermnment employment is expecied o
grow at @ rale propodionate o the ares populstion. The Orange County bankrupioy had
some minor negative impact on local govemmen! employment as County persormet wers
reduced as g cost savings measure, however, govemment iobs are up 20% sines the
bardkmpcy.

The ten largest employers in Orangs County are shown below.

{rancs Cen en Largest Bmy

Source: Orange Counly Business Joumal - 2004 Book of Lists

The employment growth in Orangs County resumed as the economy rebounded
frorn the rocession in 1998, bt gt a fevel moderaisly lower than durng the lale 19808,
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Every vesr since 1086 had o new rocord employment level until 2002, A new record
employmernt lovel was reached in 2003 and agsin in 2004, Faclors that will affect
employment growth inglude the disgction of the national and osal sconomy, and
conswmer confidence, Due 1o the temorist attack on Saplember 17, 2001, and the rag
confict, consumer confidence has besn negatively impacted. Howevaer, the impact 1o
Orange County has been minimal. The County experienced a mild recession in 2002 and
He st half of 2003, but that began recovery during the second half of 2003 which has
continuing info 2005,

Income

Tha 2005 median household Income In Orange County is estimated 1o be 386,895
and the average household incoma is 588,789, These figures are significantly above the
Southern California region average. The higher income level iz due fo the higher
percerdage of fnancial, insurance, regl estate, and business service amplovmant which
wpically have higher wage scales.

Orvangs County
Household income Distribution
2468

17 Parcent of total distribution
Beapns: Clardas 8405

Approvimataly 44% of the Countys houssholds have annual income over
$75,000. This high income level, in parl, provides the financial means fo support the

cordinued demand in the residential market
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Retall Sales

For Orange County, taxeble retall sales have incressed from $8.5 bition in 1980 1
an esiimated $32.28 bilion in 2003 (the most recent data). Diuring the peviod from 1887 1o
1988, annual increases ranged from $1.1 10 §1.3 billon, or 7.1% 10 5.8%. As a result of
the recession, retall sales declined by 4.4% dusing 1887, A slioh gain of 0.5% ocourred
during 1992, and relail ssles rempined stalic at $16.8 bilion In 1883, The 1084 data
indicates sates were 4.4% higher, A simillar gain Is shown for 1998, Retall sales increased
6.5% in 1988 o $19.45 billion, and by 7.9% in 1997 to $20.90 biion, The 1884, 1995,
and 1990 relail salos gaing were the first significant increasse in refed sales since 1983,
The 1997 and 1980 faxable sales showed continued growth with 2 7.9% increass, and 2
7.0% Increase. Sales for 1988 and 2000 noreased 10.4% and 10.9% to $27.4% bilion. In
2001 the sales growth declined o 3,8% or $28.52 billion. For 2002, sales increased 4.0%,
up to $29.68 bilion. During 2003, taxeble retall sales otalad $32.29 billion, this was an
&.5% incroase,

Retall Sales Trends'
18282003

Retail stores, taxable relail sales ol
Soure: Siste Board of Equalization 1455
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The etall sale dala is nof adusied for inflalion so the real decling in retail sales
which ocourred during the recaesslionary perod & greater than the unadjusted numbers
bficats.

The dacline during the eardy 1390s revession was lkely coused by several factons
working iy conjunciion. First, consumer sonfidance 2l sharply during the early 1880
recession due o inoreasing unomploymant and urcedainty it the ph markel. Houschold
appiiance purchases and other big ticket Bem purchases wers posiponed. Secondly, the
rotnd movket had shified Trom radiliong! edis encherod by Tdeporiment stores” o
spacialized superetors, warshovseldeb stores and Yoflprice” cenfers. Thesa chaln
aperaicns offer relall coods ot redured prices dus B lowsr apomiing oosls and lower
profit margins, This may have coniribuied o the overall decline in the tolal retall sales
figure. The resurgence in relall sales between 1884 and 2000 was a direct resull in
renawed consumes confidence. During the recent racession and the temornists atack on
the United States, consumer confidence weakened as avidanced by the tower relall sales
growih during 2007 wnd 2002, The dedine in the stock markal alse added to the dedine
in consumer wealth which diroclly Impacts rotall salos. In 2003, the solos incroasc s

dollars was the second lerges! in history, 2004 sales figures have not been reporied.

Roat Eatate

{nring 1950, the slowdown n the nationa! sconomy and the poblems within the
savinge aad en indushy resuliad in dlowsr sales arlivily in most Southern Californis el
estate markets, ncluding the Orange Courdy ares. Further declines ocourred through
1881, 1862, and 1993 ss lenders rermined cautious snd developers found finencing for
new m‘@i&;m chifficult o obdain, Beghwing is 1994, some homabuvens realized morigage

foen reles wers et thelr lowest levels in over 20 yoars and entered the housing markest,

Az ths national sconomy, and & 2 lseser d

s loosl econoly, began an
eronomie racovery, the Foderal Reserve Bank nereased the federal fund mie during
1884 and sarly 1885, Although the Fedaeral Reserve kept tha foderal funds rals siable
during mast of 1994, shod tem and long fem intersst rates duchuated during 1856, Fales
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remained stable in 1337, 1998, and sarly 1999, In mid-183% and 2000, the Faderal
Reserve increased interest rales. However, rales have dedlined rapidly since 2001, io
record low levels, alhough rates have recently noressed slightly from the record low
leveds, Recently, local morigege retes are In the mid to high 5% range. I appears that the
mdivation behind the monitoring of interest rates, o keep inflationary pressures s check,
s working. Should the sconomic recovery accelerate above an “accaptable” growih rale,
# s the Federal Reserve Board's contention thet infletion will horssse. Two o thes
percent increasas i long ferm rales would have & dampening affect on home sales.
Howevar, given the recent evenis, a maior intrease in fong-lenn rales is not fikely for the

next gix to twelve months.

Even with anticipated slowing in population growth, Califomia wil be adding
approximately one million new residents every two vears. Although the 1980°% witnessed
a subsiantal amount of new home buliding, this aclivity did not keep pace with the influx
of people. According o Hanley Wood Market Intelligence, thers is again pent-up demand
for housing. The problem in most markets, ncluding Orange County, is affordability. The
rapid increases in values ip the late 1280's caused a remendous affordability gap in the
caastal melropolitan areas. This led to unprecedented growth In the Inland Empire areas
of Ban Bemardino and Riverside Countles as people sought affordable priced housing.
Currently, the affordability index is at historically low levels,

The iable below shows Orange County in relation to the remaining Southemn
Californie countles for median mice and number of dwellings sold.

Sourpe: DataCuick 505
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Bwing e pedod fom 1988 Ywough 1989, housng velues sppreciated sl rales
approsching an average of 15% per annum throughout much of Drange Coundy and
Southern Caliomia. Dudng Be peried fom 1990 thiough 1993 a3 the soonomic
recession influcrced 2% sepments of poterdial homsbuvers, the mis of houss price
appreciation Yell dramatically with decreases of spproximaiely 4% fo 8% per annum.
Dering 1936 home prices stablized, angd most new subdivisions sxperdenced sigrificant
price ingreases from 1097 1o the gresent e, The combined median new home price,
which inciudes aftached and detached products, sxcesded the $300.000 barder ko the
first e in history in March 1908 and as of Aprl 2005 is gl $887, 000, Madian now home
prices incregssd 140% b jusl over six years. The median price increased 37.7% over e
past 12 monthe. Sales volumes incressed during 2003 sl the first haf of 2004, 1o near
reonrd lovels, buf heve been declining over 1o laet yesr. Btending unsold invenifory Is al
historically fow lovels with about 2 onemonth supply. MHowever, unsold fwentory s

sigaificanty higher than one year ago.

The City of bvine is localed In cenbral Orange County. |t was incorpomsted an
Dacember 28, 1571, though e Jife's origing dale back to the 18807s. &t 8 adiacent fo
Tustin and Sania Anz fo the west, Lake Forast 1o the sest, Newpord Bauch o the south
ard e unincorporated amee of Omnge Counly o B northh The more s
uninoomerted areas of Crange Courdy are caled northeast of the Oy limils, irvina &
acpessibie from the Banie Ana Fresway -8), e San Dicgo Froeway {1408), and the
Costa Mesa Fresway (5-85), whils il roads ars adiacant fo fhe Dy, Ploase refer
to the nexd page for 2 neighborhors] mag of the District,

by 1884, James invdne and two partners purchased the lame ranch, which had
heen assambiad through Mexican and Spenish lerd grants, In 1878, bvine bought oul s
parinerd, In 1884, lving's son, James invine B, incomporsied e land beldings a8 The
rving Company. For decados. the ranch was used for agdculture and graving. But as
urhanization alinued fo move south from Los Angeles County during e aarly 1960s,
e company's direcions aanounced plans o underiake 3 comprehensive glanning effort
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that would guide the ranchv's fulure development Through the vears, the company's land
holdings have diminished as homes have been sold and es land desmed sansitive for
asvironmendal of public recrestional uses bes been eomnveved 1o govemmantal sgencies
o srmure prosoncaton and publc aocess. Today, spprosdmeiely 44000 pores raman
under the company's stewardship.

The Clly of Ivire & e geographicsl sl blelorcal heart of The Ivine Hanch,
Irvine has 2 popudlaton of approximately 180000 persons. The Olly's most pmminast
husiness conter I8 Invine Spectrum, one of the Countrds malor business, ssearch and
lechaodogy centers. The Creater indne Specirum Area employe approximately 55,000
puupte af approximalely 2,500 comparniss. Core growth indusiries sre sulormotive design
bicdech; broadbandd; compulors and compuler povipherals, compuler softwers, and
medical devices. Irving zlso iz homs o the University of Celiforrda, bvine, ong of the
Country's best publle research universifies, bullt on Jand donated by The Invins Company
o the Uriversity of Califomia,

rving has shared in e rapid growlh of the reglon, paricuiardy during e 18705,
1380s and 0R0s, Mesdy sl of this oopulgion growih has been the resull of peopls
moving 10 the nowor job markels in Orenge Counly. Indne has s olrrenl population of
about 180,800 acvording to the Califomia Departmerd of Finance. This & almost triple #e
popdation in 1080 of 82,100, The primary causs of the population growth is homs buyers
sitracied o the newsr residential developrments within the Cfy's romaining vacant
amreage. The Ty has abowt 5000 housing units, wih about 40% as single-Tamily unils
arnd 58% multi-farnily urits. Almost 80% of the housing units are owner occuplad.

Population

As of he 20600 Gensus, Irdns bad o populstion of 43072 persons or & 30%
omese over 5 199 populadion. The Stele of Colifomia ogtimatod the 2006 population
# 180,800 porsons Ror the City of irvine, a 28.4% increase. There are almost 55000
dhwelling unils in the Gity.
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incoms Levels

The Cily of rving has an income distibulion subsiantiglly higher than the
couniywide distribution. The median housshold incomes for {nvirs s 383,821, whith B
significantly higher than the countywide fgure. The average household income In the
City is $108,247, which is also much higher than the countywide figurs.

City of irvine
Housshold Income Distribution
20085
0 i3 Foussholds Porcent
“Lessthan 31580 5,272 8.412%
$18.000 - $24,800 3,270 5.04%
325,000 - §$34,808 3,380 521%
$35,000 - 549,885 6,121 9.43%
B50,000 - $74 889 10,838 165.85%
75,000 - 509,909 9,750 1503%
$400,000 - $148,089 13,497 20.80%
$150,000 or more 12,660 19.53%
Total 4,897 100.0%
Madian Household Income $83.851
Sverage Household income 31068,247
Sourea: Claritas £105

Hetail Balss

in 2003, the Clty gensrated retall sales of $2.6768430.000 or 8.3% of the
Courty's tolal refail sales, The relaill sales noreased 34 8% from the Clty's 185% level,
while the County increased 30.3% during the sarmne period. Annugl sales for 2004 have
not been reporied. Although on o sialewide basis, sales wers reporiedly up over 10%.

Employrnent

The bhvine area has an emplovment level of 188000 persons. The
uremployment rate for this area is 3.1%, lower than the countywide rate. The ©op fen
amplovers in this area are shown on the following teble. There are 9,813 businesses n

frvine.
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The major commercislindustrial planning areas i the Oty include the lrvine
Business Complex on the west side of the City, and the inving Spectrum on the sast
side. These are the major tax and emplovment bases. Uonsistent with residential
planning areas, both employment areas are developed with sirict lendscape and
architectral standanis mposed by the Ty,

The hvine Business Complex {[BC), Jocated near the Orangs County Alrport,
covers the 4,000 acres originally calied the ivne Industial Complex. The name change
reflects & zoning changs that paved the way for development of office bulldings and
hotels. This is the largest master-planned industrial park in the nalion, with walt over
3.800 fims smploving more than 100,000 people. The Indne Busingss Complev s a
poition of the greater arport area. The sublect property is located in the [vine Business
Complex. Some of e largest employers in the [BC inchude Ernst & Young, Argent, Sim
Microsystems, Edison Intsmational, Belboa Capltal, Enfreprensur Magazine, Toyols,
Pruderdial, Slebel, Yum! Brands, Smith Bamey, and Wells Fargo.

The irving Spectum is a 3.500-aore emplovment base adiacent v the
cornfuance of the 8an Diego and Sands Ana Frepways. Within the Irvine Spectrum, the
257 -more Ivine Technology Center & 3 center for high technology orented industry and
the 227-acre bvine Biosdence Cenler provides for the Ciy's growing medical and
scionce industries. The irvine Bloscience Center includes the 200-bed Ivine Medical
Center hospital. Waorking with the Universily of Califarnia-irving, these cenlers are
planned i make irvine 2 focal point of technology. In the middle of the Specium
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develspment s the 373a0re indne Cenler, which nuw consisty primarily of offive spete
and includes holols, rosiawanis, oinemas and retall sorvico. Migh profie frmg In the
Spmcirur inclede Lincoln Meroury, Mazda, Vedsron Wirsless, Brosdoom, Toshibs,
Caron, Clseo, Advantsd Stenilmton Produds, Bavier Healihcare and Brstol-ivers
Soulish,

The #00-acre wvine Indusirial Conler provides ¢ large sxisting light industrigl
base. The Spectran § ares is curently baing dewsloped and planned for 500 scores of
bt industial sl bigh lechrrdogy fBnd uses The Spevlrem seclion of ndne =
gapeeciad bo provids 100,000 new jobs aver the nexdt 18 to 20 years,

The University of Califomin ot vine s 2 major employer Tn s own right,
providing over 15,000 iocal iobs, bt 43 Hes o He privale sedtor have given rise o 3
massive RED business park adiacent w0 the campus callad Universily Research Park,
Ar full hulid-out, the park will conisln sppradimately 2.4 millon square fest and iz
alrepdy home to 44 Brass incuding Oisco, Ampricn Online. Skyworks, Canon and
Conexant.

Two other mejor smiploviment cenlars srs noaled nearty, but ouiside the Irdne
Cliy Hrdlte,

The Bi-acre miedusse development, RKnows a8 Newport Center, with ocsan
views B8 one of the Southern Celifomis’s most sought after office localions, Newpon
Centar includes 4.0 milion sguars feet of office space, wo malor holsls, hoiuding 2
Foayr Seasons, snd Fashion lsiand, 2 1.2 milfon sguare fool reladl cenler. Major
smgovess in Newpod Center bwiude the Ivine Company, Facllic Life, UBS Paine-
Wabber Ine., Prudentisd Securities, ne., PIMCC, Stmding Yocce Terfson and Rauth,
and Ordighvany and Myers, LLF,

The South Coast Metny is adjacent tn irvine and is one of the most prestigious
smpioymeni cenders | Southern California. H combines 2.7 million square feet of office

COMEL TG REAL EFIATE APRRL SEHS
35



space with 2.7 milion square feel of retall including South Coust Pleza, the highest
grossing mal in e U5, 1 also inchudes the Orange County Perforning Ars Cenler
ard the Boath Coast Repedory, Maior employers in the South Coast Melis include 1BM
Equiln., Bearing Fointe, and Equifax.

Transportation

ding hss very good Treeway access prowided by imterstate 405 (San Ulego
Frogway), which runs through the sowthern postion of the City and Intorstate 3 Saeta Ana
Freoway], the malor nodhysouth fraeway in Califomia. These freaways mernge together at
2 oy intercharyge situsted In s southeast porlion of the Oity. Bolh Tresways nterset
with Siste Hichway 88 {Costa Mesz Froewey) Ib the wost and nodhwest. From there, the
Cosla Mesa Fresway sxisnds noth to the Riverside Fresway providing access info
Hiverside and San Bemarding coundies and wast vt Los Angeles. The Costita Mesa
s soulwwest fom Iving o Coats Mesa and Newnord Beach. The Sanla
Ana Freeway generaly bisects the iy, B exierels northwest o Los Angeles and further
o Ventura County and ceondral California. To e south, B provides access o San
Clemente and uitimately to Ban Disgoe and the ivemations) border with Mexion,

Frosway oon

Also availabls is the Eastermn Transporiation Cormddor, 1ol sonds (he San Josouin
Hifls Transporation Comidor and Hhe Foothill Transportation Comidor} that run from the
Riverside Freeway near Ansheim o Tustin, merging o Jamborss Road about thres
miins norlh of e sublect,

Aecass o the naighborhiond is primarily vie the San Diego Fresway (-405] diracty
st of the subject site. Thae ae on ard offramps froe Jamberee Road. Jamborse
Road s he main norveouth arterisl street sening the area. The Sen Disgo Fresway
provides actess W Long Beach and West Los Angolss o the norhwet and south
Drange Courdy and San Dlege fo the southeast, The San Diego Freewsy connecls with
the Costs Mese Freewsy roughly 2 milss wast of the sublect slie The John Wayne
Orange County aimort i3 loeated ong mile west The 5-73 Tollrosd is located 1.5 milss
anuth.
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imenedints Melohborhood

The subject property s locabed 8t the eawtern edge of the Indre Business Tomplex
at the interssction of the 1400 and Jambores Road, Spasifically, e sublect is ot the
noriiwest comer of Jarmborss Foed and Michelson Trive Jamboree Rosd has 2 Tulf

terchange with the 1405 {San Disgs Freowey) Sumounding uses havs historicaly
included ofkces, MED, mamnufackuring and holsl uses.

AL the nontheast comer of Jambores Road and Michelson Dive I8 3 major mined
use project known as Park Plage. This project contalng 1.75 milllon snguare feet of offing,
bt & entifed for a iotal of 5.0 milon square feat of dovelopment. In folgl, Park Place
cortaing 100 acres of land, Park Place s the location of the Margues ot Park Place, g
232-untt condo project siuated in two 18-story towers. The pralect, scheduled for
compietion in 2008, is complelsly sold oul 8l prices between $630,000 and §1,800.00¢
frcHE e E

South of the subject is the headguariers for St John Knits, one of the iamest
amployers in ivine, Addiionsl mbed-use of older industrial bulldings cortinuss south of
8t John Knits,

Tn the sast side.of Jambores Road, south of Michelson Drive ars several newer
apatment and condo projects. Thess include Villa Slenne with 1,442 axisting spanmands,
Toscana with 583 sxisting aparimonts, Watsmmarks with 534 apardments, thet hove beon
convertsd into for-safe condos and fhe Prasered, & new 404-unit conde proect now under
congtructon. In addition, site work Is beginning on the Plass Infre, 3 202 unlt conde
project o be Bulll iIn bwo bigh-rise bulidings & the comer of Jambores Road and Campus
Drvdva,

To the west of the sublest are two high-flse office parks wih holels and
regtauranis, Aboul che-rile wast s the John Wavne Alrport,
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About one-mile southeasterly of the subjedt is e San Josouin Widlife Sanctuary,
Tho University of Californls, livine is about bwo miles saihaeast of the sublest.

Athough localed in the Oy of Indre, the sublec! popsly b loosied b B
boundades of te Swarvae Ana Unified Schogl Gletriet, However, H s antitinaied that the
studonts will altend the bvine Schodgls which oaly require the parents o aoply for
altendance o the Irvine Schou Dbt

Conclusions of Aves Analysis

The strengih of e sconomy for Orangs County iy evident b the relatively siabls
empioyment and, corespondingly, population of the Uourly, Vil the amplownent and
population figures have shown continued growth, kocal uremployment bes consistently

haen below the nationsl snd siale averages. The rebound from e past recession has
shown significant galn in population and empiowmant numbers. Mast soonomists pradict
a conbnuation of expansion for one Io o yeas o come, althounh o g moe rexdaerpis
DR,

Az e economy moved out of the previous recession mode, g mlumn o growth
and economic stabiity for the County oucurred. This was due, i part, © the diverse
econormic base for the arpa. Additionally, the svaiisbility of devslopable land In the
Taunty, receptiveness of local commuyrgtios 1o new business, 2 siong labior podd, and the
mid climate have in the past affractad new rasidents and business,

The community of Cendral Park West will offer affordalile housing (as comparsd o
many nearly communities) whils bullding o good reputation. The ares provides good
schoots and communty samenifies, which are desieble charsctonisiics for larmies a8 wall
as young and established professionsls. Local growth provides an economic sl
employmoent base for retal and sorvive businesses that will De supplemsnied by obs
mwaulling fom e develbpment of e surmounding business parks. The industrial ardd
retall development of the bivine Bushess Conter and the Spechum n Indnae, has
genargied shrong inlerest in the area, Locst development waill resull in continused demand
for Bousing,
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Logation

Tha sublsct paresl, lndwn as Cenlrpl Park Waat, s ioasted af Bhe noriivwes] comer
of Michelson Drive ard Jamboree Rond, south of the San Disgo Freswsy {(-405) in the
Ciy of lving, Orange Counly, Calfomdis,

Current Sits Condition

The subject property has Deen undor siie constuctior sincs Aprl 2005, Minma!
site grading 5 cumpledod The oot emeining prior bullding wes recently dermolished,
which allows sile grading 1o bagin I eamest As of the walualion date, over 30% of the
grading was compiste within the Disiicl. Nong of the merchamt bullder projects are under
consiruciion, Al perimelsr stresls adiscen! o the Uishict sre complefe. Addilional
improvemenis are planmed by Jambores Hosd and Michelson Dirive, which sre axpecied
& b rebmbursed by the Clly of Ivine's OF D, Plsass rofer to the Addorda Tor 5 summary
of the cosls 1o complete for B subledd parcels as of June 1, 2005

The cverall shape of the subject Dl b reclangudar. Tract Mo, 16500 containg
42.7% gross aores and 30,552 net acres that & currenlly proposed 10 be devaloped wilh
1300 attached dweling unils. Lol B of Tract 18580 s proposed for 87 affurdable unils
andd is not a2 pert of the valuation of OFD No. 2004.1. A copy of he CFD No. 2004.1
bourdary mep was included on pags 4. The rexd page displays Tract Map No. 18550,

Boils and Depl

We wers pravided with a geotschnicyl report preparsd by Leghion and
Assodigles, Inc. daled Janusry 237, 2008, for Lermar KFPLE, LLC. Tha report concludad
Hwt the proposed development is feasible from & gestechnics! stancpoint provided their

moommendations ndduded i the repod gre noorpomated o the project plams. For
purposes of this &9{)(‘&55&?; the soll i assumed o be of adaguaie load-bearing capacity fo
suppod all yses consltdered under ouf conclusion of highest and best use.
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This appraisst s based on the specific assumption that the property B sultable for
cevsiopment as proposed and supporied by our highest and best use snalysis, This
appraisal report i sfso based on the fact tha! there we no hazemious meterals

somamingiing e soil. No repmseniation & by the aporaisers conserning the soif

cotiions.

CFD Mo, 2004-1 i s entirsly consisis of & lage fial parcst throughout the
plammetd communily. The naighborhoods will be ball on the fiaf areas. The parcels oo

rust offer significant view polential,

The fand s under construction with mass-grading just beginning. Prior to sile
construckion In April 2005, the land had been the former PakerHannlfin headguariers
siie. For purposes of this valuntion, e sebject proporty is valued in Bis “As 187 condition,
as of the valustion dabs,

it is mssumed for purposes of thic sporsissl thal the builder will Rl o
grading/drainags requirements of the Sty of ivine prior 1o Bny bullding construction.

Zoning
The sublect poperty, which is 2 postion of the 1590 scmes within the lnine

Bushess Complex, i currarly zoned 5.0 IBC, by the Uity of rvne, Mlowed usss nchads:
rogidentad, reted, arel offive, Tract Mo, 185590 has an approved zoning for Mixed Use This
zoning sllows for 20 to 125 dwelling units per acrs. Specifically, Tract Mo, 18555 will allow
ug i 1,380 units of townhomes, Sats, lofts and high-rise homes. The maximum density is
45+ dweling units por nel aore. The General Plan Designation for Bs ract s mixed-use.

The subjsct propsrty has 2 reeorded fngl fract map ag of the dale of value, Tradt
Bap Noo 18580 was reconded on May 18, 2005, as Instrument No. 2005-000388873. The
tract map includes 17 developable lots, 3 pocket parks, o 2+ atre central park, and
privato afreels.
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The subjact groperly s approved R 2 seximom of 1,380 residental condominium
unfts, 80,000 squere feel of office spacs and 18,700 sgusrs fest of misll specs,
socopiing o the Master Plan. The City's Planning Commission has approved the Master
Pian and established design guidelines for the propossed dovelopmant @4-2511)1 The
Ganegral Flan has been approved end Supplemental Environmeniel bmpart Report hes
been adopted (042808, The zondng on the subjed] propesly has been chenged from 8.1
B0 Multbuse I 50A IBC Mieduse 04-2540) The 7ons aliows for a mix of non-
resiientinl and residerdisl vees on the same site. Tendalive Tract Map Mo, 15590 was
approved in 2004 zlong with the Park Plan (041512} The Development Agresment
betwasn the Clty of vine and HFPLE Michelson Jambores LLE {prior owners) recordad
on October 28, 2004,

According 10 an irterview with the Cly's Planring Ospattment, there are 8o
sdiditionsd disoretionary pernils reguired By development of e retall, restaurant and
offices uses. Mowever, development of the residential aftached unfts will require 3
Conclition Use Pomall (CUP) for each pimject. Therg are desion guidelines aiready
sstablished for development of the Distict Assuming the buliders proppsed
developments are similar 10 those guidelines, the CPU process should take approsanately
B+ months. All developmants wil require predise grading permits and bullding permits
before bullding or unit congtruction can begin,

The City of Indns has an affordable housing requiremsnt for 2l residentisd
davelngments withia the Gy, Fiflesn percent of the proposed dwsiling unils are fo
saliely e afordable housing ouirements for Very Low noams, Low Incoms and
Moderale Incoms households. Each Invome lovel Is to be fulflled with 5% of B
dwalling unite for each ncoms lovsl Incoms Levels | and i Yery Low Incoms, raquire
that family income oot b more Ben 0% of the Counly median income. Income Level
L, Low lncome, requies the housshold income not be more then 80% of the County
median income. Income Level IV, Moderate Income, requires the household annual
income not ba more than 120% of the County median incomea.

CORS BT FREA TATATE ARPROAFRS
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The fifteen percent requirermert would mean that 207 cweling units are needsed
o fultill the affordable housing requirement, gssuming maximum development of 1,380
dwalling units. However, ¢ Central Park Affordable Housing Plan dated June 18, 2004,
bus Bewn acoepled by the Clity with substontial revlsiong o the Cliy recuiemends. The
Fign states that the developer intereds o satisly the affordabls housing requiremants for
Central Pork by construciing for-ssio unils oresite. Some of the for-sale unfts will bs
thrae bedroom units, Bacause the BC, i which the Ulstrint is located, contsing several
thousand “markal rate” rentel unile and forssle unis et satisfy the Level 1V
rouirements, the developer reguegted the iy walve the 5% Moderats Incoms
requirement. The developsr received addiionsl credits with a forsale program and
providing three bedroom units, The net result was that 82 affordable housing unils are
required for devclopment of tha District, assuming 18 of the 62 units will be three
bedroom unils, This reguirernent is being satisfied with the develooment of Lot 8 within
Tract 16590, ‘

Seemne andd Oirealation

Hegiongl aotess 1o the area is provided by the San Diego {1405) Freeway
intersiate 403 runs in a southessterdy direction from Los Angeles Hirough Orange County,
merging with the -5 Frecwoy st e border of Irving and Lake Forest, tisocling the
Baddishack Veley and coninuing southeast 1o Sen Diego. Access o the subject's
immediste arse s via Jamborse Road and Michelson Dnve, Jarmbores Hoad is @ major
nortbisouth thoroughfare traversing the Indee, Tusting and Newport Beach communiiss.
Jamnboree Foad has a full interchange with the H05 Freeway adiscent io the subect
sichelzon Drive is & major esstwest thomughtare which uns from the John Wayne
Adrpirt casterly o Jaflery Road/Unbversity Drive.

# eppears that the interiyr sheels, which include cubde-sas type exdensions will
offer adeguate acoess iv the dwellings and minimize bafic. The streels within the
devalopment will bo asphalt paved, with conorete curbs, guiers, and siclawalks. Diragt
accsss wilt be provided from two msin enfrances on Jambores Road and Michelson Drive

tor the Central Park Woest development. However, sach proedt will be separately gated.
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The appraisers have been provided with one title report that covers Tract No.
16588, The report is datey June 3, 2005 and identified as onder number Y0028 34.23,
Az of the date of the ills repod, the land was yader the ownership of Lennar KFPLE,
LLG. The majority of the cosomens rovesled are for pubiic ufiliies, public shasis,
avialion sasement, and do not appear (0 have an adverse impact on value. The tille
report discioses 2 $105,000.000 st dead anpumbering the property. A copy of the
title report is reteined in the appralsers work files. This sppraissl is contingant upon the
fact that there ars no aasemants, encroachenens, or condtions that would advarsely
impact the value of the properly. The Hiis repont discioasz notoes of special fax lien for
both Santz Ana Unlfied School Distiiet CFD No. 20041 and City of rving CFD Mo
2004-1.

Utiittes

As of the date of this appraisal, 2 of the utiities are avallable 1o Cenbal Park
Wast The ulilities required to support the subjec property to 18 highest and besl use we
provides by e Ioliowing companies/agencies:

Hlecincly Sovthem California Edison
MNatural Gas: Southern Californla Gas Company
Telaphong: SECFacdio Ball

Firen Owange County Fius Authorty
Folica: Gty of Irving

Transl Crangs County Transl Distriet
‘Watar: indna Ranch YWater Digtict

Sawarn Indna Ranch Water District

Earthoushe, Flood

The sublect property, as of the date of valuation, was not located i 2 designated
Earthauake Bludy Jone a3 determined by e Sale Geologist, However, 8l of Southem
Califormds s subiect © selgmic aotivity, The sublest property is incated in a Fona " fiond
designeted amea sccording fo Federal Emergency Managernent Agency Comenunity
Panal No. 0602220286H, offaciive date February 18, 2004, This designation references
an area of minimal Rodding, which is outside the 500-year Aoad plain. Flood nsurancs is

reest reguired,
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The subject site 5 rpacied by nolse from the ssting H405 Frooway and both
Jamhores Road and Michelson Drive Although & "sours] wall® is o be bult an the
propery's north line, adiacent o the 405 Froeway tha antire siis wil b impacted by
aoise. The subject site will alzo be mpaded by airraft roise. This will be from tzke offs
and lerddings of commercial Bls gt John Wawns Alport and the overliohiz of emall
priveia planes that drcle amund the sirport Tor landings.

The Ste waz 2 manufeclurng and resserch industrial complex operaled by Parker
Hannfin Corporalion from 1970 o 2000, Verdous jet. holicopter, and acrospans
componsnds weie designad, buill and tested on the faclity. Thase operations included tre
use of numercus hazardous chomicals ncluding chitringted solvents and various
petcleurn hydrocarbons. Dwing removal of two underground storage terks in 1056,
petroleurn hydrocarbons and @ common degreasser fotrachiomothonn [TCORD were
dateclad in shallow soil and groundwater near the southwest comer of the sife. Numemus
sl el goundweler hvestigelions wore subsequently completed. In 1981, 8
groundyater reatment sysiem was designed and instelled. & soll vapor sxtraction system
was deskhined and installed It 1085, Both beavnent systems operated urdll July 2003
when they were shu down with pernission from the California Reglons! Water Quallly
Contrd Board - Sarts Ans Reghn (RWOCEB) Only residual smounts of sofl and
groundwater conlamination remained ongite 8t that time,

Lennar KFPLB, LLC completed demoliion of e former structures In early May
2008, There was removal of over 15000 tons of soll mpacted. with peloleum
tydrocarbons and volatile orpanic compound fom sight sreas of the siie throughot the
demoliion acihvilios. Four of these eighl areas wore known belore demolidon  work

siarterd. The romaining four were discovarsd during demdlidon aciivities,

The sublect properly has boen undor environmontst mordloning ond remediation
since 1880, All of the cosis assnciated with snvirenmantal issuss are the responsibifity
of the orginal owner that caused the contamination, Parker-Hannifin, # iz 2 specific
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contingency of the apprafsal snd valees included hereln, thet any addifional
coRis associated Wi further remadiation are born by Parker-Hannifin and there
is no Yme delay in zite or unit construction. It s a specific zssumplion of this

appraisal that the sile Is free of any enviconmental hazards,

is our undorstarding that the Chy will require an addiiional Slie Agssssment for
gach ol within the Diglnigl ypon further development of sach condominium ot i fs o
apecific asswmpline end confingency of this aspprafsal and value that no ferther
ramatfiation will be roguired and the Umeline for develfopment as currently

srvisionad witl ha mef,

Envirpamenial lssues
The sublect parcel was formerly wsed for indusidsl menuiscturing and R&D
perpoaes. No eare or threalened species wers observad on the subiect parecel.

Fras

Vits! to a0 ares’s growth snd economic sxkpansion are ifs ranspoiation fackiiss for
both business snd residents. The following i3 8 summary of the axisting bansporation
frcilittes avalabls inthe srea.

Ral Sevibrak stops i Irvine and Tustn,

Tnak 11 major trucking fines serve Orangs Coundy,

Air: Jobhn Wayne Alpott {1 mils), Los Argeles Intersationd Ao
{50 enifes}

Hus: Orange Courty Transft Districl, Disk-A-Ride, Peke-M-Rids.

Watar Lorss Beach Harbot/Port of Los Angeles {40 milas).

Highways: Sanis Ans Fresway {interslate 5)

Ban Dlegs Freaway (Interstate 408)

Costa Mena Freeway (State 55

Caslem Transportation Comidor (5-241}
San Josguin Transporiation Comidor (5-73}
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Jaxes s Specinl Assesements
Pursuant (o Proposition 13, passed In Califorria In 1978, current assessed values

may of may nol have any direct relationship o current market value, Except in limited
circumsiances, real esiele lax increpses are limiled according to Proposiion 13 1o 2
maximumn of 2% per year. If the property is sold, real eslate taxes are nomally subject ©
madification I the then current market value,

The basic levy for the properlies B 1%, In addition, there ore taxes and
assessments for Metropolitan Water District, vine Ranch Watler Districl, and Vactor
Control. The subject parcel will be sublect to CFD 2004-1 Special Tawes, for the Sants
Ar Unified School Dislrict and special taxes for the City of levine CFD No. Z2004-1. The
deveioped projected folal lax rate s ot 1.5%2 of the initlal boase sales prices of the
individual homes, The office of David Taussig & Associalas has astimalad the Spacial
Taxes on the undeveloped land within CFD MNe. 2004-1. The Special Taxes for the
individual homes are also estimated.

The sublect propery s kentified as Orangs County Assessor Parcsi No. 445-081-
(7. The parcel s asssssed as an mproved headguariers/RED facliity for fiscal vear
200472005 as of Jonuary 1, 2004, The lotal assessed value bs 348,300,028 and = total tax
of $504,507, 44, The tzo bill has been paid. The County Tax Collecior's reconds show the
fokowing tax rate for the property within Tax Male Area 26-037.

in addition to the above iaxes, Special Assesemenis and User Fees includs:

Vector Control Charge F 624
MWD Water Standby Charge $ 427.00
MOS0, Fire Anf Assessmant § 7072
Landscape & Lighting #1 $1.755.84
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IMPROVEMENT DESCERIFTION

Siereral

The subject was previously improved with ressarch and development buildings,
which have recently been demofished. From noe untlf Beptember 2008, the aite work
consisting of grading, Irfrastricture, and stresds are expecied o bring the sile fo a
super-pad conditfon. Utliles wil be stubbed to each condominium It

The proposed improvemenis include offics, reialt and residential developmens.
The offive will folal 80,000 square feal and the retall 19,700 square foel The offics
buiiding will be a fiversiory Class "B sisel and glass sbucturs. The design and appead
will be vompelitive with near-by office buildings. sspecially the sewer buildings in Park
Flace. The relall bullding s proposed {0 be o sne-story DUlass "D ame-shuo retal
building, comparable o the newer retail centers glong Jambome, south of the subiect,
Hoth bugldings will noorporste the desion festures of the residenlisl projecls within
Central Park West,

The residential developments are proposed o inchude w, mid and high-fise
bulldings, with varving densiies. The current plans are for eight lowrise projecis
intaling 380 dwelling unity; five mid-rise projects, idaling 805 desliing anils, and ong
high-rise projedt, laling 240 dwolling units, AR of the market rate units arse currently
plarned o be bulll v pheses with three 1o 12 bulldings per projedt, The high-rise project
is planned © inchuds two bulldings, Affordable housing unils ore vequived a6 part of this
project, Lot D is currently planned o be developed with 62 aflorduble deeling units,
which Is exempt frors the special tax lien, and heeefors, not velued In this appralsal.
Contral Park West will not be galed: however, each community is proposed o be gated,

The eight iowise projects will include thwee basle product Iypes. The Lisury
Townhomas are currently proposed o be three strles conslsing of 8-piax, S-plex and
4-plex dley loaded bulldings with aftached garages. The densiliss will ba around 22
units per scre. The Brownsions Villas are proposed o be three and four sioriss
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cansielng of G-plex and 4-ple courtvand bulidings with aftached gavages. This projact
is expecled fo includs townhouse unils and Bals, The densites will e around 27 unils
per asve. The Brownstore Townhomes are proposst (0 be vee siordes consisling of 8-
plex and d-plex courtvard bulldings with altached parages. Similer o the Brownsttne
Yilas, this projert is pepected o offer wnhomes and flals, The densiies showld be

aroung 31 ynlls per sore.

The five mid-fsc projocts are currently proposed fo include wo baslc product
types. The Luwury Flals are proposed o be fwee stordes over podium {semb
subiterranean) parking The unils 3re expecied 1 be comdominium flals with the top
Hoor offedng fownhome units. These pmiects are sxpecled to be elevalor served. The
densities should be around 52 uniis per gere. The Lofis are proposed o be four stories
ovar podfiura {sebsubleranesnd perking. The unils are expaciad 16 include fizls and
ot and i be elevelor served, The densities should be around 67 units per acre. ‘

The high-dse prolect s cumently proposed to indude 12 stordes over parking.
The palect b proposed o holude sondominium flals ard perthouss townhome units
on the ton foor. The density should be around 122 unlts per sore.

Within Central Fark Wesl, four parks wre planned. The parks are expecied ©
ncludo groanbelt areas, 8 swdmming pool end & recrestion center. Development of the
2+ wore Uenlrsl Park and e Heee pocket pades ams the responsibiiity of the master
developer, Lennar KFPLE, L1G

Ths vartical construction costs are preliminary and sublect 1o change. The costs
are for the construction of the bulidings and garages and are repored fo include alf of
the consuciion costs and fees from buliding permit to sate of the units, The costs for
the low-rise and midrise prelects and are estimated al 317200 per square foot. The
eost for the high-riss buliding ls eslimaiad at 3338.00 per squars fool. In additionsl o
the vedical construction costs, there are costs associated with in-traci devalopmant.
The additional bullder costs are reported al 2.3% of home price for the low. and mid
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rise products and 0.6% of home price for the high-rise product. all of the verlical
sonstruction costs and indract cosis have been provided by the developer, Lennar
KFPLB, LLC or their consultanis. i /s a spscific conlingency of this appraisal that

the construction costs are similar 1o what scius! construction costs wilf be,,

CFD Mo, 200441
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Conclusion of the In

As of the date of value, the appraisers have not been provided with plans or
spacifications for the proposed improvements. This appraissl assummes that when built,
the 1,238 dwellings within CFD No. 20047 will be good qualily and wil mest the market
damands for the subisdt arsy st that time,

eticral Ligiing
it is an assumption of s appraisal that Yl of the oo plans ars mciiona, and
competiihe with crent design slandards.

R

The tolzffremaining economic life, according to the Marshall Valuation Seavice, is
considersd o be B0 yeams from date of completion,

Homopwmer's Associstion

AR of the projects within the Disticd wll have dividusl Muinsowner's
Agsoclations. Thirteen of the fourlesn projects will hove monthly duss that range
between $250.00 per month and 3400.00 per month, sccording to the developer and
their consullant. The high-rise condominium project wil have Momedownar's Association
duss batween 30000 and $400.080 per month, sxcept ki the penthouse unils which
will range bedwaen $700.00 and $750.00 par morh,
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HEGHEST AND BEST USE

The ferm highes! and best uso s a0 anpwalsal concep! that has boen defined as
fodlows:

The mascnzbly probable and logpl use of vacant land or an improved
properly, whick is physically possible, sppropristely stopponed, financlally
feasibie, and hal resulls in the highest welue. The four oritera the highest
and best yse must meet are legel permisshiity, physical possiility,
finmncial feasibiily, and madnism productivity”

The deterraination of highsest and best use, thorefors, requires & separais analysis
for the land as legally peritted, as I vecant Nesl, the highesl and best uss of the
property with its improvements must be analyzed o consider any deviation of the existing
improvements forn e deal "The highest and best use of both land as though vacant
and property 8¢ nproved must mest fowr oriteria. The highest and best use must be:
legally parmissile, physically possible, Brendally Teasible, and maxmally productive.
These wiers wre oflen considered sequentiely”™  The four ciers erast and,
tharsfore, may a0 be wonskdored In concerl. A use may be financlally feasie, bt it s
irelevant ¥ {is physically impossible or legally prohibited, '

The lagal faciors influencing the highest and 2est use of ths subjedt property ars
primarly govermenental reguiations sich as zoning snd buliding oodes.

Tha subject property s currently zoned 5.0 1BC, by the City of Irvine. Allowed uses
include: residontizsd, retall, and office.

