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$980,000 5.000% Term Bonds due September 1, 2023 - Price: 100.000 CUSIPt No. 27627LL 72 
$1,125,000 5.000% Term Bonds due September 1, 2026 - Price: 99.374 CUSIP1 No. 27627LL80 
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Investment in the 2006 Bonds involves risks which are not appropriate for certain investors. Therefore, only persons with 
substantial financial resources (in net worth and/or income) who understand (either alone or with competent investment advice) the 
risks of investment in the 2006 Bonds should consider such investment. 

All information for investors regarding the Water District, the Community Facilities District and the Bonds is contained in 
this Official Statement. While the Water District maintains an internet website for various purposes, none of the information on that 
website is intended to assist investors in making any investment decision or to provide any continuing information with respect to the 
2006 Bonds or any other bonds or obligations of the Water District. No dealer, broker, salesperson or other person has been 
authorized by the Water District to provide any information or to make any representations other than as contained herein and, if 
given or made, such other information or representation must not be relied upon as having been authorized by the Water District. 
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 2006 
Bonds by a person in any jurisdiction in which it is unlawful for such person to make such an offer, solicitation or sale. 

This Official Statement is not to be construed as a contract with the purchasers of 2006 Bonds. Statements contained in 
this Official Statement that involve estimates, forecasts or matters of opinion, whether or not expressly so described herein, are 
intended solely as such and are not to be construed as a representation of facts. 

The information set forth herein has been obtained from the Water District, the owners of the property in the Community 
Facilities District and certain other sources. Such information is believed to be reliable but is not guaranteed as to its accuracy or 
completeness. The information and expressions of opinion 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 Water District or of the owners of property within the Community Facilities District or any matters expressed 
herein since the date hereof. All summaries contained herein of the Resolution of Issuance or other documents are made subject to 
the provisions of such documents and do not purport to be complete statements of any or all of such provisions. 

The Underwriter has provided the following sentence for inclusion in this Official Statement: 

The Underwriter has reviewed the information in this Official Statement in accordance with, and as part of, its 
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this transaction, but the 
Underwriter does not guarantee the accuracy or completeness of such information. 

CAUTIONARY INFORMATION REGARDING FORWARD-LOOKING STATEMENTS IN 
THIS OFFICIAL STATEMENT 

Certain statements included or incorporated by reference in this Official Statement constitute "Forward-Looking 
Statements" within the meaning of the United States Private Securities Litigation Reform Act of 1995, Section 21E of the United 
States Securities Exchange Act of 1934, as amended, and Section 27A of the United States Securities Act of 1933, as amended. Such 
statements are generally identifiable by the terminology used, such as "plan," "expect," "estimate," "budget" and other similar words 
and include, but are not limited to, statements that describe possible future development of property within the Community Facilities 
District and the costs associated with such development. 

The achievement of certain results or other expectations contained in such forward-looking statements involves 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. 
While the Community Facilities District has agreed to provide certain on-going financial and operating data for a limited period of 
time (see "CONTINUING DISCLOSURE" and Appendix F hereto), it does not plan to issue any updates or revisions to those 
forward-looking statements if or when its expectations or events, conditions or circumstances on which statements are based change. 

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVER-ALLOT OR EFFECT 
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE 2006 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 2006 BONDS TO CERTAIN 
DEALERS AND DEALER BANKS AND BANKS ACTING AS AGENTS AT PRICES LOWER THAN THE PUBLIC 
OFFERING PRICES STATED ON THE INSIDE FRONT COVER PAGE HEREOF, AND SAID PUBLIC OFFERING PRICES 
MAY BE CHANGED FROM TIME TO TIME BY THE UNDERWRITER 

THE 2006 BONDS HA VE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF l 933, AS AMENDED, IN 
RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH ACT THE 2006 BONDS HA VE NOT BEEN REGISTERED OR 
QUALIFIED UNDER THE SECURITIES LAWS OF ANY STA TE. 
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$13,445,000 
COMMUNITY FACILITIES DISTRICT NO. 2001-01 (FRENCH VALLEY) 

OF THE EASTERN MUNICIPAL WATER DISTRICT 
IMPROVEMENT AREA A 

2006 SPECIAL TAX BONDS 

INTRODUCTION 

The purpose of this Official Statement, which includes the cover page and the appendices 
hereto, is to provide certain information concerning the Community Facilities District No. 2001-01 
(French Valley) of the Eastern Municipal Water District, Improvement Area A 2006 Special Tax 
Bonds (the "2006 Bonds"). The 2006 Bonds will be issued on a parity with the Community 
Facilities District No. 2001-01 of the Eastern Municipal Water District Improvement Area A 2002 
Special Tax Bonds (the "2002 Bonds" and together with the 2006 Bonds, the "Bonds"), originally 
issued in the aggregate principal amount of $8,960,000 and currently outstanding in the aggregate 
principal amount of$8,685,000. 

The Mello-Roos Community Facilities Act of 1982, as amended, commencing at 
Section 53311, et seq., of the California Government Code (the "Act"), was enacted by the California 
Legislature to provide an alternative method of funding certain essential public capital facilities and 
services, especially in developing areas of the State of California. Once duly established, a 
community facilities district is a legally constituted governmental entity, with the governing board or 
legislative body of the local agency acting on its behalf. Subject to approval by a two-thirds vote of 
the qualified electors voting and compliance with the provisions of the Act, a legislative body of a 
local agency may issue bonds for a community facilities district or for an improvement area within a 
community facilities district and may levy and collect a special tax within such district or 
improvement area to repay such indebtedness. 

Pursuant to the Act, the Board of Directors (the "Board") of Eastern Municipal Water District 
(the "Water District") adopted a resolution on July 18, 2001 stating its intention to establish 
Community Facilities District No. 2001-01 (French Valley) of the Eastern Municipal Water District 
(the "Community Facilities District") and designating Improvement Area A ("Improvement Area A") 
and Improvement Area B ("Improvement Area B" and together with Improvement Area A, the 
"Improvement Areas") and adopted a resolution stating its intention to authorize bonded 
indebtedness on behalf of each Improvement Area within the Community Facilities District. On 
September 19, 2001, the Community Facilities District, Improvement Area A and Improvement 
Area B therein, were formed and an election was held pursuant to the Act in each Improvement Area. 
The qualified elector in Improvement Area A, being the then sole owner of land in Improvement 
Area A, authorized the Community Facilities District to incur bonded indebtedness on behalf of 
Improvement Area A in an amount not to exceed $24,000,000 in order to finance certain public 
facilities and various costs related thereto (the "Improvement Area A Project") and approved the rate 
and method of apportionment of special tax (the "Rate and Method of Apportionment"), the levy of a 
special tax on the taxable property within Improvement Area A ( the "Improvement Area A Special 
Tax") to pay the principal and interest on the Bonds and annual administrative expenses of the 
Community Facilities District associated with Improvement Area A and to make any replenishments 
to the reserve account for the Bonds ( the "Reserve Account") consistent with the Rate and Method of 
Apportionment and the Act. 



Pursuant to the Act, the five members of the Board now act as the legislative body for the 
Community Facilities District. Community Facilities District administrative services are provided by 
the Water District's staff. 

The 2006 Bonds are being issued pursuant to Resolution No. 3590 adopted by the Board on 
May 1, 2002, a Supplement to Resolution No. 3590, dated as of June 1, 2002, Resolution No. 4545 
adopted by the Board on August 16, 2006, and a Supplement to Resolution No. 4545 and Second 
Supplement to Resolution No. 3590 dated as of September 1, 2006 (the Supplement to Resolution 
No. 3590 and the Supplement to Resolution No. 4545 and Second Supplement to Resolution No. 
3590 are collectively referred to herein as the "Supplement to Resolution" and together with 
Resolution No. 3590 and Resolution No. 4545, the "Resolution"). The Resolution appoints U.S. 
Bank National Association (the "Fiscal Agent") as the fiscal agent for the Bonds. 

The Resolution provides that the Bonds shall be secured by a pledge of the Net Improvement 
Area A Special Taxes (which consist of the Improvement Area A Special Taxes minus certain 
administrative expenses) and amounts on deposit in the Special Tax Fund established pursuant to the 
Supplement to Resolution (except in the Letter of Credit Account in the Special Tax Fund) and (to 
the limited extent described herein) the Special Tax Letter of Credit described below under the 
caption "SECURITY FOR THE BONDS - Special Tax Letter of Credit." Special taxes levied in 
Improvement Area Bare not pledged to or available for payment of the Bonds. 

The Improvement Area A Special Taxes are expected to be included on the regular property 
tax bills sent to the record owners of property within Improvement Area A. See "SECURITY FOR 
THE BONDS - The Improvement Area A Special Tax." The Community Facilities District has 
covenanted for the benefit of the owners of the Bonds that, under certain circumstances described 
herein, it will commence judicial foreclosure proceedings with respect to delinquent Improvement 
Area A Special Taxes by October 1 following the close of the Fiscal Year in which such 
Improvement Area A Special Taxes were due and will diligently pursue such proceedings. See 
"SECURITY FOR THE BONDS - Covenant for Superior Court Foreclosure." 

Neither the faith and credit nor the taxing power of the County of Riverside (the "County"), 
the Water District, the State or any political subdivision thereof (other than the taxing power of the 
Community Facilities District to the limited extent described herein) is pledged to the payment of the 
Bonds. Except for the Improvement Area A Net Special Taxes, no other taxes are pledged to the 
payment of the Bonds. The Bonds are not general or special obligations of the Water District or the 
Community Facilities District, but are limited obligations of the Community Facilities District 
payable solely from Net Improvement Area A Special Taxes and certain amounts held under the 
Supplement to Resolution, as more fully described herein. 

See the section of this Official Statement entitled "SPECIAL RISK FACTORS" for a 
discussion of special factors which should be considered, in addition to the other matters set forth 
herein, in considering the investment quality of the 2006 Bonds. 

The property in Improvement Area A is located north of the City of Temecula and east of the 
City of Murrieta in an unincorporated area of the County known as "French Valley." Improvement 
Area A is being developed in two phases and, upon buildout, is expected to consist of 1,081 single 
family detached homes. Phase 1 is fully built-out and includes 448 single family detached residential 
homes owned by individual homeowners. Phase 1 was developed by Brookfield Winchester LLC, a 
Delaware limited liability company ("Brookfield Winchester"). Phase 2 includes approximately 
310 gross acres being developed by Brookfield W633 LLC, a Delaware limited liability company 
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(the "Developer") and planned to contain approximately 633 single family detached homes at 
buildout. As of July 1, 2006, within Phase 2, four model homes were completed, 18 production 
homes were completed and had closed escrow to individual homeowners, 55 homes were under 
construction, 325 lots were in near finished lot condition and 231 lots were in blue-top condition. As 
of July 1, 2006, the land within Improvement Area A was owned by the Developer and 
466 individual homeowners ( 448 units in Phase 1 and 18 units in Phase 2). 

The boundaries of the approximately 310 gross acres of land being developed by the 
Developer in Phase 2 are coterminous with the boundaries of Community Facilities District 
No. 2003-22 (Brookfield Overlay) of the Eastern Municipal Water District ("CFD No. 2003-22"). 
CFD No. 2003-22 plans to issue approximately $12,500,000 of bonds secured by special taxes within 
CFD No. 2003-22 equal in priority to the continuing lien of the Improvement Area A Special Taxes. 
See the caption "SECURITY FOR THE BONDS - Parity Bonds." The Water District has obtained 
an appraisal (the "Appraisal") for the 310 gross acres of land being developed by the Developer 
within Improvement Area A (the "Appraised Property"). The Appraisal was prepared for the 
Community Facilities District by Harris Realty Appraisal of Newport Beach, California (the 
"Appraiser"). Based upon the assumptions (including an assumption that 2006 Bond proceeds of at 
least $11,000,000 will be made available to finance certain public facilities authorized by the 
Community Facilities District) and subject to the limitations set forth in the Appraisal, the Appraiser 
is of the opinion that, as of June 1, 2006, the market value of the Appraised Property is $57,500,000. 
The 448 single family detached residential homes within Improvement Area A developed by 
Brookfield Winchester in Phase 1 and owned by individual homeowners as of June 1, 2006 are not 
included within the Appraisal. The assessed value for fiscal year 2005-06 for the 448 Phase 1 homes 
is approximately $156,904,066. See "THE COMMUNITY FACILITIES DISTRICT - Property 
Values." A copy of the Appraisal is included as Appendix B to this Official Statement. 

This Official Statement sets forth brief descriptions of the 2006 Bonds, the Community 
Facilities District, Improvement Area A, the Supplement to Resolution, the Community Facilities 
District's Continuing Disclosure Agreement, the Continuing Disclosure Agreement of the Developer 
and certain other matters. Such descriptions do not purport to be comprehensive or definitive. All 
references herein to any of the aforesaid documents are qualified in their entirety by reference to the 
forms thereof, which are available for inspection at the office of the Secretary of the Board for the 
Water District in Perris, California. Capitalized terms not defined herein shall have the respective 
meanings ascribed to them in Appendix A hereto or, if not defined in Appendix A, the meanings 
ascribed to them in the Resolution. This Official Statement speaks only as of its date, and the 
information contained herein is subject to change. 

THE BONDS 

Anthority for lssnance 

The Community Facilities District was established, Improvement Area A was designated, 
and bonded indebtedness in an aggregate principal amount of not to exceed $24,000,000 was 
authorized for Improvement Area A pursuant to the provisions of the Act. The proposition relating 
to the incurring of the indebtedness was consolidated with the proposition relating to the levying of 
the Improvement Area A Special Tax into one proposition which was submitted to and approved by 
the qualified elector of Improvement Area A on September 19, 2001. In accordance with the Act, the 
only qualified elector was Brookfield Land Company, Inc. ("Brookfield Land"), the then sole owner 
of land located therein. A Notice of Special Tax Lien was recorded in the office of the County 
Recorder on May 10, 2002 as Document No. 2002-247304. A waiver of late filing regarding the 
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Notice of Special Tax Lien was signed by the then sole owner of the property within the 
Improvement Area. The Rate and Method of Apportionment and the amount of the Improvement 
Area A Special Tax that can be collected from the land within Improvement Area A are more fully 
described in the section herein entitled "SECURITY FOR THE BONDS - The Improvement 
Area A Special Tax" and "THE COMMUNITY FACILITIES DISTRICT." See also Appendix D -
"RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAX." 

The 2006 Bonds will be issued pursuant to the Act and the Resolution. 

General Provisions 

The 2006 Bonds will be dated as of the Delivery Date and bear interest at the rates and 
mature (subject to prior redemption as described below) on the dates set forth on the inside front 
cover page hereof. Interest on such Bonds will be calculated on the basis of a 360-day year 
consisting of twelve 30-day months and will be payable on March 1 and September 1 of each year 
commencing March 1, 2007 (each such date, an "Interest Payment Date"). The 2006 Bonds are 
issued in fully registered form and will be registered in the name of Cede & Co., as nominee of The 
Depository Trust Company, New York, New York ("DTC"). DTC will act as securities depository 
of the Bonds. Ownership interests in the Bonds may be purchased in book-entry form only in 
denominations of $5,000 and any integral multiple. See the subsection hereof entitled "Book-Entry 
System." 

The principal of and interest on the Bonds shall be payable in lawful money of the United 
States of America. 

Redemption 

Optional Redemption. The 2006 Bonds may be redeemed, at the option of the Community 
Facilities District, from any source of funds, other than Prepayments, on any Interest Payment Date 
on or after March 1, 2007, in whole or in part (in such amounts and maturities as may be designated 
by the Community Facilities District, with the particular 2006 Bonds of such maturities to be selected 
by the Fiscal Agent by lot), at the following redemption prices expressed as a percentage of the 
principal amount to be redeemed, together with accrued interest to the date of redemption: 

Redemption Dates 

Each Interest Payment Date from March 1, 2007 
through March 1, 2016 

September 1, 2016 and each Interest Payment 
Date thereafter 

Redemption Prices 

102% 

100 

Mandatory Sinking Fund Redemption. The 2006 Bonds maturing on September 1, 2023 
(the "2023 Term Bonds") shall be called before maturity and redeemed, from the Sinking Fund 
Payments that have been deposited into the Principal Account, on September 1, 2021, and on each 
September 1 thereafter prior to maturity, in accordance with the schedule of Sinking Fund Payments 
set forth below. The 2023 Term Bonds so called for redemption shall be selected by the Fiscal Agent 
by lot and shall be redeemed at a redemption price for each redeemed 2023 Term Bond equal to the 
principal amount thereof, plus accrued interest to the redemption date, without premium, as follows: 
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BONDS MATURING SEPTEMBER 1, 2023 

September 1 

2021 
2022 
2023 (maturity) 

Principal Amount 

$315,000 
325,000 
340,000 

The 2006 Bonds maturing on September 1, 2026 (the "2026 Term Bonds") shall be called 
before maturity and redeemed, from the Sinking Fund Payments that have been deposited into the 
Principal Account, on September 1, 2024, and on each September 1 thereafter prior to maturity, in 
accordance with the schedule of Sinking Fund Payments set forth below. The 2026 Term Bonds so 
called for redemption shall be selected by the Fiscal Agent by lot and shall be redeemed at a 
redemption price for each redeemed 2026 Term Bond equal to the principal amount thereof, plus 
accrued interest to the redemption date, without premium, as follows: 

BONDS MATURING SEPTEMBER 1, 2026 

September 1 

2024 
2025 
2026 (maturity) 

Principal Amount 

$355,000 
375,000 
395,000 

The 2006 Bonds maturing on September 1, 2036 (the "2036 Term Bonds" and together with 
the 2023 Term Bonds and the 2026 Term Bonds, the "Term Bonds") shall be called before maturity 
and redeemed, from the Sinking Fund Payments that have been deposited into the Principal Account, 
on September 1, 2027, and on each September 1 thereafter prior to maturity, in accordance with the 
schedule of Sinking Fund Payments set forth below. The 2036 Term Bonds so called for redemption 
shall be selected by the Fiscal Agent by lot and shall be redeemed at a redemption price for each 
redeemed 2036 Term Bond equal to the principal amount thereof, plus accrued interest to the 
redemption date, without premium, as follows: 

BONDS MATURING SEPTEMBER 1, 2036 

September 1 

2027 
2028 
2029 
2030 
2031 
2032 
2033 
2034 
2035 
2036 (maturity) 

Principal Amount 

$ 415,000 
435,000 
455,000 
475,000 
500,000 
530,000 

1,230,000 
1,295,000 
1,360,000 
1,430,000 

If the Community Facilities District purchases the Term Bonds and delivers them to the 
Fiscal Agent at least 45 days prior to an applicable redemption date, the principal amount of the 
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Term Bonds so purchased shall be credited to reduce the Sinking Fund Payment due on such 
redemption date for the applicable maturity of the Term Bonds. 

In the event of a partial optional redemption or special mandatory redemption of Term 
Bonds, each of the remaining Sinking Fund Payments for such Term Bonds, as described above, will 
be reduced, as nearly as practicable, on a pro rata basis. 

Special Mandatory Redemption from Prepayments. The Bonds are subject to redemption as 
a whole, or in part on a pro rata basis among maturities, on any Interest Payment Date prior to 
maturity from the proceeds of the prepayment of Improvement Area A Special Taxes deposited in the 
Redemption Account pursuant to the Supplement to Resolution and amounts transferred from the 
Reserve Account in connection with such prepayment. Such special mandatory redemption of 
2006 Bonds shall be at the following redemption prices ( expressed as percentages of the principal 
amount of the Bonds to be redeemed), together with accrued interest thereon to the date of 
redemption: 

Redemption Dates 

Each Interest Payment Date from March 1, 2007 
through March 1, 2016 

September 1, 2016 and each Interest Payment 
Date thereafter 

Redemption Prices 

102% 

100 

Notice of Redemption. When Bonds are due for redemption under the Supplement to 
Resolution, the Fiscal Agent shall give notice, in the name of the Community Facilities District, of 
the redemption of the Bonds. Such notice of redemption shall (a) specify the CU SIP numbers, the 
serial numbers and the maturity date or dates of the Bonds selected for redemption, except that where 
all the Bonds are subject to redemption, or all the Bonds of one series or maturity are to be redeemed, 
the serial numbers thereof need not be specified; (b) state the date fixed for redemption and surrender 
of the Bonds to be redeemed; ( c) state the redemption price; ( d) state the place or places where the 
Bonds are to be redeemed; ( e) in the case of the Bonds to be redeemed only in part, state the portion 
of such Bond which is to be redeemed; (f) state the date of issue of the Bonds as originally issued; 
(g) state the rate of interest borne by each Bond being redeemed; and (h) state any other descriptive 
information needed to identify accurately the Bonds being redeemed as shall be specified by the 
Community Facilities District. Such notice shall 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. 

At least 30 days but no more than 45 days prior to the redemption date, the Fiscal Agent shall 
mail a copy of such notice, by first class mail, postage prepaid, to the Original Purchaser and to the 
respective Owners thereof at their addresses appearing on the Bond Register and to the original 
purchaser of the Bonds. In the case of an optional redemption of 2006 Bonds, such notice may state 
that such redemption is subject to receipt by the Fiscal Agent, on or before the date fixed for 
redemption, of moneys sufficient to pay the redemption price of the 2006 Bonds to be redeemed. 
The actual receipt by the Owner of any Bond of notice of such redemption shall not be a condition 
precedent to redemption, and neither any defect therein nor any failure of an Owner to receive such 
notice shall affect the validity of the proceedings for the redemption of such Bonds, or the cessation 
of interest on the redemption date. A certificate by the Fiscal Agent that notice of such redemption 

6 



has been given as provided in the Supplement to Resolution shall be conclusive as against all parties 
and the Owner shall not be entitled to show that he or she failed to receive notice of such redemption. 

Book-Entry System 

DTC will act as secuntles depository for the 2006 Bonds, and the 2006 Bonds will be 
registered in the name of Cede & Co. (DTC's nominee). One fully-registered 2006 Bond certificate 
will be issued for each maturity of the 2006 Bonds in the aggregate principal amount of such 
maturity of such 2006 Bonds, and will be deposited with DTC. So long as Cede & Co. is the 
registered owner of the 2006 Bonds, references herein to the Owners of the 2006 Bonds shall 
mean Cede & Co. and shall not mean the actnal pnrchasers (the "Beneficial Owners") of the 
2006 Bonds. The Commnnity Facilities District does not give any assnrances that OTC, its 
Participants or others will distribnte payments with respect to the 2006 Bonds or notices 
concerning the 2006 Bonds to the Beneficial Owners thereof or that OTC will service and act in 
the manner described in this Official Statement. 

See Appendix E for a further description of DTC and its book-entry system. The information 
presented therein is based solely on information provided by DTC, and no representation is made by 
the Community Facilities District concerning the accuracy thereof. 

Estimated Sonrces and Uses of Fnnds 

The 2006 Bond proceeds are expected to be applied approximately as follows: 

Sources: 
Principal amount of the 2006 Bonds 
Less: Original Issue Discount 
Less: Underwriter's Discount 

Total 

Uses: 
EMWD Improvement Fund 
School Improvement Fund 
Reserve Account 
Costs of Issuance Account 

Total 
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$ 13,445,000.00 
(13,482.70) 

(188,230.00) 
$ 13,243,287.30 

$ 5,018,383.04 
6,818,383.04 
1,154,521.22 

252 000.00 
$ 13,243,287.30 



Debt Service Schedule 

The table below sets forth the estimated annual debt service payments for the 2006 Bonds 
assuming no redemptions of 2006 Bonds prior to maturity except scheduled mandatory sinking fund 
redemptions. 

Year Ending Total 
September 1 Principal Interest Debt Service 

2007 $ 185,000 $ 654,650.48 $ 839,650.48 
2008 185,000 658,901.26 843,901.26 
2009 190,000 651,871.26 841,871.26 
2010 195,000 644,271.26 839,271.26 
2011 200,000 636,276.26 836,276.26 
2012 210,000 627,876.26 837,876.26 
2013 220,000 618,741.26 838,741.26 
2014 230,000 608,841.26 838,841.26 
2015 240,000 598,261.26 838,261.26 
2016 250,000 586,981.26 836,981.26 
2017 260,000 575,106.26 835,106.26 
2018 270,000 562,756.26 832,756.26 
2019 285,000 549,931.26 834,931.26 
2020 295,000 536,037.50 831,037.50 
2021 315,000 521,656.26 836,656.26 
2022 325,000 505,906.26 830,906.26 
2023 340,000 489,656.26 829,656.26 
2024 355,000 472,656.26 827,656.26 
2025 375,000 454,906.26 829,906.26 
2026 395,000 436,156.26 831,156.26 
2027 415,000 416,406.26 831,406.26 
2028 435,000 395,137.50 830,137.50 
2029 455,000 372,843.76 827,843.76 
2030 475,000 349,525.00 824,525.00 
2031 500,000 325,181.26 825,181.26 
2032 530,000 299,556.26 829,556.26 
2033 1,230,000 272,393.76 1,502,393.76 
2034 1,295,000 209,356.26 1,504,356.26 
2035 1,360,000 142,987.50 1,502,987.50 
2036 1 430 000 73 287.50 1 503 287.50 

TOTAL $13,445,000 $14,248,115.72 $27,693,115.72 

LIMITATION OF LIABILITY 

The Bonds are secured only by the Net Improvement Area A Special Taxes and amounts on 
deposit in the Special Tax Fund (other than in the Letter of Credit Account therein) and (to the 
limited extent described herein) the Special Tax Letter of Credit. In the event of delinquencies in the 
payment of Improvement Area A Special Taxes, neither the Water District nor the Community 
Facilities District is required to advance any funds for the payment of debt service on the Bonds. The 
Community Facilities District will only be required to enforce delinquent Improvement Area A 
Special Taxes in the manner provided in the Act and in its covenant to take judicial foreclosure 
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proceedings as set forth in the Supplement to Resolution. See "SECURITY FOR THE BONDS -
Covenant for Superior Court Foreclosure." The full faith and credit of the Water District and the 
Community Facilities District are not pledged to the payment of the Bonds, nor is the payment of the 
Bonds secured by any encumbrance, mortgage or other pledge of property of the Water District or 
the Community Facilities District, except the pledge described above. 

SECURITY FOR THE BONDS 

General 

The 2006 Bonds will be secured by a pledge of the Improvement Area A Net Special Taxes 
and all moneys deposited in the Special Tax Fund ( other than the Letter of Credit Account therein) 
and (to the limited extent described herein) the Special Tax Letters of Credit. The 2006 Bonds are 
not secured by moneys on deposit in the Administrative Expense Fund, the Improvement Fund, the 
Rebate Fund or the Special Tax Holding Fund. 

The Supplement to Resolution defines the term "Net Special Taxes" to mean Gross Special 
Taxes minus the amount (not in excess of the Administrative Expense Requirement) transferred from 
the Special Tax Fund to the Administrative Expense Fund. "Gross Special Taxes" is defined by the 
Supplement to Resolution to mean the amount of all Improvement Area A Special Taxes received by 
the Water District from Improvement Area A, together with proceeds collected from the sale of 
property pursuant to the foreclosure provisions of the Supplement to Resolution for the delinquency 
of such Improvement Area A Special Tax after payment of administrative costs and attorneys' fees 
payable from such proceeds to the extent not previously paid from the Administrative Expense Fund. 
The Administrative Expense Requirement for Improvement Area A is initially $26,530 for fiscal 
year 2006-07, but it can be increased by up to 2% per year. See Appendix A - "SUMMARY OF 
SUPPLEMENT TO RESOLUTION - Definitions." 

In the opinion of Bond Counsel, under existing laws, regulations, rulings and judicial 
decisions, the Improvement Area A Special Tax is exempt from the tax rate limitation of California 
Constitution Article XlllA pursuant to Section 4 thereof because it constitutes a "special tax" 
authorized by a two-thirds vote of the qualified electors in Improvement Area A. Consequently, the 
Community Facilities District is legally authorized and has covenanted in the Supplement to 
Resolution to cause the levy and collection of the Improvement Area A Special Taxes in an amount 
determined according to the Rate and Method of Apportionment. See "SECURITY FOR THE 
BONDS-The Improvement Area A Special Tax" and "SPECIAL RISK FACTORS
Proposition 218" below. The Rate and Method of Apportionment apportions the total amount of the 
Improvement Area A Special Tax to be collected among the taxable parcels in Improvement Area A 
as more particularly described herein. See "THE COMMUNITY FACILITIES DISTRICT - Rate 
and Method of Apportionment" and Appendix D "RATE AND METHOD OF 
APPORTIONMENT OF SPECIAL TAX." 

Although the Improvement Area A Special Tax will be levied against taxable parcels within 
Improvement Area A, it does not constitute a personal indebtedness of the respective property 
owners. There is no assurance that the property owners will be financially able to pay the annual 
Improvement Area A Special Tax or that they will pay it even if financially able to do so. See 
"SPECIAL RISK FACTORS" herein. 

9 



The Improvement Area A Special Tax 

The Improvement Area A Special Tax applicable to each parcel of Taxable Property within 
Improvement Area A each Fiscal Year is required to be calculated pursuant to the Rate and Method 
of Apportionment. See "THE COMMUNITY FACILITIES DISTRICT - Rate and Method of 
Apportionment" and Appendix D - "RATE AND METHOD OF APPORTIONMENT OF 
SPECIAL TAX." 

The Improvement Area A Special Tax is expected to be levied and collected by the County at 
the same time and in the same manner as general ad valorem property taxes. The Supplement to 
Resolution requires that the Community Facilities District shall transfer to the Fiscal Agent for 
deposit in the Special Tax Fund all Improvement Area A Special Taxes received by the Community 
Facilities District on the date on which such Improvement Area A Special Taxes are received, 
provided that a Prepayment of the Improvement Area A Special Tax is required to be deposited 
directly in the Redemption Account (see AppendixA - "SUMMARY OF SUPPLEMENT TO 
RESOLUTION - CREATION OF FUNDS; APPLICATION OF PROCEEDS, NET SPECIAL 
TAXES AND SPECIAL TAX LETTER OF CREDIT - Redemption Account of the Special Tax 
Fund") and provided also that net proceeds of delinquent Improvement Area A Special Taxes which 
caused a draw on a Special Tax Letter of Credit are required to be deposited directly in the Letter of 
Credit Account (see "SECURITY FOR THE BONDS - Special Tax Letter of Credit"). 

The following table shows the amount of Improvement Area A Net Special Taxes that would 
be available September 1, 2007 and each year subsequent, and the ratio thereof to debt service on the 
2002 Bonds and 2006 Bonds, assuming that the Improvement Area A Special Tax was levied and 
collected at the highest permitted rate and that the Administrative Expense Requirement increases at 
the rate of two percent per year: 
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ESTIMATED DEBT SERVICE COVERAGE 
FROM NET SPECIAL TAXES 

Maximum Improvement 
Improvement Administrative Area A 

Year Ending Area A Expense Net Special 2002 Bonds Debt 2006 Bonds Debt Total Bonds Debt Debt Service 
September I Special Tax Requiremen/1J Taxes(2J Service Service Service(3J Coverage Ratio(4J 

2007 $1,700,911 $26,530 $1,674,381 $679,133.76 $839 ,650.48 $1,518, 784.24 110% 
2008 1,700,911 27,061 1,673,850 676,213.76 843,901.26 1,520, 115.02 I lO 
2009 1,700,911 27,602 1,673,309 677,873.76 841,871.26 1,519,745.02 I lO 
2010 1,700,911 28,154 1,672,757 678,868.76 839,271.26 1,518,140.02 I lO 
2011 1,700,911 28,717 1,672,194 679,128.76 836,276.26 1,515,405.02 I lO 
2012 1,700,911 29,291 1,671,620 678,708.76 837,876.26 1,516,585.02 I lO 
2013 1,700,911 29,877 1,671,034 677,598.76 838,741.26 1,516,340.02 I lO 
2014 1,700,911 30,475 1,670,436 675,833.76 838,841.26 1,514,675.02 I lO 
2015 1,700,911 31,084 1,669,827 678,293.76 838,261.26 1,516,555.02 I lO 
2016 1,700,911 31,706 1,669,205 679,706.26 836,981.26 1,516,687.52 I lO 
2017 1,700,911 32,340 1,668,571 680,021.26 835,106.26 1,515,127.52 I lO 
2018 1,700,911 32,987 1,667,924 679,261.26 832,756.26 1,512,017.52 I lO 
2019 1,700,911 33,646 1,667,265 677,431.26 834,931.26 1,512,362.52 I lO 
2020 1,700,911 34,319 1,666,592 679,591.26 831,037.50 1,510,628.76 I lO 

~ 

2021 1,700,911 35,006 1,665,905 675,411.26 836,656.26 1,512,067.52 I lO ~ 

2022 1,700,911 35,706 1,665,205 680,201.26 830,906.26 1,511,107.52 I lO 
2023 1,700,911 36,420 1,664,491 678,311.26 829,656.26 1,507,967.52 I lO 
2024 1,700,911 37,148 1,663,763 680,002.50 827,656.26 1,507,658.76 I lO 
2025 1,700,911 37,891 1,663,020 680,096.26 829,906.26 1,510,002.52 I lO 
2026 1,700,911 38,649 1,662,262 678,593.76 831,156.26 1,509, 750.02 I lO 
2027 1,700,911 39,422 1,661,489 675,495.00 831,406.26 1,506, 90 l.26 I lO 
2028 1,700,911 40,211 1,660,700 675,800.00 830,137.50 1,505,937.50 I lO 
2029 1,700,911 41,015 1,659,896 679,120.00 827,843.76 1,506,963.76 I lO 
2030 1,700,911 41,835 1,659,076 680,200.00 824,525.00 1,504,725.00 I lO 
2031 1,700,911 42,672 1,658,239 679,040.00 825,181.26 1,504,221.26 I lO 
2032 1,700,911 43,525 1,657,386 675,640.00 829,556.26 1,505, 196.26 I lO 
2033 1,700,911 44,396 1,656,515 1,502,393.76 1,502,393.76 I lO 
2034 1,700,911 45,284 1,655,627 1,504,356.26 1,504,356.26 I lO 
2035 1,700,911 46,189 1,654,722 1,502,987.50 1,502, 987.50 I lO 
2036 1,700,911 47,113 1,653,798 1,503,287.50 1,503,287.50 I lO 

(1) Assumed to increase 2% per year. 
(2) Equal to the "Maximum Improvement Area A Special Tax" column minus the "Administrative Expense Requirement" column. 
(3) Equal to the "2002 Bonds Debt Service" column plus the "2006 Bonds Debt Service" column. 
(4) Equal to the "Improvement Area A Net Special Taxes" column divided by the "Total Bonds Debt Service" column. 
Source: Psomas for special tax and administrative expenses and the Underwriter for debt service. 



Reserve Requirement 

In order to secure further the payment of principal and interest on the Bonds, the Community 
Facilities District will deposit proceeds of the 2006 Bonds in au amount equal to the Reserve 
Requirement attributable to the 2006 Bonds into the Reserve Account held by the Fiscal Agent. The 
Reserve Requirement is defined in the Supplement to Resolution as the amount, as of any date of 
calculation, equal to the sum of, for each series of Bonds, the least of (i) Maximum Annual Debt 
Service with respect to the Bonds of such series, (ii) one hundred twenty-five percent (125%) of 
Average Annual Debt Service with respect to the Bonds of such series, or (iii) ten percent (10%) of 
the initial principal amount of the Bonds of such series. 

In connection with the issuance of any Parity Bonds, the Fiscal Agent will also be required to 
deposit in the Reserve Account the amount required to be so deposited under the Supplemental 
Indenture pursuant to which the Parity Bonds are issued. See"- Parity Bonds" below. 

Moneys in the Reserve Account shall be used solely for the purpose of paying principal of 
and interest on Bonds in the event of any deficiency in the Special Tax Fund or for transfer to the 
Redemption Account as further described herein, provided that amounts on deposit therein that are in 
excess of the Reserve Requirement may be withdrawn therefrom from time to time as provided for in 
the Supplement to Resolution. 

Covenant for Superior Court Foreclosure 

Pursuant to Section 53356.1 of the Act, the Community Facilities District covenants in the 
Resolution, with and for the benefit of the Owners of the Bonds, that it will order and cause to be 
commenced, on or before October 1 of the Fiscal Year immediately following the Fiscal Year in 
which a delinquency in the payment of au Improvement Area A Special Tax occurs, and thereafter 
diligently prosecute to judgment ( unless such delinquency is theretofore brought current), au action 
in the superior court to foreclose the lieu of any Improvement Area A Special Tax or any installment 
thereof not paid when due, provided that the Community Facilities District is not required to 
commence or pursue such proceedings if both (i) the aggregate amount of such delinquent 
Improvement Area A Special Taxes does not exceed five percent (5%) of the total Improvement 
Area A Special Taxes due and payable for the Fiscal Year in question and (ii) the balance on deposit 
in the Reserve Account is not less than the Reserve Requirement (except the Community Facilities 
District will nevertheless be required to commence and pursue such proceedings with respect to any 
property owned by a single property owner who is delinquent in the payment of the Improvement A 
Special Taxes in the amount of $5,000 or more). 

Pursuant to the Act, the Community Facilities District may waive delinquency penalties and 
redemption penalties if it determines that (i) the waivers shall apply only to parcels delinquent at the 
time of the determination, (ii) the waivers shall only be available with respect to parcels for which all 
past due and currently due Improvement Area A Special Taxes and all other costs are paid in full 
within a limited period of time specified in the determination, (iii) the waivers shall be available only 
with respect to parcels sold or otherwise transferred to new owners unrelated to the owner 
responsible for the delinquency, and (iv) the waivers are in the best interest of the Owners of the 
Bonds. 

In the event foreclosure or foreclosures are necessary, there may be a delay in payments to 
Bond owners pending prosecution of the foreclosure proceedings and receipt by the Community 
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Facilities District of the proceeds of the foreclosure sale; it is also possible that no bid for the 
purchase price or applicable property would be received at the foreclosure sale. See "SPECIAL 
RISK FACTORS-Enforcement Delays-Bankruptcy." Notwithstanding any other provision of the 
Supplement to Resolution, the Water District is not obligated to advance available funds from the 
Water District Treasury to cure any deficiency in the Special Tax Fund. 

Special Tax Letter of Credit 

The Water District's policies with respect to land-secured financings require that any person 
or entity owning, directly or indirectly, property whose assessments or maximum Improvement 
Area A Special Taxes exceed twenty-five percent (25%) of the applicable total of assessments or 
Improvement Area A Special Taxes (a "25% Property Owner") must provide the Water District or its 
agent with cash, a letter of credit (or other security satisfactory to the Water District) in an amount 
equal to the aggregate amount of the applicable special taxes or assessments, as the case may be, 
estimated to be payable by such person or entity over the course of two years. The letter of credit 
must permit the Water District or its agent to draw thereon amounts sufficient to pay any such 
delinquent installment of special taxes or assessments. The amount of the letter of credit will be 
reduced by the amount of any draw pursuant thereto, and the letter of credit is not required to be 
reinstated. The amount of the letter of credit is also permitted to be reduced as the 25% Property 
Owner conveys portions of its property, and the letter of credit terminates at such time as the 
property owner is no longer a 25% Property Owner. 

As discussed below under the caption "PROPERTY OWNERSHIP AND 
DEVELOPMENT," the property within Improvement Area A is owned by 466 individual 
homeowners and the Developer. In compliance with the policies of the Water District described 
above, prior to the issuance of the 2006 Bonds the Developer will be required to deliver to the Water 
District cash or a letter of credit in the amount of $1,945,311.88 (a "Special Tax Letter of Credit"). 
The Developer anticipates providing a letter of credit from Bank of America, N .A. to satisfy the 
Special Tax Letter of Credit requirement. 

During the period in which a Special Tax Letter of Credit is in effect, the Fiscal Agent will be 
permitted to draw thereon in the amount of any delinquent Improvement Area A Special Taxes 
applicable to any property which is owned, directly or indirectly, by the applicable account party. 
The proceeds of any such drawing will be deposited in the Special Tax Fund. If and to the extent the 
amount of the delinquency is later recovered, the net proceeds of such recovery will be deposited in 
the Letter of Credit Account and used to reimburse the provider of the applicable Letter of Credit for 
the amount of such draw. Although the amount of a draw on a Special Tax Letter of Credit is equal 
to the amount of Improvement Area A Special Taxes applicable to certain property, the proceeds of 
such draw will not be deemed to have paid the delinquent Improvement Area A Special Taxes. 

As discussed below under the caption "PROPERTY OWNERSHIP AND 
DEVELOPMENT," the Developer expects ultimately to convey its land to others. Any such 
conveyances would result in reductions in the required amount of the Special Tax Letter of Credit 
and, if the cumulative effect of such conveyances is to cause them to cease to be a 25% Property 
Owner, the Special Tax Letter of Credit would terminate. 
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Parity Bonds 

The 2006 Bonds will be issued on a parity with the 2002 Bonds, originally issued in the 
aggregate principal amount of $8,960,000 and currently outstanding in the aggregate principal 
amount of $8,685,000. The Supplement to Resolution permits the Community Facilities District to 
issue one or more series of Bonds (including the 2002 Bonds and the 2006 Bonds) payable from the 
amounts pledged to the 2002 Bonds and the 2006 Bonds under the Supplement to Resolution on a 
parity with all other Bonds theretofore issued under the Supplement to Resolution. However, prior to 
the issuance of any such Parity Bonds, certain conditions, which are set forth in the Supplement to 
Resolution must first have been satisfied. See Appendix A - "SUMMARY OF SUPPLEMENT TO 
RESOLUTION - Issuance of Parity Bonds." The principal amount of bonds that the Community 
Facilities District is authorized to issue on behalf of Improvement Area A is $24,000,000. Thus, 
after the issuance of the 2006 Bonds, $1,595,000 will remain as authorized but unissued debt. 

Additionally, approximately 310 gross acres of the land within Improvement Area A is being 
developed by the Developer as Phase 2 are also included within Community Facilities District 
No. 2003-22 (Brookfield Overlay) of the Eastern Municipal Water District. CFD No. 2003-22 plans 
to issue approximately $12,500,000 ofbonds secured by special taxes within CFD No. 2003-22 equal 
in priority to the continuing lien of the Improvement Area A Special Taxes. 

THE WATER DISTRICT 

The Water District is located in Riverside County, California and includes the Cities of 
Temecula, Murrieta, Moreno Valley, Hemet, San Jacinto and Perris. The Water District was 
established in 1950 and is a municipal water district formed and existing pursuant to the Municipal 
Water District Law of 1911, Division20 (commencing at Section 71000) of the Water Code of the 
State of California. The Water District provides both water and wastewater services within its 
boundaries. Although at the time of its formation the major demand for the Water District's services 
was related to agriculture, domestic customers now constitute the major portion of the demand for 
such services. The Water District encompasses nearly 555 square miles and has a current estimated 
population of approximately 629,200. 

THE COMMUNITY FACILITIES DISTRICT 

General Information Regarding the Commnnity Facilities District 

The Community Facilities District was organized by the Board under the Act to provide for 
the financing of public improvements to meet the need of new development within the Community 
Facilities District. The qualified electors within the boundaries of each Improvement Area of the 
Community Facilities District, being the owners of the property in the Improvement Areas, 
authorized the Community Facilities District to incur bonded indebtedness for each Improvement 
Area to finance certain public facilities to meet the needs of new development within the Community 
Facilities District, approved the Rate and Method of Apportionment and the levy of the Special Tax 
within each Improvement Area. 

General Information Regarding Improvement Area A 

The property in Improvement Area A is located north of the City of Temecula and east of the 
City of Murrieta in an unincorporated area of the County known as "French Valley." As of July 1, 
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2006, Phase 1 of the development of Improvement Area A included approximately 147 acres and 
448 completed single family detached residential homes, all of which are owned by individual 
homeowners. Phase 2 of the development of Improvement Area A included approximately 310 gross 
acres of land planned to contain approximately 633 single family detached homes at buildout. As of 
July 1, 2006, the land within Phase 2 of the development of Improvement Area A was owned by the 
Developer and 18 individual homeowners. 

A map showing the general location of the Community Facilities District and the surrounding 
area appears on page 23, and an aerial photograph of the Community Facilities District appears on 
page 24. 

The property within Improvement Area A is zoned SP, Specific Plan, by the County of 
Riverside and, with minor exceptions, is designated for residential uses. The minimum permitted lot 
size is 7,200 square feet. However, the average lot size in the subdivisions of land that have been 
effected by the four tract maps which have been recorded to date is substantially larger than the 
required minimum area. 

Water and sewer service to the property within Improvement Area A are supplied by the 
Water District. Electricity is supplied by Southern California Edison, gas by Southern California Gas 
Company, telephone services by Verizon Communications and public safety services (police and 
fire) by the County. 

Although, like all of Southern California, the land within Improvement Area A is subject to 
seismic activity, it is not located in a designated Earthquake Study Zone as determined by the 
California State Geologist. 

The Federal Emergency Management Agency has determined that the property is located in a 
Zone "D" flood area ( that is, it is outside the 500-year flood plain and flood insurance will not be 
required). 

The Improvement Area A Project 

The Improvement Area A Project includes the acquisition or construction of certain water 
and sewer system improvements by or for the Water District that are required in order to provide 
water and sewer service to the property within Improvement Area A, the acquisition of capacity in 
improvements provided through the Water District's water and sewer Financial Participation Charge 
Program and improvements to be owned, operated or maintained by the Temecula Valley Unified 
School District (the "School District"). 

The specific sewer and water system improvements that are required to provide water and 
sewer services to the Community Facilities District and that are expected to be financed with Bond 
proceeds and other funds include: 

Water Facilities: The water facilities consist of main and appurtenants located in Abelia 
Street from Geranium Street to Washington Street, main and appurtenants located in Washington 
Street from the northerly boundary to Abelia Street, main and appurtenants located in the public 
street within Tract No. 30069-2, main and appurtenants located in the public street within Tract 
No. 30069; and 
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Sewer Facilities: The sewer facilities consist of main, laterals and appurtenants located in 
Abelia Street from Geranium Street to Washington Street, main and appurtenants located in the 
public streets within Tract No. 30069-2, main and appurtenants located in the public streets within 
Tract No. 30069. 

Rate and Method of Apportionment 

The Rate and Method of Apportionment is contained in Appendix D - "RATE AND 
METHOD OF APPORTIONMENT OF SPECIAL TAX." In general, the Rate and Method of 
Apportionment imposes a different Maximum Special Tax on Taxable Property within Improvement 
Area A depending upon whether such Taxable Property is classified as "Developed Property" (in 
general, Taxable Property included in a Final Map recorded prior to the January 1 preceding the 
Fiscal Year in which the Special Tax is being levied and for which a building permit for new 
construction was issued prior to the April 1 preceding such Fiscal Year), "Approved Property" (in 
general, parcels of Taxable Property included in a Final Map recorded prior to the January 1 
preceding the Fiscal Year in which the Special Tax is being levied but for which no building permit 
was issued prior to the April 1 preceding such Fiscal Year), "Undeveloped Property" (in general, 
Taxable Property that is not "Developed Property," "Approved Property," "Public Property" or 
Property Owner's Association Property"), "Public Property" or "Property Owner's Association 
Property." Different Maximum Special Taxes are also applicable to Developed Property depending 
upon whether such Developed Property is considered "Residential Property" or "Non-Residential 
Property." 

Pursuant to the Rate and Method of Apportionment the Board is required to determine the 
"Special Tax Requirement for Improvement Area A" (as defined therein) for each Fiscal Year. The 
Special Tax Requirement for Improvement Area A (the "Special Tax Requirement") is the amount 
required in any Fiscal Year to pay: (i) annual debt service on all outstanding Bonds during the 
calendar year which commences in the Fiscal Year for which the Special Tax is being levied, 
(ii) periodic costs on the Bonds, (iii) Administrative Expenses, (iv) an amount equal to any 
anticipated shortfall due to Improvement Area A Special Tax delinquencies in the prior Fiscal Year, 
and (v) any amounts required to establish or replenish the Reserve Account, less (vi) a credit for 
funds available to reduce the annual Improvement Area A Special Tax levy as determined pursuant 
to the Supplement to Resolution. 

The Special Tax Requirement is to be satisfied first by levying the Improvement Area A 
Special Tax Proportionately on each Parcel of Developed Property within Improvement Area A at up 
to 100% of the applicable Assigned Special Tax. If additional moneys are needed to satisfy the 
Special Tax Requirement, the Special Tax shall be levied proportionately on each Parcel of 
Approved Property at up to 100% of the Maximum Special Tax for Approved Property. If additional 
moneys are still needed to satisfy the Special Tax Requirement, the Improvement Area A Special 
Tax shall be levied Proportionately on each Parcel of Undeveloped Property at up to 100% of the 
Maximum Special Tax for Undeveloped Property. If additional moneys are still needed to satisfy the 
Special Tax Requirement, the Improvement Area A Special Tax that is to be levied on each Parcel of 
Developed Property whose Maximum Special Tax is derived by the application of the Backup 
Special Tax shall be increased in equal percentages from the Assigned Special Tax up to the 
Maximum Special Tax. Finally, any additional amounts required in order to satisfy the Special Tax 
Requirement shall be raised by the levy of the Improvement Area A Special Tax Proportionately on 
each Parcel of Public Property and/or Property Owner's Association Property that is not Exempt 
Property at up to 100% of the applicable Maximum Special Tax. Notwithstanding the above, under 
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no circumstances will the Improvement Area A Special Tax levied against any Parcel of Residential 
Property within Improvement Area A be increased by more than 10% per Fiscal Year as a 
consequence of a delinquency or default by the owner of any other Parcel within Improvement 
Area A. 

The Assigned Special Taxes for Developed Property within Improvement Area A that is 
classified as Residential Property range from $1,092 to $1,640, depending upon the size of the 
residence. Developed Property within Improvement Area A that is Non-Residential Property has an 
Assigned Tax of $8,489 per acre. The Maximum Special Tax for each Parcel of Approved Property 
within Improvement Area A is the quotient obtained by dividing (a) the product of (i) $8,489 
multiplied by (ii) the number of Acres of Taxable Property within Improvement Area A within the 
applicable Final Map (excluding acres associated with Public Property and/or Property Owner's 
Association Property that is not Exempt Property) by (b) the number of residential lots within such 
Final Map. The Maximum Special Tax for each Parcel of Undeveloped Property within 
Improvement Area A is $8,489 per Acre. 

Property Valnes 

Appraisal. As shown in the table included under the caption "- Direct and Overlapping 
Debt," the estimated assessed value of the property within Improvement Area A, as shown on the 
County's assessment roll for fiscal year 2005-06, is approximately $162,305,754, including an 
estimated assessed value of $156,904,066 for the 448 completed single family detached homes 
owned by individual homeowners from the Phase 1 development within Improvement Area A and 
including an estimated assessed value of $5,401,688 for the approximately 310 gross acres of 
property constituting the Phase 2 development of Improvement Area A. However, as a result of the 
requirements of Article XlllA of the California Constitution, a property's assessed value is not 
necessarily indicative of its market value. In order to provide information with respect to the value 
of the approximately 310 gross acres of land within Improvement Area A under development by the 
Developer, the Water District engaged the Appraiser to prepare the Appraisal. The Appraisal was 
prepared for only the approximately 310 gross acres of property within Improvement Area A 
constituting the Phase 2 development of Improvement Area A by the Developer. The president of 
the Appraiser, who was actively involved in the preparation of the Appraisal, has an "MAI" 
designation from the Appraisal Institute and has prepared numerous appraisals for the sale of 
land-secured municipal bonds. The Appraiser was selected by the Water District and has no material 
relationships with the Water District, the Community Facilities District or the owners of the land 
within Phase 2 of Improvement Area A other than the relationship represented by the engagement to 
prepare the Appraisal and other similar engagements for the Water District. The Water District 
instructed the Appraiser to prepare its analysis and report in conformity with Water District-approved 
guidelines and the Appraisal Standards for Land Secured Financings published in 1994 and revised 
in 2004 by the California Debt Advisory Commission. A copy of the Appraisal is included as 
Appendix B to this Official Statement. 

The purpose of the Appraisal was to estimate the "as is" market value of the fee simple 
estate, subject to special tax and special assessment liens, of the property within the portion of 
Improvement Area A under development. Subject to the contingencies, assumptions and limiting 
conditions set forth in the Appraisal (including an assumption that 2006 Bond proceeds of at least 
$11,000,000 will be made available to pay a portion of the costs of the Project or reimburse the 
Developer for such costs), the Appraiser concluded that, as of June 1, 2006, the market value of the 
310 gross acres of land within the Phase 2 development of Improvement Area A was $57,500,000. 
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The property within Phase 1 of the development of Improvement Area A was not appraised. 
Reference is made to Appendix B for a complete list and full discussion of the applicable 
contingencies, assumptions and limiting conditions and the methodology employed by the Appraiser. 
In the event that any of the contingencies, assumptions and limiting conditions is not actually 
realized, the value of the property within the undeveloped portion of Improvement Area A may be 
less than the amount reported in the Appraisal. In any case, there can be no assurance that any 
portion of the property within the Improvement Area A would actually sell for the amount indicated 
by the Appraisal. See Appendix B - "APPRAISAL REPORT." 

The Appraisal merely indicates the Appraiser's opinion as to the market value of the property 
referred to therein as of the date and under the conditions specified therein. The Appraiser's opinion 
reflects conditions prevailing in the applicable market as of the date of value. As set forth in the 
Appraisal, those market conditions include a rapid escalation in the prices paid for developable land 
in the Inland Empire. The Appraiser's opinion does not predict the future value of the subject 
property, and there can be no assurance that market conditions will not change adversely in the 
future. 

The Appraiser has specifically consented to the inclusion of the Appraisal in this Official 
Statement. Nevertheless, the Appraisal contains the following statement: 

The acceptance of and/or use of this appraisal report by the client or any third 
party constitutes acceptance of the following conditions: 

The liability of Harris Realty Appraisal and the appraisers responsible for this 
report is limited to the client only and to the fee actually received by the appraisers. 
Further, there is no accountability, obligation or liability to any third-party. If the 
appraisal report is placed in the hands of anyone other than the client for whom this 
report was prepared, the client shall make such party and/or parties aware of all 
limiting conditions and assumptions of this assignment and related discussions. Any 
party who uses or relies upon any information in this report, without the preparer's 
written consent, does so at his own risk. 

If the client or any third party brings legal action against Harris Realty 
Appraisal or the signer of the Appraisal and the appraisers prevail, the party initiating 
such legal action shall reimburse Harris Realty Appraisal and/or the appraisers for 
any and all costs of any nature, including attorneys' fees, incurred in their defense. 

It is a condition precedent to the issuance of the 2006 Bonds that the Appraiser deliver to the 
Community Facilities District a certification to the effect that nothing has come to the attention of the 
Appraiser subsequent to the date of the Appraisal that would cause the Appraiser to believe that the 
value of the 310 gross acres of land within the Phase 2 development of Improvement Area A is less 
than the value reported in the Appraisal. 

Market Absorption Study. In order to provide information with respect to the potential 
market demand for the proposed development within the undeveloped portion of Improvement 
Area A, the Water District retained Empire Economics, LLC (the "Market Absorption Consultant") 
to conduct an absorption analysis and to prepare a report with respect thereto. The Market 
Absorption Consultant prepared a report dated June 19, 2006 (the "Market Absorption Study") for 
the 621 single family detached units planned within Improvement Area A which had not been 
completed and conveyed to individual homeowners as of the date of the Market Absorption Study. 
(As of the date of the Market Absorption Study, 12 completed single detached homes within the 
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Phase 2 development of Improvement Area A had been conveyed to individual homeowners. 
However, as of July 1, 2006, 18 completed production homes within Phase 2 had been conveyed to 
individual homeowners. See "PROPERTY OWNERSHIP AND DEVELOPMENT.") An executive 
summary of the Market Absorption Study is attached to this Official Statement as Appendix G. The 
Market Absorption Study assumes that the undeveloped portion of Improvement Area A will be 
developed with 621 additional single-family detached homes. 

Based on the assumptions and subject to the limiting conditions set forth in the Market 
Absorption Study, the Market Absorption Consultant has concluded that the estimated absorption for 
the 621 proposed residences remaining to be completed and conveyed to individual homeowners 
within the three projects planned within the undeveloped portion of Improvement Area A will be 
approximately 49 homes in 2006, 104 homes in 2007, 104 homes in 2008, 120 homes in 2009, 
95 homes in 2010, 75 homes in 2011 and the remaining 74 homes in 2012. 

The conclusions set forth in the Market Absorption Study are based upon various expected 
economic and real estate factors including growth prospects for the Southern California market 
region in general, and the County and Improvement Area A markets in particular, and competition in 
the market place. Additionally, the conclusions set forth in the Market Absorption Study also assume 
moderate mortgage interest rate increases and moderate gasoline prices increases. If any of these and 
other factors are not achieved, the rates of absorption set forth in the Market Absorption Study could 
be adversely affected. Moreover, the absorption schedule and land values in the Phase 2 
development of Improvement Area A may be affected by the increasing use of adjustable rate loans 
and creative financing. See "SPECIAL RISK FACTORS - Risks Related to Mortgage Interest 
Rates and Variable Rate Mortgages." See Appendix G - "SUMMARY OF MARKET 
ABSORPTION STUDY," for a summary of the specific assumptions and methodology employed by 
the Market Absorption Consultant and a more detailed discussion of its conclusions. 