Track Mo, 16590 was approved and recorded on May 19, 2005, This tract bas an
spproved zoning for Miked Use. This zoning aliows for 20 10 125 dwelling units pHar Bore.
Speciically, Track Mo, 18530 could have up 1o 1,380 units of wnhomes, Bals, olls and

* ot Pciomasy of Wasl Lstale Appraizst, 41h Ediion. Pub. by the Agpralsal instiute, Glicago, 1L, p. 135,

* the Appraisel of Ased Estate, 10th Edlllon, Pub. by the Appraissl ingtitule. Thleagn, B, p. 280,
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high-ise condominiums. The overall densily &8 434 dwelling units oer net acre hased on
the currerd pians o develop 13067 ualis, The Genersl Plan Designatian for thls
deveinpment ks Mizedlse,

The subject propedy is spproved for a marimum of 1,280 residentdst condominlum
uils, B0000 square feel of office spece and 14700 square feet of retall space,
a{:ﬁéfdiﬁg fo the Master Plan. The Clly's Planning Commission has approved the Masier
Fian and ssteblished design guidelings ko tha propossd development (3425111 The
Genars! Plan has been approved and Supplemental Environmenial impact Reporl has
been adopted (4-25091. The roning on e subiect property has boon cnanged from 5.1
BC Multbase to GOA IBC Mieduse (042510} The Zone afows T a iz of none
residential and rasidential uses on the same site. The Development Agreement hetwaen
the Gy of irvine and KPFPLE Alicheison Jamborese LLC (prior owners) recorded on
Osvenber B8, P00

Agvonding W an leview with the Ciy's Plansing Depariment, there are oo
addifonsl discretionsry penvdls regiired for development of the relall, restayrant and
offices uses. However, develuprment of the residentis! aliached unils will reuuie g
Condiion Use Parmit (JUP] for each projet. There ars dasign guidelines already
astablished for dewshprrent of the Dibict Assuming the bulider's proposad
developmants are similar o thase guidsiines, each CUF proocess shoukd teke
approximately & mosths, A devfopments will sequire precise grading permfts and
bisiiding permile bofore bullding or uni construction can begin,

atthough not tormalized In the Development Agreement, the subject properly s
ancumbered with an agresment batween the Cily of lrvine and the developer o provide
affordable for-sate housing unils within the Disfrich. The City ususlly reepilres that 16% of
the dweling enits of any project be set askds for elfordable unils. Typically 5% of the total
unis shel be resarved and regicisd o Very Low Incoms households; 5% shal be
roserved and resiicled to Low incoms houssholds: and 5% shall be raserved and
restrcied o Modersts incoms houssholds,
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However, only 82 for-sale sffordable unils wers required within the Central Park
West project according ® the Affordable Housing Plan dated June 16, 2004, Current
plans are 10 provide 69 affordabls for-gale units in the [sirict. These unils will be
included in & four-slory condominium bullding on Lot 8 of Tract 16549, The proposed

usas conlorm in the Oy of indne's master plan renvirements. According o a
representative at the City of ivine's Planning Deparment. the Affordabla Housing Plan
for the Cerdral Park West development meets the inent of %ie General Plan and
ordinsnnes

Tha phystes!l sndd locational characierisfics of he subject praperly, CFD No.
2004-1, are consilered good for the proposed uses, Cenbral Park West in its enfirely is
reclanguiar in shape and consists of 42.758 gross acres. The suhisc! property &5 4
naiural gxlension of axisting meidential developments located in the City of irvine. The
sublects nelghborhood was oniginelly zoned for office manufaciudng and headguarniers
uss. Howsver, many properdies in the “Jamboree Road Comidor” are being rezonsd v
high density residential uses, Development for sitached products i oiher compunitios
has mel with excellent msponse from the market The subiect aca & ostablished and
offers z large employment base near the District.

Al necessary uliities are avaliable with some further exlonsion nechesny within
the subject development. The ullily coapacity to sarve e sito is reported & be adeguats
for the proposed improvernanis. Al shree! improvernents, fwluding sidewalks, ourbs and
guliers are In plave along sach of the sirests which w Distdcet fronts, Contrsl Park Wegt
wil be imroved with paved sirsals, crbs, sidewplks and guiters, The slie’s socess and
configuraion are good. Topugraphy 6 level The sublecl parcels o 10 appenr 1o presont
any development cunyreinis. This raport and the values heluded hersin sssums Hure
we ne golls problems or hezardous condiions that would have an sfvarse impest &
developrment of e Distict. As previpusly discussed, mugh grading on Bwe subleot
property has begun. Cenbal Park West is essentislly In less then rough-graded slie
oondition,
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Bassd on the physical onolysis, the subloct porodl BDDesS fo ha viahla fw
rumartass types of development based oo ifs size and opogrephy. However, the sie's
focation would suggest the lands have a primary uss of residentisl devslopment dus to
the adiarent new residental developments and marke! demands.

Harkol Conditions and Feasibifity

The financial feasibility of the development of the subjoct proparty s basad on iis
ability to gonarale sufficent income and value in axcess of the oasls o davelop the
groparty 10 s highes! and besl use. Plaase refer o the Valudlion section of this mport,

which givas suppod to the Sinancial foasibility of the District.

¥ iz not in the scope of this appraiss! assignrnent for the appraisers fo conduct an
sxfgnsive independent marksf shudvishsomtion anslysls, bt # ks e apgyeisery’
mEponsibilly fo address the reasonabloness of $ho contluslons of any marke! study
which has besn prepered by outside fras for he sufject propesty, For e project the size
and complesity of CFD Mo, 200441, there wil be divergend opiniong, often based on the
same base dats, 88 o the anficipated absompdion medrarme of he srdevelopsd lanmd.
Unforessen national and regional soonormic andiar soclg changes wi affect the tme-
frame of real estele dovelopment,

This independent study s tiled Madket Absomiion Bludy CFD Ko 2004.4 {Cenlead
Parks Sanla Ane Unfled Schogl Distric! prepared by Smpire Eoonomics, ing., deled Juss
21, 2008, A summary of the eslimaled sbsomplion s induded In the Addends. Nons nfthe
14 residential projects that will be localed n this Diskict heve started congiruction or
sales. Empire BEconomios has estimated 8 monthly sbsorption of 3 o 7 yolls per month

for the various residentisl profects. First occupancies are profecied for 2007 with fingl
sales Ih 2011, No sbsorption projeclions wers mads Tor the retell or offioe uses, Tur
sstimate & that the retall space will abserb as resldential unils sre bull oul. We would
axpect first retoll oocupancies in 2007 and lease up In 2008, Office ccoupancies could
hiagin in 2007 or 2008 and take up fo w0 years to reach siabliized ccoupancy.
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Resldentlal Domand

Residental developrent In Caniral Orange Coundy, pefoulady In the ameas of
irvine, Tustic and Newporl Besch has been axpollerd. Prioe o 2004, unemployment had
remaiied relatively low. Employment improved during 2004 end most economists ate

axpeciing improvement 1o condinue Iy the nesr ferme. The domand for husing in
Orangs County condinued 1o e slrong even throughout the economic slowdown. Thisis
due, in part, o the imied new housing unlis In the Counly and hislods iow Inferest
redeg.

Durng the past B yoars, price inCreases ootumed el incenibves/concessions
disgppearst. The gensral consensus & that carment demand for residentis lend ecasds
supply. Both land sales and home sales have shown annual double-digh sporssiation
fromn 18861997 1o the present time. -

The nelionzl economic recovery i headed for positive growth and b the Dest seen
i s fest beo decados, Mony economics are pradicting Hhat the oversll aconovry wil
Fow by 3.5 percent or botior In 2008 Sccanding o the Blate FOL jnb growdh iy Orange
County was 2.4% in 2004, The Chapman forecast shows b growih siohtly dosiining o
1.5% by vesr-and 2008, The projected bbb growdh squnias o an incresse in the number
of paveod jobs In the Counly by 74,300 e o 1.488.200,

Populelion in Qrange County has confinued i grow and is expacied to continus,
bast ol @ more modersle 2808 8% SoMe resifents ndve to & less expencive sres. These
Tactors would indicate %hat demand for executive homas will inoresse while demarnd for
the gadional midlovel housing will decrenss. However, with the fow maorlgage raiss
mors Bret Hre homebuyers are able to qualify for affordable condomintums and single
farnily residonces. Affordabllity In Ursnge County has declingd 1o a 18-vesr low, with
the affordability Index dropping o 11%. As of Aprlt 2005 the median homs price for
sfsting and new homes was 3576000 which wos un 10.1% fom Aol 2004, o now
recornd high median piice. As of the first guarder 2005, the median new home (gllached
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and detached) price was $887.000, which was up 37.7% from one year ago and & new
record high.

For pirposes of the Highost and Best Use analysls of this appralsal repor, e
Competiive Market Avea DCRAT s defined as the Cendral pordion {ivine, Tustin, Sanda
Anm, Grangs, Garden Grove, Angheim and Buena Park) of Drange Counly,

The median new zlached priced home in Crange Coundy reached $588000
during the frst quaner of 2005, The modian priced new atached home I the Cenbral
market area was 3531250 during the et querter of 2005, The Cendral submarke! was,
the fsast axgensive market in Urenge County ot 8531.200 por home, snd $307 por
sguare ool

During the st guarder of 2005, the subject’s submarket did not self any altached
womes priced under $400.000) 118 atached homes priced betwesn 3400408 and
B400 000 worm golid; 114 sliachedt homas pricsd bhetween 500000 and $500.008 were
sold; 87 defached homes priced between $800,000 and 5749 000 were sokf] 9§ attached
homes priced Detween $T5G.000 and $809.998 were soid; and 78 eitechad homes priced
orvar $1,000,000 were sold,

Within the Cenleal submarkef Hhere are 23 active sliached projects, which s the
same 28 he beginning of the quarker ang 14 more than the same Hme st yvear, The
subject's markel 2rez reponts 83 sterding (bull, but unsold) inventory unis and 56 unsold
s under construciion. This Is o3s than a one week absuption fme for the completed
unis and the unis under constiuchion. Tolal nventory, which bddudss units built, undsr
construction and Rture conswuction, tomais 1,188 undls which equstes to 2 12.3 mondh
supply st the current sales rale. Uns vear ago iotd invenlory was &t 307 usile, and the
rmonths 10 absoih based on lagd years ssies rafe was 4.5 months. This hdicates that

futere competilion could be very strong i the madeed declines or alf prits are built
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Tho supplyldemand belance for both completed and under consinition stached
product is below the 5 to § manth romal raroe. The Iow inveniory s further evidencs of
the need lor additonst product, perfadarly In the morp affordable price range,

Ag Blustrated on the following nages, & product vpes within he markat area
have experionced good absorpiion. The firs? page summarizes the 3 aclively selling hich-
rise attached projecls congidered mosl simiw o the subjed’s Hghaize project. As
indicaled, the monidy absorption hes ranged from 13.8 unils per month to 23.5 unils
per month, All of Be projedts are located in the subject's immediale mmaket area angd
are priced simifarly o that proposed Tor the subloct The 13 additionat comparable
projects are all lecated in the City of Irvies o &y Tusting All of the projects are actively
saling or have recently sold oul The sublecls proposad sizes and prce range wre
similar o the aclively saliing projects in the Clly, 1n general, absarption has ranged flom
8 1o 10 dwatling units par monih,

Future Competitive Supply

Sinca the sady 18608, the residential component af the 1BC has groen from A
single, 40%unl spariment comemunily o 2843 ey apatments it fowr senerate
communities and 2681 upscale, mid+ise condos, Deweslopers have sisy dissoversd 3
sirong market for highise condominiumms in rving, A% this time, 1here are 453 lawury
high-rigse condominiems undsr construction in twe saparate devalopments nesr Cenbral
Pak West. The shong demend for high-snd mullii-family produst in 2 mehopolitan
sotting has been proven by significard presales. Mamues at Park Placs, 2 232-unit high
vise, i 100% presold, and The Plaza Irvipe's frst ower (107 units) is 100% presoid.
Frices in those high-ise developmenis range Fom 3500000 fo $3.5 milion. The
olicwing paragraghs survmasdze e new highwike condominiums in the sblects
immediale market area.

Watsrmarks — Seres-Regls is near complelion on this 5334anit project, which s 3t e
northwest corner of Campus Drive and Carlson Avenue, The project was orignally
intended fo be a rental property, but midway through construction, the ownars dackded
0 convart ihe properly D condominiums. Al Ihls Hime, sporoximately el of the
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proparty I8 ranted, and the olfwt half is baing murkeled as condominiums. The owners
plan o 38l out the enfire profect, and are onty offering shor-lerm leases 1o existing
rentat lenanis.

The Preserve - Upus West has on spproved masionisn and tract map, and &
currently in the framing stage. This project is at the southeast comer of Jambores Road
and Dupont Drive. The property s entiled for the construction of 404 gpanments.
However, the project s approved for convemibn o oonins. The project is belng hallf in
thrae fousstory bulldings on a 6 acrs sis. The oot ncludss two four-slory parking
structures. The project s cumently Isted B snle, besed on a releld condo prive of
$450.000 per unit. )

Park Plece Towers - Bosa Development has submiiled an spolicelion o bulld
586 condos in four higheriss towers on ths apstern edge of Park Place. The pricing is
sxpected o be simfiar o those of Maraues af Park Place, which 8oz sold sul In
Janumy of 2005, Thers was some izl debale over whather the devsiopmaent
agreameant for Park Place woukd refleve them fom hewving o apply for a GPATune
change. U appesrs fhat & GPAZone changs will be required, but the process wil
probably be expedied because the Cily has been revewing thelr plans for some me.
According o the Chy of Invine Planning Depariment. the GPAone changs application
paitd ba spprovad in the surmemer or 188 of 2005, A trect map could be approved shortly
thereafter, making & possible fo begln construciion in the fourth quarker of 2005, Bosa
sapacts (o Deing markating the unix by the and of the yvear, Pl move-ns are expectod
in pmied- 2007

in addiion, Maguke Pornors own lands in Pak Pace thel wodld bllow an
geddiional 1,062 condos o be bull, bul thare sve no known plans fo do so. The
BPAZons changs would apply 6 these units as well,

The Plaze Irvine — An affliate of Opus West is tuwilding a luxury 202-unht, 2-
tower residential high-rise on 3 sie & the northeest comer of Jamboree Road and
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Campus Drive. First movedns gre expectad Iy lafe 2008, Current asking ites arg In
the $640,000 to 2.6 milllon range. The sales offics apener] in ki Roverbar of 2004,
iritinlly, tha sales office could only avospt fully refundable raservalion deposiis, bul in
the first week of Decamber 2004, the Depariment of Resl Esfate issued g wisle report
on ong fower (101 unltsy, slowing the axacution of aales contracts with homebuyers.

Balas have been sirong. Cwrenlly, 2 fofal of 182 undts were reserved or under
contradd ropresoenting an average ssles rate of 22+ unlfla per month over 8 markaling
period that incuded the holiday season, which is usually a sluggish pedod for rest
astate sales.

Campus Center I - Opus Wast has plans 1o bulld a third high-tige residential
et on 8 site adisoerd to The Plaza invine. Constraction could begin in early 2008 and
mgrkating o expacied o begin In mid 2008, Pricing Is axpecied o be simisr to hat a8t
The Plazs Ivine, First move-ing ars expacted in late 2047,

2801 Halvin - John Laing Homes has submilled 8 GPAZone changs application
and 2 fract map applicalion simulanecesly. Thay want o build 242 eondes. # igkes 12
o 18 months o got g fract map approved; however, thelr plens could be affacted by the
ovariey distric] betny cordumplated by the Clly, which could delay the peoject or meke 8
yrdanatie. Construction 1$ exgpected  begin in e fowth quarter of 2008, A sales
office is expected b open in mid-2007 and firs! moveins are expecied 1o oo in the
first criarter of 2008,

2801 Allon Parkway - Siapoinle Ventures gnd William Lvon Momes are
seeking enftiements for 179 condaminlums (provicusly repartad by the City as 184
urits} &t the norheast comer of Jambores Hoad and Alton Parkway, Approval
expected in June of 2005, The owners have made arrangements o sell the property 10
a developer once sppravel is reteived. Construction 8 sxpactsd 10 bagin In the fowth
quarter of 2005 and first move-ins ara anticipated in the fivst quarter of 2007, The sales
office is expecied in open in the fourth guarter of 2006,
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the Lofis af Yon Kemman — West Millennium Homes recsived baci map
approval 5 115 units ovar owr avals of parking on Oclober 21 of 2004, They czn now
apply for a grading permit, West Milleonium reporied that construction will begin in the
third quarter of 2005, They sxpect o begin marketing n the second quarter of 2008,
First move-ins oould ool by the and of 2008,

Hain Strest Condos ~ West Millennhem Homes has submiifed 8 preliminary
apgdicaiion to bulld B0 units on 2 site next door o the Lofis af Yon Kammnen, They own
the sits, which ncludes an offics bullding oocupled by HER Block. They would Tke o
i the condos in an ares hal currently serves as a patking ot for the offive bullding.
The condos would be bulll over g parking strudiure thal would sorve both the condos
and the office bullding. Consfruction Is axpacied o baing in the first quartsr of 2006,
Marketing could begin by the first quarter of 2607, and first move-ing could coclt in the
third guarier of 2008,

Larlde hvire Residential ~ KB Home submilted a (PAZone changs
spplication for this 158-unit condo development in November 2004, They have not yet
submitted & ract map or 2 CUP application. It normally takes sik months fo procsss &
GPAZone change and four months 1o process o ract map and CUR. Constructon 8
rwt gxpacied W begin undl the second gearier of 2008, Markeling could bagin the
secord guarter of 2007 and first movedne could ooour in the fourth quarter of 2008,

OHfios Damand
in the first mearter of 2008, the Orange Gounly office market expanded to
approximstely 819 million square Teel. Demand for office space conlinusd inlo the new

year, pushing overall not absorption sbove 1.0 milion aguars feel This confinuad
absorpéion has led landiords to T up thelr rends, yet the average asking lease rate has
rgmained constent this quarter 3t $2.08 per sguare fool. Howovos, this unvandng rate
represends @ 4% horeass since the last year and yet a 1.4% decreass over the last the
yvaars. This 12-month increase sfill seems 1o be the beginning of the much-anticipated
rent spike forecasted for the nexd ten vears,
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Crange County vacsney rates dronped o 9.0% thiz quarter representing an
overall decrease of B.4% sines lasd quarter. The South Orange Counly markel area
championsd the lrgest vacanoy dmp of 16.9%, verses izst quarter, while Caniral
Orange Courly achually sew 2 sligh! omase in vasancy of just over 1%, Even though
Central Orange Coundy had g minor inorease it vacanty, the market area sits in the
numbar teo spot hehind North Orenge County with the ghtest vacanoy in the Counly
2 8.4% and 8.2%, respechively,

Completed conglruction for the guarter included twe bulldings in the Grester
Sirport Arpa, adding 34,358 square foet of Class A offics spece. Addiionally, 2 17,414
squars fool Ciass B office bullding was compleled In Soufh Jwangs County. Ths
Greatar Arporl Arsa currently has 389,237 squars fest under construgtion, of whigh
118,237 square feet Is undergoing rohebiitation, boing converisd from indushis! spacs
o feo-siory Class B office space and is supectsd v be compiste the and of nexd
quarter. Soath Orange Coandy has 137,050 square feat of Class B space under
consiruction and a single 70,0080 soeers fool Class & buliding, which s ®lly leased and
expacted o complete i the seoungd guader of this year,

The barsly vigihle nogalive ebsomption in Centmst Orenge Coundy oifd oot affect
Grange Coundy's strong fnlal sheorption of 1,012,562 square feet. For the quarler, the
Gropter Aporl Ams sooounisd for st over 50% of the odgl absorplion with South
Orangs Coundy nol oo far behing wilh 388,103 souere feel of absorplion, of just over
3% This quonier's absomption Is nmors then Tiple what B was one yoar age.

Yihdle lsase rates for the Counly remained fat over last quarter, here wars soms
moreanes wihin e sraess such as Mogth Orange Counly, whinh lncreased 3813 per
sqsare ool West Orenge County's lonse rale ross an additions! $0.02 1o §1.84 and
South Orangs County Increased $0.04 0 §2.17 per square ool The Central Orangs
County shaved Bl af $1.72 per sguars fool wharsas the Creater Alport Arsg
decreased one cent to ond the guaner al 3248 per square foot As the vacancy for
meividual cities, markets and the Counly a5 2 whole beghn o creap below 10%, and
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chvan the riningl construction that s exg@{:‘zﬁﬁy it is cusfle possible lease rales wil

increase,

Aftor an impessive 2004, the Crange Cody retall morket dedlined slightiy in
the first guarter of 2005 Despife confinued strong employment and surging sales,
vacancy rates inchad upward o 4.5% and gverage asking tease rates dropped s cont fo
§2.28 v the County. Net absorption, albelt positee 8t 38,000 sruare fosl, was
drarmafically lower from the firel quarter of last year.

Rising slightly this quarier o 4.5%, Orenge Counly vacancy rates adusted o
reflect high losse rates and mare space coming anfo the markel The North Coundy
submarket experiencad the most dramatic shift In vacancy pushing up o 5.2%, while
the Certral Cosst coniinues fo lichien down & 3.8%. Al cender Dpes horessed thelr
vacant space except for neighbothood centers, which saw a nearly 25% drop from: fast
quarter. Vacency rates st remain at historic alf time lows, down more than 4% in the
nast year, bul smaller and less profiable relallers ere geliing sguesrad ot of the
raarkel by skyrockating rents,

Lavaling off from st vears 10% prive hikes, averages asking lease rates fell ons
cent to §2.28 por square ool througheut the County, Whils causing no concem in the
short-term, this rate drop was the first tme In bevo years thet rend decregsed. The Scuth
County was the exception, 33 rents in the submarket increased dramatically 1o 8268
dus o light supply of space and trermendous demangd from relalions 1o be in this affivent
arsa. Urven by high foot reffic and high-end retailers, Power and Specially cenlers still
cormrpand the larger rents with en average about $2.75 per squaere fool,

Tolaling 1.3 milfion squsrs feel, Trenge County relad construction bes ploked up
considarably over e posl vesr and is axpected io push pasd the 2 miflon mak by he
end of the year,
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Pulling hack in the firgt qusrer, net absomlion slowed o 38,000 square Test
Faced with zss axpensive amas Iy Southers Caltifonia to sel up shop. relafl activily in
Orange Counly, gthounh positive, compared to first ausrier of last year dropped off
stgnificantly. The Ceniral and Norh County dipped info negative absomtion while the
Certeat Coast submanet remaing posiive and continues 10 stay stiong n the reglon.

Haximeally Productive

In consikiering what uses would be maximally productive for the sublest properly,
we st consider the previously stated fogal consdendions. We are assuniing the land
uses showsd undsr ths Master Plan are the most productive uses that will be sliowed at
the present ime. Currend zoning and spproved uses indioele that other aifemative uses
arg not fogsible at tis time,

The residential development should cordinue o mest with oxcelien response
from the markel. Ghven the steady demand for residential product in Cenbrsl Oenas
Comrly, arad Hovited supply, B s our opindon that development as proposed provides the
highast land value and b, tharsfors, mazimally producive.

Given the development of the vardous residential products, the proposed relal
ugas are supporied. The cument office vacancy rate In Cendral Orange County and
otation of the sits supparts development for office use,

Lagal, physical, and marks! congiderations bave been snaleed o evalusin the
hlghost amd best use of the property. This analvsls is prosordod o evaluale the type of
uses which will generale the greatest leval of fulure benelils possible Bom the land.

After revigwing the allemstives aveilable and consiiedng this and  other
frformation, tis the opinbon of the sppralsers that the highes! and best use for the sublper
property, as vacant and as improved, is for reskdential, relaf and office development
stmillar f thal proposed within CFD No. 2004-1. The projacts apnesar 10 have the location,
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fesfuras, and pricieg shutture 0 oblan an acceptable sales omd leese mis under norsl
financing ard markst condifions.

fs Yacant

Aoy wviewing e allemulives svallable and coneidenng s wd ol
inforrnation, # is these aporsisors’ opinion thet ultmete developmernt of & varisty of
residientisl forsale profecis, relal uzes and office uses are considersd the highest and
Dol use of ihe property,

S Bnproved

The pronossed uses are 2 logal use of the propery and the valup of the property as
inproved Tar gxceads e value of the dlle If vacant, This means that the improvements
conirbuie substantisl value o the sile. Based on these consitlerations, i 18 aur opinion

= prprovemonis constiute the Righest and best use of the subject
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VALUATION METHODOLOGY

Valualion io based upon general and specifio background expenisnce, opirions of
qualified informer persons, consideration of all data gathered during the investigative
phase of the appralsal, and analyvsis of afl morket daia avallabls o the appraiser,

Valustion Annrosches
Thees basic approaches o value are svaiiablie o the appralsen

Cost Approach

This approach oniails tho preparstion of a replacement o reproduction cost
estimate of e subles! properly mprovemsniy  pew  (raintaining
comparaiie quolly ond vty and thon doducting @or lossos in value
sustabhed through age. wemr and tegr, funclionslly obaolesoent features,
and sconomic factors aftecting the oroperty. This & then added i the
ostimated land valie b0 provide & vaiue estimats.

income Approach

This approach i based upon the theory that the valus of the property tends
o be sel by the expecied net income herslrom i the cwner, Ui, b effsg,
the caplialization of expecied fulure income lnlo presest worh., This
spprogch roqulres an astmate of net neome, gn analyss of 2l expenes
fems, the selchion of o capdzlization rate, end the processing of the net
Income s¥eam o 2 wabe esbimsate,

Dirast Com

s Approach

This approsch i based upon the principle the the value of 2 propeny tends
s be set by S price at which comparable soperiss have récently been
sold or for which they can be acguired, This approach reguires 3 detaliod
compadson of sales of comparable properties with the subject propedy.
One of the main requisiies, thersfore, s thet sufficlen transactions of
comparable properties be avaliable fo provide an socurais indisstor of value
and that sccurate informetion regarding price, ierme, property descripiion,
ard proposed use he obiained through inferview and ohsarvation.

GONSUL G HiaL b5 SPPRAISERS
Ege

Developmentsl Anslysis 5 3 form of sppraisal by direst oomparison for
estimsiing land value, | s based upon the premise that one would not pay
mare for 2 parcel of land than s conbilnaory valus o the etonomic
sriwrprise of devsioping the parcel Indo condominkmm unlis. 1t essendinly
tromis lardd 28 one of the raw melerials required for developing 2 master
planned corrrunity. If one & alds o prepare 3 raasonably reliable forecast
of the congorinium ared site improvements that can be developed on that
parcet of land and identify all of the coste and requirad profit marging, what
is residusl or lef over s what s avaiable fo acquie the land.

The commbrgial land s valued by the Direct Comparisos Approach. The heome
Approach s typlcally used when appraising income produsing propentiss, This approach
s not applicable in the valualion of and as land 5 5ot typicaly hald 10 generste monthly
Income, but rattsr purchased 1o construct an end product which may or may nol genarals
noome. The Cost Approsch iz not an eppropnals foo! in the veluation of fand.

The Drect Comparison Approsch s used for de valuslion of land when
sufficlent comparable salas are avellabls. Their sales pices would be wonsidersd the
best indicatons of value, assuming the soles are cumverd and in & simdiar land condition.
The residental land s proposed fir aflached product with densities from 27 1 122 unils
par acre. We weare nof abls lo eneover eufficient recent comparables ssles b complete a
Direct Comparison Approach o valus for fwe land proposed for 1,238 dwaling unils,
Therelore a Devslopmental Analysls was compisied.

The Devslopmenial Analysis reskiuels 1o & bulk "As I8” eslimate of value by
dentifying all required coslts to improve the land o complsted dweling units. The
Developmental Analys’s residuak v 5 buk lang velue eelimste by identiiving the
associated cosis of absorplion and required prof margin, This analysis is considerad an
approprinfe method for eslimaling value, when projecling revenue over o market
supponod absorplion porod and sssucisied cosds gan éa regsonsbly eafimated. The
Developrmental Anzlysis 1s used to estirnats the bulk value of the land within the Distict
propoesd for 1,238 dwefling unils and wo commarnis! iots mroposed for retsl and office

18585,

DU L e BEAL ESTATE AFPRASERS
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YALUATION URBEVELOPED
COMMESCIAL USES

Seneral

includsd i this sortion of e appraisal are both of the undeveloned commernciad
sites, wtaling 4,305 net acres, within the boundades of SFD 20041, Each wndevelopsd
parcet has been den@fied wibin the Sits Analysis seclion of this report. Apprdmately
1814 acres are locsted In Lot 1 and 24771 not aores o Lot 2. Both parcels aig boing
graded. Lot 1 s &5 be Improved with 13,700 square Bl ol etpd bulldbgs snd Lot 2 s fo
e developed wiih 80000 square foet of office space.

Biract Comparison Approach

Tha Diredd Comparison Approsch is based upon the prarmise that, when & properly
is replacesble in the maskel, 8s value tends to be 3ot by the purchase price necessary o
acauire an eguslly deshable substiute pronerty, assuming ao cosly delay B snotundered
iy priking tha declsion end the merket 5 reasonably informad. In zpprotssl praclios, his
is ke a8 the Penuigde of Substingion

This spprosch & 2 maethed of analying the subsd popardy by comparisen of
actusl sales of similsr properiies. Thess sales mre evalusled by weighing bolh ovemal
oomparabiity and the relafive mporiance of such varisbles as Hime, lerms of sale,
fomation of sale property, and ol shmracteristios. For the purpose of thig repord, the unit of
oomparenn b e prios per squars fodk of net usable area for the commercial fand,

We have surveyed sovmerchd frd sules wesd for reted commendyl and office
usss in the Orange County res. The abis on the Bliowing poge sumwasrzes the
sompmrables corsidered most balphil in validng the sublecls commersial sites. Indhidugl
data shest follow the seles swmrery. The siles e valusd In 2 nished bt condition,
raanly for development,

COMELAT RG TA LUERIE ATRALEND
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Dtz Mo, & Location
Erad WMot
S Wchelsom Dr
DB WA Yoo Karnan Ave,
Ireirg

Piatm dn. 2
FHMD BW Aosmin Bh
Femsgarar! Bonrhy

Elad ¥ 3
391 Higuet Bd,
Laguas Meaous!

Eiah Mo
2804 Altow Py,
irdna

s Mo £
HWED Joraboror Hd. &
Lompmzs Dy
e

Erodas hle.
FOATRAE BW Ananis 8
Prouporl Sgach

fralm Mo ¥
1450 WL SR, Gentrude
Bedy Aows

Ol M. B
A3 Sunt Cutyen
{ewing

fafa Po. B
A2 Beeki 8L
tosa Mews

Prain Mg, 40
HWE Furlon Py, &
Hacidinhpek Prwy
§oks Farost

Ereatis Beer. £ 1
408 W Kalia Ave,
Eneiain

Comwrmrcial Land Sale Surrenary

Finishad Tondizion
Feis Uate intendsd Usa frren
BIGIZOGE Oifioa 121
Foodpring
4.5
Pro-Fla
TR0 HEGE {ffiea 1.5
AIERN0A DHfies 127
Kl (itfice 244
LEdcTEni o) Office 483
BIEIEG e 2.1
12BN Head 887
IR Ratal &.41
SIS Hatall 8.57%
AP 2G04 Retail 382
HEFRIT el 102

Sales Prics
514,500,000

33,382,780

B4.F00.000

$2.223.000

57 438,000

$3.875.000

§r25 000

SEIROLD

SRELLLD

STEQILD

§2 700 060

LTRERCRTENG Road CBTATL APPRATGERE

73

Pricel SR

S99

5357

$EL73

F38.73

R sl

a3

E3B.T0

fiovs iR

548,78

23008

$3394

$80.77



Lotaton:

APN;
e
Felier

Gie Slza:

Znring

ige:

Condition of S
Hegording of Sale:
Sale Prica;

PricesSqFL:

Speclal Assassments:

Firaraing:
Yarifnation

Remaks:

Lo LLARD BAILT MG ¢

Morth side aichoison Drive, B8 fon? aesl of Vo Hatman
Agonle, 18507 van Karven Svenae, fovine

445-081-30
Crasveniiing, Lol
Z Wast fenedioe Uoin

1.208 anres (ooipind
£.50 sores {xowals rovtion of Se sndie projent)

5.4, Inving

Proposed for 276,000+ sousre feet of office
Fhnished

Juns 8, 2005

10,800 000

1921 for Rolgein
$83.57 for prorais gile aron

Mo
Al cash o salls
Dok

This sule i ned kicalad in a CFIVAD. The property B the fast
bufldable paret it an exisling office park deve i with
twes other exigling offics budldings. The lolel slie mea of the
endle projond B 152 soros, The Wial foolpent aves 5 4+ acres.
The prodoct consiwis of signiiicent common sress and an
existing sablng stchrs. The purchase price hcludes a pro-
rate share of the paking strsctins,

LORGULTENG (AL EBYATE APPIAIBERS
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Buver

Selien

e Sze

Fowdry

ihser

Corgition of Site:
Fepording of Sale:
Sais Prige:

PrcelSg

Special Assesameants:

Franciig
Yaifioation

Ramarks:

COMMERCIAL LAND SALE NO. 2

HIB4Z BW Acacia Steel, Newpod Beach {Senla Aga
Heinhrs)

4383827, 0B, B8 {porfion
Bicky Botors, LLOC

Brircts Bayviow Plaza @, 1P

.36 acres

P

(ifica brsilding

Finished se, buliding under constuction

[Tt

o 6, 2004
$3.182 760

$55.58

B

Al cash o seller
Listing bimker

Tris b5 & ressde of 8 porfion of Land Saele No 6. This sele s

SOREULTHG BUAL CSTATL APPRAISTRS
B



COMMERCIAL LAND SALE NO. 3 COMMERCIAL LAND SALENO. 4

Loptabiany: 30111 piguet Rﬁaé, Laguna Migusl Loestion: 2500 Allon Parkway, dne

AP O5H3-151-21 AP A35I05-29 {nelion)

Buysn La digued, LLC Buyor Wgﬁémﬁﬁﬁ Partners L LLC

Seliar Cyus Baslend Seller 8. Braun Medica)

Site Sizs: 1.27 acres Hite Sire 2 M4y avres

Zoring 5 Zomdney 5 1drdne

Liad irttomidiand o @ madival office builting Lise: imtermied for macicsl offioe use

Condition of Sie: Finished sile a{ sale dale Corphition of Bis Firshed sBe af aalp

Reoonding of Sale: April 18, 2004 Facoming of Sale Blach 2, 3004

Sale Pros: §1, 700,000 Sais Pricg $2.233.000

FricefSg Fu §30.73 Pricefy L rans

Special Assossments: Mone Boecial Aszassmenty Hone

Flnancng: All cash to saler ERi= et en Allcash

Yerification: £ isHng hroker Yarifinaton; Listing brokoy

gk, This propefy 5 actin 8 CFIYAD, Construction is scheduled fo Bemarks: Tris propedy 5 nol In 3 CFIVAD. The properdy is cumantly
bopin within theee monihs. uexder consiuction with 2 30,000 sopere bl oifics Duilting.

CNELA T HEAL ERTATE APSRASERS SONBULTING BEAL EATATE APPRAISERS
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L.ocation:

AP

uver

Heller

Site Size:

Zariag:

iJse:

Conedition of Site;
Recording of Sale:
Hate Price:

PrigaiSo L

Brexinl Avsessrnenis,

Financhyy:
Vartication:

Remards:

COMMERCIAL LAND SAlENG. &

Morthassl comer of Jambores Road and Campus Urive,
kesAng

445-181-14, 15,46, 17
Campus Denter Indae, Inc.
nudantial Insuranca Co. of Amarica
4,83 anres
4 »\Ew{m
Appraoved for 265,000 squara fast of office space
Mass graded at sale
Blacosnber 3, 2003
$7. 135,000
$33.91
Mone
At cash to seller
Buyar

?m property s rwl it a CFIAD, A?Eszr b@mg prirchaged
@ma%&@?&wwﬁﬁmumsm 1

with athached dwelings,

CONSULTING REAL EBTATE AFPPRAIGERS
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Location:

APM:

Fyer

Geler

Sie Size

Fordng:

Lisa:

Condiion of Sie:
Favnrding of Saler
Zale Pricg:

PrivaiSa i

Specis! Assasumunbs

Fimarciy
Yerfication

Famanks:

COMMERCIAL LAND BALE HOLE

PUATL-20352 S.W. Acacia Street, Mewport Hoach (Sanis Ang
Heights)

438-352-07, 08, 09: 438.381.24

Birch Bayviow Plazs |, LP

Cusiby-dlaly

£.18% aurms

P

Office buidings oialing about 48,000 squars foet
Finisherd sile 2 ssde dale

barch 20, 2003

3,875,000

3870

Hone

A8 cash & seiler

Listing broker

This propedy B not In & G?ﬁ}éw The poparty 8 now
brmproved with ves offics

CONSURTING REAL ECTATE APPRAIGERS
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By

Satler:

Site Sizes

Foningg:

Uges

Gorgdition of Site:
Reoording of Sals:
Sale Price:

Price/Sg.FL

Soecipl Assessmants:

Firvancing:
Yarification:

Farriarks:

ERCIAL LAND SALE NO. Y

140 Wes! 5. Godnwdte Place, Sarda Ana
408-471-14

Bargio S@aﬁar@

Carmmds Com.,

0.62% acres

o2

Proposad lor refall eommercis] sife
Finished gfie ot sals date
December 15, 2004

$725 000

$26.84

None

&l cash o soller

Buyer & Solier

Thig property is keoaled in an Inferkyr area of Sandy Ana, No

sorglrucion hos beon corplicied, This sele bt lpeatesi In e

DONSULTING REAL EGTATE APPRAISERS
a0

L ocation:
APH:

Byyor

Sedler:

Site Slze:
Fowsruy:

Lse:

Congition of Sie:

Haconiing of Salsy:

Sale Price:

Enecant
Fruansing:
Vertioation:

Hemarks:

COMMERCIAL LAND SALENO. B

14798 Sand Canyon, ivine
10450503

Bruce Obwon, b ux
Javad Andalibian
041z acres

G4

Erposed for retall use
Finished site of sale
Saptember 30, 2004
$E38 000

S840 75

Mons

Al cash o safier
Fublin documords
g?ﬁs propenty is oated in Ol Town® vine, adiscent o the |-

ay. This Is a vacant pad wiihln o refell conier and
B ot Boalsd In g CFDVAD,

CONBULTING REAL ESTATE APPRASERS
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Locsion:

Hite Sge:

Zonk.

s

‘Condition of She
Frcording of Sale:
Sade Prioe:
Peice/fin 1

Speoks Assessrmeniy

Flrancing:
Werifiogton

Remarks:

ERCIAL LAKD SALENO. 9

200295 Dddatol Slest, Costs Mesa
418-182.05

Hezas Bahen, ot )
Hamg B, Inc.

0,72 aoras

0t

redall pse

Somi-finished 2t sals dale

Ams 28, 2004

SO 600

IR

Mone

$522 804 oosh down payreord, balance canied by soller,
Public records

This pmpetly k& oosted adiscent o @ selfaenios car wjaa%z

un g fof with indarion vibdlity. This seie & red bo
ALY,

TORSUTING REAL ESTATE APPRAIBERS

#2

oationy

APN:

Buyen

Saller.

SHte Slzer

Foning:

Use:

Candition of ke
Recording of Sale:
Saig Price:
Price/Sa Fuo
Somciat Assessments
Financing:

Veortfication

COMMERCIAL LAND

E NO. 10

Nowthesst corer Parfola Pardoeay and Saddishback Parloway,
Lake Forest

81225151 {pottion)
Edward Pulnam, ot al
Foutil-Pacfic Gateway
G.22 sores

B

intended for vaternary dinlc
Finished condiion

Apd 1, Hi4

750,000

3314

Property is in CFD

All cansh ko selter

Sefer ard lisling broker

o
within g UFD in Foolhll Ranch.

COMGLHTING RCAL TOTATT APPRAIGIRS
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Laocation:

APNE

Bayer:

Sellen

EHe Shre:

Zonirgy

tser

Cordition of Sie:
Racording of Saie:
Spe Frice;

PricetSin Fe-

Spocksl Assessrments:

Financing
Yarification

Rarnarks:

COMMERCIAL LAND SALE NO. 19

403 Was! Katella Sverne, Angheim

(R2.2705-53

Price Legacy Corp.
Upsini Trust

1402 aures

BPE2-1

Indended for relall commercial use
Firished sl sale dale
Auust 28, 2003

B2 700000

6077

Mone

All cash o sefer

Seller

This propely was mmaﬁ i gssemble wath ﬁf.”%ﬂmf‘%t

m
Diizneyiand, This sale s not smm na Qﬁ%fm

CORDULTING REAL EBTATE APPRAISERD
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Finishod Bite Yol - ¢
Anuiysis
We have reviewsd ad Bspedted all of the six office land sales Dals Noa, 1-8),
The adjestments considered for the comparables were kv nancing, sconomic changes
betwenn date of velue und rmoorded sole date, bostion, site characienstics and ulider
fee obligations. The individual adiustments made 1o the comparabie sales are Hustrated
o the adjusnent ¢rid os pages 88,

Adiveimanis

Property Rights

All the datz died bvolve 2 100% tansler of the foo simple interest & tha
proparties frem the seller o the buver. As a result, no adiustment for property rights is
RCOESANY I the deta.

Finanding

Al the dala ciied were cash Wansactions or cash down payments Tollowsd by
Fedihdional acquishion and developrnt loans. These lorms rosult in esserdialy &l cash
paid to the selier. Thus, for fiese fansaclions, adjualments for fnancing terms am not
R,

Condifions of Sale

Condifions of sale are those molivational factors g either the buyer or the
. Though @ taneocton may bo “ammederigh,” & buyer of ssller doay have
exeruating cirtumstances thet mpact the seles price. No addidonal ad)
FOCARAATY.

Market Corwiitions

Agy investigation info the general market pricing trands and consideration based
upon nterviews and survevs of developers ard cther markat participents was contucted,
Two of the seles ocourred in 2003, free land salss ocourred in 2004, whis one sale just
clused in June 2005. The market hes cominued 1o mamve during this ime fmm( Theare

CONGULTING NEAL TOTATE ATPRAISERG
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wore significant prict noroases bobween sarly 2004 and June 20058 Adusiments anpesr
indicated. Based on the marked, we have sstimated 3 195% lnorease in pios for Dala Nos,
A, and 4. Dusta Nos. 5 aeed B renubed o 20% hisase.

Ganeral Looalion

The subject sits s consikessd supariar In genersl locstion o 2l of the and sales
sxcept Data No. 1, duo 10 the sublects proximily io edsting high-ond developmant and
infrastnucture. Upward adiustments of 10% ko 15% are ndicated,

Davelopmaent Potential and Entilements
Al the data cited sold with fingl ract maps. Developmant potentlal is conslderad

sirnilar,

Sira

Azzuming 3t other factors are siviliar, fargsr sites lend fo sell for loss on & por
sxeare ol basls, Hen arafler siles due lo economies of soale. Thera s alsa a swallor
markst £ Isvger and more sxpensie land parels, s imiting the markslalgly of very
large shes. However, the sublect and all the seles are within the typlcal mnge of stes for
office developmant, We have ol adiusied for slie size dus to e Spical skee mnye
included in the analyses,

Special Ta Obligations

Bone of the ‘ebis dulen, Dat Hox, 1
or AL spacial tax Hens. Al six ssies require d d adustment basaed on the present
value of the special tax ower the term of the bond, We have estimaled e ¢
wfustmani al 7%

Aocass and VighiiftySie Location
in general, 2 of the comperetios are cunsidered similar sites with similar acoess,
However, Data Nos. 2, 2, 4 and 6 do sot have comer Influence and Data Nos. 2, 3, 4 and

CHHELLTING FEAL BSTATE APPRABERY
88

4 am considered -8l developmeny. Data Nos. 2, 4, £ and 6 raquired a 15% upwand
adissiraant,

ﬁé}ﬁgia&sm&

After adjsiments, the comparable office lamd sales have value elksdors et
range from $33.88 o $57 12 per samare Tool, Five of the si sales are botwaon 34191 60
$87.12 per sguae foot. Ghing the mast ssnphosis & Deta No. 1, we hove conchded o a
viabin ostimate of $48.00 per square ool for Lot Mo 2 The it brficeled valus is
$5, 100,000 a3 shown balow.