Vaine-to-Lien Ratios 

The value of the property within Improvement Area A is significant because, in the event of a 
delinquency in the payment of Improvement Area A Special Taxes, the Community Facilities 
District may foreclose only against delinquent parcels. The appraised value of the Phase 2 
development of Improvement Area A as set forth in the Appraisal is $57,500,000 and the fiscal year 
2005-06 assessed value for the 448 completed homes owned by individual homeowners from the 
Phase 1 development oflmprovement Area A is $156,904,066. 

The aggregate appraised value of Phase 2 of Improvement Area A and the fiscal year 
2005-06 assessed value of the 448 completed homes within Phase 1 of Improvement Area A is 
approximately $214,404,066. Likewise, the ratio of the value of a parcel to its "share" of the Bonds 
is important because it provides an indication of the extent of the relative burden imposed on each 
parcel by the applicable Improvement Area A Special Tax. The ratio of that value to the 
$13,445,000 total principal amount of the 2006 Bonds plus $8,685,000, the aggregate principal 
amount of the outstanding 2002 Bonds (but not including other direct and overlapping tax and 
assessment debt), is approximately 9.69 to 1. The aforesaid value to lien ratio is for the entire 
Improvement Area based on the appraised value for undeveloped lots and assessed value for 
developed lots, however, the ratios of the value of individual lots within the Improvement Area to 
their respective shares of the principal amount of the 2006 Bonds can be expected to vary 
substantially depending upon the status of development and selling price thereof. 

19 



Direct and Overlapping Debt 

Improvement Area A is included within the boundaries of numerous overlapping local 
agencies providing governmental services, including but not limited to CFD No. 2003-22. Some of 
these local agencies have outstanding bonds, and/or the authority to issue bonds, payable from taxes 
or assessments. The existing and authorized indebtedness payable from taxes and assessments that 
may be levied upon the property within Improvement Area A is shown in the table below. In 
addition to current debt, new community facilities districts and/or special assessment districts could 
be formed in the future encompassing all or a portion of the property within Improvement Area A; 
and, such districts or the agencies that formed them could issue more bonds and levy additional 
special taxes or assessments. 
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IMPROVEMENT AREA A 
SECURED PROPERTY TAX ROLL AND DIRECT AND OVERLAPPING DEBT 

ASSESSED VALUE 
2005-2006 Secured Roll Assessed Valuation 

SECURED PROPERTY TAX ROLL 

Description of Tax Bill 

General Purpose 
Temecula Valley Unified School District 
Metropolitan Water Debt Service 
R & T Cod 482 Penalty Assessment 
NPDES - Santa Margarita 
Valleywide Regional Facility LMD 88-1 
Valleywide LMD French Valley 
l\.1WD Stand by 
E\VMD Standby- Combined Charge 
Improvement Area A 
2005-2006 Total Property Tax Liability 

Type 

1% 
GO 
GO 
SPL 
SPL 

LMD 
LMD 
WTR 
WTR 
CFD 

Total Parcels 
Levied 

809,881 
39,783 

430,515 
6,060 

59,242 
54,065 

4,795 
209,944 
212,481 

451 

Total Levy 

$ 1, 708,046,335 
4,321,348 
5,247,282 
1, 734, 923 

401,183 
1,014,586 
2,019,194 
2, 733,248 
4,505,616 

687,066 

% 
Applicable 

0.094% 
1.052 
0.160 
0.371 
0.187 
0.245 

10.625 
0.115 
0.139 

100.000 

TOT AL PROPERTY TAX AS A PERCENT AGE OF FISCAL YEAR 2005-06 ASSESSED V ALVA TION 

LAND SECURED BOND INDEBTEDNESS 

Overlapping Direct and Overlapping Bonded Debt Type Issued Outstanding 

Improvement Area A CFD $22,405,000 $ 22, 130,000 
Total Land Secured Bonded Debt (I) 

Authorized Direct and Overlapping Bonded Debt Type Authorized Unissued 

CFD 2003-2i2l CFD $12,500,000 $12,500,000 
Improvement Area A CFD 24,000,000 1,595,000 
Total Unissued Land Secured Bonded Debt (I) 

TOT AL OUTSTANDING AND UNISSUED LAND SECURED BONDED INDEBTEDNESS 

GENERAL OBLIGATION BOND INDEBTEDNESS 

Overlapping Direct and Overlapping Bonded Debt Type Issued (3) Outstanding OJ 

Temecula Valley Unified School DistrictB & I GO $ 65,000,000 $ 46,485,000 
Metropolitan Water Debt Service GO 850,000,000 419,390,000 
Total General Obligation Bonded Debt (3) 

Authorized Direct and Overlapping Bonded Debt Type Authorized OJ Unissued (3) 

Temecula Valley Unified School District GO $ 65,000,000 $ 
Metropolitan Water Debt Service GO 850,000,000 
Total Unissued General Obligation Bonds (3) 

TOT AL OUTSTANDING AND UNISSUED LAND SECURED BONDED INDEBTEDNESS 
TOTAL OF ALL OUTSTANDING, DIRECT, AND OVERLAPPING DEBT 

0 
0 

Percent 
Applicable 

100.000% 

% 
Applicable 

100.000% 
100.000 

% 
Applicable 

1.052% 
0.010 

% 
Applicable 

1.052% 
0.010 

TOT AL OF ALL OUTSTANDING AND UNISSUED DIRECT AND OVERLAPPING BONDED DEBT 

Parcels 
Levied in 

Improvement 
Area A 

451 
381 
451 
19 

187 
448 
448 

3 
451 
451 

Parcels 
Levied In 

Improvement 
Area A 

451 

Parcels 
Levied In 

Improvement 
Area A 

3 
451 

Parcels 
Levied In 

Improvement 
Area A 

381 
451 

Parcels 
Levied In 

Improvement 
Area 

381 
451 

$162,305,754 

Fiscal Year 
2005-06 

Levy Amount 

$ 1,610,352 
45,443 

8,372 
6,436 

751 
2,482 

214,538 
3,156 
6,246 

687 066 
$ 2,584,842 

1.59% 

Amount of 
Debt 

$22 130 000 
$22, 130,000 

Applicable 

$12,500,000 
1 595 000 

$14,095,000 

$36,225,000 

Amount of 
Debt 

$ 488,832 
41 450 

$ 530,282 

Applicable 

$ 0 
0 

$ 0 

$36,225,000 
$22,660,282 
$36,755,282 

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

(2) CFD No. 2003-22 is in the process of increasing the maximum authorized bonded indebtedness within CFD No. 2003-22 
from $6,500,000 to $12,500,000. 

(
3
) Data provided by issuing agency as of September 2005. 

Source: Psomas. 
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Improvement Area A Delinqnency History 

The following table is a summary of Improvement Area A Special Tax levies, collections and 
delinquency rates for fiscal years 2002-03 through 2005-06. 

IMPROVEMENT AREA A 
SPECIAL TAX LEVIES, DELINQUENCIES AND DELINQUENCY RATES 

FISCAL YEARS 2002-03 THROUGH 2005-06 

Fiscal Year Delinquencies Delinquencies as of July 19, 2006 

Fiscal Amount Parcels Amount Percent Parcels Amount Percent 
Year Levied Delinquent Delinquent Delinquent Delinquent Delinquent Delinquent 

2002-03 $396,196.90 0 $ 0.00 0.00% 0 0.00 0.00% 
2003-04 635,822.20 0 0.00 0.00 0 0.00 0.00 
2004-05 710,741.00 2 1,634.00 0.23 0 0.00 0.00 
2005-06 687,066.28 35 41,945.50 6.11 30 $35,890.50 5.22 

Source: Psomas for fiscal year 2005-06; the Water District for prior fiscal years. 
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PROPERTY OWNERSHIP AND DEVELOPMENT 

The following information about the Developer and its proposed developments in 
Improvement Area A has been provided by the Developer and has not been independently confirmed 
or verified by the Community Facilities District. Such information is included because it may be 
relevant to an informed evaluation of the security for the 2006 Bonds. However, because ownership 
of the property is expected to change, 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. 

The Developer 

The developer of the property remaining to be developed within Improvement Area A of the 
Community Facilities District, otherwise known as Phase 2, is Brookfield W633 LLC, a Delaware 
limited liability company. The Developer is a wholly owned subsidiary of Brookfield San Diego 
Holdings LLC, a Delaware limited liability company ("Brookfield San Diego"). Brookfield San 
Diego is a 90% owned subsidiary of Brookfield Homes Holdings Inc., a California corporation 
("Brookfield Holdings"). Brookfield Holdings is a wholly owned subsidiary of Brookfield Homes 
Corporation, a Delaware corporation ("Brookfield Homes Corporation"). 

Brookfield Homes Corporation, through its subsidiaries, operates in five local market areas: 
San Francisco Bay Area, Orange County/Los Angeles, San Diego/Riverside, Sacramento, and the 
Washington, D.C. Area, and has been building homes and developing land in these markets since the 
mid-l 990's. Brookfield Homes Corporation is publicly traded and its head office is located in 
Fairfax, Virginia. In 2005, Brookfield Homes Corporation ranked within the top twenty largest home 
builders in the United States based on the number of homes sold. Brookfield Homes Corporation is 
listed on the NYSE under the ticker symbol "BHS" and is subject to the informational requirements 
of the Securities Exchange Act of 1934, as amended, and in accordance therewith files reports, proxy 
statements and other information with the Securities and Exchange Commission (the "SEC"). Such 
filings, including its Annual Report on Form 10-K and its most recent Quarterly Report on Form 
10-Q, may be inspected and copied at the public reference facilities maintained by the SEC at 
100 F Street, N.E., Washington, D.C. 20549 at prescribed rates. Such files can also be accessed over 
the Internet at the SEC's website at www.sec.gov, by using Brookfield Homes Corporation's CTR 
Number: 0001202157. Copies of such material can also be obtained by mail from the SEC at 
100 F Street, N.E., Washington, D.C. 20549 at prescribed rates. 

The Internet addresses and references to filings with the SEC are included for reference only, 
and the information on these Internet sites and on file with the SEC are not a part of this Official 
Statement and are not incorporated by reference into this Official Statement. 
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Other Projects Undertaken by Brookfield San Diego. Recent projects currently under 
development by Brookfield San Diego in Southern California include the following: 

Estimated 
Number Selling Price as Units Closed as Completion 

Project Name Location of Units of July 1, 2006(') of July 1, 2006 Date 

Mystic Point SD County 252 $ 439,000 176 June,2007 
Astoria SD County 121 915,000 117 October, 2006 
Calabria SD County 139 1,200,000 11 December, 2008 
Brookfield 10 SD County 151 1,723,000 0 September, 2009 
Cottage Lane SD County 270 535,000 243 December, 2006 
Lantana SD County 118 687,000 66 June, 2007 
Mahogany SD County 156 765,000 17 December, 2008 
Trellis SD County 126 595,000 0 June,2008 
Arbella SD County 180 450,000 0 December, 2008 

(I) Selling Price is the weighted average net sales price for remaining units to close as of July 1, 2006 and includes the base 
sales price, plus any lot premium, less any incentives. 

Source: The Developer. 

Development Plan 

Improvement Area A is being developed in two phases. The Phase 1 portion of Improvement 
Area A contains 448 completed single family detached units on approximately 147 acres, all of 
which are owned by individual homeowners. The Phase 1 development of Improvement Area A was 
developed by Brookfield Winchester. The Phase 2 development of Improvement Area A is planned 
to be developed by the Developer into 633 single family detached homes at buildout. Phase 2 
includes approximately 310 gross acres in one final tract map and two tentative tract maps. Tract 
Map No. 30069-1 was recorded on April 1, 2005 and consists of approximately 105.45 acres which 
have been divided into 341 single family residential lots of approximately 9,620 square feet each. 
Tentative Tract Map No. 30069-2 is expected to record in August, 2006 and consists of 
approximately 106.20 acres which have been divided into 189 single family residential lots of 
approximately 11,490 square feet each. Tentative Tract Map 30069 is expected to record in August, 
2006 and consists of approximately 97.98 acres which have been divided into 103 single family 
residential lots of approximately 11,076 square feet each. 

The Phase 2 development of Improvement Area A is being developed by the Developer as a 
single project comprised of three product lines known as "Veranda," "Ironwood" and "Acacia" 
which the Developer plans to contain a total of approximately 633 single family detached residential 
homes at buildout. At buildout, the Developer plans for Veranda to consist of 186 single family 
detached residential homes, Ironwood to consist of 262 single family detached residential homes and 
Acacia to consist of 185 single family detached residential homes in the Community Facilities 
District. 

The Veranda product line is projected to include four floor plans ranging in size from 
approximately 2,472 square feet to approximately 3,108 square feet featuring four to five bedrooms. 
The Developer plans to include five floor plans in the Ironwood product line ranging in size from 
approximately 2,675 square feet to approximately 3,670 square feet and featuring four to six 
bedrooms. The Developer plans to include four floor plans in the Acacia product line ranging in size 
from approximately 3,180 square feet to approximately 4,178 square feet and featuring four to six 

26 



bedrooms. Base sales prices within the Veranda, Ironwood and Acacia product lines ranged from 
$434,000 to $575,000 as of July 1, 2006. 

The following table summarizes, by floor plan, the number of units, base home sizes and base 
sales prices within each product line as of July 1, 2006: 

Floor Plan 

Veranda 
1 
2 
3 
4 

Total 

Ironwood 

1 
2 
3 
4 
5 

Total 

Acacia 
1 
2 
3 
4 

Total 

(JJ As of July 1, 2006. 

Base Number of 
Units 

37 
46 
47 
56 

186 

52 
52 
52 
53 
53 

262 

36(') 
4i'l 
46 
56 

185 

Base Size 
(in Square Feet) 

2,472 
3,172 
2,946 
3,108 

2,675 
3,168 
3,208 
3,409 
3,670 

3,180 
3,462 
3,761 
4,178 

('J One floor plan 1 unit was changed to a floor plan 2 unit as of July 1, 2006. 
Source: The Developer. 

Base Sales Price!'! 

$434,000 
466,000 
454,000 
464,000 

$455,000 
480,000 
490,000 
505,000 
515,000 

$540,000 
555,000 
565,000 
575,000 

The Developer plans to construct its project within the Phase 2 development in three phases. 
As of July 1, 2006, the property within Tract No. 30069-1 and Tentative Tract Map Nos. 30069 and 
30069-2 was in various stages of construction. As of July 1, 2006, within the property being 
developed by the Developer, four model homes were completed, 18 production homes were 
completed and closed escrow to individual homeowners, 55 homes were under construction, 325 lots 
were in finished lot condition and 231 lots were in blue-top condition. As of July 1, 2006, several 
interior streets were paved with curbs and gutters installed. 

As a condition of development, the Developer is completing certain backbone infrastructure 
improvements to Pourroy Road and Washington Road. As of July 1, 2006, Pourroy Road was paved 
with full street improvements installed and Washington Road was graded but construction of curbs, 
gutters and sidewalks had not begun. Final tract maps for Tentative Tract Map Nos. 30069 and 
30069-2 are expected to record in August, 2006. In order to record final tract maps for Tentative 
Tract Map Nos. 30069 and 30069-2, the Developer needs to obtain final signoff of its development 
plans within Tentative Tract Map Nos. 30069 and 30069-2 from the Riverside County Flood Control 
and Water Conservation District. 
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The Developer expects to complete (i) the Veranda project in December 2008, (ii) the Acacia 
project in August 2009, and (iii) the Ironwood project in October 2010. The absorption rate 
anticipated by the Developer for completed homes is faster than the absorption rate projected by the 
Market Absorption Consultant in the Market Absorption Study. See "THE COMMUNITY 
FACILITIES DISTRICT - Property Values - Market Absorption Study" and Appendix G -
"SUMMARY OF MARKET ABSORPTION STUDY." 

Except as described in this Official Statement and except for those consents, permits, 
authorizations, certifications and approvals of governmental entities required in the ordinary course 
of development, the Developer has no actual knowledge of any impediment which could have a 
material adverse effect on its ability to complete the planned development of its property within the 
Community Facilities District. 

Financing Plan 

The Developer plans to finance the planned development of its property within Phase 2 of 
Improvement Area A with a combination of equity contributions, proceeds from several loans 
described below, proceeds from the sale of the 2006 Bonds and revenues from home closings. The 
Developer has obtained two acquisition and development loans from Bank of America, N.A. (the 
"Lender") in the combined aggregate principal amount of $49,900,000 (the "A&D Loans") and two 
construction loans from the Lender in the aggregate principal amount of $31,000,000 ($15,000,000 
related to the 262 lots within Ironwood and $16,000,000 related to the 186 lots within Veranda) (the 
"Construction Loans" and, together with the A&D Loans, the "Loans"). The Loans are secured by a 
first lien deed of trust on the Developer's property within Improvement Area A. The interest rate on 
the Loans is approximately the prime rate. One A&D loan for $21,000,000 matures August 31, 2006 
with an automatic 6 month extension. One A&D loan for $28,900,000 matures March 1, 2007 with 4 
automatic 3 month extensions. The Ironwood Construction Loan is due July 1, 2008 with 2 
automatic 6 month extensions. The Veranda Construction Loan is due October 1, 2007 with 2 
automatic 6 month extensions. As of August 1, 2006, the outstanding aggregate principal balance of 
the A&D Loans was approximately $40,665,000 and the outstanding aggregate principal amount of 
the Construction Loans was approximately $19,009,000. The terms of the Loans limit the amount 
the Developer may borrow or have outstanding at any particular time. 

In addition to the Loans, the Developer expects to finance the planned construction within 
Phase 2 of Improvement Area A with additional loans, equity contributions and revenues from home 
closings. The Developer expects total equity contributions of approximately $23,635,000. As of 
July 1, 2006, the equity contributions funded totaled approximately $20,018,000 with an additional 
$3,617,000 expected to be funded by December 31, 2006. 

The Developer expects to obtain additional loans to complete the planned construction within 
Phase 2 of Improvement Area A in the approximate aggregate principal amount of $126,783,000. 
Although the Developer has been successful in obtaining financing for its initial development of 
Phase 2 within Improvement Area A, there is no assurance that the Developer will be able to obtain 
additional loans in the amounts necessary to finance the remaining development costs within Phase 2 
of Improvement Area A. Further, there is no assurance that additional equity contributions or other 
amounts needed to complete the development will be available from the Developer, Brookfield San 
Diego, Brookfield Homes Corporation, or any other source, when needed. 
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The following table shows the Developer's proforma cash flow for its developments within Improvement Area A. 

Sources of Funds 
Residential Sales 
Bond Proceeds 
Loan Proceeds 
Equity Contributions 

Total Sources 

Uses of Funds 
Land Purchase 
Site Development 
Site Fees and Permits 
Direct Construction 
Service and Warranty 
Field Expenses 
Selling and Marketing 
General & Administrative 
Property Taxes 
Financing Costs 
Construction Loan Repayment 
Equity Repayment 

Total Uses 

Net Cash Flow 

l•l Numbers may not add due to rounding. 
Source: The Developer. 

BROOKFIELD W633, LLC 
VERANDA, IRONWOOD AND ACACIA PROJECTS 

PRO-FORMA CASH FLOW SUMMARY 
(ESTIMATED AS OF JULY 1, 2006) 

(OOO's) 

July I, 2006 
Through through 

June 3 0, 2006 Dec. 31, 2006 2007 2008 2009 

$ 8,230 $ 28,081 $ lOl,924 $ 99,197 $ 59,855 
6,914 4,053 34 

70,481 23,491 47,082 42,188 25,335 
20 018 3 617 

$ 98,728 $55,189 $ 155,919 $ 145,438 $ 85,224 

$21,522 $ $ $ $ 
37,962 7,180 4,458 329 

5,735 3,689 8,219 6,998 3,871 
9,324 16,481 45,525 43,139 27,526 

57 127 635 690 327 
1,007 1,313 2,391 2,454 1,327 
2,718 2,264 2,680 2,478 1,386 

332 1,136 4,103 3,995 2,407 
696 363 1,274 1,174 721 

6,535 3,587 6,148 3,648 1,412 
12,840 19,050 69,142 67,292 40,604 

14 343 9 292 
$ 98,728 $55,189 $ 155,919 $ 141,490 $ 79,581 

$ 0 $ 0 $ 0 $ 3,949 $ 5,643 

2010 

$ 24,793 
0 

9,913 

$ 34,706 

$ 

540 
11,962 

173 
624 
429 

1,002 
263 
258 

9,560 

$ 24,811 

$ 9,895 

Total1J 

$ 322,080 
11,000 

218,490 
23 635 

$ 575,208 

$ 21,522 
49,929 
29,052 

150,957 
2,009 
9,117 

11,955 
12,975 
4,491 

21,588 
218,488 

23 635 
$ 555,718 

$ 19,490 



As of July 1, 2006, the Developer had expended approximately $85,888,000 on the 
acquisition and development of its property within Improvement Area A. The Developer expects 
total costs to complete the development of its property within Improvement Area A to buildout to be 
approximately $227,705,000, which includes $11,284,000 of remaining in-tract and offsite 
improvements. 

There is no assurance that amounts necessary to finance the remaining development costs 
within Improvement Area A will be available from the Developer, Brookfield San Diego, Brookfield 
Homes Corporation, or any other source, when needed. Neither the Developer nor any of its 
affiliated entities are under any legal obligation of any kind to expend funds for the development of 
the property within Improvement Area A. Any contributions or loans received by the Developer 
from any source to fund costs of development within Improvement Area A are entirely voluntary. 
The sole asset of the Developer is the land and improvements which it owns in within Improvement 
Area A and its only sources of revenue are loans, home sale proceeds, contributions made to it by its 
member, and proceeds of the 2006 Bonds. 

SPECIAL RISK FACTORS 

The purchase of the 2006 Bonds involves significant risks that are not appropriate for certain 
investors. The following is a discussion of certain risk factors which should be considered, in 
addition to other matters set forth herein, in evaluating the investment quality of the 2006 Bonds. 
The 2006 Bonds have not been rated by a rating agency. This discussion does not purport to 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 2006 Bonds. The occurrence of one or 
more of the events discussed herein could adversely affect the ability or willingness of property 
owners in Improvement Area A to pay their Improvement Area A Special Taxes when due. Such 
failures to pay Improvement Area A Special Taxes could result in the inability of the Community 
Facilities District on behalf of Improvement Area A to make full and punctual payments of debt 
service on the 2006 Bonds. In addition, the occurrence of one or more of the events discussed herein 
could adversely affect the value of the property in Improvement Area A. See "- Reductions in 
Property Values" below. 

Insnfficiency of Improvement Area A Special Tax Revennes 

As discussed below, Improvement Area A Special Tax revenues may not produce revenues 
sufficient to pay the debt service on the Bonds either due to nonpayment of the amounts levied or in 
the event that acreage within Improvement Area A becomes exempt from taxation due to the transfer 
of title to a public agency. 

In order to pay debt service on the Bonds, it is necessary that the Improvement Area A 
Special Taxes be paid in a timely manner. Should the Improvement Area A Special Taxes not be 
paid on time, the Community Facilities District has established a Reserve Account in an amount 
equal to the Reserve Requirement to pay debt service on the Bonds to the extent other funds are not 
available. See "SECURITY FOR THE BONDS - Reserve Requirement." The Community 
Facilities District has covenanted to maintain in the Reserve Account an amount equal to the Reserve 
Requirement subject, however, to the limitation that the Community Facilities District may not levy 
the Improvement Area A Special Tax in any fiscal year at a rate in excess of the maximum amounts 
permitted under the Rate and Method of Apportionment. As a result, if a significant number of 
delinquencies occurs, the Community Facilities District could be unable to replenish the Reserve 
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Account to the Reserve Requirement due to the limitations on the Improvement Area A Maximum 
Special Tax. If such defaults were to continue in successive years, the Reserve Account could be 
depleted and a default on the Bonds could occur. 

The Act provides that, if any property within Improvement Area A not otherwise exempt 
from the Improvement Area A Special Tax is acquired by a public entity through a negotiated 
transaction, or by gift or devise, the Improvement Area A Special Tax will continue to be levied on 
and enforceable against the public entity that acquired the property. In addition, the Act provides 
that, if property subject to the Improvement Area A Special Tax is acquired by a public entity 
through eminent domain proceedings, the obligation to pay the Improvement Area A Special Tax 
with respect to that property is to be treated as if it were a special assessment and be paid from the 
eminent domain award. The constitutionality and operation of these provisions of the Act have not 
been tested in the courts. If for any reason property within Improvement Area A becomes exempt 
from taxation by reason of ownership by a non-taxable entity such as the federal government or 
another public agency, subject to the limitation of the Improvement Area A Maximum Special Tax, 
the Improvement Area A Special Tax will be reallocated to the remaining taxable parcels within 
Improvement Area A. This would result in the owners of such property paying a greater amount of 
the Improvement Area A Special Tax and could have an adverse impact upon their willingness 
and/or ability to pay the Improvement Area A Special Tax. Moreover, if a snbstantial portion of 
additional land within Improvement Area A became exempt from the Improvement Area A 
Special Tax becanse of pnblic ownership, or otherwise, the Improvement Area A Maximnm 
Special Tax which conld be levied npon the remaining acreage might not be snfficient to pay 
principal of and interest on the Bonds when dne and a defanlt will occnr with respect to the 
payment of snch principal and interest. 

The Community Facilities District has covenanted that, under certain conditions, it will 
institute foreclosure proceedings to sell any property with delinquent Improvement Area A Special 
Taxes in order to obtain funds to pay debt service on the Bonds. If foreclosure proceedings were 
ever instituted, any mortgage or deed of trust holder could, but would not be required to, advance the 
amount of the delinquent Improvement Area A Special Tax to protect its security interest. See 
"SECURITY FOR THE BONDS - Covenant for Superior Court Foreclosure" for provisions which 
apply in the event of such foreclosure and which the Community Facilities District is required to 
follow in the event of delinquencies in the payment of the Improvement Area A Special Tax. 

In the event that sales or foreclosures of property are necessary, there could be a delay in 
payments to Owners of the Bonds (if the Reserve Account has been depleted) pending such sales or 
the prosecution of such foreclosure proceedings and receipt by the Water District on behalf of the 
Community Facilities District of the proceeds of sale. The Community Facilities District may adjust 
the future Improvement Area A Special Tax levied on taxable parcels in Improvement Area A, 
subject to the limitation on the Improvement Area A Maximum Special Tax, to provide an amount 
required to pay interest on, principal of, and redemption premiums, if any, on the Bonds, and the 
amount, if any, necessary to replenish the Reserve Account to an amount equal to the Reserve 
Requirement and to pay all current expenses. There is, however, no assurance that the total amount 
of the Improvement Area A Special Tax that could be levied and collected against taxable parcels in 
Improvement Area A will be at all times sufficient to pay the amounts required to be paid by the 
Supplement to Resolution, even if the Improvement Area A Special Tax is levied at the Improvement 
Area A Maximum Special Tax rates. See"- Enforcement Delays - Bankruptcy." 
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No assurance 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 installments of the 
Improvement Area A Special Tax. The Act does not require the Water District to purchase or 
otherwise acquire any lot or parcel of property to be sold at foreclosure if there is no other purchaser 
at such sale. The Act and the Resolution do specify that the Improvement Area A Special Tax will 
have the same lien priority as for ad valorem property taxes in the case of delinquency. 
Section 53356.6 of the Act requires that property sold pursuant to foreclosure under the Act be sold 
for not less than the amount of judgment in the foreclosure action, plus post judgment interest and 
authorized costs, unless the consent of the owners of 75% of the Outstanding Bonds is obtained. The 
Resolution provides that the Water District may waive delinquency penalties and redemption 
penalties if it determines that (i) the waivers shall apply only to parcels delinquent at the time of the 
determination, (ii) the waivers shall only be available with respect to parcels for which all past due 
and currently due Improvement Area A Special Taxes and all other costs are paid in full within a 
limited period of time specified in the determination, (iii) the waivers shall be available only with 
respect to parcels sold or otherwise transferred to new owners unrelated to the owner responsible for 
the delinquency, and (iv) the waivers are in the best interest of the Owners. 

Prior to July 1, 1983, the right of redemption from foreclosure sales was limited to a period 
of one year from the date of sale. Under legislation effective July 1, 1983, the statutory right of 
redemption from such foreclosure sales has been repealed. However, a period of 20 days must elapse 
after the date on which the notice of levy of the interest in real property was served on the judgment 
debtor before the sale of such lot or parcel can be made. Furthermore, if the purchaser at the sale is 
the judgment creditor (e.g., the Community Facilities District), an action may be commenced by the 
delinquent property owner within 90 days after the date of sale to set aside such sale. The 
constitutionality of the aforementioned legislation, which repeals the one year redemption period, has 
not been tested and there can be no assurance that, if tested, such legislation will be upheld. 
(Section 701.680 of the Code of Civil Procedure of the State.) 

Concentration of Ownership 

As of July 2006, of the proposed 1,081 single family detached homes to be constructed in 
Improvement Area A, all 448 units in Phase 1 were owned by individual homeowners and 18 of the 
proposed 633 units to be constructed by the Developer within Phase 2 were owned by individual 
homeowners. In the Phase 2 development of Improvement Area A planned for 633 single family 
detached residences at buildout, as of July 1, 2006, four model homes were completed, 18 production 
homes were completed and conveyed to individual homeowners, 55 production homes were under 
construction, 325 lots were in finished lot condition and 231 lots were in blue-top condition. There is 
no assurance of any further diversification of ownership of the properties within Improvement 
Area A. Unless and until such ownership is more broadly diversified, the inability or refusal of the 
Developer to pay the Improvement Area A Special Taxes applicable to its land when due could result 
in the total depletion of the Reserve Account prior to reimbursement thereof from enforcement 
proceedings. Under such circumstances, there could be insufficient moneys with which to pay 
principal of and/or interest on the Bonds. 

Uncertainties in Land Development - General 

Within Improvement Area A, as of July 1, 2006, 466 completed single family detached 
homes were owned by individual homeowners, four model homes were completed, 55 production 
homes were under construction, 325 lots were in finished lot condition and 231 lots were in blue-top 
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condition. Since land without completed buildings is generally less valuable than land containing 
completed buildings, the vacant land will provide less security for the Bonds should it be necessary 
for the Community Facilities District to commence enforcement proceedings with respect to such 
land as a result of the non-payment of the Improvement Area A Special Taxes. In short, the 
successful development of the land within Improvement Area A is important to the ultimate security 
for, and the payment of principal of and interest on, the Bonds. 

There are many reasons why a project may not be developed in the manner and within the 
time frame and budget originally planned. For example, a project might be adversely affected by 
opposition to it, unfavorable economic conditions, an inability of the landowner to obtain financing, 
fluctuations in the local real estate market, fluctuations in interest rates, unexpected increases in 
development costs, changes in federal, state or local governmental policies relating to the ownership 
and development of real estate, and the appearance of previously unknown environmental 
considerations or material changes in known environmental considerations. Some of these factors 
are discussed below as individual risk factors. In addition to the foregoing, a substantial portion of 
projects within the County are historically occupied by commuters to employment centers in the 
neighboring counties of Los Angeles and Orange, and such projects may be adversely affected by 
circumstances affecting such commuters, including but not limited to rising gasoline prices. 

Fntnre Land Use Regnlations and Growth Control Initiatives 

It is possible that future growth control initiatives could be enacted by the voters or that 
future local, state or federal land use regulations could be adopted by governmental agencies and be 
made applicable to the development of the vacant land within Improvement Area A with the effect of 
negatively impacting the ability of the owner or owners of such land to complete the development of 
such land if they should desire to develop it. See also "- Endangered Species" below. Potential 
purchasers of the Bonds should assume that any reduction in the permitted density, significant 
increase in the cost of development or substantial delay in development caused by growth and 
building permit restrictions or more restrictive land use regulations would cause the values of such 
vacant land within Improvement Area A to decrease. 

Completion of construction of any proposed structures on the vacant land within 
Improvement Area A is subject to the receipt of approvals from a number of public agencies 
concerning the layout and design of such structures, land use, health and safety requirements and 
other matters. The failure to obtain any such approval could adversely affect the planned 
development of such land. 

Under current State law, it is generally accepted that proposed development is not exempt 
from future land use regulations until building permits have been issued and substantial work has 
been performed and substantial liabilities have been incurred in good faith reliance on the permits. 
Because future development of vacant property in Improvement Area A could occur over several 
years, if at all, the application of future land use regulations to the development of the vacant land 
could cause significant delays and cost increases not currently anticipated, thereby reducing the 
development potential of the vacant property and the ability or willingness of owners of such land to 
pay the Improvement Area A Special Taxes when due or causing land values of such land within 
Improvement Area A to decrease substantially from those in the Appraisal. 
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Geologic, Topographic and Climatic Conditions 

The market value of the property within Improvement Area A can be adversely affected by a 
variety of factors, particularly those which may affect infrastructure and other public improvements 
and private improvements of the parcels and the continued habitability and enjoyment of such public 
and private improvements. Such additional factors include, without limitation, geologic conditions 
(such as earthquakes), topographic conditions (such as earth movements) and climatic conditions 
(such as droughts, fire hazard and floods). 

Geocon Incorporated ("Geocon") prepared a Updated Geotechnical Report dated July 31, 
2003, for the undeveloped property in Improvement Area A consisting of the original Tentative Tract 
Map No. 30069. The report concluded that the proposed development of the site as single family 
residences is considered feasible from a geotechnical engineering standpoint. The report noted that 
the site is not located within a Alquist-Priolo Fault Zone, and no active faults are known to traverse 
the property. The closest known active fault is the Elsinore Fault, located approximately 8.6 miles to 
the southwest of Improvement Area A. The report also concluded that the potential for liquefaction 
to occur appeared to be low. 

Building codes require that some of these factors be taken into account in the design of 
private improvements of the parcels, and the County has adopted the Uniform Building Code 
standards with regard to seismic standards. Design criteria in any of these circumstances are 
established upon the basis of a variety of considerations and may change, leaving previously 
designed improvements unaffected by more stringent subsequently established criteria. In general, 
design criteria reflect a balance at the time of establishment between the present costs of protection 
and the future costs of lack of protection, based in part upon a present perception of the probability 
that the condition will occur and the seriousness of the condition should it occur. Consequently, 
neither the absence of nor the establishment of design criteria with respect to any particular condition 
means that the applicable governmental agency has evaluated the condition and has established 
design criteria in the situations in which such criteria are needed to preserve value, or has established 
such criteria at levels that will preserve value. To the contrary, the Community Facilities District 
expects 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 actual value of the parcels may well depreciate 
or disappear, notwithstanding the establishment of design criteria for any such condition. 

Hazardons Snbstances 

While government taxes, assessments and charges are a common claim against the value of a 
parcel, other less common claims may also be relevant. One of the most serious in terms of the 
potential reduction in the value of a parcel is a claim with regard to a hazardous substance. In 
general, the owners and operators of a parcel may be required by law to remedy conditions relating to 
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 
"Super Fund 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 in effect. Under many of these 
laws, the owner ( or operator) is obligated to remedy a hazardous substance condition of a parcel 
whether or not the owner ( or operator) had anything to do with creating or handling the hazardous 
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substance. The effect, therefore, should any of the parcels within Improvement Area A be affected 
by a hazardous substance, is to reduce the marketability and value by the costs of remedying the 
condition because the prospective purchaser of such a parcel will, upon becoming the owner of such 
parcel, become obligated to remedy the condition just as the seller of such a parcel is. The Appraisal 
does not take into account the possible liability of the owner ( or operator) for the remedy of any 
hazardous substance affecting any such parcel. 

The Community Facilities District is not aware that the owner of any parcel within 
Improvement Area A has a current liability for hazardous materials. The Developer is not aware of 
any hazardous materials located on its property within Improvement Area A. However, it is possible 
that such liabilities do currently exist and that the Community Facilities District and the Developer 
are not aware of such liabilities. 

It is possible that hazardous substance liabilities may arise in the future with respect to any of 
the parcels within Improvement Area A resulting from the existence, currently, 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. 
Additionally, such liabilities may arise not simply from the existence of a hazardous substance but 
from the method of handling such substance. All of these possibilities could have the effect of 
significantly reducing the value of a parcel. 

Endangered Species 

During the last several years, there has been an increase in activity at the State and federal 
level related to the listing of certain plant and animal species found in the Southern California area as 
threatened or endangered. Applicable law precludes activity that constitutes a "taking" of any 
federally-listed endangered species except pursuant to a permit. Large portions of Riverside County 
have been identified as containing habitat for two such species, the Stephen's Kangaroo Rat and the 
Quino Checkerspot Butterfly. Evidence of habitation by these species has resulted in delays to or 
substantial revisions of proposed developments. However, in connection with the development of its 
land in Improvement Area A, the Developer will pay a fee of $500 per acre in full mitigation of any 
adverse impact on such habitats. 

An Environmental Impact Report ("EIR No. 374") regarding the undeveloped portion of land 
within Improvement Area A was conducted in connection with the adoption of Amendment No. 4 of 
Specific Plan No. 286. EIR No. 374 reviewed the historical uses of the land which comprised the 
study area, the physical condition thereof, public records pertaining thereto, the uses of areas 
surrounding it, and other factors deemed relevant to an assessment of "recognized environmental 
conditions in connection with the subject property." EIR No. 374 concluded that no environmental 
issues of concern were identified on the subject property and no off site environmental issues of 
concern were identified in connection with the subject property. 

EIR No. 374 included only limited testing and analysis of the soils on the site. There can be 
no assurance that hazardous materials or waste will not be discovered on the property during or 
subsequent to the development of the land. Should such a discovery be made, the permitted land 
uses and/or the marketability of some or all of the property could be adversely affected, or the 
owners of contaminated sites could incur significant costs to implement any remedial action required 
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under state or federal law to clean up such contamination, or significant liabilities to third parties 
injured as a result of such contamination. 

The Developer is currently unaware of the presence of any other species currently listed as 
threatened or endangered located within Improvement Area A. However, it is always possible that a 
species for which land within Improvement Area A provides habitat could be so listed. 

Enforcement Delays - Bankrnptcy 

In the event of a delinquency in the payment of Improvement Area A Special Taxes, the 
Community Facilities District, under certain circumstances, is required to commence enforcement 
proceedings as described under the heading "SECURITY FOR THE BONDS - Covenant for 
Superior Court Foreclosure." However, prosecution of such proceedings could be delayed due to 
crowded local court calendars, dilatory legal tactics, or bankruptcy. It is also possible that the 
Community Facilities District will be unable to realize proceeds in an amount sufficient to pay the 
applicable delinquencies. Moreover, the ability of the Community Facilities District to commence 
and prosecute enforcement proceedings may be limited by bankruptcy, insolvency and other laws 
generally affecting creditors' rights (such as the Soldiers' and Sailors' Relief Act of 1940) and by the 
laws of the State relating to judicial and non-judicial foreclosure. Although bankruptcy proceedings 
would not cause the liens of the Improvement Area A Special Taxes to become extinguished, 
bankruptcy of a property owner could result in a delay in the enforcement proceedings because 
federal bankruptcy laws provide for an automatic stay of foreclosure and tax sale proceedings. Any 
such delay could increase the likelihood of delay or default in payment of the principal of and interest 
on the Bonds. The various legal opinions delivered in connection with the issuance of the 
2006 Bonds, including Bond Counsel's approving legal opinion, are qualified as to the enforceability 
of the 2006 Bonds and the Supplement to Resolution by reference to bankruptcy, reorganization, 
moratorium, insolvency and other laws affecting the rights of creditors generally or against public 
corporations such as the Community Facilities District. 

FDIC/Federal Government Interests in Parcels 

The ability of the Community Facilities District to collect interest and penalties specified by 
the Act and to foreclose the lien of delinquent Improvement Area A Special Taxes may be limited in 
certain respects with regard to parcels in which the Federal Deposit Insurance Corporation (the 
"FDIC") has or obtains an interest. Specifically, in the event that any financial institution making a 
loan which is secured by parcels is taken over by the FDIC and the applicable Improvement Area A 
Special Tax is not paid, the remedies available to the Community Facilities District may be 
constrained. The FDIC's policy statement regarding the payment of state and local real property 
taxes (the "Policy Statement") provides that taxes other than ad valorem taxes which are secured by a 
valid lien in effect before the FDIC acquired an interest in a property will be paid unless the FDIC 
determines that abandonment of its interests is appropriate. The Policy Statement provides that the 
FDIC generally will not pay installments of non-ad valorem taxes which are levied after the time the 
FDIC acquires its fee interest, nor will the FDIC recognize the validity of any lien to secure payment 
except in certain cases where the Resolution Trust Corporation had an interest in property on or prior 
to December 31, 1995. Moreover, the Policy Statement provides that, with respect to parcels on 
which the FDIC holds a mortgage lien, the FDIC will not permit its lien to be foreclosed out by a 
taxing authority without its specific consent, nor will the FDIC pay or recognize liens for any 
penalties, fines or similar claims imposed for the non-payment of taxes. 
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The FDIC has taken a position similar to that expressed in the Policy Statement in legal 
proceedings brought against Orange County in United States Bankruptcy Court and in Federal 
District Court. The Bankruptcy Court issued a ruling in favor of the FDIC on certain of such claims. 
Orange County appealed that ruling, and the FDIC cross-appeal. On August 28, 2001, the Ninth 
Circuit Court of Appeals issued a ruling favorable to the FDIC except with respect to the payment of 
pre-receivership liens based upon delinquent property tax. 

The Community Facilities District is unable to predict what effect the application of the 
Policy Statement would have in the event of a delinquency with respect to parcels in which the FDIC 
has or obtains an interest, although prohibiting the lien of the FDIC to be foreclosed out at a judicial 
foreclosure sale would prevent or delay the foreclosure sale. 

The Community Facilities District's remedies may also be limited in the case of delinquent 
Improvement Area A Special Taxes with respect to parcels in which other federal agencies (such as 
the Internal Revenue Service and the Drug Enforcement Administration) have or obtain an interest. 

Direct and Overlapping Indebtedness 

The ability of an owner of property within Improvement Area A to pay the Improvement 
Area A Special Taxes could be affected by the existence of other taxes and assessments imposed 
upon taxable parcels. See "THE COMMUNITY FACILITIES DISTRICT - Direct and 
Overlapping Debt" herein. In addition, the Water District and other public agencies whose 
boundaries overlap those of Improvement Area A could impose additional taxes or assessment liens 
on the property within Improvement Area A in order to finance public improvements or services to 
be located or provided inside of or outside of such area. The lien created on the property within 
Improvement Area A through the levy of such additional taxes may be on a parity with the lien of the 
Improvement Area A Special Taxes. 

The imposition of additional liens on a parity with the Improvement Area A Special Taxes 
may reduce the ability or willingness of the property owners to pay the Improvement Area A Special 
Taxes and increase the possibility that foreclosure proceeds will not be adequate to pay delinquent 
Improvement Area A Special Taxes. 

Rednctions in Property Valnes 

The value of the land within Improvement Area A is an important factor in determining the 
investment quality of the Bonds. If a property owner is delinquent in the payment of Improvement 
Area A Special Taxes, the Community Facilities District's only remedy is to commence foreclosure 
proceedings in an attempt to obtain funds to pay the Improvement Area A Special Taxes. Reductions 
in property values due to a downturn in the economy, physical events such as earthquakes or floods, 
stricter land use regulations, delays in development or other events will adversely impact the security 
underlying the Improvement Area A Special Taxes. 

The Appraiser has estimated, on the basis of certain assumptions and limiting conditions 
contained in the Appraisal, that as of June 1, 2006 the value of the undeveloped portion of 
Improvement Area A is $57,500,000. The Appraisal is based on the assumptions as stated in 
Appendix B - "APPRAISAL REPORT." The Appraisal does not reflect any possible negative 
impact which could occur by reason of future slow or no growth voter initiatives, any potential 
limitations on development occurring due to time delays, an inability of landowners within 
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Improvement Area A to obtain any needed development approval or permit, the presence of 
hazardous substances within Improvement Area A, the listing of endangered species or the 
determination that habitat for endangered or threatened species exists within Improvement Area A, or 
other similar situations. 

Risks Related to Mortgage Interest Rates and Variable Rate Mortgages 

In addition to the risks to land value described under the heading "- Reductions in Property 
Values," land values in California, and residential land values in particular, may be affected by the 
use of adjustable rate loans and creative financing have been a primary driving force underlying the 
housing price appreciation in California since 2002, in contrast historically to strong employment 
growth as the primary driving force of housing price appreciation. Creative financing includes the 
use of loan structures other than fixed-rate or !-year adjustable rate loans, including without 
limitation interest only loans, payment option loans as well as initial teaser rates with very low initial 
payments that result in negative amortizations. As a result of increased use of adjustable rate loans 
and creative financing, many homeowners may face rising mortgage payments due to automatic rate 
resets as well as rising interest rates, and potential home purchasers may be unable to obtain 
adjustable rate loans and creative financing, which may reduce property values in Improvement 
Area A. Additionally, rising mortgage payments due to rising interest rates could affect the ability of 
individual homeowners to pay Improvement Area A Special Taxes when due, thereby causing higher 
delinquency levels. See AppendixG - "SUMMARY OF MARKET ABSORPTION STUDY
Potential "Financial" Risk Factors Underlying the Credit Quality and Bond Sizing for Land Secured 
Financings in Southern California." 

Some economists have also predicted that, as mortgage loan defaults increase bankruptcy 
filing by such homeowners are also likely to increase. Bankruptcy filings by homeowners with 
delinquent Improvement Area A Special Taxes would delay the commencement and completion of 
foreclosure proceedings to collect delinquent Improvement Area A Special Taxes. See "Enforcement 
Delays - Bankruptcy" above. 

Rising Special Tax Delinqnencies 

As discussed under the caption "THE COMMUNITY FACILITIES DISTRICT -
Improvement Area A Delinquency History," as of July 19, 2006, there was a delinquency rate of 
5.22% within Improvement Area A which was attributable to parcels owned by individual 
homeowners and not the Developer. The July 19, 2006 data, however, does not include the final 
payments to be received from the County for Fiscal Year 2005-06. In general, in fiscal year 2005-06 
the Water District experienced a rise in special tax delinquencies in its 25 community facilities 
districts and improvement areas therein. The Water District is not aware of the causes for the 
increased levels of delinquencies within Improvement Area A or the other Water District community 
facilities districts and improvement areas therein for Fiscal Year 2005-06, and, due to the fact that the 
current information does not include the final payment from the County, it is unclear whether the 
delinquency rates will remain at the current level or will decline. See "- Risks Related to Mortgage 
Interest Rates and Variable Rate Mortgages" above for a discussion of potential economic factors 
that could affect delinquency rates in Improvement Area A. 
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Risks Related to Current Market Conditions 

Since 2002, the Southern California housing market, including the lulaud Empire, has 
experienced significant price appreciation with accelerating demand. The price acceleration has been 
due, at least in part, to the increasing use of creative financing options for individual home buyers. 
The use of creative financing options since 2002 was supported at least in part by historically low 
interest rates which have risen significantly in this year. See "- Risks Related to Mortgage luterest 
Rates and Variable Rate Mortgages." However, the Southern California housing market, particularly 
in the lulaud Empire, appears to be weakening. Ju au article published June 19, 2006, the Riverside 
Press Enterprise reported that, according to the Multi-Regional Multiple Listing Service, which 
tracks real estate activity in Riverside and Sau Bernardino counties, sales dropped 12% in the first 
five mouths of 2006 compared with the first five mouths of 2005. The article also reported a 46% 
increase in the number of home listings in the first five mouths of 2006 compared with the first five 
mouths of 2005. 

In the past several mouths, a number of public home builders with significant operations in 
the Southern California housing market, including Brookfield Homes Corporation, the parent 
company of the Developer, have reported in SEC filings slowing demand, significant increases in 
sales cancellation rates and increasing inventory build-ups (including increasing investor/speculator 
resale inventory) amid rising interest rates. Ju Brookfield Homes Corporation's SEC filing on form 
10-Q filed August 9, 2006 for the first six mouths of 2006, Brookfield Homes Corporation reported 
that it continues to experience a slowdown in its housing markets, particularly in the Sau Diego, 
California and the Washington D.C. area. Brookfield Homes Corporation reported that the 
slowdown is a result of negative homebuyer sentiment and increases in resale inventories. 

Additionally, in its SEC filing on form 10-Q filed August 7, 2006 for the first six mouths of 
2006, M.D.C. Holdings, Inc. ("MDC"), the parent company of Richmond American Homes of 
California, Jue., a Colorado corporation ("Richmond American"), reported that beginning in the 
second half of 2005 and through the first Six mouths of 2006, MDC has seen demand for new homes 
weaken in most markets in which it operates. According to MDC, the factors contributing to the 
weakening market conditions include: (i) lower demand for new homes, (ii) significant increases in 
cancellation rates in nearly all markets in which MDC operates, (iii) speculators exiting the new 
home market, (iv) increases in the supply of new and existing homes available to be purchased, 
(v) increases in competition for new home orders, (vi) prospective home buyers having a more 
difficult time selling their existing homes in the more competitive environment, and (vii) higher 
incentives required to stimulate new home orders and maintain homes under contract. 

In its SEC filing on form 8-K filed June 15, 2006, KB Home reported a 19% year-over-year 
decline in net orders in its second quarter (March 1, 2006 through May 31, 2006) from its second 
quarter 2005, despite gross orders that nearly matched the second quarter 2005 gross orders. 
KB Home stated in its release that market performance has receded from the all-time highs 
established in recent years, largely due to a sharp reduction of speculative purchases and au 
oversupply of new and resale inventory. KB Home expects these conditions to persist at least 
through the remainder of 2006. 

As of July 1, 2006, just 18 homes of the 633 homes planned within the Phase 2 development 
of Improvement Area A had been completed and closed escrow to individual homeowners. 
Worsening market conditions may affect (i) the ability of the Developer to sell the planned units 
within the Phase 2 development within Improvement Area A within the timeframe and budget set 
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forth in this Official Statement, the Market Absorption Study and the Appraisal Report, and (ii) the 
value of the property within Improvement Area A. See "PROPERTY OWNERSHIP AND 
DEVELOPMENT" "SPECIAL RISK FACTORS - Concentration of Ownership,""- Reductions 
in Property Values,""- Risks Related to Mortgage Interest Rates and Variable Rate Mortgages" and 
"- Rising Special Tax Delinquencies" and "THE COMMUNITY FACILITIES DISTRICT -
Property Values." 

No Acceleration Provision 

The Bonds do not contain a provision allowing for the acceleration of the Bonds in the event 
of a payment default or other default under the terms of the Bonds or the Supplement to Resolution. 

Ballot Initiatives 

Articles Xlll A, Xlll B, Xlll C, and Xlll D of the California Constitution were adopted 
pursuant to measures qualified for the ballot pursuant to the State's constitutional initiative process. 
From time to time, other initiative measures could be adopted by California voters. The adoption of 
any such initiative might place limitations on the ability of the State, the Water District, or other local 
agencies to increase revenues or to increase appropriations or on the ability of the landowners to 
complete the development of the vacant land within Improvement Area A. See "SPECIAL RISK 
FACTORS - Uncertainties in Land Development - General" and"- Future Land Use Regulations 
and Growth Control Initiatives" above. 

Proposition 218 

An initiative measure entitled "The Right to Vote on Taxes Act" ("Proposition 218") was 
approved by the voters at the November 5, 1996 statewide general election. Among other things, 
Proposition 218 added a new Article Xlll C to the California Constitution which states that" ... the 
initiative 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 resolution to reduce the 
rate of any special tax or terminate 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. While Proposition 218 has not 
yet been interpreted by the courts and the matter is not completely free from doubt, it is not likely 
that Proposition 218 has conferred on the voters the power to effect a repeal or reduction of the 
Improvement Area A Special Tax if the result thereof would be to impair the security of the Bonds. 

It may be possible, however, for voters or the Board, acting as the legislative body of the 
Community Facilities District, to reduce the Improvement Area A Special Taxes in a manner which 
does not interfere with the timely repayment of the Bonds, but which does reduce the maximum 
amount of Improvement Area A Special Taxes that may be levied in any year below the existing 
levels. Therefore, no assurance can be given with respect to the future levy of Improvement Area A 
Special Taxes in amounts greater than the amount necessary for the timely retirement of the Bonds. 
Nevertheless, to the maximum extent that the law permits it to do so, the Water District has 
covenanted that it will not initiate proceedings under the Act to reduce the Improvement Area A 
Maximum Special Tax rates, unless, in connection therewith, (i) the Water District receives a 
certificate from one or more Independent Financial Consultants which, when taken together, certify 
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that, on the basis of the parcels of land and improvements existing in Improvement Area A as of the 
July 1 preceding the reduction, the maximum amount of the Improvement Area A Special Tax which 
may be levied on then existing Developed Property ( as defined in the Rate and Method of 
Apportionment then in effect) in each Bond Year for any Bonds Outstanding will equal at least 110% 
of the sum of the estimated Administrative Expenses and gross debt service in each Bond Year on all 
Bonds to remain Outstanding after the reduction is approved, (ii) the Water District finds that any 
reduction made under such conditions will not adversely affect the interests of the Owners of the 
Bonds, and (iii) the Water District is not delinquent in the payment of the principal of or interest on 
the Bonds. For purposes of estimating Administrative Expenses for the foregoing calculation, the 
Independent Financial Consultants shall compute the Administrative Expenses for the current Fiscal 
Year and escalate that amount by two percent (2%) in each subsequent Fiscal Year. The Water 
District also has covenanted that, in the event an initiative is adopted which purports to reduce or 
otherwise alter the Rate and Method of Apportionment, it will commence and pursue legal action in 
order to preserve its ability to comply with the foregoing covenant. However, no assurance can be 
given as to the enforceability of the foregoing covenants. 

The interpretation and application of the Initiative will ultimately be determined by the courts 
with respect to a number of the matters discussed above, and it is not possible at this time to predict 
with certainty the outcome of such determination or the timeliness of any remedy afforded by the 
courts. 

Loss of Tax Exemption 

As discussed under the heading "TAX MATTERS," interest on the Bonds could cease to be 
excluded from gross income for purposes of federal income taxation, retroactive to the date the 
Bonds were issued, as a result of future acts or omissions of the Community Facilities District. In 
addition, it is possible that future changes in applicable federal tax laws could cause interest on the 
Bonds to be included in gross income for federal income taxation or could otherwise reduce the 
equivalent taxable yield of such interest and thereby reduce the value of the Bonds. 

No Ratings - Limited Secondary Market 

The Community Facilities District has not applied to have the Bonds rated by any nationally 
recognized bond rating company, and it does not expect to do so in the future. 

There can be no guarantee that there will be a secondary market for the Bonds or, if a 
secondary market exists, that such Bonds can be sold for any particular price. Although the 
Community Facilities District has committed to provide certain statutorily-required financial and 
operating information, there can be no assurance that such information will be available to Bond 
owners 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 a credit rating for the 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 is being made will depend upon then prevailing circumstances. 
Such prices could be substantially different from the original purchase price. 
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TAX MATTERS 

In the opinion of Stradling Y occa 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 2006 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 2006 Bonds is exempt from State of California 
personal income tax. Bond Counsel notes that, with respect to corporations, interest on the Bonds 
may be included as an adjustment in the calculation of alternative minimum taxable income which 
may affect the alternative minimum tax liability of such corporations. 

The difference between the issue price of a 2006 Bond (the first price at which a substantial 
amount of the 2006 Bonds of the same maturity is to be sold to the public) and the stated redemption 
price at maturity with respect to such Bond constitutes original issue discount. Original issue 
discount accrues under a constant yield method, and original issue discount will accrue to a 
2006 Bond Owner before receipt of cash attributable to such excludable income. The amount of 
original issue discount deemed received by the Bond Owner will increase the Bond Owner's basis in 
the 2006 Bond. In the opinion of Bond Counsel, the amount of original issue discount that accrues to 
the owner of a 2006 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 2006 Bonds is based upon certain representations of fact and certifications made by 
the Water District and others and is 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 2006 Bonds to assure that interest (and original 
issue discount) on the 2006 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 Bonds to be included in gross income for federal income tax purposes 
retroactive to the date of issuance of the 2006 Bonds. The Community Facilities District has 
covenanted to comply with all such requirements. 

The Internal Revenue Service (the "IRS") has initiated an expanded program for the auditing 
of tax-exempt bond issues, including both random and targeted audits. It is possible that the Bonds 
will be selected for audit by the IRS. It is also possible that the market value of the 2006 Bonds 
might be affected as a result of such an audit of the 2006 Bonds ( or by an audit of Bonds of another 
series or other similar bonds). 