B0 107 88 sl w §5.Wn878
Say 5100000

SONSHLTIRG REAL ESTATR APPRAISTERG
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DONSULTING REAL ESTATE APPRAISERS

Finighed Site Yalue — Retall Use

Analysis

Wa hove reviews:d and inspoctad all of the five rotal land sales (Data Nos, 7-11)
The sdjustments considered e the comparatles wers for fnancing, econormic changss
hetwaen date of value and recorded ssle date, Incalion, sife characierdstics and budider
foe oifigalions. The individual adiustiments made 1o 1he comparable sales are Bustalad
on the adiusiment gnid on page 88,

Beliusimends

Progarty Hights

Al the date ciied iovolve 3 100% fansfer of the fes shople inheest n e
properties from e seller i e buyer. As 2 msull, no adistment for propetty rghis &
anoasaary to the dete.

Francing

All the dala ciisd were cash bansactons or cash down payments followed by
nstitulinng) aoquislion ang developrend losne Thase terms eeul in essentialy af cash
paid o the sefer. Thus, for hess trznsaciions, adigstments for fnancing terms & not
aguirad.

Lo of sahe gre those mwdivalioned faglon aff 3 eiffiar the buyer or the
sefigr. Though 8 Fenesclion may be “armsengih” 3 buver o sallor may have
sdsruating crowmstances el impact e sales pics. Mo additionsl adiusiments are
nacessany.

Markeat Conditfons

&g gwestigation ivio the general market pricing Bends and consideration based
upon intendows and surveys of develupers and other market participants was conducled,
One of tha sales coourmad in 2000, whils four sales ware In 2004, The nweskel has

COMBIE YR FA ERTYATE APPRAISERS
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remained fably stable ovor the lag WO vears, We heve estmated & 0% uoward
adipztment for the 2003 sale and 8 5% increase Tor the 2004 sales,

Loycation

The sulfect site B conaidersd superior in general Iocation o all of the retall land
sales excepl Deta Mo, 11, due to the sublact’s proximity o sxlsting high-and development
and Infrasbuctre. Upward adiusiments of 5% fo 25% s indicated. Data No. 11 requires
a dowrward adustment of 50% due to s Disneviand location,

Davciopment Polantial and | merts
All the data diled sold with final tract maps. Development potential is oongidensd

sirndies.

Size

Aswurving sl other factore are shrliar, lamer sitss fend 1o ssll for lsas on 3 per
e fool basls, then smaslior sliss due o ecorenies of scals. There is aiso a smaller
raarket for larger and more expensive land parcels, thus imiling the markelability of vary
large sites. Mowsver, he subiest and 3 the salos are within the typical rangs of sites for
retell development. We have nt adisfed for sie she dus to the fypinal sive ooy
nchudied in e analvses.

Oy Dela Mo, Hiofthe o He saies, Data Ros. 7 though 11, b ancumbored
with UFE of Al sposkel tax lens. The remairing four ssles require downwend adjustment
basad on the pesent value of the special lax over e o of the bond, We have
estmated the downwand adiusfment g8 7%,

Arsass ared Visthifity'Site Locafion
in goneral, all of the comparables are considered simiiar sites with similar access.
Howgver, nong of e sales have comer Influence and Dals Nos 7, 8 and 41 2w

CONSULTIND REAL EGTATE APPRAIGERE
GG

ceavsdered an infil dovelopment. Upward adustment of 10% is roguieod for Dads Nos. ©
and 0. U=ate Moz 7 and $9 reguired 3 20% upward adiustment Due fo ¥a location
adiacert ¢ the V5 Freewsy, access and fleeway vislhilily, Data No. 8 doss not reouite
aiustnent.

Lonclusion

After adiustments, e Compwrsbie el lared solos Rove value indicstors thet
rangs from $35 94 1o $45.11 por squere ot Theos of the five sales are belyesn 3180
o $42.11 por s fool Giving S most ermphosds o Dats Nos, 10 and 11, we Pave
concluded on a valus eslimate of 39000 per stusre fool for Lot Blo, 1, The folal indister!
saliee is $3,300.000 as shown balow,

OO R34 sqf = 88,334 960
Say $3.300,800

CONSULT G REAL ESTATE APPRASERS
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DEVELOPMENTAL ANALYS

Sensral
To estimale he value of the undeveloped tand sublect 16 spacial tax within the

fHstrict, 2 Davelopmenial Analysiz is compiated. The land has & resorded condominian
map approved for a maximumn of 1380 dwelling units. The curent development phan,
as of the dale of valug, is to build 1,238 marke! rela condorminium uaits on 14 ol within
Tract Map Mo, 16880 Lot 8 of Tract 18590 will be developed with 62 affordable
dwelling units et Wil no! be sublect o special tax and thersfors are not 5 pwl of the
vahuation. There are bwo commaencis? lols &?zée;&z wiff be developed for office and relall
uses. The sie cosls used in the Developman Analvsiz indude all costs associaled with
bringing af of the land within the Disidct from #s “As Is” condifion W superpad
condition, ready 1o sell o the builders, Additiondl in-lract costs are estimaled ac well 25
eoste to buld the condominium unils and parking structures. Tha time-lines Tor the sile
sonstuction costs, building comstruction casts and indract cosls have been estimaied
by the developer, Lennar LFPLE, LLC, /s 8 spacific confingrency of Ihis appraisal that
aff of ihe cosls assodiained with the | ements regdnad o saliafy e Condiffons of
Map Approval for Trect 16880 and the Developmend Agresment with the Cily of indne
have been prwvided o e appealsers andd are included In e Dovelopmental Analysiz.
& v ofso 8 specific contingancy of s appraisel that the diredd end indirsct unit cosis
and fimedines for those costs wis masonable and similar f@ i costs and Hining for Hie
oty that wif wlfimalsly be rsgulred fo build the condomisiiung when specifie produst
srpovemenis are eniifled,

The developer has provided ¢ summery of sile development costs and costs
frcarred & date fo bng the Jand o 3 super pad condilion, seady o sefl o the verious
mdlders. The total doveloper costs swchuding the cosls © bz reimbursed from this OFD
st the Cliv of Ivine OFD are reported to be §30.475.078. For purpases of this appraissd
we hove inchided the cosls to be relimburssd from the Distrie?s OFD and the Cly of
trvine’s CFD which is not schaduled i sell bonds unid te 1% or 2™ quarter of 2006. n
addifion o the 330,475,678 we have included the Fire Autherlly feas of $900,000 plus the
$5,500,000 to be peit i the bullder of the affordable housing development. In addiion
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we hmve ncluded $13,598 500 of improvernent costs and fees that wilf oimately be
refrdarsed by the City of indng's CFD when the bondds are aoid, Thetalore the totsd conts
o bring the land within the Distrie from 8 raw condition o 2 supsr pad condition &
estimated ot 350872178, of which $9,070,535 hawve been spend as of the date of value.
The emaining cosls B complete are astmated o $41.801.543, of which $8.4001.000 are
subdest 0 refmbursement for the SAUSD CFD. The nosls oluds the costs to develop &
of tha parks wdihin the Disirict ang the off-sie terwds courls, According fo e developss,
e cosle are all of hoe oosts for the improvemanis to satisly the Condilong of Map
Apprresd and the Development wraent with the ity of Indne. The oosts bheluds any
possibie reimbursements fom the sde of bonds Iy the Cly of ving and e Sants Ana
Unfiad Schoot District, Because the sals of bonds for the Gty of Infine are not scheduled
fo pocur untl the 1% or 7 quarter of 2008, we have not glven consideration o the
prucesds of the proposed bord ssle.

Fundirgg fromt e sale of bhonds for OFD Mo 20041 are o relmburse the
developer for e sewer and waler foclilies, estimated at 52,000,000, Fire Authority Tees,
eatimated at $200.000 and schoo! less, sslimated at $5.500.000. The costy of the sewer
and water {aciliies and Fire Authorily fes are included i the devslnpers site costs. The
schoed fees are nciuded in to unit consbucBion couls for the varous prop prodducts.
The ddal constuction funds W be rolmbursed from this bord issue are estimated at
£8.400,000.

Tha § wling value is | t e the pramiss that
one world nof pay o for land and improverments than B8 contibutory valus © g

ic erterprise of developing the parcel inlo single-family homes, §f assentially imals
landd g8 one of e rew materals required for developing o subdivision. If one is atle 1o
mepare o reasonably reliatle forecast of te related prices of tha end-product and idently
2F the oosts and required profit mergin, whiat is residual or Isfl over |s what is avallable o
aoxpse the prperty,

EONSULTING REAL ESTATE APPRAISERS
23



in the case of the subject progsesty, B casidus! value Puficalsd by s discounted
cash fnw analsls refloch Be “As ¥ condiion of the poriny grded Band with g
recordent condomiriun map proposad Br 1298 besals resklontial units, SO0 snuns
foet of office use and 19,700 souare feel of rotall vse The sheps In e Developmental
Armibysis are o8 Ml

1. Amalyze the highes! and best use snd delerming the land plan which vill be
uized In the Developmental Anslyes,

2. Estimate he nkhed product orice whith can be snfidpaiad for the avorsgo
size foor plan for e 908 midise and kwise condorminitm unls and e
avarae sire oo plan for the 240 high-iss condominizn unls. DeBmale and
fnkhad and price %or Lots 1 arel 2 proposed for commsroldl uses,

3 Estensie the sbsomion mtefr e p

wd produnts,
4. Eslirale the diect snd indirect costs, inchding marketing and GRA.

& Estimate the rsoubed annusl before-tay discount rete, indluding profl, reguirsd
i gtiradd a developar In light of the rvsks enef encoripinties.

This Developmerdal Analysis consiters e suls of humss fo indiddual buvers,

Py ¢ Prodeact

Withis: the Highest and Besl Use secion of this repod, market danend was
distussed. We have besn providad with a size rangs ord svarage sive Tor the propossd
Hoor plans wdthdn the D = for 10 e Proposed bnprovernar U
* for e gversge size unit per propossd produdd. The welghled
average for the mid-rise and low-rise condominium projects s 1,388 squate feat The
gverags for the 240 unit hlgh-rise condorinium praject s 1,549 squars fest,

Finig re Haze Values

Base saes prices for fhe po

projgcts have besn provided by the master
developer and supporfed by the Emplre Economics study. We have reviewsd the price
per square fool ratios fo aclively selling profects in Irvine. Based on gimilar quality and
functional wiilly 1o thuss projects cumently ssling, the proposed base sales paoes appear
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suppordad, The appraisens have refied on the information pmvided by Empire Bonnomics
for the avergs sales price per project.

Absorption

The discussions of absoeption are inchuded in the Highest and Best Use section of
this sepoet, and refloct a market supported absormption for the sublect property. A review of
the cumently seling projects indicetes absomtion mies gonerally beltween 8 ang 10 unils
per monih for the Ioanhome and redifonal condominium projects and bebweer 13 and
22% unlis per month for the hghrise condominium projects. The shoarption estimales
presented by Empire Economics generally indicate absorption of 4 16 B unils per morth
par producd over the sell aut of Canlral Park Wast wilh the exception of the high-riss
project which Is estimated o sefl a2 8+ unlts per month. The overall salkes Mte of 4 10 5
Wtis pef sonth for e low rise and mid-Asc proiecis should Do sustaineble for the soll-
out of the Uislrict. The overall sales meie of 1 unils per month for the highale et
should alen be sustalnabie. Given the curent status of the land and cument development
suhedule, the two lownhome pojecis and villes are expecisd o ender the market In 2007
with the halanes of the projects entering the roadet in 2008,

She Dovelopmaent

This anslysis residusls o an "As 18° valug for the subject propesty. A previously
discussed, 23 of the dato of valug, the and s being graded and expocted o b nproved
e super pad condition by the end of Seplember 2008, The doveloper has provided &
sy of sl deveio t et and Cogls i et o jhalewiog g
pat condilion, ready 16 w2l 10 the varicus buliders. The oigl cost o bring the lead from 2
mw corcdilion o supsr pad condion Is BA0.B72 178, The appeaisens have also bown
provided with o summary of the costs spent 1o dote. Basod on our roviow of the budget,
$0.070,535 has heen spent which indicalss the costs fo complste 1o super sad condiiion,
a3 of the date of valus, s $41 801 643
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Bulling Uosls

Buiiding costs wlude diect and indirect oosts of venrical sonstruction. The
consbuckon costs are estmated by the developer at approximalely 3172 00 per scuare
ook o ey 13 bowerive and oddise projects which tolel 998 dwelling unit, The Hghslse
project has constructon oosly eclimatod at $338.00 per sguars oot oy the 240 dwelling
urits. Based on interviews wilh bullders in the sublecl's markel ares, the estimated cosis
& bl e mirhane  projecis appesy supporiable. In addiion o B vertcsl
omwstrection cosls, the merchant bullder o mowr indlirect Infroct costs. The sstimsied

prpvided by the developer are 2.3% of the home sales prioe for the lowedlse and
mid-rise producds and 0 8% o home seles price for the Highise

Burketing and Wasranly

Hatheling, salos and waranly sxpenses fypically rengs ei 5% and 8% of
gross mevensss. Based on the poposed products within a planned comerunily we are
estmating 5% of gross rovenue for He subjsct This calegory tovers suwch expenses a5
adverising, seles office experses, sales cormmissions, and wananly sYDanss, We hive

concludad at ®e ower end of the g due o sconomies of scale of a ;iam&ﬁ)

curranundly marketing program. These experses e tealized &t he Yne of sale.

@mmg and Adeninlatrative
S&mr&i ar! mimidshetive cosls hoieally ranga belwoen 3% sid 5%, Based on

Oree the bonds wre sold, the sublect property 8 subject Io spacial faxes, I is nur
understanding that the toeds arp enticipaled o sell s Avgust 2005 The wdeveloped
land & sublect In spedsd fax snd 8 deduction for he specld Y % used n the
discounted cash fiow analysis beginning in the 3¥ year, which reflects capfialized
inforest for 24 months. The deducions of specisl taxes used In the discounted cash
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Row refinet e projeciions of the Disticls Special Tax Consullant. The estimated fox
oy the undevelopad lerd 38 estimaled a2t $142.537 for fiscal vear 200772008,

Infiation Facler

For purposas of the discounited cash 80w analysis, we have wsed constant dollars
We are of the opinion thal In light of oday's nomasing Interest rates, historic high salos
prices and @ plaleauing wend i sales prices, hal a prudent vesior would not inflste
revanus in thelr discounted cash flow analysis.

Plgnount ate )

The final step v our discountod cash fow émi’ysis is o astimais the aporopists
diseount rate in Bght of uncertainties and reks. Thers ars varous faotors which oo s
safecting a discount mile Tor subdivisions sudch as the subkect. Typically, when valuing 2
properdy, we assume an 38 cash transaclion and then disoound for firme, risk and requirsd
oot margin. A publication from the Real Dsfsfe Research C
of relum for 2 leand bvestiment assuming a the
ross sdes. ‘

Tep vear holding perdod s 208 of

We have sles reviewed 2 suney which had 18 respondents. Two questions werg
presenied © e land developer snd marchard udider, The fimst was the anticibated proft
mergin 88 A perosnt of (ross revenuss. The anficihaled holding period Ry the master
panneddevsioper is hreedo.cight years. Land (ﬁemi-mmm ware looking for a 20% 1o 30%
e OR FOGE ¢
infrastryciurg, Al this ¢

fme frame, the marchant bulder was locking foraprofii s 2
percentags of gross ravenues of 8% o 12% with an svorsge of 8%, The estmeisd
beiding pedod was one i R0 voars for e merchant bulider,

Inferviews with land developors have indicsted the following comments:

A rapresentative from Hon Development, Crange County, indicared that
minimum AR requiremonts are 20 to 25%. For a large project with a
projectsd 8 to 10 vear hold, the retum would be higher, say in the mid
W oupper 205, Hon Development has perticipsted n hoth smallsr scals
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residential  community  developmenis and very lerge soale manis
planmed cormmunity developments with a wids vadsty of produots.

A representztive fom Gubh and Ellls who was inveleed In the sde
Murthiskes, a 1,300 aore proposed, master planned commumily in Castain,
Las Angeles County Indicated that the undisclosed buyeds IRR requiremend
Was approvirmately 30%. He stated thal this s fairdy typdesd of e markel for
partially enifad masier planned oormmunily Bnag of Hus sie andd
development rangs.

A representative of Dole Foe Development who wes e master land
developar for Stevenson Ranch b Santz Uil and In e business of
buyving, selling and developing jand said 2 25% IR for lard development is
tupical. For properies with significant infrastructure costs, he would evpent
& slighly Nigher IRR,

A representative of Newhal Land and Farming indicated that IRRs forland
developmant desls should be in the fow 20% mange kb 30% on an
undeveraped bass, depending upon 1k and length of the deveiopmen
parkal, Mewhal Land & e masder planned communily developer of e
cornmanity of Valengis arg in %2 process of another lowge mester plannsg
cormmuntly in Callfornia,

A repraseniaive of MBP Cofifornla, LLC, was glso inlendewed. B s &
comipany bassd iy Derver, Coloveds, b inwived in severs! Smthem
Cafiforniz ege bnd deals, mostly In Riverside County and a2 few In Santa
Claria, I considers Hsel 2 dsk zker sl expecls e bigher relsns for
erdifing propedies. For laye bnd Jdusls Bom mew unenlifed D tenlalve
map stage, the mwssentalive would expect an IR of 368%, unleveraged or
loverages. From tendstive map fo pad ssles bo mechant baflders, an
urdeveraged IRR of 25% o 30% would be sxpesiad,

& veproseniaive of

aud of e range woulkt refiect Hose properiios cose & lentalive m&gs,

A e tafve Bom Proddence Resly Gruip who wenls with Seourity
ol and other privele vendurs fund sowoss in acqulring land and joint
wenture parinershins in Calfomia and Peogdeed the Paodlic Southwest ves
alsn rierviewed, He ndicatedd thal a vield rale inthe ow 20% miem is
muired to sffract capilel b fongar-term lend holdings,

We aiso inlerviewed 2 representstive from ESE Land Company, formady
James Warmingion Devslopmant. He mditated that merchant bulider yisla
mguiemants were in the 20% mnge b wedfonaly fnanced wam
develooments. Larger langd holding would reouls 25% B 0% dapending

COMBIATING BEAL ESTATE APPRAIGERS
95

on the goals/nationse of the funding partner. Envisonmendally challenged or
potiically risky developmend tould vwell eun iy exoess of a 35% IR with the
possitdily ol some carly entflsmentipoliiost work may be necessary
belore cocperalive caplial would become nterested,

fr pddiion o the above responsns reganding discount mates, we nlerviewed
sevargl developars regording the specfic development of the subjpdt property. it was
condhudded St the proposed development hes 2 moderstsly higher sk than 2 fypical
dhanned communily 0 sevenal wavs, All of ths proposed producsts are condominiums
which require devebpment of the entire project at one ime rather than in phases as with
rediional delzched product. While well lncated, f a downturn in the eeidental markst
shoulkd coour, e higher priced condominhim developments could be negatively
impacied. There are significant cosis fo be completed before home constuction can
begin, athough completion 1o supser pad condition s anticipated within four months of the
diete of value, Allhough the homes are relalively affordably privced within the Central
Crmnge Courdry marke! ara, there are 1,238 attached dwelling units wilhin the District
phes suppor] commertial and offce deveiopments,

Eslimating value by use of a disonunted cash flow analvsis requites vadous
assumplions and udgment by the aporiser. | is the apprabors function to rofiest e
molives of real aviste investors. The cash Bow model needs to reflsa the aclual slale of
Hhe mrarket 25 of 2 specific ime,

Ung - in that often this analyds requires
sbsorplion rales that have nol mn va and myenyes thal are proposed bul ot
festad, However iIn the case of e sublerd propery. we have the boaref of market
response bolh i seles ackily and pricing of simlle producds in the Clty of indne. This
discounted cash Sow analysls seflects the carrent prics structure, In an exoaliont market,
The projected holding period s ostimaled for § years.

The discounted cash fiow refieds g 6-year absomption petiod for the sublect. A bwo
o thres-year holdiag period would be considered a fypical period for 3 mgrchant builder.
A six 0 eight-yesr hokling pariod would be oonsidersd a typical pefiod fr o land
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duveloper, To reflect marke! dsks in both thoe model sesumpiions and the disoount rale
sesulls i the proporty belng senalieed fwice for the seme dsl. The model sssumptions
reflect currend pricing withoul appresiation. Addiieonal dsk in the mode! assumptions are
p@sa‘éiﬁé negalive economic Backrs n the future, Increasing morgags rates and 2
stabilizing residordisl rmarked, resulling In Bat or decreasing sales prices.

To buld a discount rate, Ywes components st be addressed: safe rabe, sisk rale
and infation rale. The safe rale i defined ay el compensalion naid 0 a lender or
weskor for the use of money. The del rete is the compensation paid o $e lender or
invasior W offset possitle bhesss that oocyr when 3 homrower o bwestment fals 1o mest
percdic payments o pay back mm farde, The inflabion rede & defined as that
rompensation paid to the lender or investor fo offset Josses at may otow o the
purchasing power of the payments recelved and the mincinal retumed.

To egtimpte 3 discound rafe appopriate Tor Bw subleot propety, we have Degup
with 2 sofe rote that has avernged botween 3% and 5% over time. Over the past decede,
inproved repl oslale investmenis have had a risk rafe batwean 125 and 2.5 mes the
safe rate, while vacant or sulwlivision land has had 2 nisk rate bobwaen 3 and 5 tmes the
sate rede infiafion has yokally mnosd belween 3% and 5%, For the subledd we have
assumed 3 safe rate of 4%, 2 ol oslale sk rate of 4 fimes the safe ale and Inflafion of
3%, the Indd cisorunt rate i (4% x 4) + 3% = 19%.

y in Hght of the

discoumt rale of 18% wihoul apprechetion for the subject pr y
st data, propased products, ¥meding

anfiflarrents, bdrastructurs Bme-ling, Bon spotiiic
for absomption, and specific market. Placss refar 1o the following pages which Blusiate te
discounted cash fiow anslvels for the Az B value of the undeveioped land, pimpased for
1,238 atioched units and commerncial land willin OFD No, 20041 for the Sants Ana
Unified School District,
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we have conchuded with a

Yabus Concleebon

Plagss refer 0 o Following teo pages which Busksbes te Developroenial
Anatyss with an ostirmaled value of 556,000,000 & the fand being graded, proposed 1o
1238 wliuched unlls and two fofs proposed fir relal ond office develooments within e
Bistriet, The proposed products used in the snalysls are whal are curenlly erdsionsd by
The proposed mumber of uynite and popossed unll mix are
e wnly s of he date of vale, which couid be sublject b change depending on
mearket desend and e merchont bulders, Costs of home construction snd sl costx ane
gstimatod, s mportant to note that the values are contingsnt upon severs! assuenptions
aied I e Dowiopmental Anghvsis. B assumes sthabls morkel condiions and
horetore @ marked for the prososed products and merchant buillsr land. The astimated
vikie slao sssumes e costs and Smedine for the oosts used in the andiskc are
reasarabie. I there Is 2 change In the site cosls or cosls to buld the condoriniums, o
the Ene-ine for e cosle, the valus could change.
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YALUATION CORCLUsion

Based on the invesligation and anslyses underken, our experiencs 35 mal eshie
apprasens, aned subjecd o A the prespises ssunptions angd frrlling eondBioes aet fonh
in this renart, the Tollowdng opinion of Mardet Velue has Dess formed 25 of Junie 1, 2005,
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e site devel costs o satisly the Condiffons of Map Apgeoval any e
Bovelopmeni Agresment wih the Cly oF bvine snd aff oF the builder site
Enprovement caste and cosls fo sonstust the condominium Butlings Bave hoon
provided (o Bie sppeaisers and are scowrade.

COMSULTNG BEAL LSTATE APPRAISERS
104

CERTIFICATION

We heroby owiify Bal dudeg the eompleion of this assignment, we persondly
mspecied the moperty Bl 5 e subpect of this sppraisal and el except 25 specificaly
rinted

We heve no present of cotiemplated Rlune interest I the real extade or
personat nterest or biss with resped 1o he subject malfer oF the partios
invodvaid In this appradsal,

To e best of owr knowdadge end hellel, the sisfements of fect conteined i
this appraisal report, upon which the anaivses, opiniorg, amd conciusions
axwensad hevain me based, ae bus and oomeet,

Crar engaoement in this assignmeni was not contingant upon devaloping or
reportivy prodetereined sesuls. The compansalion & aot contingent updn
the repurting of 2 predefermined value o dirscBion it value that favors the
causse of the chent, e amount of e value astimate, the stialmneni of 5
sipuaied resull. or e coourrenos of & subseguent evend.

The apprans A shgnant was not based on g equesied minkmue
valuation, a specilc valualion, o the approvel of 3 e,

The re andvses, opininns, and condusions ware developed, and s
mmri has been pf&mwd iy cordomily with the redulmmens of the Code
€>§ Peolasmiond Ethics & Stasdards of Professionsd Aporaisal Praciioe of the
mal insthde, which inchede the Uniform Slandards of Profesdonal
sal Praclios.

A of the dade of Gis mepond, James B Hawls has comgleied the
of the conBinuing sty of the Appraissl instiits.

T roporied anelyses, opiiions, and conclusions arg Ibnlled only By the
mporied assunplors and Imiling condiions, and e Qwr personsl,
urbinsad pofessionsl analyses, oninions, and conclusions.

_Ho one prvided professionsl assistance tn the porsons signing this repor,

The gss of this report ks subledt o the mquirsmants of the Appraissl Institie
rulgfing fo review by fis duly authorizdd represontstives. In hutthersnce of he aims of the
Appedsy Belivle fo develop higher sterderds of pofessionsl pedonmence by s
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Members, we may be reouired fo submil o suthorized committess of the Appraisal
inafitale coples of this anpraisal and any subserpient changes or modifications thereafl.

Haspacilidly submitied,

Bam J. Cannon Harmis
Yies Presdent
AGHIEAT

rrias B Harng, Al

“President
AGH01848
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e Bank of Americs as e Assislant Urban Apprsissl Suporvisor. Proviousty, wos orplioved by the
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MARKET ABSORPTION STUDY
SUMMARY AND CONCLUSIONS

TIES DISTRICT NO. 2004-1
RAL PARK)

[FIED SCHOOL DISTRICT
ORANGE COUNTY, CALIFORNIA

GRADING ACTIVITY IN A PORTION OF CFD NO. 2004 -1
(NOTE: BUILDINGS IN BACKGROUND NOT PART OF CFD
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CERTIFICATION OF INDEPENDENCE

The Securities & Exchange Commission has recently taken action against Wall Street firms that have
utilized their research analysts to promote companies that they conduct business with, citing this as a
potential conflict of interest. Accordingly, Empire Economics (Empire), in order to ensure that its
clients are not placed in a situation that could cause such conflicts of interest, provides a Certification
of Independence. Specifically, the Certificate states that Empire performs consulting services for
public entities only in order to avoid potential conflicts of interest that could occur if it also provided
consulting services for developers/builders. For example, if a research firm for a specific Community
Facilities District or Assessment District, were to provide consulting services to both the public entity
as well as the property owner/developer/builders, then a potential conflict of interest could be created,
given the different objectives of the public entity versus the property owner/developer.

Accordingly, Empire Economics certifies that the Market Absorption Study for the Santa Ana Unified
School District CFD No. 2004-1 (Central Park) was performed in an independent professional manner,
as represented by the following statements:

» Empire was retained to perform the Market Absorption Study by the Santa Ana Unified
School District, not the District’s property owner or the developer/builders.

» Empire has not performed any consulting services for the District’s property owner nor the
developer/builders during at least the past five years.

» Empire will not perform any consulting services for the District’s property owner nor the
developer/builders during at least the next three years.

» Empire’s compensation for performing the Market Absorption Study for the District is not
contingent upon the issuance of Bonds; Empire’s fees are paid on a non-contingency basis.

Therefore, based upon the statements set-forth above, Empire hereby certifies that the Market
Absorption Study for the Santa Ana Unified School District CFD No. 2004-1 (Central Park) was
performed in an independent professional manner.

Empire Economics, Inc.
Joseph T. Janczyk, President

Empire Economics 2 Release Date: June 21, 2005




INTRODUCTION TO THE BOND FINANCING PROGRAM

The Planned Community of Central Park is located at the northeastern corner of Route 405 and
Jamboree Boulevard in the Santa Ana Unified School District in Orange County, California.
According to Lennar Communities, the developer, Central Park is expected to have 1,238 housing
units on 42.7 acres, and so it is regarded as being a high-density residential project. Specifically, there
are various types of attached products, such as condominiums and townhomes, as well as hi-rise tower
products; additionally, there are also some supporting office and retail products.

The Santa Ana Unified School District has retained Empire Economics Inc., an economic and real
estate consulting firm, to perform a Market Absorption Study for the properties/projects that are
expected to be included in the CFD No. 2004-1 (Central Park). The purpose of the Market Study for
CFD No. 2004-1 is to perform a comprehensive analysis of the relevant economic and real estate
factors in order to arrive at an estimate of the probable absorption schedules for the forthcoming
residential projects.

Specifically, from the viewpoint of Bond Purchasers, the particular components of the infrastructure
should be time-phased and location-phased in a manner that approximately coincides with the expected
marketability/absorption of the projects in CFD No. 2004-1. Otherwise, to the extent that the
infrastructure is not appropriately phased, then the following types of market inefficiencies may occur:

On the one hand, if certain projects do not have the infrastructure that is required to
support their development in a timely manner, then they would not be able to respond to the
demand in the marketplace, resulting in a market shortage.

On the other hand, if foo much infrastructure is built, then projects for which there is not
presently a market demand would incur high carrying costs due to the market surplus, and
this could adversely impact their financial feasibility.

Thus, the Market Absorption Study formulates guidelines on the appropriate or optimal time-phasing
and location-phasing of the infrastructure for the properties located in CFD No. 2004-1, Central Park.
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CHARACTERISTICS OF THE EXPECTED PRODUCT MIX
FOR THE PROJECTS IN CFD NO. 2004-1

The properties in CFD No. 2004-1, based upon their planning approvals as well as representations
from the developer, Lennar Communities, are expected to have some 1,238 attached housing units;
accordingly, their characteristics are now discussed.

>

Lofts: There are expected to be 107 Loft units (8.6% of the units) which are 1-2 stories that
have base prices of $395,000 to $515,000 for some 1,050 to 1,500 sq.ft. of living area, for a
value ratio (price/living area) of $357, on the average.

Lofts/Flats: There are expected to be 342 Loft/Flat units (27.6% of the units) which are 1-2
stories that have base prices of $290,000 to $410,000 for some 700 to 1,150 sq.ft. of living
area, for a value ratio (price/living area) of $378, on the average.

Brownstone Townhomes: There are expected to be 163 Brownstone Townhome units (13.2%)
which are 3 stories that have base prices of $483,000 to $608,000 for some 1,175 to 1,625 sq.ft.
of living area, for a value ratio of $391, on the average.

Brownstone Villas: There are expected to be 127 Brownstone Villa units (10.3%) which are 3
stories that have base prices of $586,000 to $708,000 for some 1,425 to 1,875 sq.ft. of living
area, for a value ratio of $393, on the average.

Luxury Flats A: There are expected to be 78 Luxury Flat A units (6.3%) which are 1 story
each (the building is multi-story)} that have base prices of $800,000 to $935,000 for some 1,750
to 2,200 sq.ft. of living area, for a value ratio of $439, on the average.

Luxury Flats B: There are expected to be 81 Luxury Flat B units {6.5%) which are 1 story
each (the building is multi-story) that have base prices of $650,000 to $785,000 for some 1,400
to 1,850 sq.ft. of living area, for a value ratio of $442, on the average.

Luxury Townhomes: There are expected to be 100 Luxury Townhome units (8.1%) which are
2-3 stories that have base prices of $817,000 to $997,000 for some 1,850 to 2,450 sq.ft. of
living area, for a value ratio of $422, on the average.

Hi-Rise Tower: There are expected to be 221 Hi-Rise Tower units {17.9%) which are 1 story
each (the two buildings are multi-story, up to 15 stories) that have base prices of $411,000 to
$739,000 for some 900 to 1,900 sq.ft. of living area, for a value ratio of $417, on the average.

Hi-Rise Tower Penthouses: There are expected to be 19 Hi-Rise Tower Penthouse units
{1.5%) which are 1 story each (located at the top of the multi-story buildings, up to 15 stories)
that have base prices of $1,465,000 to $1,569,000 for some 2,300 to 2,600 sq.ft. of living area,
for a value ratio of $619, on the average.

So, for all of the 1,238 homes in CFD No. 2004-1 (Central Park), as a whole, their prices amount to
some $576,839 for some 1,411 sq.ft. of living area, for a value ratio of $409, on the average.

Please refer to the following page for additional information on the projects in CFD No. 2004-1
{Central Park}).
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EXPECTED PRODUCT MIX
SANTA ANA UNIFIED SCHOOL DISTRICT CFD NO. 2004-1
{CENTRAL PARK - LENNAR COMMUNITIES)

June 21, 2005 ; Subject to Revision

Product Types >>> Lofts Lofts/Flats Brownstone Brownstone Luxury Luxury Luxury Hi-Rise Tower Hi-Rise Tower
Townhomes Villas Flats A Flats B Townhomes Condominiums Penthouses
Units/Acre 68 78 32 31 50 B0 21 150

Development Status

Total 107 342 163 127 78 81 100 221 19
Escrows Closed 0 0 0 0 0 0 0 0 0
Forthcoming: 107 342 163 127 78 81 100 221 19

Share - Forthcoming 8.6% 27 6% 13.2% 10.3% 6.3% 6.5% 8.1% 17.9% 1.5%

-

Prices - Estimated

Plan # 1 $395,000 $200,000 $483,000 $586,000 $800,000 $650,000 $817,000 $411,000 51,465,000
Plan # 2 $435,000 5330000 $527,000 $628,000 $845,000 $655,000 $877.000 $507,000 51,669,000
Plan # 3 $475,000 5370000 $569,000 $670,000 $880,000 $740,000 $937,000 $593,000
Plan # 4 $515,000 5410000 $608,000 $708,000 $938,000 $785,000 $397,000 $669,000
Plan # & $730,000

Averages $455,000 $350,000 $546,750 $648,000 $867,600 $717.500 $307,000 $583,800 $1,517,000

Living Area - Estimated

Plan #1 1,050 700 1,178 1,425 1,780 1400 1,850 800 2,300
Plan # 2 1,200 850 1,328 1875 1,800 1,580 2,080 1,150 2,600
Plan # 3 1,350 1,000 1475 1,725 2,050 1,700 2,280 1,400
Plan # 4 1,500 1,150 1,625 1,875 2,200 1,880 2480 1,650
Plan # 5 1,900
Averages 1,275 928 1,400 1,680 1875 1,625 21580 1,400 2,450
Value Ratio $357 $378 5391 5393 5439 $442 422 $417 5619
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PRODUCT MIX FOR CFD NO. 2004-1
NUMBER OF HOMES
Hi Rise Tower - Penthouses fodid 19
Hi Rise Tower - Condos 221
Lusury Townhomes 100
Luxury Flats B 81
Luxury Flats A 78
Brownstone Villas 127
Brownstone Townhomes 163
Lofts/Flats 342
Lofts 107
0 56 160 150 200 250 300 350 400

PRODUCT MIX FOR CFD NO. 2004-1
EXPECTED HOUSING PRICES

] $11,560,000

Hi Rise Tower - Penthouses $1,4é55,000

Hi Rise Tower - Condos

$997,000

Luxury Townhomes $317,000

$785,000

Luxury Flais B 4

1$935,000

Luxury Flats A

$800,000
Brownstone Villas 586;-;"(:)138’08,000
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Loﬂs_ 000
30 $200‘JOOO $4OC;,UUU $600,000  $800,000  $1,000,000 $1,200,000 $1,400,000 $1,600,000 $1,800,000

PROJECTS' PRICE RANGES
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ROLE OF THE MARKET STUDY IN THE BOND FINANCING

The Market Absorption Study for CFD No. 2004-1 (Cenfral Park) has a multiplicity of roles with
regards to the Bond Financing; accordingly, these are now discussed.

Marketing Prospects for the
Various Products Types

Official Statement

Prospective Bond Purchasers

Aggregate Levels of
Special Tax Revenues

Maximum Special Taxes
for the Residential Products
Conforming to the Issuer’s Policies

Share of Payments:
Developer/Builders vs. Final-Users
Determined by the Absorption Schedule

Appraisal of Property
Discounted Cash Flow — Present Value

Absorption Schedules

The Issuing Agency for the Bond Issue, the Santa Ana Unified School District, along with the
Underwriter, can utilize the Market Absorption Study, Appraisal, and Special Tax Revenue to
structure the Bond Issue for CFD No. 2004-1.
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METHODOLOGY UNDERLYING THE MARKET STUDY

To perform a comprehensive analysis of the macroeconomic and microeconomic factors that are
expected to influence the absorption of the residential condominiums, townhomes and hi-rise tower
products in CFD No. 2004-1, Empire's Market Absorption Study conducts a systematic analysis of
the following factors:

MACROECONOMIC FACTORS
FOR CFD NO. 2004-1

* Market Supply
Planning Projections
* Market Demand
Ecenomic Condifions
* Reconciliation
* Growth Potential for the
Market Area

MICROECONOMIC FACTORS
FOR CFD NO. 2004-1

Regional Development Patterns
Sociceconomic: School and Crime
Housing Price Trends and Patterns

Competitive Market Analysis — Product Types
Residential
*Location
*Product Types
*Prices
*Special Taxes
*Features/Amenities

ABSORPTION SCHEDULES

Each Product Type
*Residential - Attached
Condominiums
Townhomes
Hi-Rise Towers
*Market Entry to Build-Out

Therefore, the Market Absorption Study systematically proceeds from the macroeconomic
analysis of the Market Region's future housing, industrial and commercial growth to the
microeconomic  analysis of the estimated absorption schedules for the residential
condominiums, townhomes and hi-rise tower products in the Santa Ana Unified School District
CFD No. 2004-1 (Central Park).
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RECENT/EXPECTED ECONOMIC TRENDS/PATTERNS

The purpose of this section is fo discuss the recent/expected economic trends/patterns for the United
States (US), California (CA), and Orange County (OC), including Gross Domestic Product,
employment, housing starts, and mortgage rates.

Recent /Expected Real Gross Domestic Product Trends/Patterns - Annually

With regards to the recent/expected growth rates for Gross Domestic Product (GDP) for the United
States economy, these are as follows:
e During 1999 and 2000, real GDP increased at strong rates of by 4.5% and 3.7%, respectively.
e Then, in 2001, as the economy slowed, real GDP increased by only 0.8%.
e In 2002 and 2003, when the economy rebounded, real GDP increased by 1.9% and some 4.4%
respectively.
e For 2004, real GDP rose at a rate of 3.90%, as the economy continued to expand at a healthy
rate.

e Then, for 2005, real GDP is expected to continue to rise, though at a somewhat slower rate,
some 3.14%.

Next, with respect to the rates of change for the various components of real GDP during 2003 through
2005, they are as follows:
e Consumption, which increased at some 3.80% in 2003, decreased slightly to a rate of some
3.75% in 2004, and it expected to moderate further to a rate of some 3.41% in 2005.
e Business investment, which recorded an increase of some 9.75% in 2003, peaked at some
11.8% in 2004, and is expected to diminish to 7.63% in 2005.
e Finally, with respect to government purchases, these declined from 2.28% in 2003 to 1.58% in
2004 and then are expected to decline to some 0.93% in 2005.

Therefore, comparing the rates of growth for the various components of real GDP for 2005 as
compared to 2004 reveals that the overall rate of growth is expected to moderate slightly, along with
the rates of growth for each of the sectors as well, including consumption, investment and government
spending.

UNITED STATES REAL GDP AND ITS COMPONENTS: ANNUALLY
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Recent/Expected Employment Trends/Patterns - Annually

With regards to the recent/expected growth rates for employment, these are now discussed for the
United States, California, and Orange County economies, both on an annual as well as a quarterly

basis.

For the United States economy, the recent trends/patterns for employment have been as follows:

In 1999 and 2000, employment growth was strong, some 2.44% and 2.20%, respectively.
Then, in 2001, due to the economic slowdown, employment was virtually stable.

For 2002, employment declined by -1.13% followed by a smaller decline of -0.26% in 2003.
In 2004, as the economy moved into its recovery phase, employment rose by some 1.13%.
For 2005, the economy is expected to expand further with employment rising to 1.58%.

Califorma’s employment followed a generally sinmlar pattern:

Strong rates of employment growth in 1999 and 2000 of 2.9% and 3.5%, respectively.
Then in 2001, employment rose only moderately, some 0.80%.

However, in 2002 to 2003, employment declined to -0.99% and -0.45%, respectively.
For 2004, the economy moved into a recovery, with an employment gain of 1.02%.

In 2005, the economy is expected to expand further with employment rising to 1.51%.

Orange County, on a comparative basis, has performed favorably:

Orange County experienced strong, though diminishing, rates of employment growth during
1999-2001, from 3.55% in 1999 to 1.79% in 2001.

Then, in 2002, employment declined to some -0.71%.

In 2003, the economy recovered, and employment increased at a rate of 1.80%

For 2004, the rate of employment growth rose to 2.17%.

In 2005, growth is expected to continue with employment moderating to some 1.93%.

Therefore, during 2005, the United States, California, and Orange County are expected to generally
experience higher rates of employment growth.

UNITED STATES, CALIFORNIA & ORANGE COUNTY
RECENT/EXPECTED EMPLOYMENT TRENDS: ANNUALLY
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1999 2000 200 2002 2003 2004 2005
5= United States 2.44% 2.20% 0.00% -1.13% -0.26% 1.13% 1.58%
[ California 2.90% 3.50% 0.80% -0.99% -0.45% 1.02% 1.51%
Orange County 3.35% 3.25% 1.7% -0.71% 1.80% 2.17% 1.93%

Empire Economics 11 Release Date: June 21, 2005



Recent/Expected Tends/Patterns for Housing Starts - Annually

With regards to the recent trends and patterns for housing starts, they are as follows:

The United States housing market experienced a strong recovery during the 2001 to 2004 time
period, with the number of new homes rising from 1,573,400 in 2000 to 1,958,975 in 2004. For
2005, the United States housing market is expected to decrease somewhat, to 1,785,675, due to
higher mortgage rates.

For the California housing market, housing starts have had a strong recovery during 2000 to
2004, as the number of new homes rose from 139,073 in 1999 to 210,150 in 2004. The
California housing market is expected to decrease somewhat in 2005 to some 188,000, again as
a result of higher mortgage rates.

Finally, with respect to Orange County, housing starts declined during the 2000-2004 time
period, from 12,382 homes in 1999 to 9,104 homes in 2004, due to the scarcity of developable
property. For 2005, the level of activity is expected to decline slightly, to some 8,800 homes,
due again to the scarcity of developable property.

So, for 2005, the United States, California, and Orange County housing markets are expected to
decline somewhat from their 2004 levels, due primarily to higher levels of mortgage rates and also, for
Orange County, the scarcity of developable property.

UNITED STATES, CALIFORNIA AND ORANGE COUNTY
HOUSING STARTS: ANNUALLY
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Recent/Expected Trends in Mortgage Rates - Annually

The recent/expected trends/patterns for mortgage rates, including the 15 year fixed rate mortgage, as
well as the 10-year Treasury Bond which influences the 15 year fixed rate mortgage, and also the 1-
year adjustable, are now discussed:

e During the 2000 to 2003 time period, the rates on the 10 year Treasury Bond, 15 year fixed
mortgage and the 1 year adjustable mortgage all declined: the 10-year Treasury Bond from
6.00% to 3.95% (-2.05%), the 15 year fixed mortgage from 7.73% to 5.17% (-2.56%), and the
1 year adjustable mortgage from 7.05% to 3.76% (-3.29%).

e From 2003 to 2004, the rates started to rise: on the 10-year Treasury Bond from 3.95% to
4.27% (+0.32%), the 15 year fixed mortgage from 5.17% to 5.20% (+0.03%), and the 1 year
adjustable mortgage from 3.76% to 3.88% (0.12%).

o For 2005, as compare to 2004, the rates are expected to rise moderately, on the 10-year
Treasury Bond from 4.27% to 4.65% (+0.38%), the 15 year mortgage from 5.20% to 5.58%
{(+ 0.38%), and the 1 year adjustable mortgage from 3.88% to 4.48% (+0.60%).

So, during 2005, financial rates are expected to rise at a moderate pace, the increase in the 10-year
Bond will drive the 15 year fixed rates up by some 0.38% while the increases in the discount rate by
the Federal Reserve Board will drive up the 1 year adjustable rate mortgages by some 0.60%.

UNITED STATES MORTGAGE RATES: ANNUALLY
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SOCIOECONOMICS CHARACTERISTICS:
CRIME LEVELS AND THE QUALITY OF SCHOOLS

When households consider the purchase of a home, the primary factors are the location (relative to
their place of employment) and price (within their income/affordability levels). Furthermore,
secondary socioeconomic factors that are significant include the safety of the neighborhood as well as
the quality of the schools; accordingly, these are now discussed

Crime Levels and Neighborhood Safety

To gauge the safety of Orange County and the CFD No. 2004-1 Neighborhood Area, information on
crime levels was obtained utilizing the Federal Bureau of Investigation (FBI) Index for the 2003
calendar year.

For California, as a whole, the average crime rate is approximately 40.2 per 1,000 people per vear. For
Southern California the rate is 39.1, slightly lower than the state, while for Orange County, the rate is
only 27.9. So, Orange County has a significantly lower crime rate than either California or Southern
California, and, as such, is a safer place to live.

According to the FBI index, Orange County has a crime rate of about 28 per 1,000 people per year.
With respect to the CFD No. 2004-1 Neighborhood Area, consisting primarily of the City or Irvine, the
crime rates is comparatively low, some 21.4.

ORANGE COUNTY CRIME RATES BY CITY
(* DESIGNATES CITY IN THE CFD MARKET AREA)
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Quality of Schools and Education

To gauge the quality of schools in Orange County and the CFD No. 2004-1 Neighborhood Area,
information was compiled on educational achievement, specifically the SAT I scores.

For the Southern California counties, as a whole, the SAT I scores (with 1600 being the highest
possible) were at a level of 1014 and this is similar to the scores for California as a whole, some 1015.
While for Orange County, in particular, the SAT I scores amount to 1080, significantly higher than the
overall averages for California and also Southern California.

For Orange County, the average SAT I score was 1080. For the school district in the CFD No. 2004-1
Neighborhood Area, the Santa Ana Unified School District, their SAT I score amounts to 907, and
this i1s somewhat lower than for Orange County as a whole.

SAT ITEST SCORES: MATH AND VERBAL AVERAGE
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Therefore, from a socioeconomic perspective, Orange County has a lower crime rate and a higher
educational achievement level than California and also Southern California, as a whole. Furthermore,
within Orange County, the City of Irvine has a significantly lower crime rate but the Santa Ana
Unified School District has a somewhat lower educational achievement level than the county as a
whole. Therefore, the CFD No. 2004-1 Neighborhood Area and the City of Irvine are regarded as
being generally desirable from a socioeconomic perspective.
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RECENT TRENDS IN MONTHLY HOUSING PAYMENTS FOR
HOUSEHOLDS IN ORANGE COUNTY

The trends in monthly payment levels for households that purchase homes in Orange County are now
analyzed, based upon a consideration of housing prices and mortgage rates during the 1988-2004 time
period; accordingly, the primary factors underlying this analysis are as follows:

#» The prices for homes in Orange County during 1988-2004 were estimated by using value ratios,
the price per sq.ft. of living area, since this automatically adjusts for price changes due to
differences in the sizes of the homes. For Orange County, the value ratio rose from $180 in 1988 to
a record level of $349 in 2004.

#» To calculate the price of a home using the value ratio, it is first necessary to specify the size of a
typical home; the assumption made herein is that the home size is 1,600 sq.ft. of living area, and
this remains constant during the entire time period.

» Accordingly, based upon the value ratios as well as the size of the home, the price of such a 1,600
sq.ft. home started at some $198,676 in 1988 and rose to a record level of some $557,950 in 2004.

» The down payment that the household makes is presumed to be 20%, and this remains constant
during the entire time period.

» The mortgage rate is based upon the interest rate for households in the Los Angeles—Long Beach
area: mortgage rates had a peak level of 9.93% in 1989, declined to 6.52% in 1994, increased
somewhat during 1995-2001, and then declined to its lowest level of some 5.83% in 2003,
followed by a rise to 5.89% for 2004.

» During the 1988-2004 time period, the rate of inflation amounted to some 44.9% on a cumulative
basis. Inflation rates were in the 4.1%-5.4% range from 1988-1991, and then they declined to the
1.6%-3.4% range for 1992-2004. The inflation rate also serves as a general proxy of household
income increases during this time period. Based upon these inflation rates, the real price of
housing in Orange County (in 2004 dollars) amounted to some $287,800 in 1989 and $557,950 in
2004.

#» The monthly housing payments are adjusted for the rates of inflation, on a year by year basis, so
that they can be compared in real 2004 dollars for the entire time period.

Therefore, based upon a consideration of the above factors, the monthly housing payment for the
purchaser of a home in Orange County has exhibited the following pattern:

#» The monthly housing payment amounted to some $2,441 in 1989 (real 2004 dollars), due to the
combination of high housing prices along with high mortgage rates.

» The monthly housing payment declined to the $1,378-$1,493 range during 1993-1998, due to the
combination of lower housing prices and lower mortgage rates.

#» Since 1998 the monthly housing payments rose to some $2,846 in 2004; this can be attributed
primarily to higher housing prices.

Therefore, Orange County households have recently experienced moderate increases in the level

of monthly housing payments; the level of their 2004 monthly housing payments in real dollars
is some 16.6% above the prior peak level that occurred in 1989.
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OVERVIEVW OF RECENT/EXPECTED FACTORS
UNDERLYING CHANGES IN HOUSING PRICES

During 1980-2001 housing appreciation was driven by the fundamental factor of employment growth,
along with accommodating financial factors, such as stable or somewhat declining mortgage rates.
However, since early 2002, the primary fundamental factor, employment growth, has experienced only
minimal growth; instead, housing appreciation has been driven by financial factors. Thus, there has been
a structural shift in the forces driving housing price appreciation, from employment growth to financial
factors. Specifically, these financial factors include first, fixed mortgage rates declining to historic lows,
then the shift to adjustable rate mortgages, and, most recently, the use of “creative” mortgage structures.

The acceptance of these aggressive financial structures by households has been based, to a large, degree,
on their perceptions of escalating rates of housing price appreciation and a severe housing shortage;
however, these perceptions may have been somewhat exaggerated. Furthermore, the use of these
aggressive mortgage structures has been bolstered by homebuilders that have there own mortgage
companies as well as lending institutions that desire to retain their business levels.

However, unlike fundamental factors, these financial factors are subject to a substantial amount of
volatility within a short period of time; in fact, there are substantial economic forces that are likely to
emerge during the near term that should result in a substantial rise in interest rates, such as record levels
of federal and trade deficits. As mortgages rates rise, particularly for households with adjustable rate
loans and creative loan structures, some of these households that cannot keep apace with the higher
payments will be “forced” to sell their homes at reduced prices, since the new purchasers will have to
qualify for loans with higher mortgage rates.

This result will be a housing market bubble that will cause some price adjustments, but these
adjustments are not expected to be broad based but rather specific to those homeowners that over-
burdened themselves by using adjustable rate loans and creative mortgage structures. By comparison,
those homeowners who positioned themselves with fixed-rate loans and who do not sell their home
during the next several years are not likely to be impacted adversely.
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Interrelationships of Employment Growth, Mortgage Rates
and Housing Price Changes: 1984-2001

The most significant factor underlying changes in housing prices/sales is the rate of employment
growth. Specifically, employment growth is regarded as being a “fundamental” factor because the
creation of job growth drives the demand for housing: when employment growth is robust, housing
prices/sales are also strong, and, conversely, when employment losses occur, then housing prices/sales
are weak.

The next most significant factor underlying housing price changes would be the mortgage financing that
is available to households. This includes the effective mortgage rate on a loan as well as the credit
criteria utilized by lending institutions, such as the loan to value ratio and the mortgage to income ratio.
This is regarded as a “financial” factor, since it is not, by itself, a direct determinant of the amount of
housing demand; instead, it impacts the price of a home that a household can afford. More favorable
financial factors, such as declining mortgage rates and/or easier qualifying terms, typically result in
stronger rates of housing price appreciation.

Another factor that reinforces housing price trends is the level of new homes being constructed/sold. If
the supply of new homes is below the amount required to fulfill the demand generated by the
employment growth, then there is further upward pressure on housing prices.

The specific impacts of employment growth and mortgage rates on housing prices for Orange County
(OC) during the two recent economic cycles that span the 1984-2001 time period are now discussed.

Prior Economic Cycle: 1984-1993

» During 1984-1988, employment growth in OC was strong (+5.39%/yr.) but housing appreciation
was only moderate (+8.71%/yr.) because mortgage rates were relatively high (10.31%).

» During 1989-1990, as the rate of employment growth for OC continued to be strong (+1.88%/yr.)
and mortgage rates declined {from 10.31% to 9.86%), there was an acceleration in the rate of
housing price appreciation {+10.26%/yr.).

» Then, during 1991-1993, when the OC economy experienced an economic recession with

employment losses (-1.64%/yr.), housing prices declined {-2.90%/yr.) despite a significant decrease
in mortgage rates {9.86% to 7.75%).
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Current Economic Cycle: 1994 to 2001

» During 1994-1995, the OC economy started to recover, with increasing employment growth (1.62%)
but housing prices continued to decline {(-3.08%) further despite lower mortgage rates (7.75% to
6.93%); this can be attributed to the time lags between the employment and housing markets, as
households required additional time to gain their confidence as they recovered from the economic
recession.

» Then, during 1996-1998, as the OC economic recovery gained momentum with stronger
employment growth (+4.10%/yr.), prices started to rise (+7.50%) despite slightly higher mortgage
rates (6.93% to 7.35%).

» During 1999-2001, the rate of OC employment growth continued at a strong level (+2.97%/yr.) and
mortgage rates declined (7.35% to 7.26%), resulting in a strong rate of price appreciation (10.79%).

ORANGE COUNTY
EMPLOYMENT, HOUSING PRICES AND MORTGAGE RATES
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Housing Price Appreciation: 2002-2004: Financial Factors

During 2002-2004 the primary factors underlying housing price appreciation have been financial
factors, such as historically low fixed rates as well as adjustable rate mortgages, rather than
employment growth, which has been minimal.

» For 2002, OC’s employment declined (-0.71%) yet price appreciation accelerated (+13.1%),
primarily as a result of lower levels of mortgage rates (6.95% to 6.54%), reflecting a disequilibrium
between weak employment growth and very strong price appreciation.

» For 2003, OC’s employment growth was moderate (+1.80%) yet price appreciation continued to be
strong (+13.8%), primarily as a result of dramatically lower levels of mortgage rates (6.54% in
2002 to 5.83% 1n 2003), reflecting a continuation of the disequilibrium between weak employment
growth and very strong price appreciation.

» For 2004, OC’s employment was somewhat though not significantly stronger (+2.17%) yet price
appreciation continued to be even stronger (+24.5%), despite fixed rate mortgages rising slightly
{5.83% in 2003 to 5.89% in 2004); the continued price appreciation can be explained by households
shifting from fixed rate to variable rate mortgages.

ORANGE COUNTY
EMPLOYMENT, HOUSING PRICES AND MORTGAGE RATES
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The recent increase in housing prices, some 51% during 2002-2004, were not supported by employment
growth and higher household incomes but instead by lower mortgage rates, adjustable mortgages and
creative financing.

Therefore, a comparison of the prior and the recent economic conditions reveal that the strong rates of
price appreciation that occurred during 2002 through 2004 are a result of primarily financial market
conditions, declining fixed mortgage rates, the recent shift to variable rate mortgages and easier
qualifying terms, rather than the fundamental economic factor, employment growth.
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Financial Factors and Housing Price Appreciation: 2002-2004

The housing price appreciation during 2002-2004 has been driven primarily by financial factors: first,
fixed mortgage rates declined to historic lows, then a shift to adjustable rate mortgages, and, most
recently, the use of “creative” mortgage structures; accordingly, these are now discussed.

» During 2002 to 2"-2003, fixed-rate mortgage loans declined from 6.54% in 2002 to an historic low
of 5.51% in 2"°-2003. Given the same monthly mortgage payment, the decline in the mortgage rates
would support a housing price increase of some 14%.

> Starting in 3"-2003, fixed rate mortgage rose significantly from 5.51% in 2"-2003 to 6.03% in 3"-
2003, and have remained above their historic lows, with the most recent being some 5.95% for the
4™M_2004. However, since the Federal Reserve Board continued to maintain a low discount rate, 1
year adjustable rate mortgages, based upon short-term yields, remained at low levels. This created a
significant differential between the 30 year fixed rate of 6.03% versus the 1 year adjustable variable
rate of 3.74%. in the 3"-2003. Consequently, homebuyers shifted from fixed to variable types of
loans. Given the same monthly mortgage payment, a shift to the variable rate (full amortized) would
support a housing price increase of some 17%.

» Starting in June 2004, the Federal Reserve Board began to increase the discount rate from 1.0% to
2.25% 1in December 2004, thereby resulting in the rate on 1 year adjustable mortgages from 3.53% in
the 1¥-2004 to 4.08% in the 4™-2004. In response to the increase in adjustable rate mortgages, the
next step for home buyers was to shift from adjustable loans being amortized (payment of principal
and interest) to various types of creative financial structures, such as interest only loans. Given the
same monthly mortgage payment, a shift to the variable rate (interest-rate only — no amortization)
would support a housing price increase of some 21%.

» With regards to the more aggressive use of adjustable rate loans and creative loan structures, some
headlines for recent articles are as follows:

3/2004 OC Business Journal “ Homebuilders Loans Get Riskier as Housing Prices Soar™
Lennar, Centex and Standard Pacific — Own Lending Companies

10/2004 LA Times: “ Record Number of New Home Loans are ARMs 79%”

12/2004 LA Times “ Lenders Get Creative Again” “Lenders Try To Keep The Party Going”
Therefore, housing price appreciation since early 2002 has been driven by households taking advantage
of historic low fixed rates, then a shift to adjustable rate mortgages, and finally, the use of creative
financing structures. Specifically, for the same monthly mortgage payment, the use of lower mortgage

rates have enabled households to bolster prices by some 50% since early 2002.

For additional information on the role of the financial factor underlying price appreciation during 2002-
2004 for Southern California and Orange County, please refer to the following graphs
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Potential Impact of “Other” Non-Financial Factors on Recent Price Appreciation

The above analysis has demonstrated that the primary factors underlying the strong rates of housing
price appreciation during 2002-2004 have been historically low level of mortgage rates along with
homes buyers utilizing variable rate mortgages. Specifically, this is reflected by the various SC counties
having similar rates of price appreciation during 2002-2004, a very narrow range of some 51-56%,
despite significant differences in their geographic location, employment growth and housing supply;
accordingly these are now discussed.

>

>

The nominal prices of homes various significantly among the SC counties, from a low of $306,177
for Riverside-San Bernardino counties to a high of $633,343 for Orange County.

The geographic locations vary substantially, from the coastal areas of Orange, San Diego and
Ventura counties to the Inland Valley and Desert areas of Riverside, San Bernardino and Los Angles
counties {most of the development in LA county is inland rather than coastal).

The rates of employment growth have also varied substantially during 2002-2004, from a low of
-0.67% per year for Los Angeles County to a high of 3.74% per year for Riverside-San Bernardino
counties.

The sectors underlying employment growth also vary substantially, among the counties: For Orange
County, financial services, construction and education/health while for other counties professional
services, government and retail trade.

The supply of new housing has also exhibited a wide variation during 2002-2004 as compared to
1999-2001, from declines of -26% in Ventura County and -14% in Orange County to increases of
80% in Riverside-San Bernardino counties.

Therefore, these financial factors have been so strong that they have effectively overshadowed the
traditional factors such as geographical locations, employment growth and its composition and housing

supply.
COMPARATIVE ANALYSIS OF FACTORS UNDERLYING HOUSING PRICE APPRECIATION
SOUTHERN CALIFORNIA COUNTIES: 2002 - 2004
Los San Riverside
Specific Factors Orange Angeles Diego San Bernardino Ventura
Price Appreciation - Similar Among all of the SC Counties
Price Appreciation: 2002-2004 31.3% 51.8% 33.2% 55.9% 51.9%

{Price Index - Repeal Sales)

Other Factors Vary Significantly Among the 5C Counties

Housing Prices - December 2004 $633,143 $459,662 $573,077 $305,177 $513,200
Geographic Location - Development Coasfal Inland/Desert Coastal Inland Coastal
Employment Growth 2002-2004 -Annually 1.09% -0.67% 1.09% 3.74% 0.65%
Strongest Employment Sectors
Financial Services Yes Yes Yes Yes
Consfruction Yes Yes Yes Yes
Education/Health Yes Yes Yes
Professional Services Yes
Government Yes Yes
Retail Trade Yes
Residential Permits - Change -14.3% 35.3% 5.1% 80.2% -26.3%

{ Change 2002-2004 vs. 1999-2001)
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Conclusions on Housing Prices

The above analysis reveals that the recent rates of housing price appreciation will need to come to
terms with the weak underlying fundamental factor, low levels of employment growth. There are two
primary scenarios for the resolution of the current employment/price appreciation disequilibrium, and
each of these, in turn depends upon the extent to which there is a re-emergence of the fundamental
factors, the economic recovery along with its employment growth.

Scenario A: Smooth Transition

This scenario is characterized by the Southern California and Orange County economies entering their
recovery phases during the foreseeable future, thereby generating employment growth and providing
“fundamental” support for the housing market. Under this scenario, such employment growth would
provide support for the recent rates of housing appreciation, and allow the market to return to an
equilibrium, even if mortgage rates rise moderately.

Scenario B: Abrupt Transition

This scenario is characterized by the Southern California and Orange County economies experiencing
only minimal amounts of employment growth during the foreseeable future, and so the recovery phase
would be delayed. Consequently, there would not be sufficient employment growth to provide the
“fundamental” support for the housing market. Under this scenario, without substantial employment
growth, the rate of housing appreciation could stabilize, and there may even be a potential for actual
declines 1n housing prices, if mortgage rates should rise substantially.

The most probable scenario for Orange County is for the rate of housing price appreciation to
moderate during 2005, as compared to the relatively strong rates that were experienced during 2001-

2004, based upon a consideration of the following factors:

Factors which will tend to bolster price appreciation are as follows:

» Economic recovery, with stronger rates of employment growth.

» Severely limited supply, due to planning/environmental approvals required to bring new projects to
the marketplace.

» Willingness of households to utilize variable rate and interest-rate only loans.

Factors that may tend to mitigate price appreciation are as follows:

» The strong rates of price appreciation in recent years and record levels of prices have caused
housing affordability to be relatively low.

» Upward pressure on mortgage rates as the economy recovers.
» Upward pressure as a result of the large federal budget deficits.
#» Risk of short-term variable rate loan rates rising as the economy recovers.

Therefore, based upon a consideration of the factors discussed above, the rate of housing price
appreciation for Orange County during 2005 is expected to moderate.
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COMPETITIVE MARKET ANALYSIS OF THE PROJECTS IN THE
CFD NO. 2004-1 COMPETITIVE HOUSING MARKET AREA

The purpose of this section is to provide an overview of the currently active Planned
Communities/Projects and other projects with for-sale housing in the CFD No. 2004-1 Competitive
Housing Market Area, and then to compare these with the characteristics of the forthcoming projects in

CFD No. 2004-1 (Central Park).

The CFD No. 2004-1 Competitive Housing Market Area currently has several active projects with for-
sale housing: The projects that offer townhomes/condominiums are Watermarke (1 project), Quail Hill
(1), Northwood (1), Woodbury (3) and a Stand-Alone (1). While the projects that offer hi-rise tower
products are the Park Place Towers and the Plaza Irvine; the approximate locations of these projects
are shown on the following exhibit.

CFD NO.2004-1 HOUSING MARKET AREA: COMPARABLE PROJECTS
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o

Marquee

Park Place
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These projects, including CFD No. 2004-1, have a total of 17 active/forthcoming projects with 2,987
housing units of which 321 have had their escrows closed and so they are considered to be occupied,
the distribution of these projects among the various projects are as follows:

» Central Park Townhomes/Condominium Projects: 7 forthcoming projects with 998 units.

» Comparable Townhomes/Condominium Projects: 7 active projects with 1,315 units of which
321 are occupied.

» Central Park Hi-Rise Tower: 1 forthcoming project with 240 units.

» Comparable Hi-Rise Tower: 2 active projects with 434 units of which none are occupied.
(Note: Almost all of these are reserved with escrow closings expected in December 2005.)

CFD NO.2004-1 COMPETITIVE HOUSING MARKET AREA:
CHARACTERISTICS OF ACTIVE PROJECTS
DEVELOPMENT STATUS
1,200
1,000
800
600
400
200
0 Central Park Ci bl The Plaza | I&
entral Park: omparable: e Plaza Irvine

Townhomes/Condos | Townhomes/Condos Central Park - Towers| Park Place - Towers 1T

H Escrows Closed 0 321 0 0 0

& Future Units 998 994 240 232 202

The prices of homes in these projects, based upon the currently active as well as the forthcoming
projects, are some $649,782 as a whole; however, there is a substantial amount of variation among
them. The prices, on the average, are as follows: For the townhome/condominiums projects, Central
Park: $641,679 and the Comparable Projects: $577,656. While for the Hi-Rise Tower projects, Central
Park: $657,678, Park Place Towers: $778,024, and the Plaza Irvine: $1,075,248.
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The living area of homes in these projects, based upon their currently active/forthcoming projects, are
some 1,575 sq.ft., as a whole; however, there is also a substantial amount of variation among them as
well. The square footages of living area for these projects are as follows: For the
townhome/condominiums projects, Central Park: 1,571 sq.ft. and the Comparable Projects: 1,566 sq.ft.
While for the Hi-Rise Tower projects, Central Park: 1,483 sq.ft., Park Place Towers: 1,493 sq.ft., and
The Plaza Irvine: 1,841 sq.ft.

CFD NO. 200d-1 COMPETITIVE HOUSING MARKET AREA
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To compare the prices of the homes in these projects, their value ratios are utilized, the price per sq. ft.
of living area, since this effectively makes adjustments for differences in their sizes of living areas.
Accordingly, the value ratios for all of the projects amount to $408 per sq. ft. of living area and their
Special Taxes/Assessments amounts to some $2,632/yr. (0.48% as a ratio to the housing prices);
accordingly, the value ratios and Special Tax/Assessment characteristics for each of the projects are as
follows:

» Central Park Townhomes/Condos have a value ratio of $403 and their Special Taxes amount
to $3,337/yr. (0.52%).

» Comparable Townhomes/Condos have a value ratio of $373, somewhat lower, and their
Special Taxes amount to $2,599/yr. (0.57%).

» Central Park Hi-Rise Towers have a value ratio of $433 and their Special Taxes amount to

$3,192/yr. (0.50%).

» Park Place Towers and The Plaza Irvine have value ratios of $511 and $560, but they do not
have any Special Taxes.
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CFD NO. 20041 COMPETITIVE HOUSING MARKET AREA
VALUE RATIOS AND SPECTAL TAXES
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The 9 active projects have an estimated sales rate of some 804 homes per year, for an average of some
89 units per project per year; the distribution of these sales among the various PC is as follows:

» Comparable Townhomes/Condos: 7 projects with expected sales of 592 homes annually, for an
average of 85 per project.

» Comparable Hi-Rise Towers — Park Place has projects with total sales of 109 homes annually;
the sales by the three product types is as follows: standard condominiums: 100 per vear,
signature condos: 7 per year, and penthouse condos: 2 per year. The Plaza Irvine has projects
with total sales of 103 homes annually; the sales by the three product types is as follows:
standard condominiums: 65 per year, signature condos: 30 per vear, and penthouse condos: 8
per year.

CFD NG.2004-1 COMPETITIVE HOUSING MARKET AREA
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For additional information on the currently active projects in the CFD No. 2004-1 Competitive
Housing Market Area, please refer to the following table.
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CHARACTERISTICS OF THE *COMPARABLE* ACTIVE PROJECTS IN THE COMPETITIVE HOUSING MARKET AREA BY GEOGRAPHICAL LOCATIONS
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OVERVIEW OF HI-RISE TOWER DEVELOPMENT
IN THE VICINITY OF CFD NO. 2004-1 (CENTRAL PARK)

The purpose of this section is to provide an overview of the currently active as well as the forthcoming
hi-rise tower projects in the vicinity of CFD No. 2004-1, Central Park; accordingly, these are now
discussed.

» Marquee Park Place by Bosa Development currently has two hi-rise towers under construction
with 232 condos as well as the development potential for another four towers with an estimated
566 additional condos. With regards to the first two towers, the condos are priced from
$630,000 to $1,620,000 for some 1,274 to 2,063 sq.ft. of living area. The construction of the
first two towers 1s expected to be completed 4™-2005, and so occupancies will commence at
that time.

» The Plaza Irvine by Opus West currently has two hi-rise towers under construction with 202
condos as well as the development potential for another tower with an estimated 101 additional
condos. With regards to the first two towers, the condos are expected to be priced from
$590,000 to $3,500,000 for some 1,175 to 4,290 sq.ft. of living area. The construction of the
first tower is expected to be completed December 2006 and the second tower July 2007, and so
occupancies will commence at that time.

» CFD No. 2004-1, Central Park, by Lennar Communities has two hi-rise towers with 240
condos; these have not yet commenced construction. The condos are expected to be priced
from $411,000 to $1,569,000 for some 900 to 2,600 sq.ft. of living area

Therefore, the currently active/forthcoming hi-rise tower projects have a development potential for
some 1,341 condominiums. With regards to the various projects commencing occupancies, the two
currently active projects, Marquee Park Place and The Plaza Irvine anticipate move-in commencing
around 4"™-2005 and 4"™-2006, respectively.

For additional information on these hi-rise tower projects, please refer to the following exhibit.
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LOCATIONS OF HI-RISE TOWER PROJECTS
(Locations are Approximations Only)
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BREADTH OF THE MARKET DEMAND FOR
HI-RISE TOWER DEVELOPMENTS

As discussed above, the currently active/forthcoming hi-rise tower projects in the vicinity of CFD No.
2004-1, including Central Park, have a development potential for some 1,341 condominiums. Since
there are only four hi-rise towers under development, it is worthwhile to discuss the potential breadth
of the marketplace for hi-rise tower projects.

Based upon market surveys for hi-rise tower developments in Orange and San Diego counties, Empire
selected the San Diego Urban Core, since it has established a market for hi-rise towers; accordingly,
the characteristics of these projects are as follows:

» The market survey area, consisting of downtown San Diego as well as nearby La Jolla and
Coronado, currently has some 17 hi-rise tower projects and, additionally, there are also another
8 forthcoming hi-rise tower projects.

» With respect to the market-entry of the currently active projects, they started during 1985 to
1992, slowed during the economic recession, and then re-emerged on a significant basis in
2003 and 2004, with some 2,011 units. The future projects are expected to enter the
marketplace during late 2004 to late 2007 with another 2,482 units.

» With regards to the number of stories, the currently active projects have some 11 to 41 stories,
with the average being 22 stories, while the forthcoming projects have some 10 to 43 stories,
with the average being somewhat higher, some 30 stories.

» The currently active projects have an estimated 3,515 units, some 207 per project on the
average, while the forthcoming projects have a total of 2,482 units, some 310 per project on the
average.

» The prices for the unit in the currently active projects has a range of $587,000 (the average
low) to $2,100,000 (the average high), for some 1,143 sq.ft. (average low) to 3,652 sq.ft.
(average high) of living area.

» Finally, it is worthwhile to note that the majority of these projects are located in downtown San
Diego, and as such they feature views of the City as well as the Bay.

Therefore, the San Diego Urban Core has experienced a strong demand for hi-rise towers, especially
during the past two years, and there are also a substantial number of new hi-rise towers that are
expected to enter during the next several years. Although this reveals that there is a substantial amount
of breadth or depth to the market for hi-rise towers in the San Diego Urban Core, its applicability to
CFD No. 2004-1 Central Park needs to be tempered somewhat since Central Park does not offer
comparable City/Bay views.
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ECONOMIC FEASIBILITY OF
HI-RISE TOWER DEVELOPMENTS

Empire Economics’ Market Absorption Study for the forthcoming residential products in CFD No.
2004-1 1is based upon the prices set-forth by Lennar Communities, and Empire assumes that at these
prices Lennar can cover all of the related costs of production. The construction of the hi-rise towers
differs from the other residential products in that the hi-rise towers, due to the number of their stories,
utilizes a significant amount of steel. Accordingly, it is worthwhile to discuss the recent frends in the
price of steel, since this may impact the economic feasibility of constructing the hi-rise tower units at
the currently designated prices.

By way of background, the United States (US) steel industry employs some 189,000 workers, some
5% of the total amount of employment in the manufacturing sectors, and these workers, due to
unionization, are paid some 55% more than the average manufacturing wage. The US steel industry is
one of the largest producer of steel in the world, some 110 million tons of steel annually, about 12% of
the world’s production. The US steel industry has faced increased competition from foreign producers,
due to the tariffs on imports that provided protection to US producers being eliminated in December

2003.

To gauge the recent trends for the price of steel, Empire compiled information on the prices for Hot
Rolled Coil and also Cold Rolled Coil by US steel producers. During January 2003 to September 2003,
the price of remained stable, at some $372 to $373. However, starting in November 2003 and
continuing through February 2005, the price of steel rose significantly, to some $687, a increase of
some 85%. Specifically, this can be attributed to a stronger level of global demand, in general, in
conjunction with the rising costs of producing steel, as a result of both higher prices for raw materials
and also energy costs.

RECENT TRENDS IN UNITED STATES STEEL PRICES
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Therefore, the economic feasibility of constructing/marketing the hi-rise towers at the prices currently
set-forth by Lennar should be carefully evaluated prior to the sale of the CFD Bonds, considering the
recent significant increase in the price for steel.
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ESTIMATED ABSORPTION SCHEDULES FOR THE
PRODUCTS/PROJECTS IN CFD NO. 2004-1 (CENTRAL PARK)

The purpose of this section is to estimate the absorption schedules for the forthcoming residential
products/projects in CFD No. 2004-1; accordingly, this is based upon a consideration of the following:

First, the potential demand schedules for the residential products/projects for CFD No. 2004-1 were
derived, based upon a consideration of the following:

» The growth prospects for the Southern California Market Region, in general, and Orange
County, in particular.

» How much of this growth the CFD No. 2004-1 Market Area is expected to capture, in
particular.

» The proportion of the Market Area demand that is expected to be captured by the projects in
CFD No. 2004-1, based upon an evaluation of their competitiveness in the marketplace.

Thus, the result of this analysis is the POTENTIAL demand for the residential products/projects in
CFD No. 2004-1.

Next, the ability of the residential products/projects in CFD No. 2004-1 to respond to this demand is
estimated. Accordingly, the infrastructure development schedule for the residential products/projects
was obtained from Lennar Communities. Specifically, this represents, from a time perspective, when
the products will have the infrastructure in place that is required to support their development. So, the
result of this analysis is the INFRASTRUCTURE DEVELOPMENT of the properties in CFD No.
2004-1, and this reflects their ability to respond to the demand in the marketplace.

Then, based upon a consideration of the POTENTIAL demand and the INFRASTRUCTURE
DEVELOPMENT, the absorption rate for the residential products/projects in the various market
segments are calculated, from the year in which the products/projects are expected to enter the
marketplace, and continuing thereafter on an annualized basis, until all of the units/lots are
occupied/utilized.

The application of this algorithm results in the absorption schedules for the products/projects in CFD
No. 2004-1 (Central Park); absorption represents the structure being constructed as well as being
occupied by a homeowner.
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Accordingly, the estimated absorption schedules for the 1,238 homes in CFD No. 2004-1 are as
follows:

>

Lofts: There are expected to be 107 Loft units (8.6% of the units) which are 1-2 stories that
have base prices of $395,000 to $515,000 for some 1,050 to 1,500 sq.ft. of living area, for a
value ratio (price/living area) of $357, on the average. Based upon an expected market-entry of

the 1%-quarter of 2008, the estimated absorption schedule amounts to 60 homes per year during
2008 and the remaining 47 homes in 2009.

Lofts/Flats: There are expected to be 342 Loft/Flat units (27.6% of the units) which are 1-2
stories that have base prices of $290,000 to $410,000 for some 700 to 1,150 sq.ft. of living
area, for a value ratio (price/living area) of $378, on the average. Based upon an expected
market-entry of the 1%-quarter of 2008, the estimated absorption schedule amounts to 100
homes per year during 2008 to 2010, and the remaining 42 homes in 2011.

Brownstone Townhomes: There are expected to be 163 Brownstone Townhome units (13.2%)
which are 3 stories that have base prices of $483,000 to $608,000 for some 1,175 to 1,625 sq.ft.
of living area, for a value ratio of $391, on the average. Based upon an expected market-entry
of the 1®-quarter of 2007, the estimated absorption schedule amounts to 60 homes in 2007,
another 60 homes in 2008, and the remaining 43 homes in 2009.

Brownstone Villas: There are expected to be 127 Brownstone Villa units (10.3%) which are 3
stories that have base prices of $586,000 to $708,000 for some 1,425 to 1,875 sq.ft. of living
area, for a value ratio of $393, on the average. Based upon an expected market-entry of the 1-
quarter of 2007, the estimated absorption schedule amounts to 50 homes per year during 2007,
another 50 homes in 2008, and then the remaining 27 homes in 2009.

Luxury Flats A: There are expected to be 78 Luxury Flat A units {6.3%) which are 1 story
each (the building is multi-story) that have base prices of $800,000 to $935,000 for some 1,750
to 2,200 sq.ft. of living area, for a value ratio of $439, on the average. Based upon an expected
market-entry of the 1%-quarter of 2008, the estimated absorption schedule amounts to 35 homes
during 2008, another 35 homes in 2009, and the remaining 8 homes in 2010.

Luxury Flats B: There are expected to be 81 Luxury Flat B units (6.5%) which are 1 story
each (the building is multi-story) that have base prices of $650,000 to $785,000 for some 1,400
to 1,850 sq.ft. of living area, for a value ratio of $442, on the average. Based upon an expected
market-entry of the 1¥-quarter of 2008, the estimated absorption schedule amounts to 40 homes
per year in 2008 and then the remaining 41 homes in 2009.

Luxury Townhomes: There are expected to be 100 Luxury Townhome units (8.1%) which are
2-3 stories that have base prices of $817,000 to $997,000 for some 1,850 to 2,450 sq.ft. of
living area, for a value ratio of $422, on the average. Based upon an expected market-entry of
the 1¥-quarter of 2007, the estimated absorption schedule amounts to 30 homes per year during
2007 to 2009, and then the remaining 10 homes in 2010.
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» Hi-Rise Tower: There are expected to be 221 Hi-Rise Tower units {17.9%) which are 1 story
each (the two buildings are multi-story, up to 15 stories) that have base prices of $411,000 to
$739,000 for some 900 to 1,900 sq.fi. of living area, for a value ratio of $417, on the average.
Based upon an expected market-entry of the 1¥-quarter of 2008, the estimated absorption
schedule amounts to 100 homes in 2008, 100 homes 2009, and then the remaining 21 homes in
2010.

» Hi-Rise Tower Penthouses: There are expected to be 19 Hi-Rise Tower Penthouse units
(1.5%) which are 1 story each (located at the top of the multi-story buildings, up to 15 stories)
that have base prices of $1,465,000 to $1,569,000 for some 2,300 to 2,600 sq.ft. of living area,
for a value ratio of $619, on the average. Based upon an expected market-entry of the 1%-
quarter of 2008, the estimated absorption schedule amounts to 8 homes in 2008, 8 homes in
2009, and the remaining 3 homes in 2010.

So, the 1,238 attached homes in CFD No. 2004-1 are expected to be absorbed during the early 2007 to
mid-2011 time period at a rate of some 431-483 homes per year when most of the projects are on the
marketplace. The absorption rate starts at 140 homes in 2007 as the projects enter the marketplace,
increases further to 483 homes in 2008 when all of the projects are on the marketplace, remains at a
strong level of 431 homes in 2009, and then declines thereafter as the projects are closed-out to 142
homes in 2010, and the remaining 42 homes in 2011.

Closing Comments

The estimated absorption schedule for the forthcoming residential
products/projects in the CFD No. 2004-1 is subject to change due to
potential shifts in economic/real estate market conditions and/or the
development strategy by Lennar Communities, the property
owner/developer.

Furthermore, special consideration should be given to the hi-rise tower
products, in particular, due to concerns about the potential depth of this
market segment in the Santa Ana Unified School District as well as recent
increases in the costs of steel which could impact their economic
feasibility; the hi-rise tower units represent 19.4% of all the residential
units in CFD No. 2004-1.

For additional information on the estimated absorption schedules for the residential products in CFD
No. 2004-1 (Central Park), please refer to the following table and graph.
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ESTIMATED RESIDENTIAL ABSORPTION SCHEDULES
SANTA ANA UNIFIED SCHOOL DISTRICT CFD NO. 2004-1
(CENTRAL PARK - LENNAR COMMUNITIES)

June 21, 2005 ; Subject to Revision

Product Types >>> Lofts Lofts/Flats Brownstone Brownstone Luxury Luxury Luxury Hi-Rise Tower Hi-Rise Tower Totals - Residential
Townhomes Villas Flats A Flats B Townhomes Condominiums Penthouses Annually Cumulative
Units/Acre 63 78 32 31 50 60 21 150

Development Status

Total 107 342 163 127 78 81 100 221 19 1,238 100.0%
Escrows Closed [} [i] [} [i] [i] [} [i] [i] 1] [i] 0.0%
Forthcoming: 107 342 163 127 78 81 100 221 19 1,238 100.0%

Share - Forthcoming 8.8% 27.8% 13.2% 10.3% 6.3% 6.5% 8.1% 17.9% 1.5% 100.0%

- v

Prices - Estimated

Plan# 1 $365,000 $290,000 $483,000 $586,000 $300,000 $650,000 $817,000 §411,000 $1,465,000
Flan# 2 $435,000 $330,000 $527,000 §628,000 §845,000 $6395,000 $877.000 §507,000 $1,569,000
Plan# 3 $475,000 $370,000 $569,000 $670,000 $390,000 $740,000 $937.000 $593,000
Plan# 4 $515,000 $410,000 $608,000 $708,000 $935,000 $785,000 $997.000 $5669,000
Plan#5 §735,000
Averages $455,000 $350,000 $5486,750 $648,000 $867,500 $717,500 $907,000 §583,800 $1,517,000 $576,839

Living Area - Estimated

Plan # 1 1,050 700 1,175 1,425 1,750 1,400 1,850 00 2,300
Plan# 2 1,200 850 1,325 1575 1,800 1,550 2,050 1,150 2,800
Flan #3 1,350 1,000 1475 1,725 2,050 1,700 2,250 1,400
Plan#4 1,500 1,150 1,625 1,875 2,200 1,850 2,450 1,850
Flan#5 1,900
Averages 1,275 925 1400 1,650 1,875 1,625 2,150 1,400 2450 1411
Value Ratio $357 $378 $391 $393 $439 $442 $422 $417 $619 $409
Commence Closings > 1s1-2008 1s1-2008 1st-2007 152007 1s1-2008 1st-2008 1s1-2007 1s1-2008 1st-2008
2005 0 o 0 o o 0 o o g o o
2008 0 '] 0 '] '] 0 '] o g o o
2007 Y 0 60 50 0 0 30 0 0 140 140
2008 ilY] 100 60 50 35 40 30 100 8 483 623
2008 47 100 43 27 35 41 30 100 8 431 1,054
2010 Y 100 0 0 8 0 10 21 3 142 1,196
2011 '] 42 i} '] '] i} '] '] i} 42 1,238
Totals 107 342 163 127 78 81 100 221 19 1,238
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ASSUMPTIONS AND LIMITING CONDITIONS

The Market Absorption Study for CFD No. 2004-1 is based upon various
assumptions and limiting conditions; accordingly, these are as follows:

Title to Property
Property Boundaries
Accuracy of Information from Others
Date of Study
Hidden or Unapparent Conditions
Opinions of a Legal/Specialized Nature
Right of Publication of Report
Soil and Geological Studies
Earthquakes and Seismic Hazards
Testimony or Court Attendance
Maps and Exhibits
Environmental and Other Regulations
Required Permits and Other Governmental Authority
Liability of Market Analyst
Presence and Impact of Hazardous Material
Structural Deficiencies of Improvements
Presence of Asbestos
Acreage of Property
Designated Economic Scenario
Provision of the Infrastructure; Role of Coordinator
Developer/Builders Responsiveness to Market Conditions
Financial Strength of the Project Developer/Builder
Market Absorption Study Timeliness of Results

For additional information on the various assumptions and limiting conditions, please
refer to the comprehensive Market Absorption Study.
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APPENDIX E
SUMMARY OF CERTAIN PROVISIONS OF THE BOND INDENTURE

The following is a summary of certain definitions and provisions of the Bond Indenture which are not
described elsewhere in the Official Statement. This Summary does not purport to be comprehensive and
reference should be made to the Bond Indenture for a full and complete statement of its provisions.

DEFINITIONS

“Act” means the Mello-Roos Community Facilities Act of 1982, as amended, Sections 53311 et seq.
of the California Government Code.

“Administrative Expenses” means the administrative costs with respect to the calculation and
collection of the Special Taxes, or costs otherwise incurred by the School District staff on behalf of the District
in order to carry out the purposes of the District as set forth in the Resolution of Formation or the Rate and
Method of Apportionment and the fees and expenses of the Fiscal Agent.

“Administrative Expenses Cap” means $40,000 per Bond Year, increased on July 1 of each year,
commencing July 1, 2006, by two percent (2%) of the amount in effect for the prior Fiscal Year, provided that
the District may, in its sole discretion, fund additional Administrative Expenses, without limitation, from any
funds available to the District in each Bond Year after payment of, or reservation of funds for, principal and
interest due on the Bonds in such Bond Year.

“Annual Debt Service”™ means the principal amount of any Outstanding Bonds payable in a Bond Year
either at maturity or pursuant to a Sinking Fund Payment and any interest payable on any Outstanding Bonds
in such Bond Year, if the Bonds are retired as scheduled.