Bond Counsel's opinions may be affected by actions taken (or not taken) or events occurring 
( or not occurring) after the Closing Date. Bond Counsel has not undertaken to determine, or to 
inform any person, whether any such actions or events are taken or do occur. The Supplement to 
Resolution and the Tax Certificate relating to the 2006 Bonds permit certain actions to be taken or to 
be omitted if a favorable opinion of Bond Counsel is provided with respect thereto. Bond Counsel 
expresses no opinion as to the exclusion from gross income of interest (and original issue discount) 
on the 2006 Bonds for federal income tax purposes with respect to any 2006 Bond if any such action 
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is taken or omitted based upon the advice of counsel other than Stradling Y occa Carlson & Rauth, 
Professional Corporation. 

Although Bond Counsel has rendered an opinion that interest (and original issue discount) on 
the 2006 Bonds is 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 2006 Bonds and the accrual or receipt of interest (and original issue discount) with 
respect to the 2006 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 2006 Bonds, all potential purchasers should consult their tax advisors with respect to collateral 
tax consequences relating to the 2006 Bonds. 

A copy of the proposed form of opinion of Bond Counsel is attached hereto as Appendix C. 

ABSENCE OF LITIGATION 

In connection with the issuance of the 2006 Bonds, the Water District's General Counsel will 
deliver a certificate to the effect that, to his actual knowledge, after due inquiry and investigation, 
there is no action, suit, proceeding or investigation at law or in equity before or by any court, public 
board or body, pending or threatened, or any unfavorable decision, ruling or finding, against or 
affecting the Community Facilities District, which would adversely impact the Community Facilities 
District's ability to complete the transactions described in, or contemplated by, the Supplement to 
Resolution or this Official Statement, restrain or enjoin the collection of the Improvement Area A 
Special Taxes, or in any way contest or affect the validity of the 2006 Bonds, the Supplement to 
Resolution, the Improvement Area A Special Taxes, or the transactions described herein. 

ABSENCE OF RATINGS 

The Community Facilities District has not made, and does not contemplate making, 
application to any rating organization for a rating on the 2006 Bonds. 

UNDERWRITING 

The 2006 Bonds are being purchased by Stone & Youngberg LLC (the "Underwriter"). The 
Underwriter has agreed to purchase the 2006 Bonds at a price of $13,243,287.30 (representing 
$13,445,000 aggregate original principal amount of the 2006 Bonds, less an Underwriter's discount 
of $188,230.00 and less original issue discount of $13,482.70). The Bond Purchase Agreement 
relating to the 2006 Bonds provides that the Underwriter will purchase all of the 2006 Bonds if any 
are purchased, the obligation to make such purchase being subject to certain terms and conditions set 
forth in the Bond Purchase Agreement, the approval of certain legal matters by counsel and certain 
other conditions. The Underwriter's compensation is contingent upon the successful issuance of the 
2006 Bonds. 

The Underwriter may offer and sell 2006 Bonds to certain dealers and others at prices lower 
than the offering prices stated on the inside front cover page hereof. The offering prices may be 
changed from time to time by the Underwriter. 
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CONTINUING DISCLOSURE 

The Community Facilities District will execute a continuing disclosure agreement for the 
benefit of the Owners and Beneficial Owners of the 2006 Bonds to provide certain financial 
information and operating data relating to the Water District (the "Annual Report") and to provide 
notices of the occurrence of certain enumerated events (the "Listed Events"). The Annual Report 
will be filed by the Fiscal Agent as the Dissemination Agent with each Nationally Recognized 
Municipal Securities Information Repository. Notices of Listed Events will be filed by the 
Dissemination Agent with the Municipal Securities Rulemaking Board. The specific nature of the 
information to be included in the Annual Reports and the notices of Listed Events is set forth in 
Appendix F - "FORMS OF CONTINUING DISCLOSURE AGREEMENTS". This agreement 
will be entered into in order to assist the Underwriter in complying with Securities and Exchange 
Commission Rule 15c2-12(b)(5) (the "Rule"). The Annual Reports are to be filed by the Community 
Facilities District no later than six months after the end of the Community Facilities District's fiscal 
year, which is currently June 30. The first Annual Report is due December 31, 2006. The 
Community Facilities District entered into an undertaking pursuant to the Rule in connection with the 
issuance of the 2002 Bonds. Neither the Water District nor the Community Facilities District has 
ever failed to comply in all material respects with any previous such undertakings. 

The Developer will enter into a Developer Disclosure Agreement, the format which is 
attached as Appendix F hereto (the "Developer's Disclosure Undertaking"). The Developer's 
Disclosure Undertakings will inure solely to the benefit of the Community Facilities District, the 
Dissemination Agent, the Underwriter and owners or beneficial owners from time to time of the 
2006 Bonds. To the actual knowledge of the officers of the Developer involved in the issuance of the 
2006 Bonds, neither the Developer nor any of its affiliates has ever failed to comply in all material 
respects with any previous undertakings under the Rule. 

It should be noted that the Community Facilities District is required to file certain financial 
statements with the Annual Reports. This requirement has been included in the agreement solely to 
satisfy the provisions of the Rule. The inclusion of this information does not mean that the 
2006 Bonds are secured by any resources or property of the Community Facilities District other than 
as described hereinabove. See "LlMITATION OF LIABILITY," "SECURITY FOR THE BONDS" 
and "SPECIAL RISK FACTORS." It should also be noted that the list of significant events which 
the Community Facilities District has agreed to report includes three items which have absolutely no 
application whatsoever to the 2006 Bonds. These items have been included in the list solely to 
satisfy the requirements of the Rule. Thus, any implication from the inclusion of these items in the 
list to the contrary notwithstanding, (with the possible exception of the Special Tax Letter of Credit) 
there are no credit enhancements applicable to the 2006 Bonds, there are no credit or liquidity 
providers with respect to the 2006 Bonds, and the 2006 Bonds have not been assigned a rating. 

Neither the Water District nor the Community Facilities District has ever failed to comply in 
all material respects with any previous undertakings with regard to the Rule to provide annual reports 
or notices of material events. Although other companies affiliated with the Developer have entered 
into such undertakings, the Developer has not done so previously. 

CERTAIN LEGAL MATTERS 

Stradling Y occa Carlson & Rauth, a Professional Corporation, Bond Counsel, will render an 
opinion with respect to the validity and enforceability of the Supplement to Resolution and as to the 
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validity of the 2006 Bonds. A copy of the form of such approving opinion is attached hereto as 
Appendix C. Copies of such approving opinion will accompany each 2006 Bond. Bond Counsel has 
not undertaken any responsibility for the accuracy, completeness or fairness of the Official Statement 
or other offering materials relating to the 2006 Bonds and expresses no opinion relating thereto. 
Certain legal matters will be passed upon for the Water District by the Water District's General 
Counsel. 

In addition to serving as Bond Counsel in connection with the issuance and sale of the 
2006 Bonds, Stradling Y occa Carlson & Rauth, a Professional Corporation, has served as Disclosure 
Counsel. Although it is serving as Bond Counsel and Disclosure Counsel to the Water District in 
connection with the issuance and sale of the 2006 Bonds, Bond Counsel represents the Underwriter 
in connection with other financings and matters unrelated to the Bonds. 

Compensation for Bond Counsel and Disclosure Counsel services 1s contingent upon the 
successful issuance and sale of the 2006 Bonds. 

MISCELLANEOUS 

So far as any statements made in this Official Statement involve matters of opinion, 
assumptions, projections, anticipated events or estimates, whether or not expressly stated, they are set 
forth as such and not as presentations of fact, and actual results may differ substantially from those 
set forth therein. Neither this Official Statement nor any statement that may have been made verbally 
or in writing is to be construed as a contract with the Owners of the 2006 Bonds. 

The summaries of certain provisions of the 2006 Bonds, statutes and other documents or 
agreements referred to in this Official Statement do not purport to be complete, and reference is made 
to each of them for a complete statement of their provisions. Copies are available for review by 
making requests to the Water District. 

The appendices are an integral part of this Official Statement and must be read together with 
all other parts of the Official Statement. 
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The distribution of this Official Statement has been authorized by the Community Facilities 
District. 

/s/ Randy A. Record 
President, Board of Directors of 
Eastern Municipal Water District 
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APPENDIX A 

SUMMARY OF SUPPLEMENT TO RESOLUTION 

The following is a brief summary of certain provisions of the Supplement to Resolution. This 
summary is not intended to be definitive and is qualified in its entirety by reference to such documents for 
the complete terms thereof Copies of the Supplement to Resolution are available upon request from the 
Community Facilities District. 

DEFINITIONS 

Unless the context otherwise requires, the following terms shall have the following meanings: 

"25% Property Owner" means any Person who, together with the Affiliates of such person, owns 
property in Improvement Area A the aggregate Maximum Special Taxes applicable to which are not less 
than 25% of the total Maximum Special Taxes applicable to all Taxable Property in Improvement Area A, 
provided that such Person and all such Affiliates shall be treated as a single 25% Property Owner. 

"2002 Bonds" means the Community Facilities District No. 2001-01 (French Valley) of Eastern 
Municipal Water District Improvement Area A 2002 Special Tax Bonds, issued pursuant to the 
Resolution oflssuance. 

"Account" means any account created pursuant to the Resolution of Issuance. 

"Act" means the Mello-Roos Community Facilities Act of 1982, as amended, Sections 53311 et 
seq. of the California Government Code. 

"Acquisition Agreement" means that certain agreement entitled "Community Facilities District 
No. 2001-01 of the Eastern Municipal Water District Funding, Construction and Acquisition Agreement 
(Improvement Area A)" dated as of July 18, 2001 by and between the Water District and the Developer. 

"Acquisition and Construction Account" means the Account by that name established in the 
Improvement Fund pursuant to the Resolution. 

"Administrative Expense Requirement" means $25,000, provided that at its option, the District 
may establish the Administrative Expense Requirement for any Bond Year subsequent to the initial Bond 
Year at any amount larger than $25,000 that is not in excess of the lesser of (a) 102% of the 
Administrative Expense Requirement applicable in the immediately preceding Bond Year or (b) the 
remainder of (i) the sum of the Maximum Special Tax applicable to each parcel of Taxable Property in 
Improvement Area A in the Fiscal Year that ends in such Bond Year minus (ii) 110% of Annual Debt 
Service for such Bond Year. 

"Administrative Expenses" means the administrative costs with respect to the calculation and 
collection of the Special Taxes, including all attorneys' fees and other costs related thereto, the fees and 
expenses of the Fiscal Agent, any fees and related costs for credit enhancement for Bonds or which are 
not otherwise paid as Costs of Issuance, any costs related to the District's compliance with state and 
federal laws requiring continuing disclosure of information concerning the Bonds and the District, and 
any other costs otherwise incurred by the Water District on behalf of the District in order to carry out the 
purposes of the District as set forth in the Resolution of Formation and any obligation of the District 
under the Resolution. 
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"Affiliate" means with respect to any Person, (i) each Person that, directly or indirectly, owns or 
controls, whether beneficially or as a trustee, guardian or other fiduciary, five percent (5%) or more of 
any class of equity securities of such Person, (ii) each Person that controls, is controlled by or is under 
common control with such Person or any Affiliate of such Person or (iii) each of such Person's executive 
officers, directors, joint venturers and general partners; provided, however, that in no case shall the Water 
District be deemed to be an Affiliate. For the purpose of this definition, "control" of a Person shall mean 
the possession, directly or indirectly, of the power to direct or cause the direction of its management or 
policies, whether through the ownership of voting securities, by contract or otherwise. 

"Annual Debt Service" means, for any Bond Year, the sum of (i) the interest payable on all 
Outstanding Bonds in such Bond Year, asswning that all Outstanding Bonds are retired as scheduled 
(including by reason of Sinking Fund Payment redemption in such Bond Year), and (ii) the principal 
amount of all Outstanding Bonds due in such Bond Year (including any Sinking Fund Payment 
redemptions due in such Bond Year). 

"Appraisal" means the appraisal of the undeveloped portion of the property in the District dated 
June 9, 2006 performed by Harris Realty Appraisal in connection with the initial sale and issuance of the 
2006 Bonds. 

"Appraiser" means Harris Realty Appraisal or such other appraiser or firm of appraisers selected 
by the District and meeting the requirements of the Resolution. 

"Approved Property" has the meaning ascribed thereto in the Rate and Method of Apportionment. 

"Assumed Maximum Permitted Administrative Expense Requirement" means, as of any date of 
calculation, the largest Administrative Expense Requirement that could be established by the District for 
any future Bond Year during which Bonds will be Outstanding. 

"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 and a certification such investment is an Authorized Investment): 

I. (a) Direct obligations (other than an obligation subject to variation in 
principal repayment) of the United States of America ("United States Treasury Obligations"), 
(b) obligations fully and unconditionally guaranteed as to timely payment of principal and interest 
by the United States of America, ( c) obligations fully and unconditionally guaranteed as to timely 
payment of principal and interest by any agency or instrumentality of the United States of 
America when such obligations are backed by the full faith and credit of the United States of 
America, or (d) evidences of ownership of proportionate interests in future interest and principal 
payments on obligations described above held by a bank or trust company as custodian, under 
which the owner of the investment is the real party in interest and has the right to proceed directly 
and individually against the obligor and the underlying government obligations are not available 
to any person claiming through the custodian or to whom the custodian may be obligated. 

2. Federal Housing Administration debentures. 
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3. The listed obligations of govennnent-sponsored agencies which are not backed 
by the full faith and credit of the United States of America: 

Federal Horne Loan Mortgage Corporation (FHLMC) 
Participation certificates ( excluded are stripped mortgage 
securities which are purchased at prices exceeding their principal 
amounts) 
Senior Debt obligations 

Farm Credit Banks (formerly: Federal Land Banks, Federal 
Intermediate Credit Banks and Banks for Cooperatives) 
Consolidated system-wide bonds and notes 

Federal Horne Loan Banks (FHL Banks) 
Consolidated debt obligations 

Federal National Mortgage Association (FNMA) 
Senior debt obligations 
Mortgage-backed securities ( excluded are stripped mortgage 
securities which are purchased at prices exceeding their principal 
amounts) 

Student Loan Marketing Association (SLMA) 
Senior debt obligations ( excluded are securities that do not have 
a fixed par value and/or whose terms do not promise a fixed 
dollar amount at maturity or call date) 

Financing Corporation (FICO) 
Debt obligations 

Resolution Funding Corporation (REFCORP) 
Debt obligations 

4. Unsecured certificates of deposit, time deposits, and bankers' acceptances 
(having maturities of not more than 30 days) of any bank (including the Fiscal Agent and any 
affiliate) the short-term obligations of which are rated "A-1" or better by Standard & Poor's. 

5. Deposits the aggregate amount of which are fully insured by the Federal Deposit 
Insurance Corporation (FDIC), in banks (including the Fiscal Agent and any affiliate) which have 
capital and surplus of at least $5 million. 

6. Commercial paper (having original maturities of not more than 270 days rated 
"A-1 +" by Standard & Poor's and "Prime-I" by Moody's. 

7. Money market funds rated "AAm" or "AAm-G" by Standard & Poor's, or better 
(including those of the Fiscal Agent or its affiliates). 

8. "State Obligations," which means: 

(a) Direct general obligations of any state of the United States of America or 
any subdivision or agency thereof to which is pledged the full faith and credit of a state 
the unsecured general obligation debt of which is rated "A3" by Moody's and "A" by 
Standard & Poor's, or better, or any obligation fully and unconditionally guaranteed by 
any state, subdivision or agency whose unsecured general obligation debt is so rated. 
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(b) Direct general short-term obligations of any state agency or subdivision 
or agency thereof described in (A) above and rated "A-I+" by Standard & Poor's and 
"Prime-I" by Moody's. 

(c) Special Revenue Bonds (as defined in the United States Bankruptcy 
Code) of any state, state agency or subdivision described in (A) above and rated "AA" or 
better by Standard & Poor's and "Aa" or better by Moody's. 

9. Pre-refunded municipal obligations rated "AAA" by S & P and "Aaa" by 
Moody's meeting the following requirements: 

(a) the municipal obligations are (I) not subject to redemption prior to 
maturity or (2) the paying agent for the municipal obligations has been given irrevocable 
instructions concerning their call and redemption and the issuer of the municipal 
obligations has covenanted not to redeem such municipal obligations other than as set 
forth in such instructions; 

(b) the municipal obligations are secured by cash or United States Treasury 
Obligations which may be applied only to payment of the principal of, interest and 
premium on such municipal obligations; 

( c) the principal of and interest on the United States Treasury Obligations 
(plus any cash in the escrow) has been verified by the report of independent certified 
public accountants to be sufficient to pay in full all principal of, interest, and premium, if 
any, due and to become due on the municipal obligations ("Verification"); 

(d) the cash or United States Treasury Obligations serving as security for the 
municipal obligations are held by an escrow agent or paying agent in trust for owners of 
the municipal obligations; 

( e) no substitution of a United States Treasury Obligation shall be permitted 
except with another United States Treasury Obligation and upon delivery of a new 
Verification; and 

(f) the cash or United States Treasury Obligations are not available to satisfy 
any other claims, including those by or against the paying agent or escrow agent. 

10. Repurchase agreements: 

With (I) any domestic bank, or domestic branch of a foreign bank, the long term debt of 
which is rated at least "A" by Standard & Poor's and Moody's; or (2) any broker-dealer with 
"retail customers" or a related affiliate thereof which broker-dealer has, or the parent company 
(which guarantees the provider) of which has, long-term debt rated at least "A" by Standard & 
Poor's and Moody's, which broker-dealer falls under the jurisdiction of the Securities Investors 
Protection Corporation; or (3) any other entity rated "A" or better by Standard & Poor' s and 
Moody's, provided that: 

(a) The market value of the collateral is maintained at levels equal to 104% of the 
amount of cash transferred by the Fiscal Agent or the District to the provider of the repurchase 
agreement plus accrued interest with the collateral being valued weekly and marked-to-market at 
one current market price plus accrued interest; 
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(b) The Fiscal Agent or a third party acting solely as agent therefor or for the District 
(the "Holder of the Collateral") has possession of the collateral or the collateral has been 
transferred to the Holder of the Collateral in accordance with applicable state and federal laws 
(other than by means of entries on the transferor's books); 

( c) The repurchase agreement shall state and an opinion of counsel shall be rendered 
at the time such collateral is delivered that the Holder of the Collateral has a perfected first 
priority security interest in the collateral, any substituted collateral and all proceeds thereof (in the 
case of bearer securities, this means the Holder of the Collateral is in possession); 

(d) The repurchase agreement shall provide that if during its term the provider's 
rating by either Moody's or Standard & Poor's is withdrawn or suspended or falls below "A-" by 
Standard & Poor's or "A3" by Moody's, as appropriate, the provider must, at the direction of 
Fiscal Agent or the District, within 10 days of receipt of such direction, repurchase all collateral 
and terminate the agreement, with no penalty or premium to the Fiscal Agent or the District. 

Notwithstanding the above, if a repurchase agreement has a term of 270 days or less 
(with no evergreen provision), collateral levels need not be as specified in (a) above, so long as 
such collateral levels are 103% or better and the provider is rated at least "A" by Standard & 
Poor's and Moody's, respectively. 

11. Investment agreements with a domestic or foreign bank or corporation ( other 
than a life or property casualty insurance company) the long-term debt of which or, in the case of 
a guaranteed corporation the long-term debt, or, in the case of a monoline financial guaranty 
insurance company, claims paying ability, of the guarantor is rated at least "AA" by Standard & 
Poor's and "Aa" by Moody's; provided that, by the terms of the investment agreement: 

(a) interest payments are to be made to the Fiscal Agent or the District at times and 
in amounts as necessary to pay debt service ( or, if the investment agreement is for the 
Improvement Fund, construction draws) on the Bonds; 

(b) the invested funds are available for withdrawal without penalty or premium, at 
any time upon not more than seven days' prior notice; the Fiscal Agent or the District agrees to 
give or cause to be given notice in accordance with the terms of the investment agreement so as to 
receive funds thereunder with no penalty or premium paid; 

( c) the investment agreement shall state that is the unconditional and general 
obligation of, and is not subordinated to any other obligation of, the provider thereof, or, in the 
case of a bank, that the obligation of the bank to make payments under the agreement ranks pari 
passu with the obligations of the bank to its other depositors and its other unsecured and 
unsubordinated creditors; 

(d) the Fiscal Agent or the District receives the opinion of domestic counsel (which 
opinion shall be addressed to Fiscal Agent or the District) that such investment agreement is 
legal, valid, binding and enforceable upon the provider in accordance with its terms and of 
foreign counsel (if applicable) in form and substance acceptable, and addressed to, the Fiscal 
Agent or the District; 
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( e) the investment agreement shall provide that if during its term 

(i) the provider's rating by either Standard & Poor's or Moody's falls below 
"AA-" or "Aa3", respectively, the provider shall, at its option, within 10 days of receipt 
of publication of such downgrade, either (y) collateralize the investment agreement by 
delivering or transferring in accordance with applicable state and federal laws ( other than 
by means of entries on the provider's books) to the District, the Fiscal Agent or a third 
party acting solely as agent therefor (the "Holder of the Collateral") collateral free and 
clear of any third-party liens or claims the market value of which collateral is maintained 
at levels and upon such conditions as would be acceptable to Standard & Poor' s and 
Moody's to maintain an "A" rating in an "A" rated structured financing (with a market 
value approach); or (z) repay the principal of and accrued but unpaid interest on the 
investment; and 

(ii) the provider's rating by either Standard & Poor's or Moody's is 
withdrawn or suspended or falls below "A-" or "A3", respectively, the provider must, at 
the direction of the Fiscal Agent or the District, within 10 days of receipt of such 
direction, repay the principal of and accrued but unpaid interest on the investment, in 
either case with no penalty or premium to the Fiscal Agent or District; and 

(f) the investment agreement shall state and an opinion of counsel shall be rendered, 
in the event collateral is required to be pledged by the provider under the terms of the investment 
agreement at the time such collateral is delivered, that the Holder of the Collateral has a perfected 
first priority security interest in the collateral, any substituted collateral and all proceeds thereof 
(in the case of bearer securities, this means the Holder of the Collateral is in possession); 

(g) the investment agreement must provide that if during its term 

(i) the provider shall default in its payment obligations, the provider's 
obligations under the investment agreement shall, at the direction of the Fiscal Agent or 
the District, be accelerated and amounts invested and accrued but unpaid interest thereon 
shall be repaid to the Fiscal Agent or the District, and 

(ii) the provider shall become insolvent, not pay its debts as they become 
due, be declared or petition to be declared bankrupt, etc. ("event of insolvency"), the 
provider's obligations shall automatically be accelerated and amounts invested and 
accrued but unpaid interest thereon shall be repaid to the Fiscal Agent or the District. 

12. The State of California Local Agency Investment Fund. 

"Authorized Representative of the Water District" means the General Manager of the Water 
District, or his or her designee, the Chief Financial Officer of the Water District, or his or her designee, or 
any other person or persons designated by the Board of Directors of the Water District and authorized to 
act on behalf of the Water District by a written certificate signed on behalf of the Water District by the 
President of the Board of Directors of the Water District and containing the specimen signature of each 
such person. 

"Average Annual Debt Service" means the average of the Annual Debt Service for all Bond 
Years, including the Bond Year in which the calculation is made. 
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"Board" or "Board of Directors" means the Board of Directors of the Water District acting as the 
legislative body of the District. 

"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, with respect to any Bond, the person or persons in whose name 
or names such Bond is registered, as shown on the Bond Register. 

"Bonds" means the 2002 Bonds, the 2006 Bonds and all Parity Bonds, provided that if the context 
clearly so requires "Bonds" means the 2006 Bonds. 

"Bond Year" means the twelve month period commencing on September 2 of each year and 
ending on September I of the following year, except that the first Bond Year for the 2006 Bonds or an 
issue of Parity Bonds shall begin on the Delivery Date thereof and end on the first September I which is 
not more than 12 months after the applicable Delivery Date. 

"Business Day" means a day which is not a Saturday or Sunday or a day of the year on which 
banks in New York, New York, Los Angeles, California, or the city where the corporate trust office of the 
Fiscal Agent is located, are not required or authorized to remain closed. 

"Capacity Improvements Account" means the Account by that name established m the 
Improvement Fund pursuant to the Resolution. 

"Certificate of an Authorized Representative" means a written certificate or warrant request 
executed by an Authorized Representative of the Water District. 

"Code" means the Internal Revenue Code of 1986, as amended, and any Regulations, rulings, 
judicial decisions, and notices, announcements, and other releases of the United States Treasury 
Department or Internal Revenue Service interpreting and construing it. 

"Continuing Disclosure Agreement" means that certain Continuing Disclosure Agreement, dated 
September I, 2006, by and between the District and the Fiscal Agent, as dissemination agent thereunder. 

"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 statements for the Bonds, fees of the appraiser and financial consultants and all other related 
fees and expenses. 

"Delivery Date" means, with respect to the Bonds and each series of Parity Bonds, the date on 
which the bonds of such issue were issued and delivered to the initial purchasers thereof. 

"Depository" shall mean The Depository Trust Company, New York, New York, and its 
successors and assigns as securities depository for the Certificates, or any other securities depository 
acting as Depository under the Resolution. 
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"Developed Property" has the rnearnng ascribed thereto m the Rate and Method of 
Apportionment. 

"Developer" means Brookfield W633 LLC, a Delaware limited liability company, and its 
successors and assigns. 

"Disbursement Amount" has the meaning ascribed thereto in the Resolution. 

"Dissemination Agent" means the Fiscal Agent, and any successor thereto. 

"District" means Community Facilities District No. 2001-01 (French Valley) of the Eastern 
Municipal Water District established pursuant to the Act and the Resolution of Formation. 

"Federal Securities" means, subject to applicable law, United States Treasury notes, bonds, bills 
or certificates of indebtedness, including United States Treasury Obligations, State and Local Government 
Series ("SLGS") or other direct obligations issued by the United States Treasury for which the faith and 
credit of the United States are pledged for the payment of principal and interest; and obligations issued by 
banks for cooperatives, federal land banks, federal intermediate credit banks, federal home loan banks, the 
Federal Horne Loan Bank Board, the Tennessee Valley Authority, or other federal agencies or United 
States Government-sponsored enterprises. 

"Fiscal Agent" means U.S. Bank National Association, a national banking assocrn!ion duly 
organized and existing under the laws of the United States of America, at its principal corporate trust 
office in Los Angeles, California, and its successors or assigns, or any other bank or trust company which 
nrny at any time be substituted in its place as provided in the Resolution and any successor thereto. 

"Fiscal Year" means the period beginning on July I of each year and ending on the next 
following June 30. 

"Gross Special Taxes" means the amount of all Special Taxes received by the District from 
Improvement Area A, together with the proceeds collected from the sale of property pursuant to the 
foreclosure provisions of the Resolution of Issuance for the delinquency of such Special Taxes after 
payment of administrative costs and attorney's fees payable from such proceeds to the extent not 
previously paid as an Administrative Expense. 

"Improvement Area A" means Improvement Area A of the District as designated by the 
legislative body of the District in the Resolution of F orrnation. 

"Improvement Fund" means the fund by that name established pursuant to the Resolution. 

"Independent Financial Consultant" means a financial consultant or special tax consultant or firm 
of such consultants generally recognized to be well qualified in the financial consulting or special tax 
consulting field, appointed and paid by the District, who, or each of whom: 

(I) is in fact independent and not under the domination of the District; 

(2) does not have any substantial interest, direct or indirect, in the District; and 

(3) is not connected with the District as a member, officer or employee of the 
District, but who may be regularly retained to nrnke annual or other reports to the District. 
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"Interest Payment Date" means each March 1 and September 1, commencing September 1, 2002. 

"Investment Agreement" means one or more agreements for the investment of funds of the 
District complying with the criteria therefor as set forth in Subsection ( 11) of the definition of Authorized 
Investments in the Resolution. 

"Joint Community Facilities Agreement" means the Joint Community Facilities Agreement for 
Eastern Municipal Water District CFO No. 2001-1 Improvement Area A, dated as of August 22, 2001 by 
and between the Water District and the School District. 

"Market Absorption Consultant" means Empire Economics, LLC, or any other market absorption 
consultant generally recognized to be well qualified for the intended work and selected by the District in 
its sole discretion. 

"Maximum Annual Debt Service" means, at any point in time, with respect to the Bonds then 
Outstanding, the greatest amount of Annual Debt Service on the Bonds in the then current or any 
succeeding Bond Year prior to the maturity of the Bonds. 

"Maximum Special Tax" has the meaning ascribed to it m the Rate and Method of 
Apportionment. 

"Moody's" means Moody's Investors Service, its successors and assigns. 

"Net Special Taxes" means Gross Special Taxes minus the amount (not in excess of the then 
applicable Administrative Expense Requirement) transferred from the Special Tax Fund to the 
Administrative Expense Fund pursuant to the Resolution. 

"Nominee" shall mean the nominee of the Depository, which may be the Depository, as 
determined from time to time pursuant to the Resolution. 

"Ordinance" means Ordinance No. 89 adopted by the legislative body of the District on 
September 19, 2001, providing for the levying of the Special Tax. 

except: 
"Outstanding" or "Outstanding Bonds " means all Bonds theretofore issued by the District, 

( 1) Bonds theretofore cancelled or surrendered for cancellation in accordance with 
the Resolution; 

(2) Bonds for payment or redemption of which moneys 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 Resolution of Issuance or any applicable 
Supplemental Resolution; and 

(3) Bonds which have been surrendered to the Fiscal Agent for transfer or exchange 
pursuant to the Resolution or for which a replacement has been issued pursuant to. 

"Overlapping Debt" means with respect to any property within the District, the sum of (a) the 
aggregate amount of all unpaid assessments which are a lien on such property and which are pledged to 
secure the repayment of bonds, plus (b) a portion of the principal amount of any outstanding bonds of 
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other community facilities districts which are payable at least partially from special taxes to be levied on 
such property ( the "Other CFO Bonds") determined by multiplying the aggregate principal amount of the 
Other CFO Bonds by a fraction, the numerator of which is the amount of special taxes levied for the 
Other CFO Bonds on such property and the denominator of which is the total amount of special taxes 
levied for the Other CFO Bonds on all parcels of property which are subject to the levy of such special 
taxes, based upon information which is available for the then current Fiscal Year. 

"Parcel" has the meaning ascribed thereto in the Rate and Method of Apportionment. 

"Parity Bonds" means all bonds, notes or other similar evidences of indebtedness issued, payable 
out of the Net Special Taxes and which, as provided in the Resolution of Issuance or any Supplemental 
Resolution, rank on a parity with the 2002 Bonds and/or the 2006 Bonds. 

"Participants" shall mean those broker-dealers, banks and other financial institutions from time to 
time for which the Depository holds Bonds as securities depository. 

"Person" means natural persons, firms, corporations, partnerships, associations, trusts, public 
bodies and other entities. 

"Prepayments" means any amounts paid by the District to the Fiscal Agent and designated by the 
District as a prepayment of Special Taxes for one or more parcels in Improvement Area A of the District 
made in accordance with the Rate and Method of Apportionment. 

"Principal Office of the Fiscal Agent" means the corporate trust and agency office of the Fiscal 
Agent located in Los Angeles, California, provided that for purposes of redemption payment, exchange, 
transfer or surrender of Bonds shall mean the corporate trust office of the Fiscal Agent located in St. Paul, 
Minnesota, or such other office or offices as the Fiscal Agent may designate from time to time, or the 
office of any successor Fiscal Agent where it principally conducts its corporate trust and agency business. 

"Project" means those public facilities described in the Resolution of Formation which are to be 
acquired or constructed within and outside of the District for the benefit of Improvement Area A, 
including the improvements for the benefit of the School District and further including all engineering, 
planning and design services and other incidental expenses related to such facilities and other facilities, if 
any, authorized by the 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, remarketing, credit enhancement, Fiscal Agent and other fees and expenses relating to the 
issuance of the Bonds or and the formation of the District, and to pay any other "incidental expenses" of 
the District, as such term is defined in the Act. 

"Rating Agency" means Moody's or Standard & Poor's, or both, as the context requires. 

"Rate and Method of Apportionment" means that certain Rate and Method of Apportionment of 
Special Tax approved pursuant to the Resolution of Formation, as amended in accordance with the Act 
and the Resolution. 

"Rebate Fund" means the fund by that name established pursuant to the Resolution in which there 
are established the Accounts described therein. 

A-10 



"Rebate Regulations" means any final, temporary or proposed Regulations promulgated under 
Section 148(f) of the Code. 

"Record Date" means the fifteenth day of the month preceding an Interest Payment Date, 
regardless of whether such day is a Business Day. 

"Regulations" means the regulations adopted or proposed by the Department of Treasury from 
time to time with respect to obligations issued pursuant to Section 103 of the Code. 

"Representation Letter" shall mean the Blanket Letter of Representations from the District and 
the Fiscal Agent to the Depository as described in the Resolution. 

"Reserve Requirement" means that amount as of any date of calculation equal to the sum of, for 
each series of Bonds, the least of (i) 10% of the initial principal amount of the Bonds of such series, 
(ii) Maximum Annual Debt Service with respect to the Bonds of such series, or (iii) 125% of Average 
Annual Debt Service with respect to the Bonds of such series. 

"Resolution of Formation" means Resolution No. 3534 adopted by the Board of Directors of the 
Water District on September 19, 2001, pursuant to which the Water District formed the District. 

"Resolution of Issuance" or the "Resolution" means the Supplement to Resolution of Issuance, 
together with Resolution No. 3590 of the District, approving the Supplement to Resolution of Issuance, 
Resolution No. 4545 of the District approving the Second Supplement to Resolution of Issuance, the 
Second Supplement to Resolution of Issuance, and any supplemental resolution approved pursuant to the 
Supplement to Resolution. 

"School District" means the Temecula Valley Unified School District. 

"School District Improvements Account" means the Account by that name established in the 
Improvement Fund pursuant to the Resolution. 

"Second Supplement to Resolution of Issuance" means the Supplement to Resolution of Issuance 
No. 4545 and Second Supplement to Resolution of Issuance No. 3590. 

"Sinking Fund Payment" means the annual payment to be deposited in the Principal Account to 
redeem a portion of the Term Bonds in accordance with the schedule set forth in the Resolution and any 
annual sinking fund payment schedule to retire Parity Bonds which are designated as Term Bonds. 

"Six-Month Period" means the period of time beginning on the Delivery Date of each issue of 
Bonds, as applicable, and ending six consecutive months thereafter, and each six-month period thereafter 
until the latest maturity date of the Bonds ( and any obligations that refund an issue of the Bonds). 

"Special Tax Administrator" means Psomas in its capacity as the consultant engaged by the 
Water District to administer the calculation and collection of the Special Taxes, or any successor or 
replacement entity acting in such capacity. 

"Special Tax Fund" means the fund by that name created and established pursuant to the 
Resolution. 

"Special Tax Letter of Credit" means a letter of credit or a Security, as defined in the Acquisition 
Agreement, delivered to the Water District by a 25% Property Owner or thereafter which may be 
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delivered to the Water District by a subsequent provider, pursuant to the terms of the Acquisition 
Agreement. 

"Special Taxes" means the taxes authorized to be levied by the District on property within 
Improvement Area A in accordance with the Ordinance, the Resolution of Formation, the Act and the 
voter approval obtained at the September 19, 2001 election in the District. 

"Standard & Poor's" means Standard & Poor's Ratings Group, a division of McGraw-Hill, its 
successors and assigns. 

"Supplement to Resolution of Issuance" means the Supplement to Resolution of Issuance 
No. 3590. 

"Supplemental Resolution" means any supplemental resolution amending or supplementing the 
Supplement to Resolution of Issuance and this Second Supplement to Resolution of Issuance. 

Tax Certificate" means the certificate by that name to be executed by the District on a Delivery 
Date to establish certain facts and expectations and which contains certain covenants relevant to 
compliance with the Code. 

"Taxable Property" has the meaning ascribed thereto in the Rate and Method of Apportionment." 

"Term Bonds" means the 2002 Bonds maturing on September I, 2027 and September I, 2032, the 
2006 Bonds maturing on September I, 2023, September I, 2026 and September I, 2036 and each 
maturity of Parity Bonds as specified in the applicable Supplemental Resolution. 

"Undeveloped Property" has the meaning ascribed thereto in the Rate and Method of 
Apportionment. 

"Value of All Property" means (i) the fair market value, as of the date of value used in the 
appraisal provided for below, of all of the parcels of property in the District which are subject to the levy 
of the Special Taxes and which are not delinquent in the payment of any Special Taxes, including the 
value of the then existing improvements thereon, as estimated by the Appraiser or another appraiser 
selected and employed by the Water District who has an MAI designation from the Appraisal Institute in 
an appraisal that utilizes a date of value not more than ninety (90) days preceding the date of such 
determination and that is based upon a methodology of valuation and (with respect to Undeveloped 
Property and Approved Property) market absorption consistent with the Appraisal and that includes such 
value as the appraiser deems appropriate for the portions of the Project for which proceeds of Bonds or 
Parity Bonds will be made available, provided that a mass appraisal methodology may be applied when 
valuing Developed Property; or (ii) in the alternative, the full cash value of any or all of such non
delinquent parcels and the improvements thereon as set forth on the last equalized assessment roll of the 
County Assessor of the County of Riverside. 

"Value of Approved Property" means (i) the fair market value, as of the date of value utilized in 
the appraisal provided for below, of the parcels of Approved Property which are subject to the levy of the 
Special Taxes and not delinquent in the payment of any Special Taxes, including the value of the then 
existing improvements thereon, as estimated by the Appraiser or another appraiser selected and employed 
by the Water District who has an MAI designation from the Appraisal Institute in an appraisal that utilizes 
a date of value not more than ninety (90) days preceding the date of such determination and that is based 
upon a methodology of valuation and market absorption consistent with the Appraisal and that includes 
such value as the appraiser deems appropriate for the portions of the Project for which proceeds of Bonds 
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or Parity Bonds will be made available, or (ii) in the alternative, the full cash value of any or all of such 
non-delinquent parcels and the improvements thereon as set forth on the last equalized assessment roll of 
the County Assessor of the County of Riverside. 

"Value of Developed Property" means (i) the fair market value, as of the date of value used in the 
appraisal provided for below, of the parcels of Developed Property which are subject to the levy of the 
Special Taxes and which are not delinquent in the payment of any Special Taxes, including the value of 
the then existing improvements thereon, as estimated by the Appraiser or another appraiser selected and 
employed by the Water District who has an MAI designation from the Appraisal Institute in an appraisal 
that utilizes a date of value not more than ninety (90) days preceding the date of such determination and 
that is based upon a methodology of valuation consistent with the Appraisal, provided that a mass 
appraisal methodology may be applied when valuing Developed Property; or (ii) in the alternative, the 
full cash value of any or all of such non-delinquent parcels and the improvements thereon as set forth on 
the last equalized assessment roll of the County Assessor of the County of Riverside. 

"Value of Undeveloped Property" means (i) the fair market value as of the date of value utilized 
in the appraisal provided for below, of the parcels of Undeveloped Property which are subject to the levy 
of the Special Taxes and not delinquent in the payment of any Special Taxes, including the value of the 
then existing improvements thereon, as estimated by the Appraiser or another appraiser selected and 
employed by the Water District who has an MAI designation from the Appraisal Institute in an appraisal 
that utilizes a date of value not more than ninety (90) days preceding the date of such determination and 
that is based upon a methodology of valuation and market absorption consistent with the Appraisal and 
that includes such value as the appraiser deems appropriate for the portions of the Project for which 
proceeds of Bonds or Parity Bonds will be made available, or (ii) in the alternative, the full cash value of 
any or all of such non-delinquent parcels and the improvements thereon as set forth on the last equalized 
assessment roll of the County Assessor of the County of Riverside. 

"Water District" means Eastern Municipal Water District. 

ISSUANCE OF PARITY BONDS 

The District may issue Parity Bonds payable from the Net Special Taxes and other amounts 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 Resolution or 
under any Supplemental Resolution for any purposes authorized under the Act. Parity Bonds may be 
issued subject to the following additional specific conditions, which are made conditions precedent to the 
issuance of any such Parity Bonds: 

(a) The District shall be in compliance with all covenants set forth in the Resolution and any 
Supplemental Resolution then in effect and a certificate of the District to that effect shall have been filed 
with the Fiscal Agent; provided, however, that Parity Bonds may be issued notwithstanding that the 
District is not in compliance with all such covenants so long as immediately following the issuance of 
such Parity Bonds the District will be in compliance with all such covenants. 

(b) The issuance of such Parity Bonds shall have been duly authorized pursuant to the Act 
and all applicable laws, and the issuance of such Parity Bonds shall have been provided for by a 
Supplemental Resolution duly adopted by the District which shall specify the following: 

( 1) The purpose for which such Parity Bonds are to be issued and the funds and 
accounts into which the proceeds thereof are to be deposited, including payment of all costs and the 
funding of all reserves incidental to or connected with such issuance; 
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(2) The authorized principal amount of such Parity Bonds; 

(3) The date and the maturity date or dates of such Parity Bonds; provided that 
(i) each maturity date shall fall on a September 1, (ii) all such Parity Bonds of like maturity shall be 
identical in all respects, except as to number, and (iii) fixed serial maturities or Sinking Fund Payments, 
or any combination thereof, shall be established to provide for the retirement of all such Parity Bonds on 
or before their respective maturity dates; 

(4) The description of the Parity Bonds, the place of payment thereof and the 
procedure for execution and authentication; 

( 5) The denominations and method of numbering of such Parity Bonds; 

(6) The amount and due date of each mandatory Sinking Fund Payment, if any, for 
such Parity Bonds; 

(7) The amount, if any, to be deposited from the proceeds of such Parity Bonds in 
the Reserve Account of the Special Tax Fund to increase the amount therein to the Reserve Requirement; 

(8) The form of such Parity Bonds; and 

(9) Such other provisions as are necessary or appropriate and not inconsistent with 
the Resolution. 

(c) The District shall have received the following documents or money or securities, all of 
such documents dated or certified, as the case may be, as of the date of delivery of such Parity Bonds by 
the Fiscal Agent (unless the Fiscal Agent shall be directed by the District to accept any of such documents 
bearing a prior date): 

(1) A certified copy of the Supplemental Resolution authorizing the issuance of such 
Parity Bonds; 

(2) A written request of the District as to the delivery of such Parity Bonds; 

(3) An opinion of Bond Counsel and/or general counsel to the District to the effect 
that (a) the District has the right and power under the Act to adopt the Supplemental Resolutions relating 
to such Parity Bonds, and the Resolution and all such Supplemental Resolutions have been duly and 
lawfully adopted by the District, are in full force and effect and are valid and binding upon the District 
and enforceable in accordance with their terms ( except as enforcement may be limited by bankruptcy, 
insolvency, reorganization and other similar laws relating to the enforcement of creditors' rights); (b) the 
Resolution creates the valid pledge which it purports to create of the Net Special Taxes and other amounts 
as provided in the Resolution, subject to the application thereof to the purposes and on the conditions 
permitted by the Resolution; and ( c) such Parity Bonds are valid and binding limited obligations of the 
District, enforceable in accordance with their terms ( except as enforcement may be limited by bankruptcy, 
insolvency, reorganization and other similar laws relating to the enforcement of creditors' rights) and the 
terms of the Resolution and all Supplemental Resolutions thereto and entitled to the benefits of the 
Resolution and all such Supplemental Resolutions, and such Parity Bonds have been duly and validly 
authorized and issued in accordance with the Act (or other applicable laws) and the Resolution and all 
such Supplemental Resolutions; and a further opinion of Bond Counsel to the effect that, assuming 
compliance by the District with certain tax covenants, the issuance of the Parity Bonds will not adversely 
affect the exclusion from gross income for federal income tax purposes of interest on the Bonds and any 
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Parity Bonds theretofore issued on a tax-exempt basis, or the exemption from State of California personal 
income taxation of interest on any Outstanding Bonds and Parity Bonds theretofore issued; 

(4) A certificate of the District containing such statements as may be reasonably 
necessary to show compliance with the requirements of the Resolution; 

(5) A certificate from one or more Independent Financial Consultants and/or the 
Special Tax Administrator which, when taken together, certify that: 

A. the Value of All Property is at least four ( 4) times the sum of the 
aggregate principal amount of Outstanding Bonds, the Parity Bonds proposed to be issued and the 
Overlapping Debt with respect to all taxable property in the District; 

B. the Value of Developed Property is at least four ( 4) times the sum of the 
Overlapping Debt allocable thereto plus, that portion of the aggregate principal amount of the 
Outstanding Bonds and Parity Bonds which is allocable to the Developed Property ( collectively, the 
"Parity Debt for Developed Property"). For this purpose, there will be allocated to the Developed 
Property the largest principal amount of Parity Debt for Developed Property that results in (I) the 
maximum Special Taxes that may be levied on Developed Property (not including any parcels of 
Developed Property with delinquent Special Taxes) in each Fiscal Year being at least equal to the sum of 
110% of Annual Debt Service on such Parity Debt for Developed Property in the Bond Year ending on 
the September I following the end of such Fiscal Year of taxation plus the share of the Assumed 
Maximum Permitted Administrative Expense Requirement allocable to the Developed Property for such 
Fiscal Year of taxation and (2) a Value of Developed Property at least four times the sum of Parity Debt 
for Developed Property plus Overlapping Debt allocable to Developed Property; 

C. the Value of Approved Property is at least three (3) times the sum of the 
Overlapping Debt allocable thereto plus, that portion of the aggregate principal amount of the 
Outstanding Bonds and Parity Bonds which is allocable to the Approved Property ( collectively, the 
"Parity Debt for Approved Property"). For this purpose, there will be allocated to the Property the largest 
principal amount of Parity Debt for Approved Property that results in (I) the maximum Special Taxes that 
may be levied on Approved Property (not including any parcels of Approved Property with delinquent 
Special) in each Fiscal Year being at least equal to the sum of 110% of Annual Debt Service on such 
Parity Debt for Approved Property in the Bond Year ending on the September I following the end of such 
Fiscal Year of taxation plus the share of the Assumed Maximum Permitted Administrative Expense 
Requirement allocable to the Approved Property for such Fiscal Year of taxation and (2) a Value of 
Approved Property equal to at least 3 times the sum of Parity Debt for Approved Property plus 
Overlapping Debt allocable to Approved Property; and 

D. the Value of Undeveloped Property is at least two and one-half (2Yz) 
times the sum of the Overlapping Debt allocable thereto plus, that portion of the aggregate principal 
amount of the Outstanding Bonds and Parity Bonds which is allocable to the Undeveloped Property 
(collectively, the "Parity Debt for Undeveloped Property"). For this purpose, there will be allocated to 
the Undeveloped Property the largest principal amount of Parity Debt for Undeveloped Property that 
results in (I) the maximum Special Taxes that may be levied on Undeveloped Property (not including any 
parcels of Undeveloped Property with delinquent Special Taxes) in each Fiscal Year being at least equal 
to the sum of 110% of Annual Debt Service on such Parity Debt for Undeveloped Property in the Bond 
Year ending on the September I following the end of such Fiscal Year of taxation plus the share of the 
Assumed Maximum Permitted Administrative Expense Requirement allocable to the Undeveloped 
Property for such Fiscal Year of taxation and (2) a Value of Undeveloped Property equal to at least 2Vz 
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times the sum of Parity Debt for Undeveloped Property plus Overlapping Debt allocable to Undeveloped 
Property; 

provided, however, that no parcel of property may be included in any of the foregoing determinations if 
there is, at the time of any such determination, a delinquency in the payment of any ad valorem real 
property taxes or Special Taxes levied on such parcel. 

The amount of Parity Bonds permitted to be issued shall be the largest integral multiple of $5,000 
that is not greater than the remainder of (a) the sum of (x) the Parity Debt for Developed Property, as 
specified in the certificate delivered pursuant to (A) above, (y) the Parity Debt for Approved Property, as 
specified in the certificate delivered pursuant to (B) above, plus (z) the Parity Debt for Undeveloped 
Property, as specified in the certificate delivered pursuant to ( C) above, less (b) the then aggregate 
principal amount of Outstanding Bonds. 

For purposes of the certifications and calculations described in this paragraph ( 5), the principal 
amount of and interest on Parity Bonds may be excluded if: (a) proceeds from the sale thereof are 
required to be deposited and held in an escrow fund in an amount certified by an Independent Financial 
Consultant to be sufficient (i) to pay the principal of and interest on such Parity Bonds when due for a 
specified period and (ii) to redeem such Parity Bonds at the expiration of such specified period and 
(b) such proceeds may be disbursed from such escrow fund ( other than to pay principal of and interest on 
such Parity Bonds when due and to redeem them) only if the amount so disbursed is treated as if it were 
an additional issuance of Parity Bonds and the tests described in this paragraph ( 5) would be satisfied 
with respect thereto. 

The provisions of this paragraph ( 5) shall not apply to Parity Bonds issued for the principal 
purpose of refunding Outstanding Bonds if the District shall have received a certificate from an 
Independent Financial Consultant to the effect that Aunual Debt Service after the issuance of such Parity 
Bonds will be no larger than Aunual Debt Service would have been prior to the issuance of such Parity 
Bonds in each Fiscal Year in which Bonds or Parity Bonds (other than the refunding Parity Bonds) will 
remain Outstanding. 

( 6) Such further documents, money and securities as are required by the provisions 
of the Resolution and the Supplemental Resolution providing for the issuance of such Parity Bonds. 

CREATION OF FUNDS; APPLICATION OF PROCEEDS, 
NET SPECIAL TAXES AND SPECIAL TAX LETTERS OF CREDIT 

Creation of Funds; Application of Proceeds, Net Special Taxes and Special Tax Letters of 
Credit. 

(a) There is created and established and shall be maintained by the Fiscal Agent the 
following funds and accounts: 

(I) The Improvement Area A Community Facilities District No. 2001-01 (French 
Valley) Special Tax Fund (the "Special Tax Fund"), in which there shall be established and created an 
Interest Account, a Principal Account, a Redemption Account, a Reserve Account and, a Letter of Credit 
Account; 

(2) The Improvement Area A Community Facilities District No. 2001-01 (French 
Valley) Rebate Fund (the "Rebate Fund"), in which there shall be established a Rebate Account and an 
Alternative Penalty Account; and 
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(3) The Improvement Area A Community Facilities District No. 2001-01 (French 
Valley) Special Tax Holding Fund (the "Special Tax Holding Fund"). 

The amount on deposit in the foregoing funds and accounts shall be held by the Fiscal Agent, and the 
Fiscal Agent shall invest and disperse such amounts in accordance with the provisions of the Resolution. 

(b) There is created and established and shall be maintained by the District the following 
fund and accounts: 

(I) The Improvement Area A Community Facilities District No. 2001-01 (French 
Valley) Improvement Fund (the "Improvement Fund"), in which there shall be established a Costs of 
Issuance Account, an Acquisition and Construction Account, a School District Improvements Account 
and a Capacity Improvements Account; and 

(2) The Administrative Expense Fund. 

The amount on deposit in the foregoing funds and accounts shall be held by the District, and the District 
shall invest and disburse such amounts in accordance with the provisions of the Resolution. 

( c) In connection with the issuance of any Parity Bonds, the District, may create new funds, 
accounts or subaccounts, or may create additional accounts and subaccounts within any of the foregoing 
funds and accounts for the purpose of separately accounting for the proceeds of the Bonds and any Parity 
Bonds. 

Special Tax Letters of Credit 

Each Special Tax Letter of Credit shall be held by the Fiscal Agent in trust for the Owners of the 
Bonds. If the 25% Property Owner which is the account party with respect to a Special Tax Letter of 
Credit or any Affiliate thereof or any other person on whose behalf the Special Tax Letter of Credit is 
being maintained is delinquent in the payment of the most recent instalhnent of Special Tax applicable to 
any of the property of such 25% Property Owner or Affiliate or other Person, the District shall give 
written notice of such delinquency and the amount thereof to the Fiscal Agent; and the Fiscal Agent shall 
draw on the Special Tax Letter of Credit the amount of the delinquency, as specified by the District, and 
shall deposit the proceeds of such draw in the Special Tax Fund. Notwithstanding any such draw on the 
Special Tax Letter of Credit, the amount of the delinquent Special Tax shall not be deemed to have been 
paid by reason thereof. In the event that the condition to the release of a Special Tax Letter of Credit as 
provided in the Acquisition Agreement has been satisfied, the District shall give written notice thereof to 
the Fiscal Agent; and the Fiscal Agent shall release the Special Tax Letter of Credit to the provider of the 
Special Tax Letter of Credit. Upon such release neither the Fiscal Agent, the Water District, the District 
nor the Owners of the Bonds shall have any further right, title or interest in the Special Tax Letter of 
Credit. 

Any provision of the Resolution of Issuance to the contrary notwithstanding, in the event that the 
District collects delinquent Special Taxes from any parcel whose delinquency caused a draw on a Special 
Tax Letter of Credit which has not been reimbursed, such Special Taxes (net of the costs incurred by the 
District in connection with the collection thereof that the District has not recovered and does not expect to 
recover as an Administrative Expense), in an amount not in excess of the amount drawn on the Special 
Tax Letter of Credit, shall be deposited to the Letter of Credit Account; and the Fiscal Agent shall 
disburse to the provider of the Special Tax Letter of Credit from such Special Taxes the amount so 
deposited. 
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Deposits to and Disbnrsements from Special Tax Fnnd. 

(a) Except for the portion of any Prepayment to be deposited to the Redemption Account, 
and except also for delinquent Special Taxes referred to in the Resolution, the District shall, on each date 
on which the Special Taxes are received by the District, transfer the Special Taxes to the Fiscal Agent for 
deposit in the Special Tax Fund to be held in trust by the Fiscal Agent. The Fiscal Agent shall use the 
Special Taxes on deposit in the Special Tax Fund on the dates and in the amounts set forth in the 
following order of priority, to: 

( 1) Transfer to the Water District for deposit in the Administrative Expense Fund an 
amount equal to the Administrative Expense Requirement shall be so transferred prior to the date on 
which the balance on deposit in the Interest Account of the Special Tax Fund is at least equal to the 
interest payable on the Bonds on March 1; 

(2) Deposit in the Interest Account of the Special Tax Fund the amount necessary to 
cause the balance on deposit therein to equal the interest coming due on the Bonds on the next succeeding 
Interest Payment Date; 

(3) Deposit in the Principal Account of the Special Tax Fund the amount necessary 
to cause the balance on deposit therein to be equal to the principal amount of the Bonds and/or the 
Sinking Fund Payment payable on the next succeeding September 1; 

( 4) Deposit in the Redemption Account of the Special Tax Fund the amount 
necessary to pay any redemption of the Bonds as provided in the Resolution; 

(5) Deposit in the Reserve Account of the Special Tax Fund the amount, if 
necessary, to cause the balance on deposit in the Reserve Account to equal the Reserve Requirement; 

( 6) Pay to the Water District any Administrative Expenses in excess of the 
Administrative Expense Requirement that the Water District has requested be paid or reimbursed to it; 

(7) Deposit in the Rebate Fund the amounts required to be deposited therein pursuant 
to the Resolution; and 

(8) Deposit in the Special Tax Holding Fund any amount remaining after all of the 
foregoing deposits and transfers have been completed. 

(b) At maturity of all 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. 

Administrative Expense Fund. From the first available Special Taxes the Fiscal Agent shall 
withdraw from the Special Tax Fund and transfer to the Water District for deposit in the Administrative 
Expense Fund an amount such that the total amounts so transferred to the Water District in any Bond 
Year do not exceed the Administrative Expense Requirement. In the event Administrative Expenses 
exceed the Administrative Expense Requirement in any Bond Year, after all deposits required pursuant to 
the Resolution below have been made for the then current Bond Year, the Fiscal Agent shall transfer from 
the Special Tax Fund to the Water District for deposit in the Administrative Expense Fund the amount of 
Administrative Expenses in excess of the Administrative Expense Requirement, as directed in writing by 
the Water District. 
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Interest Acconnt and Principal Acconnt of the Special Tax Fnnd. The principal or Sinking 
Fund Payment of, and interest on, the Bonds until maturity shall be paid by the Fiscal Agent from 
amounts transferred to the Interest Account and the Principal Account of the Special Tax Fund. For the 
purpose of assuring that the payment of principal or Sinking Fund Payment of, and interest on, the Bonds 
will be made when due, after making the transfer required by the Resolution, at least one Business Day 
prior to each Interest Payment Date, the Fiscal Agent shall make the following transfers 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 the 
Bonds, or to the extent that a transfer will be made from the Reserve Account to the Interest Account in 
accordance with the Resolution, the transfer from the Special Tax Fund shall not be made: 

(a) To the Interest Account, an amount such that the balance in the Interest Account one (1) 
Business Day prior to each Interest Payment Date shall be equal to the installment of interest due on the 
Bonds on said Interest Payment Date. Moneys in the Interest Account shall be used for the payment of 
interest on the Bonds as the same become due. 