“Authorized Investments™ means any of the following investments, if and to the extent the same are at
the time legal for investment of the District’s funds (the Fiscal Agent is entitled to rely upon investment
direction from the District as a certification such investment is an Authorized Investment):

{a) Federal Securities;

(b) Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by
any of the following federal agencies and provided such obligations are backed by the full faith and credit of
the United States of America (stripped securities are only permitted if they have been stripped by the agency
itself):

- U.S. Export-Import Bank - Direct obligations or fully guaranteed certificates of
beneficial ownership;

- Farmers Home Administration - Certificates of beneficial ownership;
- General Service Administration - Participation Certificates;

- Government National Mortgage Association {(GNMA or “Ginnie Mae™) GNMA -
guaranteed mortgage-backed bonds, GNMA - guaranteed pass-through obligations;

- U.S. Maritime Administration - Guaranteed Title XTI financing;
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- U.S. Department of Housing and Urban Development (HUD), Project Notes, Local
Authority Bonds, New Communities Debentures - U.5. government guaranteed debentures, U.5. Public
Housing Notes and Bonds - U.S8. government guaranteed public housing notes and bonds;

- Federal Housing Administration Debentures;

(c) Senior debt obligations rated “AAA” by Standard & Poor’s Ratings Group
(Standard & Poor’s) and “Aaa” by Moody’s Investors Service, Inc. (Moody’s) issued by the Federal National
Mortgage Association or the Federal Home Loan Mortgage Corporation;

(d) Money market funds registered under the Federal Investment Company Act of 1940,
whose shares are registered under the Federal Securities Act of 1933 and having a rating by Standard & Poor’s
of AAAmM-G or better including without limitation those of the Fiscal Agent and its affiliates;

(e) Certificates of deposit secured at all times by collateral described in (a) and (b)
above. Such certificates must be issued by commercial banks, savings and loan associations or mutual savings
banks. The collateral must be held by a third party or the Fiscal Agent and the Fiscal Agent on behalf of the
Bond Owners must have a perfected first security interest in the collateral;

(M Certificates of deposit, savings accounts, deposit accounts or money market deposits
which are fully insured by FDIC including without limitation those of the Fiscal Agent and its affiliates;

() U.S. dollar denominated deposit accounts, federal funds and banker’s acceptances
with domestic commercial banks including without limitation the Fiscal Agent and its affiliates which have a
rating on their short term certificates of deposit on the date of purchase of “A-1+" by Standard& Poor’s and
“P-17 by Moody’s and maturing no more than 360 days after the date of purchase (1.e., ratings on holding
companies are not considered as the rating of the bank);

(h) Commercial Paper rated, at the time of purchase, “Prime-1" by Moody’s and “A-17
or better by Standard & Poor’s;

1) Repurchase agreements with financial institutions insured by the FDIC, or any
broker-dealer with “retail customers™ which falls under the jurisdiction of the Securities Investors Protection
Corporation (SIPC); or a bank or other financial institution rated in the top two rating categories by two or
more Rating Agencies, provided that: (a) the over-collateralization is at one hundred two percent (102%),
computed weekly, consisting of such securities as described in the definition of “Authorized Investments”
items (a) through (c); (b) a third party custodian, the Fiscal Agent or the Federal Reserve Bank shall have
possession of such obligations; (¢) the Fiscal Agent shall have perfected a first priority security interest in such
obligations; and (d) failure to maintain the requisite collateral percentage will require the Fiscal Agent to
liquidate the collateral;

)] Any investment agreements (including Guaranteed Investment Contracts and
Forward Purchase/Delivery Agreements) with a financial institution or insurer (provider) which must meet the
following criteria:

1. If the investment agreement is uncollateralized the provider of the
agreement, at the time of the execution of the agreement, has to have a minimum long term rating of “Aa” by
Moody’s and “AA” by S&P.

1. If the investment agreement is fully collateralized the provider of the
agreement, at the time of the execution of the agreement, has to have a minimum long term rating of “A” by
both Moody’s and S&P. Securities which are acceptable for collateralization are defined in subsections A-C of
the definition of Authorized Investments.
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1il. The investment agreement must be supported by appropriate opinions of
counsel.

k) County or State-administered pooled investment funds in which the District is
statutorily permitted or required to invest to the extent that any amounts are deposited by the Fiscal Agent into
such funds and the Fiscal Agent shall have direct access to such fund;

(D The local agency investment pool maintained by the Orange Treasurer’s Money
Market Investment Pool to the extent deposits and withdrawals may be made directly by and in the name of the
Fiscal Agent.

“Bond Counsel” means an attorney at law or a firm of attorneys selected by the District of nationally
recognized standing in matters pertaining to the tax-exempt nature of interest on bonds issued by states and
their political subdivisions duly admitted to the practice of law before the highest court of any state of the
United States of America or the District of Columbia.

“Bond Register” means the books which the Fiscal Agent shall keep or cause to be kept on which the
registration and transfer of the Bonds shall be recorded.

“Bondowner” or “Owner” means the person or persons in whose name or names any Bond is
registered.

“Bonds” means the Commumty Facilities District No. 2004-1 of the Santa Ana Unified School
District (Central Park Project) 2005 Special Tax Bonds, issued in the original principal amount of
$11,785,000.

“Bond Year” means the twelve (12) month period commencing on September 2 of each year and
ending on September 1 of the following year, and for the first bond vear commencing on the Delivery Date and
ending on September 1, 2005.

“Business Day” means a day on which the Fiscal Agent is open for business.

“Certificate of an Authorized Representative of the District” means a written certificate executed by
the Superintendent of the School District, the Associate Superintendent, Business Services or his or her written
designee.

“Code” means the Internal Revenue Code of 1986, together with any amendments thereto.

“Continuing Disclosure Agreement of the District” means that certain Continuing Disclosure
Agreement, dated as of August 1, 2005, by and between the Community Facilities District No.2004-1 of the
Santa Ana Unified School District (Central Park Project), acting through the Board of Education of the Santa
Ana Unified School District as the legislative body, and David Taussig & Associates, Inc., as Dissemination
Agent thereunder.

“Corporate Trust Office” means the Corporate Trust Office of the Fiscal Agent at 700 South Flower
St., Suite 500, Los Angeles, CA 90017, provided, however for transfer, registration, exchange, payment and
surrender of Bonds means care of the Corporate Trust Office of The Bank of New York Trust Company, N.A |
a national banking association in Los Angeles, California or such other office designated by the Fiscal Agent
from time to time.

“Costs of Issuance” means the costs and expenses incurred in connection with the formation of the

District and the issuance and sale of the Bonds, including the acceptance and initial annual fees and expenses
of the Fiscal Agent, legal fees and expenses, costs of printing the Bonds and the preliminary and final Official
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Statements, fees of the appraiser and financial consultants and other fees and expenses set forth in a Certificate
of an Authorized Representative of the District, or his designee.

“County” means the County of Orange, California.
“Delivery Date” means the date on which the Bonds were 1ssued and delivered to the Underwriter.
“Depository” means the securities depository acting as Depository under the Bond Indenture.

“Developed Property” means all Commercial Property and Residential Property, as such terms are
defined in the Rate and Method of Apportionment.

“Developer” means L.ennar KFPLB, LLC, or any successor thereto.
““Dissemination Agent” means David Taussig & Associates, Inc., and any successor thereto.

“District” means Community Facilities District No. 2004-1 of the Santa Ana Unified School District
(Central Park Project) established pursuant to the Act and the Resolution of Formation.

“Federal Securities” means any of the following:

(1) Cash (insured at all times by the Federal Deposit Insurance Corporation (“FDIC™) or
otherwise collateralized with obligations described in paragraph (2) below),

(2) Direct obligations of {including obligations issued or held in book-entry form on the
books of)) the Department of the Treasury of the United States of America, or

(3) Obligations of any agency, department or instrumentality of the United States of
America the timely payment of principal of and interest on which are fully guaranteed by the United States of
America.

“Fire Facilities” means public capital improvements with a useful life of five years or longer to be
owned and operated by the Orange County Fire Authority, as provided pursuant to that certain Joint
Community Facilities Agreement by and between the District, the Orange County Fire Authority and Lennar
KFPLE, LLC, a Delaware limited liability company, dated as of July 1, 2005.

“Fiscal Agent” means The Bank of New York Trust Company, N. A, a national banking association,
and any successor thereto.

“Fiscal Year” means the period beginning on July 1 of each vear and ending on the next following
June 30.

“Gross Taxes” means the amount of all Special Taxes received by the District from the Treasurer,
together with the net proceeds collected from the sale of property pursuant to the foreclosure provisions of the
Bond Indenture, penalties and interest received by the District in connection with the delinquency of such
Special Taxes and proceeds from any security for pavment of Special Taxes taken in lieu of foreclosure after
payment of administrative costs and attorneys’ fees payable from such proceeds to the extent not previously
paid as an Administrative Expense.

“Independent Financial Consultant” means a financial consultant or firm of such consultants generally

recognized to be well qualified in the financial consulting field, appointed and paid by the District, who, or
each of whom:
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(a) is in fact independent and not under the domination of the District;
(b) does not have any substantial interest, direct or indirect, in the District; and

(c) is not connected with the District as a member, officer or employee of the District,
but who may be regularly retained to make annual or other reports to the District.

“Interest Payment Date” means each March 1 and September 1, commencing March 1, 2006.

“Letter of Credit” means any letter of credit delivered to the Fiscal Agent pursuant to the terms of the
Mitigation Agreement.

“Letter of Credit Account” means the account by that name established in the Special Tax Fund
pursuant to the Bond Indenture.

“Letter of Credit Bank” means, initially Bank of America, N.A., and any financial institution
providing the Letter of Credit.

“Maximum Annual Debt Service” means the maximum sum obtained for any Bond Year prior to the
final maturity on the Bonds by adding the following for each Bond Year:

(1 the principal amount of all Outstanding Bonds payable in such Bond Year either at maturity
or pursuant to a Sinking Fund Payment; and

(2) the interest pavable on the aggregate principal amount of the Bonds Outstanding in such Bond
Year if the Bonds are retired as scheduled.

“Mitigation Agreement” means that certain Mitigation Agreement entered into by and between the
School District and Michelson Jamboree LLC, a California limited liability company dated as of October 1,
2004 with respect to the Central Park planned community.

“Net Taxes” means Gross Taxes minus amounts applied to pay the Administrative Expenses Cap.

“Nominee” means the nominee of the Depository, which may be the Depository, as determined from
time to time pursuant to the Bond Indenture.

“Ordinance” means that certain Ordinance Authorizing the Levy of Special Taxes of the District
adopted by the legislative body of the District on October 8, 2004, providing for the levying of the Special
Tax.

“Outstanding” or “Outstanding Bonds” means all Bonds theretofore issued by the District, except:

(1) Bonds theretofore cancelled or surrendered for cancellation in accordance with the
Bond Indenture;

(2) Bonds for payment or redemption of which monies shall have been theretofore
deposited in trust (whether upon or prior to the maturity or the redemption date of such Bonds), provided that,
if such Bonds are to be redeemed prior to the maturity thereof, notice of such redemption shall have been given
as provided in the Bond Indenture; and

(3 Bonds which have been surrendered to the Fiscal Agent for transfer or exchange
pursuant to the Bond Indenture or for which a replacement has been issued pursuant to Bond Indenture.
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“Parity Bonds” means all bonds, notes or other similar evidences of indebtedness issued after the
Bonds, payable out of the Gross Taxes and which, as provided in the Bond Indenture or any Supplemental
Bond Indenture, rank on a parity with the Bonds issued to refund all or a portion of the Bonds.

“Participants” means those broker-dealers, banks and other financial nstitutions from time to time for
which the Depository holds the Bonds as a securities depository.

“Prepayments” means any prepayments of Special Taxes received by the District or the Fiscal Agent.

“Project” means those public facilities described in the Resolution of Formation which are to be
acquired or constructed within and outside of the District, including all engineering, planning and design
services and other incidental expenses related to such facilities and other facilities, if any, authorized by
qualified electors within the District from time to time.

“Project Costs” means the amounts necessary to finance the Project, to create and replenish any
necessary reserve funds, to pay the initial and annual costs associated with the Bonds, including, but not
limited to, Fiscal Agent and other fees and expenses relating to the issuance of the Bonds and the formation of
the District, and to pay any other “incidental expenses” of the District, as such term is defined in the Act.

“Rate and Method of Apportionment” means that certain Rate and Method of Apportionment of
Special Tax approved pursuant to Resolution No. 04/05-2580 of the Board of Education of the School District,
adopted on September 28, 2004, as amended by Resolution No. 04/05-2613 of the Board of Education of the
District, adopted on June 28, 2005, as it may be amended from time to time in accordance with the Act and the
Bond Indenture.

“Rebatable Arbitrage” means the amount (determinable as of the last day of each fifth Bond Year and
upon retirement of the Bonds) of arbitrage profits payable to the United States at all times and in the amounts
specified in Section 148(f) of the Code and any applicable Regulations.

“Rebate Installment Date” means the last day of the fifth Bond Year and each succeeding fifth Bond
Year and the date that the last Bond is discharged.

“Record Date” means the fifteenth day of the month preceding an Interest Payment Date, regardless of
whether such day 1s a Business Day.

“Regulations” means regulations adopted or proposed by the Department of Treasury from time to
time with respect to obligations issued pursuant to Sections 103 and 141 to 150 of the Code.

“Representation Letter” means a letter of representations from the District to the Depository.

“Reserve Credit Facility” means a policy of insurance, a surety bond, a letter of credit or other
comparable credit facility, or a combination thereof, which, together with money on deposit in the Reserve
Account, if any, provide an aggregate amount equal to the Reserve Requirement, so long as the provider of
any such policy of insurance, surety bond, letter of credit or other comparable credit facility 1s rated in the
highest rating category by A. M. Best & Company, Standard & Poor’s Corporation or Moody’s Investors
Service.

“Reserve Requirement” means, as of any date of calculation, an amount equal to the lowest of (1) ten
percent {10%) of the original proceeds of the Bonds, or (2) Maximum Annual Debt Service, or (3) one hundred
twenty-five percent (125%) of the average Annual Debt Service of the Outstanding Bonds. The District may
at any time elect to maintain the Reserve Requirement in whole or in part by obtaining a Reserve Credit
Facility.
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“Resolution of Formation” means, collectively, Resolution Nos. 04/05-2580 and 04/05-2581 adopted
by the Board of Education of the School District on September 28, 2004 and Resolution No. 04/05-2613,
adopted by the Board of Education of the School District on June 28, 2005, pursuant to which the School
District formed, and amended, the District.

“Resolution of Issuance” means Resolution No. 05/06-2615 duly adopted by the Board of Education
of the School District, acting in its capacity as the legislative body of the District on July 26, 2005, approving
the Bond Indenture, and any supplemental bond indenture approved pursuant to the Bond Indenture.

“School District” means the Santa Ana Unified School District, Santa Ana, California.

“School Facilities™ means those facilities of the Santa Ana Unified School District authorized to be
funded pursuant to the Resolution of Formation.

“Sinking Fund Payment” means any annual sinking fund payment to retire any Bonds.

“Special Taxes” means the taxes authorized to be levied by the District in accordance with the
Ordinance, the Resolution of Formation, the Act and the Rate and Method of Apportionment.

“Taxable Property” means the area within the boundaries of the District which is not exempt from
application of the Special Tax by operation of law or the Rate and Method of Apportionment.

“Tax Certificate” means that certain Tax Certificate executed on the delivery date of the Bonds.
“Treasurer” means the Treasurer-Tax Collector of the County of Orange.
“Underwriter” means Stone & Youngberg LLC.

“Undeveloped Property” means all Taxable Property within the District which is not classified as
Developed Property.

“Water Facilities” means public capital improvements with a useful life of five years or longer to be
owned and operated by the Irvine Ranch Water District, as provided pursuant to that certain Joint Community
Facilities Agreement by and between the District, the Irvine Ranch Water District and Lennar KFPLB, LLC, a
Delaware limited liability company, dated as of September 1, 2004

BOND TERMS

Type and Nature of Bonds. Neither the faith and credit nor the taxing power of the School District,
the State of California or any political subdivision thereof other than the District is pledged to the payment of
the Bonds. Except for the Special Taxes, no other taxes are pledged to the payment of the Bonds. The Bonds
are not general or special obligations of the School District nor general obligations of the District, but are
limited obligations of the District payable solely from certain amounts deposited by the District in the Special
Tax Fund, as more fully described in the Bond Indenture. No Owner of the Bonds will compel the exercise of
the taxing power by the District (except as pertains to the Special Taxes) or the School District or the forfeiture
of any of their property. The principal of and interest on the Bonds and premiums upon the redemption
thereof, if any, are not a debt of the School District, the State of California or any of its political subdivisions
within the meaning of any constitutional or statutory limitation or restriction. The Bonds are not a legal or
equitable pledge, charge, lien, or encumbrance, upon any of the District’s property, or upon any of its income,
receipts, or revenues, except the Net Taxes and other amounts in the Special Tax Fund which are, under the
terms of the Bond Indenture and the Act, set aside for the payment of the Bonds and interest thereon and
neither the members of the legislative body of the District or the Board of Education of the School District nor
any persons executing the Bonds are liable personally on the Bonds by reason of their issuance.

E-7



Notwithstanding anything to the contrary contained in the Bond Indenture, the District will not be
required to advance any money derived from any source of income other than the Net Taxes and amounts
drawn on the Letter of Credit for the pavment of the interest on or the principal of the Bonds or for the
performance of any covenants contained in the Bond Indenture. The District will, however, advance funds for
any such purpose, provided that such funds are derived from a source legally available for such purpose.

Eguality of Bonds, Pledge of Net Taxes. Pursuant to the Act and the Bond Indenture, the Bonds will
be equally payable from the Net Taxes without priority for number, date of the Bonds, date of sale, date of
execution, or date of delivery, and the payment of the interest on and principal of the Bonds and any premiums
upon the redemption thereof, will be exclusively paid from the Net Taxes and other amounts in the Special Tax
Fund, including amounts drawn on the Letter of Credit, which are set aside for the payment of the Bonds. The
Net Taxes and any interest earned on the Net Taxes on deposit in the Special Tax Fund will constitute a trust
fund held for the benefit of the Owners to be applied to the payment of the interest on and principal of the
Bonds and so long as any of the Bonds or interest thereon remain Outstanding shall not be used for any other
purpose, except as permitted by the Bond Indenture. Notwithstanding any provision contained in the Bond
Indenture to the contrary, Net Taxes deposited in the Rebate Fund and in the Administration Fund will no
longer be considered to be pledged to the Bonds, and neither the Rebate Fund or the Administration Fund will
be construed as a trust fund held for the benefit of the Owners.

Nothing in the Bond Indenture will preclude: the redemption prior to maturity of any Bonds subject to
call and redemption and payment of said Bonds from proceeds of bonds issued under the Act as the same now
exists or as thereafter amended, or under any other law of the State of California.

Validity of Bonds. The validity of the authorization and issuance of the Bonds will not be affected in
any way by any defect in any proceedings taken by the District for the financing of the Project, or by the
invalidity, in whole or in part, of any contracts made by the District in connection therewith, and will not be
dependent upon the completion of the financing of the Project or upon the performance by any person of his
obligation with respect to the Project, and the recital contained in the Bonds that the same are issued pursuant
to the Act and other applicable laws of the State shall be conclusive evidence of their validity and of the
regularity of their issuance.

Issuance of Parity Bonds. The District will at any time after the issuance and delivery of the Bonds
under the Bond Indenture issue Parity Bonds payvable from the Net Taxes and other amounts deposited in the
Special Tax Fund and secured by a lien and charge upon such amounts equal to the lien and charge securing
the Outstanding Bonds and any other Parity Bonds theretofore issued under the Bond Indenture or under any
Supplemental Bond Indenture; provided, however, that Parity Bonds will only be issued for the purpose of
refunding all or a portion of the Bonds then outstanding,

CREATION OF FUNDS AND APPLICATION OF PROCEEDS
Creation of Funds. The Fiscal has established the following funds and accounts:

(1) The Community Facilities District No. 2004-1, Special Tax Fund (the “Special Tax
Fund”) in which there shall be established and created a Principal Account, an Interest Account (in which there
shall be established the Capitalized Interest Subaccount), a Redemption Account, a Reserve Account,
Administrative Expense Account and a Letter of Credit Account;

(2) The Community Facilities District No. 2004-1, Rebate Fund (the “Rebate Fund”) in
which there shall be established a Rebate Account and an Alternative Penalty Account;

(3 The Community Facilities District No. 2004-1, Acquisition and Construction Fund

{the “Acquisition and Construction Fund”) in which there shall be established and created a School Facilities
Account, a Water Facilities Account, a Fire Facilities Account and a Cost of Issuance Account; and
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4 The Community Facilities District No. 2004-1 Surplus Fund (the “Surplus Fund™).

The amounts on deposit in the foregoing funds and accounts shall be held by the Fiscal Agent; and the
Fiscal Agent may invest and disburse the amounts in such funds and accounts in accordance with the
provisions of the Bond Indenture and will disburse investment earnings thereon in accordance with the
provisions of the Bond Indenture.

Deposits to and Disbursements from Special Tax Fund

{a) The District will cause the Treasurer to, no later than the last day of the month during
which the Special Taxes are apportioned to the District, transfer the Special Taxes to the Fiscal Agent,
however, no later than August 15 and February 15 of each Fiscal Year, the Treasurer, on behalf of the
District, may transfer such amounts for deposit in the Special Tax Fund for the Bonds, to be held in
trust by the Fiscal Agent in the Special Tax Fund. The Fiscal Agent will then transfer the money in
the Special Tax Fund on the dates and in the amounts set forth in the Bond Indenture, in the following
order of priority, to:

(1 the Administration Expense Account of the Special Tax Fund, the amount
not to exceed the Administrative Expense Cap;

(2) the Interest Account of the Special Tax Fund;

(3 the Principal Account of the Special Tax Fund,
{4 the Redemption Account of the Special Tax Fund;
(5 The Reserve Account of the Special Tax Fund,

{(6) the Administration Expense Account of the Special Tax Fund, an amount of
Administrative Expenses, if any, in excess of the Administrative Expense Cap;

&) the Rebate Fund; and
(6) the Surplus Fund.

At the maturity of the Bonds and, after all principal and interest then due on the Bonds then
Outstanding has been paid or provided for, moneys in the Special Tax Fund and any accounts therein may be
used by the District for any lawful purpose.

(b) The Fiscal Agent shall deposit all proceeds of a draw on the Letter of Credit in the
Special Tax Fund. The District shall deliver to the Fiscal Agent at least five Business Days prior to
each Interest Payment Date a Certificate of the School District Superintendent stating what amount, if
any, 1s to be transferred by the Fiscal Agent to the Interest Account, the Principal Account and the
Redemption Account with respect to the upcoming Interest Payment Date. Upon receipt of such
Certificate, the Fiscal Agent shall make the required transfers to the Interest Account, the Principal
Account and the Redemption Account, as applicable. Amounts in the Special Tax Fund, after funding
the Administrative Expense Cap for the then current Bond Year, shall be transferred only to the
Interest Account and the Principal Account and to the Redemption Account (but only to the extent
needed to pay Sinking Fund Payments when due) or upon the release of the Letter of Credit from the
lien of the Bond Indenture to the provider of the Letter of Credit, which transfers shall be directed in a
Certificate of the School District Superintendent.
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Administration Expense Account of the Special Tax Fund. The Fiscal Agent shall transfer from the
Special Tax Fund and deposit in the Administrative Expense Account of the Special Tax Fund from time to
time amounts necessary to make timely payment of Administrative Expenses as set forth in a Certificate of an
Authorized Representative of the District; provided, however, that, except as set forth in the following
sentence, the total amount transferred in a Bond Year shall not exceed the Administrative Expenses Cap until
such time as there has been deposited to the Interest Account, the Principal Account, the Redemption Account
and the Reserve Account an amount, together with any amounts already on deposit therein, that 1s sufficient to
pay the interest and principal (including mandatory sinking fund redemption payments) on all Bonds and
Parity Bonds due in such Bond Year and to restore the Reserve Account to the Reserve Requirement. After
there has been deposited to the Interest Account, the Principal Account, the Redemption Account and the
Reserve Account an amount, together with any amounts already on deposit therein, that is sufficient to pay the
interest and principal (including mandatory sinking fund redemption payments) on all Bonds and Parity Bonds
due in such Bond Year and to restore the Reserve Account to the Reserve Requirement, amounts may be
transferred to the Administrative Expense Account as needed to pay Administrative Expenses of the District.
Moneys in the Administrative Expense Account of the Special Tax Fund may be invested in any Authorized
Investments as directed in writing by an Authorized Representative of the District and shall be disbursed as
directed in a Certificate of an Authorized Representative.

Interest Account and Principal Account of the Special Tax Fund The principal of and interest due
on the Bonds and any Parity Bonds until maturity, other than principal due upon redemption, shall be paid by
the Fiscal Agent from the Principal Account and the Interest Account of the Special Tax Fund, respectively.
For the purpose of assuring that the payment of principal of and interest on the Bonds and any Parity Bonds
will be made when due, after making the transfer required by the Bond Indenture, at least one Business Day
prior to each March 1 and September 1, the Fiscal Agent shall make the following transfers from the Special
Tax Fund first to the Interest Account and then to the Principal Account. Provided, however, that to the extent
that deposits have been made in the Interest Account or the Principal Account from the proceeds of the sale of
an issue of the Bonds, any Parity Bonds, or otherwise, the transfer from the Special Tax Fund need not be
made; and provided, further, that, if amounts in the Special Tax Fund (exclusive of the Reserve Account) are
inadequate to make the foregoing transfers, then anv deficiency shall be made up by transfers from the Reserve
Account:

{a) To the Interest Account, an amount such that the balance in the Interest Account cne
Business Day prior to each Interest Payment Date shall be equal to the installment of interest due on
the Bonds and any Parity Bonds on said Interest Payment Date and any installment of interest due on a
previous Interest Payment Date which remains unpaid. Moneys in the Interest Account shall be used
for the payment of interest on the Bonds and any Parity Bonds as the same become due.

(b To the Principal Account, an amount such that the balance in the Principal Account
one Business Day prior to September 1 of each year, commencing September 1, 2008, shall equal the
principal payment due on the Bonds and any Parity Bonds maturing on such September 1 and any
principal payment due on a previous September 1 which remains unpaid. Moneys in the Principal
Account shall be used for the payment of the principal of such Bonds and any Parity Bonds as the
same become due at maturity.

Redemption Account of the Special Tax Fund.

{a) With respect to each September 1 on which a Sinking Fund Payment is due, after the
deposits have been made to the Admunistrative Expense Account, the Interest Account and the
Principal Account of the Special Tax Fund as required by the Bond Indenture, the Fiscal Agent shall
next transfer into the Redemption Account of the Special Tax Fund from the Special Tax Fund the
amount needed to make the balance in the Redemption Account one Business Day prior to each
September 1 equal to the Sinking Fund Payment due on any Outstanding Bonds and Parity Bonds on
such September 1. Provided, however, that, if amounts in the Special Tax Fund are inadequate to
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make the foregoing transfers, then any deficiency shall be made up by an immediate transfer from the
Reserve Account, if funded, pursuant to the Bond Indenture. Moneys so deposited in the Redemption
Account shall be used and applied by the Fiscal Agent to call and redeem Term Bonds in accordance
with the Sinking Fund Payment schedules set forth in the Bond Indenture, and to redeem Parity Bonds
in accordance with any Sinking Fund Payment schedule in the Supplemental Indenture for such Parity
Bonds.

(b) After making the deposits to the Administrative Expense Account, the Interest
Account and the Principal Account of the Special Tax Fund pursuant to the Bond Indenture and to the
Redemption Account for Sinking Fund Payments then due pursuant to the Bond Indenture, and in
accordance with the District’s election to call Bonds for optional redemption as set forth in the Bond
Indenture, or to call Parity Bonds for optional redemption as set forth in any Supplemental Indenture
for Parity Bonds, the Fiscal Agent shall transfer from the Special Tax Fund and deposit in the
Redemption Account moneys available for the purpose and sufficient to pay the principal and the
premiums, if any, payable on the Bonds or Parity Bonds called for optional redemption; provided,
however, that amounts in the Special Tax Fund (other than the Administrative Expense Account
therein) may be applied to optionally redeem Bonds and Parity Bonds only if immediately following
such redemption the amount in the Reserve Account will equal the Reserve Requirement.

(c) Prepayments deposited to the Redemption Account shall be applied on the
redemption date established pursuant to the Bond Indenture for the use of such Prepayments to the
pavment of the principal of, premium, and interest on the Bonds and Parity Bonds to be redeemed
with such Prepayments.

(d) Moneys set aside in the Redemption Account shall be used solely for the purpose of
redeeming Bonds and Parity Bonds and shall be applied on or after the redemption date to the
payment of principal of and premium, if any, on the Bonds or Parity Bonds to be redeemed upon
presentation and surrender of such Bonds or Parity Bonds and in the case of an optional redemption to
pay the interest thereon. Provided, however, that in lieu or partially in lieu of such call and
redemption, moneys deposited in the Redemption Account may be used to purchase Outstanding
Bonds or Parity Bonds in the manner provided in the Bond Indenture. Purchases of Outstanding
Bonds or Parity Bonds may be made by the District at public or private sale as and when and at such
prices as the District may in its discretion determine but only at prices (including brokerage or other
expenses) not more than par plus accrued interest, plus, in the case of moneys set aside for an optional
redemption, the premium applicable at the next following call date according to the premium schedule
established pursuant to the Bond Indenture, or in the case of Parity Bonds the premium established in
any Supplemental Indenture. Any accrued interest payable upon the purchase of Bonds or Parity
Bonds may be paid from the amount reserved in the Interest Account of the Special Tax Fund for the
pavment of interest on the next following Interest Payment Date.

Reserve Account of the Special Tax Fund There shall be maintained in the Reserve Account of the
Special Tax Fund an amount equal to the Reserve Requirement. If funded, the amounts in the Reserve
Account shall be applied as follows:

{a) Moneys in the Reserve Account shall be used solely for the purpose of paying the
principal of, including Sinking Fund Payments, and interest on the Bonds and any Parity Bonds when
due in the event that the moneys in the Interest Account and the Principal Account of the Special Tax
Fund are insufficient therefor or moneys in the Redemption Account of the Special Tax Fund are
insufficient to make a Sinking Fund Payment when due and for the purpose of making any required
transfer to the Rebate Fund pursuant to the Bond Indenture upon written direction from an Authorized
Representative of the District. If the amounts in the Interest Account, the Principal Account or the
Redemption Account of the Special Tax Fund are insufficient to pay the principal of, including
Sinking Fund Payments, or interest on the Bonds and any Parity Bonds when due, or amounts in the
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Special Tax Fund are insufficient to make transfers to the Rebate Fund when required, the Fiscal
Agent shall withdraw, after first applying funds in the Surplus Fund necessary for such purposes, from
the Reserve Account for deposit in the Interest Account, the Principal Account or the Redemption
Account of the Special Tax Fund or the Rebate Fund, as applicable, moneys necessary for such
purposes.

(b) Whenever moneys are withdrawn from the Reserve Account, after making the
required transfers referred to the Bond Indenture, the Fiscal Agent shall transfer to the Reserve
Account from available moneys in the Special Tax Fund, or from any other legally available funds
which the District elects to apply to such purpose, the amount needed to restore the amount of such
Reserve Account to the Reserve Requirement. Moneys in the Special Tax Fund shall be deemed
available for transfer to the Reserve Account only if the Fiscal Agent determines that such amounts
will not be needed to make the deposits required to be made to the Administrative Expense Account,
the Interest Account, the Principal Account or the Redemption Account of the Special Tax Fund on or
before the next September 1. If amounts in the Special Tax Fund together with any other amounts
transferred to replenish the Reserve Account are inadequate to restore the Reserve Account to the
Reserve Requirement, then the District shall include the amount necessary fully to restore the Reserve
Account to the Reserve Requirement in the next annual Special Tax levy to the extent of the
maximum permitted Special Tax rates.

(c) In connection with a redemption of Bonds pursuant to the Bond Indenture or Parity
Bonds in accordance with any Supplemental Indenture, or a partial defeasance of Bonds or Parity
Bonds in accordance with the Bond Indenture, amounts in the Reserve Account may be applied to
such redemption or partial defeasance so long as the amount on deposit in the Reserve Account
following such redemption or partial defeasance equals the Reserve Requirement. The District shall
set forth in a Certificate of an Authorized Representative the amount in the Reserve Account to be
transferred to the Redemption Account on a redemption date or to be transferred pursuant to the Bond
Indenture to partially defease Bonds, and the Fiscal Agent shall make such transfer on the applicable
redemption or defeasance date, subject to the limitation in the preceding sentence.

(d) To the extent that the Reserve Account is at the Reserve Requirement as of the first
day of the final Bond Year for the Bonds or an issue of Parity Bonds, amounts in the Reserve Account
may be applied to pay the principal of and interest due on the Bonds and Parity Bonds, as applicable,
in the final Bond Year for such issue. Monevs in the Reserve Account in excess of the Reserve
Requirement not transferred in accordance with the preceding provisions of the Bond Indenture
summarized under the heading “Reserve Account of the Special Tax Fund” shall be withdrawn from
the Reserve Account on the Business Day before each March 1 and September 1 and shall be
transferred to the Project Account of the Acquisition and Construction Fund until the receipt of a
Certificate of an Authorized Representative of the District stating that all Project Costs required or
expected to be funded pursuant to the Acquisition Agreement have been funded or amounts in the
Project Account of the Acquisition and Construction Fund are sufficient to fund all remaining Project
Costs, or the Fiscal Agent has received a Certificate of an Authorized Representative of the District in
accordance with the Bond Indenture, and thereafter to the Interest Account of the Special Tax Fund.

(e) The District may at any time elect to maintain the Reserve Requirement in whole or
in part by obtaining a Reserve Credit Facility. In the case of such an election, the District will direct
the Fiscal Agent to acquire such Reserve Credit Facility and to pay from money in the Reserve
Account the costs associated with the acquisition of the Reserve Credit Facility. Any money in the
Reserve Account after the acquisition of such Reserve Credit Facility and payment of the appropriate
costs shall be transferred to or at the direction of the Agency for its lawful purposes. In the event any
such Reserve Credit Facility is so acquired, the Fiscal Agent shall draw on it in accordance with its
terms (1) when and if moneys are needed pursuant to the provisions of the Bond Indenture; provided,
however, that the Fiscal Agent must make demand at least five {5) days prior to the date that such

E-12



funds are needed; and (i1) prior to the stated maturity of such Reserve Credit Facility. In the event the
Reserve Requirement is satisfied by a combination of cash and a Reserve Credit Facility, the Fiscal
Agent shall draw down completely on the cash on deposit for such purpose in the Reserve Account
before any demand is made on the Reserve Credit Facility.

The District may substitute any policy of insurance, letter of credit or surety bond in order to meet the
Reserve Requirement provided that the following requirements are met:

1. A surety bond or insurance policy issued to the entity serving as trustee or
paying agent (the “Fiduciary™), as agent of the Owners, by a company licensed to issue an
insurance policy guaranteeing the timely payment of debt service with respect to the Bonds (a
“municipal bond insurer”) may be deposited in the Reserve Account to meet the Reserve
Requirement, or a portion thereof, if the claims paying ability of the issuer thereof shall be
rated “AAA” or “Aaa” by S&P or Moody’s, respectively.

2. A surety bond or insurance policy issued to the Fiduciary, as agent of the
Bondholders, by an entity other than a municipal bond insurer may be deposited in the
Reserve Account to meet the Reserve Requirement, or a portion thereof, if the form and
substance of such instrument and the issuer thereof shall be approved by the Insurer.

3 An unconditional irrevocable letter of credit issued to the Fiduciary, as agent
of the Owners, by a bank may be deposited in the Reserve Account to meet the Reserve
Requirement, or a portion thereof, if the issuer thereof is rated at least “AA” by S&P. The
letter of credit shall be payable in one or more draws upon presentation by the beneficiary of
a sight draft accompanied by its certificate that it then holds insufficient funds to make a
required payment of principal or interest on the Bonds. The draws shall be payable within
two days of presentation of the sight draft. The letter of credit shall be for a term of not less
than three years. The issuer of the letter of credit shall be required to notify the District and
the Fiduciary, not later than 30 days prior to the stated expiration date of the letter of credit, as
to whether such expiration date shall be extended, and if so, shall indicate the new expiration
date.

4. If such notice indicates that the expiration date shall not be extended, the
District shall deposit in the Reserve Account an amount sufficient to cause the cash or
permitted investments on deposit in the Reserve Fund together with any other qualifying
credit instruments, to equal the Reserve Requirement, or a portion thereof, on all outstanding
Bonds, such deposit to be paid in equal installments on at least a semi-annual basis over the
remaining term of the letter of credit, unless the Reserve Account credit instrument is
replaced by a Reserve Account credit instrument meeting the requirements in any of 1 3
above. The letter of credit shall permit a draw in full not less than two weeks prior to the
expiration or termination of such letter of credit if the letter of credit has not been replaced or
renewed. The Bond Indenture shall, in turn, direct the Fiduciary to draw upon the letter of
credit prior to its expiration or termination unless an acceptable replacement 1s in place or the
Reserve Account is fully funded in its required amount.

5. The obligation to reimburse the issuer of a Reserve Account credit
instrument for any fees, expenses, claims or draws upon such Reserve Account credit
instrument shall be subordinate to the payment of debt service with respect to the Bonds. The
right of the issuer of a Reserve Account credit instrument to payment or reimbursement of its
fees and expenses shall be subordinated to cash replenishment of the Reserve Account, and,
subject to the second succeeding sentence, its right to reimbursement for claims or draws
shall be on a parity with the cash replenishment of the Reserve Account. The Reserve
Account credit instrument shall provide for a revolving feature under which the amount
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available thereunder will be reinstated to the extent of any reimbursement of draws or claims
paid. If the revolving feature is suspended or terminated for any reason, the right of the issuer
of the Reserve Account credit instrument to reimbursement will be further subordinated to
cash replenishment of the Reserve Account to an amount equal to the difference between the
full original amount available under the Reserve Account credit instrument and the amount
then available for further draws or claims. 1If (a) the issuer of a Reserve Account credit
instrument becomes insolvent or (b) the issuer of a Reserve Account credit instrument
defaults in its payment obligations thereunder or (c¢) the claims-paying ability of the issuer of
the insurance policy or surety bond falls below a S&P “AAA” or a Moody’s “Aaa” or (d) the
rating of the issuer of the letter of credit falls below a S&P “AA”, the obligation to reimburse
the issuer of the Reserve Account credit instrument shall be subordinate to the cash
replenishment of the Reserve Account.

6. If (a) the revolving reinstatement feature described in the preceding
paragraph is suspended or terminated or (b) the rating of the claims paying ability of the
1ssuer of the surety bond or insurance policy falls below a S&P “AAA” or a Moody’s “Aaa”
or (c¢) the rating of the issuer of the letter of credit falls below a S&P “AA”, the District shall
either (1) deposit into the Reserve Account an amount sufficient to cause the cash or permitted
investments on deposit in the Reserve Account to equal the Reserve Requirement with respect
to all outstanding Bonds, such amount to be paid over the ensuing five years in equal
installments deposited at least semi-annually or (i1) replace such instrument with a surety
bond, insurance policy or letter of credit meeting the requirements in any of 1 3 above within
six months of such occurrence. In the event (a) the rating of the claims-paying ability of the
1ssuer of the surety bond or insurance policy falls below “A” or (b) the rating of the issuer of
the letter of credit falls below “A” or (¢) the issuer of the Reserve Account credit instrument
defaults in its payment obligations or {d) the issuer of the Reserve Account credit instrument
becomes insolvent, the District shall either (i) deposit into the Reserve Account an amount
sufficient to cause the cash or permitted investments on deposit in the Reserve Account to
equal to Reserve Requirement, or a portion thereof, on all outstanding Bonds, such amount to
be paid over the ensuing year in equal installments on at least a monthly basis or (ii) replace
such instrument with a surety bond, insurance policy or letter of credit meeting the
requirements in any of 1 3 above within six months of such occurrence.

Rebate Fund.

{a) The Fiscal Agent shall establish and maintain a fund separate from any other fund
established and maintained under the Bond Indenture designated as the Rebate Fund and shall
establish a separate Rebate Account and Alternative Penalty Account therein. All money at any time
deposited in the Rebate Account or the Alternative Penalty Account of the Rebate Fund shall be held
by the Fiscal Agent in trust, for payment to the United States Treasury. A separate subaccount of the
Rebate Account and the Alternate Penalty Account shall be established for the Bonds and each issue
of Parity Bonds the interest on which is excluded from gross income for federal income tax purposes.
All amounts on deposit in the Rebate Fund with respect to the Bonds or an issue of Parity Bonds shall
be govermned by the Bond Indenture and the Tax Certificate for such issue, unless the District obtains
an opinion of Bond Counsel that the exclusion from gross income for federal income tax purposes of
interest payments on the Bonds and Parity Bonds will not be adversely affected if such requirements
are not satisfied. The Fiscal Agent shall be deemed to have complied with the provision of the Bond
Indenture summarized under the heading “Rebate Fund™ if it follows the instructions of the District as
provided in the Bond Indenture, and shall have no duty to enforce compliance by the District of the
covenant summarized under the heading “Rebate Fund” or the Tax Certificate.

(b Any funds remaining in the Accounts of the Rebate Fund with respect to the Bonds
or an issue of Parity Bonds after redemption and payment of such issue and after making the payments
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described in the Bond Indenture, may be withdrawn by the Fiscal Agent at the written direction of the
District and utilized in any manner by the District.

(c) Notwithstanding anything in the Bond Indenture to the contrary, the obligation to
comply with the requirements of the Bond Indenture shall survive the defeasance and final payment of
the Bonds and any Parity Bonds with respect to which an Account has been created in the Rebate
Fund.

(d) The portion of the Bond Indenture summarized under the heading “Rebate Fund”
may be deleted or amended in any manner without the consent of the Owners, provided that prior to
such event there is delivered to the District an opinion of Bond Counsel to the effect that such deletion
or amendment will not adversely affect the exclusion from gross income for federal income tax
purposes of interest on the Bonds and any issue of Parity Bonds issued on a tax-exempt basis.

Surplus Fund. After making the transfers required by the Bonds Indenture, as soon as practicable
after each September 1, and in any event prior to each October 1, the Fiscal Agent shall transfer all remaining
amounts in the Special Tax Fund to the Surplus Fund, unless on or prior to such date it has received a
Certificate of an Authorized Representative directing that certain amounts be retained in the Special Tax Fund
because the District has included such amounts as being available in the Special Tax Fund in calculating the
amount of the levy of Special Taxes for such Fiscal Year pursuant to the Bonds Indenture. Moneys deposited
in the Surplus Fund will be transferred by the Fiscal Agent at the written direction of an Authorized
Representative of the District to any of the following accounts, or purposes: (i)to the Interest Account, the
Principal Account or the Redemption Account of the Special Tax Fund to pay the principal of, including
Sinking Fund Payments, premium, if any, and interest on the Bonds and any Parity Bonds when due in the
event that moneys in the Special Tax Fund and the Reserve Account of the Special Tax Fund are insufficient
therefor; (i1) to the Reserve Account in order to replenish the Reserve Account to the Reserve Requirement;
{(111) to the Administrative Expense Account of the Special Tax Fund to pay Administrative Expenses to the
extent that the amounts on deposit in the Administrative Expense Account of the Special Tax Fund are
insufficient to pay Administrative Expenses; (iv)to the School Facilities Account of the Acquisition and
Construction Fund to pay Project Costs; or (v) for any other lawful purpose of the District.

The amounts in the Surplus Fund are not pledged to the repayment of the Bonds or the Parity Bonds
and may be used by the District for any lawful purpose. In the event that the District reasonably expects to use
any portion of the monevs in the Surplus Fund to pay debt service on any Outstanding Bonds or Parity Bonds,
the District will notify the Fiscal Agent in a Certificate of an Authorized Representative and the Fiscal Agent
will segregate such amount into a separate subaccount and the moneys on deposit in such subaccount of the
Surplus Fund shall be invested at the written direction of the District in Authorized Investments the interest on
which 1s excludable from gross income under Section 103 of the Code {other than bonds the interest on which
is a tax preference item for purposes of computing the alternative minimum tax of individuals and corporations
under the Code) or in Authorized Investments at a yield not in excess of the yield on the issue of Bonds or
Parity Bonds to which such amounts are to be applied, unless, in the opinion of Bond Counsel, investment at a
higher vield will not adversely affect the exclusion from gross income for federal income tax purposes of
interest on the Bonds or any Panty Bonds which were 1ssued on a tax-exempt basis for federal income tax
purposes.

Acquisition and Construction Fund

(a) The moneys in the Costs of Issuance Account shall be disbursed by the Fiscal Agent
pursuant to a Certificate of an Authorized Representative of the District. On the earlier of
February 15, 2006, or the date of receipt by the Fiscal Agent of written direction by an Authorized
Representative of the District, any balance remaining in the Cost of Issuance Account shall be
transferred by the Fiscal Agent to the School Facilities Account of the Acquisition and Construction
Fund.
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(b) The moneys in the School Facilities Account, the Water Facilities Account and the
Fire Facilities Account of the Acquisition and Construction Fund shall be applied exclusively to pay
the Project Costs. Amounts for Project Costs shall be disbursed by the Fiscal Agent from the
Acquisition and Construction Fund as specified in the Request for Disbursement of Project Costs,
substantially in the form of attached in the Bond Indenture, for disbursements from the School
Facilities Account, Water Facilities Account or Fire Facilities Account, respectively, attached to the
Bond Indenture, which must be submitted in connection with each requested disbursement.

(c) Upon receipt of a Certificate of an Authorized Representative of the District stating
that all or a specified portion of the amount remaining in the Acquisition and Construction Fund is no
longer needed to pay Project Costs, the Fiscal Agent shall transfer all or such specified portion, as
applicable, of the moneys remaining on deposit in the Acquisition and Construction Fund to the
Principal Account or Redemption Account of the Special Tax Fund or to the Surplus Fund, as directed
in the Certificate, provided that in connection with any direction to transfer amounts to the Surplus
Fund there shall have been delivered to the Fiscal Agent with such Certificate an opinion of Bond
Counsel to the effect that such transfer to the Surplus Fund will not adversely affect the exclusion
from gross income for federal income tax purposes of interest on the Bonds or any Parity Bonds which
were 1ssued on a tax-exempt basis for federal income tax purposes.

Investments.

Moneys held in any of the Funds, Accounts and Subaccounts under the Bond Indenture shall be
invested at the written direction of the District in accordance with the limitations set forth below only in
Authorized Investments which shall be deemed at all times to be a part of such Funds, Accounts and
Subaccounts. Any loss resulting from such Authorized Investments shall be credited or charged to the Fund,
Account or Subaccount from which such investment was made, and any investment earnings on a Fund,
Account or Subaccount shall be applied as follows: (i) investment earnings on all amounts deposited in the
Acquisition and Construction Fund, the Special Tax Fund, the Surplus Fund and the Rebate Fund and each
Account or Subaccount therein (other than the Reserve Account of the Special Tax Fund) shall be deposited in
those respective Funds, Accounts and Subaccounts; and (ii) investment earnings on all amounts deposited in
the Reserve Account shall be deposited therein to be applied along with other amounts deposited therein as set
forth in the Bond Indenture. Moneys in the Funds, Accounts and Subaccounts held under the Bond Indenture
may be invested by the Fiscal Agent as directed in writing by the District, from time to time, in Authorized
Investments subject to the following restrictions:

(a) Moneys in the Acquisition and Construction Fund shall be invested in Authorized
Investments which will by their terms mature, or in the case of an Investment Agreement are available
without penalty, as close as practicable to the date the District estimates the moneys represented by the
particular investment will be needed for withdrawal from the Acquisition and Construction Fund.
Notwithstanding anything in the Bond Indenture to the contrary, amounts in the Acquisition and
Construction Fund three vears after the Delivery Date for the Bonds and the proceeds of each issue of
Parity Bonds issued on a tax-exempt basis which are remaining on deposit in the Acquisition and
Construction Fund on the date which is three years following the date of issuance of such issue of
Parity Bonds shall be invested by the Dustrict only in Authorized Investments, the interest on which 1is
excluded from gross income under Section 103 of the Code (other than bonds the interest on which is
a tax preference item for purposes of computing the alternative minimum tax of individuals and
corporations under the Code), or in Authorized Investments at a yield not in excess of the yield on the
1ssue of Bonds or Parity Bonds from which such proceeds were derived, unless in the opinion of Bond
Counsel such restriction 1s not necessary to prevent interest on the Bonds or any Parity Bonds which
were issued on a tax-exempt basis for federal income tax purposes from being included in gross
income for federal income tax purposes.
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(b) Moneys in the Interest Account, the Principal Account, the Redemption Account and
the Letter of Credit Account of the Special Tax Fund shall be invested only in Authorized Investments
which will by their terms mature, or in the case of an Investment Agreement are available for
withdrawal without penalty, on such dates so as to ensure the payment of principal of, premium, if
any, and interest on the Bonds and any Parity Bonds as the same become due.

{c) Moneys in the Reserve Account of the Special Tax Fund may be invested only in
Authorized Investments which, taken together, have a weighted average maturity not in excess of five
vears, provided that such amounts may be invested in an Investment Agreement to the later of the
final maturity of the Bonds or any Parity Bonds so long as such amounts may be withdrawn at any
time, without penalty, for application in accordance with the Bond Indenture; and provided that no
such Authorized Investment of amounts in the Reserve Account allocable to the Bonds or an issue of
Parity Bonds shall mature later than the respective final maturity date of the Bonds or the issue of
Parity Bonds, as applicable.

(d) Moneys in the Rebate Fund shall be invested only in Authorized Investments of the
type described in clause (A) of the definition thereof which by their terms will mature, as nearly as
practicable, on the dates such amounts are needed to be paid to the United States Government
pursuant to the Bond Indenture or in Authorized Investments of the type described in clause (d) of the
definition thereof.

(e) In the absence of written investment directions from the District, the Fiscal Agent
shall invest solely in Authorized Investments specified in clause (d) of the definition thereof.

The Fiscal Agent shall sell, or present for redemption, any Authorized Investment whenever it may be
necessary to do so in order to provide moneys to meet any payment or transfer to such Funds and Accounts or
from such Funds and Accounts. For the purpose of determining at any given time the balance in any such
Funds and Accounts, any such investments constituting a part of such Funds and Accounts shall be valued at
their cost, except that amounts in the Reserve Account shall be valued at the market value thereof at least
semiannually on or before each Interest Payment Date. In making any valuations under the Bond Indenture,
the Fiscal Agent may utilize such computerized securities pricing services as may be available to it, including,
without limitation, those available through its regular accounting system, and conclusively rely thereon.
Notwithstanding anything in the Bond Indenture to the contrary, the Fiscal Agent shall not be responsible for
any loss from investments, sales or transfers undertaken in accordance with the provisions of the Bond
Indenture.

The Fiscal Agent or an affiliate may act as principal or agent in the making or disposing of any
investment and shall be entitled to its customary fee for such investment. The Fiscal Agent may sell at the best
market price obtainable, or present for redemption, any Authorized Investment so purchased whenever it shall
be necessary to provide moneys to meet any required payment, transfer, withdrawal or disbursement from the
fund or account to which such Authorized Investment is credited, and, subject to the provisions of the Bond
Indenture, the Fiscal Agent shall not be liable or responsible for any loss resulting from such investment. For
investment purposes, the Fiscal Agent may commingle the funds and accounts established under the Bond
Indenture, but shall account for each separately.

The District acknowledges that, to the extent regulations of the Comptroller of the Currency or other
applicable regulatory entity grant the District the right to receive brokerage confirmations of security
transactions as they occur, the District specifically waives receipt of such confirmations to the extent permutted
by law. The Fiscal Agent will fumish the District periodic cash transaction statements which include detail for
all investment transactions made by the Fiscal Agent under the Bond Indenture.
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Letter of Credit.

(a) So long as the Letter of Credit is in effect, no later than five days before each Interest
Payment Date, the Fiscal Agent shall determine whether amounts in the Interest Account and Principal
Account of the Special Tax Fund on such Interest Payment Date will be sufficient to make the
scheduled payment of principal of and interest on the Bonds, and notify the District of any deficiency.
If any such deficiency 1is attributable to the failure of the Developer to pay Special Taxes when due,
the District shall instruct the Fiscal Agent to draw upon the Letter of Credit in an amount equal to the
lesser of (i) the amount of such delinquency (exclusive of penalties and interest and exclusive of any
delinquent amounts for which a drawing on the Letter of Credit shall have previously been made and
honored), and (i1) the amount then available under the Letter of Credit. The Fiscal Agent shall draw
upon the Letter of Credit promptly following receipt by the Fiscal Agent of a Certificate of the School
District Superintendent (A) instructing the Fiscal Agent to draw on the Letter of Credit, (B) specifying
the amount to be so drawn, and (C) stating that Special Taxes (exclusive of penalties and interest and
exclusive of any delinquent amounts for which a drawing on the Letter of Credit shall have previously
been made and honored) levied on the property of the Developer are then delinquent in an amount at
least equal to the amount to be so drawn on the Letter of Credit. The Fiscal Agent shall deposit the
proceeds of any such draw in the Interest Account of the Special Tax Fund. No later than ten
Business Days after the receipt by the District of any delinquent Special Taxes for which a drawing on
the Letter of Credit shall have previously been made and honored, the District shall transfer such
delinquent Special Taxes to the Fiscal Agent and shall deliver to the Fiscal Agent a Certificate of the
School Dustrict Superintendent directing the Fiscal Agent to apply such delinquent Special Taxes to
reimburse the Letter of Credit Bank for such draw on the Letter of Credit, provided that on or prior to
such date the Letter of Credit has been, or will be concurrently with such reimbursement, reinstated in
an amount equal to the Stated Amount (defined below). On each date on which the Fiscal Agent
receives a Certificate of the School District Superintendent and such delinquent Special Taxes, the
Fiscal Agent shall so apply such delinquent Special Taxes and shall take such actions as are required
pursuant to the Letter of Credit in order to cause such reinstatement.

(b) Within the time period specified in the Bond Indenture following the date the Fiscal
Agent receives a Certificate of the School District Superintendent stating that a rating downgrade with
respect to the Letter of Credit Bank has occurred, the Fiscal Agent shall draw on the Letter of Credit
in the full amount available thereunder. The Fiscal Agent shall deposit the proceeds of any such draw
in the Letter of Credit Account. Any earnings from the investment of amounts on deposit in the Letter
of Credit Account shall be transferred by the Fiscal Agent to the Letter of Credit Bank within five
Business Days following the end of each Bond Year. After any such a draw on the Letter of Credit,
on each date on which the Fiscal Agent receives a Certificate of the School District Superintendent
stating that Special Taxes owed by the Developer (exclusive of penalties and interest and exclusive of
any delinquent amounts for which a drawing on the Letter of Credit shall have previously been made
and honored or for which amounts shall have previously been transferred to the Interest Account) are
then delinquent and directing the Fiscal Agent to transfer a specified amount to the Interest Account,
the Fiscal Agent shall so transfer such specified amount. After any such a draw on the Letter of
Credit, no later than ten Business Days after the receipt by the District of any delinquent Special
Taxes for which amounts shall have previously been transferred from the Letter of Credit Account to
the Debt Services, the District shall transfer such delinquent Special Taxes to the Fiscal Agent and
shall deliver to the Fiscal Agent a Certificate of the School District Superintendent directing the Fiscal
Agent to deposit such delinquent Special Taxes in such special account. On each date on which the
Fiscal Agent receives such a Certificate of the School District Superintendent and such delinquent
Special Taxes, the Fiscal Agent shall so deposit such delinquent Special Taxes. After such a draw on
the Letter of Credit, upon receipt of a substitute letter of credit in substitution of the Letter of Credit,
or if such Letter of Credit is no longer required, the Fiscal Agent shall transfer any funds on deposit in
the Letter of Credit Account to the Letter of Credit Bank from which such funds were drawn pursuant
to the Letter of Credit.
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(c) The District shall, no later than July 1 of each year, commencing July 1, 2006 deliver
to the Fiscal Agent a Certificate of the School District Superintendent specifying the required Letter of
Credit amount for the Developer’s property for the Bond Year (the “Stated Amount”), provided,
however, that the District's obligation to deliver such Certificate shall be subject to the District's
receiving from the Developer, no later than June 1 of such vear, a certification as to the Developer’s
share of annual Special Taxes as of such June 1, together with written evidence of the matters so
certified (including, but not limited to, copies or adequate descriptions of relevant certificates of
occupancy issued during the twelve months immediately preceding such June 1), which certification
and written evidence shall be in form and substance reasonably satisfactory to the District. Upon
receipt of such Certificate of the School District Superintendent, if the amount available under the
Letter of Credit 1s greater than the Stated Amount as specified in such Certificate, the Fiscal Agent
shall, in accordance with the terms of the Letter of Credit, cause the available amount under the Letter
of Credit to be reduced, on or after July 1 of the following Bond Year, to an amount equal to the
Stated Amount as specified in such Certificate.

(d) The Fiscal Agent shall not sell, assign or otherwise transfer the Letter of Credit,
except to a successor Fiscal Agent under the Bond Indenture and in accordance with the terms of the
Letter of Credit.

(e) The amount received pursuant to any draw on the Letter of Credit shall in no way
reduce, constitute a credit or cure any delinquency, in respect of the amount of any Special Taxes
levied on any property of the Developer or on any other parcel in the District.

COVENANTS AND WARRANTY

Warranty. The District will preserve and protect the security pledged under the Bond Indenture to the
Bonds against all claims and demands of all persons.

Covenants. So long as any of the Bonds issued under the Bond Indenture are Outstanding and unpaid,
the District makes the following covenants with the Bondowners under the provisions of the Act and the Bond
Indenture (to be performed by the District or its proper officers, agents or employees), which covenants are
necessary and desirable to secure the Bonds and tend to make them more marketable; provided, however, that
said covenants do not require the District to expend any funds or moneys other than the Special Taxes:

Punctual Payment; Against Encumbrances. The District covenants that it will receive all
Gross Taxes in trust and will deposit the Gross Taxes with the Fiscal Agent, as provided in the Bond
Indenture, and the District will have no beneficial right or interest in the amounts so deposited except
as provided by the Bond Indenture. All such Gross Taxes will be disbursed, allocated and applied
solely to the uses and purposes set forth in the Bond Indenture, and will be accounted for separately
and apart from all other money, funds, accounts or other resources of the District. Notwithstanding the
provisions summarized in this paragraph, as set forth in the Bond Indenture, the District shall have the
right to accept less than the minimum bid on any delinquent parcel, and is indemnified from legal
claim for Owners of the Bonds, if the Board determines that the acceptance of less than the minimum
bid or another action as described in the Bond Indenture is in the best interest of the District.

The District covenants that it will duly and punctually pay or cause to be paid the principal of
and interest on every Bond issued under the Bond Indenture, together with the premium, if any,
thereon on the date, at the place and in the manner set forth in the Bonds and in accordance with the
Bond Indenture to the extent Gross Taxes are available therefor, and that the payments into the Funds
and Accounts created under the Bond Indenture will be made, all in strict conformity with the terms of
the Bonds and the Bond Indenture, and that it will faithfully observe and perform all of the conditions,
covenants and requirements of the Bond Indenture and of the Bonds issued under the Bond Indenture.
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The District will not mortgage or otherwise encumber, pledge or place any charge upon any of
the Gross Taxes, except as provided in the Bond Indenture, and (except as set forth in the Bond
Indenture) will not issue any obligation or security having a lien or charge upon the Gross Taxes
superior to or on a parity with the Bonds. Nothing in the Bond Indenture will prevent the District from
1ssuing or incurring indebtedness which is pavable from a pledge of Special Taxes which is
subordinate in all respects to the pledge of Net Taxes to repay the Bonds.

Levy and Collection of Special Tax. Subject to the maximum Special Tax rates, the District
will comply with all requirements of the Act so as to assure the timely collection of the Special Taxes,
including without limitation, the enforcement of delinquent Special Taxes.

On or before each June 1, commencing June 1, 2006, the Fiscal Agent shall provide a written
notice to the District stating the amounts then on deposit in the various funds and accounts established
by the Bond Indenture. The receipt of such notice by the District shall in no way affect the obligations
of the District under the following paragraphs. Upon receipt of a copy of such notice, the District shall
communicate with the Treasurer or other appropriate official of the County to ascertain the relevant
parcels on which the Special Taxes are to be levied, taking into account any parcel splits during the
preceding and then current vear.

The District shall retain an Independent Financial Consultant to assist in the levy of the
Special Taxes each Fiscal Year, commencing Fiscal Year 2006-07, in accordance with the Ordinance,
such that the computation of the levy is complete before the final date on which the Treasurer will
accept the transmission of the Special Tax amounts for the parcels within the District for inclusion on
the next secured tax roll. Upon the completion of the computation of the amounts of the levy, and
approval by the legislative body of the District, the District shall prepare or cause to be prepared, and
shall transmit to the Treasurer, such data as the Treasurer requires to include the levy of the Special
Taxes on the next secured tax roll.

The District shall fix and levy the amount of Special Taxes within the District required for the
payment of principal of and interest on Outstanding Bonds becoming due and payable during the
ensuing vear including any necessary replenishment or expenditure of the Reserve Account for the
Bonds, an amount equal to the estimated Administrative Expenses and any additional amounts
necessary for expenses incurred in connection with administration or enforcement of delinquent
Special Taxes. The District further covenants that it will take no actions that would discontinue or
cause the discontinuance of the Special Tax levy or the District’s authority to levy the Special Tax for
so long as the Bonds are Outstanding, including the initiation of proceedings under the Act to reduce
the Maximum Annual Special Tax rates (the “Maximum Rates™) on then existing Residential Property
and Commercial Property below the amounts which are necessary to pay Administrative Expenses and
to provide Special Taxes in an amount equal to no less than one hundred ten percent (110%) of
Maximum Annual Debt Service on the Outstanding Bonds. For purposes of this covenant, Residential
Property and Commercial Property are as defined in the Rate and Method of Apportionment.

The Special Taxes shall be payable and collected in the same manner and at the same time and
in the same installment as the general taxes on real property are payable, and have the same priority,
become delinquent at the same times and in the same proportionate amounts and bear the same
proportionate penalties and interest after delinquency as do the general taxes on real property;
provided, the legislative body of the District may provide for direct collection of the Special Taxes in
certain circumstances.

The fees and expenses of the Independent Financial Consultant retained by the District to

assist in computing the levy of the Special Taxes under the Bond Indenture and any reconciliation of
amounts levied to amount received, as well as the costs and expenses of the Dustrict (including a
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charge for District staff time) in conducting its duties under the Bond Indenture, shall be an
Administrative Expense under the Bond Indenture.

Commence Foreclosure Proceedings. Pursuant to Section 533356.1 of the Act, the District
covenants with and for the benefit of the owner of the Bonds that it will order, and cause to be
commenced as provided in the Bond Indenture and thereafter diligently prosecute to judgment (unless
such delinquency is theretofore brought current), an action in the superior court to foreclose the lien of
any Special Tax or installment thereof not paid when due as provided in the following two paragraphs.

On or about July 1st of each Fiscal Year, the Superintendent will compare the amount of
Special Taxes theretofore levied in the District to the amount of Special Taxes theretofore received by
the District, and:

(a) Individual Delinquencies. If the Superintendent determines that parcels
under common ownership subject to the Special Tax in the District are delinquent in the
payment of Special Taxes in the aggregate amount of $5,000 or more, then the Superintendent
will send or cause to be sent a notice of delinquency (and a demand for immediate payment
thereof) to such property owner within 45 days of such determination, and (if the delinquency
remains uncured) foreclosure proceedings shall be commenced by the District within 90 days
of such determination to the extent permitted by applicable law.

(b) Aggregate Delinquencies. If the Superintendent determines that (i) the total
amount of delinquent Special Tax for the prior Fiscal Year for the entire District, (including
the total of delinquencies under subsection (A) above), exceeds 5% of the total Special Tax
due and payable for the prior Fiscal Year, the District will notify or cause to be notified all
property owners who are then delinquent in the payment of Special Taxes (and demand
immediate payment of the delinquency) within 45 days of such determination, and shall
commence foreclosure proceedings within 90 days of such determination against each parcel
of land in the District with a Special Tax delinquency.

Special Taxes collected resulting as a result of a foreclosure proceeding will be deposited in
the Special Tax Fund and only inure to the benefit of the Bonds in the manner provided in the Bond
Indenture.

Payment of Claims. The District will pay and discharge any and all lawful claims for labor,
materials or supplies which, if unpaid, might become a lien or charge upon any portion of the Project
acquired or constructed by the District, or upon the Gross Taxes or any part thereof, or upon any funds
in the hands of the Fiscal Agent, or which might impair the security of the Bonds then Cutstanding;
provided that nothing contained in the Bond Indenture will require the District to make any such
payments so long as the District in good faith shall contest the validity of any such claims.

Books and Accounts. The District will keep proper books of records and accounts, separate
from all other records and accounts of the District, in which complete and correct entries shall be made
of all transactions relating to the Project, the levy of the Special Tax and the deposits to the Special
Tax Fund. Such books of record and accounts shall at all times during business hours be subject to the
inspection of the Owners of not less than ten percent (10%) of the principal amount of the Bonds then
Outstanding or their representatives authorized in writing.
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Federal Tax Covenants. Notwithstanding any other provision of the Bond Indenture, absent
an opinion of Bond Counsel that the exclusion from gross income for federal income tax purposes of
interest on the Bonds will not be adversely affected, the District covenants to comply with all
applicable requirements of the Code necessary to preserve such exclusion from gross income and
specifically covenants, without limiting the generality of the foregoing, as follows:

(1) Private Activity. The District will take no action or refrain from taking any
action or make any use of the proceeds of the Bonds or of any other monies or property which
would cause the Bonds to be “private activity bonds” within the meaning of Section 141 of the
Code;

(2) Arbitrage. The District will make no use of the proceeds of the Bonds or of
any other amounts or property, regardless of the source, or take any action or refrain from
taking any action which will cause the Bonds to be “arbitrage bonds” within the meaning of
Section 148 of the Code;

(3) Federal Guaranty. The District will make no use of the proceeds of the
Bonds or take or omit to take any action that would cause the Bonds to be “federally
guaranteed” within the meaning of Section 149(b) of the Code;

(4) Information Reporting. 'The District will take or cause to be taken all
necessary action to comply with the informational reporting requirement of Section 149(e) of
the Code;

(5) Hedge Bonds. The District will make no use of the proceeds of the Bonds or
any other amounts or property, regardless of the source, or take any action or refrain from
taking any action that would cause the Bonds to be considered “hedge bonds” within the
meaning of Section 149(g) of the Code unless the District takes all necessary action to assure
compliance with the requirements of Section 149(g) of the Code to maintain the exclusion
from gross income for federal income tax purposes of interest on the Bonds;

(6) Miscellaneous. The District will take no action or refrain from taking any
action inconsistent with its expectations stated in that certain Tax Certificate executed by the
District in connection with any of the Bonds and will comply with the covenants and
requirements stated therein and incorporated by reference in the Bond Indenture; and

(7) Other Tax Fxempt Issues. The District will not use proceeds of other tax
exempt securities to redeem any of the Bonds without first obtaining the written opinion of
Bond Counsel that doing so will not impair the exclusion from gross income for federal
income tax purposes of interest on the Bonds.

Covenants to Defend. The District covenants that, in the event that any initiative 1s adopted
by the qualified electors in the District which purports to reduce the minimum or the maximum Special
Tax below the levels specified in the Bond Indenture or to limit the power of the District to levy the
Special Taxes for the purposes set forth in the Bond Indenture, it will commence and pursue legal
action in order to preserve its ability to comply with such covenants.

Limitation on Right to Tender Bonds. The District covenants that it will not adopt any policy
pursuant to Section 53341.1 of the Act permitting the tender of Bonds in full payment or partial
payment of any Special Tax.

Continuing Disclosure Covenant. The District covenants and agrees that it will comply with
and carry out all of its obligations under the Continuing Disclosure Agreement of the District.
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Notwithstanding any other provision of the Bond Indenture, failure of the District to comply with its
obligations under the Continuing Disclosure Agreement of the District will not be considered an event
of default under the Bond Indenture, and the sole remedy, in the event of any failure of the District to
comply with the Continuing Disclosure Agreement of the District will be an action to compel
performance. Upon receipt of indemnification to its satisfaction, the Fiscal Agent will at the request of
any Participating Underwriter (as defined in the Continuing Disclosure Agreement of the District), or
the Owners of a majority in aggregate principal amount of Outstanding Bonds or any Bondowner or
Beneficial Owner take such actions as may be necessary and appropriate, including seeking mandate
or specific performance by court order, to cause the District to comply with its obligations under the
Bond Indenture. For purposes of this paragraph, “Beneficial Owners” means any person with (a) has
the power, directly or indirectly, to vote or consent with respect to, or to dispose of ownership of, any
Bonds (including persons holding Bonds through nominees, depositories or other intermediaries), or
{(b) is treated as the owner of any Bonds for federal income tax purposes.

Letter of Credit. The District covenants to deliver any Letter of Credit received by it pursuant
to the terms of the Mitigation Agreement to the Fiscal Agent and if an event occurs which permits a
draw on the Letter of Credit to deliver a Certificate of the School District Superintendent to the Fiscal
Agent in accordance with the Bond Indenture.

Opinions. In the event that an opinion is rendered by Bond Counsel as provided in the Bond
Indenture from a firm other than the firm which rendered the Bond Counsel opinion at closing, such
subsequent opinion by Bond Counsel will also include the conclusions set forth in numbered
paragraphs 1, 2, 3 and 4 of the original Bond Counsel opinion.

AMENDMENTS TO BOND INDENTURE

Supplemental Bond Indentures or Orders Not Requiring Bondowner Consent. The District may
from time to time, and at any time, without notice to or consent of anv of the Bondowners, adopt indentures or
orders supplemental to the Bond Indenture for any of the following purposes:

{a) to cure any ambiguity, to correct or supplement any provisions in the Bond Indenture
which may be inconsistent with any other provision in the Bond Indenture, or to make any other
provision with respect to matters or questions arising under the Bond Indenture or in any additional
resolution or order, provided that such action is not materially adverse to the interest of the
Bondowners;

(b to add to the covenants and agreements of and the limitations and the restrictions
upon the District contained in the Bond Indenture, other covenants, agreements, limitations and
restrictions to be observed by the District which are not contrary to or inconsistent with the Bond
Indenture as theretofore in effect or which further secure Bond payments;

{c) to modify, amend or supplement the Bond Indenture in such manner as to permit the
qualification under the Trust Indenture Act of 1939, as amended, or any similar federal statute in effect
after the issuance of the Bonds, or to comply with the Code or regulations issued thereunder, and to
add such other terms, conditions and provisions as may be permitted by said act or similar federal
statute, and which shall not materially adversely affect the interests of the Owners of the Bonds then
Outstanding;

(d) to modify, alter or amend the rate and method of apportionment of the Special Taxes
in any manner so long as such changes do not reduce the maximum Special Taxes that may be levied
n each year on then existing Developed property within the District below the amounts which are
necessary to pay Administrative Expenses and to provide Special Taxes in an amount equal to one
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hundred ten percent (110%) of Maximum Annual Debt Service on the Bonds Outstanding as of the
date of such amendment;

{e) to modify, alter, amend or supplement the Bond Indenture in any other respect which
1s not materially adverse to the Bondowners; provided that any amendment or supplement to the Bond
Indenture which will affect the Fiscal Agent’s duties or protections set forth under the Bond Indenture
shall be effective only upon written consent of the Fiscal Agent; or

(D) to 1ssue Parity Bonds in accordance with the Bond Indenture.

Supplemental Bond Indentures or Orders Requiring Bondowner Consent. Exclusive of the
resolutions or orders supplemental to the Bond Indenture, the Owners of not less than 60% in aggregate
principal amount of the Bonds Qutstanding will have the right to consent to and approve the adoption by the
District of such resolutions or orders supplemental to the Bond Indenture as shall be deemed necessary or
desirable by the District for the purpose of waiving, modifying, altering, amending, adding to or rescinding, in
any particular, any of the terms or provisions contained in the Bond Indenture; provided, however, that nothing
in the Bond Indenture shall permit, or be construed as permitting, (a) an extension of the maturity date of the
principal, or the payment date of interest on, any Bond, (b)a reduction in the principal amount of, or
redemption premium on, any Bond or the rate of interest thereon, (c¢) a preference or priority of any Bond over
any other Bond, (d)a reduction in the aggregate principal amount of the Bonds the Owners of which are
required to consent to such resolution or order, or (e) the creation of a pledge of or a lien upon or charge upon
the Net Taxes superior to the pledge in the Bond Indenture without the consent of the Owners of all Bonds
then Outstanding.

If at any time the District shall desire to adopt a resolution or order supplemental to the Bond
Indenture, which pursuant to the Bond Indenture will require the consent of the Bondowners, the District will
so notify the Fiscal Agent and will deliver to the Fiscal Agent a copy of the proposed resolution or order. The
Fiscal Agent shall, at the expense of the District, cause notice of the proposed resolution or order to be mailed,
by first class mail postage prepaid, to all Bondowners at their addresses as they appear in the Bond Register.
Such notice will briefly set forth the nature of the proposed resolution or order and will state that a copy
thereof 1s on file at the office of the Treasurer for inspection by all Bondowners. The failure of any
Bondowners to receive such notice will not affect the validity of such resolution or order when consented to
and approved by the Owners of not less than 60% in aggregate principal amount of the Bonds Outstanding as
required by the Bond Indenture. Whenever at any time within one vear after the date of the first mailing of
such notice, the Fiscal Agent will receive an instrument or instruments purporting to be executed by the
Owners of not less than 60% in aggregate principal amount of the Bonds Outstanding, which instrument or
instruments will refer to the proposed resolution or order described in such notice, and will specifically consent
to and approve the adoption thereof by the District substantially in the form of the copy referred to in such
notice as on file with the Treasurer, such proposed resolution or order, when duly adopted by the District, will
thereafter become a part of the proceedings for the issuance of the Bonds. In determining whether the Owners
of 60% of the aggregate principal amount of the Bonds have consented to the adoption of any supplemental
bond indenture or order, Bonds which are owned by the District or by any person directly or indirectly
controlling or controlled by or under the direct or indirect common control with the District, shall be
disregarded and shall be treated as though they were not Qutstanding for the purpose of any such
determination.

Upon the adoption of any resclution or order supplemental to the Bond Indenture and the receipt of
consent to any such resolution or order from the Owners of not less than 60% in aggregate principal amount of
the Outstanding Bonds in instances where such consent is required pursuant to the provisions of the Bond
Indenture, the Bond Indenture will be, and will be deemed to be, modified and amended in accordance
therewith, and the respective rights, duties and obligations under the Bond Indenture of the District and all
Owners of Outstanding Bonds will thereafter be determined, exercised and enforced under the Bond Indenture,
subject in all respects to such modifications and amendments. The District shall not amend or supplement the
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Bond Indenture in any manner that will affect the Fiscal Agent’s duties or protections provided under the Bond
Indenture without its prior written consent.

Notation of Bonds; Delivery of Amended Bonds After the effective date of any action taken as
provided in the Bond Indenture, the District may determine that the Bonds may bear a notation, by
endorsement in form approved by the District, as to such action, and in that case upon demand of the Owner of
any Outstanding Bond at such effective date and presentation of the Bond for the purpose at the office of the
Fiscal Agent or at such additional offices as the Fiscal Agent may select and designate for that purpose, a
suitable notation as to such action will be made on such Bonds. If the District will so determine, new Bonds so
modified as, in the opinion of the District, will be necessary to conform to such action will be prepared and
executed, and in that case upon demand of the Owner of any Outstanding Bond at such effective date such new
Bonds will be exchanged at the corporate trust office of the Fiscal Agent or at such additional offices as the
Fiscal Agent may select and designate for that purpose, without cost to each Owner of Outstanding Bonds,
upon surrender of such Outstanding Bonds.

FISCAL AGENT

Fiscal Agent. The Bank of New York Trust Company, N A, a national banking association, having a
corporate trust office in Los Angeles, California, is appointed Fiscal Agent for the District for the purpose of
receiving all money which the District is required to deposit with the Fiscal Agent under the Bond Indenture
and to allocate, use and apply the same as provided in the Bond Indenture. In the event that the District fails to
deposit with the Fiscal Agent any amount due under the Bond Indenture when due, the Fiscal Agent will
provide telephonic notice to the District and will confirm the amount of such shortfall in writing to the extent
such amount is known to the Fiscal Agent.

Removal of Fiscal Agent. The District may at any time at its sole discretion remove the Fiscal Agent
initially appointed, and any successor thereto, by delivering to the Fiscal Agent a written notice of its decision
to remove the Fiscal Agent and may appoint a successor or successors thereto; provided that any such
successor shall be a bank or trust company having a combined capital (exclusive of borrowed capital) and
surplus of at least fifty million dollars (350,000,000}, and subject to supervision or examination by federal or
state authority. Any removal will become effective only upon acceptance of appointment by the successor
Fiscal Agent. If any bank or trust company appointed as a successor publishes a report of condition at least
annually, pursuant to law or to the requirements of any supervising or examining authority above referred to,
then for the purposes of the provisions summarized in this paragraph the combined capital and surplus of such
bank or trust company shall be deemed to be its combined capital and surplus as set forth in its most recent
report of condition so published.

Resignation of Fiscal Agent. The Fiscal Agent may at any time resign by giving written notice to the
District and by giving to the Owners notice of such resignation, which notice will be mailed to the Owners at
their addresses appearing in the registration books in the office of the Fiscal Agent. Upon receiving such
notice of resignation, the District will promptly appoint a successor Fiscal Agent by an instrument in writing.
Any resignation or removal of the Fiscal Agent and appointment of a successor Fiscal Agent shall become
effective only upon acceptance of appointment by the successor Fiscal Agent. If no appointment of a
successor Fiscal Agent will be made pursuant to the foregoing provisions of the Bond Indenture within thirty
(30) days after the Fiscal Agent shall have given to the District and the Owners written notice, the Fiscal
Agent, at the expense of the District, or the District may apply to any court of competent jurisdiction to appoint
a successor Fiscal Agent. Said court may thereupon, after such notice, 1f any, as such court may deem proper,
appoint a successor Fiscal Agent, which successor will be acceptable to the District.

EVENTS OF DEFAULT; REMEDIES

Events of Default. Any one or more of the following events shall constitute an “event of default™:
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(a) Default in the due and punctual payment of the principal of or redemption premium,
if any, on any Bond when and as the same shall become due and payable, whether at maturity as
therein expressed, by declaration or otherwise;

(b) Default in the due and punctual payment of the interest on any Bond when and as the
same shall become due and payable; or

Except as described in (a) or (b), default will be made by the District in the observance of any of the
agreements, conditions or covenants on its part contained in the Bond Indenture, the Bonds, and such default
shall have continued for a period of thirty (30) days after the District shall have been given notice in writing of
such default by the Fiscal Agent or the Owners of twenty-five percent (25%) in aggregate principal amount of
the Outstanding Bonds.

Remedies of Owners. Following the occurrence of an event of default, any Owner shall have the right
for the equal benefit and protection of all Owners similarly situated:

{a) By mandamus or other suit or proceeding at law or in equity to enforce his rights
against the District and any of the members, officers and employees of the District, and to compel the
District or any such members, officers or employees to perform and carry out their duties under the
Act and their agreements with the Owners as provided in the Bond Indenture;

(b) By suit in equity to enjoin any actions or things which are unlawful or violate the
rights of the Owners, or

{c) By a suit in equity to require the District and its members, officers and employees to
account as the trustee of an express trust.

Nothing in any other provision of the Bond Indenture, the Bonds will affect or impair the obligation of
the District, which 1s absolute and unconditional, to pay the interest on and principal of the Bonds to the
respective Owners thereof at the respective dates of maturity, as provided in the Bond Indenture, out of the Net
Taxes pledged for such payment, or affect or impair the right of action, which is also absolute and
unconditional, of such Owners to institute suit to enforce such payment by virtue of the contract embodied in
the Bonds and in the Bond Indenture. The principal of the Bonds will not be subject to acceleration under the
Bond Indenture.

A waiver of any default or breach of duty or contract by any Owner will not affect any subsequent
default or breach of duty or contract, or impair any rights or remedies on any such subsequent default or
breach. No delay or omission by any Owner to exercise any right or power accruing upon any default shall
impair any such right or power or will be construed to be a waiver of any such default or an acquiescence
therein, and every power and remedy conferred upon the Owners by the Act or by the Bond Indenture may be
enforced and exercised from time to time and as often as will be deemed expedient by the Owners.

If any suit, action or proceeding to enforce any right or exercise anv remedy is abandoned or
determined adversely to the Owners, the District and the Owners will be restored to their former positions,
rights and remedies as if such suit, action or proceeding had not been brought or taken.

No remedy in the Bond Indenture conferred upon or reserved to the Owners is intended to be
exclusive of any other remedy. Every such remedy shall be cumulative and will be in addition to every other
remedy given under the Bond Indenture or now or existing after the issuance of the Bonds, at law or in equity
or by statute or otherwise, and may be exercised without exhausting and without regard to any other remedy
conferred by the Act or any other law.
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In case the moneys held by the Fiscal Agent after an event of default pursuant to the Bond Indenture
shall be insufficient to pay in full the whole amount so owing and unpaid upon the Bonds, then all available
amounts shall, following payment of the fees and costs of the Fiscal Agent then due and owing, be applied to
the payment of such principal and interest without preference or priority of principal over interest, or interest
over principal, or of any installment of interest over any other installment of interest, ratably to the aggregate
of such principal and interest.

DEFEASANCE

Defeasance. 1T the District will pay or cause to be paid, or there will otherwise be paid, to the Owner
of an Outstanding Bond the interest due thereon and the principal thereof, at the times and in the manner
stipulated in the Bond Indenture, then the Owner of such Bond will cease to be entitled to the pledge of Net
Taxes, and, other than as set forth below, all covenants, agreements and other obligations of the District to the
Owner of such Bond under the Bond Indenture will thereupon cease, terminate and become void and be
discharged and satisfied. In the event of a defeasance of all Outstanding Bonds pursuant to the Bond
Indenture, upon payment of all amounts owed by the District to the Fiscal Agent under the Bond Indenture, the
Fiscal Agent will execute and deliver to the District all such instruments as may be desirable to evidence such
discharge and satisfaction, and the Fiscal Agent will, after payment of amounts payable to the Fiscal Agent
under the Bond Indenture, pay over or deliver to the District’s general fund all money or securities held by it
pursuant to the Bond Indenture which are not required for the payment of the interest due on and the principal
of such Bonds.

Any Outstanding Bond shall be deemed to have been paid within the meaning expressed in the
paragraph immediately above if such Bond is paid in any one or more of the following ways:

{a) by paying or causing to be paid the principal of, premium, if any, and interest on
such Bond, as and when the same become due and payable;

(b) by depositing with the Fiscal Agent, in trust, at or before maturity, money which,
together with the amounts then on deposit in the Special Tax Fund, 1s fully sufficient to pay the
principal of, premium, if any, and interest on such Bond, as and when the same shall become due and
pavable; or

{c) by depositing with the Fiscal Agent, or another escrow bank appointed by the
District, in trust, direct, noncallable Federal Securities, of the type defined in the definition thereof set
forth in the Bond Indenture, in which the District may lawfully invest its money, in such amount as an
Independent Financial Consultant shall determine will be sufficient, together with the interest to accrue
thereon and moneys then on deposit in the Special Tax Fund, together with the interest to accrue
thereon, to pay and discharge the principal of, premium, if any, and interest on such Bond, as and
when the same shall become due and payable;

then, at the election of the District, and notwithstanding that any Outstanding Bonds will not have been
surrendered for payment, all obligations of the District under the Bond Indenture with respect to such Bond
shall cease and terminate, except for the obligation of the Fiscal Agent to pay or cause to be paid to the Owners
of any such Bond not so surrendered and paid, all sums due thereon and except for the covenants of the District
contained in the Bond Indenture relating to compliance with the Code. Notice of such election shall be filed
with the Fiscal Agent not less than thirty (30) days prior to the proposed defeasance date. In connection with a
defeasance under (b) or (¢) above, there will be provided to the Fiscal Agent a certificate of a certified public
accountant stating its opinion as to the sufficiency of the moneys or securities deposited with the Fiscal Agent
or the escrow bank to pay and discharge the principal of and interest on all Cutstanding Bonds to be defeased
in accordance with the provisions of the Bond Indenture summarized under the heading “—Defeasance,” as
and when the same shall become due and payable, and an opinion of Bond Counsel (which may rely upon the
opinion of the certified public accountant) to the effect that the Bonds being defeased have been legally
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defeased in accordance with the Bond Indenture and any applicable supplemental bond indenture. Upon a
defeasance, the Fiscal Agent, upon request of the District, will release the rights of the Owners of such Bonds
which have been defeased under the Bond Indenture and execute and deliver to the District all such
instruments as may be desirable to evidence such release, discharge and satisfaction. In the case of a
defeasance under the Bond Indenture of all Outstanding Bonds, the Fiscal Agent shall pay over or deliver to
the District any funds held by the Fiscal Agent at the time of a defeasance, which are not required for the
purpose of paying and discharging the principal of or interest on the Bonds when due and any fees and
expenses of the Fiscal Agent remaining unpaid. The Fiscal Agent will, at the written direction of the District,
mail, first class, postage prepaid, a notice to the Bondowners whose Bonds have been defeased, in the form
directed by the District, stating that the defeasance has occurred.

MISCELLANEOUS

Cancellation of Bonds. All Bonds surrendered to the Fiscal Agent for payment upon maturity or for
redemption shall upon payment therefor and any Bond purchased by the District as authorized in the Bond
Indenture shall be cancelled forthwith and shall not be reissued. The Fiscal Agent will destroy such Bonds, as
provided by law, and, upon written request from the District, furnish to the District a certificate of such
destruction.

Execution of Documents and Proof of Ownership. Any request, direction, consent, revocation of
consent, or other instrument in writing required or permitted by the Bond Indenture to be signed or executed
by Bondowners may be in any number of concurrent instruments of similar tenor may be signed or executed
by such Owners in person or by their attorneys appointed by an instrument in writing for that purpose, or by
the bank, trust company or other depository for such Bonds. Proof of the execution of any such instrument, or
of any instrument appointing any such attormey, and of the ownership of Bonds shall be sufficient for the
purposes of the Bond Indenture {except as otherwise provided in the Bond Indenture), if made in the following
manrer:

{a) The fact and date of the execution by any Owner or his or her attorney of any such
instrument and of any instrument appointing any such attorney, may be proved by a signature
guarantee of any bank or trust company located within the United States of America. Where any such
instrument is executed by an officer of a corporation or association or a member of a partnership on
behalf of such corporation, association or partnership, such signature guarantee shall also constitute
sufficient proof of his authority.