(b) To the Principal Account, an amount such that the balance in the Principal Account one 
( 1) Business Day prior to September I of each year commencing September 1, 2007, shall equal the 
principal payment and Sinking Fund Payment of the Bonds due on such September I. Moneys in the 
Principal Account shall be used for the payment of the principal and Sinking Fund Payment of the Bonds 
as the same become due. 

Redemption Account of the Special Tax Fund. 

(a) After making the transfers and deposits required by the Resolution above, and in 
accordance with the District's election to call Bonds for optional redemption, 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 called for 
optional redemption; provided, however, that amounts in the Special Tax Fund may be applied to 
optionally redeem Bonds only if immediately following such redemption the amount in the Reserve 
Account will equal the Reserve Requirement. 

(b) Prepayments deposited to the Redemption Account shall be applied on the redemption 
date established pursuant to the Resolution for the use of such Prepayments to the payment of the 
principal of, premium, and interest on the Bonds to be redeemed with such Prepayments. 

( c) Moneys set aside in the Redemption Account shall be used solely for the purpose of 
redeeming Bonds and shall be applied on or after the redemption date to the payment of principal of and 
premium, if any, on the Bonds to be redeemed upon presentation and surrender of such Bonds and, in the 
case of an optional redemption or an extraordinary redemption from Prepayments, 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, other than Prepayments, may be used to purchase Outstanding Bonds in the 
manner provided in the Resolution. Purchases of Outstanding 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 Resolution. Any accrued interest 
payable upon the purchase of Bonds may be paid from the amount reserved in the Special Tax Fund for 
the payment of interest on the next following Interest Payment Date. 
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Reserve Account of the Special Tax Fund. 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 when due in the event that the 
moneys in the Interest Account or Principal Account, as the case may be, are insufficient therefor and for 
the purpose of making any required transfer to the Rebate Fund pursuant to the Resolution upon written 
direction from the District. If the amounts in the Interest Account or Principal Account, as the case may 
be, are insufficient to pay the principal of, including Sinking Fund Payments, or interest on the Bonds 
when due, or amounts in the Special Tax Fund are insufficient to make transfers to the Rebate Fund when 
required, the Fiscal Agent shall withdraw from the Reserve Account for deposit in the Interest Account or 
Principal Account, as the case may be, 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 in the Resolution, 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 the Reserve Account to the 
Reserve Requirement. 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 aunual Special Tax levy to the extent of the maximum permitted Special Tax 
rates. 

(c) In connection with a redemption of Bonds or a partial defeasance of Bonds, amounts in 
the Reserve Account may be applied to such redemption or partial defeasance at the written direction of 
the District, so long as the amount on deposit in the Reserve Account following such optional redemption 
or partial defeasance equals the Reserve Requirement. 

( d) To the extent that the amount on deposit in the Reserve Account as of the first day of the 
final Bond Year equals or exceeds Annual Debt Service for that Bond Year, amounts in the Reserve 
Account may be applied to pay the principal of and interest due on the Bonds in the final Bond Year for 
such issue, at the written direction of the District. 

(e) If so directed in a Certificate of an Authorized Representative, the Fiscal Agent shall 
withdraw from the Reserve Account moneys in excess of the Reserve Requirement not transferred in 
accordance with the preceding provisions of the Resolution one Business Day before each March I and 
September I and shall transfer such moneys to the Fund or Account specified in such certificate. 

Rebate Fund. The Fiscal Agent shall establish and maintain a fund separate from any other fund 
established and maintained under the Resolution 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 2002 Bonds, the 2006 Bonds and each 
series 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 shall be governed the 
Resolution and the Tax Certificate for such issue, unless the District delivers to the Fiscal Agent an 
opinion of Bond Counsel that the exclusion from gross income for federal income tax purposes of interest 
payments on the Bonds will not be adversely affected if such requirements are not satisfied. 
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Surplus Mouey iu the Special Tax Fuud. After making the transfers required by the 
Resolution, as soon as practicable after each September 1, the excess amounts in the Special Tax Fund 
may, at the written direction of the District, be (i) retained in the Special Tax Fund to pay interest and 
principal on the Bonds, (ii) transferred to the Administrative Expense Fund if the amount therein is 
insufficient to pay Administrative Expenses, (iii) transferred to the Improvement Fund to pay Project 
Costs or (iv) transferred to the Redemption Fund. In the absence of any such written direction of the 
District, such excess amounts shall be transferred to the Special Tax Holding Fund. 

Special Tax Holding Fund. Moneys deposited in the Special Tax Holding Fund shall be 
transferred by the Fiscal Agent at the written direction of the District (i) to the Interest Account or the 
Principal Account of the Special Tax Fund to pay the principal of, including Sinking Fund Payments, and 
interest on the 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, (ii) to the Reserve Account in order to 
replenish the Reserve Account to the Reserve Requirement, (iii) to the Administrative Expense Fund to 
pay Administrative Expenses to the extent that the amounts on deposit in the Administrative Expense 
Fund are insufficient to pay Administrative Expenses, (iv) to the Improvement Fund to pay Project Costs, 
or (v) to the District to be used for any other lawful purpose of the District. 

The amounts in the Special Tax Holding Fund are not pledged to the repayment of the 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 moneys in the Special Tax Holding Fund to pay debt service on any Outstanding 
Bonds, the District shall instruct in writing the Fiscal Agent to segregate such amount into a separate 
subaccount; and the moneys on deposit in such subaccount of the Special Tax Holding Fund shall be 
invested in Authorized Investments the interest on which is 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 Bonds, unless, in the opinion of Bond Counsel, 
investment at a higher Yield will not adversely affect the exclusion from gross income for federal income 
tax purposes of interest on the Bonds then Outstanding. 

Improvement Fund. 

(a) The moneys in the Improvement Fund Costs of Issuance Account shall be disbursed by 
the District for the payment of Costs of Issuance. 

(b) The moneys in the Improvement Fund Acquisition and Construction Account shall be 
disbursed to the Water District or to the Developer, as directed by the Water District, to pay Project Costs 
upon the filing with the District of a requisition for such moneys executed by an Authorized 
Representative of the Water District. 

(c) The moneys in the Improvement Fund School District Improvements Account shall be 
disbursed to the School District or to the Developer upon receipt from the School District and the 
Developer of a Disbursement Request Form as provided in the Joint Community Facilities Agreement 
and the Acquisition Agreement. 

( d) The moneys in the Improvement Fund Capacity Improvements Account shall be 
disbursed to the Water District upon the filing with the District of a requisition executed by an Authorized 
Representative of the Water District for the payment of moneys in accordance with the Acquisition 
Agreement accompanied by a copy of the Developer's request for such disbursement. 
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(e) If the District shall determine that all or a specified portion of the amount remaining in 
the Costs of Issuance Account is no longer needed to pay Costs of Issuance or in the School District 
Improvements Account is no longer used to pay the School District, or in the Capacity Improvements 
Account is no longer needed to pay the Water District, the District may transfer all or such specified 
portion, as applicable, of the moneys remaining on deposit in the Costs of Issuance Account, School 
District Improvements Account and Capacity Improvements Account to any other of such accounts. If 
there is an amount remaining in any of such accounts after the payment of the Project Costs, Costs of 
Issuance and the Water District, the District shall transfer said amount to the Fiscal Agent for deposit in 
the Special Tax Fund. 

Investments. Moneys held in any of the funds, accounts and subaccounts under the Resolution 
of Issuance shall be invested by the District or the Fiscal Agent, as applicable 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 Improvement Fund, the Special Tax Fund and the Rebate Fund and each 
account therein ( other than the Reserve Account of the Special Tax Fund) shall be deposited in those 
respective funds and accounts, and (ii) investment earnings on all amounts deposited in the Reserve 
Account shall be applied as set forth in the Resolution. Moneys in the funds, accounts and subaccounts 
held under the Resolution of Issuance may be invested by the District or the Fiscal Agent, as applicable, 
from time to time, in Authorized Investments subject to the following restrictions: 

(a) Moneys in the Improvement 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 Improvement Fund. Amounts in the Improvement Fund three years 
after the Delivery Date for the 2006 Bonds and the proceeds of each series of Parity Bonds issued on a 
tax-exempt basis which are remaining on deposit in the Improvement Fund on the date which is three 
years following the Delivery Date for such Bonds shall be invested by the District only in Authorized 
Investments the interest on which is 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 issue of Bonds from which such proceeds were derived, unless in the opinion 
of Bond Counsel such restriction is not necessary to prevent interest on the Bonds or which were issued 
on a tax-exempt basis for federal income tax purposes from being included in gross income for federal 
income tax purposes. 

(b) Moneys in the Special Tax Fund, and 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 as the same become due. 

( c) Moneys in the Reserve Account of the Special Tax Fund may be invested only in 
(i) Authorized Investments not less than 50% of which must mature within 6 months and all of which 
must mature within 1 year, (ii) Authorized Investments of the type defined in clause (7) of the definition 
of said term or (iii) one or more Investment Agreements. 

( d) Moneys in the Rebate Fund shall be invested only in Authorized Investments of the type 
described in clause (1) of the definition thereof which by their terms will mature, as nearly as practicable, 
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on the dates such amounts are needed to be paid to the United States Government pursuant to the 
Resolution or in Authorized Investments of the type described in clause (7) of the definition thereof. 

The District or the Fiscal Agent, as applicable, 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 Resolution, the District or the Fiscal Agent, 
as applicable, 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. The District or the Fiscal Agent, as applicable, shall not be responsible for any loss from 
investments, sales or transfers undertaken in accordance with the provisions of the Resolution of Issuance. 

The District or the Fiscal Agent, as applicable, 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 Resolution, 
the District or the Fiscal Agent, as applicable, shall not be liable or responsible for any loss resulting from 
such investment. For investment purposes, the District or the Fiscal Agent, as applicable, may 
commingle the funds and accounts established under the Resolution, 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 or the Community Facilities District the right to 
receive brokerage confirmations of securities transactions as they occur, the District will not receive such 
confirmations to the extent permitted by law. The Fiscal Agent shall furnish the District periodic cash 
transaction statements which include detail for all investment transactions made by the Fiscal Agent 
hereunder. The Fiscal Agent and its affiliates may act as sponsor, advisor, depository, principal or agent 
in the holding, acquisition or disposition of any investment. 

COVENANTS AND WARRANTY 

Warranty. The District shall preserve and protect the security pledged under the Resolution to 
the Bonds against all claims and demands of all persons. 

Covenants. So long as any of the Bonds issued under the Resolution are Outstanding and 
unpaid, the District makes the following covenants with the Bondowners under the provisions of the Act 
and the Resolution of Issuance ( 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 and other amounts deposited to the Special Tax Fund: 

(a) Punctual Payment; Against Encumbrances. The District covenants that it will receive all 
Special Taxes in trust for the Owners ( other than the Special Taxes to be deposited in the Administrative 
Expense Fund) and will deposit all Special Taxes in the Special Tax Fund, and the District shall have no 
beneficial right or interest in the amounts so deposited except as provided by the Resolution of Issuance. 
All such Special Taxes shall be disbursed, allocated and applied solely to the uses and purposes set forth 
in the Resolution, and shall be accounted for separately and apart from all other money, funds, accounts 
or other resources of the District. 
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The District further covenants that, in connection with the delivery of any Prepayment to the 
Fiscal Agent, the District will also deliver to the Fiscal Agent a certificate of the Special Tax 
Administrator identifying with respect to the Prepayment: (i) the "Future Facilities Amount" (as defined 
in the Rate and Method of Apportionment), with instructions that said amount shall be deposited in an 
appropriate Account of the Improvement Fund, (ii) the "Administrative Fees and Expenses" (as defined in 
the Rate and Method of Apportionment), with instructions that said amount shall be deposited in the 
Administrative Expense Fund, (iii) the amount that represents the Special Taxes levied in the current 
Fiscal Year on the subject Assessor's Parcel which had not been paid, with instructions to deposit 
portions of said amount in the Interest Account and the Principal Account of the Special Tax Fund, 
(iv) the amount of the "Reserve Fund Credit" (as defined in the Rate and Method of Apportionment), with 
instructions to withdraw said amount from the Reserve Account and transfer it to the Prepayment 
Account in connection with the redemption of Bonds, and (v) the amount to be deposited in the 
Prepayment Account. 

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 Resolution, 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 Resolution of 
Issuance to the extent that Net Special Taxes and other amounts pledged under the Resolution are 
available therefor, and that the payments into the Funds and Accounts created under the Resolution will 
be made, all in strict conformity with the terms of the Bonds, and the Resolution of Issuance, and that it 
will faithfully observe and perform all of the conditions, covenants and requirements of the Resolution of 
Issuance and all Supplemental Resolutions and of the Bonds issued under the Resolution. 

The District will not mortgage or otherwise encumber, pledge or place any charge upon any of 
the Net Special Taxes except as provided in the Resolution of Issuance, and will not issue any obligation 
or security having a lien or charge upon the Net Special Taxes superior to or on a parity with the Bonds. 
Nothing in the Resolution shall prevent the District from issuing or incurring indebtedness which is 
payable from a pledge of Net Special Taxes which is subordinate in all respects to the pledge of Net 
Special Taxes to repay the Bonds. 

(b) Levy and Collection of Special Tax. On or before each August 1, 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 Fiscal Agent pursuant to the Resolution. 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 year. 

The District may retain an Independent Financial Consultant to assist in the levy of the Special 
Taxes each Fiscal Year, in accordance with the Ordinance, such that the computation of the levy is 
complete before the final date on which the Treasurer of the County will accept the transmission of the 
Special Tax amounts for the Parcels within Improvement Area A 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 
of the County, such data as the Treasurer of the County 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 required for the payment of principal 
of and interest on Outstanding Bonds becoming due and payable during the ensuing year 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 
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connection with administration or enforcement of delinquent Special Taxes. The District further 
covenants, to the maximum extent permitted by law, 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. 

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 Resolution and any reconciliation of amounts levied to 
amounts received, as well as the costs and expenses of the District (including a charge for District staff 
time) in conducting its duties under the Resolution, shall be an Administrative Expense. 

( c) Commence Foreclosure Proceedings. Pursuant to Section 53356.1 of the Act, the District 
covenants with and for the benefit of the Bondowners that it will order, and cause to be commenced, on or 
before October I of the Fiscal Year immediately following the Fiscal Year in which a delinquency in the 
payment of a Special Tax occurs, 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 instalhnent thereof not paid when due, provided that the District need not commence or 
pursue such proceedings with respect to any property other than property owned by a single property 
owner who is delinquent in the payment of Special Taxes in an amount more than $5,000 if both (i) the 
aggregate amount of such delinquent Special Taxes does not exceed 5% of the total Special Taxes due 
and payable for the Fiscal Year in question and (ii) the balance on deposit in the Reserve Account of the 
Special Tax Fund is not less than the Reserve Requirement. 

Except as otherwise provided in the Resolution, Special Taxes collected resulting as a result of a 
foreclosure proceeding shall be deposited in the Special Tax Fund and only inure to the benefit of the 
Bonds in the manner provided in the Resolution. 

( d) 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 the Net Special Taxes 
or other funds in the Special Tax Fund or which might impair the security of the Bonds or then 
Outstanding; provided that nothing in the Resolution shall require the District to make any such payments 
so long as the District in good faith shall contest the validity of any such claims. 

(e) 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 records and accounts shall at all times during business hours be subject to the 
inspection by the Owners of not less than I 0% of the principal amount of the Bonds then Outstanding or 
their representatives authorized in writing. 

(f) Federal Tax Covenants. Notwithstanding any other prov1s1on of the Resolution of 
Issuance, absent an opinion of Bond Counsel that the exclusion from gross income of interest on the 
Bonds issued on a tax-exempt basis for federal income tax purposes will not be adversely affected for 
federal income tax purposes, 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: 
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( 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 moneys or property which 
would cause the Bonds or issued on a tax-exempt basis for federal income tax purposes 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 or issued on a tax-exempt basis for federal income tax 
purposes 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 or issued on a tax-exempt basis for 
federal income tax purposes 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 or issued on a tax-exempt basis for federal income tax 
purposes 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; and 

( 6) Miscellaneous. The District will take no action or refrain from taking any action 
inconsistent with its expectations stated in the Tax Certificate executed on the Delivery Date by 
the District in connection with the Bonds and will comply with the covenants and requirements 
stated therein and incorporated by reference in the Resolution. 

(7) Other Tax Exempt Issues. The District will not use proceeds of other tax exempt 
securities to redeem any 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 issued on a tax-exempt basis. 

(g) Reduction of Maximum Special Taxes. The District finds and determines that, 
historically, delinquencies in the payment of special taxes authorized pursuant to the Act in community 
facilities districts in Southern California have from time to time been at levels requiring the levy of 
special taxes at the maximum authorized rates in order to make timely payment of principal of and 
interest on the outstanding indebtedness of such community facilities districts. For this reason, the 
District determines that a reduction in the maximum Special Tax rates authorized to be levied on parcels 
in the Improvement Area below the levels provided in the Resolution would interfere with the timely 
retirement of the Bonds. The District determines it to be necessary in order to preserve the security for 
the Bonds to covenant, and, to the maximum extent that the law permits it to do so, the District does 
covenant, that it shall not initiate proceedings to reduce the maximum Special Tax rates for the 
Improvement Area, unless, in connection therewith, (i) the District receives a certificate from one or more 
Independent Financial Consultants which, when taken together, certify that, on the basis of the parcels of 
land and improvements existing in the Improvement Area as of the July 1 preceding the reduction, the 
maximum amount of the Special Tax which may be levied on then existing Developed Property in each 
Bond Year for any Bonds Outstanding will equal at least 110% of the sum of the estimated 
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Administrative Expenses and gross debt service in each Bond Year on all Bonds to remain Outstanding 
after the reduction is approved, (ii) the District finds that any reduction made under such conditions will 
not adversely affect the interests of the Owners of the Bonds, and (iii) the District is not delinquent in the 
payment of the principal of or interest on the Bonds. For purposes of estimating Administrative Expenses 
for the foregoing calculation, the Independent Financial Consultants shall compute the Administrative 
Expenses for the current Fiscal Year and escalate that amount by two percent (2%) in each subsequent 
Fiscal Year. 

The District further covenants that in the event an ordinance is adopted by initiative pursuant to 
Section 3 of Article XIIIC of the California Constitution, which purports to reduce or otherwise alter the 
maximum Special Tax rates, it will commence and pursue legal action seeking to preserve its ability to 
comply with its covenant contained in the preceding paragraph. 

(h) Covenants to Defend. The District covenants that, in the event that any initiative is 
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 Resolution or to limit the power of the District to levy the 
Special Taxes for the purposes set forth in the Resolution, it will commence and pursue legal action in 
order to preserve its ability to comply with such covenants. 

(i) 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 Taxes unless the District shall have first received a certificate from an 
Independent Financial Consultant that the acceptance of such a tender will not result in the District having 
insufficient Special Tax revenues to pay the principal of and interest on the Bonds when due. 

U) Special Tax Letter of Credit. The District covenants to deliver the Special Tax Letter of 
Credit to the Fiscal Agent. Notwithstanding the foregoing, the District and the Water District have the 
right to amend the provisions of the Acquisition Agreement relating to the Special Tax Letter of Credit in 
any manner (including authorizing its reduction or release and return to the issuer thereof) without the 
consent of the Bondowners, and neither the District nor the Water District shall be liable to any person or 
entity, including Bondowners, for any such amendment. 

(k) Continuing Disclosure. The District covenants and agrees that it will comply with and 
carry out all of its obligations under the Continuing Disclosure Agreement. Notwithstanding any other 
provision of the Resolution, failure of the District to comply with its obligations under the Continuing 
Disclosure Agreement shall not be considered an event of default under the Resolution, and the sole 
remedy, in the event of any failure of the District to comply with the Continuing Disclosure Agreement 
shall be an action to compel performance. Upon receipt of indemnification to its satisfaction, the Fiscal 
Agent shall at the request of any Participating Underwriter (as defined in the Continuing Disclosure 
Agreement) 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 Resolution. "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. 

(I) Further Assurances. The District shall make, execute and deliver any and all such further 
agreements, instnunents and assurances as may be reasonably necessary or proper to carry out the 
intention or to facilitate the performance of the Resolution and for the better assuring and confirming unto 
the Owners of the Bonds of the rights and benefits provided in the Resolution. 
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(m) Opinions. In the event that an opinion is rendered by Bond Counsel as provided in the 
Resolution from a firm other than the firm which rendered the Bond Counsel opinion at closing, such 
subsequent opinion by Bond Counsel shall also include the conclusions set forth in numbered paragraphs 
3 and 5 of the original Bond Counsel opinion. 

AMENDMENTS TO RESOLUTION OF ISSUANCE 

Supplemental Resolutions or Orders Not Requiring Bondowner Consent. The District may 
from time to time, and at any time, without notice to or consent of any of the Bondowners, adopt 
Supplemental Resolutions for any of the following purposes: 

(a) to cure any ambiguity, to correct or supplement any provisions in the Resolution which 
may be inconsistent with any other provision in the Resolution, or to make any other provision with 
respect to matters or questions arising under the Resolution of Issuance or in any additional resolution or 
order, provided that such action is not materially adverse to the interests of the Bondowners; 

(b) to add to the covenants and agreements of and the limitations and the restrictions upon 
the District contained in the Resolution of Issuance, other covenants, agreements, limitations and 
restrictions to be observed by the District which are not contrary to or inconsistent with the Resolution of 
Issuance as theretofore in effect or which further secure Bond payments; 

(c) to provide for the issuance of any Parity Bonds in accordance the Resolution. 

( d) to modify, amend or supplement the Resolution of Issuance in such manner as to permit 
the qualification of the Resolution under the Trust Indenture Act of 1939, as amended, or any similar 
federal statute in effect, 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 or then Outstanding; 
or 

(e) 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 in each 
year on property within the District to an amount which is less than 110% of the principal and interest due 
in each corresponding future Bond Year with respect to the Bonds Outstanding as of the date of such 
amendment; or 

(f) to modify, alter, amend or supplement the Resolution of Issuance in any other respect 
which is not materially adverse to the Bondowners. 

Notwithstanding the foregoing, no Supplemental Resolution may modify any of the duties or 
responsibilities of the Fiscal Agent without the written consent of the Fiscal Agent. 

Supplemental Resolutions or Orders Requiring Bondowner Consent. Exclusive of the 
Supplemental Resolutions described the Resolution not requiring Owner consent, the Owners of not less 
than a majority in aggregate principal amount of the Bonds Outstanding shall have the right to consent to 
and approve the adoption by the District of such Supplemental Resolutions 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 Resolution of Issuance; 
provided, however, that nothing in the Resolution 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, 
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(c) a preference or priority of any Bond over any other Bond, or (d) a reduction in the aggregate principal 
amount of the Bonds the Owners of which are required to consent to such Supplemental Resolution, 
without the consent of the Owners of all Bonds then Outstanding. 

If at any time the District shall desire to adopt a Supplemental Resolution, which shall require the 
consent of the Bondowners, the District shall so notify the Fiscal Agent and shall deliver to the Fiscal 
Agent a copy of the proposed Supplemental Resolution. The Fiscal Agent shall, at the expense of the 
District, cause notice of the proposed Supplemental Resolution to be mailed, by first class mail, postage 
prepaid, to all Bondowners at their addresses as they appear in the Bond Register. Such notice shall 
briefly set forth the nature of the proposed Supplemental Resolution and shall state that a copy thereof is 
on file at the office of the Fiscal Agent for inspection by all Bondowners. The failure of any Bondowners 
to receive such notice shall not affect the validity of such Supplemental Resolution when consented to and 
approved by the Owners of not less than a majority in aggregate principal amount of the Bonds 
Outstanding. Whenever at any time within one year after the date of the first mailing of such notice, the 
Fiscal Agent shall receive an instrument or instruments purporting to be executed by the Owners of not 
less than a majority in aggregate principal amount of the Bonds Outstanding, which instrument or 
instruments shall refer to the proposed Supplemental Resolution described in such notice, and shall 
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 Fiscal Agent, such proposed Supplemental Resolution, 
when duly adopted by the District, shall thereafter become a part of the proceedings for the issuance of 
the Bonds. In determining whether the Owners of a majority of the aggregate principal amount of the 
Bonds have consented to the adoption of any Supplemental Resolution, 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 
Outstanding for the purpose of any such determination. 

Upon the adoption of any Supplemental Resolution and the receipt of consent to any such 
Supplemental Resolution from the Owners of not less than a majority in aggregate principal amount of the 
Outstanding Bonds in instances where such consent is required pursuant to the provisions of the 
Resolution, the Resolution of Issuance shall be, and shall be deemed to be, modified and amended in 
accordance therewith, and the respective rights, duties and obligations under the Resolution of Issuance of 
the District and all Owners of Outstanding Bonds shall thereafter be determined, exercised and enforced 
under the Resolution, subject in all respects to such modifications and amendments. 

Notation of Bonds; Delivery of Amended Bonds. After the effective date of any action taken as 
provided in the Resolution, the District may determine that the Bonds or 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 his 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 shall be made on such Bonds. If the District shall so 
determine, new Bonds so modified as, in the opinion of the District, shall be necessary to conform to such 
action shall be prepared and executed, and in that case upon demand of the Owner of any Outstanding 
Bond at such effective date such new Bonds shall be exchanged at the 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. U.S. Bank National 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 Resolution and to allocate, use and apply 
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the same as provided in the Resolution. In the event that the District fails to deposit with the Fiscal Agent 
any amount due under the Resolution when due, the Fiscal Agent shall provide telephonic notice to the 
District and shall confirm the amount of such shortfall in writing. 

The Fiscal Agent is authorized to and shall mail by first class mail, postage prepaid, interest 
payments to the Bondowners, to select Bonds for redemption, and to maintain the Bond Register. The 
Fiscal Agent is authorized to pay the principal of and premium, if any, on the Bonds when the same are 
duly presented to it for payment at maturity or on call and redemption, to provide for the registration of 
transfer and exchange of Bonds presented to it for such purposes, to provide for the cancellation of Bonds 
all as provided in the Resolution, and to provide for the authentication of Bonds, and shall perform all 
other duties assigned to or imposed on it as provided in the Resolution. The Fiscal Agent shall keep 
accurate records of all funds administered by it and all Bonds paid, discharged and cancelled by it. The 
Fiscal Agent shall deliver to the District a monthly accounting of the funds and accounts it holds under 
the Resolution; provided, however, that the Fiscal Agent shall not be obligated to deliver such accounting 
for any fund or account that has a balance of zero. The Fiscal Agent may establish such funds and 
accounts as it deems necessary or appropriate to perform its obligations under the Resolution. 

The Fiscal Agent is authorized to redeem the Bonds when duly presented for payment at maturity, 
or on redemption prior to maturity. The Fiscal Agent shall cancel all Bonds upon payment thereof in 
accordance with the provisions of the Resolution. 

The District shall from time to time, subject to any agreement between the District and the Fiscal 
Agent then in force, pay to the Fiscal Agent compensation for its services, reimburse the Fiscal Agent for 
all its advances and expenditures, including, but not limited to, advances to and fees and expenses of 
independent accountants or counsel employed by it in the exercise and performance of its powers and 
duties under the Resolution, and inderunify and save the Fiscal Agent, its officers, directors, employees 
and agents, harmless against costs, claims, expenses and liabilities not arising from its own negligence or 
willful misconduct which it may incur in the exercise and performance of its powers and duties under the 
Resolution. The obligations of the District under this Section shall survive the discharge of the Bonds 
and the resignation or removal of 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 ($50,000,000), and subject to supervision or 
examination by federal or state authority. Any removal shall 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 Resolution 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 shall 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 shall 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. 
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If no appointment of a successor Fiscal Agent shall be made within forty-five (45) days after the 
Fiscal Agent shall have received written notice from the District of its removal as Fiscal Agent or given to 
the District written notice of its resignation as Fiscal Agent, the Fiscal Agent, at the expense of the 
District, or any Owner may apply to any court of competent jurisdiction to appoint a successor Fiscal 
Agent. Said court may thereupon, after such notice, if any, as such court may deem proper, appoint a 
successor Fiscal Agent. 

Liability of Fiscal Agent. The recitals of fact and all promises, covenants and agreements 
contained in the Resolution and in the Bonds shall be taken as statements, promises, covenants and 
agreements of the District, and the Fiscal Agent assumes no responsibility for the correctness of the same 
and makes no representations as to the validity or sufficiency of the Resolution or of the Bonds, and shall 
incur no responsibility in respect thereof, other than in connection with its duties or obligations 
specifically set forth in the Resolution, in the Bonds, or in the certificate of authentication assigned to or 
imposed upon the Fiscal Agent. The Fiscal Agent shall be under no responsibility or duty with respect to 
the issuance of the Bonds for value. The Fiscal Agent shall not be liable in connection with the 
performance of its duties under the Resolution, except for its own negligence or willful misconduct. 

The Fiscal Agent shall be protected in acting upon any notice, resolution, request, consent, order, 
certificate, report, Bond or other paper or document believed by it to be genuine and to have been signed 
or presented by the proper party or parties. The Fiscal Agent may consult with counsel, who may be 
counsel to the District, with regard to legal questions, and the opinion of such counsel shall be full and 
complete authorization and protection in respect of any action taken or suffered under the Resolution in 
good faith and in accordance therewith. 

The Fiscal Agent shall not be bound to recognize any person as the Owner of a Bond unless and 
until such Bond is submitted for inspection, if required, and his title thereto satisfactorily established, if 
disputed. 

Whenever in the administration of its duties under the Resolution the Fiscal Agent shall deem it 
necessary or desirable that a matter be proved or established prior to taking or suffering any action under 
the Resolution, such matter (unless other evidence in respect thereof be specifically prescribed in the 
Resolution) may, in the absence of bad faith on the part of the Fiscal Agent, be deemed to be conclusively 
proved and established by a written certificate of the District, and such certificate shall be full warrant to 
the Fiscal Agent for any action taken or suffered under the provisions of the Resolution upon the faith 
thereof, but in its discretion the Fiscal Agent may, in lieu thereof, accept other evidence of such matter or 
may require such additional evidence as to it may seem reasonable. 

The Fiscal Agent shall have no responsibility with respect to any information, statement, or 
recital in any official statement, offering memorandum or any other disclosure material prepared or 
distributed with respect to the Bonds. 

No provision of the Resolution or any other document related thereto shall require the Fiscal 
Agent to risk or advance its own funds or otherwise incur any financial liability in the performance of its 
duties or the exercise of its rights thereunder. 

The immunities extended to the Fiscal Agent also extend to its directors, officers, employees and 
agents. 
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EVENTS OF DEFAULT; REMEDIES 

Events of Defanlt. Any one or more of the following events shall constitute an "event of 
default": 

(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 

(c) Except as described in (a) or (b), default shall be made by the District in the observance 
of any of the agreements, conditions or covenants on its part contained in the Resolution of Issuance, any 
Supplemental Resolution, the 2002 Bonds, the 2006 Bonds or any Parity Bonds, and such default shall 
have continued for a period of 30 days after the District shall have been given notice in writing of such 
default by the Fiscal Agent or the Owners of 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 Resolution; 

(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 the Resolution or in any other provision of the Resolution, the Bonds shall affect or 
impair the obligation of the District, which is 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 Resolution, out of the Net Special 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 Resolution. The principal of the Bonds shall 
not be subject to acceleration under the Resolution. 

A waiver of any default or breach of duty or contract by any Owner shall 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 shall 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 
Resolution may be enforced and exercised from time to time and as often as shall be deemed expedient by 
the Owners. 
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If any suit, action or proceeding to enforce any right or exercise any remedy is abandoned or 
determined adversely to the Owners, the District and the Owners shall be restored to their former 
positions, rights and remedies as if such suit, action or proceeding had not been brought or taken. 

No remedy conferred upon or reserved to the Owners is intended to be exclusive of any other 
remedy. Every such remedy shall be cumulative and shall be in addition to every other remedy given 
under the Resolution or now or thereafter existing, 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. 

In case the moneys held by the Fiscal Agent after an event of default pursuant to the Resolution 
shall be insufficient to pay in full the whole amount so owing and unpaid upon the Bonds, then all 
available amounts shall 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 instalhnent of interest over any 
other instalhnent of interest, ratably to the aggregate of such principal and interest. 

Application of Revenues and Other Funds After Default. All amounts received by the District 
pursuant to any right given or action taken by the Owners under the provisions of the Resolution of 
Issuance relating to the Bonds shall be applied by the District in the following order upon presentation of 
the several Bonds: 

First, to the payment of the fees, costs and expenses of the Owner in carrying out the 
provisions of the Resolution, including reasonable compensation to its agents, attorneys and 
counsel, and to the payment of all other outstanding fees and expenses of the Owner; and 

Second, to the payment of the whole amount of interest on and principal of the Bonds 
then due and unpaid, with interest on overdue instalhnents of principal and interest to the extent 
permitted by law at the net effective rate of interest then borne by the Outstanding Bonds; 
provided, however, that in the event such amounts shall be insufficient to pay in full the full 
amount of such interest and principal, then such amounts shall be applied in the following order 
of priority: 

(a) first to the payment of all installments of interest on the Bonds then due and unpaid on a 
pro rata basis based on the total amount then due and owing, 

(b) second, to the payment of all installments of principal, including Sinking Fund Payments, 
of the Bonds then due and unpaid on a pro rata basis based on the total amount then due and owing, and 

( c) third, to the payment of interest on overdue installments of principal and interest on the 
Bonds on a pro rata basis based on the total amount then due and owing. 

Non-Waiver. Nothing in the Resolution or in any other provision of the Resolution of Issuance, 
or in the Bonds, shall affect or impair the obligation of the District, which is absolute and unconditional, 
to pay the interest on and principal of the Bonds to the respective Owners of the Bonds at the respective 
dates of maturity, as provided in the Resolution, out of the Net Special Taxes and other moneys pledged 
for such payment. 

A waiver of any default or breach of duty or contract by any Owners shall 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 of any Owner of any of the Bonds to exercise any right or power 
accruing upon any default shall impair any such right or power or shall be construed to be a waiver of any 
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such default or an acquiescence therein; and every power and remedy conferred upon the Owners by the 
Act or by the Resolution may be enforced and exercised from time to time and as often as shall be 
deemed expedient by the Owners, as the case may be. 

DEFEASANCE 

Defeasance. If the District shall pay or cause to be paid, or there shall 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 Resolution, then the Owner of such Bond shall cease to be entitled to the pledge 
of Net Special 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 Resolution shall thereupon cease, terminate and 
become void and be discharged and satisfied. In the event of a defeasance of all Outstanding Bonds 
pursuant to the Resolution, the Fiscal Agent shall execute and deliver to the District all such instruments 
as may be desirable to evidence such discharge and satisfaction, and the Fiscal Agent shall, after payment 
of amounts payable to the Fiscal Agent under the Resolution, pay over or deliver to the District's general 
fund all money or securities held by it pursuant to the Resolution 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 
first paragraph of this section 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 is fully sufficient to pay the principal of, 
premium, if any, and interest on such Bond, as and when the same shall become due and payable; 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 
Resolution, 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 shall not have been 
surrendered for payment, all obligations of the District under the Resolution 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 Resolution 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 (c) above, there shall 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 Outstanding Bonds to be defeased in accordance with the Resolution, 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 defeased in 
accordance with the Resolution and any applicable supplemental resolution. Upon a defeasance, the 
Fiscal Agent, upon request of the District, shall release the rights of the Owners of such Bonds which 
have been defeased under the Resolution and execute and deliver to the District all such instruments as 
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may be desirable to evidence such release, discharge and satisfaction. In the case of a defeasance of all 
Outstanding Bonds, after paying any unpaid fees and expenses of the Fiscal Agent, 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. The Fiscal Agent shall, 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 be upon payment therefor, and any Bond purchased by the District as authorized in 
the Resolution and delivered to the Fiscal Agent for such purpose shall be, cancelled forthwith and shall 
not be reissued. The Fiscal Agent shall destroy such Bonds, as provided by law, and, upon request of 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 Resolution of Issuance 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 attorney, and of the 
ownership of Bonds shall be sufficient for the purposes of the Resolution of Issuance ( except as otherwise 
provided in the Resolution), if made in the following manner: 

(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 shall be registered in the Bond 
Register shall 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 shall 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. Neither the District nor the Fiscal Agent shall be affected by any notice to the 
contrary. 

Nothing contained in the Resolution of Issuance shall be construed as limiting the Fiscal Agent or 
the District to such proof, it being intended that the Fiscal Agent or the District may accept any other 
evidence of the matters which the Fiscal Agent or the District 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 or the District in pursuance of such request or consent. 

Unclaimed Moneys. Anything in the Resolution of Issuance to the contrary notwithstanding, 
any money held by the Fiscal Agent or the Fiscal Agent in trust for the payment and discharge of any of 
the Outstanding Bonds which remain unclaimed for two years after the date when such Outstanding 
Bonds have become due and payable, if such money was held by the Fiscal Agent or the Fiscal Agent at 
such date, or for two years after the date of deposit of such money if deposited with the Fiscal Agent or 
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the Fiscal Agent after the date when such Outstanding Bonds become due and payable, shall be repaid by 
the Fiscal Agent or the Fiscal Agent to the District, as its absolute property and free from trust, and the 
Fiscal Agent or the Fiscal Agent shall thereupon be released and discharged with respect thereto and the 
Owners shall look only to the District for the payment of such Outstanding Bonds; provided, however, 
that, before being required to make any such payment to the District, the Fiscal Agent at the written 
request of the District or the Fiscal Agent shall, at the expense of the District, cause to be mailed by first
class mail, postage prepaid, 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 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 Resolution of Issuance shall constitute a 
contract between the District and the Bondowners and the provisions of the Resolution shall 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 shall 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 shall 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 Resolution of Issuance shall be irrepealable, but 
shall be subject to modifications to the extent and in the manner provided in the Resolution of Issuance, 
but to no greater extent and in no other manner. 

Future Contracts. Nothing in the Resolution contained shall be deemed to restrict or prohibit 
the District from making contracts or creating bonded or other indebtedness payable from a pledge of the 
Net Special Taxes which is subordinate to the pledge under the Resolution, or which is payable from the 
general fund of the District or from taxes or any source other than the Net Special Taxes and other 
amounts pledged under the Resolution. 
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Ms. Debra Haskell 
Special Funding Districts Supervisor 
EASTERN MUNICIPAL WATER DISTRICT 
2270 Trumble Road 
Post Office Box 8300 
Perris, CA 92572-8300 

Re: Community Facilities District No. 2001·1, Improvement Area A 
Tract Nos. 30069, 30069-1 & 30069·2 
French Valley 

Dear Ms. Haskell: 

June 9, 2006 

In response to your authorization, we have prepared a self-contained appraisal 
report that addresses all of the undeveloped property within the boundaries of 
Community Facilities District No. 2001-1, Improvement Area A (CFO No. 2001-1, I A -
A), French Valley. This appraisal includes an estimate of Market Value of all the 
undeveloped property subject to special tax. This undeveloped land is under the 
ownership of one merchant builder, Brookfield W633, LLC, and twelve individual 
homeowners. The land in this CFO is under site and unit construction, ranging from a 
blue-top lot condition to completed production dwellings and completed model homes. 

According to the specific guidelines of the California Debt and Investment Advisory 
Commission (CDIAC), each ownership is valued in bulk, representing a discounted value 
to that ownership as of the date of value. The aggregate bulk value of the land and 
dwelling units represents Market Value of the property subject to special tax within 
Community Facilities District No. 2001-1, lmprovementArea A. 

Based on the investigation and analyses undertaken, our experience as real estate 
appraisers 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, 2006. 

FIFTY-SEVEN MILLION FIVE HUNDRED THOUSAND DOLLARS 

$57,500,000 

CONSULTING REAL ESTATE APPRAISERS 
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Ms. Debra Haskell 
June 9, 2006 
Page Two 

TM No. 30069-1 and TTM Nos. 30069 and 30069·2, owned by Brookfield 
W633, LLC, and 12 Homeowners contains 310.0± gross acres, proposed for 633 
residential dwellings. The developer has provided engineering site cost for the 
development These costs total $76,480,753 or $120,823 per lot The estimated 
value includes about $11,000,000 of reimbursements from this bond issue. 
Proceeds from CFD No. 2001·1, Improvement Area A are to reimburse the 
developer for a portion of the completion of Eastern Municipal Water District 
(EMWD) sewer and water facilities, EMWD fees, and Valleywide Parle and 
Recreation District (Valleywide) improvements. The value estimate is contingent 
upon the funding of CFD No. 2001-1, I A· A. 

The self-contained report that follows sets forth the results of the data and 
analyses upon which our opinions of value are, in part, predicated. This report has been 
prepared for Eastern Municipal Water District for use in the sale of Community Facilities 
District No. 2001-1, Improvement Area A bonds. The intended users of this report are 
Eastern Municipal Water District, its underwriter, 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 Unifonn Standards of 
Professional Appraisal Practice (USPAP) of the Appraisal Foundation; and !he Code of 
Professional Ethics and the Standards of Professional Appraisal Practice of the Appraisal 
Institute. 

We meet the requirements of the Competency Provision of the Uniform Standards 
of Professional Appraisal Practice. A statement of our qualifications appears in the 
Addenda. 
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~-~~ 
Berri J. Cannon Harris 
Vice President 
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mes B. Harris, MAI 
resident 
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SUMMARY OF FACTS AND CONCLUSIONS 

EFFECTIVE DATE OF APPRAISAL 

DATE OF REPORT 

INTEREST APPRAISED 

LEGAL DESCRIPTION AND 
OWNERSHIP 

SITE CONDITION 

HIGHEST AND BEST USE 

VALUATION CONCLUSION 

June 1, 2006 

June 9, 2006 

Fee Simple Estate, subject to special tax liens 

APN 467-260-047, 053, 056; CFO No. 2001-1, 
Improvement Area A 

Tract Map No. 30069-1, Tentative Tract Map 
Nos. 30069 and 30069-2 (full legal description 
is included in the preliminary title report); 
proposed for 633 dwelling units 

Brookfield W633, LLC 
Twelve individual homeowners 

The land is under site and unit construction, 
ranging from blue-top lot to completed 
dwellings and completed model homes. 

Development as a planned community with a 
Specific Plan for 633 single-family detached 
homes. 

$57,500,000 MARKET VALUE 

iii 
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INTRODUCTION 

Purpose of the Report 

The purpose of this appraisal 1s to estimate the Market Value for the fee simple 

estate, subject to special tax liens for the undeveloped property within Community 

Facilities District No. 2001~1. Improvement Area A, French Valley, located near the City 

of Temecula, in unincorporated Riverside County. The purpose of this appraisal is to 

estimate the "As Is" Market Value of the land under the ownership of the merchant builder 

and any individual homeowners. 

The opinions set forth are subject to the assumptions and limiting conditions set 

forth in this appraisal, and the appraisal guidelines as set forth by Eastern Municipal 

Water District (EMWD). 

Funetlon of the Report and Intended Use 

It is our understanding that this appraisal report is to be used for Community 

Facilities District bond financing purposes only. The subject property is described more 

particularly within this report. The bonds are issued pursuant to the Mello~Roos 

Community Facilities District Act of 1962, as amended. The maximum authorized bond 

indebtedness for CFO No. 2001~1, I A~ A is $24,000,000. 

Client and lntfnded U&ars of the Report 

This report was prepared for our client, Eastem Municipal Water District. The 

intended users of the report include EMWD; its legal counsel. underwriter, consultants, 

and potential bond purchasers 

Scope of the Assignment 

According to the CDIAC guidelines. the total value condusion 'rnciudes the ''Aa Is" 

estimate of Market Value for the land subject to special tax within the boundaries of CFO 

No. 2001-1, l A • A. This is a fully documented self-contained appraisal report. Any lands 

designated for park, open space or civic uses within thie CFO and not $\.lbjeci: to special 

tax are not Included in this assignment. 
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The residential land is valued in its "As Is'' condition as of the date of value. Site 

development for CFO No. 2001-1, I A - A is well underv.ray. The undeveloped portion of 

the District has four completed 1nodel homes. 12 completed production dwellings, 9 

model homes under construction, 16 dwellings under construction, 348 finished lots, and 

244 blue-top lots. 

We have analyzed the subject property based upon the proposed uses and our 

opinion of its highest and best use. We have searched for sales of residential !and to 

estimate the value of the properties. 

The following paragraphs summarize the process of collecting, confirming 

and reporting of data used in the analysts. 

Gathered and analyzed demographic data from sources including 
the California Department of Finance (.population data), Employment 
Development Department of the State of California {employment 
data), County of Riverside (zoning information, building permit 
trends), Temecula Valley Chamber of Commerce (local demographic 
trends), Hanley Wood Market Intelligence and Empire Economics 
(housing sales, inventory levels, and absorption), and sales 
personnel of comparable projects (market trends of individual home 
sales). Subject information was gathered from the developer/ builder 
and their consultants. 

2. Inspected the subject's neighborhood and reviewed proposed 
product and similar products for consideration of Highest and Best 
Use of the proposed lots. 

3. Gathered and analyzed comparable merchant builder land sales 
within the Temecula market areas, and residential detached unit 
sales, within the subject's primary and secondary market areas. Data 
was gathered from sources induding, Comps.com. brokers. 
appraisers. builders active in the area and developers within the 
Riverside County area. Where feasible, data were confirmed with 
both the buyer and seller. The data gathered are presented on 
individual data sheets within this report. 

Date of Value and Report 

The opinions of Market Value expressed in this report are stated as of June 1, 

2006. The date of the appraisal report is June 9. 2006. 
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Date of Inspection 

The subject property v.ias inspected on numerous occasions, with the most recent 

on May 28, 2006 

Property Rights Appraised 

The property rlghts appraised are those of the fee simple estate subject to special 

tax liens of the 1ea\ estate described herein. 

Property Identification 

The subject portion of CFO No. 2001-1, I A - A is comprised of 310.0± acres 

identified as Assessor Parcel Nos. 467-260-047, 053 and 056. These parcels oire 

located on the east side of Pourroy Road, and the west side of Washington Road, 

approximately one-half mile north of Thompson Road. The subject is in various stages 

of completion as of the date of value. Site construction is well under way with model 

homes, dwellings under construction, finished lots, blue-top lots and lots in near blue

top condition 

Legal Description and Ownership 

The table below identifies lot and tract and ownership. 

Gross No. of 
Tract No. Acres Lots Ownersh!Q 

TM 30069-1 105.45 341 Brookfield Wt33, LLC 
and 12.Homeowners 

TTM 30069-2 106.20 189 Brookfield W633, LLC 

TTM 30069 97.98 103 Brocikfield W633, LLC 

309.63 633 

Property History 

The Brookfield-French Valley property was purchased in three transactions 

Approximately 350 acres were purchased in 1990 for $5,600,000. The balance was 

purchased in 2000 tor $3.400,000. This property included the 633 lots in CFD No. 2001-1, 

I A~ A plus the land for 448 dwellings now nearing completion In Phase 1 of the French 
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Boundaries of Improvement Area A 
CFD No. 2001-1 

PROPOSED BOUNDARIES 
C'.JMt,:;.,lHITY FACli..lTlES C!STRIC! NO. Zv01-G1 

( FRENCH VALLEY) 
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Valley dcve!oprnent These prices were based on raw. unentitled land. However. all of the 

land received Specific Plan Approva! in 1997. On February 20, 2002, 448 lots that 

comprise Phase I of the French Valley development were sold to Brookfield Winchester. 

LLC. The purchase price was $10,000,000 for the property. in a raw condition. On 

Decernbcr 29. 20D3. the 633 lots within CFO No. 2001-1, ln1provement Area A were sold 

to Brookfield W633. LLC. The purchase price was $21,522,000 for tile property in a raw 

condition. 

Definitions 

Market Value 
1 

The most probable price m terms of money which Q property should bring in 
a competitive and open market under all conditions requisite to a fair sale. 
the buyer and seller. each acting prudently, knowledgeably and assuming 
the price 1s not affected by undue stimulus Implicit in this definition is the 
consummation of a sale os of a specified date and the passing of trtle frorn 
seller to buyer under conditions whereby· 

(a) Buyer and seller are typicaHy 1notivated. 

(bl Both parties are well informed or well advised. and each acting in 

what he considers his own best interest. 

(c) A reasonable time is allowed for exposure in the open market. 

(d) Payment is made in terms of cash in U.S. dollars or in tenns of 
financial arrangements comparable thereto. 

(e) The price represents the normal consideration for the property sold 
unaffected by special or creative financing or sales concessions 
granted by anyone associated with the sale. 

Fee Simple Estate
2 

Absolute ownership unencumbered by any other interest or estate subject 
only to the four powers of government. 

' Par: 51'i3, subsectior· 563.17-ie (b) \2), S:_ibchapter D, Chaper V T·\ie 17.. Code of Federal Regulatiors.. 

2 rne Dicticnary of Real E,,ta/e Appraisal, Third Editior.. published by The Appraisal Institute, i993. Page 

140 
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Fee Simple Estate Subject to Special Tax and Special Assessment 
Liens 

Empincal evidence (and common sense) suggests that the selling prices of 
properties encumbered by such liens are discounted compared to 
properties free and clear of such liens. In new development projects. annual 
special tax and/or special assessment payments can be substantial, and 
prospective buyers take this added tax burden Into account when 
formulating their bid prices. Taxes, including special taxes, are legally 
distinct from assessments. 

The Market Value included herein, reflects tile value potential buyers would 
consider given the special tax lien of CFD No, 2001-1, I A -A. 

Retail Value 

Retail value should be estimated for all fully improved and sold properties. 
Retail value is an estimate of what an end user would pay for a finished 
property under the conditions requisite to a fair sale. 

Blue-Top Graded Parcel 

Blue-top graded parcel includes streets cut with padded lots and utilities 
stubbed to the parcel with perimeter streets completed. 

Finished Site3 

Land that is improved so that it is ready to be used for a specific purpose. 
(Improvements include padded lot, streets and utilities to the lot. and al! 
fees required to issue a building permit paid,) 

Mass-Graded Parcels 

Mass-graded parcel with utilities stubbed to the site and perimeter streets 
completed. 

Assumptions and Limiting Conditions 

The analyses and opinions set forth in this report are subject to the following 

assumptions and limiting conditions: 

Standards Rule ("S.R.") 2-1 (c) of the "Standards of Professional Appraisal 
Practice" of the Appraisal Institute requires tile appraisers to ''clearly and 

3 Ibid Page 334 
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accurately disclose any extraordinary assumption or limiting condition that 
directly affects an appraisal analysis, opinion. or conclusion." In 
compliance with S.R. 2-1(c) and to assist the reader in interpreting the 
report, the following contingencies, assumptions and limiting conditions 
are sel forth as follows; 

Contingencies of the Appraisal 
The appraisal is contingent upon the successful issuance and funding of 
CFD No. 2001-1, I A· A ttirough Eastern Municipal Water District. The 
special tax formula was prepared on behalf of Eastern Municipal Water 
District by Albert A. Webb Associates, consulting engineers_ 

The Market Value estimate reported in this report reflects a portion of the 
funding for the infrastructure improvements and fees from the proceeds of 
CFD No. 2001-1, I A - A. The public improvements and fees subject to 
reimbursement include EMWD fees, sewer and water improvements and 
park improvements. The total construction funds and fees with contingency 
subject to possible reimbursement are about $11,000,000 for CFD No. 
2001-1, I A - A. if the CFD is not funded and/or the amount or timing of the 
reimbursements should change, the value opinion stated herein could 
change. Please refer to the Valuation section for further detail of the 
reimbursements and timeline for reimbursement 

The infrastructure costs and grading costs have been provided for our 
review by the master developer and prepared by the engineering firm of 
Hunsaker and Associates. !t is assumed that all conditions tor srte 
development as indicated in the Conditions of Approval are included in the 
infrastructure costs. A sp8Cif1C assumption of this appraisal report is that the 
costs are accurate. 

The individual parcel sizes have been calculated by the engineering firm of 
Hunsaker and Associates. We have relied on their calculations in estimating 
taxable acreage. Our value estimate is, in part, based on the accuracy of 
this information. 

Assumptions and Limiting Conditions 
No responsibility is assumed by your appraisers for matters that are legal in 
nature. No opinion of title is rendered, and the property is appraised as 
though free of all encLirnbrances and the title marketable. No survey of the 
boundaries of the property was undertaken by your appraisers. All areas 
and dimensions furnished to your appraisers are presumed to be correct. 
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The date of value for which the opinions of Market Value are expressed in 
this report is June 1, 2006. The dollar amount of this value opinion is based 
on the purchasing power of the United States dollar on that date 

Maps, plats, and exhibits included herein are for itlustration only, as an aid 
for the reader in visualizing matters discussed within the report. They 
should not be considered as surveys or relied upon for any other purpose. 
nor should they be removed from, reproduced, or used apart from this 
report. 

Oil, gas, mineral rights and subsurface rights were not considered in making 
thls appraisal unless otherwise stated and are not a part of the appraisal, if 
any exist 

The appraisers were provided a soils report prepared by Geocon, Inc, 
dated July 31. 2003. Based on these reports, the subject property is 
assumed to be feasible if all engineers' recommendations are implemented. 
For purposes of this appraisal, the soil is assumed to be of adequate load
bearing capacity to support all uses considered under our conclusion of 
Highest and Best Use. 

The appraisers have been provided with three preliminary title reports for 
CFO No. 2001-1, I A - A. The tit!e reports were prepared by Chicago Title 
Company and dated March 3. 2005, July 8, 2005 and July 12. 2005. For 
purposes of this appraisal. we are not aware of any easements. 
encroachments or restrictions that would adversely impact the value of the 
subject properties. 

Information contained in this report has been gathered from sources which 
are believed to be reliable, and, where feasible, has been verified. No 
responsibility is assumed for the accuracy of information supplied by others. 

Since earthquakes are common in the area, no responsibility is assumed 
for !heir possible affect on individual properties, unless detailed geologic 
reports are made available 

The appraisers have inspected as far as possible by observation, the land: 
however, it was impossible to personally Inspect conditions beneath the 
soil. Therefore, no representations are made as to these matters unless 
specifically considered in the report. 

The appraisers assume no responsibility for economic or physical factors 
!hat may occur after the date of this appraisaL The appraisers, in rendering 
these opinions, assume no responsibility for subsequent changes 1n 
management, tax laws, environmental regulations, economic, or physical 
factors that may or may not affect said conclusions or opinions 
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No engineering survey legal, or engineering analysis has been rnade by us 
of this property_ Jt is assumed that the legal description and area 
computations furnished are reasonably accurate. However, it is 
recommended that an analysis be made for exact verification through 
appropriate professionals before demising, hypothecating, purchasing or 
lending occurs. 

Un!ess otherwise stated in this report. the existence of hazardous 
substances, including without limitation asbestos, polychlorinated biphenyls. 
petroleum leakage, or agricultural chemicals. which may or may not be 
present on the property, or other environmental conditions, were not called 
to the attention of nor did lhe appraisers become aware of such during the 
appraisers' inspection. The appraisers have no knowledge of the existence 
of such materials on or in the property unless otherwise stated. The 
appraisers, however. are not qualified to test for such substances or 
conditions. 

The presence of such substances such as asbestos, urea formaldehyde, 
foam insulation, or other hazardous substances or environmental conditions 
may affect the value of the property. The value estimated herein is 
predicated on the assumption that there is no such condition on or in the 
property or in such proximity thereto that it would cause a loss in value. No 
responsibility is assumed for any suet, conditions, or for any expertise or 
engineering knowledge required to discover them The client is urged to 
retain an expert in the field of environmental impacts upon real estate if so 
desired. 

The cost and availability of f1nanc1ng help determine the demand for and 
supply of real estate and therefore affect real estate values and prices. The 
transaction price of one property may differ from that of an identical 
property because financing arrangements vary. 

Tne distribution, if any of the total valuation in this report between land and 
improvements applies on!y under the stated program of utilization. The 
separate allocations for land and improvements must not be used in 
conjunction with any olher appraisal and are invalid if so used. 

The forecasts of future events that influence the valuation process are 
predicated on the continuation of historic and current trends in the market 

The properly appraised is assumed to be in full cornpliance with all 
applicable federal. state, and local environmental regulations and laws, and 
the property is in conformance with all applicable zoning and use 
ordinances/restrictions. unless othetWise stated. 
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The Americans with Disabilities Act ("ADA'/ became effective January 28, 
1992, We have not made a specific compliance survey and analysis of this 
property to determine whether or not it is in conformity with the various 
detailed requirements of the ADA. It is possible that a compliance survey of 
the property, together with a detailed analysis of the requirements of the 
ADA. could reveal that the property is not in compflance with one or more of 
the requirements of the Act. If so, this fact could have a negative effect on 
the value of the property. Since we have no direct evidence relating to this 
issue, we did not consider possible non~compliance with the requirements 
of the ADA in estimating the value of the property. 

We shall not be required, by reason of this appraisal, to give testimony or to 
be in attendance in court or any governmental or other hearing with 
reference to the property without prior arrangements having first been made 
With the appraisers relative to such additional employment. 

In the event the appraisers are subpoenaed for a deposition, judicial, or 
administrative proceeding, and are ordered to produce their appraisal report 
and files, the appraisers will immediately notify the client 

The appraisers will appear at the deposition, judicial, or administrative 
hearing with his/her appraisal report and files and will answer all questlons 
unless the dient provides the appraisers with legal counsel who then 
instructs them not to appear, instructs them not to produce certain 
documents, or instructs them not to answer certain questions. These 
instructions will be overridden by a court order which the appraisers will 
follow if legally required to do so. It shall be the responsibility of the client to 
obtain a protective order. 

The appraisers have personally inspected the subject property; however, no 
opinion as to structural soundness of existing improvements or conformity 
to any applicable building code is made. The appraisen; assume no 
"eSponsibility for undisclosed structural deficiencies/conditions. No 
consideration has been given in this appraisal to personal property located 
on the premises; only the real estate has been considered unless other..vlse 
specified. 

James B. Harris is a Member, and Berri J. Cannon Harris is an Associate 
Member, Of the Appraisal Institute. The Bylaws and Regulations of the 
Institute require each Member and Associates to control the uses and 
distribution of each appraisal report signed by such Member or Associates. 
Except as hereinafter provided, possession of this report. or a copy of it. 
does not cany with it the right of publication. It may not be used for any 
purpose by any person other than the party to whom it ls addressed without 
the written consent of the appraisers and in any event only with property 
written qualification and only in its entirety. Eastern Munlclp1I Water 
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District, its underwriter and legal counsel may publish this report in 
the Official Statement for this Community Facilities District 

Neither all nor any part of the contents of this report (especially any 
conclus1ons as to value, the identity of the appraisers or the firm with which 
they are connected, or any reference to the Appraisal Institute or the MAI 
designation) shall be disseminated to the public through advertising media. 
public relations. news media or any other public means of communication 
without the prior consent and approval of the undersigned. 

The acceptance of and/or use of this appraisal report by the client or any 
third party constitutes acceptance of the following conditions: 

The liability of Harris Realty Appraisal and the appraisers 
responsible for this report is limited to the client only and 
to the fee actt.Jally received by the appraisers, Further, 
there is no account.ability, obligation or liability to any 
third party. If the appraisal report is placed in the hands 
of anyone other than the client for whom this report was 
prepared, the client shall make such party andfor parties 
aware of all limiting conditions and assumptions of this 
assignment and related discussions. Any party who uses 
or relies upon any information in this report, without the 
preparer's written consent, does so at his own risk. 

If the client or any third party brings legal action against 
Harris Realty Appraisal or the signer of this report and 
the appraisers prevail, the party initiating such legal 
action shall reimburse Harris Realty Appraisal and/or 
the appraisers for any and all costs of any nature, 
includlng attorneys' fees, incurred in their defense. 
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AREA DESCRIPTION 

The following section of this report will summarize the major demographic and 

economic characteristics such as population, employment, income and other pertinent 

characteristics for the Southern California region, Riverside County, the Temecula Valley 

and the subject market areas. 

Southern California Regional Overview 

The Southern California region, as defined in this report, encompasses six 

individual counties including Los Angeles Orange, Riverside, San Bernardino, San 

Diego, and Ventura Counties. The Southern California region extends from the Californ!a

Mexico border on the south to the Tehachapi mountain range on the north and from the 

Pacific Ocean on the west to the California-Arizona border on the east. The region covers 

an estimated 38,242 square miles and embodies a diverse spectrum of climates. 

topography, and level of urban development. Please refer to the following page for a 

°" I location map. -w 

Population 

The Southern California region has added about 7.7 million new residents since 

1980 as indicated in the table shown on page 14. According to the California Department 

of Finance, the most recent data available indicate that as of January 2006, the regional 

population stood at over 21.1 million. If the region were an individual state. ii would rank 

as one of the most populous in the nation. 

Since 1981, annual population galns from natural increase and immigration have 

ranged from a low of 131.400 persons in 2002 up to 568,645 persons in 1989. These 

figures represent annual gains of 0.7()/o to 3.5%:. During the past five years, the population 

of the six-county Southern California region grew by 1.2°/o to 2.0o/o per annum. 
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As of January 2006 the population of the six-county area stood at 21,147,200 

persons. Looking toward the future it is estimated that the region's population will continue 

to climb as new residents seek out the southern California area During the economic 

downturn from 1992 through 1996, and continuing through 2006, the population growth 

rate declined compared to the growth experienced in the late 1980s. 

Population Trends 
1980-2006 

Average Annual Change 
Year Po12ylation - Percent 

19801 13,359,673 
1981 13,571,785 212,112 1.6% 
1982 13,868,390 296,605 2.2% 
1983 14,179,920 311,530 2.2% 
1984 14,483,010 303,090 2.1% 
1985 14,795,200 312,190 2.2% 
1986 15,189,600 394.400 2.7% 
1987 15,613,100 423,500 2.8% 
1988 16,027,400 414,300 2.7% 
1989 16,460,900 433,500 2.7°/o 
1990 17,029,545 568,"645 3.5% 
1991 17,232,000 202,455 1.2o/o 
1992 17,539,200 307,200 1.8% 
1993 17,746,100 206,900 1.2% 
1994 17,862,000 115,900 0.7% 
1995 17,949,300 87,300 0.5% 
1996 18,041,500 92,200 0.5% 
1997 18,223,500 182,000 1.0% 
1998 18,467,800 244,300 1.3% 
1999 18,750,300 282,500 1.5% 
2000 19, 187,500 437,200 2.3% 
2001 19,522,500 335,000 1.7% 
2002 19,919,900 397,400 2.0% 
2003 20,299,100 379,200 1.9% 
2004 20,629,300 330,200 1.6°/o 
2005 20,902,600 273,300 1.3°h 
2006 21,147,200 244,600 1.2% 

1 April 1, 198C. ~ 990, and 2000 all other years January 1 
Sou-ce· Caiifom1a Departnent of Fiiance. o/06 

The future rate of growth will depend on a number of factors that may dramatically 

affect the region. Some of the major factors include availability of developable land, 

availability of water, national economic climate. and public policy toward growth and the 

assim:lation of a large number of new foreign immigrants The continued growth of the 
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population within the region even during periods of economic slow down, provides a 

positive indicator as to the desirability of the Southern California region 

Employment 

In conjunction with the population growth, a key indicator of the region's economic 

vitality is the trend in employment. The most common measure of employment growth is 

the change in non-agricultural wage and salary employmen1 The table below illustrates 

the non-agricultural wage and salary employrnent trends in Southern Ca!ifornia. 

Year 

1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 

2005 beichmark 

Southern California Region 
Employment Trends 

1983-20051 

Average Annual Change 
ErnQloyment 

5.691,000 
5,960,100 
6,198,400 
6,384,500 
6,664,000 
6,903,800 
7,096,000 
7,288,100 
7,104,000 
6,900,700 
6,798,100 
6,833,900 
6,957,800 
7,084,100 
7,300,900 
7,546,800 
7,7G7,800 
7,985,900 
8,082,300 
8,073,100 
8,102,100 
8,224,600 
8,362,000 

Number Percenl 

269,100 
238,300 
186,100 
279,500 
239,800 
192,200 
192.100 

(184,100) 
(203,300) 
(102,600) 

35,800 
123,900 
126,300 
216,800 
245,900 
221,000 
218,100 
96,400 
(9.200) 
29,000 

122,500 
137,400 

4.7o/o 
4.0'% 
3.0o/.., 
4.4% 
3.6o/o 
2.8°/o 
2.70;.., 

(2.5%) 
(2.9%) 
(1,5%) 
O.SD/o 
1,30;.., 
1.8°/o 
3.1o/o 
3.4'% 
2.9o/o 
2.8% 
1.2% 

(0.1o/o) 
0.49/o 
1.5% 
1.7o/o 

Source· Emplc,imert Deve'opment Department 5106 

In the Southern California region, average annual non-agricllltural employment has 

grown from 5,691,000 jobs In 1983, to a then peak employment of 8,082,300 in 2001. 
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Employment declined to 8,073, 100 in 2002. This decline was mostly caused by a 40. 1 OD 

job decrease in Los Angeles County. In 2005. employment climbed to a new record level, 

8.362,000. This was in spite of Los Angeies County only adding an additional 20,000_:t 

jobs. This represents an increase of over 280,000 new jobs over the past five years. 

As the economy entered into an economic recession during the latter part of 1990, 

employment growth slo'Ned. The average annual gain in 1990 was approximately 

119,200 jobs or 1.7%. In 1992 when the full weight of the recession was felt. area 

employment suffered the highest annual decline in jobs registered in the last decade. 

losing nearly 204,000 jobs or a percentage decrease of 2_9o/o. This was followed by 

further employment declines of 103,300 jobs in 1993. It appears that by the middle of 

1994, the economic recovery finally began to take hold in the Southern California region. 

The employment data for 1994 indicated a slight increase of 37,300 jobs or 0.6% for 

1994. The adverse employment issues experienced in the prior three years had abated. 

The annual average employment for 1995 exhibited a gain of 132.400 new jobs or a 2 O"/o 

~ increase, and for 1996 an estimated 119,400 new jobs were added. In 1997, total non~ 
v, 

agricultural employment stood at 7 .2 million, finally exceeding the prior high in 1990. As of 

year.end 2002, employment was over 8.0 million. Forecasts prior to September 11, 2001, 

indicate that job growth would continue to be positive in 2001 and increase moderately 

over the next one to two years. However, with the terrorist attack on the United States and 

the conflict with Iraq. most economists are saying we were in a flat to slightly declining 

economy, during 2002 and first half of 2003, but that we began recovery during the 

second half of 2003. 2003 showed a small increase over the previous high mark in 2001. 

2004 had a moderate gain over 2003. Employment gains have recovered in 2005 with an 

additional 137,400 new jobs or a 1.7°/o increase. 

Employment among the individual industry categories reflects some fundamental 

regional changes in the economy during the past decade. The level of mining activity in 

Southern California continues to steadily decline as reflected in the consistent decrease ln 

mining employment. Construction employment as of 1989, was at a high level in 

response to the level of construction activity that had occurred in the region during the 
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past five years_ During the period from 1991 through 1994, construction employment 

declined in response to decreased residential and commercial construction activity. From 

1994 through 2005. as the economy rebounded, residential construction increased 

bringing back more than the construction jobs lost during the recession 

Total manufacturing employment in the region has exhibited little gain from the 

levels recorded in 1980. Due to :he high labor, land. and capital costs in most of the 

Southern California region, some 1nanufacturing firms have expanded or relocated their 

manufacturing operations outside of the area. 

The Southern California economy, which histonca!ly depended heavily on 

aerospace and defense related employment, has been dealt a double blow. First from the 

reduction of the space program and reduced defense spending whlch affected 

manufacturers and suppliers. and second from the closure of several military bases wt,ich 

has had a ripple effect throughout the local economy. Areas heavily dependent on military 

spending w\11 be impacted as the units are deployed abroad 

The finance, insurance, and real estate ("FIRE") employment category grew 

rapidly as the economy recovered from the 1981~1982 national recession. As the 

economy entered a new recessionary cycle, the FIRE employment sector exhibited little 

growth from 1991 through 1995. Some of the manufacturing and aerospace jobs 

permanently displaced from the economy were slowly being replaced with administrative, 

marketing and researcl1 employment It is reasonable to assume that similar stagnant 

grov,rth in this area will be experienced during the current economy. 

The employment group that has contributed most to the employment growth in the 

region is the service sector Since 1980, the majority of an new jobs have been created !n 

the service category. The service sector was the leader in new job growth during the 

years that followed the economic recovery from the 1990 recession. 

Government employment tends to mirror the growth of the population that it 

serJices. It is expected that government employment will grow at a rate similar to the area 

population The future employment growth in the Southern California region is expected 
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to continue but at a level moderately lower than recent years Factors that will affect 

employment growtl1 include the direction of the national economy, wage ievels, housing 

prices, and population trends. Given the national disaster of September 11, 2001, 

government should not experience layoffs; on the contrary, gro,vth particularly in the 

defense sector should occur. However, the California state budget deficit has negatively 

impacted both state and local government employment 

Riverside County 

Riverside County consists of 24 individual cities and numerous unincorporated 

communities. Riverside County is typically grouped with adjacent San Bernardino County 

to form the Riverside-San Bernardino Metropolitan Statistical Area ("MSA"). This area is 

commonly called the Inland Empire. Riverside County is bounded by Orange County to 

the west, San Bernardino to the north, the state of Arizona to the east, and San Diego 

County to the south. 

The major urbanized areas are located in the western portion of the County. The 

major incorporated cities include the cities of Riverside, Corona, and Moreno Valley 

These areas were the most active areas for new growth during the mid 1980's until the 

recession took hold during 1990. The area which encompasses Lake Elsinore, Murrieta, 

Menifee Valley and Temecula has also expe:ienced rapid growth since the mid 19BO's. 

The areas that have experienced the most active growth during the 1980s also suffered 

the most during the lengthy recession. However, since 1996, residential activity has 

increased due to downsizing of product with more affordable pricing, and the general 

improvement in the regional economy. 

Population 

Riverside County has more than tripled its population, adding approximately 

1,290,000 new residents since 1980 as illustrated in the following table. As of the 2000 

Census, the countywide population stood at 1,545.387 residents. The 2006 estimate by 

the State of California indicates that the County had 1,953,300 residents on January 1, 

2006. Annual population gains, frorn natural increase and immigration, have ranged from 
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25,300 persons in 1997 up to 81,303 persons in 2004, From 1991 to 1996. the rate of 

growth 111 population de::l1ned moderately each year Recent gains of 44,799 to 100,300 

persons represent annual changes of 2 2~'o to 5.6°/o. 

The future rate of gro,vth within the County will depend on a number of factors. 

Some of the r11ajor factors !nclude availability of devclopable !and. availability of water, 

national and regional eco:iomic climate and public policy toward growth 

The areas within the County that w1:1 continue to experience the largest share of 

the new population growth will be the Corona-Riverside area and the area between Lake 

Elsinore, Sun City and Temecula. 

Riverside County 
Population Trends 

---~_!980-2006 
Average Annual Change 

Year Po12ulation Number Percent 

1980 663, 199 
1885 815,100 30,380 4.6o/o 
1990 1,170,413 71,063 6.0% 
1991 1 _223,200 52,787 4.5o/o 
1992 1,268,800 45,600 3.7% 
1993 1,304,400 35,600 2.8°/o 
1994 1,332,000 27,600 2.1°/o 
1995 1,356,600 23.600 1.8°/o 
1996 1,381 _900 26,300 1.9°/o 
1997 1,400,400 18,500 1.31;1/o 
1996 1,447,200 46,800 3.3~/o 
1999 1,473,300 26, 100 1.8% 
2000 1,545,387 72,087 4.9o/o 
2001 1,590,200 44,813 2.9°/o 
2002 1,653,800 63,600 4.0°/o 
2003 1,726,300 72,500 4 4°10 
2004 1,807,800 81,300 4.7°/o 
2005 1,888,300 80,700 4.5o/o 
2006 1,953,300 65,000 3.4°10 

Apni 1, 1980. 1990, 2GCC all other years January '. 
Sou·ce California Department cf Finance. U.S. Census 5.IC6 
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Employment 

Employment data for Riverside County are compiled for the entire MSA which 

Includes San Bernardino and Riverside Counties. These counties have become a diverse 

economy, with manufacturing. construction and tourism the major industry groups. In 

conjunction with the rapid population growth experienced in the past two decades. the 

employment base has continued to grow and diversify. The Inland Empire's 

unemployment rate is moderately above the Southern California average and similar to 

the State. The higher unemployment rate is due to the seasonal nature of agricultural 

employment in the area_ The following exhibit illustrates the area's unemployment 

compared to California as of May 2006. Unemployment rates have declined 64% from the 

recession high of 12,2°1() in 1993. 

California 
Inland Empire 

Labor Force 

17,716,500 
1,713,000 

Unemployment 

\"' 
1--' Tne most common measure of employment growth is the increase in 
--.J 

nonagricultural employment. Nonagricultural employment is outlined in the following 

exhibit. During the 1980's the Inland Empire's employment base expanded rapidly as the 

area moved away from its military and government oriented employment base to a more 

fully diversified economy. 

Nonagricultural employment has grown from an annual average of 443.100 jobs in 

1983 to 1,235,400 jobs in 2005. This represents an increase of over 792,000 new jobs 

created in San Bernardino and Riverside Counties during· the past 22 years. As the 

economy rebounded from the national recession in 1981-1982, annual employment gains 

jumped by approximately 30,500 new jobs in 1984. Job gains peaked 1n 1990 with 67,000 

new jobs. During the economic recession of 1991 to 1996, increases ranged from 4,300 

to 28,600 new jobs representing a 0.6°/o to 3.7o/o gain per annum. Since 1999, job 

increases nave ranged from 34. 100 new jobs to a near record increase of 59,300 new 

jobs in 2004. The percentage increases have ranged from 3.2%1 to 6.3°/o. The table below 
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illustrates the annual employrr,ent trends from 1983 through 2005 In May 2006, the non

agricultural employment had ircreased to 1,246.200, a 2.1 °)~ increase from May 2005. 

Employment among the 1nd1v1dual industry categories reflects changes in the 

Inland E1npire economy during the past decade Construction employment gains 

generally mirror the regional economy In response to the high level of construction 

activity that occurred in the County during the period from 1984 to 1989, constructlOn 

employment reached nearly three times the level recorded in 1982. From 1992 through 

1995, construction employment declined in response to decreased building activity The 

2005 levels were more than double the 1993 low. 

San Bernardino-Riverside MSA 
Employment Trends 

1983-2005 

Year Em12lo::i:ment 
Average Annual cnange 

Number .Eercent 

1983 443, 100 
1984 473,600 30.500 6.9% 
1985 514,100 40,500 8.6o/o 
1986 551.400 37,300 7.3'% 
1987 588,700 37.300 6.8o/o 
1988 625, 100 36.400 6.2% 
1989 668.200 43, 100 6.9% 
1990 735,200 67,000 10.W/o 
1991 741,600 6,400 0.9% 
1992 751,500 9,900 1.3% 
1993 755,800 4,300 0.6°/o 
1994 772.800 17,000 2.2°AI 
1995 801}00 28,900 3.7% 
1995 824,800 23,100 2.9°1\J 
1997 863.200 38,400 4.7% 
1998 903.800 40,600 47% 
1999 960.300 56,500 6.3% 
2000 1,010.100 49,800 5.2% 
2001 1,050,700 40,600 4.0% 
2002 1,064,800 34,100 32% 
2003 1,119.400 34,600 3.2% 
2004 1,178.700 59,300 5.3% 
2005 1,235.400 56,700 4.8% 

2005 Benchmark 
Source Employment Jevclopr:ient Departr:ie:.t 5105 
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The number of manufacturing jobs in the Inland Empire has increased over 45~/o 

from the levels recorded in 1991. However, manufacturing jobs declined 5.5°/o from the 

2000 high of 120,000 jobs to 113,400 jobs by 2003, but increased back to 120,200 in 

2005. Due to the high labor and capital costs in Los Angeles and Orange Counties 

manufacturing firms have expanded or relocated some of their manufacturing operations 

to Riverside and San Bernardino counties to take advantage of the labor force and lower 

land costs. 

Transportation and public utilities employment tend lo mirror population growth. In 

the Inland Empire the finance, 'insurance and real estate ("FIRE") category ls still a small 

segment of the employment picture. 

A significant number of the new jobs created in the last 15 years have been 

created in the service sector. The service sector wil! continue to play a major role in 

employment growth during the next few years. Government ernp1oyment is a major 

emp:oyment sector In the Inland Empire due to the rapid growth. 

The future employment growth in the Inland Empire is expected to continue as 

more firms relocate to the area to take advantage of lower land prices and the abundant 

labor pool. Factors that will affect employment growth include the direction of the state 

and national economy, and consumer confidence. Due to the terrorist attack on 

September 11, 2001 and the Iraq conflict, consumer confidence has been negatively 

impacted. Most economists report that we were In a flat economy in 2002 and the first 

half of 2003, but that we began recovery dur'1ng the second half of 2003. The recovery 

continued into 2006. 

Income 

The average household income in Riverside County is estimated to be $64,601 

The median household income stands at $49, 128, These figures are moderately below 

1he Southern California region average. The lower income level is due to the lower wages 

In agriculture, manufacturing, service and government employment The household 

income distribution for Riverside County is illustrated in the following table, 
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County of Riverside 

Household Income Distribution 
2006 

Income Range 

Less t1a1 $~5 000 
$15,000 • S24.999 
$2ti,000- $34,999 
$35,000- $49,999 
$50.000 - 574,999 
S'/5,000- $99,999 

$100,000 -$149,999 
$"50,COOormore 

Total 

Median Household Income 
Average House'lcld Income 

• i Pcrc!'.nt ni total jistnb.1:ion 
SoJrce. (;lantns f,/:Jfi 

Retail Sales 

Hous~_holds 

79,214 
77,592 
70,749 
97A65 

121,784 
77,360 
74,100 
.35544 

6?8,908 

Percent 1i 

12.60% 
11.56% 
11.20"/o 
15.50% 
19.36% 
12.30% 
11.78"/o 
().§6% 

"00.0% 

$49, 128 
$64.601 

Retail demand continues to be fueled by the grovlti; in population as outlined 

previously. For Riverside County, taxable retail sales have increased from $3.9 billion in 

1985 to over $7.I billion by 1994 and to over $18.7 billion by 2004. During the past four 

years, annual changes have ranged from an increase of $768 million in 1998 to an 

increase of $2 7 billion In 2004, as shown on the next table. Data for 2005 are not 

available as of the date of this report although on a statewide basis, retail sales were 

reportedly up over 7% in 2005 

The increases in retai: sales are due to the exceptionally high County population 

growth rates experienced during the period from 1983 through 1990 During the period 

from 1991 through 1993, retail sales were stagnant due to the economic recession. From 

1994. and continuing through 2004, there was a significant rebound in retail sales. Official 

state reports for 2005 will not be released until later this year In the future, retail sales 

growth should mirror the population growth in the County. 
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Riverside County 

Retail Sales Trends 1! 
1985-2004 

Taxable Average Annual Change 
Retail Sales Number 

Year (OOO's) (OOO's) 

1985 $3,974,400 $319,632 
1986 $4338,628 $364,228 
1987 $4.868,644 $530,016 
1988 $5,486,787 $618,143 
1989 $6,257,222 $770,435 
1990 $6,596,974 $339,752 
1991 $6,389,890 ($207,084) 
1992 $6,684,107 $294.217 
1993 $6,716,783 $32,596 
1994 $7,131.216 $414,513 
1995 $7,435,414 $304.196 
1996 $8,003.061 $567.647 
1997 $8,500,010 $504.949 
1998 $9,276,448 $768.438 
1999 $10,685,724 $1,409,278 
2000 $12,190.474 $1,504,750 
2001 $13,173.281 5982,807 
2002 $14,250,753 $1,077,472 
2003 $16,030.952 $1,780,199 
2004 $18,715,949 $2,684,997 

1/ Taxable Retail Sales T utal {riot adJusted for in nation) 
Soorce: State Board of Equalization 5/06 

Transportation 

Percenl 

8.7% 
9.2% 

12.2% 
12.7% 
14.0% 
5.4% 

(3.1%) 
4.6% 
05% 
6.2% 
4.3% 
7.6% 
6.3% 
9.0% 

15.2% 
14.0% 
8.1% 
8.2% 

12.5% 
16.7% 

Riverside County is served by a major airport, Ontario International, located in 

adjoining San Bernardino County. Several major airlines have flights into Ontario, while 

international flights can be booked out of Los Angeles ln1ernationa! Airport. 

A network of freeways links most urbanized areas of the County. The major northw 

south arterials are the Corona (15) and Escondido (215) Freeways. The Pomona 

Freeway (60) provides east-west access to the Los Angeles area and the desert areas of 

Riverside County. The Riverside Freeway (91) provides access to Orange and Los 

Angeles Counties 

Environmental Concerns 

The Endangered Species Act of 1973 precludes any activity that constitutes a 

taking of a federally !isted endangered species except by permit. Numerous areas within 
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Riverside County have been identified as containing potential habitat of the Stephen's 

Kangaroo Rat, a listed species. The evidence of habitation by this rat has resulted in 

delays or substantial revisions of proposed developments. The California Department of 

Fish and Game is currently reviewing the status of additional wildlife for possible inclusion 

on a list of endangered or threatened species. A Multiple Species Habitat Conservation 

Plan (MSHCP) was approved by the County Board of Supervisors on June 17, 2003. The 

MSHCP is a comprehensive, multHurisdictional effort that includes the County and 14 

cities. This plan focuses on the conse1Yation of 146 species. The MSHCP consists of a 

reserve system of approximately 500.000 acres of which 347.000 acres are within public 

ownership and approximately 153,000 acres are in private ownership. The purchase of 

the privately owned lands will be funded by an adopted fee. A MSHCP fee of $1,651 per 

dwelling unit is imposed for housing built in the MSHCP area. 

In summary, the region exhibited very strong population and employment growth 

during the 1980 to 1989 period The recession of the early 1990s had significantly slowed 

population growth and resulted in overall job losses from 1990 to 1995. Over the past 

seven years, as the economy recovered. population and employment growth have been 

stronger than during the prior gro\vth years of the 1980s. The long-term outlook for the 

region remains positive as the elements of abundant affordable land and labor still exist 

Future growth will, however, continue to be affected by the trends in the overall economy. 

Riverside County's economic environment should follow a path similar to that of the other 

Southern California counties. 

Temecula 

The City of Temecula is located in the Temecula Valley about 40 miles southeast 

of the City of Riverside and 60 miles north of San Diego. Development of the Temecula 

Valley began in the late 1960s, with the sale of the Vail Ranch to Kaiser Land 

Development Company. Prior to 1964, the land had been under the ownership of the 

Vail Family since 1904. Kaiser's development, known as "Rancho California," was the 

beginning of one of the fastest growing regions in California, The completion of the 1-15 

between San Diego and San Bernardino speeded this area's growth 
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Temecula is located along the 1-15, 1-215 and State Highway 79. The City of 

Murrieta is north of Temecula and to the west of the District The Pechanga Indian 

Rese1-vation is southeast and unincorporated Riverside County surrounds the cities. 

Population 

As of the 2000 Census, Temecula had a populat1or of Si,716 or a 113.0%:. 

increase over its 1990 population. The State of California estimated the 2006 

population at 93.900 for the City of Temecula. With last year·s annexation of Redhawk, 

Temecula's population increased by over 10,000 persons. When the nearby community 

of Vv'inchester and the City of Murrieta are included the por;ulation increases to over 

200,COO people. 

Income Levels 

The city of Temecula has an income distribution significantly higher than the 

countywide distribution. The median household income for Temecula is $70,500, which 

is much higher than the countywide figure. The average household income in the City is 

$81.356, which is significantly higher that the countywide figure. 

City of Temecula 
Household Income Distribution 

2006 

Income Range 

Less than $15,000 
$15,000 • $24.999 
$25,000 • $34,999 
$35,000 - 549.999 
$50,000 .. $74 999 
$75.000 - 599.999 
$100.000-$149.999 
S150,000 or more 

Total 

Median Household Income 
Average Household Income 

Source: Claritas 5/;)6 
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Households 

1,687 
1,438 
1.681 
3,135 
5,604 
4,535 
5,083 

_j.JllQ. 

25,073 

Percent 1/ 

6 73% 
5.74'%, 
670% 

12.50% 
22.35% 
18 09%, 
20.27%, 
7.62"/o 

100.0% 

FO,soo 
$81.356 
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Retail Sales 

In 2004, the City generated retail sales of $2,052,502,000 or 10.9o/~ of the 

County's total retail sales. The retail sales increased 77.5Q/o from the area's 2000 level, 

while the County's retail sales increased only 53.5% during the same period. This 

shows the explosive gro\i\lth of income and population for the subject area Annual data 

for 200~ has not been released at this time. 

Employment 

The unemployment rate for this area is 2.6o/o, lower than the countywide rate 

The top ten employers in this area are shown on the following table. 

Top Ten Employers 

Temecu!a-SchoO!-District 

Guidant Corp, 

Manpower of Temecula 

Albertsons 
Professio·nat Hos.pita! Supply 
lntemi:ltlonat Rectifler/Hexfet 

Hudson RC! 

Costco 

·Milg.ard .Manufa~tur.ing 

Tumkey Companies, Inc. 

Source: City of Temecula 2005 

Transportation 

. 

2,3Q8' 

2,S54 
1,871 

604 
600 
~60 
500 
404 
325 
316 

Temecula is served by Interstate Highway 15/215 and State High\vay 79. These 

provide access to most other parts of Southern California. In addition, rail service is 

provided by the Burlington Northern railway in Winchester. 

Immediate Surroundings 

The subject property is located in the French Valley area of the Temecula Valley. 

This is a mostly rural area, but residential development is beginning. This area is north 

of the City of Temecula and east of the City of Murrieta. Most major commercialfretail 
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developments in the Temecula Valley are located in these two cities, between three 

and six miles from the subject The subject's Specific Plan includes land for residential 

uses, retail/commercial uses. as well as future industrial uses. 

Within eight miles of the subject area are various service providers and several 

neighborhood and community shopping centers, including the Murrieta Springs Plaza 

along the 1-15 Freeway, and the Murrieta Town Center along the 1-215 Freeway in 

nearby Murrieta. Approximately four miles to the southwest is the Promenade at 

Temecula Mall, a regional mall located in the northwest corner of the City of Temecula 

The 1 .02 million square foot mall contains over 110 spedalty stores and is anchored by 

JC Penney, Robinsons-May, snd Sears. 

Nearby recreational facilities include the Vai! Lake and Lake Skinner Recreation 

Areas, as well as numerous golf courses and wineries. 

Development of single-family dwellings in the subject market area ls taking place 

at this time in the French Valley area as welt as adjacent cities. These homes are up to 

3,800 square feet in size located an lots that are approxlmately 7 ,200 square feet in 

size. A review of the currently selling projects, included in the Highest and Best Use 

section of this report, indicates that units range from 2, 100 to 4,200 square feet. As a 

general rule, the newer the development, the larger the home sizes. This is a typical 

trend in a healthy residential market The product currently planned for Tract 30069 of 

the District will include the largest floor plans currently offered. In terms of path of 

development, the subject area will be among the next developments in the northeast 

direction from the more densely developed areas of MurrietafTemecula. 

The market area is bisected from southwest to northeast by Winchester Road, 

which is the main traffic arlery for this area. The entire market area is relatively level 

and physically capable of being developed The nearest existing school is 

approximately six miles to the south, although an elementary school is planned within 

the District. Much of the land in this market area that is not yet developed with 
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subdivisions is used either for farming or is left vacant and unused. In the rolling hills of 

the subject area are generally larger custom homes selling for up to the mid-$700,000s, 

while much of the land to the distant north has yet to be developed. 

Conclusion 

The Temecula Valley and the surrounding area has been experiencing rapld 

population growtt, during the past few years. New residents are being attracted to the 

area because of the affordable housing in comparison to the coastal regions of loo 

Angeles, San Diego and Orange counties. The demand for continued development 

supports the build-out of the subject property. 

The economy has experienced economic growth beginning in the third quarter of 

2003, due largely to lncreased consumer and business spending. The anticipated 

continued strength should bring renewed Job growth. Inflation is reported to remain 

moderate, which should keep mortgage rates from rising too steeply while the economy 

ga'1ns strengtt'I. The Inland Empire's housing boom has shown recent signs of slowing. 

Previo:.isly, builders in Riverside County resPonded to demand for new housing permits 

and pulled 34,226 residential permits during 2004, and 34,330 residential permits in 2005. 

The Riverside County housing prices as of March 2006 were up 4.0% over the 

same month last year. The median detached new home price in the County was 

$448,1323 in March 2006. Although up 4.0% from the end of the first quarter 2005, the 

median price is up only 0.75°/o from the fourth quarter 2005 level, and down 1.7% from 

the record high median price of $456,699 in the third quarter of 2005. New home sales 

volume for the quarter is down 27.0% from the first quarter of 2005. No new home 

subma:kets had sales increases. Al! submarkets had declines. For all of 2005, all 

submarkets declined in their sales per project, with a decline of 13.6% for all of 

Riverside County, compared to 2004. During the first quarter of 2006, all sub~markets 

continued their decline, with a decline of 30.9%, from the sales rate per project In the 

first quarter of 2005. 
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SITE ANALYSIS 

General 

The subject property of this appraisal is identified as the undeveloped land of CFO 

No. 2001-1, I A. A. The subject District ranges from blue-top lots to finished lots with 

completed models and completed production homes. CFO No. 2001·1, I A-A Is a portion 

of Specif1c Plan No. 286- w·inctiester 1600. Please refer to page4 for a map of the CFO. 

~ 
The subject parcel is located on the east slde of Pourroy Road, about one·half 

mile north of Thompson Road and one-quarter mile south of Winchester Road (State 

Highway 79). At Thompson Road, Pourroy Road is about one mile east of Winchester 

Road (State H'1ghway 79). The property extends easterly to Washington Road. 

current Site Condition 

As of the date of value of this appralSal. the undeveloped land of the subject 

District is in various stages of site and dwelling construction. There are four completed 

model homes, 12 completed production dwellings, 9 model homes under construction, 

16 production dwemngs under construction, 348 near finished lots and 244 blue~top 

lots. Several interior streets are paved with curbs and gutters. Pourroy Road is a paved 

road, with full street improvements. Washington Road is paved, but has no curbs, 

gutters or sidewalks. 

Size and StllP8 
The overall shape of the subject property Is irregular and contains 310± 

undeveloped gross acres. CFD No. 2001-1, I A - A has been subdivided into three tract 

maps, Tract Map No. 30069-1, Tentative Tract Map No. 30069·2 and Tentative Tract 

Map No. 30069. Please refer to the table on page 35, which summarizes the tracts. The 

following three pages show copies of the maps. The tentative maps are expected to 

record Within two months 
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Tentative Tract No. 30069 

TRACT NO. 30069 
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CFD 2001·1. I A· A 

Gross No. of 
Tract No. Acres Lots Ownership 

TM 30069-1 105.45 341 
Brookfield W633, LLC 

and 12 Homeowners 

TTM 30069-2 106.20 189 Brookfield W633, LLC 

TTM 30069 97.98 10;; Brookfield W633, LLC 

309.63 633 

Soils and Geology 

A soils report was provided for TTM No. 30069. The report was prepared by 

Geocon, Inc .. and dated July 31, 2003. The report indicates that the project as proposed 

is feasible. The appraisers assume that the soil conditions allow al! of the proposed 

development as discussed in the Highest and Best Use section of this report and as 

proposed by the developer. 

Topography and Drainage 

CFO No. 2001-1, I A - A is mostly level along its west line. to rolling hillside in the 

eastern portion of the property. Elevations range from 1,385 feet up to 1,620 feet above 

sea level. Some lots may have view premiums when graded. 

Drainage is via natural sheet flow and percolation. There were no storm drains 

serving the subject property, but tfie surrounding area has storm drains as a part of the 

new development. Storrn drain capacity for the subject is and will be constructed during 

the development process. During our inspection of the site, we observed no drainage 

problems that would not be cured by the proposed development of the site. 

Zoning 

The subject property is zoned SP Specific Plan, by the County of Riverside. This 

zone allows for a variety of con1patible uses that comprise a master planned 

community. The subject parcels are designated for residential uses within their master 

planned com1nunities. The minimum lot size is 7,200 square feet per dwelling. 
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However- the average lot size for this tract Is 10,000± square feet and range to over 

19,000 square feet. These very large lot sizes are considered a very desirable aspect of 

the subject property 

As proposed, the subject project appears to be a legally conforming use. The 

subject property is in conformance with all zoning requirements, and is assumed to be n 

conformance with all governmental regulations. 

Access and Circulation 

The subject property is located on the east side of Pourroy Road, north of 

Thompson Road. Pourroy Road is currently dedicated 100 feet wide and paved with two 

lanes of traffic in each direction, with curbs, gutters and sidewalks. All interior streets wm 
be dedicated 60 feet wide and paved with one lane in each direction with curbs, gutters 

and sidewalks. Washington Road is paved with one lane in each direction, but no curbs. 

gutters, or sidewalks are built. It will be fully improved adjacent to the subject during site 

~ construction. 
N 
v, 

Pourroy Road extends northerly from the subject and connects with Highway 79, 

Winchester Raad Hlghway 79 connects to the 1-15 Freeway about 10 miles southwest of 

the subject 

Easements 

The appraisers have been pro\lided with three preliminary title reports for CFO 

No. 2001-1, I A - A. The title reports were prepared by Chicago Title Company and 

dated March 3, 2005, July 8, 2005 and July 12, 2005, 

There did not appear to be any easements, restrictions or conditions that would 

adversely impact the value of the subject property. It is a specific assumption of this 

appraisal that all easements and encumbrances impacting the property are not 

detrimental to value. The title report shows two construction trust deeds; $28,650,000 

and $28,900,000. Notice of special tax liens was reported for CFO No. 2001-1. 
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Utilities 

The subject property is served by the following companies/agencies: 

Electricity 
Water 
Ga& 
Sewer 
Telephone 
Police 
Fire 

Southern California Edison 
Eastern Municipal Water District 
Southern California Gas Company 
Eastern Municipal Water District 
Verizon 
County of Riverside 
Cou11ty of Riverside 

Earthquake. Flood Hazards, and Nuisances 

The subject property, as of the date of valuation. was not located in a designated 

Earthquake Study Zone as determined by the State Geologist However, al! of Southern 

California is subject to seismic activity. The subject property is located in a Zone "D" flood 

designated area according to Federal Emergency Management Agency Cornm\lnity 

Panel No. 060245-21258 effective date September 30, 1988. This designation 

references an area that is outside the 500-year flood plain. Flood insurance is not 

required_ No other nuisances or hazards were observed on physical inspection of the 

SLJbjcct properties as of the date of value. 

Environmental Issues 

The subject pa.reel had been dry farmed or vacant for many years. The property is 

reportedly not impacted by any negative environmental issues. 

Taxes and Special Assessments 

The three individual assessor parcels have property taxes as shown on the 

fo\lownig table. Pursuant to Proposition 13. passed in California in 1978, current 

Assessed Values may or may not have any direct relationship to current Market Value. 

Real estate tax increases are limited according to Proposition 13 to a maximum of 2o/o per 

year plus bonds, if any. If the property is sold. real estate taxes are normally subject to 

modification to the then current Market Value 
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In addition, there are special taxes for the existing EMWD CFD No. 2001-1, 

French Valley. CFD. No. 2001-1 has special taxes rang·1ng from $1,399 to $1,640 

depending on house size. CFO No. 2001-1, r A-A will have special taxes ranging from 

$1,289 to $1,433 depending on house size. The total tax rate will not exceed 2.0%.,. 

The office of Albert A. Webb Associates estimates the Special Taxes on the 

undeve'oped residential land within CFD No. 2001-1, 1 A - A. The Special Taxes for the 

individual homes are also estimated. The estimated land values are based, in part, on 

the Special Taxes estimated for the ultimate homeowner. Within the Addenda of this 

report, is a summary of the special taxes as estimated by Albert A. IJ'Jebb Associates for 

the developed homes. 

EMWD 
Community Facilities District No. 2001-1, I A - A 

Assessed Values and Taxes 2005-06 
A.V. Land 
A.V. Imps R,E, 

APN A.V. Total Taxes 

467-260-47 $3,305,537 
~o 

$3,305,537 $42,427.40 
467-260-53 $30,817 

~ 
$30,817 $70UB 

467-260-56 $2,065-334 
10 

$2,065,334 ~20 760,72 

Total $6"89L90 

The subject property falls within the taxing jurisdiction of the Riverside County 

Assessor's office. The applicable tax rate area is 94-172. The published annual tax rate 

in this area is 1.03817o/~. In addition to the base tax rate. there Is additional bond 

indebtedness related to school district debt service. water districts, and flood control 

district debt service. As of June 1. 2006 all taxes were reported as paid in full. 
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The overall effective tax rate for the proposed homes will be approximately 2.0'% 

of our appraised base values. This tax burden is common for Riverside County where 

tax rates in new home communities typically range from 1.50'.>/o to 2.oov1o. A survey of 

the subject market area revealed that special Assessment Districts or CFD's encumber 

most of the competing residential subdivisions. There does not appear to be a great 

deal of resistance to the special assessments that do not increase the overall tax rate 

significantly above 2.00%1 of Assessed Value. 

Site Improvements 

As of the date of value, CFO No. 2001-1, I A - A, is improved from a blue-top lot 

condition to finished lots with completed model homes and completed dwellings. 

The developer provided a summary site improvement budget which totals 

$76.480,759. The costs are reported to include the fee credits and/or reimbursements 

eligible from this CFO. A summary of the costs is included in the Addenda of this report. 

The costs are reported to bring the land from a raw condition to a physical and legal 

finished lot condition. According to the developer's cost information, $45,011, 114 has 

been expended as of the date of value. Approximately $31,470,000 remain in costs to 

bring the subject from its current "as is" condition to finished lot condition. Eligible 

reimburseinent for infrastructure improvements and/or fee credits from CFO No. 2001-

1, Improvement Area A is $8 .024,344 

It is a specific assumption of this appraisal, that the site costs provided by the 

developer are a!I the site costs required to bring the undeveloped land within CFD No. 

2001-1, I A- A, from its "as is" condition to a totally finished lot condition. ready to issue 

buiiding permit condition for the 633 lots within Tract Map No. 30069~1 and Tentative 

Tract Map Nos. 30069 & 30069~2. This appraisal report and estimated value is based on 

the developer receiving reimbursements or fee credits of about $11,000,000. If there is 

any change in the reimbursements. the value estimate would likely change. 
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PROPOSED IMPROVEMENT DESCRIPTION 

li!!:!!r!! 
The subject property Is propo~d for development of three products, Veranda, 

Ironwood and Acacia. The 633 proposed dwellings will be developed on 310± gross 

acres located east of the existing Morningstar Ranch I, which is complete. The 633 

propo&ed dwellings within CFD No. 2001-1, I A - A will be the second phase of 

Morningstar Ranch. Twelve homes in Veranda have closed escrow. 

The appraisers have not been provided with plans or specifications for the 

proposed improvements within the District. For purposes of this appraisal, we ha\le 

assumed that the quality of construction, functional utility, amenities and features will be 

slml!ar to the currently selling projects and will meet market demand for new product in 

the subject's market area. The following table represents the proposed number of units, 

lot size and home size for the proposed homes as indicated by the builder. The Acacia 

ttl units have not been re18ased and the prices shown are the appraiser's estimate. The 

N prices reflect a recent price reduction for the three products. The reduction average 
-..J 

$27,000. 

~ 
Veranda 

· Jronwo·od 

Acacia 

Total Unit$ 

Lot§ll!e 
7,200 

7,200 

fflf!r:Pilln~;· 
°2.472 · 
3;112 

.2.946. 
. 3,108 

2,675>.'' 
3,1.f4. 
3,208. · 
3,3114:. 
3,670 

3,162 
3_,462 
3,761 
4,178 

325.6 

.\1!1111!1.!! ·•1e1~,1c. 
37 ~il)OO 
•t· $455:ooo . 
47 $482,;l)G(l 
56 $46/l:J)OO 

52 · $45!Jili00 
52 $480,000 
52 ·~o.ooo 
63 $5(!5,QOO 
53 $61§,000· 

36 $500,000 
47 ::~~i~~ 46 
56 $630;000 

633 $4651 
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As previously discussed, the subject property is under construction with four 

completed model homes and 12 completed production homes. Sixteen production homes 

are completed or under construction. Most lots are in a blue-top to near finished lot 

condition, First home occupancies occurred in February 2006. 

The following list is some of tlle assumed general construction specifications for 

the detached single-family homes of Veranda, Ironwood and Acacia, by Brookfield 

Homes. 

Construction 
Units are of Class "D" construction; wood frame and stucco siding with several 
elevation choices. 

Foundations 
Foundations are poured concrete Particle board over wood floor joists for the 
second floor. 

Structural Frame 
Consists of 2" x 4" and 2'' x 6'' wood framing 

Roofs 
Roofs are of concrete tile. 

Windows 
Vinyl dual glazed windows 

Floor Covering 
Floor coverings are wall-to-wall carpet in all living areas. Entries are of ceramic tile 
and kitchen, bathrooms and laundry room are of vinyl. 

Interior Finish 
Custom trowelled ceiling and painted drywall. 

Heating/HVAC 
Energy efficient centra! air conditioning and gas forced air heating. Dual air 
conditioning in some plans. 

Kitchens 
Kitchens will be equipped with beech cabinets and ceramic t!le countertops. Each 
kitchen will Include a 30-inch cook top, 30-inch oven, microwave oven and 
dishwasher. 

CCNSU~fl'\G 1--iE/\L ESTA-F i\PPR.f\lSFRS 
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Bathrooms 
Master bathrooms will have double sinks with ceramic tile vanities, wood cabinets. 
and separate shower and tub. Secondary bathrooms will have cultured marble 
vanities, combination tub/shower, and wood cabinets. 

Garage 
Gafage doors are two car sectional steel roll-up with concrete driveways. 

Fireplace 
One fireplace per dwelling. 

Laundry Facilities 
Interior laundry rooms 

Options 
Numerous optlons and upgrades will be available including flooring, cabinet, and 
countertop upgrades. Most options and upgrades provided at competing, similar 
quality developments will be offered. 

Conclus,ion of the Improvements 

We have not been provided with detailed information regarding quality of 

°" N construction or specifications for the proposed floor plans. However, we have inspected 
00 the model homes. The quality and utility of the floorplans are similar to the products 

currently being constructed in the subject's marketplace. 

Functional Utility 

It is an a~sumption of th\s appraisal that all of the floor plans are functional, and 

competitive with current design standards. 

Remaining Economic Life 

The total/remaining economic life, according to the Marshall Valuation Seivice, is 

considered to be 50 years from date of completion. 

Homeowner's Association 

All 633 dwellings will be a part of the Morningstar Ranch Horneowner's 

Association. At build-out. dues are estimated to be $45.00 per month. 
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HIGHEST AND BEST USE 

The term highest and best use is an appraisal concept that has been defined as 

follows· 

The reasonably probable and legal use of vacant land or an improved 
property, which is physically possible, appropriately supported, financially 
feasible, and that results in the highest value. The four criteria the highest 
and best use must meet are legal permissibilrty, physical possibility, 
financial feasib!lity, and maximum productivity. 4 

The determination of highest and best use. therefore, requires a separate analysis 

for the land a6 legally permitted, as if vacant. Next, the highest and best use of the 

property with its improvement6 must be analyzed to consider any deviation of the existing 

improvements from the ideal. "The highest and best use of both land as though vacant 

and property as improved must meet four criteria. The highest and best use must be: 

legally permis61ble, physically possible, financially feasible. and maximally productive. 

'These criteria are often considered sequentially."5 The four criteria interact and, 

therefore, may also be considered in concert A use may be financially feasible, but it is 

irrelevant if it i6 physically impos6ible or legally prohibited. 

Legally Permissible Use 

The \ega\ factors affecting the site and its potential uses are often the most 

restrictive. These wou!d typically be government regulaUons such as zoning and building 

codes. 

The subject property is located in the French Valley area of Riverside County. 

The subject property is within the Specific Plan of Winchester 1BOO, S. P. No. 286, 

which was approved on April 29, 1997 Final Tract Map No. 30069-1 was approved in 

Apnl 2005 The trnal maps are expeeted to record for Tract Nos. 30069-2 and 30069 in 

July or August 2006 The Specific Pian allows for development of 633 single family 

The Dictionary of Real Estate Appmi:;a/, 4th Ed!;ion. Put. by the Aopmisal Institute, Chicago, IL., P. 135 

5 
Til8 Appm1sal of Real Estate, ~c"' Edition, Pub. By ihe A:ipra,sal Institute, Chicago IL . P. 280 
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homes on 7,200 square foot minimum tots, 77± acres for a open space and a 25± acre 

school si\e. 

The subject property will be entitled with three Final Tract Maps. Fina! Tract Map 

No. 30069-1, to be de\ieioped with 341 homes. No 30069-2, to be developed with 189 

homes, and No. 30069 to be developed with 103 homes. 

Physically Possible Use 

CFD No. 2001-1, I A - A is generally irregular in shape and contains 

approximately 310± gross acres according to the three tract maps. The site has a flat to 

rolling topography and natural wa1ercourses. This Brookfield development is a natural 

extension of existing nearby residential developments, located in the community of 

French Valley and the cities of Temecula and Murrieta. 

Al! normal utilities are available to serve the subject site. Utilities and streets 

°" N have been completed for 389 lots as of the date of value. The property is generally 

'° bounded by residential development and undeveloped land. Access is considered to be 

adequate via Pourroy Road, Washington Road, State Highway 79, and the 1-15 

Freeway, This appraisal considers the benefits and/or improvements that are to be 

funded by CFD No. 2001-1, I A - A 

Based on the physical analysis, the subject property appears to be viable for 

numerous types of development based on its size and topography. However, the site's 

location would suggest the lands have a primary use of residential development due to 

the adjacent developments_ 

Financial Feasibility and Market Conditions 

!he financial feasibmty of the development of the subJect property is based on its 

ability to generate sufficient income and value in excess of the costs to develop the 

property to its highest and best use. Please refer to the Valuation section of this report, 

which gives support to the financial feasibillty of CFD No. 2001 ~1, ! A - A 
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It is not 1n the scope of this appraisal assignmont for the appraisers to conduct an 

extensive independent marker study/absorption analysis, but if is the appraisers' 

responsibility to address the reasonableness of the concfosions of any market study 

which t1as been prepared by outside firms for the subject property. 

The appraisers have reviewed an independently prepared absorption analysis 

which relates to the subject property, CFO No. 2001-1, I A - A. This independent study is 

titled ~arket Absorption Study, E~stern Municipal Water District, CFO t,Jo. 2001-1 I A~ A 

(French Valley), prepared by Empire Economics. Inc .. dated September 20, 2004, 

updated on December 19, 2005 and further updated on June 19, 2006. A copy of a 

portion of the current absorption analysis summary is included in the Addenda of this 

report 

The fol!owing paragraphs wrll examine the assumptions, analysis and conclusions 

of t'ne Ernpire Economics report The data contained in this section will assist in 

estimating the anticipated absorption period and other pertinent characteristics for the 

remaining land under the master developer ownership as of the date of value. lt should 

be noted that the Empire Economics study 1s based on absorption of product by the end

uscr, an individual homebUJler This typically 1s 6 to 12 months tater than !and absorption 

to the builders 

Market Absorption Study, Empire Economics 

The Empire Economics absorption schedule presented for the subject property is 

predicated on basic assumptions concerning the reg\cna! economy and is considered a 

reasonable blending of the cyclical and structural factors that influence the California 

economy. The analysis is based on a computer model which uses population and 

employment as the generators of residential demand. The market study uses the 

proposed product by the merchant builder for Tract Nos 30069, 30069-1 and 30069-2 

The valuation of the land proposed for 633 dwelling units reflects the most current unit 

mix The market study for the three tracts uses a product mix that is supported m the 

rnarket as of the date of the market study and appraisal. The average dwelling size for the 
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build-out of the District is 3,224 square feet. Based on the previously mentioned 

economic premise. and the proposed dwelling sizes, the Empire Economics' report 

presents the following absorption summary for the residential land uses. 

Empire Economies, Inc. 
CF02001-1,lA.-A 

Estimated Ahsorption Summary 
June 2006 

~ = ~ .2o_os ·~ ~ .w.1 2012 - Total 

Veranda 41 40 40 4S 20. 0 0 186 
I 

Ironwood 20 36 36 42 42 42 44 262 

Acacia 0 28 28 33 S3 33 30 1Jl!i 
Total Units 633 

General Market Conditions - Riverside County 

The Inland Empire housing market has continued to increase in demand and 

°" W pnce over the past se11eral years. As in the past, the increased housing prices in 

o Orange, San Oiego and Los Angeles counties ha11e encouraged buyers to look at 

alternative locations for homes. The Riverside County housing prices as of January 

2006 were up 15.8%, over the same month last year. The median detached new home 

price in the County hlt a record high of $445,424 in December 2005, according to a 

survey by the Hanley Wood Market lnte!ligence. San Bernardino County had a median 

price of $363,816, up 3.5o/i) in one year, but down 17.0o/o from September 2005. Sales 

volume Is still at historic highs for the month, up 9 3o/o from January 2005. Only the 

Desert and North Central subm.lrket had sales declines. All other submarkets had 

moderate increases. The subject property is located in the South submarket, which had 

a 4 5o/o increase ln sales from one year ago. However. all submarkets declined in their 

sales per project with a decline of 13.6'% for all of Riverside County. 

The current projection for the housing market is that we are seeing a return to a 

more balanced and normal market. The past several years of record high sales volume 

and record high appreciation appears to have stabilized, causing property values to 
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plateau or even decline in some areas. The Inland Empire is expected to stay stronger 

longer where homes are more affordable than 011 the coast. The Inland Empire is 

expected to continue to draw homebuyers from Orange, Los Angeles and San Diego 

counties where home prices are significantly higher. 

Over the last 12 to 18 months, these three counties saw a decline in home sales 

from a year earlier, while the. lnland Empire experienced its strongest or second 

strongest monthly sales rates. Most markets throughout Southern California plateaued 

during the last quarter of 2004 and the first two months of 2005. However, between 

March and November 2005. sales prices and sales rates improved. Sales have slowed 

over the last six months. 

While overall inventory is up, the impact is to a more normal market especially 

when 1t comes lo supply and demand. Job creation was moderate over the past 24 to 

30 months of recovery from the pre\lious recession and the economy is still growing at a 

reasonable pace overall. Given the supply of new residential product in the Riverside 

County market, the subject tract should sell at a reasonable rate, but without the 

increases in price that have been experienced over the past several years. More and 

more ne\.>VS articles are suggesting that home prices are reaching a maximum level, and 

might even decline in 2006 Of 2007. 

Builders within Ri11ersfde County sold 3,947 new single-family detached homes 

and 365 condominiums during the fourth quarter of 2005. Botti are signlficant declines 

from the third quarter of 2005. This represents a decrease of 5. 7°/o for detached product 

arid 1.9<'/c for attached product over the fourth quarter of 2004. The bulk of the attached 

homes sold in Riverside County during the fourth quarter of 2005 is priced under 

$350,000 and comprise 86°/o,:. of the total safes. Safes of homes priced between 

$250,000 and $350,000 continue to see the most activity, comprising 81o/o_± of the 

attached market. The number of active attached projects in Riverside County increased 

by three projects during the fourth quarter of 2005 The submarket with the greatest 

number of projects is the Desert submarket. 
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Standing (completed. but unsold) attached inventory increased in the fourth 

quarter of 2005 compared to the fourth quarter of 2004 to 181 units in Riverside 

County. This is up from three units at the end of the third quarter of 2005. At the current 

safes rate, that is less than a four-week supply of attached homes. Attached total (built, 

under construction. planned) unsold inventory consisted of 2,627 units at the end of the 

fourtf\ quarter of 2005, which is up from 2.526 units last year. At the current sales rates 

this level of inventory equates to a 10.7 month supply, which is down from 34.7 months 

last year 

Home prices continued to increase during the fourth quarter of 2005. However. 1n 

general, percentage increases have moderated since the first and second quarters of 

2004. Interviews with builders in the Inland Empire anticipate signifiC<-'!ntly smaller price 

increases per phase. Many tracts have begun offering incentives and concessions to 

buyers. The higher prices have prompted more people to sell their homes which is 

°" W bringing the supply and demand into better balance. -
According to an interest rate survey published weekly in The Los Angeles Times, 

the typical 30~year, fixed rate conforming loan was between 5.75°/o and 6.50o/o as of the 

date of this report. Mortgage rates have been in the 5.00o/o to 6.50°/o range over the 

past year, fo\\ow\ng more than a year of rates in the 6°/o range. While a slight Increase 

in rates may impact demand, we do not anticipate a significant drop in demand as long 

as rates remain near or below the 8% level 

Riverside - South Submarket 

The subject property is situated in the South submarket region, which accounted 

for 969 detached sales during the fourth quarter of 2005, or about a 24 6o/o market 

share of the Riverside County market. This number of sa!es declined from 1,417 sales 

!n the third quarter of 2005. The median price in the South subrnarket has decreased 

over the past year to $466,775, a 3.2°/o decrease. The fourth quarter price decreased 

5.2°/o from the third quarter median price of $492,233. The South submarket 1s one of 
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the more expensive submarkets in Riverside County with a price per square foot ratio of 

$177.00. The price per square foot ln the subject's submarket increased by 7.3°/o. but 

the average size of a detached home declined by 9.8°/o to 2,637 square feet. 

During the fourth quarter of 2005, the subject's subrnarket did not sell any new 

detached homes priced under $349,999; 155 detached homes priced between 

$350,000 and $399,999 were sold, 200 detached homes priced between $400,000 and 

$449,999 were sold, 334 detached homes sold between $450,000 and $549,999; and 

280 homes sold over $550,DDD. There were 108 attached units that sold in the subject's 

submarket, all but 11 under $350,000. 