(b As to any Bond, the person in whose name the same will be registered in the Bond
Register will be deemed and regarded as the absolute Owner thereof for all purposes, and payment of
or on account of the principal of any such Bond, and the interest thereon, shall be made only to or
upon the order of the registered Owner thereof or his or her legal representative. All such payments
will be valid and effectual to satisfy and discharge the liability upon such Bond and the interest
thereon to the extent of the sum or sums to be paid. The Fiscal Agent will be affected by any notice to
the contrary.

Nothing contained in the Bond Indenture will be construed as limiting the Fiscal Agent to such proof,
it being intended that the Fiscal Agent may accept any other evidence of the matters in the Bond Indenture
stated which the Fiscal Agent may deem sufficient. Any request or consent of the Owner of any Bond shall
bind every future Owner of the same Bond in respect of anything done or suffered to be done by the Fiscal
Agent in pursuance of such request or consent.

Unclaimed Moneys. Anything in the Bond Indenture to the contrary notwithstanding and subject to
the escheat laws of the State, any money held by the Fiscal Agent in trust for the payment and discharge of any
of the Outstanding Bonds which remain unclaimed for two (2) years after the date when such Outstanding
Bonds have become due and payable, if such money was held by the Fiscal Agent at such date, or for two (2)
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vears after the date of deposit of such money if deposited with the Fiscal Agent after the said date when such
Outstanding Bonds become due and payable, will be repaid by the Fiscal Agent to the District, as its absolute
property and free from trust, and the Fiscal Agent shall thereupon be released and discharged with respect
thereto and the Owners will look only to the District for the payment of such Qutstanding Bonds; provided,
however, that, before being required to make any such payment to the District or the Fiscal Agent will, at the
expense of the District, cause to be mailed to the registered Owners of such Outstanding Bonds at their
addresses as they appear on the registration books of the Fiscal Agent a notice that said money remains
unclaimed and that, after a date named in said notice, which date shall not be less than thirty (30) days after the
date of the mailing of such notice, the balance of such money then unclaimed will be returned to the District.

Provisions Constitute Contract. The provisions of the Bond Indenture will constitute a contract
between the District and the Bondowners and the provisions of the Bond Indenture will be construed in
accordance with the laws of the State of California.

In case any suit, action or proceeding to enforce any right or exercise any remedy will be brought or
taken and, should said suit, action or proceeding be abandoned, or be determined adversely to the Bondowners
or the Fiscal Agent, then the District, the Fiscal Agent and the Bondowners will be restored to their former
positions, rights and remedies as if such suit, action or proceeding had not been brought or taken.

After the issuance and delivery of the Bonds the Bond Indenture will be irrepealable, but will be
subject to modifications to the extent and in the manner provided in the Bond Indenture, but to no greater
extent and in no other manner.

Future Contracts. Nothing contained in the Bond Indenture will be deemed to restrict or prohibit the
District from making contracts or creating bonded or other indebtedness payable from a pledge of the Net
Taxes which are subordinate to the pledge under the Bond Indenture, the general fund of the District or from
taxes or any source other than the Net Taxes as defined in the Bond Indenture.

Further Assurances. The District will adopt, make, execute and deliver any and all such further
resolutions, instruments and assurances as may be reasonably necessary or proper to carry out the intention or
to facilitate the performance of the Bond Indenture, and for the better assuring and confirming unto the Owners
of the Bonds the rights and benefits provided in the Bond Indenture.

Severability. If any covenant, agreement or provision, or any portion thereof, contained in the Bond
Indenture, or the application thereof to any person or circumstance, is held to be unconstitutional, invalid or
unenforceable, the remainder of the Bond Indenture and the application of any such covenant, agreement or
provision, or portion thereof, to other persons or circumstances, shall be deemed severable and shall not be
affected thereby, and the Bond Indenture, the Bonds issued pursuant to the Bond Indenture shall remain valid
and the Bondowners will retain all valid rights and benefits accorded to them under the laws of the State of
California.

Action on Next Business Day. 1f the date for making any payment or the last date for performance of
any act or the exercising of any right, as provided in the Bond Indenture, is not a Business Day, such payment,
with no interest accruing for the period from and after such nominal date, may be made or act performed or
right exercised on the next succeeding Business Day with the same force and effect as if done on the nominal
date provided therefore in the Bond Indenture.
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APPENDIX F

FORM OF COMMUNITY FACILITIES DISTRICT
CONTINUING DISCLOSURE AGREEMENT

This CONTINUING DISCLOSURE AGREEMENT (the “Disclosure Agreement™) is executed and
entered mto as of August 1, 2005, by and among the Santa Ana Unified School District, on behalf of
Community Facilities District No. 2004- 1 of the Santa Ana Unified School District (the “Community Facilities
District™), David Taussig & Associates, Inc. i its capacity as dissemination agent (the “Dissemination
Agent) and The Bank of New York Trust Company, N.A., a national banking association (the “Bank™) in
its capacity as fiscal agent (the “Fiscal Agent™) in connection with the issuance of $11,785,000 aggregate
principal amount of Community Facilities District No. 2004-1 of the Santa Ana Unified School District
(Central Park Project) 2005 Special Tax Bonds (the “2005 Bonds™),

WITNESSETH:

WHEREAS, pursuant to the Bond Indenture, dated as of August 1, 2005 (the *“Bond Indenture™),
by and between Community Facilities District No. 2004-1 of the Santa Ana Unified School District (the
“Community Facilities District”) and the Fiscal Agent, the Community Facilities District has issued the 2005
Ronds; and

WHEREAS, the 2005 Bonds are payable from and secured by special taxes levied on certain
property within the Community Facilities District.

NOW, THEREFORE, for and in consideration of the mutual premises and covenants herein
contained, the parties hereto agree as follows:

Section 1. Purpose of the Disclosure Agreement. The Disclosure Agreement 1s being executed and
delivered by the Community Facilities District for the benefit of the owners and beneficial owners of the 20035
Bonds and in order to assist the Participating Underwriter in complying with S.E.C. Rule 15¢2-12(b)(5).

Section 2. Definitions. In addition to the definitions set forth in the Bond Indenture which apply
to any capitalized term used in this Disclosure Agreement unless otherwise defined in this Section, the
following capitalized terms shall have the following meanings:

“Annual Report” shall mean any Annual Report provided by the Community Facilities District
pursuant to, and described in, Sections 3 and 4 of this Disclosure Agreement.

“Annual Report Date” shall mean January 30 next following the end of the Community Facility
District’s fiscal year, which fiscal year end, as of the date of this Disclosure Agreement, is June 30.

“Community Facilities District” shall mean Community Facilities District No. 2004-1 of the Santa
Ana Unified School District.

*Disclosure Representative’™ shall mean the Assistant Superintendent, Business Services of the
School District.

*Dissemination Agent” shall mean David Taussig & Associates, Inc., or any successor Dissemination

Agent designated in writing by the Community Facilities District and which has filed with the Community
Facilities District a written acceptance of such designation.
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“Listed Events™ shall mean any of the events listed in Section 5(a) of this Disclosure Agreement.

*“National Repository” shall mean any Nationally Recognized Municipal Securities Information
Repository for purposes of the Rule. Information on the National Repositories as of a particular date is
available on the Internet at www.sec.gov/info/municipal/nrmsir.htm.

*“Participating Underwriter” shall mean Stone & Youngberg LLC.
“Repository’ shall mean each National Repository and each State Repository.

“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission under
the Securities Exchange Act of 1934, as the same may be amended from time to time.

“State Repository” shall mean any public or private repository or entity designated by the State of
California as a state repository for the purpose of the Rule and recognized as such by the Securities and

Exchange Commission. As of the date of this Disclosure Agreement, there is no State Repository.

Section 3. Provision of Annual Reports.

(a) The Community Facilities District shall, or, shall cause the Dissemination Agent
to, not later than the Annual Report Date commencing January 30, 2006, provide to each Repository,
to the Fiscal Agent and to the Participating Underwriter an Annual Report which is consistent with
the requirements of Section 4 of the Disclosure Agreement. Not later than fifteen (15) Business Days
prior to said date, the Community Facilities District shall provide the Annual Report to the
Dissemination Agent. The Annual Report may be submitted as a single document or as separate
documents comprising a package, and may include by reference other information as provided in
Section 4 of this Disclosure Agreement; provided that the audited financial statements of the School
District may be submitted separately from the balance of the Annual Report and later than the date
required above for the filing of the Annual Report if not available by that date. If the School
District’s fiscal year changes, it shall give notice of such change in the same manner as for a Listed
Event under Section 5(¢). The Annual Report may be provided in electronic format to each
Repository and the Participating Underwriter and may be provided through the services of a “central
post office” approved by the Securities and Exchange Commission. If the Dissemmation Agent has
not received a copy of the Annual Report on or before 15 business days prior to January 30 in any
vear, the Dissemiation Agent shall notify the Community Facilities District of such failureto receive
the Annual Report. The Community Facilities District shall provide a written certification with each
Annual Report furnished to the Dissemination Agent to the effect that such Annual Report constitutes
the Annual Report required to be furnished by it hereunder. The Dissemination Agent may
conclusively rely upon such certification of the Community Facilities District and shall have no duty
or obligation to review such Annual Report.

(b)  If the Community Facilities District is unable to provide to the Repositories and
to the Participating Underwriter an Annual Report by the date required in subsection (a), the
Dissemination Agent shall send a notice to the Repositories and the appropriate State Repository,
if any, in substantially the form attached as Exhibit A.
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(© The Dissemination Agent shall:

(1)

(i1)

(iif)

determine each year prior to the date for providing the Annual Report the
name and address of each National Repository and each State Repository,
if any;

provide any Annual Report received by it to each Repository, the Fiscal
Agent and the Participating Underwriter as provided herein; and

if the Dissemination Agent is other than the Community Facilities District
and to the extent it can confirm such filing of the Annual Report, file a
report with the Community Facilities District, the Fiscal Agent and the
Participating Underwriter certifying that the Annual Report has been
provided pursuant to this Disclosure Agreement, stating the date it was
provided and listing all the Repositories to which it was provided.

Section 4. Content of Annual Reports. The Community Facilities District’s Annual Report shall

contain or incorporate by reference the following:

(a) Audited Financial Statements of the School District prepared in accordance with
generally accepted accounting principles as promulgated to apply to government entities from time
to time by the Governmental Accounting Standards Board. If audited financial statements are not
available, at the time required for filing, unaudited financial statements shall be submitted with the
Annual Report, and audited financial statements shall be submitted once available.

(b) The following information regarding the 2005 Bonds and any refunding bonds issued
by the Community Facilities District:

(1)

(i)

(iii)

(1v)

(v)

Principal amount of the 2005 Bonds and/or any bonds 1ssued to refund the
2005 Bonds of Community Facilities District No. 2004-1 outstanding as of
a date within 45 days preceding the date of the Annual Report;

Balance in the 2003 Special Tax Fund and the Bond Fund as of a date
within 60 days preceding the date of the Annual Report;

Balance in the Reserve Fund and statement of the Reserve Requirement, as
of a date within 60 days preceding the date of the Annual Report;

While there are funds m the Construction Fund, the balance in the
Construction Fund and each account or sub-account thereunder, as of a date
within 45 days preceding the date of the Annual Report, and of any other
fund or account held under the terms of the Bond Indenture not referenced
in clauses (i1), (1i1) or (iv) hereof}

A table summarizing assessed value-to-lien ratios for the property in the
Community Facilities District and by Rate and Method of Apportionment
of Special Taxes land use categories. The assessed values in such table will
be determined by reference to the value of the parcels within the
Community Facilities District on which the Special Taxes are levied, as
shown on the assessment roll of the Orange County Assessor last equalized
prior to the September 2 next preceding the Annual Report Date. The lien
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(vi)

(vi)

(viii)

(ix)

(x)

(x1)

(xn)

values n such table will include all 2005 Bonds and any refunding bonds
of the Community Facilities District and all other debt secured by a special
tax or assessments levied on parcels within the Community Facilities
Dastrict;

Information regarding the amount of the annual special taxes levied in the
Community Facilities District, amount collected, delinquent amounts and
percent delinquent for the most recently completed fiscal year;

Status of foreclosure proceedings of parcels within the Community
Facilities District, if any, and summary of results of foreclosure sales, if
applicable;

A land ownership summary listing property owners responsible for more
than 5% of the Special Tax levy as shown on the assessment roll of the
Orange County Assessor last equalized prior to the September 30 next
preceding the Annual Report Date, a summary of the Special Taxes levied
on the property within the Community Facilities District owned by such
property owners, and the assessed value of such property, as shown on such
assessment roll;

Concerning delinquent parcels as of the immediately preceding November 1
(if applicable),

. number of parcels in Community Facilities District delinquent in
payment of Special Tax,
. total of such delinquency and percentage of delinquency in relation

to total Special Tax levy,

. status of the actions taken by the School District and/or the
Community Facilities District related to any foreclosure
proceedings upon delinquent properties within the Community
Facilities District.

identity of any delinquent taxpayer obligated for greater than 5% of the
annual Special Tax levy as of the immediately preceding November 1, if
applicable, plus;

. assessed value of applicable properties, and

. summary of results of foreclosure sales, if available.

a copy of any report for or concerning the Community Facilities District as
of the immediately preceding October 31 required under State law; and

Any changes to the Rate and Method of Apportionment of Special Tax of
the Community Facilities District approved or submitted to the qualified

electors of the Community Facilities District for approval prior to the filing
of the Annual Report.
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(© In addition to any of the information expressly required to be provided under
paragraphs (a) and (b) of this Section, the Community Facilities District shall provide such further
mnformation, if any, as may be necessary to make the required statements required under 4(b), in the
light of the circumstances under which they are made, not misleading for purposes of applicable
federal securitics laws.

Any or all of the items listed above may be included by specific reference to other
documents, including official statements of debt issues of the Community Facilities District or
related public entities, which have been submitted to each of the Repositories or the Securities and
Exchange Commission. If the document included by reference is a final official statement, it must
be available from the Municipal Securities Rulemaking Board. The Community Facilities District
shall clearly 1dentify each such other document so included by reference.

A form of information cover sheet for municipal secondary market disclosure recommended
by the Municipal Securities Rulemaking Board is attached as Exhibit B.

Section 5. Reporting of Significant Fvents.

(a) Pursuant to the provisions of this Section 3, the Community Facilities District shall
give, or cause to be given, notice of the occurrence of any of the following events with respect to the
2005 Bonds and any refunding bonds, if material:

(1) Principal and interest payment delinquencies;

(11) Non-payment related defaults;

(111) Unscheduled draws on debt service reserves reflecting financial

difficulties;

(1v) Unscheduled draws on credit enhancements reflecting financial
difficulties;

(v) Substitution of credit or liquidity providers, or their failure to perform;

(vi) Adverse tax opinions or events affecting the tax-exempt status of the
security;

(vil)  Modifications to rights of security holders;
(vii1)  Contingent or unscheduled bond calls;
(1x) Defeasances;

(x) Release, substitution, or sale of property securing repayment of the
securities; and

(x1) Rating changes.
(b) The Fiscal Agent shall, within five business days of obtaining actual knowledge of

the occurrence of any of the Listed Events, contact the Disclosure Representative, inform such person
of the event, and request that the Community Facilities District promptly notify the Dissemination
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Agent in writing whether or not to report the event pursuant to subsection (f). For purposes of this
Disclosure Agreement, “actual knowledge™ of the occurrence of the Listed Events described under
clauses (i1), (ii1), (vi), (x) and (x1) above shall mean actual knowledge by an officer at the corporate
trust office of the Fiscal Agent. The Fiscal Agent shall have no responsibility for determining the
materiality of any of the Listed Events.

(© Whenever the Community Facilities District obtains knowledge of the occurrence
of a Listed Event, whether because of a notice from the Fiscal Agent pursuant to subsection (b) or
otherwise, the Community Facilities District shall as soon as possible determine if such event would
be material under applicable Federal securities law.

(d) If the Community Facilities District determines that knowledge of the occurrence
of alisted Event would be material under applicable federal securities law, the Community Facilities
District shall promptly notify the Dissemination Agent in writing. Such notice shall instruct the
Dissemination Agent to report the occurrence pursuant to subsection (f). The Community Facilities
District shall provide the Dissemination Agent with a form of notice of such event in a format
suitable for reporting to the Municipal Securities Rulemaking Board and each State Repository, if
any.

(e) If in response to a request under subsection (b), the Community Facilities District
determines that the Listed Event would not be material under applicable federal securities law, the
Community Facilities Dhstrict shall so notify the Dissemination Agent in writing and instruct the
Dissemination Agent not to report the occurrence pursuant to subsection (f).

§i) If the Dissemination Agent has been instructed by the Community Facilities District
to report the occurrence of a Listed Event, the Dissemination Agent shall file a notice of such
occurrence with the Municipal Securities Rulemaking Board and each State Repository and shall
provide a copy of such notice to the Participating Underwriter. Notwithstanding the foregoing, notice
of Listed Events described in subsections (a)(vui) and (ix) need not be given under this subsection
any earlier than the notice (if any) of the underlying event is given to owners of affected 2005 Bonds
pursuant to the Bond Indenture.

Section 6. Termination of Reporting Obligation. All of the Community Facilities District’s
obligations hereunder shall terminate upon the earliest to occur of (1) the legal defeasance of the 2005 Bonds,
(11) prior redemption of the 2005 Bonds or (iii) payment in full of all the 2005 Bonds. If such determination
occurs prior to the final maturity of the 2005 Bonds, the Community Facilities District shall give notice of
such termination in the same manner as for a Listed Event under Section 5(f).

Section 7. Dissemination Agent. The Community Facilities District may, from time to time, appoint
or engage a Dissemination Agent to assist in carrying out its obligations under this Disclosure Agreement,
and may discharge any such Agent, with or without appointing a successor Dissemmation Agent. The initial
Dissemination Agent shall be David Taussig & Associates, Inc. The Dissemination Agent may resign by
providing thirty days’ written notice to the Community Facilities District and the Fiscal Agent (if the Fiscal
Agent 1s not the Dissemination Agent). The Dissemination Agent shall have no duty to prepare the Annual
Report nor shall the Dissemination Agent be responsible for filing any Annual Report not provided to it by
the Community Facilities District in a timely manner and in a form suitable for filing.

Section 8. Amendment Waiver. Notwithstanding any other provision of this Disclosure Agreement,
the Community Facilities District, the Fiscal Agent and the Dissemination Agent may amend this Disclosure
Agreement (and the Fiscal Agent and the Dissemmation Agent shall agree to any amendment so requested
by the Community Facilities District, so long as such amendment does not adversely affect the rights or
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obligations of the Fiscal Agent or the Dissemination Agent), and any provision of this Disclosure Agreement
may be waived, provided that the following conditions are satisfied:

(a) if the amendment or waiver relates to the provisions of Sections 3(a), 4 or 3(a), it
may only be made in connection with a change in circumstances that arises from a change in legal
requirements, change in law, or change in the identity, nature, or status of an obligated person with
respect to the 2005 Bonds, or type of business conducted,

(b)  theundertakings herein, as proposed to be amended or waived, would, in the opinion
of nationally recognized bond counsel, have complied with the requirements of the Rule at the time
of the primary offering of the 2005 Bonds, after taking mnto account any amendments or
mterpretations of the Rule, as well as any change in circumstances; and

(©) the proposed amendment or waiver either (1) 1s approved by owners of the 2005
Bonds in the manner provided in the Bond Indenture for amendments to the Bond Indenture with
the consent of owners or (11) does not, in the opinion of nationally recognized bond counsel,
materially impair the interests of the owners or beneficial owners of the 2005 Bonds.

If the annual financial information or operating data to be provided in the Annual Report 1s amended
pursuant to the provisions hereof, the first annual financial information filed pursuant hereto containing the
amended operating data or financial information shall explain, in narrative form, the reasons for the
amendment and the impact of the change in the type of operating data or financial information being
provided.

If an amendment is made to the undertaking specifying the accounting principles to be followed in
preparing financial statements, the annual financial information for the year in which the change 1s made shall
present a comparison between the financial statements or information prepared on the basis of the new
accounting principles and those prepared on the basis of the former accounting principles. The comparison
shall include a qualitative discussion of the differences in the accounting principles and the impact of the
change in the accounting principles on the presentation of the financial information in order to provide
iformation to investors to enable them to evaluate the ability of the Community Facilities District to meet
its obligations. To the extent reasonably feasible, the comparison shall be quantitative. A notice of the

change in the accounting principles shall be sent to the Repositories in the same manner as for a Listed Event
under Section 5(f).

Section 9. Additional Information. Nothing in this Disclosure Agreement shall be deemed to prevent
the Community Facilities District from disseminating any other information, using the means of dissemination
set forth in this Disclosure Agreement or any other means of communication, or including any other
mformation in any Annual Report or notice of occurrence of a Listed Event, in addition to that which 1s
required by this Disclosure Agreement. If the Community Facilities District chooses to include any
information in any Annual Report or notice of occurrence of a Listed Event in addition to that which is
specifically required by this Disclosure Agreement, the Community Facilities District shall have no obligation
under this Disclosure Agreement to update such information or include it in any future Annual Report or
notice of occurrence of a Listed Event.

Section 10. Default. In the event of a failure of the Community Facilities District, the Fiscal Agent
or the Dissemination Agent to comply with any provision of this Disclosure Agreement, the Fiscal Agent may
(and, at the written direction of any Participating Underwriter or the owners of at least 25% aggregate
principal amount of Outstanding 20035 Bonds, shall, upon receipt of indemnification reasonably satisfactory
to the Fiscal Agent), any owner or beneficial owner of the 2005 Bonds may, take such actions as may be
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necessary and appropriate, including seeking mandate or specific performance by court order, to cause the
Community Facilities District, the Fiscal Agent or the Dissemination Agent to comply with its obligations
under this Disclosure Agreement. A default under this Disclosure Agreement shall not be deemed an Event
of Default under the Bond Indenture, and the sole remedy under this Disclosure Agreement in the event of
any failure of the Community Facilities District, the Fiscal Agent or the Dissemination Agent to comply with
this Disclosure Agreement shall be an action to compel performance. Neither the Fiscal Agent nor the
Dissemination Agent shall have any liability to the owners of the Bonds or any other party for monetary
damages or financial liability of any kind whatsoever relating to or arising from this Disclosure Agreement.

Section 11. Duties. Immunities and Liabilities of Fiscal Agent and Dissemmation Agent.
Section 7.4 of the Bond Indenture is hereby made applicable to this Disclosure Agreement as if this
Disclosure Agreement were (solely for this purpose) contained in the Bond Indenture, and the Fiscal Agent
and the Dissemination Agent shall be entitled to the protections, limitations from liability and indemnities
afforded to the Fiscal Agent thereunder. The Dissemination Agent and the Fiscal Agent shall have only such
duties hereunder as are specifically set forth in this Disclosure Agreement. This Disclosure Agreement does
not apply to any other securities issued or to be issued by the Community Facilities District. The
Dissemination Agent shall have no obligation to make any disclosure concerning the 2005 Bonds, the
Community Facilities District or any other matter except as expressly set out herein, provided that no
provision of this Disclosure Agreement shall limit the duties or obligations of the Fiscal Agent under the
Bond Indenture. The Dissemination Agent shall have no responsibility for the preparation, review, form or
content of any Annual Report or any notice of a Listed Event. The fact that the Fiscal Agent has or may have
any banking, fiduciary or other relationship with the Community Facilities District or any other party, apart
from the relationship created by the Bond Indenture and this Disclosure Agreement, shall not be construed
to mean that the Fiscal Agent has knowledge or notice of any event or condition relating to the 2005 Bonds
or the Community Facilities District except in its respective capacities under such agreements. No provision
of this Disclosure Agreement shall require or be construed to require the Dissemination Agent to interpret
or provide an opinion concerning any information disclosed hereunder. Information disclosed hereunder by
the Dissemination Agent may contain such disclaimer language concerning the Dissemination Agent’s
responsibilities hereunder with respect thereto as the Dissemination Agent may deem appropriate. The
Dissemination Agent may conclusively rely on the determination of the Community Facilities District as to
the materiality of any event for purposes of Section 5 hereof. Neither the Fiscal Agent nor the Dissemination
Agent make any representation as to the sufficiency of this Disclosure Agreement for purposes of the Rule.
The Dissemination Agent and the Fiscal Agent shall be paid compensation by the Community Facilities
District for their services provided hereunder and the Community Facilities District further agrees to pay the
Fiscal Agent compensation for its services as dissemination agent and Fiscal Agentunder the Lennar KFPLB,
LLC Continuing Disclosure Agreement dated as of August 1, 2005, by and among Lennar KFPLB, LLC, the
Fiscal Agent and The Bank of New York Trust Company, N.A., as dissemination agent therein, in each case
in accordance with their respective schedule of fees, as amended from time to time, and all expenses, legal
fees and advances made or incurred by the Dissemination Agent and the Fiscal Agent in the performance of
their duties hereunder and thereunder. The Community Facilities District’s obligations under this Section
shall survive the termination of this Disclosure Agreement.

Section 12. Beneficiaries. The Participating Underwriter and the owners and beneficial owners from
time to time of the 2005 Bonds shall be third party beneficiaries under this Disclosure Agreement. This
Disclosure Agreement shall inure solely to the benefit of the Community Facilities District, the Fiscal Agent,
the Dissemination Agent, the Participating Underwriter and owners and beneficial owners from time to time
of the 2005 Bonds, and shall create no rights in any other person or entity.
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Section 13. Notices. Any notice or communications to or among any of the parties to this Disclosure
Agreement shall be given to all of the following and may be given as follows:

If to the Community ~ Community Facilities District No. 2004-1 of the
Facilities District: Santa Ana Unified School District

1601 East Chestnut Avenue

Santa Ana, California 92701-6322

Telephone: (714) 558-5826

Telecopier: (714) 558-5601

Attention: Assistant Superintendent, Business Services

If to the David Taussig & Associates, Inc.
Dissemination 1301 Dove Street, Suite 600
Agent: Newport Beach, California 92660

Telephone: (949) 955-1500
Telecopier: (949) 955-1590

If to the The Bank of New York Trust Company, N.A.
Fiscal Agent: 700 South Flower Street, Suite 500
Los Angeles, California 90017-4104
Telephone: (213) 630-6249
Telecopier: (213) 630-6210
Attention: Corporate Trust Department

If to the Stone & Youngberg LL.C
Participating One Ferry Building
Underwriter: San Francisco, California 94111

Telephone: (415) 445-2300
Telecopier: (415) 445-2395
Aftention: Municipal Research Department

Section 14. Future Determination of Obligated Persons. In the event the Securities Exchange
Commission amends, clarifies or supplements the Rule in such a manner that requires any landowner within
the Community Facilities District to be an obligated person as defined in the Rule, nothing contained herein
shall be construed to require the Community Facilities District to meeting the continuing disclosure

requirements of the Rule with respect to such obligated person and nothing in this Disclosure Agreement shall
be deemed to obligate the Community Facilities District to disclose information concerning any owner of land
within the Community Facilities District except as required as part of the information required to be disclosed
by the Community Facilities District pursuant to Section 4 and Section 5 hereof.

Section 15. Severability. In case any one or more of the provisions contained herein shall for any
reason be held to be ivalid, illegal or unenforceable in any respect, such invalidity, illegality or
unenforceability shall not affect any other provision hereof.

Section 16. State of California Law Governs. The validity, interpretation and performance of this
Disclosure Agreement shall be governed by the laws of the State of California.
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Section 17. Counterparts. This Disclosure Agreement may be executed in several counterparts, each
of which shall be an original and all of which shall constitute but one and the same instrument.

Section 18. Merger. Any person succeeding to all or substantially all of the Dissemimation Agent’s
corporate trust business shall be the successor Dissemination Agent without the filing of any paper or any
further act.

IN WITNESS WHEREOF, the parties hereto have executed this Disclosure Agreement as of the
date first above written.

SANTA ANA UNIFIED SCHOOL DISTRICT,

on behalf of Community Facilities District No. 2004-1
of the Santa Ana Unified School District

By:

Authorized Officer

THE BANK OF NEW YORK TRUST COMPANY,
N.A, as Fiscal Agent

By:

Authorized Officer

DAVID TAUSSIG & ASSOCIATES, INC.
as Dissemination Agent

By:

Authorized Officer
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EXHIBIT A

NOTICE TO MUNICIPAL SECURITIES RULEMAKING BOARD
OF FAILURE TO FILE SEMI-ANNUAL REPORT

Name of Issuer: Community Facilities District No. 2004-1 of the Santa Ana Unified School
District

Name of Bond Issue: Community Facilities District No. 2004-1 of the Santa Ana Unified School
District (Central Park Project) 2005 Special Tax Bonds

Date of Issuance: September 14, 2005

NOTICEIS HEREBY GIVEN that Community Facilities District No. 2004-1 of the Santa Ana Unified
School District (the “Community Facilities District”) has not provided an Annual Report with respect to the
above-named Bonds as required by the Continuing Disclosure Agreement, dated as of August 1, 2005, by and
among the Community Facilities District, The Bank of New York Trust Company, N.A., as Fiscal Agent and
David Taussig & Associates, as Dissemination Agent. [The Community Facilities District anticipates that
the Annual Report will be filed by Ny

Dated: 20

2

David Taussig &  Associates, Inc, as
Dissemination Agent, on behalf of the Community
Facilities District

cc: Community Facilities District No. 2004-1



EXHIBIT B

MUNICIPAL SECONDARY MARKET DISCLOSURE
INFORMATION COVER SHEET

Municipal Secondary Market Disclosure
Information Cover Sheet

This cover sheet should be sent with all submissions made to the Municipal Securities Rulemaking Board, Nationally Recognized
Municipal Securities Information Repositories, and any applicable State Information Depository, whether the filing is voluntary or
made pursuant to Securities and Exchange Commission Rule 15¢2-12 or any analogous state statute.

See www.sec.gov/info/municipal/nrmsir.htm for list of current NRMSIRs and SIDs

IF THIS FILING RELATES TO A SINGLE BOND ISSUE:
Provide name of bond issue exactly as it appears on the cover of the Official Statement
(please include name of state where Issuer is located):

$ 11,785,000
SANTA ANA UNIFIED SCHOOL DISTRICT
COMMUNITY FACILITIES DISTRICT NO. 2004-1
(CENTRAL PARK PROJECT)
2005 SPECIAL TAX BONDS

(California)

Provide nine-digit CUSIP® numbers * if available, to which the information relates:

2008 801166AA7 2016 801166AI8
2009 801166AB5 2017 801166AKS
2010 801166AC3 2018 801166AL3

2011 801166AD1 2019 801166AM1
2012 801166AE9 2020 801166AN9
2013 801166AF6 2025 801166AT6

2014 801166AG4 2030 801166AU3
2015 801166AH?2 2035 801166AV1

IF THIS FILING RELATES TO ALL SECURITIES ISSUED BY THE ISSUER OR ALL SECURITIES OF
A SPECIFIC CREDIT OR ISSUED UNDER A SINGLE INDENTURE:

Issuer’s Name (please include name of state where Issuer is located):

Other Obligated Person’s Name (if any):

(Exactly as it appears on the Official Statement Cover)

Provide six-digit CUSIP® number(s)*, if available, of Issuer:

*(Contact CUSIP’s Municipal Disclosure Assistance Line at 212.438.6518 for assistance with obtaining the proper CUSIP® numbers.)

TYPE OF FILING:
[ Electronic (number of pages attached) O Paper (number of pages attached)
If information is also available on the Internet, give URL:
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WHAT TYPE OF INFORMATION ARE YOU PROVIDING? (Check all that apply)

A. O Annual Financial Information and Operating Data pursuant to Rule 15¢2-12
(Financial information and operating data should not be filed with the MSRB.)

Fiscal Period Covered:

B. [ Audited Financial Statements or CAFR pursuant to Rule 15¢2-12

Fiscal Period Covered:

C. 0O Notice of a Material Event pursuant to Rule 15¢2-12 {Check as appropriate)

1. [0 Prncipal and interest payment delinquencies 0. 0 Adverse tax opinions or events affecting the tax-
exempt status of the security
0 Non-payment related defaults 7. 0 Modifications to the rights of security holders
[0 Unscheduled draws on debt service reserves reflecting 8. [0 Bond calls
financial difficulties
4. O Unscheduled draws on credit enhancements reflecting 9. O Defeasances
financial difficulties
5. O Substitution of credit or liquidity providers, or their 10 O Release, substitution, or sale of property securing
failure to perform repayment of the securitics

11. [ Rating changes

D. [ Notice of Failure to Provide Annual Financial Information as Required

E. 0O Other Secondary Market Information (Specify):

I hereby represent that I am authorized by the issuer or obligor or its agent to distribute this information publicly:

Issuer Contact:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Email Address Tssuer Web Site Address

Dissemination Agent Contact, if any:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Email Address Relationship to Issuer

Obligor Contact, if any:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Emeail Address Obligor Web site Address

Investor Relations Contact, if any:

Name Title

Telephone Emeail Address
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APPENDIX G

FORM OF LENNAR KFPLB, L1LC
CONTINUING DISCL.OSURE AGREEMENT

This CONTINUING DISCLOSURE AGREEMENT (this “Disclosure Agreement™) is executed and
entered into as of August 1, 2005, by and between The Bank of New York Trust Company, N.A., a national
banking association organized and existing under and by virtue of the laws of the United States of America
(the “Bank™), in its capacity as dissemination agent (the “Dissemmation Agent”™) and in its capacity as Fiscal
Agent (the “Fiscal Agent™) with respect to the Community Facilities District No. 2004-1 of the Santa Ana
Unified School District (Central Park Project) 2005 Special Tax Bonds (the “2005 Bonds™), and Lennar
KFPLB, LLC, a Delaware limited liability company (the “Developer™),

Section 1. Purpose of the Disclosure Agreement. This Disclosure Agreement is being executed and
delivered by the Developer for the benefit of the owners and beneficial owners of the 2005 Bonds.

Section 2. Definitions. In addition to the definitions set forth above and in the Bond Indenture,
which apply to any capitalized term used m this Disclosure Agreement unless otherwise defined in this
Section, the following capitalized terms shall have the following meanings:

“Affiliate” of another Person means (a) a Person directly or indirectly owning, controlling or holding,
with power to vote, 13% or more of the outstanding voting securities of such other Person, (b) any Person,
15% or more of whose outstanding voting securities are directly or indirectly owned, controlled or held with
power to vote by such other Person, and (c¢) any Person directly or indirectly controlling, controlled by or
under common control with such other Person. For purposes hereof, “control” means the power to exercise
a controlling influence over the management or policies of a Person, unless such power is solely the result
of an official position with such Person.

“Assumption Agreement” means an undertaking of a Major Developer, or an Affiliate thereof, the
Dissemination Agent, and the Fiscal Agent, for the benefit of the owners and beneficial owners of the 2005
Bonds containing terms substantially similar to this Disclosure Agreement (as modified for such Major
Developer’s development and financing plans with respect to the Community Facilities District), whereby
such Major Developer or Affiliate agrees to provide semi-annual reports and notices of significant events,
setting forth the information described in Sections 4 and 5 hereof, respectively, with respect to the Property
owned by, or subject to a Land Bank Transaction with, such Major Developer or its Affiliates and agrees to
mdemnify the Dissemination Agent pursuant to a provision substantially in the form of Section 11 hereof.

“Community Facilities District” means Community Facilities District No. 2004-1 of the Santa Ana
Unified School District (Central Park Project).

“Dissemination Agenf’ means The Bank of New York Trust Company, N.A., or any successor
Dissemination Agent designated in writing by the Developer, and which has filed with the Developer, the
Community Facilities District and the Fiscal Agent a written acceptance of such designation, and which is
experienced in providing dissemination agent services such as those required under this Disclosure
Agreement.

“Land Bank Transaction’” means a transaction in which the seller of property for financing purposes
transfers property to a separate entity and where the seller has an option to reacquire the property and where
the seller maintains control of the property.

“Listed Events™ means any of the events listed in Section 3(a) of this Disclosure Agreement.
“Major Developer” means, as of any Report Date, an owner of land in the Community Facilities
District responsible in the aggregate for 15% or more of the Special Taxes in the Community Facilities

District actually levied at any time during the then-current fiscal year.
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“National Repository” means any Nationally Recognized Municipal Securities Information
Repository for purposes of the Rule. Information on the National Repositories as of a particular date is
available on the Securities and FExchange Commission’s Internet site at
www.sec.gov/info/municipal/nrmsir.htm.

“Official Statement” means the final official statement executed by the Community Facilities District
in connection with the issuance of the 2005 Bonds.

“Participating Underwriter” means Stone & Youngberg L1.C, the original underwriter of the 20035
Bonds required to comply with the Rule in connection with offering of the 2005 Bonds.

“Person” means an individual, a corporation, a partnership, a limited liability company, an
association, a joint stock company, a trust, any unincorporated organization or a government or political
subdivision thereof.

“Property” means the property in the Community Facilities District.

“Report Date” means April 1 and October 1 of each calendar year.

“Repository” means each National Repository and each State Repository, if any.

“Rule” means Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as the same may be amended from time to time.

“Semi-Annual Report” means any Semi-Annual Report provided by the Developer pursuant to, and
as described in, Sections 3 and 4 of this Disclosure Agreement.

“Special Taxes " means the special taxes levied on taxable Property within the Community Facilities
District and used to pay debt service on the 2005 Bonds.

“State Reposifory” means any public or private repository or entity designated by the State of
California as a state repository for the purpose of the Rule and recognized as such by the Securities and

Exchange Commission. As of the date of this Disclosure Agreement, there is no State Repository.

Section 3. Provigion of Semi-Annual Reports.

(a) The Developer shall, or upon written direction shall cause the Dissemination Agent
to, not later than the Report Date, commencing April 1, 2006, provide to each Repository a Semi-
Annual Report which is consistent with the requirements of Section 4 of this Disclosure Agreement
with a copy to the Fiscal Agent (if different from the Dissemination Agent), the Participating
Underwriter and the Community Facilities District. Not later than 15 Business Days prior to the
Report Date, the Developer shall provide the Semi-Annual Report to the Dissemination Agent. The
Developer shall provide a written certification with (or included as a part of) each Semi-Annual
Report furnished to the Dissemination Agent, the Fiscal Agent (if different from the Dissemination
Agent), the Participating Underwriter and the Community Facilities District to the effect that such
Semi-Annual Report constitutes the Semi-Annual Report required to be furnished by it under this
Disclosure Agreement. The Dissemination Agent, the Fiscal Agent, the Participating Underwriter
and the Community Facilities District may conclusively rely upon such certification of the Developer
and shall have no duty or obligation to review the Semi-Annual Report. The Semi-Annual Report
may be submitted as a single document or as separate documents comprising a package, and may
incorporate by reference other information as provided in Section 4 of this Disclosure Agreement.
The Semi-Annual Report may be provided in electronic format to each Repository and the
Participating Underwriter and may be provided through the services of a “‘central post office”
approved by the Securities and Exchange Commission. For example, any filing under this Disclosure
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Agreement may be made solely by transmitting such filing to the Texas Municipal Advisory Council
(the “MAC™) as provided at http://'www.disclosureusa.org unless the United States Securities and
Exchange Commission has withdrawn the interpretive advice in its letter to the MAC dated
September 7, 2004. The Dissemination Agent shall utilize the reminder system offered by MAC to
notify the Developer to file its Semi-Annual disclosure reports in addition to the notice provided by
the Dissemination Agent pursuant to Section 3(b) below.

(b) If the Dissemination Agent does not receive a Semi-Annual Report by 15 days prior
to the Report Date, the Dissemination Agent shall send a reminder notice to the Developer that the
Semi-Annual Report has not been provided as required under Section 3(a) above. The reminder
notice shall instruct the Developer to determine whether its obligations under this Disclosure
Agreement have terminated (pursuant to Section 6 below) and, if so, to provide the Dissemination
Agent with a notice of such termination in the same manner as for a Listed Event (pursuant to
Section 5 below). If the Developer does not provide, or cause the Dissemination Agent to provide,
a Semi-Annual Report to the Repositories by the Report Date as required in subsection (a) above, the
Dissemination Agent shall send a notice to the Municipal Securities Rulemaking Board and
appropriate State Repository, if any, in substantially the form attached hereto as Exhibit A, with a
copy to the Fiscal Agent (if other than the Dissemmation Agent), the Community Facilities District,
the Participating Underwriter and the Developer.

(c) The Dissemination Agent shall:

I determine prior to each Report Date the name and address of each National
Repository and each State Repository, if any;

(11) to the extent the Semi-Annual Report has been furnished to it, file a report
with the Developer (if the Dissemination Agent is other than the Developer), the Community
Facilities District and the Participating Underwriter certifying that the Semi-Annual Report
has been provided pursuant to this Disclosure Agreement, stating the date it was provided
and listing all the Repositories to which it was provided.

Section 4. Content of Semi-Annual Reports. The Developer’s Semi-Annual Report shall contain or
incorporate by reference the information set forth in Exhibit B, any or all of which may be included by
specific reference to other documents, including official statements of debt issues of the Community Facilities
District or related public entities, which have been submitted to each of the Repositories or the Securities and
Exchange Commission. If the document included by reference is a final official statement, it must be
available from the Municipal Securities Rulemaking Board. The Developer shall clearly identify each such
other document so included by reference. With respect only to the Semi-Annual Report that is required to
be provided no later than April 1 of each Fiscal Year, if audited financial statements of the Developer or its
parent company (the “Financial Statements™) are prepared, attach the audited Financial Statements. If such
audited Financial Statements are not available by the time such Semi-Annual Report is required to be filed,
the audited Financial Statements, if any, shall be filed as a supplement or amendment to the Semi-Annual
Report when they become available. Such Financial Statements shall be for the most recently ended fiscal
year for the entity covered thereby. If the financial information or operating data to be provided in a Semi-
Annual Report 1s amended pursuant to the provisions hereof, the first Semi-Annual Report containing the
operating data or financial information in accordance with such amendment shall explain, in narrative form,
the reasons for the amendment and the impact of the change in the type of operating data or financial
information being provided.

In addition to any of the information expressly required to be provided in Exhibit B, the Developer’s
Semi-Annual Report shall include such further information, if any, as may be necessary to make the

specifically required statements, in the light of the circumstances under which they are made, not misleading.

A form of information cover sheet for municipal secondary market disclosure recommended by the
Municipal Securities Rulemaking Board is attached as Exhibit C.
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Section 5. Reporting of Significant Events.