Within the South submarket there are 116 detached projects. which is eight more 

than last year at this time The subject's market area reports 70 unsold standing 

inventory units and 715 unsold units under construction. This is a 1.5 month absorption 

time for the units under construction. Total inventory which includes units built, under 

construction and future construction totals 4,741 units which equates to a 10.1 month 

supply at the current sales rate One year ago total inventory was at 4,067 units, and 

the months to absorb based on last year's sales rate was 8.0 months. 

Feasibility 

It is our opinion, after surveying the competitive projects and analyzing the pricing 

design, location differences and other pertinent factors, that the subject property should 

experience good absorption 

Clearly, most agree that we have been in a slowly recovering economy. However, 

prior to 2003, the economy had slowed considerably and the housing market was still 

doing well with continued significant prlce increases through 2003. along with good 

absorption. Given the diversification in the Southern California economy, softening 

demand for housing, reduced ~ffordability of the subject products, we tend to side with 

the economists and experts that are predicting a moderating housing market in South 

Riverside County. 
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The table on the following page reports the prices and absorption of 10 near-by 

currently selling residential developments. Absorption has slowed to a range from 0.8 

units per month to 6.7 units per month. This sales rate is down significantly from earlier 

in 2005 and in 2004. Most projects reported that sales and traffic were weak during the 

first quarter of 2006. Most projects are offering incentives or concession to buyers, 

typically ranging from $3,000 to $20,000 per unit. Many projects have reduced prices 

over the last five months. The subject is projected to have three projects that will range 

from an average base price of approximately $430,000 to $530,000 per dwelling. Based 

on current sales of competing projects, sales rates could range from 3.0±. to 4.0±; units 

per month per project. 

Maximally Productive 

ln considering what uses would be maximally productive for the subject property, 

we must consider the previously stated legal considerations. We are assuming the land 

uses allowed under the Specific Plan with the County of Riverside are the most 

productive uses that wlll be allowed at the present time, Current zoning and approved 

uses indicate that other alternative uses are not feasible at this time 

Given the steady demand for residential product in Riverside County and the 

French Valley market area, it is our opinion that development as proposed provides the 

highest land value and is. therefore, maximally productive. 

Conclusion 

Legal, physical, and market considerations have been analyzed to evaluate the 

highest and best use of the property. This analysis is presented to evaluate the type of 

uses that will generate the greatest level of future benefits possible from the land. 
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COfflri#rablli A1i!;)ifeht(af-Pr'oJ,Kit Sl¥flifiaey 

Proiecl L0<:a(ion 
Varanda 
Brookfiel::I Homes 
Frer,ch v,.1ey 
Subjed 

Capl$trano 
BarrattAmencan 
Frerct, Val e1 

Jasmine Estates 
Ryland Ho~ 
Frer.ch Valley 

Orchid Park. 
Ryland Home., 
French Vaile,' 

Stratton Pointe 
Van Daele Homes 
rrench Va:le; 

Noringto11 Ridge 
Van Doele Harnos 
Fre:ic'l Valley 

Vista Doi Valle 
CPH 
rren:;:h Valley 

Brfndsi 
KB Hom<os 
rrench V~·le)' 

Ve dado 
Elu,e Communrties 
French lta.ley 

Frnnch Valley Estates 
DH' 
French Va 1ey 

Cie(~hll\f~fri{l:i1tf¥lmll)' Hott'iM · 

Total 

~ 
186 

25S 

74 

73 

IC9 

153 

32 

J~rn.,1i200(i 

Lo< 

lilli 
7,200 

Priee 

!li!!l!!s 
$430,000 
$450,000 
$462,::mo 
$480,00;'.) 

Size $/Sq. Ft. 
Range Range 
2,472 S1?3.95 
2.802 $1€0.80 
2,946 $1.;'6.8:l 
3.108 $148.01 

No.-6old Overall 
fill!.!:!..!& Mo. Abs 

,,--3-.2-

7.200 $428,500 2.081 $205.91 
$459.500 2,465 S186 41 
$484.000 2.822 $1?1 51 
$494.000 3,259 $151 58 
$597.000 3,/99 $157 15 
$510.000 3,45€ $147 57 
$49<',000 3,05€ $163 29 

s,soo S437.::mo 2,o?s s21c.20 
$416,000 2.134 $Hl4.94 
$494,000 2,415 $204.55 
$487,000 2.589 $186.10 
$470 000 2,784 $168.Si 
$490,000 2,931 $167.18 
S580,000 3,161 $183.49 

5,200 $383,000 1,856 $206.36 
$425,000 2,026 S209J7 
$458,000 2,584 $177.24 

7,200 $440,000 2,420 S1C1,82 
$474,000 3,083 .$153.75 
$489,000 3.273 $149.40 
$517,000 3,592 $143 93 

7,200 $406.000 1,8:N $222.59 
$430,000 2,374 $181.13 
$428,0;'.)() 2.400 $178.33 
$447,0:)(J 2,70C $165.~6 

7,000 $436,000 2,522 $172 81 
$431,000 2,6S9 $15969 
$477,000 3,349 $142.43 
$502,000 3,689 $136.;)8 
$52;1,0JO 3.829 $130.33 

Aug-05 

J3 
Ju~OS 

33 
J\.il-05 

17 
Oct-05 

7 
Oct-Qt, 

103 
Aug-04 

5,000 $379,0JO 1,597 S:237 32 147 
$391,000 1,864 $209 76 Aug-04 
$394.0:)(J 1,999 Sl97 •:; Sold Out 
$435.000 2.492 .$174.56 Jun-06 
$465.000 2,873 $161.85 

5,500 $407.0)0 2.119 $192 07 
$424,0'.){) 2,593 S163 t.2 
$444.000 2,712 $163.72 
$455.000 3,037 $149.$2 

7,3CO S:::2.:.000 2,S<l::: S:205 89 
$555.0;'.)Q 2,774 S:200 07 
Ss62.ooo :;,om s;ec;.·s 
$584,000 3,287 $177.67 

Oct-OS 

5.6 

33 

3.3 

2.2 

0.9 

4.7 

6.7 

5 1 

0.6 
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After reviewing the a\ternat\ves available and considering this and other 

information, it is the opinion of the appraisers that the highest and best use for the 

subject property, as vacant and as improved, is for residential development similar to 

that proposed for the subject properties. The projects appear to have the location, 

features, and pricing structure to obtain a good sales rate under normal financing and 

market conditions. 

As Vaeant 

After reviewing the alternatives available and considering this and other 

information, it ls these appraisers' opinion that ultimate development of a single-famiiy 

detached for-sa!e development, similar to the current proposed products, ls considered 

the highest and best use of the property. 

As Improved 

The proposed uses are a legal use of the land and the value of the land as 

~ improved far exceeds the value of the sites IT vacant This means that the proposed 

~ improvements contribute substantial value to the sites. Based on these considerations, 

it is our opinion that the proposed improvements constitute the highest and best use of 

the subject property. 
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VALUATION METHODOLOGY 

Basis of Valuation 

Valuation is based upon general and specific background experience, opinions of 

qualified informed persons, consideration of all data gathered during the investigative 

phase of the appra\sa\, and analysis of all market data available to the appraiser. 

Valuation Approaches 

Three basic approaches to value are available to the appraiser: 

Cost Approach 

This approach entails the preparation of a replacement or reproduction cost 
estimate of the subject property improvements new (maintaining 
comparable quality and utmty} and then deducting for losses in value 
sustained through age, wear and tear, functionally obsolescent features, 
and economic factors affecting the property. This is then added to the 
estimated land value to provide a value estimate. 

Income Approi'lch 

This approach is based upon the theory that the value of the property tends 
to be set by the expected net income therefrom to the owner It is, in effect, 
tile capita\ization of expected future income into present worth. This 
approach requires an estimate of net income, an analysis of au expense 
Items, the selection of a capitalization rate, and the processing of the net 
income stream into a value estimate. 

Direct Comparison Approach 

This approach is based upon the principle that the value of a property tends 
to be set by the price at which comparable properties have recently been 
sold or for which they can be acquired. This approach requires a detailed 
comparison of sales of cornparable properties with tt,e subject property. 
One of the main requisites, therefore, is that sufficlent transactions of 
comparable properties be available to provide an accurate indicator of value 
and that accurate information regarding price, terms. property description, 
and proposed use be obtained through interview and observation. 
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Developmental Analysis is a form of appraisal by direct comparison for 
estimating land value. It is based upon the premise that one would not pay 
more for a parcel of land than its contributory value to the econor.i1c 
enterprise of developing the parcel into finished sites. it essentially treats 
land as one of the raw materials required for developing a master planned 
community. If one is able to prepare a reasonably reliable forecast of the 
finished s'1te improvements that can be developed on that parcel of land and 
identify a!I of the costs and required profit margins, what is residual or left 
over is what is available to acquire the land. 

The Direct ComparfSon Approach for residential land is used in valuing the fee 

simple estate. The Income Approach is typically used when appraising income producing 

properties. This approach is not applicable in the valuation of land as land is not typically 

held to generate monthly income, but rather purchased to construct an end product that 

may or may not generate income. The Cost Approach is not an appropriate tool in the 

valuation of land. 

CO The Developmental Analysis res!duals to a bulk ''As Is" estimate of value by w 
+:::a- identifying all required costs to improve the proposed lots, absorption and required profit 

margin_ This analysis is considered an appropriate procedure for estimating value, when 

projecting revenue over a market supported absorption period and assoc·1ated costs can 

be reasonably estimated. The Developmental Analysis is used to estimate the bulk value 

of the unimproved land. The Direct Comparison Approach is used to estimate finish lot 

prices used in the Developmental Analysis. 

The subject properties are In a blue-top to near finished lot condition with model 

homes and some production homes complete or under construction by the merchant 

builder, The products being built by the builder are considered the highest and best use 

of the properties and are in demand by the Riverside County homebuyeL Therefore, 

the partially completed improvements are considered to add value. The units under 

construction are valued based on a conservative estimate of their completion. This 

percentage ls applied to the estimated average base sales price of the average size 

home in the projects for an indication of value. The finished lots are valued by the Direct 

Comparison Approach and Static Residual Analysis. The appraisers have been 
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provided with the costs to bring all of the land within the District from its "as is" condition 

as of the date of value to a fin'1shed lot condition with all development fees paid. The 

costs have been provided by the builder. The analysis wi!I provide an aggregate value. 

on a per lot basis. based on the current development condition of the 633 lots in CFD 

No. 2001-1. I A - A. The lots that do not include vertical construction will be valued as 

finished lots. The costs to complete to finished lot condition will be deducted in the 

discounted cash flow. 
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VALUATION OF CFD No. 2001-1. I A - A 

General Information 

A!I of the subject lots are anticipated to be developed by the merchant builder or 

a joint venture with the merchant builder. The actual sales price of a particular parcel is 

always considered the best indication of value, assuming the transaction is arm's 

length, current and meets the definition of Market Value In the case of the subject 

parcel, its Market Value will be best indicated by the merchant builder residential land 

sales that have occurred in the Temecula area. Eight recent sales within the Temecula 

Valley were uncovered for comparison. 

Direct Comparison Approach 

The Direct Comparison Approach is based upon the premise that, when a property 

is replaceable in the market its value tends to be set by the purchase price necessary to 

acquire an equally desirable substitute property, assuming no costly delay is encountered 

in making the decision and the market is reasonably informed. In appraisal practice, this 

is known as the Principle of Substitution. 

This- approact1 is a method of analyzing the subJect property by comparison of 

actual sales of similar properties, 'Nhen available. These sales are evaluated by weighing 

both overall comparability and the relative importance of such variables as time, terms of 

sale. location of sale property, and lot characteristics. For the purpose of this report the 

unit of comparison utilized is the price per unit for the residential land. The indicated 

values reflect the finished lot values for merchant builder parcels. Please refer to the 

following page, which summarizes the sales considered similar to the subject parcel 
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Location· 

Legal Description· 

Buyer: 

Seller: 

Paree! Size: 

No. of Units: 

Lot Size: 

Zoning: 

Intended Use: 

Date Recorded: 

Sale Pricer 

Price/Unit" 

Fin\sh lot Cost 

Site Condition: 

Financing: 

Verification: 

Comments: 

land Sale Data No. 1 

Southwest comer Murrieta Hot Springs Road and 
Roripaugh Meadows Road, Temecula 

Lots 1-44, 46-59, 61-101 Tract 29661-3 

Tanan1era/Roripaugh I!, LLC 

Shea Homes Limited Partnership 

15_90 acres 

99 

5,000 sq. ft. (min.) 

SP 

To construct 99 single-family detached dwellings from 
1,974 to 2,699 square feet. The average base sales 
price is estimated at $498,000. 

November 1, 2005 

$18,340,000 

$1 85,253 

$206, 153 

Blue-top at sale 

All cash to the seller 

Buyer 

This is a portion of the Roripaugh Ranch master 
planned community. This community .is located four 
miles south of the subject property. The property is in 
a CFD with a similar tax rate to the subject Although 
27 building permits were available in March 2006, the 
remainder won't be available until September 2006. 
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Locat1or· 

Legal Description: 

Buyer 

Seller: 

Parcel Size 

No. of Units 

Lot Size 

Zoning 

Intended Use; 

Date Recorded· 

Sale Price· 

Price/Unit: 

finish lot Cost: 

Site Condition: 

Financing·. 

Verification: 

Comments: 

Land Sale Data No. 2 

Southeast corner Murrieta Hot Springs Road and 
Roripaugh Meadows Road, Temecula 

Lots 1-82, 84·101 Tract 29661·4 

Tanamera!Roripaugh. LLC 

Roripaugh Ranch 100, L.P. (Gr'iftin Communities) 

16.10 acres 

1CO 
5,000 sq. ft. (min.) 

SP 
To construct 100 single-family detached dwellings 
from 2,007 to 3,246 square feet. The average base 
sales price is estimated at $522,000. 

June 29, 2005 

S18,625,000 

$186,250 

$207,150 

Blue-top at sale 

All cash to the seller 

Buyer 

This is a portion of the Roripaugh Ranch master 
planned community. This community is located four 
miles south of the subject property. The property is in 
a CFO with a similar tax rate to the subject. Although 
26 building permits were avallable in March 2006, the 
remaining 74 permits are not available until 
September 2006. 
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°" ' w 
-..J 

Location: 

Legal Description: 

Buyer; 

Seller: 

Pa.reel Size: 

No. of Units: 

Lot Size; 

Zoning: 

Intended Use· 

Date Recorded: 

Sa!e Price: 

PrlcefUn!t: 

Fin'1sh Lot Cost 

Site Condition: 

Financing: 

Verification: 

Comments: 

Land Sale Data No. 3 

South side corner Murrieta Hot Springs Road 1.200 
feet east of Roripaugh Meadows Road, Temecula 

Lots 1-113, Tract29661 

Traditions at Roripaugh, LLC 

Roripaugh Ranch I, LP. (Meeker Acres) 

18.15 acres 

113 

5,000 sq. ft. (min.) 

SP 

To construct 113 single-family detached dwellings 
from 2,346 to 2,951 square feet The average base 
sales price is estimated at $517,000. 

January 6, 2006 

S18,875,000 

$167,035 

$203,696 

Blue-top at sale 

All cash to the seller 

Buyer 

This is a portion of the Roripaugh Ranch master 
planned communlty, This community is located four 
miles south of tile subject property. The property is in 
a CFO with a similar tax rate to the subject. Building 
permits for this tract are not available until September 
2006. 
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Locat"1on. 

Legal Description: 

Buyer: 

Seller· 

Parcel Size: 

No. of Units: 

Lot Size: 

Zoning· 

Intended Use: 

Date Recorded: 

Sale Price' 

Price!Unit· 

Finish Lot Cost· 

Slte Condition: 

Financing: 

Verification: 

Comments: 

Land Sale Data No. 4 

Northeast corner of Butterfield Stage Road and 
Morgan Hill Drive, Temecula 

Lots 1 to 146, Tract 30347-1 

McMil\in Montevina, LLC 

McMillin Morgan Hill. LLC 

51.90 acres 

146 

6.000 square feet 

SP 313 

To construct single-family detached dwellings from 
2,494 to 3,239 square feet. The avefage base sales 
price is estimated at $521,000 

December 27, 2004 

$26,864,000 

$184,000 

$199,000 

Blue-top condition at sale. 

Al! cash to the seller 

Seller & buyer 

This is a. portion of the Morgan Hill Development. 
Price was based on finished lot cost, less cost to 
finish Although an inter-company transfer, seller 
reported that the sales price was an open~market 
transaction. Tax rate is siml\ar to the subject. 
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Location 

Legal Description: 

Buyer: 

Seller: 

Parcel Size: 

No. of Units: 

Lot Slze: 

Zoning: 

Intended Use: 

Date Recorded: 

Sale Price: 

Priceflot: 

~ Finish Lot Cost: w 
oo Site Condition: 

Financing 

Verification: 

Comments: 

Land Sale Data No. 5 

Southeast corner of Butterfield Stage Road and 
Morgan Hill Drive, Temecula 

Lots 1 to 131, Tract 30347-2 

McMlllin Ruffino, LLC 

McMillin Morgan Hill, LLC 

38.60 acres 

131 

7,000 square feet 

SP 313 

To construct single-famify detached dwellings from 
2,774 to 3,65D square feet. The average base sales 
price is estimated at $546,500. 

December 28, 2004 

$24,733,000 

$188,800 

$205,250 

B\ue-top condition at sale. 

All cash to the seller 

Seller & buyer 

This is a portion of the Morgan Hill Development 
Price was based on finished lot cost, less cost to 
finish. Although an inter-company transfer, seller 
reported that the sales price was an open-market 
transaction. Tax rate is similar to the subject. 
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Location: 

Legal Description: 

Buyer: 

Seller 

Parcel Size: 

No. of Units: 

Lot Size: 

Zoning· 

Intended Use· 

Date Recorded·. 

Sale Price: 

Price/Unit: 

Finish Loi Cost: 

Site Condition: 

Financing 

Ver'1lication·. 

Comments 

Land Sale Data No. 6 

Southwest corner of Villa Helena Street and Morgan 
Hilt Drive, Temecula 

Lots 1 to 59, Tract 30347-3 

McMi!lin Blackstone, LLC. 

McMillin Morgan Hill, LLC 

20.45 acres 

59 

8.000 square feet 

SP 313 

To construct single-family detached dwellings from 
3,284 to 3,836 square feet. The average base sales 
price ls estimated at $610,000 

December 23, 2004 

$11,938,000 

$202,300 

$223,000 

Blue,top condition at sale. 

All cash to the seller 

Seller & buyer 

This is a portion of the Morgan Hill Development. 
Price was based on finished lot cost, less cost to 
finish Although an inter-company transfer, seller 
reported that the sales price was an open-market 
transaction. Tax rate is similar· to the subject. 
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Location: 

Legal Description: 

Buyer. 

Seller: 

Parcel Size: 

No. of Units: 

Lot Size: 

Zoning: 

Intended Use: 

Date Recorded: 

Sale Price· 

Price/Unit: 

Finish lot Cost' 

9:l Site Condition: 

~ Financing: 

Verification: 

Comments: 

Land Sale Data NQ. 7 

Southeast corner Leon Road & Jean Nichols Road, 
French Valley 

Portion NW Quarter Section 32 T6S R2W 

Capital Pacific Holdings 

Silver Oaks 183 

18.4:t_ acres 

49 

7 ,200 square feet 

R-1 

To construct single-family detached dwellings. 

April 18, 2005 

$6,860.000 

$140,000 

$210,000 

Raw condition at sale date. 

AU cash to the seller 

Selling broker 

This property Is located in an inferior area of French 
Valley, west of Highway 79. This property is located in 
a CFO, with a similar ta>: rate 
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Location. 

Legal Description: 

Buyer· 

Seller: 

Paree! Size: 

No. of Units: 

Lot Size: 

Zoning· 

Intended Use 

Date Recorded: 

Sale Price 

Price/Unit 

Finish Lot Cost· 

Site Conditioff 

Financing: 

Verification: 

Comments: 

Land Sale Data No. 8 

South of Auld Road and west of Pourroy Road, 
French Valley 

Lots 1 to 128, Tract No. 29865-2 

Ryland Homes 

Wann Springs Investment 

43.09 ac 
128 

105 lots ;;11 7 ,200 square feet 23 lots at 20.000 square 
feet 

SP-238 (Crown Valley Vlllage) 

To construct single-family detached dwellings from 
3,200:t_ to 4,500:t square feet The average base price 
is $600.000:t_. 

December 1. 2004 

$25,600.000 

$200,000 

$254,000 aver;)ge 

Blue-top lot at sale date 

All cash to the seller 

Seller 

This property is located in the French Valley in the 
Crown Valley Village CFD. The tax rate wlll be similar 
to the subject The sales price was based on the 
finished lot price. 
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Analysis 

Financing 

All of the comparable sales were all cash transactions or fo1a11cing considered to 

be cash, therefore, no adjustments for financing were wJrranted. 

Property Rights Conveyed 

All of the comparables involved the transfer of the fee simple interest. The 

subject's fee simple interest is appraised in this report, and therefore, no adjustment is 

warranted. 

Time of Sale 

During the past 8 years, Southern California has sharply rebounded from its 

lengthy recession. Demand for land sales has dramatically exceeded supply. Prices paid 

for residential land increased annually by 15o/a to 20%1 and more from 1997 to 2000. 

However, 2001 saw a leveling of land prices, only to increase again duling 2002, 2003, 

2004 and the first six months of 2005. Home prices have increased from the lows of 

1996. The average new ho1ne price in Riverside County has increased from $156,907 in 

the first quarter of 1996 to 5445.424 in the fourth quarter of 2005 The median price 

increased 3.9%) in the last 12 months. This ls a record hlgh, medlan price !eve\ for existing 

homes in Riverside County. However, while prices have continued up, the Increase is 

significantly lower than in the past 5;: years. Sales acti\lity tias decl\ned far the last six 

months, compared to one year earlier sales activity. The market m general began to 

plateau during August and September 2004. The price stabil\zation continued through 

February 2005. Sales prices resumed moderate increases from February 2005 to 

August 2005. Prices have plateaued through the beginning of 2.006 and appear to be 

declining over the last two to three months. No adjustments to the comparables appear 

warranted. 

Conditions of Sale 

Typically, adjustments for conditions of sale reflect the motivations of the buyer 

and the seller In the transfer of real property. The conditions ot sale adjustment reflects 
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the difference between the actual sales price of the comparable and its probable sales 

pnce if it were sold in an arms-length transaction with typici31 motivations. Some 

circumstances of comparable sales that will need adjustment include sales made under 

duress. eminent domain transactions and sales that were not arm's length. All of 1he 

transactions were reported to be arm·s length in nature. Accordingly, no adjustment is 

1nd1cated. 

Location 

The location adjustment is based on proximity to existing infrastructure and 

empioymerit All of the data are located in ttie Temecula Valley with similar o•,eraH 

appeaL However, Data No. 7 has an inferior location and requires an upward 

adjustment and Data Nos 4, 5. and 6 have a superior \oca1ion and require downward 

adjustment The remaining data do not require adjustment. 

Entilfcn1e11l!Map Status 

All of the sales are entitled No adjustment is required 

Tax Rale 

fhe subject is expected to have an average overall tax rate around 2.00o/o of base 

value. Because all of the items have s'imHar CFD's, no adjustment \s required. The 

merchant builders of the land are aware of the various taxes and have factored the 

impact of the higher tax rates into t11e prices paid for the land. 

Lot Size 

The comparables have lot sizes that range from 5.000 to 20,000 square feet The 

subject's n1ini1num lot size is 7,200 square feet. ln1ef'views with sales persons indicated 

that lot size is an important feature to the T emecu!a Valley home buyer. Therefore, we 

have given heaviest weight to lhe sales with similar lot size to the subject. 
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Condiff on of Lots 

~ 
0 . 

All of the data had adjusted prices based on a finished lot condition. Because the 
0 

~. • I ' 
~ 

r f 17 ~1! y{ l ~df ii valuation is based on finished lots, no adjustment is indicated. Deductions for costs to ' 
0 g & ' [b' ' if 1: 5 [ 

bring the subject parcels from finished lot condition to their "As Is·· ' ! a " • ; " ? H " ~t " I ,1g~~ condition is made at ![ ~ • 0 

• • ~ ' the Conclusion of Value in this analysis. 1' • • 
Please refer to the previous page for the adjustment grid of the eight comparable 

fi ;}. ~ 
land sales 

~ ~ :i. ~ 
:::~:';' 
~lg* 

. . <D - E a, g a:'.a t 
The sales consists of eight merchant builder parcels with lot sizes of 5,000 

square feet, 6.000 square feet, 7,000 square feet, 8,000 square feet and 20,000 square ·§a·i 
M 

§ -~ feet. 8 § g ' § §;s: 

~ [ i ' ~ • I [Ii 
After all adjustments, and giving equal emphasis lo all of the data, the comparable M x ' • ! ~ [[! 

• 
O:l data indicated a per lot value of $210,000 per finished lot. for lots with 7,200 square feet. 

~ " ~ j i ?!l{ ' ~ _g 
-'" ·§ - The cost to finish for the subject lots were reported to be about $50,000 per lot. °!'? ~ "!;: i " 

Static Residual Analysis ;;i ~ $ $ ~ ~ ~ if 
CFO No. 2001-1, I A • A is being developed by Brookfield Homes. The subject i 0 ~ i _§ ~ j "I·" gn;;i 

area consists of three detached projects. The development is proposed for 633 detached }! § § 

" 
§ 

* < E~,I; 
homes on 7,200 square foot minimum lots. The homes range in size from 2.472 to 4,178 

;I ~ ~l '.} a:[ , :; ~ 1!,c,, 
square feet with current base prices that range from $430,000 to $530,000. Thirteen floor ,g 

> 
plans are offered. The development has closed escrow on 12 individual dwellings and ;[, l 

c-,;c'.8 , ,;, , ... ~ i 
has met with a fair response from the market. The sales staff at the tract was questioned ' 
about seller concessions. The staff stated that concessions and brokers co-ops totaling ~ ;I ~ .< $ $ $ §ii; 
about $15,000 per unit were being offered. Additionally, Veranda and Ironwood have had 

recent price reductions. The reductions range from $9,000 to $38,000 per floorplan The $ 
, , , , $ Jlfa" 

average reduction for all of the nine units is $27,000. 
~ ~ J ;,i #:~f , , , 

The merchant builder land is valued by the Direct Comparison Approach and by 
lil ~ " t; " -1r· "ig £ i It" the Static Residual Analysis. The purpose of this analysis is to estimate a value for the ~ § !] 

" 
§ " ' •r, 

a 
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!and assuming no direct construction has taken place. Th.is method is part\cular\y helpful 

when development for a subdivision represents the highest and best use and when 

competitive house sales are ava'ilable. Reportedly, this analysis is by far the most 

commonly used by merchant bullders when determining price for land. 

This anafysis is useful for projects that will have a typical holding period of one to 

two years which represents the typical holding period sought by merchant bullders. The 

Residual Analysis best replicates the investor's analysis when determining what can be 

paid for the !and based on proposed product. Purchase of the land is simply treated as 

one of the components necessary to build the houses to sell to the homeowner. When a\l 

the components of the end-product can be identified and reasonable estimates of costs 

and profit can be allocated, the Residual Analysis becomes the best Indicator of value to 

a merchant builder for a specific product. 

The analysis uses an estimated average base sales price for a specific product 

af\lJ then deducts the various costs including direct costs of construction. marketing, taxes 

and overhead, as well as the required profit margin to attract an investor in light of the 

risks and uncertainties of the project. This analysis is most helpful when significant !at and 

or view premiums are not present. When negotiating land price. builders typ·1cally wlll 

consider the value of lot premiun1s when they are significant, but typically do not give the 

premiums full consideration. When a downturn 'in ttie market occurs or there is a slight 

stall in a sales program, premiums are typically the first to be negotiated away 

End-product Sa/es Prices 

The analysis uses the a1;erage base sales price without lot premiums. Our 

estimate of sales pnce includes a review of the subject's current sales prices as reported 

by Brookfield Homes and prices of products selling in the subject's market area 

Brookfield Homes has just instituted price reductions for the project ranging from $9.000 

to $38,000 per unit. The average reduction is $27,000 for all of the floorplans. 
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Direct Development Costs 

We have interviewed local builders in the lnland Empire market area for estimates 

of direct conslrL1ction costs for the proposed products. We have compared this 

information with in-house data on actual developments throughout Riverside County and 

adjacent counties. The merchant builder. Brookfield Homes has provided detailed cost to 

build the product within the District. The three projects, Veranda. Ironwood and Acacia 

have a direct cost of around $50.00 per square foot. We are aware that construction 

costs have increased significantly over the past 12 months. Based on our understanding 

of the proposed quality of construction, home size and functional utility. the estimates 

used appear reasonable and supportable 

Indirect construction costs h@ve been estimated at 4'% of sales price, which is 

found to be an industry standard used for this analysis 

General and Adn1inistn::itive 

Genera! and administrative costs are estimated at 3~'o of retail va',ue. Th\s category 

covers such expenses as administrative, professional fees. HOA dues, and 

rn1scellaneous costs. This estimate is typical and consistent with the n1arket. 

Marketing and Warranty 

Marketing and sales expenses plus warranty costs are estimated at 5o/o of retail 

1/alue. This category covers such expenses as advertising and sales commissions and 

home warranties. This estimate is typical and consistent with tne market 

Developer Profit 

The line item for profit reflects the required 1nargin to attract an investor in light of 

the risk and uncertainties of the specific project This analysis assumes a finished lot and 

no on-site construction. Therefore, additional risk of development is unknown However. 

given the current residential market and demand for the proposed project, the risk of 

development is less 
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Project Avg.Si~ 
Veranda 2.924 
Ironwood 3,212 
Acacia ~ 

Average 3,255 
Less: Average Concession 

Net Average Sales Price 

0:, rookfleld Homes 

"'" 
verage for 3 Proposed Products 

w 
verage Retail Value of lmprovemunts $469,833 

verage Dwelling Size (Sq. Feel) 3,255 
Direct Bulldlng Cost Per Sq. Ft $50.00 $162,733 
Indirect Construction Costs 4.00% $18,793 
General & Administrative Costs 3.00% $14,095 
Propety Tax 1.800/o $8,727 
Marketing and VJarranty Costs 5.00% $23,492 
Builder's Profit 8.00% $37,587 
lnlerest DL1rlng Holding Period 5.00% $23,492 
Costs to bring to Finished Lot None 

inlshed lot Value Estimate $180,915 

= 
---··-
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Base Price 
$450,500 
$489,000 

~ 
$484.833 
($15,000) 

$469,633 

land 
$144.36 RatiQ.1 

(Per sq. ft.) 

Finished Lot 0.39 
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Based 011 surveys of builders and developers, profit requirements are typically 

betvveen 7'J/o and 10°/o of revenues with occasional responses down to 6°/o and as high 

as 15%. These profit estimates are for projects that can be constructed and sold out in a 

tv,o year period. Higher profits can be required for longer construction/sellout periods and 

riskier projects. Lower profits can be accepted in inexpensive !and cost areas where 

homes sell quickly. The subject property is proposed for detached homes on minimum lot 

sizes of 7,200 square feet in an area of good demand in Riverside County. Based on a 

review of the competing subdivisions. a sales rate of 3 to 4 units per month per product is 

sustainable. We have estimated an 8o/o line item for profit. 

Interest Dunhg Holding Period 

A typical allowance for financing during the holding period has been between 4o/o 

and 6o/o. Due to the lenders requiring a higher equity participation from the builders, the 

allowance for profit has been decreased. Based on recent interviews with builders in the 

subject's market area, we have chosen a 5o/o deduction for financing during the holding 

period. 

Sfte Costs 

Because this analysis residuals to a finished lot condition, deductions for costs to 

bring to a finished lot condition are not required to estlmate the finished lot value. The 

previous page illustrates the Static Residual Analysis for the average size unit of the 

existing products within CFO No. 2001-1, I A - A 

Finished Lot Value by Static Residual Analysis 

The indicated finished lot value tor the 633 lots proposed for CFO No. 2001-1, J 

A - A is $181,000. Because of the recent price reductions, the Static Residual Analysis 

will be given the most weight in our lot value conclusion 
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Conclusion of Finished Lot Values 

The following table summarizes the conclusions of finished lot value by the 

Direct Comparison Approach. the Statrc Residual Analysis and the concluded finished 

lot value. 

Project 

CFD No. 2001-1, 
IA-A 

Finished Lot Value Conclusions 
. Oirect · Static 

cOmpai"ison R.e~!du<c1l 
-AootOa_c_h A[@lyslS_ 
$210:000 $161.000 

"As Is" Valuation Conclusion of CFD No. 2001-1, I A· A 

Concluded 
Finish,~d 
LotV!'l!1e 
$181 0()0 

As previously discussed, the subject property has undergone signrficc<nt site 

improvements within Tract No 30069-1 and Tentative Tract Nos. 30069 and 30069-2. 

Veranda model home construction for four models is complete, 9 additional models for 

ttl Ironwood and Acacia a,e under construction, 16 production dwellings in Veranda are 

:k under construction, and 12 Veranda production dwellings are complete. The previous 

analysis to finished lot condition was provided, ln part, because lhat is the condition the 

subject land prices are based on. In addition, the comparable land sales are sold in 

various stages of site construction. Bringing each land sale to a finished lot condition with 

costs provided by the builders, allows the appraisers to complete the analysis with fewer 

adjustments and avoids possible incorrect estimates of costs to blue-top lot condition. 

To value the various models and production dwellings, we first inspected each 

product to determine the completion status of mode\s and production dwellings 

Veranda has models and production dwellings completed and production dwellings 

under construction. Ironwood and Acacia models are under construction. but no 

production dwellings have started vertical construction We then determined the 

average base sales prices for each of the three products. Veranda has an average 

base price of $450,500. Ironwood has an average base price of $489,000 and Acada 

has an average base price of $515,000. 
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To accoun1 for the completed Veranda model home upgrades and landscape 

improvements, we have increased the current base price for each co1npleted model by 

$25,000. Units in various stages of construction were valued based on our inspection of 

the property. An estimate of completion (stated as a percent) of each unit as of the date 

of value is used to value the units. The estimate of completion has been arrived at with 

input from the merchant builder and review of the builder's cost estimates. That percent 

is then applied to the base sales price of the average s·1ze un\\ 

A physical inspection cf the subject property indicated that there were 25 homes 

under construction. Sixteen Veranda production dwellings are in a color stucco coat 

condition and considered 75% complete. Four Acacia models are wrapped and 

considered 50°k complete. Five Ironwood models are being stuccoed and considered 

70'% complete. 

The estimated "As Is" value of the model homes and production homes will be 

included in the Dis.counted Cash Flow in the initial time period, which is not discounted. 

EMWD 
CFD2001-1.IA-A 

4 Veranda Models@ $475,500 

12 Veranda Completed Dwellings@ $450,500 

16 Veranda Dwellings U!C @ $340,000 

5 Ironwood Models @ $342,300 

4 Acacia Models@ $257,500 

Improvement Value CFD No. 2001-1, I A A 

Say 

CCMtiULl 1',G 9cAL l.:STi\TE J'PPRAISE;:;8 
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$1,902,000 
$5,406,000 

$5_440,000 

$1,711,500 
$1,030,QQ_Q 

$15,489,500 

$15,500,000 
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DEVELOPMENTAL ANALYSIS 

General 

The land within Tract Map Nos 30069, 30069-1 and 30069-2, proposed for 633 

units, is in various stages of construction from b!ue~top lot condition to finished lot 

condition with completed model homes and dwellings and with model homes and 

dwellings under construction. ft is a specific assu,nplton of this appraisaf that the 

recordafion of the remaining two tentative tract maps and construction of the site 

improvements wifl be completed in a timely manner to meet the demand of horne 

construction and home safes. 

The subject property is in various stages of construction from bluewtop lot plus wet 

utilities condition to finished lot condition with completed model homes and dwellmgs, 

There remains a significant in-tract and backbone infrastructure cost to bring the property 

from its current physical condition to completed finished lot condition. Those costs are 

deducted from the indicated finished lot value wtilch results in an estimate of the '·as is" 

value of the land. 

The Developmental Analysis discounts the revenue from sales of merchant builder 

parcels over an estimated absorption period, deducting all related direct and indirect 

expenses associated with sales of the finished lots or mass graded parcels. The net cash 

flows are then discounted for time, risk and the required profit margin to entice a 

developer to purchase the land for development as proposed. 

The steps in the discounted cash flow analys\s are: 

1, 

2 

3, 

4 

Estimate the merchant builder land values. 

Estimate the absorption period for sales or the merchant. builder land. 

Estimate the direct and indirect costs including marketing and G & A. 

Estimate the required annual before tax discount rate, including profit, 
required to attract a developer in light of the risks and uncertainties 
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Land Values 

Finished lot values for the proposed uses have been estimated in the preceding 

section of this report. The individual \at values and proposed phasing of the development 

are used 1n the discounted cash flow analysis 

Absorption Estimates 

The absorption estimates are included in tt1e Empire Econornics' market study and 

summarized within the Highest and Best Use section of th.is report. The absorption 

estimates are consistent v.ith the phasing schedule of this development. Please refer to 

trie Addenda of this report for a portion of the Emp(re Economics' report. It is important to 

note that the market study reflects absorption 10 the ultimate homeowner or end user and 

cur analysis estimates sales of the merchant builder land. Land sales typically precede 

occupancies by 6 to 12 months. In the case of the subject parcels, the land is to be 

delivered in finished lot condition for the detached products, therefore, the sale of the 

merchant builder parcels is assumed to precede home sales by approximately s\x 

months 

Expenses 

The development costs included in the discounted cash flow include both direct 

and indirect costs of development. General and administrative costs typically range from 

2'% to 3°/<1 for master planned communities. Marketing is typically estimated between 2% 

and 5o/o. A marketing expense at the high end of the range is typically appropriate for 

sales of high end product and custom lots. These expense deductions are considered 

standard in the industry and accepted by major banks in the area. 

General and Administrative 

General and administrative costs are estimated at 3°/o. The percentage is 

considered appropriate considering the current development and entitlement of the !and. 

This category covers such expenses as administrative, professional fees, holding costs, 

and miscellaneous costs. These expenses are realiz:ed at the time of sale. 
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Marketing and Sales Costs 

Marketing and sales expenses are estimated at approximately 3°/~ of gross 

revenue. This category covers such expenses as marketing, escrow and title costs and 

sales commissions. 

Development Costs 

Development costs include direct and indirect costs of site construction. The costs 

are reported to include all costs associated wlth the development of the District. The costs 

are reported to include all costs to bring the detached lots to a finished lot condition with 

development fees paid up to building permit The bullding pennit and associated fees of 

home construction are cos~ of the merchant builder and not included in the 

development/infrastructure costs. The cost estimates are assumed to be all costs 

required to satisfy the Conditions of Approval of the tentative and final tract maps. This 

appraisal is based on the accuracy of those costs. Please refer to the Addenda of this 

reporl for a copy of the site costs from the developer. The total costs are estimated at 

$76,480,753. As of the date of value, $45,011, 114 had been spent The remaining cost to 

finish is estimated at $31,469,639. 

Special Tax 

When the Community Facilities District bonds are issued, the subject property 

will be subject to Special Tax after 12 months of Capitalized interest from the bond sale 

that ls scheduled for September 2006. The special tax payments have been estimated 

by the special tax cO'nsultant, Webb & Associates for each proposed product. Please 

refer to the Addenda of this report for a copy of the annual Special Taxes. The 

discounted cash flow includes the estimated payments for the land still under the 

developer's ownership as of January 2008. 

Inflation Factor 

For purposes of the discounted cash flow analysis, we have used constant dollars 

We are of the opinion Urat in light of today's increasing in\erest rates and hlstortc high 
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sales prices that a prudent investor would not inflate revenue in their discounted cash flow 

analysis. 

Discount Rate 

The fir.al step in our discounted cash flow analysis is to estimate the appropriate 

discount rate in light of uncertainties iiind risks. There are various factors that go into 

selecting a discount rate for master planned communities such as the subject. Typically, 

when valuing a property, we assume an all cash transaction and then discount for time, 

risk and required profit margin. A publication from the Real Estate Research Corporation 

indicates the rate of return for a land investment assuming a three-to-five year holding 

period is 20°/o of gross sales 

We have also reviewed a survey that had 16 respondents. Two questions were 

presented to the land developer and merchant builder. The first was the anticipated profit 

margin as a percent of gross revenues. The anticipated holding period for the master 

planner/developer is three-to-eight years. Land developers were looking for a 20% to 30o/o 

return on gross sales, wlth an average oi 22o/o to 25°/o. This is based on raw land prior to 

infrastructure. At this same time frarne, the merchant builder was looking for a profit. as a 

percentage of gross revenues, of 6'% to 10°/~ with an average of 8o/o. The estimated 

holding period was one to two years for the merchant builder. 

Recent intervlews with land developera have indicated the following comments: 

A representative from Hon Development, Orange County, indicated that 
minimum IRR requirements are 20 to 25°/o. For a large project with a 
projected 8 to 10 year hold, the return would be higher. say in the mid to 
upper 20's. Hon Developtnent has participated in both smaller scale 
residential commLJnity developments and very large scale, full integrated 
master planned community devel.opments with a wide variety of user types. 

A representative from Grubb and Ellis who is involved in the sale of 
North!akes, a 1,300 acre proposed, master planned community in Casta1c, 
Los Angeles County indicated that the undlsclosed buyer's \RR requirement 
was approximately 30%. He stated that this is fairly typical of the market for 
partially entitled master planned community land of this size and 
development range. 
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A representative of Dale Poe Development wtio 1s the master land 
developer for Stevenson Ranch in Santa Clarita and in the business of 
buying, selling and devetoplng land said @ 25% IRR for land development is 
typical, For properties with significant infrastructure costs, he would expect 
a slightly higher IRR. 

A representative of Newhall Land and Farming indicated that IRR's for land 
development deals should be in the low 20°/o range to 30<.l/o on an 
unleveraged basis. depending upon risk and length of the development 
period. Newhall Land is the master planned community developer of the 
community of Valencia and in the process of another large master planned 
comrnunity in California. 

MSP California, LLC, was also interviewed, which is a company based in 
Oe11ver, Colorado, but involved in several Soutt-iern California large land 
deals, most in RiVerside County and a few in Santa Clarita. The)! consider 
themselves risk takers and expect the higher returns for entitling properties 
For large land deals from raw unentitled to tentative map stage, he would 
expect an IRR of 35°/o, unleveraged or leveraged. From tentative map to 
pad sales to merchant builders, an unleveraged !RR of 25°/o to 30%, would 
be expected 

A representative of Ekotec was also interviewed. Ekotec is an engineer and 
consultant to master plan developers including The \Nine Company. For 
unentitled property. the IRR requirements would be 20o/a to 30°/o. The lower 
end of the range would reflect those properties close to tentative maps 

A representative from Providence Realzy Group who works with Security 
Capital and other private venture fund sources in acquiring land and joint 
venture partnerships in California and throughout the Pacific Southwest was 
also interviewed. He indicated that a yield rate in the low 20% range is 
required to attract capital to longer.term land holdings. 

V./e also inteiviewed a representative from ESE Land Company, formerly 
James Warmington Development. He indicated that merchant builder yield 
requirements were in the 20°/o range for traditionally financed tract 
developments, Larger land holding would require 25%> to 30o/o depending 
on the goals/patience of the funding partner. Environmentally challenged or 
politically risky development could well run in excess of a 35% IRR with the 
possibility that some early ent\t\ementfpolltical work may be necessary 
before cooperative capital would become interested. 

ln addition, the preponderance of input regarding inflation/appreciation rates was 

3% to 4% for revenue and 2o/o to 3°/o for costs. 
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In addition to the above responses regarding discount rates, we interviewed 

several developers reyarding the specific development of the subject property. It was 

concluded that the proposed development has higher risk than a typical master planned 

community in several ways. The property is not comp\etely entitled and currently just 

beginning site construction. However. over the last Mo years. the subject's submarket 

has experienced significant strength in the number of sales and in price increases. Our 

recent irivestigation indicated a softening of the rnarket that has resulted in some 

concessions at .;1 small number of competing projects. 

Estimating value by use of a discounted cash flow analysis requires various 

assumptions and judgment by the appraiser. It is the appraisers' function to reflect the 

motives of real estate investors. The cash flow model needs to reflect the actual state of 

the mark~t as of a specific time. 

One negative aspect of a discounted cash flow is that often this anatysis requires 

absorption rates that have not been proven and revenues that are proposed but not 

tested. There is a slight over supply of higher priced for-sale product in the subject's 

neighborhood. The proposed products for the subject offer relative hlgh·end housing in a 

planned community. Based on sales of similar products in the subject's primary and 

secondary markets, the subject's proposed products should meet with average response 

from the marketplace. 

Consistent with the Empire Economics report, the discounted cash flow reflects a 

five-year absorption period for the subject. A six to eight-year holding period would be 

considered a typical period for a land developer. To reflect market risks in both the model 

assumptions and the discount rate results in the property being penalized twice for the 

same risk. We are of the opinion that the appropriate place to reflect risk is in the model 

assumptions and not the discount rate. Our model reflects the associated risks of 

development and sell out Using the current price structure and supported absorption time 

reflect the anticipated ownership risks attributable to the current market 
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To build a discount rate, three components must be addressed: safe rate, risk rate 

and inflation rate. The safe rate is defined as that compensation paid to a lender or 

investor for the use of money. The risk rate is the compensation paid to the lender or 

investor to offset possible losses that occur when a borrower or investment fails to meet 

periodic payments or pay back borrowed funds. The inflation rate is defined as that 

compensation paid to the lender or investor to offset losses that may occur to the 

purchasing power of the payments received and the principal returned. 

To estimate a discount rate appropriate for the subject property, we have begun 

with a safe rate that has averaged betvYeen 3%, and 5%1 over time. Over the past decade. 

improved real estate investments have had a risk rate betvleen 1,25 and 2.5 times the 

safe rate, while vacant or subdivision land has had a risk rate between 3 and 5 times the 

safe rate. Inflation has typically ranged between 3o/o and So/o. For the subject we have 

assumed a safe rate of 4.0°/o, a real estate risk rate of 4.0 times the safe rate and inflation 

of 3o/o, the indicated discount rate is: (4.0o/o x 5.0) + 3o/~ = 23.0°/o. 

We believe a discount rate of 22.5~/o is appropriate for this pro1ect and is consistent 

with the results of numerous interviews with informed investors. The discount rate takes 

into account the subject property's entitlements, infrastructure time-line, Community 

Facilities District funding, proposed products, time-line for absorption and specific market 

Please refer to the following page which il!us-trate the discounted cash flow analysis for 

the "As Is" value of the undeveloped land. The discounted cash flow indicated an "As Is" 

value of $57,500,000 for CFO No. 2001-i, I A - A 
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VALUATION CONCLUSION 

Based on the investlgatlon and analyses und€rtake11. 01Jr experience as real estate 

appraisers, 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, 2006. 

FIFTY-SEVEN MILLION FIVE HUNDRED THOUSAND DOLLARS 

$57,500,000 

ITM No. 30069, owned by Brookfield W633, LLC, contains 310.0±_ gross 
acres, proposed for 633 residential dwellings. The developer has provided 
engineering site cost for the development. These costs total $76,480,753 or 
$120,823 per lot. The estimated value includes about $11,000,000 of 
reimbursements from this bond issue. Proceeds from CFD No. 2001-1, 
Improvement Area A are ta re;mburse the developer for a portion of the completion 
of Eastern Municipal Water District (EMWDJ sewer and water facilities, EMWD fees, 
and Valleywide Par/{ and Recreation District (Valleywide) improvements. The value 
estimate is contingent upon the funding of CFD No. 2001-1, I A - A. 
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CERTIFICATION 

We hereby certify that during the completion of this assignment. we personally inspected 

the property that is the subject of this appra·1sal and that. excep1 as specifically noted: 

We have no present or contemplated future interest rn the real estate or 
personal interest or bras with respect to the subject matter or the parties 
involved in this apprc:1isal. 

To the best of our knowledge a11d belief, the statements of fact contained in 
this appraisal report, upon which the analyses. opinions, and conclusions 
expressed herein are based, are true and correct. 

Our engagement in this assignment was not confa,ge11t upon developing or 
reporting predetermined results. The compensation is not contingent upon 
the reporting of a predetermined value or direction in value that favors the 
cause of the client. the arnount of the value estimate. the attainment of a 
stipulated result, or tl1e occurrence of a subsequent event 

The appraisal assignment was not based on a requested minimum 
valuation, a spec\fic valuation, or the approval of a loan. 

The reported analyses, opinions, and conclusions were developed, and this 
report has been prepared, in conformity with the requiren1ents of the Code 
of Professional Eth"ics & Standards of Professional Appraisal Practice of the 
Appraisal lnstitute. which include the Uniform Standards of Professional 
Appraisal Practice. 

As of the date of this report, James B. Harns has completed the 
requirements of the continuing education program of the Appraisal Institute 

The reported aria!yses, opinions, and conclusions <'ire limited only by the 
reported assumptions and limiting conditions, and are our personal, 
unbiased professional analyses, opinions, ,3nd conclusions 

No one provided protessiona\ assistance to the persons signing this report 

The use of this report is subject to the requirements of the Appraisal Institute 

relating to review by its duly authorized representatives. In furtherance of the aims of tne 

Appraisal Institute to develop higher standards of professional performance by its 
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Members, we may be required to submit to authorized committees of the Appraisal 

Institute copies of this appraisal and any subsequent changes or modifications thereof. 

Respectfully submitted, 

f3t1A{,· ~ µtl),)µ 
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Berri J. Cannon Harris 
Vice President 
AG009147 

ames B. Harris, MA! 
President 
AG001846 
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HARRIS REAL TY APPRAISAL 
5100 Birch Street, Suite 200 
Newport Beach, CA 92660 

(949) 851-1227 

QUALIFICATIONS 
OF 

JAMES B. HARRIS, MAI 

PROFESSIONAL BACKGROUND 

Actively engaged as a real estate analyst a11d consulting appraiser since 1971 President and 
Principal of Harris Realty Appraisal, with offices at: 

5100 Birch Street, Suite 200 
Newport Beach, CalifOrnia 92660 

Before forming Harris Realty Appraisal, in 1982, was employed with Real Estate Analysts of Newport, 
Inc. (REAN) as a Principal and Vice Preslde11I. Prior to employment with REAN was employed with 
the Bank of America as the /~ssistant Urban Appraisal Supervisor. Previously, was employed by the 
Verne Cox Company as a real estate appraiser 

PROFESSIONAL ORGANIZATIONS 

Member of the Appraisal Institute, with MAI designation No, 6508 
Director, Southern Caiifornia Chapter- 1998, 1999 
Cliair, Orange County Branch, Southe 0n California Chaoter-1997 
Vice-Chair, Orange County Branch, Southerr, California Chapter -1996 
Member, Region VII Regional Governing Committee· 1991 to 1995, 1997, 1998 
Member, Southern California Cllapter Executive Committee - 1990, 1997 to 1999 
Chairman, Southern California Chapter Seminar Commiltee - 1991 
Chairman, Southern Cal1forr.ia Chapter Workshop Committee - 1990 
Member, Southern Coilifornia Chapter Admissions Committee - 1983 lo 1989 
Member, Regional Standards of Professional Practice Committee ¥1985- 1997 

Member of the lnternatlona! Right-of-Way Association, Orange County Chapter 67 

California State Ce11ified Appraiser- Number AG001846 

EDUCATIONAL ACTIVITIES 

BS, California State Polytechnic University Pomona, 1972. 

Successfully completed the following cowses sponsored by the Appraisal Institute and the Right-of
Way Assoc1a11on 

Course I-A 
Course 1-B 
Course II 
Course IV 
Course VI 
Cou1se VIII 
Course SPP 
Co.irse 401 

Principles of Real Estate Appraisal 
Capitalization Theory 
Jrban Properties 
Litigation Valuation 
:nvestmcnl Analysis 
Single-Family Residential Appraisal 
Standards of Profes'i.iional Practice 
Aop:-aisal of Partial Acquisit'ions 

Has attended numerous seminars sponsored by the Aporaisa! institute and the ln1emationa! Right
of-Way Associaticm 



TEACHING AND LECTURING ACTIVITIES 

Sem\nars and lectures presentea to tt'e Appra"isal lnstrt:..1tt_ the University of California-lr,:ine UCLA, 
California Debt and inveslmeni Advisory Corr,m1ssion, Store & Yot.:11gberg and the Natio;1a1 Feceralicn of 
Municipal Analysts. 

MISCELLANEOUS 

Member of the Advisory Panel to tl1e California Debt and !m,estment Advisor; Corrmission. regardin!, 
Appraisal S'.andards fer Land Secured Financing (March 2003 tl1rough June 2004) 

LEGAL EXPERIENCE 

Testified as an expert witness in the Superio:- Cour1 of the County of Los Angeies and the Courty of San 
Bernardino and in the Federal Bankruptcy Cour1s five limes concerning the issues of Em,nent Domain, 
Bankruptcy, and Specific Performance. He has been deposed numerous times concerning these and 
O',her issues This legal exper'1ence has been for both Plaintiff and Respondent clients. He has prepared 
nc1merm1s appraisals for suomlssion to the IRS, without having values overturned. He has worked closely 
with numerous Bond Counsel in the compiet1on of 100 Land Secureo Municipal Bond Financmg aop1aisals 
over the last five years 

SCOPE OF EXPERIENCE 

Feasibility and Consultive Studies 

CO Feasibility and market analyses, including the use of computer-based economic mode's for both lar:d 
V1 developments and investment pmpe,1ies such as shopping cen1ers. industrial parks, mobile home parks, 
N condom1nit.m projects, hotels, and residential proj~ts. 

Appraisal Projects 

Has completed all types of appraisal assignments from San Diego to San Francisco, California. Also has 
compieted out-of-state appraisal assignments in Arizona, Florida Georgia, Hawaii, Nevada. New ,Jersey, 
Oklahoma, Oregon, and Washington_ 

Residential 

Residential subdivisions, condominiums, planned unit deveiopments, mobile horr:e parks, 
apartment houses, and singie-family residences. 

Cammerdal 

Office buildings holels, motels, retail store buileings, restaurants, power stiopoing certers, 
neighborhood shopping centers, and convenience shopping cenlers. 

Industrial 

Multi·tenanl indf.Js!riaJ parks warehouses. manufacturing plants, and research and development 
facilities 

Vacant Land 

Community Facilities Districts, Assessment Districts, master planned communities. reside;1tial, 
commercial and industrial sites; ful! and partial takings for public acquisitions 

QUALIFICATIONS 
OF 

BERRI J. CANNON HARRIS 

PROFESSfONAL BACKGROUND 

Actively engaged as a real estate appraiser since i982. Vice President cf Harris Realty 
Appraisal. with offices at 

5100 Birch St0 eet. Sui:e 200 
Newport Beach, California 92660 

Before joining Harris Realty Appraisal was employed with Interstate Appraisal Corporation as 
Assistant Vice President Prior to employment with Interstate Appraisal was employed with 
Rea! Estate Analysis of Newport Beach as a Research Assistant. 

PROFESSIONAL ORGANIZATIONS 

Candidate of the Appraisal Institute for the MAI designation 
Co-Chair. Southern California Chapter Hospitality Committee - 1994 - 1998 
Chair, Southern California Chapter Research Corr.mittee- 1992, 1993 

Women In Commercial Real Estate, Member Orange County Chapter. 
Chair, Special Events - , 998. 1999, 2000, 2001, 2002, 2003 
Second Vice-President'· 1996, 1997 
Treasurer - 1993. 1994. 1995 
Chair, Network Luncheon Committee- 1991, 1992 

California State Certified Appraiser. Number AG009147 

EDUCATIONAL ACTIVITIES 

B_S.B A., University of Redlands, Redlands Caiifornia 

Successfully completed the following courses sponsored by the Appraisal Institute: 

Principles of Rea! Estate Appraisal 
Basic Valuation Procedures 
Capitalization Theory and Techniques -A 
Capital1zal1on Theory and Techniques - B 
Report Writing c1nd Valuabon Analyses 
Standards of Professional Practice 
Case Studies in Real Estate Valuation 

Has attended numerous seminars sponsored by the Appraisal Institute Has also attended real 
estate related courses through University of Califomia·lrvine. 



LECTURING ACTIVITIES 

Seminars and lectures presented 1o UCLA California Debt and lnves1ment Advisory 
Commission. and Stone & Youngberg. 

MISCELLANEOUS 

Member of the Advisory Panel to the California Debt and Investment Advisory Commission, 
regardlng Appraisal Standards for Land Secure_d Financing (March 2003 lhrough June 2004) 

SCOPE OF EXPERIENCE 

Appraisal Projects 

Has completed all types of appraisal assignments from San Diego to San Francisco, California. 
Also has completed out~of-state appratsal assignments in Arizona and Hawaii. 

Residential 

Residential subdivisions, condominiums, planned unit developments. mobile home 
parks, apartment houses, and single-family residences. 

Commercial 

Cffice buildings. retail store buildings, restaurants, neighborhood-shopping cen1ers, str;p 
rnta1I centers. 

Industrial 

Multi-tenant industrial parks, warehouses, manufacturing plants, and research and 
development facilities. 

Vacant Land 

Residential sites. commercial sites. industrial sites, large multi-unit housing, master 
planned unit deve!qpments. and agricultural acreage. Specializing in Community 
Facilities District and Assessment 01slrict appraisal assignments. 

PARTIAL LIST OF CLIENTS 

6anf of An1er.c:a 
Bank One 
Commerce Sank 
Downey S&L Assoc 
Fiemort hvestment and Loan 
lnst-'.utio:ial Hcusirg Par1ners 

Ar·n:, Corps of Engineers 
C81ifomia State University 
Caltra,s 
City of A '1so Viejo 
City of Beaumont 
City of Corona 
City of Costa Mesa 
City of Encinitas 
City of Fontana 
City of Ful:erton 
City of Hesperia 
C1!y of Honolulu 
C::y of Hunt1ngtor Beach 
C::y of Indian 'Neils 
C,ty of Irvine 
City cf Lake Elsinore 
City of Loma Linda 
City of Los Angeles 
C,\y ot MDreno Vailey 
c.;y o' New:.,ot1 Beach 
City o'. Oceansid8 

Lending Institutions 

NatiDrsBank 
P•eferreC Ban>< 
Santa Monica Ba:ik 
·r okai Bank 
Union Bani< 
',",/alls Fargo Bank 

Public Agencies 

City of Palm Spr;ngs 
City of Parr:s 
Crty of Riverside 
Ci1y of San Marcos 
City ofTus!1n 
City cf Victorv,:le 
Ccunty of Orcnge 
County of Riverside 
County of San Bernardino 
Eastern Municipal \\later Dis1rict 
Orange County Sheriff's Department 
Ramona Municipal Water District 
Rancho Santa Fe Comm. Services District 
Capistrano Unified School District 
Hemet Unified School District 
Hesperia Unified School District 
Romolard School Distric1 
Saddleback Valiey Unified School District 
Santa Ana Unified Sc'Jool District 
Va' Verde Unified Scllool District 
Yucaipa-Calimesa Unified School District 

Developers and Landowners 

DMB - Ladera 

Foothill Ranch Company 
Hon Development Co 
!rv•ne Aoar1ment Communities 
The Irvine Company 

A1er & Hadden 
Bccnscn, Bronson & McKinnon 
9ryan, Cave. M~Pheeters & McRoberts 
Richa·d Clements 
Cox, Cas'.le, Nicholson 
G1osor1- Di..nn & Crutcher 
H'il, Far·e· & Burrill 

Lennar Homes 
Rancho Mission Viejo 
Santa Margarita Company 
Shapell Industries 
Sterling Developme1l 

Law Firms 

McClin\ock. Weston. Benshoof, 
Rochefort & MacCi..:sh 

Paimiri, Tyler. Wiener Wi!l;e/m, & Waldron 
Sonnenschein Nath & Rosenthal 
Strauss & Troy 
Wyman, Ba:Jtzer Rothman, Kuchel & 

Silbert 



EASTERN MUNICIPAL WATER DISTRICT 
CFD 2003-26 

Bond Assumptions 
Average Coupon 
Bond Term 
Cost of Issuance 
Reserve Fund 
12 mo.Capitalized Interest 

Conclusions 
Total Max Tax Generated 

Administrative Charge 
Coverage 

An1ount Available for Debt Service 
Total Bond Issue 

COl/Reservellncidentials 
Amount Available for Construction 

Construction Amount Needed 
Surplus/Deficit 

Prepared by- Albert A. Webb Associates 

BOND SIZING 
317/2006 

6.50r,/o 
29 

6.50%) 
7.75D/o 
6.50o/o 

Assigned Special Tax 
894,849 
25,000 
79,077 

790,772 

1 of1 
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10,206,879 
2,117,621 
8,089,258 
9,789,393 

(1,700,135) 

Backup Special Tax 
887,869 

25,000 
78,443 

784,426 
10.124,972 

2,100,628 
8,024,344 
9,789,393 

(1,765,049) 
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'-'·"°' ;,01.2;;oo 
12501·2100 
,,2500 

:Apa,tments 
·-.o,...,e.,d<>n11al 

:139b.Oi!O 
$362.500 
$315.WO 
$365.000 

IBac,:uaNac:anl $8p41!.21 

['"AHl-Rt< Mll~l·~IPAl WATER DIST•l!~T 
CFD 2004·22 

IIAXIMUM~P~C•AL TA."RA-:fS !OTA! lAXC:f\.' fUl' 
3I71:l(JOI) 

,a,Hatn \!a!ll'{Wl~O MWO l::MVIID 
200% 1.~n~~~___!:.J_F"~F-9. CSAIS:: Ma;,,,..,,.., .. ., .,1.c,db1 __ s1.·<1cy 

fl . .00 ~.231.!R 4 I~ 4B< 7 W 
$7.SSC $4, 103 &J 75 46'! 10 
P.wa &1.023.34 75 46' 10 
$7300 $3,916.00 75 4B4 rn 

;,ooM 
'/\'Mo S~os:lal 
MD 88-1 _Ta!_ 

-· ·-·6 11.b<OOO 
$t:,ea::,o 

6 $1,'197.00 
$1.'.)99.00 

=<•c>:,.,;, /\pori,.eo Rate $M96.35 ~an~66.71 
irJ;l!ero...c,,. -· ·--· ___ §.?j.8!__ 

B-55 

Upd..t,,o:iJm 
700-f J;i A,o !1f'e<l UV:,alo Oj/06 
Sw:i•L !ctl<>Cl\1,e 1' Hwi.. '°r<l)OCl<><I 

fa, R..le "AC R.,~,·ue 
iG:13 w- -, 00%-~s. ~-,13.63" oo 
$UR~ 00 2 00% 46 $63,994.00 
$1.3311 00 1.!h!'h &2 $69,6,!a 00 
$1,289 00 1 97% 37 $4?.6!1.l 00 ~, 

CRIIFT#a 



~STIMATEO ARSOII.I' !'ION SCHEDULES 
EASTERN MUNICIPAL WATER DISTRICT CFD N0. 2003-22 (BR00l<l'1ELD) 
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COST ESTIMATE BROOKFIELD - FRENCH VALLEY 
COST BUDGET and PAID TO DATE 

Elacl<bor.e PrnduciA Pn;duct B Pmdi:c1C 

Curre.r,t Budnet Paid to Date Current Budoa\ Paid to Date Cu1rent B\Jd'l"'t Paid to Dato Cu•rcrit Budciet 

LaM Pemi,\s, f"~s & i avies 2.197,107 2.157,861 $ 7,453,053 7.476.369 s '.0.660,212 1,280,707 8,438JC7 

L3,·c, kchitecnture & E:.ng 4,654,547 4, 199,263 302.236 2J4 ~3B 407,507 259.689 291.027 

Land Oave'1 • lnlew3\ 28,320.427 25,917 8Cl1 2,762,861 2 535.711 5,926,669 3,686,968 fi,066.40~ 

Total $ 35,172,081 32,274.975 10.518,150 - 5.246.620 $ 16,994,386 $ -5~iz'/,3G4 137%.13"-_ 

P \Pete P1l\ar\B·oo1t\f"r'.'n,~l'\F\<ookfie.id-Fri'nchVall('>y\Cost B.idget 5.3 \.06 

Total Allocable Offsite 
ProdUct Total Units Co.stBud2,et 

(1; 

Product A 185 ' 10,279.360 

Product 8 262 14.557,797 

Produc1 C 186 10.334,924 

Total s 35 172 011 

BROOKFIELD - FRENCH VALLEY 
COST ALLOCATION ANALYSIS 

5/31/2006 

Less: Less: Total lntract Cost 
Allocable Offshe Co.st CFD Proceeds to Finished Lot 

Bud2et Paid to Date Available Bud!J.!..t 
(2) "' (4) 

9,4J2,&40 $ s 10,518,150 

13,356.656 16,994,388 

9,483.627 13,796,134 

• 32,274,925 $ $ 41 308,672 

P:IPele PiHar\Brook\Fre-r1ch\Broakfield-FrenchVaOey\Cost Budget 5.31 _06 B-57 

Less: 
lntract Cost 

to Finished Lot 
Paid to Date 

"' 
$ 5,246,620 

5,227,364 

2,202,205 

' 12 736,189 

Paid \o Date 

875,2g9 

55,975 

',330,932 

s 7.262,205 

Total Cost 
to Come_kte 
{1 ;-12)-:31+:4)-(5! 

' 6,118,250 

12,966,163 

12,385,226 

s 31 469,639 
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APPENDIXC 

FORM OF APPROVING LEGAL OPINION 

Honorable Board of Directors 
Eastern Municipal Water District 
Perris, California 

[ Closing Date J 

Re: $13,445, 000 Community Facilities District No. 2001-01 (French Valley) of the 
Eastern Municipal Water District Improvement Area A 2006 Special Tax Bonds 

Ladies and Gentlemen: 

We have examined the Constitution and laws of the State of California, a certified record of 
the proceedings of the Eastern Municipal Water District ( the "Water District") taken in connection 
with the formation of Community Facilities District No. 2001-01 of the Eastern Municipal Water 
District (French Valley) (the "District") and the authorization and issuance of the District's 
Improvement Area A 2006 Special Tax Bonds in the aggregate principal amount of $13,445,000 (the 
"Bonds") and such other information and documents as we consider necessary to render this opinion. 
In rendering this opinion, we have relied upon certain representations of fact and certifications made 
by the District, the Water District, the initial purchaser of the Bonds and others. We have not 
undertaken to verify through independent investigation the accuracy of the representations and 
certifications relied upon by us. 

The Bonds have been issued pursuant to the Mello-Roos Community Facilities Act of 1982, 
as amended, being Sections 53311 et seq. of the Government Code of the State of California, 
Resolution No. 3590 adopted by the Board of Directors of the Water District, acting in its capacity as 
the legislative body of the District, on May 1, 2002, a Supplement to Resolution No. 3590, dated as 
of June 1, 2002, Resolution No. 4545 adopted by the Board of Directors of the Water District, acting 
in its capacity as the legislative body of the District, on August 16, 2006, and Supplement to 
Resolution No. 4545 and Second Supplement to Resolution No. 3590 dated as of September 1, 2006 
(the Supplement to Resolution No. 3590 and the Supplement to Resolution No. 4545 and Second 
Supplement to Resolution No. 3590 are collectively referred to herein as the "Supplement to 
Resolution" and together with Resolution No. 3590 and Resolution No. 4545, the "Resolution of 
Issuance.") All capitalized terms not defined herein shall have the meanings set forth in the 
Resolution oflssuance. 

The Bonds are dated as of the date of hereof and mature on the dates and in the amounts set 
forth in the Resolution. The Bonds bear interest payable semiannually on each March 1 and 
September 1, commencing on March 1, 2007, at the rates per annum set forth in the Resolution. The 
Bonds are registered Bonds in the form set forth in the Resolution of Issuance redeemable in the 
amounts, at the times and in the manner provided for in the Resolution of Issuance. 

Based upon our examination of the foregoing, and in reliance thereon 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: 
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(1) The 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 Resolution of Issuance, except as the same may be limited by 
bankruptcy, insolvency, reorganization, fraudulent conveyance or transfer, moratorium or 
other similar laws affecting generally the enforcement of creditors' rights, by equitable 
principles and by the exercise of judicial discretion; provided, however, we express no 
opinion as to the enforceability of the covenant of the District contained in the Resolution of 
Issuance to levy Special Taxes for the payment of Administrative Expenses. The Bonds are 
limited obligations of the District but are not a debt of the Water District, the County of 
Riverside, 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, 
neither the faith and credit nor the taxing power of the District, the Water District, the County 
of Riverside, the State of California, or any other political subdivision is pledged for the 
payment thereof. 

(2) The Resolution of Issuance has been duly adopted by the District. The 
Resolution of Issuance creates a valid pledge of, and the Bonds are secured by, the Net Taxes 
and the amounts on deposit in certain funds and accounts established under the Resolution of 
Issuance, as and to the extent provided in the Resolution of Issuance, except as the same may 
be limited by bankruptcy, insolvency, reorganization, fraudulent conveyance or transfer, 
moratorium or other similar laws affecting generally the enforcement of creditors' rights, by 
equitable principles and by the exercise of judicial discretion. 

(3) Under existing statutes, regulations, rulings and judicial decisions, interest 
(and original issue discount) on the 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; however, it should be 
noted that, with respect to corporations, such interest will be included as an adjustment in the 
calculation of alternative minimum taxable income, which may affect the alternative 
minimum tax liability of corporations. 

( 4) Interest (and original issue discount) on the Bonds is exempt from State of 
California personal income tax. 

(5) The difference between the issue price of a Bond (the first price at which a 
substantial amount of the Bonds of a maturity are to be sold to the public) and the stated 
redemption price at maturity with respect to such Bond constitutes original issue discount. 
Original issue discount accrues under a constant yield method, and original issue discount 
will accrue 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 to the Bond 
owner is excluded from the gross income of such owner for federal income tax purposes, is 
not an item of tax preference for purposes of calculating the federal alternative minimum tax 
imposed on individuals and corporations (as described in paragraph 3 above), and is exempt 
from State of California personal income tax. 

The opinions expressed in paragraphs (3) and (5) above as to the exclusion from gross 
income for federal income tax purposes of interest and original issue discount on the Bonds are 
subject to the condition that the District and the Water District comply with all requirements of the 
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Internal Revenue Code of 1986, as amended (the "Code"), that must be satisfied subsequent to the 
issuance of the Bonds to assure that such interest (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 Bonds to be 
included in gross income for federal income tax purposes retroactive to the date of issuance of the 
Bonds. The District and the Water District have covenanted to comply with all such requirements. 
Except as set forth in paragraphs (3), (4) and (5) above, we express no opinion as to any tax 
consequences related to the Bonds. 

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). The Resolution of Issuance and the Tax Certificate executed by the District 
with respect to the Bonds as of the date hereof permit certain actions to be taken or omitted if a 
favorable opinion of Bond Counsel is provided with respect thereto. We express no opinion as to the 
exclusion from gross income of interest and original issue discount on the Bonds for federal income 
tax purposes on and after the date on which any such change occurs or action is taken upon the 
advice or approval of counsel other than Stradling Y occa Carlson & Rauth, a Professional 
Corporation. 

We express no opinion herein as to the accuracy, completeness or sufficiency of the Official 
Statement relating to the Bonds or other offering material relating to the Bonds and expressly 
disclaim any duty to advise the owners of the Bonds with respect to matters contained in the Official 
Statement. 

Respectfully submitted, 
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APPENDIXD 

RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAX FOR 
COMMUNITY FACILITIES DISTRICT NO. 2001-01 (FRENCH VALLEY) 

EASTERN MUNICIPAL WATER DISTRICT 

A Special Tax, shall be applicable to each Parcel of Taxable Property located within the boundaries 
of Community Facilities District No. 2001-01 ("CFD"). The amount of Special Tax to be levied in 
each Improvement Area in each Fiscal Year, commencing in Fiscal Year 2002-2003 on a Parcel shall 
be determined by the Board of the Eastern Municipal Water District, acting in its capacity as the 
legislative body of the CFD by applying the appropriate Special Tax for "Developed Property", 
"Approved Property", and "Undeveloped Property" as set forth in Sections B, C, and D below. All 
of the real property within the CFD, unless exempted by law or by the provisions hereof in 
Section E., shall be taxed for the purposes, to the extent and in the manner herein provided. 

A. DEFINITIONS 

The terms hereinafter set forth have the following meanings: 

"Acre or Acreage" means the acreage of a Parcel as indicated on the most recent Assessor's 
Parcel Map, or if the land area is not shown on the Assessor's Parcel Map, the land area shown 
on the applicable Final Map, parcel map, condominium plan, or other recorded County parcel 
map. 

"Act" means the Mello-Roos Community Facilities Act of 1982, as amended, being Chapter 2.5, 
Part 1 of Division 2 of Title 5 of the California Government Code of the State of California. 

"Administrative Expenses" means all actual or reasonably estimated costs and expenses of the 
District that are chargeable or allocable to the applicable Improvement Area to carry out its duties 
as the administrator of the CFD as allowed by the Act, which shall include without limitation, all 
costs and expenses arising out of or resulting from the annual levy and collection of the Special 
Tax, trustee fees, rebate compliance calculation fees, any litigation involving the CFD, 
continuing disclosure undertakings of the District as imposed by applicable laws and regulations, 
communication with bondholders and normal administrative expenses. 

"Administrator" means an official of the District, or designee thereof, responsible for 
determining the levy and collection of the Special Taxes. 

"Approved Property" means all Parcels of Taxable Property: (i) that are included in a Final 
Map that was recorded prior to the January !st preceding the Fiscal Year in which the Special 
Tax is being levied, and (ii) that have not been issued a building permit prior to the April 1st 
preceding the Fiscal Year in which the Special Tax is being levied. 

"Assessor's Parcel Map" means an official map of the Assessor of the County of Riverside 
designating parcels by Assessor's Parcel number. 

"Assigned Special Tax" means the Special Tax for each Land Use Category of Developed 
Property, as determined in accordance with Section C. l.a. below. 

"Backnp Special Tax" means the Special Tax amount set forth in Section C.l.b. below. 

D-1 



"Board" means the board of the Eastern Municipal Water District. 

"Bonds" means any bonds or other indebtedness (as defined in the Act) issued by an 
Improvement Area of the CFD and secured by the levy of Special Taxes within such 
Improvement Area. 

"CFO" means Community Facilities District No. 2001-01 (French Valley) of the District 
established pursuant to the Act. 

"Developed Property" means all Parcels of Taxable Property, not classified as Approved 
Property, Undeveloped Property, Public Property and/or Property Owner's Association Property 
that are not Exempt Property pursuant to the provisions of Section E. below: (i) that are included 
in a Final Map that was recorded prior to January 1 preceding the Fiscal Year in which the 
Special Tax is being levied and (ii) a building permit for new construction has been issued prior 
to April 1st preceding the Fiscal Year in which the Special Tax is being levied. 

"District" means the Eastern Municipal Water District. 

"Exempt Property" means any Parcel or portion of a Parcel, which is exempt from Special 
Taxes pursuant to Section E. below. 

"Final Map" means a subdivision of property by recordation of a final map, parcel map, or lot 
line adjustment, pursuant to the Subdivision Map Act (California Government Code 
Section 66410 et seq.) or recordation of a condominium plan pursuant to California Civil 
Code 1352 that creates individual lots for which building permits may be issued without further 
subdivision. 

"Fiscal Year" means the period starting on July 1 and ending on the following June 30. 

"Improvement Area(s)" means Improvement Area A or Improvement Area Bas geographically 
identified on the boundary map of the CFD. 

"Improvement Area A" means the specific area identified on the boundary map as 
Improvement Area A of the CFD. 

"Improvement Area B" means the specific area identified on the boundary map as 
Improvement Area B of the CFD. 

"Indentnre" means the bond indenture, fiscal agent agreement, trust agreement, resolution or 
other instrument pursuant to which Bonds are issued, as modified, amended and/or supplemented 
from time to time, and any instrument replacing or supplementing the same. 

"Land Use Category" means any of the categories listed in Tables 1 and 2. 

"Maximnm Special Tax" means the maximum Special Tax, determined in accordance with 
Section C, which can be levied in any Fiscal Year on any Parcel. 

"Non-Residential Property" means all Parcels of Developed Property for which a building 
permit was issued for any type of non-residential use. 
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"Parcel(s)" means a lot or parcel shown on an Assessor's Parcel Map with an assigned parcel 
number as of January 1 preceding the Fiscal Year for which the Special Tax is being levied. 

"Property Owner's Association Property" means any property within the boundary of the 
CFD which, as of January 1 of the preceding Fiscal Year for which the Special Tax is being 
levied has been conveyed, dedicated to, or irrevocably dedicated to a property owner association, 
including any master or sub-association. 

"Proportionately" means for Developed Property that the ratio of the actual Special Tax levy to 
the Assigned Special Tax or Backup Special Tax is the same for all Parcels of Developed 
Property and for Undeveloped Property, Public Property and/or Property Owners Association 
Property that is not Exempt Property pursuant to Section E., that the ratio of the actual Special 
Tax levy per acre to the Maximum Special Tax per acre is the same for all such Parcels. 

"Pnblic Property" means any Parcel within the boundary of the CFD which, as of January 1 of 
the preceding Fiscal Year for which the Special Tax is being levied is used for rights-of-way or 
any other purpose and is owned by, dedicated to, or irrevocably offered for dedication to the 
federal government, the State of California, the county, city or any other local jurisdiction, 
provided, however, that any property leased by a public agency to a private entity and subject to 
taxation under Section 53340.1 of the Act shall be taxed and classified according to its use. 

"Residential Floor Area" means all of the square footage of living area of a residential 
structure, not including any carport, walkway, garage, overhang, patio, enclosed patio or similar 
area on a Parcel. The determination of Residential Floor Area shall be made by reference to the 
building permit( s) for the Parcel. 

"Residential Property" means all Parcels of Developed Property for which a building permit 
has been issued for purposes of constructing one or more residential dwelling units. 

"Special Tax(es)" means the special tax to be levied in each Fiscal Year on each Parcel of 
Taxable Property. 

"Special Tax Reqnirement for Improvement Area A" means that amount required in any 
Fiscal Year within Improvement Area A of the CFD to pay: (i) annual debt service on all 
outstanding Bonds due in the calendar year which commences in such Fiscal Year; (ii) periodic 
costs on the Bonds, including but not limited to, credit enhancement and rebate payments on the 
Bonds; (iii) Administrative Expenses; (iv) an amount equal to any anticipated shortfall due to 
Special Tax delinquencies in the prior Fiscal Year; and (v) any amounts required to establish or 
replenish any reserve funds for the outstanding Bonds; less (vi) a credit for funds available to 
reduce the annual Special Tax levy as determined pursuant to the Indenture. 

"Special Tax Reqnirement for Improvement Area B" means that amount required in any 
Fiscal Year within Improvement Area B of the CFD to pay: (i) annual debt service on all 
outstanding Bonds due in the calendar year which commences in such Fiscal Year; (ii) periodic 
costs on the Bonds, including but not limited to, credit enhancement and rebate payments on the 
Bonds; (iii) Administrative Expenses; (iv) an amount equal to any anticipated shortfall due to 
Special Tax delinquencies in the prior Fiscal Year; and (v) any amounts required to establish or 
replenish any reserve funds for the outstanding Bonds; less (vi) a credit for funds available to 
reduce the annual Special Tax levy as determined pursuant to the Indenture. 
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"Taxable Property" means all Parcels in the CFD which have not prepaid pursuant to Section H 
or, which are not exempt from the Special Tax pursuant to law or Section E below. 

"Undeveloped Property" means all Taxable Property not classified as Developed Property, 
Approved Property, Public Property and/or Property Owner's Association Property that is not 
Exempt Property pursuant to the provisions of Section E. 

B. ASSIGNMENT TO LAND USE CATEGORY 

Each Fiscal Year, commencing with the 2002-2003 Fiscal Year, all Parcels of Taxable Property 
within the CFD shall be categorized into the applicable Improvement Area and classified as 
either Developed Property, Approved Property, Undeveloped Property, Public Property and/or 
Property Owner's Association Property that is not Exempt Property pursuant to the provisions in 
Section E., and shall be subject to the levy of Special Taxes in accordance with this Rate and 
Method of Apportionment as determined pursuant to Sections C. and D. below. 

Parcels of Developed Property shall further be classified as Residential Property or 
Non-Residential Property. A Parcel of Residential Property shall further be classified to its 
appropriate Land Use Classification based on the Residential Floor Area of such Parcel. 

C. MAXIMUM SPECIAL TAX RATE 

1. Developed Property 

The Maximum Special Tax for each Parcel of Residential Property within its applicable 
Improvement Area that is classified as Developed Property shall be the greater of (i) the 
applicable Assigned Special Tax described in Tables 1 or 2 or (ii) the amount derived by 
application of the Backup Special Tax. 

The Maximum Special Tax for each Parcel of Non-Residential Property within its applicable 
Improvement Area shall be the Assigned Special Tax described in Tables 1 or 2. 

a. Assigned Special Tax 

The Assigned Special Tax for each Parcel of Developed Property within its applicable 
Improvement Area are shown in Tables 1 or 2 below. 
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TABLE 1 

Assigned Special Taxes for Developed Property within 
Improvement Area A 

Taxable Assigned Special Tax 
Land Use Category Unit Residential Floor Area 

1 - Residential Property DIU 2, 901 sq. ft. or greater. 
2 - Residential Property DIU 2,701 sq. ft. to 2,900 sq. ft. 
3 - Residential Property DIU 2,501 sq. ft. to 2,700 sq. ft. 
4 - Residential Property DIU 2,301 sq. ft. to 2,500 sq. ft. 
5 - Residential Property DIU 2, 101 sq. ft. to 2,300 sq. ft. 
6 - Residential Property DIU 1,901 sq. ft. to 2,100 sq. ft. 
7 - Residential Property DIU 1,900 sq. ft. or less 
8 - Non - Residential Property Acre NIA 

TABLE 2 

Assigned Special Taxes for Developed Property within 
Improvement Area B 

Per Taxable Unit 

$1,640 
$1,568 
$1,497 
$1,399 
$1,281 
$1, 182 
$1,092 
$8,489 

Taxable Assigned Special Tax 
Land Use Category Unit Residential Floor Area Per Taxable Unit 

1 - Residential Property DIU 2, 901 sq. ft. or greater $1,783 
2 - Residential Property DIU 2,501 sq. ft. to 2,900 sq. ft. $1,685 
3 - Residential Property DIU 2,301 sq. ft. to 2,500 sq. ft. $1,516 
4 - Residential Property DIU 2, 101 sq. ft. to 2,300 sq. ft. $1,418 
5 - Residential Property DIU 1,901 sq. ft. to 2,100 sq. ft. $1,337 
6 - Residential Property DIU 1,900 sq. ft. or less $1,213 
7 - Non - Residential Property Acre NIA $8,829 

b. Backup Special Tax 

When a Final Map is recorded within the applicable Improvement Area, the Backup 
Special Tax for the Parcels of Residential Property within such Final Map area shall be 
determined. 

For Parcels of Residential Property within a Final Map that lie within Improvement 
Area A, the Backup Special Tax shall be determined by multiplying $8,489 by the total 
Acreage of Taxable Property excluding the Acreage associated with Public Property 
and/or Property Owner's Association Property that is not Exempt Property pursuant to 
Section E. in such Final Map and dividing such amount by the number of Parcels (i.e., the 
number ofresidential lots) within such Final Map. 

For Parcels of Residential Property within a Final Map that lie within Improvement 
Area B, the Backup Special Tax shall be determined by multiplying $8,829 by the total 
Acreage of Taxable Property excluding the Acreage associated with Public Property 
and/or Property Owner's Association Property that is not Exempt Property pursuant to 
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Section E. in such Final Map and dividing such amount by the number of Parcels (i.e., the 
number ofresidential lots) within such Final Map. 

If a Final Map within the applicable Improvement Area includes Parcels for which 
building permits for residential construction may be issued and non-residential 
construction that is issued, then the Backup Special Tax for each Parcel of Residential 
Property within the CFD shall be computed exclusive of the allocable portion of total 
Acreage attributable to Parcels for which building permits for non- residential 
construction are issued. 

Notwithstanding the foregoing, if Parcels of Residential Property are subsequently 
changed or modified by recordation of a lot line adjustment or similar instrument, then 
the Backup Special Tax shall be recalculated to equal the amount of Backup Special Tax 
that would have been generated if such change did not take place. 

2. Approved Property 

The Maximum Special Tax for each Parcel of Approved Property within the applicable 
Improvement Area shall be the Backup Special Tax computed pursuant to Section C. l.b. 

3. Undeveloped Property 

The Maximum Special Tax for each Parcel of Undeveloped Property within Improvement 
Area A shall be $8,489 per Acre and the Maximum Special Tax for each Parcel of 
Undeveloped Property within Improvement Area B shall be $8,829 per Acre. 

4. Pnblic Property and/or Property Owners Association Property that is not Exempt 
Property pnrsnant to the provisions of Section E. 

The Maximum Special Tax for each Parcel of Public Property and/or Property Owners 
Association Property that is not Exempt Property pursuant to the provisions of Section E., 
within Improvement Area A shall be $8,489 per Acre and the Maximum Special Tax for each 
Parcel of Public Property and/or Property Owners Association Property that is not Exempt 
Property pursuant to the provisions of Section E., within Improvement Area B shall be 
$8,829 per Acre. 

D. METHOD OF APPORTIONMENT OF THE SPECIAL TAX 

1. Improvement Area A 

Commencing with Fiscal Year 2002-2003 and for each following Fiscal Year, the Board shall 
levy the Special Tax on all Taxable Property in Improvement Area A until the amount of Special 
Taxes equals the Special Tax Requirement for Improvement Area A in accordance with the 
following steps: 

First: The Special Tax shall be levied Proportionately on each Parcel of Developed Property 
within Improvement Area A at up to 100% of the applicable Assigned Special Tax rate in Table 1 
as needed to satisfy the Special Tax Requirement for Improvement Area A; 
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Second: If additional moneys are needed to satisfy the Special Tax Requirement for 
Improvement Area A after the first step has been completed, the Special Tax shall be levied 
Proportionately on each Parcel of Approved Property within Improvement Area A at up to 100% 
of the Maximum Special Tax for Approved Property; 

Third: If additional moneys are needed to satisfy the Special Tax Requirement for Improvement 
Area A after the first two steps have been completed, the Special Tax shall be levied 
Proportionately on each Parcel of Undeveloped Property within Improvement Area A at up to 
100% of the Maximum Special Tax for Undeveloped Property; 

Fourth: If additional moneys are needed to satisfy the Special Tax Requirement for Improvement 
Area A after the first three steps have been completed, the Special Tax to be levied on each 
Parcel of Developed Property within Improvement Area A whose Maximum Special Tax is 
derived by the application of the Backup Special Tax shall be increased Proportionately from the 
Assigned Special Tax up to the Maximum Special Tax for each such Parcel; 

Fifth: If additional moneys are needed to satisfy the Special Tax Requirement for Improvement 
Area A after the first four steps have been completed, the Special Tax shall be levied 
Proportionately on each Parcel of Public Property and/or Property Owner's Association Property 
within Improvement Area A that is not Exempt Property pursuant to the provisions of Section E. 
at up to 100% of the Maximum Special Tax. 

2. Improvement Area B 

Commencing with Fiscal Year 2002-2003 and for each following Fiscal Year, the Board shall 
levy the Special Tax on all Taxable Property in Improvement Area B until the amount of Special 
Taxes equals the Special Tax Requirement for Improvement Area B in accordance with the 
following steps: 

First: The Special Tax shall be levied Proportionately on each Parcel of Developed Property 
within Improvement Area B at up to 100% of the applicable Assigned Special Tax rate in Table 2 
as needed to satisfy the Special Tax Requirement for Improvement Area B; 

Second: If additional moneys are needed to satisfy the Special Tax Requirement for 
Improvement Area B after the first step has been completed, the Special Tax shall be levied 
Proportionately on each Parcel of Approved Property within Improvement Area B at up to 100% 
of the Maximum Special Tax for Approved Property; 

Third: If additional moneys are needed to satisfy the Special Tax Requirement for Improvement 
Area B after the first two steps have been completed, the Special Tax shall be levied 
Proportionately on each Parcel of Undeveloped Property within Improvement Area B at up to 
100% of the Maximum Special Tax for Undeveloped Property; 

Fourth: If additional moneys are needed to satisfy the Special Tax Requirement for Improvement 
Area B after the first three steps have been completed, the Special Tax to be levied on each 
Parcel of Developed Property within Improvement Area B whose Maximum Special Tax is 
derived by the application of the Backup Special Tax shall be increased Proportionately from the 
Assigned Special Tax up to the Maximum Special Tax for each such Parcel; 

Fifth: If additional moneys are needed to satisfy the Special Tax Requirement for Improvement 
Area B after the first four steps have been completed, the Special Tax shall be levied 
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Proportionately on each Parcel of Public Property and/or Property Owner's Association Property 
within Improvement Area B that is not Exempt Property pursuant to the provisions of Section E. 
at up to 100% of the Maximum Special Tax. 

Notwithstanding the above, under no circumstances will the Special Taxes levied against any 
Parcel of Residential Property within an Improvement Area be increased by more than ten 
percent (10%) per Fiscal year as a consequence of delinquency or default by the owner of any 
other Parcel within an Improvement Area of the CFD. 

E. EXEMPTIONS 

1. Improvement Area A 

The Board shall not levy Special Taxes on up to 202 Acres of Public Property and Property 
Owner's Association Property within Improvement Area A of the CFD. Exempt Property status 
will be assigned by the Administrator in the chronological order in which property becomes 
Public Property and Property Owner's Association Property. 

After the limit of 202 Acres within Improvement Area A of the CFD has been reached, the 
Maximum Special Tax obligation for any additional Public Property and/or Property Owner's 
Association Property shall be prepaid in full pursuant to Section H. prior to the transfer or 
dedication of such property. Until the Maximum Special Tax obligation is prepaid as provided 
for in the preceding sentence, the Public Property and/or Property Owner's Association Property 
within the CFD shall be subject to the levy of the Special Tax as provided for in the fifth step in 
Section D.l. 

2. Improvement Area B 

The Board shall not levy Special Taxes on up to 31. 73 Acres of Public Property and Property 
Owner's Association Property within Improvement Area B of the CFD. Exempt Property status 
will be assigned by the Administrator in the chronological order in which property becomes 
Public Property and Property Owner's Association Property. 

After the limit of 31.73 Acres within Improvement Area B of the CFD has been reached, the 
Maximum Special Tax obligation for any additional Public Property and/or Property Owner's 
Association Property shall be prepaid in full pursuant to Section H. prior to the transfer or 
dedication of such property. Until the Maximum Special Tax obligation is prepaid as provided 
for in the preceding sentence, the Public Property and/or Property Owner's Association Property 
within the CFD shall be subject to the levy of the Special Tax as provided for in the fifth step in 
Section D.2. 

F. MANNER OF COLLECTION 

The Special Tax shall be collected in the same manner and at the same time as ordinary Ad 
valorem property taxes and shall be subject to the same penalties, the same procedure, sale and 
lien priority in the case of delinquency; provided, however, that the District may directly bill the 
Special Tax, may collect Special Taxes at a different time or in a different manner if necessary to 
meet its financial obligations, and may covenant to foreclose and may actually foreclose on 
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Parcels having delinquent Special Taxes as permitted by the Act if necessary to meet the 
financial obligations of the CFD. 

G. APPEALS 

The Board shall establish as part of the proceedings and administration of CFD a Special three
member Review/Appeal Committee. Any landowner or resident who feels that the amount of the 
Special Tax levied on their Parcel is in error may file a notice with the Review/ Appeal 
Committee appealing the amount of Special Tax levied on such Parcel. The Review/ Appeal 
Committee shall interpret this Rate and Method of Apportionment and make determinations 
relative to the annual administration of the Special Tax and any landowner or resident who 
appeals, as herein specified. The decision of the Review/ Appeal Committee shall be final and 
binding on all persons. 

H. PREPAYMENT OF SPECIAL TAX 

The following definitions apply to this Section H: 

"CFO Pnblic Facilities" means $17,198,000 for Improvement Area A and $2,587,000 for 
Improvement Area B expressed in 2001 dollars, which shall increase by the Construction 
Inflation Index on July 1, 2002, and on each July 1 thereafter, or such lower number as (i) shall 
be determined by the Administrator as sufficient to provide the public facilities under the 
authorized bonding program for Improvement Area A or Improvement Area B of the CFD, or 
(ii) shall be determined by the Board concurrently with a covenant that it will not issue any more 
Bonds to be supported by Special Taxes within Improvement Area A or Improvement Area B as 
levied under this Rate and Method of Apportionment. 

"Constrnction Fnnd" means an account specifically identified in the Indenture or functionally 
equivalent for Improvement Area A or Improvement Area B to hold funds which are currently 
available for expenditure to acquire or construct public facilities eligible under the Act. 

"Constrnction Inflation Index" means the annual percentage change in the Engineering News
Record Building Cost Index for the City of Los Angeles, measured as of the calendar year which 
ends in the previous Fiscal Year. In the event this index ceases to be published, the Construction 
Inflation Index shall be another index as determined by the Administrator that is reasonably 
comparable to the Engineering News-Record Building Cost Index for the City of Los Angeles. 

"Fntnre Facilities Costs" means for Improvement Area A or Improvement Area B the CFD 
Public Facilities minus public facility costs available to be funded through existing construction 
or escrow accounts or funded by the Outstanding Bonds, and minus public facility costs funded 
by interest earnings on the Construction Fund actually earned prior to the date of prepayment. 

"Ontstanding Bonds" means all previously issued bonds issued by an Improvement Area and 
secured by the levy of Special Taxes within such Improvement Area, which will remain 
outstanding after the first interest and/or principal payment date following the current Fiscal 
Year, excluding bonds to be redeemed at a later date with the proceeds of prior prepayments of 
Maximum Special Taxes. 
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1. Prepayment in Fnll 

The Maximum Special Tax obligation within any Improvement Area may only be prepaid and 
permanently satisfied by a Parcel of Developed Property, Approved Property for which a 
building permit has been issued, and Public Property and/or Property Owner's Association 
Property that is not Exempt Property pursuant to Section E. The Maximum Special Tax 
obligation applicable to such Parcel may be fully prepaid and the obligation of the Parcel to pay 
the Special Tax permanently satisfied as described herein; provided that a prepayment may be 
made only ifthere are no delinquent Special Taxes with respect to such the Parcel at the time of 
prepayment. An owner of Parcel intending to prepay the Maximum Special Tax obligation shall 
provide the Administrator with written notice of intent to prepay, and within 5 days of receipt of 
such notice, the Administrator shall notify such owner of the amount of the non-refundable 
deposit determined to cover the cost to be incurred by the CFD in calculating the proper amount 
of a prepayment. Within 15 days of receipt of such non-refundable deposit, the Administrator 
shall notify such owner of the prepayment amount of such Parcel. Prepayment must be made 
not less than 60 days prior to any redemption date for any Bonds to be redeemed with the 
proceeds of such prepaid Special Taxes. 

The Prepayment Amount (defined below) shall be calculated as summarized below (capitalized 
terms as defined below): 

Bond Redemption Amount 
plus Redemption Premium 
plus Future Facilities Amount 
plus Defeasance Amount 
plus Administrative Fees and Expenses 
less Reserve Fund Credit 
Total: equals Prepayment Amount 

As of the proposed date of prepayment, the Prepayment Amount ( defined below) shall be 
calculated as follows: 

Paragraph No.: 

1. For Parcels of Developed Property, compute the Maximum Special Tax for the Parcel to be 
prepaid. For Parcels of Approved Property to be prepaid, compute the Maximum Special 
Tax for that Parcel as though it was already designated as Developed Property, based upon 
the building permit which has already been issued for that Parcel. For Parcels of Public 
Property and/or Property Owner's Association Property to be prepaid, compute the 
Maximum Special Tax for that Parcel. 

2. Divide the Maximum Special Tax computed pursuant to paragraph 1 by the total estimated 
Maximum Special Taxes within the applicable Improvement Area based on the Developed 
Property Special Tax which could be charged, less any Parcels which have been prepaid. 

3. Multiply the quotient computed pursuant to paragraph 2 by the Outstanding Bonds to 
compute the amount of Outstanding Bonds to be retired and prepaid (the "Bond Redemption 
Amount"). 

4. Multiply the Bond Redemption Amount computed pursuant to paragraph 3 by the applicable 
redemption premium, if any, on the Outstanding Bonds to be redeemed (the "Redemption 
Premium"). 
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5. Compute the Future Facilities Costs. 

6. Multiply the quotient computed pursuant to paragraph 2 by the amount determined pursuant 
to paragraph 5 to compute the amount of Future Facilities Costs to be prepaid (the "Future 
Facilities Amount"). 

7. Compute the amount needed to pay interest on the Bond Redemption Amount from the first 
bond interest and/or principal payment date following the current Fiscal Year until the 
earliest redemption date for the Outstanding Bonds. 

8. Confirm that no Special Tax delinquencies apply to such Parcel. 

9. Determine the Special Taxes levied on the Parcel in the current Fiscal Year which have not 
yet been paid. 

10. Compute the amount the Administrator reasonably expects to derive from the reinvestment of 
the Prepayment Amount less the Future Facilities Amount and the Administrative Fees and 
Expenses from the date of prepayment until the redemption date for the Outstanding Bonds to 
be redeemed with the prepayment. 

11. Add the amounts computed pursuant to paragraphs 7 and 9 and subtract the amount 
computed pursuant to paragraph 10 (the "Defeasance Amount"). 

12. Verify the administrative fees and expenses, including the costs of computation of the 
prepayment, the costs to invest the prepayment proceeds, the costs of redeeming the 
Outstanding Bonds, and the costs of recording any notices to evidence the prepayment and 
the redemption (the "Administrative Fees and Expenses"). 

13. The reserve fund credit (the "Reserve Fund Credit") shall equal the lesser of: (a) the 
expected reduction in the reserve requirement ( as defined in the Indenture), if any, associated 
with the redemption of Outstanding Bonds as a result of the prepayment, or (b) the amount 
derived by subtracting the new reserve requirement (as defined in the Indenture) in effect 
after the redemption of Outstanding Bonds as a result of the prepayment from the balance in 
the reserve fund on the prepayment date, but in no event shall such amount be less than zero. 

14. The Maximum Special Tax prepayment is equal to the sum of the amounts computed 
pursuant to paragraphs 3, 4, 6, 11 and 12, less the amount computed pursuant to paragraph 13 
( the "Prepayment Amount"). 

15. From the Prepayment Amount, the amounts computed pursuant to paragraphs 3, 4, 11, and 13 
shall be deposited into the appropriate fund as established under the Indenture and be used to 
retire Outstanding Bonds or make debt service payments. The amount computed pursuant to 
paragraph 6 shall be deposited into the Construction Fund. The amount computed pursuant 
to paragraph 12 shall be retained by the CFD. 

The Prepayment Amount may be sufficient to redeem other than a $5,000 increment of Bonds. 
In such cases, the increment above $5,000 or integral multiple thereof will be retained in the 
appropriate fund established under the Indenture to be used with the next prepayment of bonds or 
to make debt service payments. 

As a result of the payment of the current Fiscal Year's Special Tax levy as determined under 
paragraph 9 (above), the Administrator shall remove the current Fiscal Year's Special Tax levy 
for such Parcel from the County tax rolls. With respect to any Parcel that is prepaid, the Board 
shall cause a suitable notice to be recorded in compliance with the Act, to indicate the 
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prepayment of Special Taxes and the release of the Special Tax lien on such Parcel, and the 
obligation of such Parcel to pay the Special Tax shall cease. 

Notwithstanding the foregoing, no Special Tax prepayment shall be allowed unless the amount of 
Maximum Special Taxes that may be levied on Taxable Property within the applicable 
Improvement Area both prior to and after the proposed prepayment is at least 1.10 times the 
maximum annual debt service on all Outstanding Bonds. 

2. Prepayment in Part 

The Maximum Special Tax on a Parcel of Developed Property or a Parcel of Approved Property 
for which a building permit has been issued may be partially prepaid in increments of $2,000. 
The amount of the prepayment shall be calculated as in Section H. l; except that a partial 
prepayment shall be calculated according to the following formula: 

PP= PExF 

These terms have the following meaning: 

PP = the partial prepayment 
PE = the Prepayment Amount calculated according to Section H. l 
F = the percent by which the owner of the Parcel(s) is partially prepaying the 
Maximum Special Tax. 

The owner of a Parcel who desires to partially prepay the Maximum Special Tax shall notify the 
Administrator of (i) such owner's intent to partially prepay the Maximum Special Tax, (ii) the 
amount of partial prepayment expressed in increments of $2,000, and (iii) the company or agency 
that will be acting as the escrow agent, if applicable, and within 5 days of receipt of such notice, 
the Administrator shall notify such owner of the amount of the non-refundable deposit 
determined to cover the cost to be incurred by the CFD in calculating the proper amount of a 
partial prepayment. Within 15 days of receipt of such non-refundable deposit, the Administrator 
shall notify such owner of the partial prepayment amount of such Parcel. Partial prepayment 
must be made not less than 60 days prior to any redemption date for any Bonds to be redeemed 
with the proceeds of such prepaid Special Taxes. 

With respect to any Parcel that is partially prepaid, the Administrator shall (i) distribute the funds 
remitted to it according to Paragraph 15 of Section H. l, and (ii) indicate in the records of the 
Improvement Area of the CFD that there has been a partial prepayment of the Maximum Special 
Tax and that a portion of the Maximum Special Tax equal to the outstanding percentage ( 1.00-F) 
of the remaining Maximum Special Tax shall continue to be authorized to be levied on such 
Parcel pursuant to Section D. 

I. TERM OF THE SPECIAL TAX 

For each year that any Bonds are outstanding the Special Tax shall be levied on all Parcels 
subject to the Special Tax. If any delinquent Special Taxes remain uncollected prior to or after 
all Bonds are retired, the Special Tax may be levied to the extent necessary to reimburse the CFD 
for uncollected Special Taxes associated with the levy of such Special Taxes, but not later than 
the 2040-41 Fiscal Year. 
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APPENDIXE 

INFORMATION CONCERNING THE DEPOSITORY TRUST COMP ANY 

The information in this section concerning DTC and DTC 's book-entry only system has been 
obtained from sources that the Community Facilities District believes to be reliable, but the Community 
Facilities District takes no responsibility for the completeness or accuracy thereof The following 
description of the procedures and record keeping with respect to beneficial ownership interests in the Bonds, 
payment of principal, premium, if any, accreted value and interest on the Bonds to DTC Participants or 
Beneficial Owners, confirmation and transfers of beneficial ownership interests in the Bonds and other 
related transactions by and between DTC, the DTC Participants and the Beneficial Owners is based solely 
on information provided by DTC. 

The Depository Trust Company ("OTC"), New York, NY, will act as securities depository for the 
Bonds (the "Bonds"). The 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 OTC. One fully-registered Bond certificate will be issued for each maturity of the Bonds, in the aggregate 
principal amount of such maturity, and will be deposited with OTC. 

OTC, 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 17 A of 
the Securities Exchange Act of 1934. OTC 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 instnunents from 
over 100 countries that DTC's participants ("Direct Participants") deposit with OTC. OTC also facilitates 
the post-trade settlement among Direct Participants of sales and other securities transactions in deposited 
securities, through electronic computerized book-entry transfers and pledges between Direct Participants' 
accounts. This eliminates the need for physical movement of securities certificates. Direct Participants 
include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, 
and certain other organizations. OTC is a wholly-owned subsidiary of The Depository Trust & Clearing 
Corporation ("DTCC"). DTCC, in turn, is owned by a number of Direct Participants of OTC and Members 
of the National Securities Clearing Corporation, Fixed Income Clearing Corporation and Emerging Markets 
Clearing Corporation (NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York 
Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities 
Dealers, Inc. Access to the OTC system is also available to others such as both U.S. and non-U.S. securities 
brokers and dealers, banks, trust companies, and clearing corporations that clear through or maintain a 
custodial relationship with a Direct Participant, either directly or indirectly("Indirect Participants"). OTC has 
Standard & Poor's highest rating: AAA. The OTC Rules applicable to its Participants are on file with the 
Securities and Exchange Commission. More information about OTC can be found at www.dtcc.com and 
www.dtc.org. 

Purchases of Bonds under the OTC system must be made by or through Direct Participants, which 
will receive a credit for the Bonds on OTC' s records. The ownership interest of each actual purchaser of 
each Bond ("Beneficial Owner")is in turn to be recorded on the Direct and Indirect Participants' records. 
Beneficial Owners will not receive written confirmation from OTC of their purchase. Beneficial Owners are, 
however, expected to receive written confirmations providing details of the transaction, as well as periodic 
statements of their holdings, from the Direct or Indirect Participant through which the Beneficial Owner 
entered into the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries 
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 Bonds, except in the event that 
use of the book-entry system for the Bonds is discontinued. 
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To facilitate subsequent transfers, all Bonds deposited by Direct Participants with OTC are registered 
in the name of DTC's partnership nominee, Cede & Co., or such other name as may be requested by an 
authorized representative of OTC. The deposit of Bonds with OTC and their registration in the name of 
Cede & Co. or such other OTC nominee do not effect any change in beneficial ownership. OTC has no 
knowledge of the actual Beneficial Owners of the Bonds; OTC' s records reflect only the identity of the 
Direct Participants to whose accounts such Bonds are credited, which may or may not be the Beneficial 
Owners. The Direct and Indirect Participants will remain responsible for keeping account of their holdings 
on behalf of their customers. 

Conveyance of notices and other communications by OTC to Direct Participants, by Direct 
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners 
will be governed by arrangements among them, subject to any statutory or regulatory requirements as may be 
in effect from time to time. Beneficial Owners of Bonds may wish to take certain steps to augment the 
transmission to them of notices of significant events with respect to the Bonds, such as redemptions, tenders, 
defaults, and proposed amendments to the Bond documents. For example, Beneficial Owners of Bonds may 
wish to ascertain that the nominee holding the Bonds for their benefit has agreed to obtain and transmit 
notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names and 
addresses to the registrar and request that copies of notices be provided directly to them. 

Redemption notices shall be sent to OTC. If less than all of the Bonds within a maturity are being 
redeemed, DTC's practice is to determine by lot the amount of the interest of each Direct Participant in such 
maturity to be redeemed. 

Neither OTC nor Cede & Co. (nor any other OTC nominee) will consent or vote with respect to 
Bonds unless authorized by a Direct Participant in accordance with DTC's procedures. Under its usual 
procedures, OTC mails an Omnibus Proxy to the Community Facilities 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 Bonds are credited on the record date ( identified in a listing attached to the 
Omnibus Proxy). 

Principal, redemption price and interest payments on the Bonds will be made to Cede & Co., or such 
other nominee as may be requested by an authorized representative of OTC. OTC' s practice is to credit 
Direct Participants' accounts upon OTC' s receipt of funds and corresponding detail information from the 
Community Facilities District or the Fiscal Agent, on the payable date in accordance with their respective 
holdings shown on OTC' 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 OTC, the Fiscal Agent, or the Community Facilities District, subject to any statutory or regulatory 
requirements as may be in effect from time to time. Payment of principal, redemption price and interest 
payments to Cede & Co. ( or such other nominee as may be requested by an authorized representative of 
OTC) is the responsibility of the Community Facilities District or the Fiscal Agent, disbursement of such 
payments to Direct Participants will be the responsibility of OTC, and disbursement of such payments to the 
Beneficial Owners will be the responsibility of Direct and Indirect Participants. 

OTC may discontinue providing its services as depository with respect to the Bonds at any time by 
giving reasonable notice to the Community Facilities District or the Fiscal Agent. Under such circumstances, 
in the event that a successor depository is not obtained, Bond certificates are required to be printed and 
delivered. 

The Community Facilities District may decide to discontinue use of the system of book-entry-only 
transfers through OTC ( or a successor securities depository). In that event, Bond certificates will be printed 
and delivered. 

E-2 



APPENDIXF 

FORMS OF CONTINUING DISCLOSURE AGREEMENTS 

FORM OF DISTRICT CONTINUING DISCLOSURE AGREEMENT 

COMMUNITY FACILITIES DISTRICT NO. 2001-01 (FRENCH VALLEY) 
OF THE EASTERN MUNICIPAL WATER DISTRICT 

IMPROVEMENT AREA A 
2006 SPECIAL TAX BONDS 

THIS CONTINUING DISCLOSURE AGREEMENT (this "Disclosure Agreement") is 
made and entered into as of September 1, 2006, by Community Facilities District No. 2001-01 
(French Valley) of the Eastern Municipal Water District (the "Issuer") and U.S. Bank National 
Association (the "Dissemination Agent"), in connection with the issuance by the Issuer of its 2006 
Special Tax Bonds (the "Bonds"). The Bonds are being issued pursuant to the Board's Resolution 
No. 4545, a Supplement to Resolution No. 4545 and a Second Supplement to Resolution No. 3590 
(the Supplement to Resolution and the Second Supplement to Resolution are collectively referred to 
herein as the "Supplement to Resolution" and, together with Resolution No. 4545, the "Resolution"). 

The Issuer and the Dissemination Agent hereby agree as follows: 

SECTION 1. Purpose of the Disclosure Agreement. This Disclosure Agreement is being 
executed and delivered, for the benefit of the Owners and Beneficial Owners of the Bonds and in 
order to assist the Participating Underwriter in complying with the Rule. 

SECTION 2. Definitions. In addition to the definitions set forth in the Resolution of 
Issuance and the Rate and Method of Apportionment, 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 Issuer pursuant to, and as 
described in, Sections 3 and 4 of this Disclosure Agreement. 

"Beneficial Owner" shall mean any person who (a) has the power, directly or indirectly, to 
vote or consent with respect to, or to dispose of ownership of, any Bond (including a person holding 
Bond through a nominee, depository or other intermediary), or (b) is treated as the owner of any 
Bond for federal income purposes. 

"Central Post Office" means the DisclosureUSA website maintained by the Municipal 
Advisory Council of Texas or any successor thereto, or any other organization or method approved 
by the staff or members of the Securities and Exchange Commission as an intermediary through 
which issuers may, in compliance with the Rule, make filings required by this Disclosure Agreement. 

"Disclosure Representative" shall mean the General Manager, the Director of Finance or 
such other officer or employee as the Issuer shall designate in writing to the Dissemination Agent 
from time to time. 
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"Dissemination Agent" shall mean U.S. Bank, N.A. or any successor Dissemination Agent 
designed in writing by the Issuer. 

"Improvement Area A" shall mean Improvement Area A of the Issuer, as established pursuant 
to the Resolution of Formation. 

"Listed Events" shall mean any of the events listed m Section 5(a) of this Disclosure 
Agreement. 

"National Repository" shall mean any Nationally Recognized Municipal Securities 
Information Repository for purpose of the Rule. The Nationally Recognized Municipal Securities 
Information Repository for purposes of the Rule are identified in the Securities and Exchange 
Commission website located at www.sec.gov/consumer/nrmsir.htm. 

"Official Statement" shall mean the Issuer's official statement with respect to the Bonds. 

"Participating Underwriter" shall mean Stone & Youngberg LLC. 

"Repository" shall mean each National Repository and each State Repository. 

"Rate and Method of Apportionment" means that certain Rate and Method of Apportionment 
of Special Tax approved pursuant to the Resolution of Formation, as amended in accordance with the 
Act and the Resolution of issuance. 

"Resolution of Formation" means Resolution No. 3534 adopted by the Board of Directors of 
Eastern Municipal Water District on September 19, 2001, pursuant to which Eastern Municipal 
Water District formed the Issuer. 

"Rule" shall mean Rule 15c2-12(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. 

"Tax-exempt" shall mean that interest on the Bonds is excluded from gross income for federal 
income tax purposes, whether or not such interest is includable as an item of tax preferences or 
otherwise includable directly or indirectly for purposes of calculating any other tax liability, 
including any alternative minimum tax or environmental tax. 

SECTION 3. Provision of Annual Reports. 

(a) Not later than six months after the end of the Issuer's fiscal year (which currently 
ends on June 30), commencing with the fiscal year ending June 30, 2006, the Issuer shall, or shall 
cause the Dissemination Agent to, provide to each Repository and the Participating Underwriter an 
Annual Report which is consistent with the requirements of Section 4 of this Disclosure Agreement. 
Not later than 15 business days prior to the date referred to in the prior sentence hereof, the Issuer 
shall provide the Annual Report (in a form suitable for filing with the Repositories) to the 
Dissemination Agent. The Annual Report may be submitted as a single document or as separate 
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documents comprising a package and may include by reference other information as provided in 
Section 4 of this Disclosure Agreement. The Issuer 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 Issuer and shall have no duty or obligation to 
review such Annual Report. 

(b) Ifby the date required in subsection (a) the Dissemination Agent has not received a 
copy of the Annual Report, the Dissemination Agent shall contact the Issuer to determine if the 
Issuer will be filing the Annual Report in compliance with subsection (a). 

( c) If the Dissemination Agent is unable to verify that an Annual Report has been 
provided to the Repositories and the Participating Underwriter by the date required in subsection (a), 
the Dissemination Agent shall send a notice in substantially the form attached as Exhibit A to the 
Municipal Securities Rulemaking Board ("MSRB") and each State Repository. 

( d) The Dissemination Agent shall: 

(i) determine each year prior to the date for providing the Annual Report and the 
name and address of each National Repository and each State Repository, if any; 

(ii) provide any Annual Report received by it to each Repository and the 
Participating Underwriter, as provided herein; and 

(iii) if it has provided the Annual Report pursuant to (ii) above, file a report with 
the Issuer 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. 