(a) The Developer shall give, or cause to be given, notice of the occurrence of any of
the following Listed Events, if material:

(1) bankruptcy or insolvency proceedings commenced by or against the
Developer and, if known, any bankruptcy or insolvency proceedings commenced by or
against any Affiliate of the Developer that owns, or is subject to a Land Bank Transaction
with respect to, any portion of the Property;

(i1) failure of the Developer or if known any Affiliate, to pay any taxes, special
taxes (including the Special Taxes) or assessments due with respect to the Property owned
by, or subject to a Land Bank Transaction with, the Developer or an Affiliate, and for which
either is contractually obligated to pay;

(i11)  filing of a lawsuit against the Developer (based upon proper service of
process having been accomplished) or, if known, an Affiliate of the Developer, secking
damages which could have a significant impact on the Developer’s or an Affiliate’s ability
to pay Special Taxes or to sell or develop the Property owned by the Developer or an
Affiliate or subject to a Land Bank Transaction with the Developer or an Affiliate;

(iv)  material damage to or destruction of any of the improvements on the
Property owned by the Developer or an Affiliate or subject to a LLand Bank Transaction with
the Developer or an Affiliate;

V) any payment default or other material default by the Developer or, if known,
an Affiliate of the Developer, on any loan with respect to the construction of improvements
on the Property;

(vi) any denial or termination of credit, any denial or termination of, or default
under, any lime of credit or loan or any other loss of a source of funds that could have a
material adverse affect on the Developer’s most recently disclosed financing plans or
development plan or on the ability of the Developer, or if known any Affiliate of the
Developer that owns any portion of the Property, to pay Special Taxes within the
Community Facilities District when due;

(vil)  any materially adverse significant amendments to land use entitlements for
the Developer’s or if known an Affiliate’s Property;

(viii) any previously undisclosed governmentally-imposed preconditions to
commencement or continuation of development on the Developer’s or if known an
Affiliate’s Property, if material to the development plan;

(ix)  anypreviously undisclosed legislative, administrative or judicial challenges
to development on the Developer’s or if known, an Affiliate’s Property, if material to the
development plan;

(x) any changes, if materially adverse to the development plan, in the alignment,
design or likelihood of completion of significant public improvements affecting the
Developer’s or if known an Affiliate’s Property, including major thoroughfares, sewers,
water conveyance systems and similar facilities,

(xi)  unless disclosed in a prior semi-annual report, any conveyance by the
Developer of Property owned by it or subject to a Land Bank Transaction to an entity that
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1s not an Affiliate of the Developer, the result of which conveyance is to cause the transferee
to become a Major Developer; and

(b) Whenever the Developer obtains knowledge of the occurrence of a Listed Event, the
Developer shall as soon as possible determine if such event would be material under applicable
Federal securities law; and

(© If the Developer determines that knowledge of the occurrence of a Listed Event
would be material under applicable Federal securities law, the Developer shall, or shall cause the
Dissemination Agent to, promptly file a notice of such occurrence with the Municipal Securities
Rulemaking Board and each State Repository, if any, with a copy to the Fiscal Agent, the
Community Facilities District and the Participating Underwriter.

Section 6. Duration of Reporting Obligation.

(a) All of the Developer’s obligations hereunder shall commence on the date hereof and
shall terminate (except as provided in Section 11) on the earliest to occur of the following:

(1) upon the legal defeasance, prior redemption or payment in full of all the 2005
Bonds, or

(i1) at such time as Property owned by the Developer and its Affiliates together with
Property subject to a Land Bank Transaction with the Developer or its Affiliates is no longer
responsible for payment of 15% or more of the Special Taxes, or

(ii1) the date on which the Developer prepays in full all of the Special Taxes
attributable to the Property;

provided, however, that notwithstanding that the Property owned by, or subject to a Land Bank
Transaction with, the Developer and its Affiliates is no longer responsible for payment of 15% or
more of the Special Taxes, in the event the Developer shall transfer any portion of its Property to
another Person which, taking into account such transfer shall be a Major Developer, the Developer’s
obligations hereunder shall continue with respect to the Property transferred and the other Property
owned by such Major Developer or subject to a Land Bank Transaction with such Major Developer
until such time as the transferee shall have assumed the obligations of the Developer hereunder or
such transferee shall have the disclosure obligations set forth herein with respect to such Property
pursuant to a Major Developer Continuing Disclosure Agreement executed in connection with
issuance of the 2005 Bonds or an Assumption Agreement.

The Developer shall give notice of the termination of its obligations under this Disclosure
Agreement in the same manner as for a Listed Event under Section 5.

(b) If a portion of the Property owned by, or subject to a Land Bank Transaction with,
the Developer or any Affiliate of the Developer, 1s conveyed to a Person that, upon such conveyvance,
will be a Major Developer, the obligations of the Developer hereunder with respect to the property
in the Community Facilities District owned by such Major Developer and its Affiliates may be
assumed by such Major Developer or by an Affiliate thereof and the Developer’s obligations
hereunder will be terminated. In order to effect such assumption, such Major Developer or Affiliate
shall enter into an Assumption Agreement in form and substance satisfactory to the Community
Facilities District and the Participating Underwriter.

Section 7. Dissemination Agent. The Developer may, from time to time, appoint or engage a
Dissemination Agent to assist the Developer in carrying out its obligations under this Disclosure Agreement,
and may discharge any such Dissemination Agent, with or without appointing a successor Dissemination
Agent. The nitial Dissemination Agent shall be The Bank of New York Trust Company, N.A.. The

G-5



Dissemination Agent may resign by providing thirty days’ written notice to the Community Facilities District,
the Developer and the Fiscal Agent. Ifthe Dissemination Agent is other than the Fiscal Agent, the Developer
shall be responsible for paying the fees and expenses of the Dissemination Agent for its services provided
hereunder in accordance with its schedule of fees as amended from time to time. If the Dissemination Agent
1s the Fiscal Agent, the Community Facilities District shall be responsible for paying the fees and expenses
ofthe Dissemination Agent for its services provided hereunder in accordance with the Dissemination Agent’s
agreement, if any, with the Community Facilities District

Section 8. Amendment; Waiver. Notwithstanding any other provision of this Disclosure Agreement,
the Developer may amend this Disclosure Agreement, and any provision of this Disclosure Agreement may
be waived, provided that the following conditions are satisfied (provided, however, that the Dissemination
Agent shall not be obligated under any such amendment that modifies or increases its duties or obligations
hereunder without its written consent thereto):

(a) if the amendment or waiver relates to the provisions of Sections 3(a), 4 or 5(a), it
may only be made in connection with a change in circumstances that arises from a change in legal
requirements, change in law, or change m the identity, nature or status of an obligated person, with
respect to the 2005 Bonds, or type of business conducted,

(b) the undertakings herein, as proposed to be amended or waived, would, in the opinion
of nationally recognized bond counsel, have complied with the requirements of the Rule at the time
of the primary offering of the 2005 Bonds, after taking into account any amendments or
mterpretations of the Rule, as well as any change in circumstances; and

(©) the proposed amendment or waiver either (1) 1s approved by owners of the 2005
Bonds in the manner provided in the Bond Indenture with the consent of owners, or (i1) does not, in
the opinion of nationally recognized bond counsel, materially impair the interests of the owners or
beneficial owners of the 2005 Bonds.

If an amendment 1s made to the accounting principles followed in preparing the Financial Statements,
the financial information for the year in which the change 1s made shall present a comparison between the
Financial Statements or information prepared on the basis of the new accounting principles and those
prepared on the basis of the former accounting principles. The comparison shall include a qualitative
discussion of the differences in the accounting principles and the impact of the change in the accounting
principles on the presentation of the Financial Statements or information, in order to provide information to
mvestors to enable them to evaluate the ability of the Major Developer to generally meet its obligations. To
the extent reasonably feasible, the comparison shall be quantitative. A qualitative analysis in accordance with
Generally Accepted Accounting Principles (GAAP) shall be deemed to satisfy this requirement. A notice of
the change in the accounting principles shall be sent to the Repositories in the same manner as for a Listed
Event under Section 5 hereof.

Section 9. Additional Information. Nothing in this Disclosure Agreement shall be deemed to prevent
the Developer from disseminating any other information, using the means of dissemination set forth in this
Disclosure Agreement or any other means of communication, or including any other information in any Semi-
Annual Report or notice of occurrence of a Listed Event, in addition to that which is required by this
Disclosure Agreement. If the Developer chooses to include any information in any Semi-Annual Report or
notice of occurrence of a Listed Event in addition to that which is specifically required by this Disclosure
Agreement, the Developer shall have no obligation under this Agreement to update such information or
include it in any future Semi-Annual Report or notice of occurrence of a Listed Event.

Section 10. Default. In the event of a failure of the Developer to comply with any provision of this
Disclosure Agreement, the Fiscal Agent shall (upon written direction and only to the extent indemnified to
its satisfaction from any liability, cost or expense, including fees and expenses of its attorneys), and the
Participating Underwriter and any owner or beneficial owner of the 2005 Bonds may, take such actions as
may benecessary and appropriate, including seeking mandate or specific performance by court order, to cause
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the Developer to comply with its obligations under this Disclosure Agreement. A default under this
Disclosure Agreement shall not be deemed an Event of Default under the Bond Indenture, and the sole and
exclusive remedy under this Disclosure Agreement in the event of any failure of the Developer to comply
with this Disclosure Agreement shall be an action to compel performance. Neither the Developer nor the
Dissemination Agent shall have any liability to the owners of the Bonds or any other party for monetary
damages or financial liability of any kind whatsoever relating to or arising from this Disclosure Agreement.

Section 11. Duties. Immunities and Liabilities of Dissemination Agent. The Dissemination Agent
shall have only such duties as are specifically set forth in this Disclosure Agreement, and the Developer
agrees to mdemnify and save the Dissemmation Agent, its officers, directors, employees and agents, harmless
against any loss, expense and liabilities which it may incur arising out of or in the exercise or performance
of its powers and duties hereunder, including the reasonable costs and expenses (including attorneys” fees)
of defending against any such claim of lhability, but excluding liabilities, costs and expenses due to the
Dissemination Agent’s, its officers’, directors’, emplovees’ or agents’ negligence or willful misconduct or
failure to perform its duties hereunder and thereunder. The Dissemination Agent shall have no responsibility
for the preparation, review, form or content of any Annual Report or any notice of a Listed Event. The
Dissemination Agent shall have no duty or obligation to review any information provided to it hereunder and
shall not be deemed to be acting in any fiduciary capacity for the Community Facilities District, the
Developer, the Fiscal Agent, the 2005 Bondowners, or any other party. The obligations of the Developer
under this Section shall survive resignation or removal of the Dissemination Agent and payment of the 20035
Bonds.

Section 12. Notices. Any notice or communications to be among any of the parties to this Disclosure
Agreement may be given as follows:

If to the Community ~ Community Facilities District No. 2004-1 of the
Facilities District: Santa Ana Unified School District (Central Park Project)
1601 East Chestnut Avenue
Santa Ana, California 92701-6322
Telephone: 714/558-5826
Telecopier: 714/558-3601
Attention: Assistant Superintendent, Business Services

Ifto the The Bank of New York Trust Company, N.A.
Dissemination 700 South Flower Street, Suite 500
Agent: Los Angeles, California 90017-4104

Telephone: 213/630-6249
Telecopier: 213/630-6210
Attention: Corporate Trust Department

If to the The Bank of New York Trust Company, N.A.
Fiscal Agent: 700 South Flower Street, Suite 500
Los Angeles, California 90017-4104
Telephone: 213/630-6249
Telecopier: 213/630-6210
Attention: Corporate Trust Department

If to the Stone & Youngberg LL.C
Participating One Ferry Building
Underwriter: San Francisco, California 94111

Telephone: 415/445-2300
Telecopier: 415/445-2395
Attention: Municipal Research Department
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If to the Lennar KFPLR, L1LC
Developer: 25 Enterprise
Aliso Viejo, California 92656
Telephone: 949/349-8000
Telecopier: 949/349-1753
Attention: Robert Garrison, Director of Urban Development

Any person may, by written notice to the other persons listed above, designate a different address or
telephone number(s) to which subsequent notices or communications should be sent.

Section 13. Beneficiaries. This Disclosure Agreement shall inure solely to the benefit of the
Community Facilities District, the Developer (its successors and assigns), the Fiscal Agent, the Dissemination
Agent, the Participating Underwriter and owners and beneficial owners from time to time of the 2005 Bonds,
and shall create no rights in any other person or entity. All obligations of the Developer hereunder shall be
assumed by any legal successor to the obligations of the Developer as a result of a sale, merger, consolidation
or other reorganization.

Section 14. Counterparts. This Disclosure Agreement may be executed in several counterparts, each
of which shall be regarded as an original, and all of which shall constitute one and the same instrument.

Section 15. Merger. Any person succeeding to all or substantially all of the Dissemimation Agent’s
corporate trust business shall be the successor Dissemination Agent without the filing of any paper or any
further act.

Section 16. Severability. In case any one or more of the provisions contained herein shall for any
reason be held to be invalid, illegal or unenforceable in any respect, such mvalidity, illegality or
unenforceability shall not affect any other provision hereof.

Section 17. State of California Law Governs. The validity, interpretation and performance of this
Disclosure Agreement shall be governed by the laws of the State of California.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK; EXECUTION PAGE FOLLOWS]
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IN WITNESS WHEREOF, the parties hereto have executed this Disclosure Agreement as of the
date first above written.

LENNAR KFPLB, LLC,
a Delaware limited liability company

By:

Name:
Title:

AGREED AND ACCEPTED:

THE BANK OF NEW YORK TRUST COMPANY, N.A.,
as Dissemination Agent

By:
Title:

G-9



EXHIBIT A

NOTICE TO MUNICIPAL SECURITIES RULEMAKING BOARD
OF FAILURE TO FILE SEMI-ANNUAL REPORT

Name of Issuer: Community Facilities District No. 2004-1 of the
Santa Ana Unified School District (Central Park Project)

Name of Bond Issue: Community Facilities District No. 2004-1 of the
Santa Ana Unified School District (Central Park Project)
2005 Special Tax Bonds

Date of Tssuance: September 14, 2005

NOTICE IS HEREBY GIVEN that Lennar KFPLB, LLC (the “Developer’) has not provided
a Semi-Annual Report with respect to the above-named bonds as required by that certain Continuin
Disclosure Agreement, dated August 1, 2005. [ The Developer(s) anticipate that the Semi-Annual Report will
be filed by Ny

Dated:

DISSEMINATION AGENT:
The Bank of New York Trust Company, N.A.

By:
Tts:

cc: The Bank of New York Trust Company, N.A.
Community Facilities District No. 2004-1
of the Santa Ana Unified School District (Central Park Project)
Lennar Homes of California, Inc
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EXHIBIT B
SEMI-ANNUAL REPORT

SANTA ANA UNIFIED SCHOOL DISTRICT
COMMUNITY FACILITIES DISTRICT NO. 2004-1
(CENTRAL PARK PROJECT)

2005 SPECIAL TAX BONDS

This Semi-Annual Report is hereby submitted under Section 4 of the Developer Continuing
Disclosure Agreement (the “Disclosure Agreement™) dated as of August 1, 2005, executed by the undersigned
(the “Developer’) in connection with the issuance of the above-captioned bonds by Community Facilities
District No. 2004-1 of the Santa Ana Unified School District (Central Park Project) (the “Community
Facilities District™).

Capitalized terms used in this Semi- Annual Report but not otherwise defined have the meanings
given to them in the Disclosure Agreement.

L. Developer and Development

The information in this section is provided as of (this date must be not more
than 60 days before the date of this Semi-Annual Report).

A. Property within the Community Facilities District (the “Property’) currently owned by, or
subject to a Land Bank Transaction with, the Developer and its Affiliates:

Development Name(s)

Property Sold Owned by,
or subject to a Land Bank

Tpt?}ngs anld Homfs Total Homes Sold Owned Transaction with, the
n the Developmen Developer and its
Owned by, or subject to a T%tal H(ci)rlr)lesDCOInIpleted by:i:he ]i\i}?all.oper Affihates (Closed
Land Bank Transaction whned by Leveloper and 1ts Alfihates Escrow) Since the Last
with, Developer and its and its Affiliates (Closed Escrow) Semi-Annual Report
Affiliates ( ,200 ) { ,200 ) (Report dated  , 200 )
Acres’ Acres’ Acres” Acres’
Lots Lots Lots Lots
Homes Homes Homes Homes

" For bulk land sales only (excluding sales of finished lots for completed homes.)

Description of status of commercial and office space owned by, or subject to a Land Bank Transaction with,
the Developer and its Affiliates.

B. Status of land development or home construction activities with regard to the Property owned
by, or subject to a Land Bank Transaction with, the Developer and its Affiliates:
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C. Status of final map recordation, building permits and any significant amendments to land use
or development entitlements, or any significant amendments to land use entitlements with regard to the
Property owned by, or subject to a Land Bank Transaction with, the Developer and its Affiliates:

D. Status of any land purchase contracts with regard to the Property owned by, or subject to a
Land Bank Transaction with, the Developer and its Affiliates, whether acquisition of land by the Developer
or its Affiliates or sales of land by the Developer or its Affiliates to other developers (other than individual
homeowners).

E. Any changes, if material, to the development plan, in the alignment, design or likelihood of
completion of significant public improvements affecting such Developer’s or its Affiliate’s Property,
including major thoroughfares, sewers, water conveyance systems and similar facilities.

II. Legal and Financial Status of Developer

Unless such information has previously been included or incorporated by reference in a Semi-Annual
Report, describe any change in the legal structure of the Developer or its Affiliates or the financial condition
and financing plans of the Developer and its Affiliates that would materially and adversely interfere with their
ability to complete their proposed development of the Property owned by, or subject to a Land Bank
Transaction with, the Developer and its Affiliates. With respect only to the Semi-Annual Report that is
required to be provided no later than April 1 of each Fiscal Year, if audited financial statements of the
Developer orits parent company (the “Financial Statements™) are prepared, attach or mcorporate by reference
to materials on file with the Repositories or Securities and Exchange Commission, the audited Financial
Statements. If such audited Financial Statements are not available by the time such Semi-Annual Report is
required to be filed, the audited Financial Statements shall be filed as a supplement or amendment to the
Semi-Annual Report when they become available, if ever. Such Financial Statements shall be for the most
recently ended fiscal year for the entity covered thereby.

I1I. Change in Development or Financing Plans

Unless such information has previously been included or incorporated by reference in a Semi- Annual
Report, describe any development plans or financing plans relating to the Property owned by, or subject to
aLand Bank Transaction with, the Developer and its Affiliates that are materially different from the proposed
development and financing plans described in the Official Statement. Describe any change in the provider
of the Letter of Credit or provide information regarding a cash deposit in licu of the Letter of Credit
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Iv. Status of Tax Payments

Describe status of payment of taxes, special taxes (including the Special Taxes) or assessments due
with respect to the Property owned by, or subject to a Land Bank Transaction with, the Developer and its
Affiliates.

V. Official Statement Updates

Unless such information has previously been included or incorporated by reference in a Semi- Annual
Report, describe any other significant changes in the information relating to the Developer, its Affiliates or
the Property owned by, or subject to a Land Bank Transaction with, the Developer and its Affiliates contained
in the Official Statement under the headings “CONTINUING DISCLOSURE — Lennar KFFPLB, LLC,” “THE
COMMUNITY FACILITIES DISTRICT — General Information,” * — Property Ownership and
Development,” “—Lennar KFPLB, LLC; Lennar Central Parl, L1.C; Lennar Homes of California, Inc.,” and
“ — The Development Plan™ that would materially and adversely interfere with the Developer’s and its
Affiliates” ability to develop and sell the Property as described in the Official Statement.

VI Other Material Information

In addition to any of the information expressly required above, provide such further information, if
any, as may be necessary to make the specifically required statements, in the light of the circumstances under
which they are made, not misleading.

Certification

The undersigned Developer hereby certifies that this Semi-Annual Report constitutes the Semi-
Annual Report required to be furnished by the Developer under the Continuing Disclosure Agreement, dated
as of August 1, 2005, executed by the Developer in connection with the issuance of the above-captioned
bonds.

ANY OTHER STATEMENTS REGARDING THE DEVELOPER, THE DEVELOPMENT OF THE
PROPERTY, THE DEVELOPER’S OR AN AFFILIATE’S FINANCING PLANS OR FINANCIAIL
CONDITION, OR THE 2005 BONDS, OTTIER THAN STATEMENTS MADE BY TIHE DEVELOPERIN
AN OFFICIAL RELEASE OR NEWSPAPER. OF GENERAL CIRCULATION, OR FILED WITH THE
MUNICIPAL SECURITIES RULEMAKING BOARD OR ANATIONALLY RECOGNIZED MUNICIPAL
SECURITIES INFORMATION REPOSITORY, ARE NOT AUTHORIZED BY THE DEVELOPER. THE
DEVELOPER IS NOT RESPONSIBLE FOR THE ACCURACY, COMPLETENESS OR FAIRNESS OF
ANY SUCH UNAUTHORIZED STATEMENTS.

THE DEVELOPER HAS NO OBLIGATION TO UPDATE THIS SEMI-ANNUAL REPORT
OTHER THAN AS EXPRESSLY PROVIDED IN THE DISCLOSURE AGREEMENT.
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Dated: .20 LENNAR KFPLB, L1LC,
a Delaware limited liability company

By:

Name:
Title:
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EXHIBIT C

MUNICIPAL SECONDARY MARKET DISCLOSURE
INFORMATION COVER SHEET

Municipal Secondary Market Disclosure
Information Cover Sheet

This cover sheet should be sent with all submissions made to the Municipal Securities Rulemaking Board, Nationally Recognized
Municipal Securities Information Repositories, and any applicable State Information Depository, whether the filing is voluntary or
made pursuant to Securities and Exchange Commission rule 15¢2-12 or any analogous state statute.

See www.sec.gov/info/municipal/nrmsir.htm for list of current NRMSIRs and SIDs

IF THIS FILING RELATES TO A SINGLE BOND ISSUE:
Provide name of bond issue exactly as it appears on the cover of the Official Statement
(please include name of state where Issuer is located):

$11,785,000
SANTA ANA UNIFIED SCHOOL DISTRICT
COMMUNITY FACILITIES DISTRICT NO. 2004-1
(CENTRAL PARK PROJECT)
2005 SPECIAL TAX BONDS

(California)

Provide nine-digit CUSIP® numbers * if available, to which the information relates:

2008 801166AA7 2016 801166AT8

2009 801166AB5 2017 801166AKS
2010 801166AC3 2018 801166AL3
2011 801166AD1 2019 801166AM1
2012 801166AE9 2020 801166AN9
2013 801166AF6 2025 801166AT6
2014 801166AG4 2030 801166AU3
2015 801166AH2 2035 801166AV1

IF THIS FILING RELATES TO ALL SECURITIES ISSUED BY THE ISSUER OR ALL SECURITIES OF
A SPECIFIC CREDIT OR ISSUED UNDER A SINGLE INDENTURE:

Issuer’s Name (please include name of state where Issuer is located):

Other Obligated Person’s Name (if any):
xactly as it appears on the Official Statement Cover)

Provide six-digit CUSIP® number(s)*, if available, of Issuer:

#(Contact CUSIP® s Municipal Disclosure Assistance Line at 212.438.6518 for assistance with obtaining the proper CUSIP® numbers.)

TYPE OF FILING:
O Electronic (number of pages attached) O Paper (number of pages attached)

If information is also available on the Intemet, give URL:

WHAT TYPE OF INFORMATION ARE YOU PROVIDING? (Check all that apply)

A. [J Annual Financial Information and Operating Data pursuant to Rule 15¢2-12
(Financial information and operating data should not be filed with the MSRB.)

Fiscal Period Covered:
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B. [0 Audited Financial Statements or CAFR pursuant to Rule 15¢2-12

Fiscal Period Covered:

C. 0 Notice of a Material Event pursuant to Rule 15¢2-12 (Check as appropriate)

1. [0 Principal and interest payment delinquencies

2. [0 Non-payment related defaults

6. [0 Adverse tax opinions or events affecting the tax-
exempt status of the security

7. 0 Modifications to the rights of security holders

3. [0 Unscheduled draws on debt service reserves [0 Bond calls
reflecting financial difficulties
4. O Unscheduled draws on credit enhancements 9. O Defeasances
reflecting financial difficulties
5. [J Substitution of credit or liquidity providers, or their  10. [0 Release, substitution, or sale of property securing

failure to perform

repayment of the securities
11. O Rating changes

D. U Notice of Failure to Provide Annual Financial Information as Required

E. O Other Secondary Market Information (Specify):

I hereby represent that I am authorized by the issuer or obligor or its agent to distribute this information publicly:

Issuer Contact:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Email Address Issuer Web Site Address

Dissemination Agent Contact, if any:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Emeail Address Relationship to Issuer

Obligor Contact, if any:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Emeail Address Obligor Web site Address

Investor Relations Contact, if any:

Name Title

Telephone Email Address




APPENDIX H
FORM OF OPINION OF BOND COUNSEL

Upon delivery of the 2005 Bonds, Stradling Yocca Carlson & Rauth, Newport Beach, California,
Bond Counsel to Community Facilities District No. 2004-1 of the Santa Ana Unified School District (Central
Park Project), proposes to render their final approving opinion with respect to the 2003 Bonds in
substantially the following form:

[Date of Delivery]

Community Facilities District No. 2004-1
of the Santa Ana Unified School District
Santa Ana, California

Re: 811,785,000 Community Facilities District No. 2004-1 of the Santa Ana Unified
Schaol District (Central Park Project) 2005 Special Tax Bonds

Ladies and Gentlemen:

We have examined the Constitution and the laws of the State of California, a certified record of the
proceedings of the Santa Ana Unified School District taken in connection with the formation of Community
Facilities District No. 2004-1 of the Santa Ana Unified School District (Central Park Project) (the “District™)
and the authorization and issuance of the District’s 2005 Special Tax Bonds in the aggregate principal amount
of $11,785,000 (the <2005 Bonds™) and such other information, certificates, opinions and documents as we
consider necessary to render this opinion. We have assumed the genuineness of all documents and signatures
presented to us, the authenticity of documents submitted to us as originals and the conformity to originals of
documents submitted as copies. In rendering this opinion, we have relied upon certain representations of fact
and certifications made by the District, the initial purchasers of the 2005 Bonds and others. We have not
undertaken to verify through independent investigation the accuracy of the representations and certifications
relied upon by us.

The 2005 Bonds have been issued pursuant to the Mello-Roos Community Facilities Act of 1982,
as amended (comprising Chapter 2.5 of Part 1 of Division 2 of Title 5 of the Government Code of the State
of California), and that certain Bond Indenture, dated as of August 1, 2005 (the “Bond Indenture™), by and
between the District and The Bank of New York Trust Company, N.A., as Fiscal Agent (the “Fiscal Agent™).
All capitalized terms not defined herein shall have the meanings set forth in the Bond Indenture.

The 2005 Bonds are dated the date of delivery and mature on the dates and in the amounts set forth
in the Bond Indenture. The 2005 Bonds bear interest pavable semiannually on each March 1 and
September 1, commencing on March 1, 2006, at the rates per annum set forth in the Bond Indenture. The
2005 Bonds are registered bonds in the form set forth in the Bond Indenture, redeemable in the amounts, at
the times and in the manner provided for in the Bond Indenture.

Based upon our examination of the foregoing, and in reliance thercon and on all matters of fact as
we deem relevant under the circumstances, and upon consideration of applicable laws, we are of the opinion
that:

(D The 2005 Bonds have been duly and validly authorized by the District and are legal, valid
and binding limited obligations of the District, enforceable in accordance with their terms and the terms of
the Bond Indenture, except to the extent that enforceability may be limited by bankruptey, insolvency,
reorganization, moratorium, fraudulent conveyance or transfer or other laws affecting creditors” rights
generally, by the exercise of judicial discretion in accordance with general principles of equity or otherwise
n appropriate cases and by limitations on remedies against public agencies in the State of California. The
2005 Bonds are limited obligations of the District but are not a debt of the School District, the State of
California or any other political subdivision thereof within the meaning of any constitutional or statutory
limitation, and, except for the Special Taxes pledged by the District, neither the faith and credit nor the taxing
power of the School District, ﬂIw)e State of California, or any of its political subdivisions is pledged for the
payment thereof.
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(2) The execution and delivery of the Bond Indenture has been duly authorized by the District,
and the Bond Indenture is valid and binding upon the District and is enforceable in accordance with its terms,
except to the extent that enforceability may be Limited by bankruptcy, insolvency, reorganization,
moratorium, fraudulent conveyance or transfer or other similar {'aws affecting creditors’ rights generally, by
the exercise of judicial discretion in accordance with general principles of equity or otherwise in appropriate
cases and by limitations on remedies against public agencies in the State og California; provided, however,
we express no opinion as to the enforceability of the covenant of the District contained in the Bond Indenture
to levy Special Taxes for the payment of Administrative Expenses or as to any indemnification, contribution,
choice of law, choice of forum, penalty or waiver provisions contained therein.

3 The Indenture creates a valid pledge of that which the Bond Indenture purports to pledge,
subject to the provisions of the Bond Indenture, except to the extent that enforceability of the Bond Indenture
may be limited by bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance and other
similar laws affecting creditors’ rights generally, by the exercise of judicial discretion in accordance with
general principles of equity or otherwise in appropriate cases and by the limitations on legal remedies against
public agencies in the State of California.

(4 Under existing statutes, regulations, rulings and judicial decisions, interest (and originalissue
discount) on the 2005 Bonds 1s excluded ]grom gross income for federal income tax purposes and is not an
item of tax preference for purposes of calculating the federal alternative minimum tax imposed on individuals
and corporations; however, 1t should be noted that, with respect to corporations, such interest (and original
1ssue discount) will be included as an adjustment in the calculation of alternative minimum taxable income,
which may affect the alternative minimum tax liability of corporations.

)] Interest (and original issue discount) on the 2005 Bonds is exempt from State of California
personal income tax.

(6) The difference between the 1ssue price of a Bond (the first price at which a substantial amount
of the 2005 Bonds of a maturity are to be sold to ﬂIze public) and the statedp redemption price at maturity with
res]i)ect to such Bond constitutes original issue discount. Original issue discount accrues under a constant
vield method, and original issue discount will acerue to a Bond owner before receipt of cash attributable to
such excludable income. The amount of original issue discount deemed received by a Bond owner will
increase the Bond owner’s basis in the applicable Bond. Original issue discount that accrues for the Bond
owner 1s excluded from the gross income of such owner for federal income tax purposes, 1s not an item of
tax preference for purposes of calculating the federal alternative minimum tax imposed on individuals or
corporations (as described in paragraph 4 above) and is exempt from State of California personal income tax.

@) The amount by which a Bond owner’s original basis for determining loss on sale or exchange
in the applicable Bond (generally the purchase price) exceeds the amount payable on maturity (or on an
earlier call date) constitutes amortizable Bond premium which must be amortized under Section 171 of the
Code; such amortizable Bond premium reduces the Bond owner’s basis in the applicable Bond (and the
amount of tax-exempt interest received), and is not deductible for federal income tax purposes. The basis
reduction as aresult of the amortization of Bond premium may result in a Bond owner realizing a taxable gain
when a Bond 1s sold by the owner for an amount equal to or less (under certain circumstances) than the
original cost of the Bond to the owner.

The opinions expressed in paragraphs (4) and (6) above as to the exclusion from gross income for
federal income tax purposes of interest (and original issue discount) on the 2005 Bonds are subject to the
condition that the District complies with all requirements of the Internal Revenue Code of 1986, as amended
(the “Code™), that must be satisfied subsequent to the issuance of the 2005 Bonds to assure that such mterest
(and original issue discount) will not become includable in gross income for federal income tax purposes.
Failure to comply with such requirements of the Code might cause interest (and original issue discount) on
the 2005 Bonds to be included in gross income for federal income tax purposes retroactive to the date of
1ssuance of the 2005 Bonds. The District has covenanted to comply with all such requirements. Except as
set forth in paragraphs (4), (5), (6) and (7) above, we express no opmion as to any tax consequences related
to the 2005 Bonds.

Certain agreements, requirements and procedures contained or referred to in the Bond Indenture and
the Tax Certificate executed by the District with respect to the 2005 Bonds may be changed and certain
actions may be taken or omitted, under the circumstances and subject to the terms and conditions set forth
in such documents. We express no opinion as to the exclusion of interest (and original issue discount) on the
2005 Bonds from gross income for federal income tax purposes on and after the date on which any such
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change occurs or action is taken or omitted upon the advice or approval of counsel other than Stradling Yocca
Carlson & Rauth, a Professional Corporation.

We are admitted to the practice of law only in the State of California and our opinion is limited to
matters governed by the laws of the State of California and federal law. We assume no responsibility with
respect to the applicability or the effect of the laws of any other jurisdiction and express no opinion as to the
enforceability of the choice of law provisions contained in the Bond Indenture.

The opinions expressed herein are based upon an analysis of existing statutes, regulations, rulings
and judicial decisions and cover certain matters not directly addressed by such authorities. We call attention
to the fact that the foregoing opinions may be affected by actions taken (or not taken) or events occurring (or
not occurring) after the date hereof. We have not undertaken to determine, or to inform any person, whether
such actions or events are taken (or not taken) or do occur (or do not occur). Our engagement with respect
}0 tl;leh200_5 Bonds terminates upon their issuance, and we disclaim any obligation to update the matters set

orth herem.

We express no opinion herein as to the accuracy, completeness or sufficiency of the Official
Statement or other offering material, if any, relating to the 2005 Bonds and expressly disclaim any duty to

advise the owners of the 2005 Bonds with respect to the matters contained in the Official Statement or other
offering material relating to the 2005 Bonds.

Respectfully submitted,
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APPENDIX 1
BOOK-ENTRY SYSTEM

The following description of the procedures and record keeping with respect to beneficial ownership
interests in the 2005 Bonds, payment of principal of and interest on the 2005 Bonds to Direct Participants,
Indirect Participants or Beneficial Owners (as such terms are defined below) of the 2003 Bonds, confirmation
and transfer of beneficial ownership interesis in the 2005 Bonds and other Bond-related transactions by and
between DTC, Direct Participants, Indirect Participants and Beneficial Owners of the 2005 Bonds is based
solely on information furnished by DTC to the School District which the School District believes to be
reliable, bui the School District and the Underwriter do not and cannot make any independent
representations concerning these matters and do not take responsibility for the accuracy or complefeness
thereof. Neither the DTC, Direct Participants, Indirect Participants nor the Beneficial Owners shfmld rely
on the foregoing information with respect to such matters, but should instead confirm the same with DTC or
the DTC Farticipants, as the case may be.

The Depository Trust Company (“DTC™), New York, NY, will act as securities depository for the
2005 Bonds. The 2005 Bonds will be issued as fully-registered securities registered in the name of Cede &
Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized representative
of DTC. One fully-registered 2005 Bond will be issued for each maturity of the 2005 Bonds, each in the
aggregate principal amount of such maturity, and will be deposited with DTC.

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under
the New York Banking Law, a “banking organization” within the meaning of the New York Banking Law,
a member of the Federal Reserve System, a “clearing corporation’ within the meaning of the New York
Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of
the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 2.2 million issues of
U.S. and non-U.S. equity issues, corporate and municipal debt issues and money market instruments from
over 100 countries that DTC’s participants (“Direct Participants™) deposit with DTC. DTC also facilitates
the post-trade settlement among Direct Participants of sales and other securities transactions in deposited
securities, through electronic computerized book-entry transfers and pledges between Direct Participants’
accounts. This eliminates the need for physical movement of secunties certificates. Direct Participants
include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations,
and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing
Corporation (“DTCC™). DTCC, in turn, is owned by a number of Direct Participants of DTC and Members
of the National Securities Clearing Corporation, Fixed Income Clearing Corporation and Emerging Markets
Clearing Corporation (NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York
Stock Exchange, Inc., the American Stock Exchange L1.C, and the National Association of Securities Dealers,
Inc. Access to the DTC system is also available to others such as both U.S. and non-U.5. securities brokers
and dealers, banks, trust companies and clearing corporations that clear through or maintain a custodial
relationship with a Direct Participant, either directly or indirectly (the “Indirect Participants’™). DTC has
Standard & Poor’s highest rating: AAA. The DTC Rules applicable to its Participants are on file with the
Securities and Exchange Commission. More information about DTC can be found at www .dtcc.com and
www.dtc.org.

Purchases of 2005 Bonds under the DTC system must be made by or through Direct Participants,
which will recerve a credit for the 2005 Bonds on DTC’s records. The ownership interest of each actual
purchaser of each 2005 Bond (“Beneficial Owner™) 1s in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their purchase.
Beneficial Owners are, however, expected to receive written confirmations providing details of the
transaction, as well ag periodic statements of their holdings, from the Direct or Indirect Participant through
which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the 2005 Bonds
are to be accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of
Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership interests in
the 2005 Bonds, except in the event that use of the book-entry system for the 2005 Bonds is discontinued.

To facilitate subsequent transfers, all 2005 Bonds deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co. or such other name as requested by an
authorized representative of DTC. The deposit of the 2005 Bonds with DTC and their registration in the
name of Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has
no knowledge of the actual Beneficial Owners of the 2005 Bonds; DTC’s records reflect only the identity of
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the Direct Participants to whose accounts such 2005 Bonds are credited, which may or may not be the
Beneficial Owners. The Direct or Indirect Participants will remain responsible for keeping account of their
holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficiawaners
will be governed by arrangements among them, subject to any statutory or regulatory requirements as may
be in effect from time to time. Beneficial Owners of 2005 Bonds may wish to take certain steps to augment
the transmissions to them of notices of significant events with respect to the 2005 Bonds, such as
redemptions, tenders, defaults, and proposed amendments to the 2005 Bonds documents. For example,
Beneficial Owners of the 2005 Bonds may wish to ascertain that the nominee holding the 2005 Bonds for
their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the a%ternative, Beneficial
Owners may wish to provide their names and addresses to the Fiscal Agent and request that copies of notices
be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the 2005 Bonds are being redeemed,
D"ll;C’s Eractic(ej1 15 to determine by lot the amount of the interest of each Direct Participant in such maturity
to be redeemed.

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with respect to the
2005 Bonds unless authorized by a Direct Participant in accordance with DTC’s Procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the School District as soon as possible after the record date.
The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose
accounts the 2005 Bonds are credited on the recordg date (identified in a listing attached to the Omnibus
Proxy).

Principal, redemption price and interest payments on the 2005 Bonds will be made to Cede & Co.,
or such other nominee as may be requested by an authorized representative of DTC. DTC’s practice is to
credit Direct Participants” accounts upon DTC’s receipt of funds and corresponding detail information from
the School District or the Fiscal Agent, on a payable date in accordance with their respective holdings shown
on DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instructions
and customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC, the Fiscal Agent
or the School District, subject to any statutory or regulatory requirements as may be in effect from time to
time. Payment of principal, redemption price and interest payvments to Cede & Co. (or such other nominee
as may be requested by an authorized representative of DTC) is the responsibility of the School District or
the Fiscal Agent, disbursement of such payments to Direct Participants will be the responsibility of DTC, and
disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect
Participants.

DTC may discontinue providing its service as depository with respect to the 2005 Bonds at any time
by giving reasonable notice to the School District or the Fiscal Agent. Under such circumstances, in the event
that a successor depository 1s not obtained, the 2005 Bond certificates are required to be printed and
delivered.

The School District may decide to discontinue use of the system of book-entry-only transfers through
DTC (or a successor securities depository). In that event, the 2005 Bond certificates will be printed and
delivered to DTC.

The information in this section concerning DTC and DTC’s book-entry system has been obtamned
from sources that the School District believes to be reliable, but the School District takes no responsibility
for the accuracy thereof.

Discontinuance of DTC Services

In the event that (a) DTC determines not to continue to act as securities depository for the 2005
Bonds, or (b) the School District determines that DTC shall no longer act and delivers a written certificate
to the Fiscal Agent to that effect, then the School District will discontinue the Book-Entry System with DTC
for the 2005 Bonds. If the School District determines to replace DTC with another qualified securities
depository, the School District will prepare or direct the preparation of a new single separate, fully registered
Bond for each maturity of the 2005 Bonds registered in the name of such successor or substitute securities
depository as are not inconsistent with the terms of the Bond Indenture. If the School District fails to identify
another qualified securities depository to replace the incumbent securities depository for the 2005 Bonds, then
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the 2005 Bonds shall no longer be restricted to being registered in the 2005 Bond registration books in the
name of the incumbent securities depository or its nominee, but shall be registered in whatever name or names
the incumbent securities depository orits nominee transferring or exchanging the 2005 Bonds shall designate.

In the event that the Book-Entry System is discontinued, the following provisions would also apply:
(1) the 2005 Bonds will be made available in physical form, (i1) principal of, and redemption premiums L‘F any,
on the 2005 Bonds will be payable upon surrender thereof at the trust office of the Fiscal Agent identified
in the Bond Indenture, and (111) the 2005 Bonds will be transferable and exchangeable as provided in the Bond
Indenture.

The School District and the Fiscal Agent do not have any responsibility or obligation to DTC
FParticipants, fo the persons for whom they act as nominees, to Beneficial Owners, or to any other person who
is not shown on the registration books as being an owner of the 2003 Bonds, with respect to (i) the accuracy
of any records maintained by DTC or any DTC Participants; (ii) the payment by DTC or any DTC
Participant of any amount in respect of the principal of, redemption price of or interest on the 2005 Bonds;
(iii) the delivery of any notice which is permitted or required to ge given to registered owners under the Bond
Indenture; (iv) the selection by DTC or any DTC Participant of any person fo receive payment in the event
of a partial redemption of the 2005 Bonds, (v) any consent given or other action taken g}DT C as registered
owner; or (vi) any other matter arising with respect to the 2003 Bonds or the Bond Indenture. The School
District and the Fiscal Agent cannot and do not give any assurances that DTC, DTC Participants or others
will distribute payments of principal of or interest on the 2005 Bonds paid to DTC or its nominee, as the
registered owner, or any notices fo the Beneficial Owners or that they will do so on a timely basis or will
serve and act in a manner described in this Official Statement. The School District and the Fiscal Agent are
not responsible or liable for the failure of DI'C or any DTC Participant to make any payment or give any
notice to a Beneficial Owner in respect to the 2005 Bonds or any error or delay relating thereto.

THE COMMUNITY FACILITIES DISTRICT AND THE FISCAL AGENT WILL HAVE NO
RESPONSIBILITY OR OBLIGATION TO PARTICIPANTS, TO INDIRECT PARTICIPANTS, OR TO
ANY BENEFICIAL, OWNER WITH RESPECT TO (I) THE ACCURACY OF ANY RECORDS
MAINTAINED BY DTC, ANY PARTICIPANT, OR ANY INDIRECT PARTICIPANT, (II) THE
DELIVERY OF ANY NOTICE THAT 1S PERMITTED OR REQUIRED TO BE GIVEN TO THE
BONDOWNERS UNDER THE BOND INDENTURE, (III) THE SELECTION BY DTC OR ANY
PARTICIPANT OR INDIRECT PARTICIPANT OF ANY PERSON TO RECEIVE PAYMENT IN THE
EVENT OF A PARTIAL REDEMPTION OF A 2005 BOND, (IV) THE PAYMENT BY ANY
PARTICIPANT OR INDIRECT PARTICIPANT OF ANY PRINCIPAL OR REDEMPTION PREMIUM,
IF ANY, OF OR INTEREST ON THE 2005 BONDS, (V) ANY CONSENT GIVEN OR OTHER ACTION
TAKEN BY DTC AS THE BONDOWNER OF THE 2005 BONDS, OR (VI) ANY OTHER MATTER.

THE FISCAL AGENT, AS LONG AS A BOOK-ENTRY-ONLY SYSTEM IS USED FOR THE
2005 BONDS, WILL SEND ANY NOTICE OF REDEMPTION OR OTHER NOTICES ONLY TO DTC.
ANY FAILURE OF DTC TO ADVISE ANY PARTICTPANT, OR OF ANY PARTICIPANT TO NOTIFY
ANY BENEFICIAL OWNER OF ANY NOTICE ANDITS CONTENT OR EFFECT WILL NOT AFFECT
THE VALIDITY OR SUFFICIENCY OF THE PROCEEDINGS RELATING TO THE REDEMPTION OF
THE 2005 BONDS CALLED FORREDEMPTION OR OF ANY OTHER ACTION PREMISED ON SUCH
NOTICE.
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