( e) Notwithstanding any other prov1s10n of this Disclosure Agreement, any of the 
required filings hereunder may be made through a Central Post Office. 

SECTION 4. Content of Annual Reports. The Issuer's Annual Report shall contain or 
include by reference: 

(a) Financial Statements. The audited financial statements of the Issuer for the most 
recent fiscal year of the Issuer then ended. If the audited financial statements are not available by the 
time the Annual Report is required to be filed, the Annual Report shall contain any unaudited 
financial statements of the Issuer in a format similar to the audited financial statements, and the 
audited financial statements shall be filed in the same manner as the Annual Report when they 
become available. 

(b) Financial and Operating Data. The Annual Report shall contain or incorporate by 
reference the following information: 

(i) the principal amount of Bonds outstanding as of the September 2 preceding 
the filing of the Annual Report; 

(ii) the balance in each fund under the Resolution of Issuance as of the 
September 2 preceding the filing of the Annual Report; 
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(iii) the assessed valuation of the Taxable Property within Improvement Area A; 

(iv) any changes to the Rates and Method of Apportionment of the Special Tax 
approved or submitted to the qualified electors for approval prior to the filing of the Annual 
Report; 

(v) a table setting forth the annual Special Tax delinquency rate within the 
Improvement Area A at June 30 for each fiscal year on which a delinquency exists, listing for 
each fiscal year the total Special Tax levy, the amount delinquent and the percent delinquent; 

(vi) the status of any foreclosure actions being pursued by the Issuer with respect 
to delinquent Special Taxes; 

(vii) the number of parcels (x) which are included in a Final Map that was 
recorded prior to January 1 preceding the Fiscal Year in which the Annual Report is being 
filed and (ii) with respect to which a building permit for new construction has been issued 
prior to April 1st preceding the Fiscal Year in which the Annual Report is being filed, 
provided that such information need not be included for any year in which a property owner 
is required to supply it pursuant to an undertaking by the property owner to supply financial 
and operating data and provided further that this information need not be included for any 
period subsequent to the date on which building permits have been issued for the all of the 
residences expected to be constructed on such property ( as shown in the Official Statement or 
as otherwise determined by the Issuer); and 

(viii) the status of the construction of the public improvements to be acquired or 
constructed with proceeds of the Bonds and any changes in the types of public facilities to be 
constructed or acquired from those described in the Official Statement. 

(c) Any or all of the items listed in (a) or (b) above may be included by specific reference 
to other documents, including official statements of debt issues of the Issuer 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 
MSRB. The Issuer shall clearly identify each such other document so included by reference. 

SECTION 5. Reporting of Significant Events. 

(a) Pursuant to the provisions of this Section 5, the Issuer shall give, or cause the 
Dissemination Agent to give, notice of the occurrence of any of the following events with respect to 
the Bonds, if material: 

(1) principal and interest payment delinquencies, 

(2) non-payment related defaults, 

(3) unscheduled draws on the Reserve Fund reflecting financial 
difficulties, 

( 4) unscheduled draws on any credit enhancements reflecting financial 
difficulties, 
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(5) substitution of credit or liquidity providers, or their failure to perform, 

(6) adverse tax opinions or events adversely affecting the Tax-Exempt 
status of the Bonds, 

(7) modifications to the rights of Bond Owners, 

(8) unscheduled redemption of any Bond, 

(9) defeasances, 

(10) any release, substitution, or sale of property or letters of credit 
securing repayment of the Bonds, and 

(11) rating changes. 

(b) Whenever the Issuer obtains knowledge of the occurrence of a Listed Event, the 
Issuer shall as soon as possible determine if such event would be material under applicable federal 
securities laws. 

( c) If the Issuer has determined that the Listed Event would be material under applicable 
federal securities laws, the Issuer shall promptly notify the Dissemination Agent in writing. Such 
notice shall instruct the Dissemination Agent to report the occurrence pursuant to subsection ( d). 

( d) If the Dissemination Agent has been instructed by the Issuer to report the occurrence 
of a Listed Event, the Dissemination Agent shall file a notice of such occurrence with the MSRB and 
each State Repository and the Participating Underwriter. Notwithstanding the foregoing, notice of 
Listed Events described in subsections (a)(S) and (9) need not be given under this subsection any 
earlier than the notice (if any) of the underlying event is given to Owners of affected Bonds pursuant 
to the Resolution of Issuance. 

(e) In the event that the Issuer's fiscal year changes, the Issuer shall give notice of such 
change to the Dissemination Agent and shall instruct the Dissemination Agent to report such change 
in the same manner and to the same parties as a material Listed Event would be reported pursuant to 
this Section. 

(f) The Issuer hereby agrees that the undertaking set forth in this Disclosure Agreement 
is the responsibility of the Issuer, and the Dissemination Agent shall not be responsible for 
determining whether the Issuer's instructions to the Dissemination Agent under this Section comply 
with the requirements of the Rule. 

SECTION 6. Termination of Reporting Obligation. The obligations of the Issuer and the 
Dissemination Agent under this Disclosure Agreement shall terminate upon the legal defeasance, 
prior redemption or payment in full of all of the Bonds. If such termination occurs prior to the final 
maturity of the Bonds, the Issuer shall give notice of such termination in the same manner as for a 
Listed Event under Section 5. 

SECTION 7. Dissemination Agent. The Issuer may, from time to time, appoint or engage a 
Dissemination Agent to assist it in carrying out its obligations under the Disclosure Agreement, and 
may discharge any such Dissemination Agent, with or without appointing a successor Dissemination 
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Agent. The Dissemination Agent may resign by providing (i) thirty days written notice to the Issuer, 
and (ii) upon appointment of a new Dissemination Agent hereunder. 

SECTION 8. Amendment. 

(a) This Disclosure Amendment may be amended, by written agreement of the parties, 
without the consent of the Owners, and any provision of this Dissemination Agreement may be 
waived, if all of the following conditions are satisfied: (1) such amendment or waiver is made in 
connection with a change in circumstances that arises from a change in legal (including regulatory) 
requirements, a change in law, or a change in the identity, nature or status of the Issuer or the type of 
business conducted thereby, (2) the undertakings in this Disclosure Agreement as so amended or 
waived would, in the opinion of a nationally recognized bond counsel, have complied with the 
requirements of the Rule as of the date of this Disclosure Agreement, after taking into account any 
amendments or interpretations of the Rule, as well as any change in circumstances, and (3) the 
amendment or waiver either (i) is approved by the Owners of the Bonds in the same manner as 
provided in the Resolution of Issuance for amendments to the Resolution of Issuance with the 
consent of Owners or (ii) does not, in the determination of the Issuer, materially impair the interests 
of the Owners or Beneficial Owners of the Bonds. 

(b) To the extent any amendment to this Disclosure Agreement results in a change in the 
type of financial information or operating data provided pursuant to this Disclosure Agreement, the 
first Annual Report provided thereafter shall include a narrative explanation of the reasons for the 
amendment and the impact of the change in the type of operating data or financial information being 
provided. 

( c) If an amendment is made to the basis on which financial statements are prepared, the 
Annual Report for the year in which the change is 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. Such comparison shall include a 
quantitative and, to the extent reasonably feasible, 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. 

SECTION 9. Additional Information. Nothing in this Disclosure Agreement shall be 
deemed to prevent the Issuer 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 Annual Report or notice of occurrence of a Listed Event, in 
addition to that which is required by this Disclosure Agreement. If the Issuer 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 Issuer shall have no obligation under this 
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 Issuer or the Dissemination Agent to 
comply with any provision of this Disclosure Agreement, any Owner or Beneficial Owner of the 
Bonds may take such actions as may be necessary and appropriate, including seeking mandate or 
specific performance by court order, to cause the Issuer and/or the Dissemination Agent to comply 
with their respective obligations under this Disclosure Agreement. A default under this Disclosure 
Agreement shall not be deemed an Event of Default under the Resolution of Issuance, and the sole 
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remedy under this Disclosure Agreement in the event of any failure of the Issuer or the 
Dissemination Agent to comply with this Disclosure Agreement shall be an action to compel 
performance. 

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 Issuer agrees to indemnify and save the Dissemination Agent and its officers, 
directors, employees and agents, harmless against any loss, expense and liabilities which they may 
incur arising out of or in the exercise or performance of their powers and duties hereunder, including 
the costs and expenses (including attorneys fees) of defending against any claim of liability, but 
excluding liabilities due to the Dissemination Agent's negligence or willful misconduct. Any 
Dissemination Agent shall be paid (i) compensation by the Issuer for its services provided hereunder 
in accordance with a schedule of fees to be mutually agreed to; and (ii) all expenses, legal fees and 
advances made or incurred by the Dissemination Agent in the performance of its duties hereunder. 
The Dissemination Agent shall have no duty or obligation to review any information provided to it 
by the Issuer pursuant to this Disclosure Agreement. The obligations of the Issuer under this Section 
shall survive resignation or removal of the Dissemination Agent and payment of the Bonds. No 
person shall have any right to commence any action against the Dissemination Agent seeking any 
remedy other than to compel specific performance of this Disclosure Agreement. The Dissemination 
Agent shall not be liable under any circumstances for monetary damages to any person for any 
breach under this Disclosure Agreement. 

SECTION 12. Beneficiaries. This Disclosure Agreement shall inure solely to the benefit of 
the Issuer, the Dissemination Agent, the Participating Underwriter and Owners and Beneficial 
Owners from time to time of the Bonds; and it shall create no rights in any other person or entity. 

SECTION 13. Merger. Any person succeeding to all or substantially all of the 
Dissemination Agent's corporate trust business shall be the successor Dissemination Agent without 
the filing of any paper or any further act. 

SECTION 14. 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 invalidity, illegality 
or unenforceability shall not affect any other provision hereof. 

SECTION 15. Governing Law. 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 16. 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. 

COMMUNITY FACILITIES DISTRICT NO. 2001-01 
(FRENCH VALLEY) OF THE EASTERN 
MUNICIPAL WATER DISTRICT 

By: _______________ _ 
Its: __________________ _ 

U.S. BANK NATIONAL ASSOCIATION, as 
Dissemination Agent 

By: __________________ _ 
Its: Authorized Officer 
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EXHIBIT A 

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT 

Name oflssuer: Community Facilities District No. 2001-01 (French Valley) of the Eastern 
Municipal Water District 

Name of Bond Issue: Community Facilities District No. 2001-01 (French Valley) of the Eastern 
Municipal Water District, Improvement Area A 2006 Special Tax Bonds 

Date oflssuance: September 7, 2006 

NOTICE IS HEREBY GIVEN that Community Facilities District No. 2001-01 (French 
Valley) of the Eastern Municipal Water District (the "Issuer") has not provided an Annual Report 
with respect to the above-named Bonds as required by Section 3 of the District Continuing 
Disclosure Agreement, dated as of September 1, 2006. [The Issuer anticipates that the Annual 
Report will be filed by . J 

cc: Issuer 
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Dissemination Agent 



FORM OF DEVELOPER CONTINUING DISCLOSURE AGREEMENT 

COMMUNITY FACILITIES DISTRICT NO. 2001-01 (FRENCH VALLEY) 
OF THE EASTERN MUNICIPAL WATER DISTRICT 

IMPROVEMENT AREA A 
2006 SPECIAL TAX BONDS 

This Developer Continuing Disclosure Agreement, dated as of September 1, 2006 (the 
"Disclosure Agreement"), is made and entered into by and between Brookfield W633 LLC, a 
Delaware limited liability company (the "Developer"), and U.S. Bank National Association, as 
dissemination agent (the "Dissemination Agent") in connection with the issuance by Community 
Facilities District No. 2001-01 (French Valley) (the "Issuer") of the Eastern Municipal Water District 
of its Improvement Area A 2006 Special Tax Bonds (the "Bonds"). The Bonds are issued pursuant 
to the Mello-Roos Community Facilities Act of 1982, as amended (the "Act"), a Resolution of 
Issuance adopted by the Board of Directors of the Issuer on May 1, 2002, a Supplement to the 
Resolution of Issuance, and a Second Supplement to the Resolution of Issuance (collectively, the 
"Resolution of Issuance"). 

The Developer and the Dissemination Agent covenant and agree as follows: 

SECTION 1. Purpose of the Disclosure Agreement. This Disclosure Agreement is being 
executed and delivered by the parties hereto for the benefit of the Bond Owners and Beneficial 
Owners of the Bonds and in order to assist the Participating Underwriter in complying with the Rule. 

SECTION 2. Definitions. In addition to the definitions set forth in the Resolution of 
Issuance or parenthetically defined herein, which apply to any capitalized terms used in 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, 25% or more of the outstanding voting securities of such other Person, 
(b) any Person 25% 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 agreement between a Major Developer, or an Affiliate 
thereof, and the Dissemination Agent containing terms substantially similar to this Disclosure 
Agreement, whereby such Major Developer or Affiliate thereof agrees to provide Semi-Annual 
Reports and notices of Listed Events with respect to the portion of the Property owned by such Major 
Developer and its Affiliates. 

"Bond Counsel" means an attorney or a firm of attorneys whose experience in matters 
relating to the issuance of obligations by the states and their political subdivisions and the tax-exempt 
status of the interest thereon is recognized nationally. 
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"Central Post Office" means the DisclosureUSA website maintained by the Municipal 
Advisory Council of Texas or any successor thereto, or any other organization or method approved 
by the staff or members of the Securities and Exchange Commission as an intermediary through 
which issuers may, in compliance with the Rule, make filings required by this Disclosure Agreement. 

"Community Facilities District" means Community Facilities District No. 2001-01 (French 
Valley) of the Eastern Municipal Water District. 

"Development Plan" means, with respect to a Major Developer, the specific improvements 
such Major Developer intends to make, or cause to be made, to the portion of the Property owned by 
such Major Developer in order for such portion of the Property to reach the Planned Development 
Stage, the time frame in which such improvements are intended to be made and the estimated costs 
of such improvements. As of the date hereof, the Development Plan for the Property owned by the 
Developer and its Affiliates is described in the Official Statement under the caption "PROPERTY 
OWNERSHIP AND DEVELOPMENT." 

"Dissemination Agent" means U.S. Bank National Association, acting in its capacity as the 
Dissemination Agent hereunder, or any successor Dissemination Agent designated in writing by the 
Developer and which has filed with the Issuer a written acceptance of such designation. 

"Event of Bankruptcy" means, with respect to a Person, that such Person files a petition or 
institutes a proceeding under any act or acts, state or federal, dealing with or relating to the subject or 
subjects of bankruptcy or insolvency, or under any amendment of such act or acts, either as a 
bankrupt or as an insolvent, or as a debtor, or in any similar capacity, wherein or whereby such 
Person asks or seeks or prays to be adjudicated a bankrupt, or is to be discharged from any or all of 
such Person's debts or obligations, or offers to such Person's creditors to effect a composition or 
extension of time to pay such Person's debts or asks, seeks or prays for reorganization or to effect a 
plan of reorganization, or for a readjustment of such Person's debts, or for any other similar relief, or 
if any such petition or any such proceedings of the same or similar kind or character is filed or 
instituted or taken against such Person and the same shall remain undismissed for a period of sixty 
days, or if a receiver of the business or of the property or assets of such Person is appointed by any 
court, or if such Person makes a general assignment for the benefit of such Person's creditors. 

"Financing Plan" means, with respect to a Major Developer, the method by which such 
Major Developer intends to finance its Development Plan, including specific sources of funding for 
such Development Plan. As of the date hereof, the Financing Plan for the Developer and its 
Affiliates is described in the Official Statement under the caption "PROPERTY OWNERSHIP AND 
DEVELOPMENT." 

"Financial Statements" means, with respect to a Major Developer, the full financial 
statements, special purpose financial statements, project operating statements or other reports 
reflecting the financial position of each entity, enterprise, fund, account or other Person ( other than a 
financial institution acting as a lender in the ordinary course of business) identified in such Major 
Developer's Development Plan or its Financing Plan as a source of future funding for such Major 
Developer's Development Plan, which statements shall be prepared in accordance with generally 
accepted accounting principles, as in effect from time to time, and which statements may be audited 
or unaudited; provided that, if such financial statements or reports are otherwise prepared as audited 
financial statements or reports, then "Financial Statements" means such audited financial statements 
or reports. 
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"Improvement Area A" means Improvement Area A of the Community Facilities District. 

"Independent Financial Consultant" means a financial consultant or special tax consultant or 
firm of such consultants generally recognized to be well qualified in the financial consulting or 
special tax consulting field, appointed and paid by the Developer, who is not controlled by either the 
Issuer or Developer, does not have any substantial interest ( direct or indirect) in the Issuer or 
Developer and is not a member, officer or employee of the Issuer or Developer, but who may be 
regularly retained to make annual or other reports to the Issuer or Developer. 

"Listed Event" means any of the events listed in Section 5(a) of this Disclosure Agreement. 

"Major Developer" means, as of any date, any Property Owner, including the Developer, 
which owns a portion of the Property which has not reached the Planned Development Stage and the 
sum of the Maximum Special Tax then applicable to which, plus the Maximum Special Tax then 
applicable to all portions of the Property that have not reached the Planned Development Stage and 
that are owned by Affiliates of such Property Owner, is equal to or greater than 20% of the total 
Maximum Special Tax then applicable to all of the Property. 

"National Repository" means any Nationally Recognized Municipal Securities Information 
Repository for purposes of the Rule. The Nationally Recognized Municipal Securities Information 
Repository for purposes of the Rule are identified in the Securities and Exchange Commission 
website located at www.sec.gov/info/municipal/nrmsir.htm 

"Official Statement" means the Official Statement, dated August 25, 2006, relating to the 
Bonds. 

"Participating Underwriter" means Stone & Youngberg, LLC. 

"Person" means an individual, a corporation, a partnership, an association, a joint stock 
company, a trust, a limited liability company, any unincorporated organization or a government or 
political subdivision thereof. 

"Planned Development Stage" means the stage of development of the land in Improvement 
Area A owned by the Developer and its Affiliates that the Developer intends to achieve with respect 
thereto. As of the date hereof, the Planned Development stage of the Developer is the construction of 
homes on the lots in Improvement Area A on which homes have not yet been completed. 

"Property" means the parcels within the boundaries of Improvement Area A subject to 
Special Taxes. 

"Property Owner" means any Person that owns a fee interest in any portion of the Property 
that was, as of the date of this Disclosure Agreement, owned by the Developer. 

"Repository" means each National Repository and each State Repository. 

"Rule" means Rule 15c2-12(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 pursuant to, and as 
described in, Sections 3 and 4 of this Disclosure Agreement. 
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"Semi-Annual Report Date" means each March 31 and September 30, commencmg 
March 31, 2007. 

"State Repository" 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. Provision of Semi-Annual Reports. 

(a) Not later than five (5) business days prior to each Semi-Annual Report Date, the 
Developer shall provide to the Dissemination Agent a Semi-Annual Report which is consistent the 
requirements of Section 4 hereof and which is in a form suitable for filing with the Repositories. The 
Semi-Annual Report may be submitted as a single document or as separate documents comprising a 
package and may cross-reference other information as provided in Section 4 of this Disclosure 
Agreement. Not later than five (5) business days after its receipt of the foregoing material from the 
Developer, the Dissemination Agent shall provide a copy thereof to each Repository and the 
Participating Underwriter. The Developer shall provide a written certification with each Semi
Annual Report furnished to the Dissemination Agent to the effect that such Semi-Annual Report 
constitutes the Semi-Annual Report required to be furnished by it hereunder. The Dissemination 
Agent may conclusively rely upon such certification of the Developer and shall have no duty or 
obligation to review such Semi-Annual Report. 

(b) If the Dissemination Agent has not received a copy of the Semi-Annual Report by the 
date required in Subsection (a), the Dissemination Agent shall notify the Developer of such failure to 
receive the applicable report. If the Dissemination Agent is unable to verify that a Semi-Annual 
Report has been provided to the Repositories and the Participating Underwriter by the date required 
in Subsection (a), the Dissemination Agent shall send a notice to the Municipal Securities 
Rulemaking Board ("MSRB") and to the State Repository, if any, in substantially the form attached 
as Exhibit "A". 

( d) The Dissemination Agent shall: 

(i) determine each year prior to the date for providing the Semi-Annual Report, 
the name and address of each National Repository and each State Repository, if any; 

(ii) provide any Semi-Annual Report received by it to each Repository and to the 
Participating Underwriter, as provided herein; and 

(iii) if it has provided the applicable report pursuant to (ii) above, file a report with 
the Issuer and the Developer certifying that it provided the Semi-Annual Report pursuant to 
this Disclosure Agreement, stating the date it was provided and listing all the Repositories to 
which it was provided. 

( e) Notwithstanding any other prov1s10n of this Disclosure Agreement, any of the 
required filings hereunder may be made through a Central Post Office in lieu of filing with the 
Repositories. 
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SECTION 4. Content of Semi-Annual Reports. 

(a) The Developer's Semi-Annual Reports shall contain or incorporate by reference the 
information set forth in Exhibit B. 

(b) In addition to any of the information expressly required to be provided under 
Subsection (a) of this Section, the Developer shall 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. 

Major Developers that are Affiliates of each other may file either separate Semi-Annual 
Reports or combined Semi-Annual Reports covering all such entities. Any or all of the items listed 
above may be included by specific reference to other documents 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 MSRB. The Developer shall 
clearly identify each such other document so included by reference. 

SECTION 5. Reporting of Significant Listed Events. (a) The following events are Listed 
Events for purposes of this Agreement: 

(i) Any conveyance by a Major Developer of any portion of the Property owned 
by such Major Developer to an entity that is not an Affiliate of such Major Developer, the result of 
which conveyance is to cause the transferee to become a Major Developer; 

(ii) Any failure of a Major Developer, or any Affiliate of such Major Developer, 
to pay prior to delinquency taxes or Special Taxes with respect to any portion of the Property owned 
by such Major Developer or Affiliate; 

(iii) Any refusal to provide funds pursuant to or any termination of, or any event 
of default under, any line of credit, loan or other arrangement to provide funds to a Major Developer 
or its Affiliate or any other loss of a source of funds that could have a material adverse affect on such 
Major Developer's most recently disclosed Financing Plan or Development Plan or on the ability of 
such Major Developer, or any Affiliate of such Major Developer, to pay installments of Special 
Taxes when due; 

(iv) The occurrence of an Event of Bankruptcy with respect to a Major Developer 
or any Affiliate of such Major Developer that owns any portion of the Property; 

(v) Any significant amendments to land use entitlements for such Major 
Developer's Property, if material to such Major Developer's most recently disclosed Development 
Plan; 

(vi) The filing of any lawsuit against a Major Developer which, in the reasonable 
judgment of such Major Developer, will adversely affect the completion of the development of 
Property owned by such Major Developer, or litigation which if decided against the Major 
Developer, in the reasonable judgment of the Major Developer, would materially adversely affect the 
financial condition of the Major Developer; and 

(vii) The assumption of any obligations by a Major Developer pursuant to 
Section 6 hereof. 
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(b) Whenever the Developer obtains knowledge of the occurrence of a Listed Event, the 
Developer shall promptly (i) determine whether such event would be material under applicable 
federal securities laws and (ii) if the Developer determines that such event would be material under 
applicable federal securities laws, notify the Dissemination Agent and the Issuer in writing. Such 
notice shall instruct the Dissemination Agent to report the occurrence pursuant to Subsection ( c) and 
shall be in a format suitable for reporting to the MSRB and the State Repository, if any. 

( c) If the Dissemination Agent has been instructed by the Developer to report the 
occurrence of a Listed Event, the Dissemination Agent shall file a notice of such occurrence with the 
MSRB, the State Repository and the Participating Underwriter. 

SECTION 6. Assumption of Obligations. If a portion of the Property owned by the 
Developer, or any Affiliate of the Developer, is conveyed to a Person that, upon such conveyance, 
will be a Major Developer, the obligations of the Developer hereunder with respect to the Property 
owned by such Major Developer and its Affiliates may be assumed by such Major Developer or by 
an Affiliate thereof. In order to effect such assumption, such Major Developer or Affiliate shall enter 
into an Assumption Agreement. 

SECTION 7. Termination of Reporting Obligation. The Developer's obligations hereunder 
shall terminate (except as provided in Section 12) upon the earliest to occur of (a) the legal 
defeasance, prior redemption or payment in full of all the Bonds, (b) the date on which those portions 
of the Rule which require this written undertaking are held to be invalid by a court of competent 
jurisdiction in a non-appealable action, have been repealed retroactively or otherwise do not apply to 
the Bonds, ( c) the first date on which no Property Owner is a Major Developer, ( d) the first date on 
which the Developer (i) is no longer a Major Developer and (ii) has no obligations hereunder with 
respect to any property because such obligations have been assumed by one or more Major 
Developers or Affiliates thereof pursuant to an Assumption Agreement or (e) the date as of which 
both of the following have occurred: ( 1) the Board of Directors of the Issuer has adopted a resolution 
to the effect that the Issuer does not intend to issue any additional bonds payable from Special Taxes 
applicable to property in Improvement Area A and (2) the Issuer has received a certificate from an 
Independent Financial Consultant to the effect that the aggregate amount of the Maximum Special 
Tax applicable to the Developed Property in Improvement Area A is not less than 1.1 times the 
Maximum Annual Debt Service on bonds payable from Special Taxes applicable to property in 
Improvement Area A then outstanding. The Developer's obligations under this Disclosure 
Agreement with respect to a Person that purchased Property from the Developer and that became a 
Major Developer as a result thereof shall terminate upon the earliest to occur of (w) date on which 
such Person is no longer a Major Developer, (x) the date on which the Developer's obligations with 
respect to such Person are assumed under an Assumption Agreement entered into pursuant to 
Section 6, (y) the date on which all Special Taxes applicable to the portion of the Property owned by 
such Major Developer and its Affiliates are prepaid in full and (z) the date described in clause (e) of 
the preceding sentence; provided however, until the occurrence of any of the events described in 
clauses (w)through (z), the Developer's obligations hereunder with respect to each other Major 
Developer, if any, shall remain in full force and effect. Upon the occurrence of any such termination 
prior to the final maturity of the Bonds, the Developer shall cause the Dissemination Agent to give 
notice of such termination in the same manner as for a Listed Event under Section 5( c ). 

SECTION 8. Dissemination Agent. The Developer may, from time to time, discharge the 
Dissemination Agent with or without appointing a successor Dissemination Agent. The 
Dissemination Agent may resign by providing thirty (30) days' written notice to the Developer and 
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the Issuer. If at any time there is no other designated Dissemination Agent, the Developer shall be 
the Dissemination Agent. If the Dissemination Agent is an entity other than the Developer, the 
Developer shall be responsible for paying the fees and expenses of such Dissemination Agent for its 
services provided hereunder. 

SECTION 9. Amendment; Waiver. Notwithstanding any other provision of this Disclosure 
Agreement, the Developer and the Dissemination Agent may amend this Disclosure Agreement (and 
the Dissemination Agent shall agree to any amendment so requested by the Developer, so long as 
such amendment does not adversely affect the rights or obligations of the Dissemination Agent), and 
any provision of this Disclosure Agreement may be waived, provided that (a) if the amendment or 
waiver relates to Sections 3(a), 4 or 5(a) hereof, such amendment or waiver is made in connection 
with a change in legal requirements, change in law or change in the identity, nature, or status of the 
Developer or the type of business conducted; (b) the undertakings herein, as proposed to be amended 
or waived, would, in the opinion of Bond Counsel approved by the Issuer and the Participating 
Underwriter, have complied with the requirements of the Rule at the time of the primary offering of 
the Bonds, after taking into account any amendments or interpretations of the Rule, as well as any 
change in circumstances; and ( c) the amendment or waiver either (i) is approved by the Bond Owners 
in the same manner as provided in the Resolution of Issuance for amendments to the Resolution of 
Issuance with the consent of Bond Owners, or (ii) does not, in the opinion of the Issuer or Bond 
Counsel, materially impair the interests of the Bond Owners or Beneficial Owners of the Bonds. 

SECTION 10. 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 11. Default. In the event of a failure of the Developer or the Dissemination 
Agent to comply with any provision of this Disclosure Agreement, the Dissemination Agent may 
(and, at the written request of the Participating Underwriter or the Owners of at least 25% of the 
aggregate principal amount of Outstanding Bonds, and upon being indemnified to its reasonable 
satisfaction against the costs, expenses and liabilities to be incurred in compliance with such request, 
shall), or the Participating Underwriter or any Bond Owner or Beneficial Owner of the Bonds may, 
take such actions as may be necessary and appropriate, including seeking mandate or specific 
performance by court order, to cause the Developer or the Dissemination Agent, as the case may be, 
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 Resolution of Issuance, and the sole 
remedy under this Disclosure Agreement in the event of any failure of the Developer or the 
Dissemination Agent to comply with this Disclosure Agreement shall be an action to compel 
performance. 

SECTION 12. Duties, Immunities and Liabilities of Dissemination Agent. The 
Dissemination Agent shall not have any responsibility for the content of any Semi-Annual Report or 
notice of a Listed Event. The Dissemination Agent shall have only such duties as are specifically set 
forth in this Disclosure Agreement, and the Developer agrees to indemnify and save the 

F-16 



Dissemination Agent, including its officers, directors, employees and agents ( each, an "Indemnified 
Party"), 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 claim of liability, but excluding losses, 
expenses and liabilities due to such Indemnified Party's negligence or willful misconduct. The 
obligations of the Developer under this Section shall survive resignation or removal of the 
Dissemination Agent and payment of the Bonds. 

The Dissemination Agent will not, without the Developer's prior written consent, settle, 
compromise or consent to the entry of any judgment in any pending or threatened claim, action or 
proceeding in respect of which indemnification may be sought hereunder unless such settlement, 
compromise or consent includes an unconditional release of the Developer and its Affiliates from all 
liability arising out of any such claim, action or proceedings. A request by the Dissemination Agent 
for the Developer's written consent shall be answered within a reasonable amount of time to allow 
the Dissemination Agent to act in a timely manner. If any claim, action or proceeding is settled with 
the consent of the Developer or if there is a judgment ( other than a stipulated final judgment without 
the approval of the Developer) for the plaintiff in any such claim, action or proceeding, with or 
without the consent of the Developer, the Developer agrees to indemnify and hold harmless the 
Dissemination Agent to the extent described herein. 

SECTION 13. Notices. Any notices or communications to or among any of the parties to 
this Disclosure Agreement may be given as follows: 

Issuer: 

Dissemination Agent: 

Developer: 

Community Facilities District No. 2001-0l(French Valley) of 
the Eastern Municipal Water District 
2270 Trumble Road 
Perris, California 92570 
Attn: General Manager 

U.S. Bank National Association 
633 West Fifth Street, 24lh Floor 
Los Angeles, California 90071 
Attn: Corporate Trust Department 

Sandra Moore 
Brookfield W633 LLC 
12865 Pointe Del Mar, Suite 200 
Del Mar, CA 92014-3859 
Telephone: (858) 481-8500 
Fax: (858) 259-6975 

Participating Underwriter: Stone & Youngberg LLC 
Municipal Research Department 
One Ferry Building 
San Francisco, CA 94111 
Telephone: (415) 445-2300 
Fax: (415) 445-2395 
Attn: Municipal Department Research 
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SECTION 14. Beneficiaries. This Disclosure Agreement shall inure solely to the benefit of 
the Issuer, the Dissemination Agent, the Developer, the Participating Underwriter and Bond Owners 
and Beneficial Owners from time to time of the Bonds, and shall create no rights in any other person 
or entity. 

SECTION 15. Assignability. The Developer shall not assign this Disclosure Agreement or 
any right or obligation hereunder except to the extent permitted to do so under the provisions of 
Section 6 hereof. The Dissemination Agent may, with prior written notice to the Developer and the 
Issuer, assign this Disclosure Agreement and the Dissemination Agent's rights and obligations 
hereunder to a successor Dissemination Agent. 

SECTION 16. Merger. Any person succeeding to all or substantially all of the 
Dissemination Agent's corporate trust business shall be the successor Dissemination Agent without 
the filing of any paper or any further act. 

SECTION 17. 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 invalidity, illegality 
or unenforceability shall not affect any other provision hereof. 

SECTION 18. Governing Law. The validity, interpretation and performance of this 
Disclosure Agreement shall be governed by the laws of the State of California. 

SECTION 19. 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. 

BROOKFIELD W633 LLC, a Delaware limited 
liability company 

By: 
Name: _________________ _ 
Title: 

------------------

By: 
Name: _________________ _ 
Title: _________________ _ 

U.S. BANK NATIONAL ASSOCIATION, as 
Dissemination Agent 

By: 
Its: 
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EXHIBIT A 

NOTICE TO MUNICIPAL SECURITIES RULEMAKING BOARD OF FAILURE TO 
FILE ANNUAL REPORT 

Name of Obligated Person: Brookfield W633, LLC 

Name of Bond Issue: Community Facilities District No. 2001-01 (French Valley) of the Eastern 
Municipal Water District Improvement Area A 2006 Special Tax Bonds 

Date oflssuance: September 7, 2006 

NOTICE IS HEREBY GIVEN that Brookfield W633, LLC has not provided [an Annual 
Report] [a Semi-Annual Report] with respect to the above-named Bonds as required by Section 3 of 
the Developer Continuing Disclosure Agreement, dated as of September 1, 2006. Brookfield W633, 
LLC anticipates that the required report will be filed by ___ _ 

Dated: _______ _ 

cc: Brookfield W633, LLC 
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EXHIBIT B 

SEMI-ANNUAL REPORT 

COMMUNITY FACILITIES DISTRICT NO. 2001-01 (FRENCH VALLEY) 
OF THE EASTERN MUNICIPAL WATER DISTRICT 

IMPROVEMENT AREA A 
2006 SPECIAL TAX BONDS 

This Semi-Annual Report is hereby submitted under Section 3 and Section 4 of the 
Developer Disclosure Agreement (the "Disclosure Agreement") dated as of June 1, 2006, executed 
by the undersigned (the "Property Owner") in connection with the issuance of the above-captioned 
bonds by Community Facilities District No. 2001-01 (French Valley) of the Eastern Municipal Water 
District Improvement Area A 2006 Special Tax Bonds (the "District"). Capitalized terms used in 
this Semi-Annual Report but not otherwise defined have the meanings given to them in the 
Disclosure Agreement. 

I. Property Ownership 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 currently owned by the Property Owner in the District (the "Property"): 
Development Name(s) _____________________ _ 

Total Lots and Homes Completed Since Property Sold Since the Property Sold Since 
Planned Homes the Date oflssuance of the Date oflssuance of the the Last Semi-
in Develo12ment Bonds (Se12tember 7, 2006) Bonds (Se12tember 7, 2006) Annual Re12ort 
Acres* Acres* Acres* Acres* 
Lots 
Homes 

* For bulk land sales only (excluding sales of finished lots for completed homes.) 

B. Status of land development or home construction activities with regard to the 
Property: 

C. Status of building permits and any significant amendments to land use or 
development entitlements with regard to the Property: 
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D. Status of any land purchase contracts with regard to the Property, (other than 
individual homeowners). 

II. Legal and Financial Statns of Property Owner 

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 Property Owner or the 
financial condition and financing plan of the Property Owner that would materially and adversely 
interfere with its ability to complete its development plan described in the Official Statement. If 
audited financial statements of the Property Owner or its parent company (the "Financial 
Statements") are prepared, attach or incorporate 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. Such Financial Statements shall be for the most recently 
ended fiscal year for the entity covered thereby. 

III. 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 that 
are materially different from the proposed development and financing plan described in the Official 
Statement. 

IV. Statns 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 the Property Owner (including a statement as 
to whether any taxes, special taxes (including the Special Taxes) or assessments due with respect to 
the Property owned by the Property Owner are delinquent). 
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V. Preconditions to Development 

Please describe any precondition to commencement or continuation of development on any 
portion of the Property owned by the Property Owner or its Affiliates imposed by a governmental 
entity after the date of issuance of the Bonds which has not been previously disclosed and which 
could have a material adverse affect, or any change in the status of any such precondition that was 
previously disclosed in the Official Statement or a Semi-Annual Report, which could have a material 
adverse affect, on the Property Owner's most recently disclosed Financing Plan or Development Plan 
or on the ability of the Property Owner, or any Affiliate of the Property Owner, to pay installments of 
Special Taxes when due. 

VI. Legislative, Administrative or Jndicial Challenges 

Please describe any previously undisclosed legislative, administrative or judicial challenges 
to development on any portion of the Property owned by the Property Owner, or any material change 
in the status of any such challenge that was previously disclosed in the Official Statement or a Semi
Annual Report, that could have a material adverse affect on the Property Owner's most recently 
disclosed Financing Plan or Development Plan or on the ability of the Property Owner, or any 
Affiliate of the Property Owner, to pay installments of Special Taxes when due. 

VII. 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 
Property Owner or the Property contained in the Official Statement under the headings "PROPERTY 
OWNERSHIP AND DEVELOPMENT" that would materially and adversely interfere with the 
Property Owner's ability to develop and sell the Property as described in the Official Statement or 
pay its portion of the annual Special Taxes levied within the District. 

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. 
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Certification 

The undersigned Property Owner hereby certifies that this Semi-Annual Report constitutes 
the Semi-Annual Report required to be furnished by the Property Owner under the Disclosure 
Agreement. 

ANY OTHER STATEMENTS REGARDING THE PROPERTY OWNER, THE 
DEVELOPMENT OF THE PROPERTY, THE PROPERTY OWNER'S FINANCING PLAN OR 
FINANCIAL CONDITION, OR THE BONDS, OTHER THAN STATEMENTS MADE BY THE 
PROPERTY OWNER IN AN OFFICIAL RELEASE OR NEWSPAPER OF GENERAL 
CIRCULATION, OR FILED WITH THE MUNICIPAL SECURITIES RULEMAKING BOARD 
OR A NATIONALLY RECOGNIZED MUNICIPAL SECURITIES INFORMATION 
REPOSITORY, ARE NOT AUTHORIZED BY THE PROPERTY OWNER. THE PROPERTY 
OWNER IS NOT RESPONSIBLE FOR THE ACCURACY, COMPLETENESS OR FAIRNESS OF 
ANY SUCH UNAUTHORIZED STATEMENTS. 

THE PROPERTY OWNER HAS NO OBLIGATION TO UPDATE THIS SEMI-ANNUAL 
REPORT OTHER THAN AS EXPRESSLY PROVIDED IN THE DISCLOSURE AGREEMENT. 

BROOKFIELD W633 LLC, a Delaware limited 
liability company 

By: 

Title: 

By: 

Title: 
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June 19, 2006 

Ms. Debra Haskell 

EMPIRE ECONOMICS, INC. 

Economic-Real Estate Consultants 

Joseph T. Janczyk, Ph.D. 
35505 Camino Capistrano, Suite 200 

Capistrano Beach, CA 92624 

Phone: (949) 661-7012 
Fax: (949) 661-8763 

Special Funding Districts Coordinator 
Eastern Municipal Water District 
2270 Trumble Road 
P.O. Box 8300 
Perris, CA 92572-8300 

Re: Market Absorption Study for Community Facillties District No. 2001-01 (French Valley) 
Improvement Area A 

Dear Ms. Haskell: 

Empire Economics (Empire) is pleased to provide you with the Market Absorption Study for Community 
Facilities District (CFD) No. 2001-01 Improvement Area A (French Valley), hereafter referred to as CFD No. 
2001-01 IA-A, of the Eastern Municipal Water District (EMWD); accordingly, the primary conclusions are set
forth below: 

Product Mix Characteristics and Marketing Status 

CFD No. 2001-01 IA-A is located in French Valley, northeasterly of the City of Murrieta, in the southwestern 
portion of Riverside County, California. According to Brookfield Homes, LLC, the developer/builder, the CFD 
projects have the following characteristics: 

? Three residential projects that, upon build-out, are expected to have some 633 single-family detached 
homes. 

? Home prices of some $485,286, on the average, with a range of some $430,000 to $530,000. 
? Living areas of some 3,227 sq. ft., on the average, with a range of some 2,472 to 4,178 sq.ft. 
? Thus far, as of June 2006, some 12 of the homes have closed escrow, and so there are another 621 

homes remaining for future occupancies, June 2006+. 

Review of Current Market Prices and Total Tax Burden 

The Market Study performed a Competitive Market Analysis of the residential projects in CFD No. 2001-01 IA
A, by comparing their prices and Special Taxes to the active comparable projects. This analysis revealed than 
the total tax burden for the CFD projects is below the EMWD policy maximum of 2.00%. Consequently, the 
Special Taxes as currently set-forth in the Rate and Method of Apportionment are in conformance with the 
EMWD's total tax burden land-secured financing policies. 

Em ire Economics June 19 2006 
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Potential Financial Risk Factors 

The housing market is expected to experience some significant adjustments during the foreseeable future, as the 
current price structure, which is based upon the extensive use of creative financing, is re-aligned with a 
sustainable price structure, which is based upon the use of more traditional financing structures: 

Y The majority of home purchasers in recent years have utilized creative financing structures, and this has 
enabled them to "afford" homes at current market prices; however, such structures are subject to resets 
that will cause their payments to rise substantially, and so they face the risk of becoming delinquent on 
their mortgage and tax payments. 

Y However, if these purchasers instead used traditional financing structures, then the majority of them 
would NOT be able to "afford" homes at current market prices, and so their inability to do so would 
have caused the rate of sales to slowdown, unless builders offered them substantial concessions, and 
eventually lower prices. 

These market adjustments are expected to have a much more significant impact on newly developing residential 
CFDs than the broader market, as a whole, since CFDs represent the marketing of new homes to purchasers at 
current prices and they are also concentrated in particular geographical locations. 

Estimated Absorption Schedules 

Empire Economics has estimated the expected absorption schedules for the remaining homes in CFD No. 2001-
01 IA-A, through a comprehensive analysis of the following factors: 

Y the anticipated product characteristics for the remaining homes that have not yet closed escrow to 
homeowners, such as their prices and sizes of living areas. 

',, the competitive market analysis of the currently active comparable projects. 

Y the recent/expected economic and real estate factors, including a slowdown for the real estate market 
during the next several years that will result in slower sales rates. 

Y potential market risk factors, such as higher gas prices. 

Furthermore, Empire also utilizes the experience in conducting Market Absorption Studies for more than four 
hundred CFDs, with regards to the time required to develop the properties (finish the lots and complete the 
construction of the homes) as well as their performance in the marketplace under various economic and real 
estate conditions. 

Additionally, a special potential financial risk factor is that the housing market is expected to experience some 
significant adjustments during the foreseeable future, as the current price structure, which is based upon the 
extensive use of creative financing, is re-aligned with a sustainable price structure, which is based upon the use 
of more traditional financing structures. 

Finally, the estimated absorption schedules, which represent escrow closing to homeowners, are subject to the 
Assumptions and Qualifications set-forth in the Study. 
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Therefore, the 621 remaining single-family detached homes in CFD No. 2001-01 IA-A are expected to be 
absorbed (escrows closed) during the June 2006 through 2012 time period, as follows: 

? June-December 2006: 49 homes, including those homes that have already been sold but have not yet 
closed, as two projects commence escrow closings. 

? 2007: 104 homes, as the third project commences closings, also at the modified sales rates. 

? 2008: 104 homes, at the modified sales rates. 

? 2009: 120 homes, as sales rates return to normal levels. 

? 2010: 95 homes, as Veranda is closed-out. 

? 2011: 75 homes. 

Y 2012: the remaining 74 homes, as Ironwood and Acacia are closed-out. 

The relatively long time for absorption can also be attributed to CFD No. 2001-01 IA-A having one builder, as 
compared to multiple builders, with three projects that have relatively large number of homes from 185 to 262. 

Please refer to the Market Absorption Study for a comprehensive analysis of the product mix characteristics, 
macroeconomic factors, and microeconomic factors as well as the potential market and financial risk factors that 
are expected to influence the absorption of the homes in CFD No. 2001-01 IA-A, along with the assumptions 
and limiting conditions. 
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ESTIMATED ABSORPTION SCHEDULES 
EASTERN MUNICIPAL WATER DISTRICT CFO NO. 2001-01 IA-A (FRENCH VALLEY) 

. JUNE 19. 2006; SUBJECT TO REVISION . 

Projects>>> Veranda Ironwood Acacia Annually Cumulatively 

Product Tvves Single-familv Detached Single-familv Detached Single-familv Detached 

Lot Size 7200 7200 7200 

Builder Brookfield Homes Brookfield Homes Brookfield Homes 

Number of Homes 186 262 185 633 

Occunied: Mav 2006 12 0 0 12 

Future Occupancies: June 2006+ 174 262 185 621 

Number of Units- Estimated 

Plan# 1 37 52 37 

Plan# 2 46 52 46 

Plan# 3 47 52 46 

Plan# 4 56 53 56 

Plan# S 53 

Totals 186 262 185 633 

Living Areas 

Plan# 1 2,472 2,675 3,182 

Plan# 2 2,802 3,114 3,462 

Plan# 3 2,946 3,208 3,761 

Plan# 4 3,108 3,394 4,178 

Plan# S 3,670 

Averages 2,832 3,212 3,646 3,227 

Prices Actual Actual Estimated 

Plan# 1 $430,000 $455,000 $500,000 

Plan# 2 $450,000 $480,000 $51 0,000 

Plan# 3 $462,000 $490,000 $520,000 

Plan# 4 $460,000 $505,000 $530,000 

Plan# 5 $515,000 

Averages $450,500 $489,000 $515,000 $485,286 

Vaine Ratio: Price/Livin11: Area $159 $152 $141 $150 

Homeowners Commence Occnoancies Active Start November 2006 Start: Spring 2007 

Absorption/Occupancies - Fntnre 

2006 June+ 29 20 0 49 49 

2007 40 36 28 I 04 153 

2008 40 36 28 I 04 257 

2009 45 42 33 120 377 

2010 20 42 33 95 472 

2011 0 42 33 75 547 

2012 0 44 30 74 621 

Totals 174 262 185 621 
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CERTIFICATION OF INDEPENDENCE 

EMPIRE ECONOMICS PROVIDES CONSULTING SERVICES 
ONLY FOR PUBLIC ENTITIES 

The Securities & Exchange Commission has taken action against firms that have utilized their research 
analysts to promote companies with whom they conduct business, citing this as a potential conflict of 
interest. Accordingly, Empire Economics (Empire), in order to ensure that its clients, including the 
Eastern Municipal Water District (EMWD), are not placed in a situation that could cause such 
conflicts of interest, provides a Certification of Independence. This Certificate states that Empire 
performs consulting services only for public entities such as the EMWD, 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/builder, 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 CFO No. 2001-01 
IA-A (French Valley) of the EMWD was performed in an independent professional manner, as 
represented by the following statements: 

Y Empire was retained to perform the Market Absorption Study by the EMWD, not the 
District's developer/builder, Brookfield Hornes, LLC. 

Y Empire has not performed any consulting services for the District's property owner or the 
developer/builder during the past ten years. 

Y Empire will not perform any consulting services for the District's property owner or the 
developer/builder during at least the next three years. 

Y 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 CFO No. 2001-01 IA-A (French Valley) of the EMWD was performed in an 
independent professional manner. 

Empire Economics, Inc. 
Joseph T. Janczyk, President 
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INTRODUCTION 

A. OVERVIEW OF THE BOND FINANCING PROGRAM 

The Eastern Municipal Water District (EMWD) was petitioned by the property owner, Brookfield 
Hornes, LLC, to form Community Facilities District (CFO) No. 2001-01 Improvement Area A (IA-A) 
for the Planned Community of Morningstar Ranch II as a means of funding a portion of the "public" 
infrastructure that is required to support the development of its residential projects. 

CFO No. 2001-01 IA-A is located in French Valley, northeasterly of the City of Murrieta, in the 
southwestern portion of Riverside County, California. According to Brookfield Hornes, LLC, the 
developer/builder, CFO No. 2001-01 IA-A has the following characteristics: 

Y Three residential projects that, upon build-out, are expected to have some 633 single-family 
detached homes. 

Y Horne prices of some $485,286, on the average, with a range of some $430,000 to $530,000. 
Y Living areas of some 3,227 sq. ft., on the average, with a range of some 2,472 to 4,178 sq.ft. 
Y Thus far, as of June 2006, some 12 of the homes have closed escrow, and so there are another 

621 homes remaining for future occupancies, June 2006+. 

The EMWD has retained Empire Economics Inc., an economic and real estate consulting firm, to 
perform a Market Absorption Study for the homes that are yet to be occupied in CFO No. 2001-01 IA
A (French Valley). The purpose of the Market Absorption Study for CFO No. 2001-01 IA-A is to 
conduct a comprehensive analysis of the product mix characteristics, macroeconomic factors, and 
microeconomic factors as well as the potential risk factors that are expected to influence the 
absorption of the homes in the CFO, in order to arrive at conclusions regarding the following: 

Y Confirmation that the total tax burden is in conformance with the EMWD's policies: that the 
total tax burden for homeowners does not exceed 2.00% of the base price of the homes. 

Y Estimated absorption schedules for the homes not yet occupied, from market-entry to build-out 
on an annualized basis, for each of the projects. 

Y Discussion of potential risk factors that may adversely impact their marketability: 
o Market Risk Factors: Higher Gas Prices 
o Financial Risk Factors: Creative Financing and Higher Mortgage Rates 

Emoire Economics June 19 2006 
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SOUTHERN CALIFORNIA MARKET REGION 
LOCATION OF CFD NO. 2001-01 IA-A AND ITS MARKET AREA 
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B. ROLES OF THE MARKET STUDY FOR THE BOND FINANCING 

The Market Absorption Study for CFO No. 2001-01 IA-A has a multiplicity of roles with regards to 
the Bond Financing; accordingly, these are set-forth below: 

Marketing Prospects for the Residential Projects 

* Estimated Absorption Schedules: 
Escrow Closings of Hornes to Future Homeowners, 

From Market-Entry to Build-Out 

* Potential Risk Factors that may Adversely Impact 
the Marketability of the Hornes 

Relationship of the Market Study to the Special Tax Payments 

* Maximum Special Taxes 
for the Residential Projects/Products 
Conforming to the Issuer's Policies 

* Aggregate Levels of 
Special Tax Revenues for Bond Sizing 

* Share of Payments: 
Developer/Builder vs. Final-Users/Homeowners 

Relationship of the Market Study to the Appraisal/Valuation 

* Appraisal of Property 
Discounted Cash Flow - Present Value 

(The Longer the Absorption Time, the Lower the Present Value) 

The Issuing Agency, the EMWD, along with the Finance Team, can utilize the Market Absorption 
Study as well as the Special Tax Revenues and Appraised Value to structure the Bond Issue for CFO 
No. 2001-01 IA-A. 
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C. METHODOLOGY UNDERLYING THE MARKET ABSORPTION STUDY 

The Market Absorption Study performs a comprehensive analysis of the product mix characteristics, 
macroeconomic factors, and microeconomic factors as well as the potential risk factors that are 
expected to influence the absorption of the homes in CFO No. 2001-01 IA-A. 

I. Expected Product Mix Characteristics 
* Expected Number of Hornes and their Prices/Features 

II. Macroeconomic Analysis 
* Long-term Employment and Housing SCAG Projections 

for the CFO Market Area 
* Recent/Expected Economic and Real Estate Conditions 

* CFO Market Area Employment/Housing Forecasts Modified for 
Recent/Expected Economic Conditions 

III. Microeconomic Components 
* Regional Development Trends/Patterns 

* Socioeconomic Factors: Crime Levels and School Quality 
* Recent Housing Price Trends and Sales Levels 

* Competitive Market Analysis of the Projects in the CFO 

IV. Potential "Financial" Market Risk Factors 
*Potential "Financial" Risk Factors Underlying the Credit Quality and 

Bond Sizing of Land-Secured Financings in Southern California 
* Purchasers Using Creative Financing Structures - Mortgage Resets 

*Purchasers Using Traditional Financing Structures -Prices Too High 

Em ire Economics 

V. Estimated Absorption Schedules 
*Market Demand and Supply Factors 

*Expected Market Entry for the Projects 
* Escrow Closing to Homeowners 

* Estimated Capture Rates 
*Closing Remarks 

VI. Assumptions and Liming Conditions 

Appendix A 
* Southern California's Future Development Potential 
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SECTION I: EXPECTED PRODUCT MIX CHARACTERISTICS 

A. CHARACTERISTICS OF THE EXPECTED PRODUCT MIX 
FOR CFD NO. 2001-01 IA-A (FRENCH VALLEY) 

CFO No. 2001-01 IA-A (French Valley) is expected to have 633 single-family residential units in 
three different projects; the number of housing units and their marketing status as well as their 
characteristics, such as lot sizes, prices and sizes of living area, are as follows: 

Project,>>> Veranda Ironwood Acacia 

Product Type, Single-Family Detached Single-Family Detached Single-Family Detached 

Lot Size 7200 7200 7200 

Builder Brookfield Homes Brookfield Homes Brookfield Homes 

Number of Home, ,ss '" 
,s, 

Occunied: Mav 2006 " 0 0 

Future Occupancies: June 2006+ '" '" 
,s, 

Number of Unit, Estimated 

Plan# 1 n " n 
Plan# 2 " " " Plan# 3 " " " Plan# 4 ;; " ;; 

Plan# 5 " Total, '"' "' '"' 
Living Area, 

Plan# 1 2,472 2,675 3,182 

Plan# 2 2,802 3,114 3,462 

Plan# 3 2,946 3,208 3,761 

Plan# 4 3,108 3,394 4,178 

Plan# 5 3,670 

Avera~e, "" 3 212 3 646 

Price, Actual Actual Estimated 

Plan# 1 $430,000 $455,000 $500,000 

Plan# 2 $450,000 $480,000 $51 0,000 

Plan# 3 $462,000 $490,000 $520,000 

Plan# 4 $460,000 $505,000 $530,000 

Plan# 5 $515,000 

Average, $450,500 $4!!9,000 $515,000 

Value Ratio, Price/Living Area $159 $152 $141 

MARKETING STATUS OF THE HOMES TN CFDNO. 2001-01 TA-A 

300 

O OaupLC<l May 2006 

[;! future Ouupanctcs Jun, 2006+ 
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CFD NO. 2001-01 IA-A: ESTIMATED UNITS BY PROJECTS/PLANS 

CFD NO. 2001-01 IA-A: LIVING AREAS OF THE PROJECTS/PLANS 

4,500~------------------------

,oo 

' Plan# I l,4n l,OJl J,18l 

c Plan#l l,80Z J,114 J,40l 

" Plan#J l,940 J,Z08 J,JOI 

c Plan#4 J,108 J,]94 4,IJ8 

" Plan#l J,OJO 

' Averages l,8Jl J,llZ J,o40 

CFD NO. 2001-01 IA-A: BASE PRICES OF THE PROJECTS/PLANS 

'" 
' Plan~ I $4]0,000 $455,000 $500,000 

' Plann $450,000 $480,000 $510,000 

" Plann $40l,OOO $490,000 $5l0,000 

' Plan~ 4 $4(,0,000 $505,000 $5]0,000 

• Plann $515,000 

' Averages $450,500 $489,000 $515,000 

Therefore, CFO No. 2001-01 IA-A has three projects with single-family detached homes that have a 
broad price range, from some $430,900 to $530,000 (an average of $485,286) for some 2,472 to 4,178 
(an average of 3,227) sq.ft. of living area, for a value ratio (price/living area) of some $150, as an 
overall average. 
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MODEL COMPLEX FOR A PROJECT IN CFD NO. 2001-01 IA-A 
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SECTION II: MACROECONOMIC ANALYSIS 

A. METHODOLOGY UNDERLYING THE MACROECONOMIC ANALYSIS 
FOR THE CFD NO. 2001-01 IA-A MARKET AREA 

The macroeconomic section performs a comprehensive analysis of the planning projections, which 
represent the long-term development potential, and the recent/expected economic conditions, which 
determine the rate at which such development will actually occur, in order to arrive at the growth 
prospects for Southern California, as a whole, and the CFO No. 2001-01 IA-A Market Area (MA), the 
southwestern portion of Riverside County. 

Based upon Empire Economics' experience in conducting 400+ Market Studies, these 
macroeconomic factors are regarded as being the most significant determinants of the actual 
performance of Planned Communities and Business Parks in the marketplace, and, as such, they 
represent a critical component of the Market Absorption Study. 

Long-Term Employment and Housing SCAG Projections 
for the CFD Market Area 

* Employment/Housing Projections for the CFO Market Area 
* Employment vs. Residential Centers 

Recent/Expected Economic and Real Estate Conditions 
* United States: Gross Domestic Product, CPI, Productivity Trends, 

Mortgage Rates, Oil/Gas Prices and Homebuilder Stocks 
* Riverside County: Employment and Housing Trends/Patterns 

CFD Market Area Employment and Housing Forecasts 
* Modifications to Projections based upon Recent/Expected 

Economic Conditions 
*Employment/Housing Forecasts 

Therefore, the analysis of these macroeconomic factors provides an understanding of the economic 
and real estate environment within which the developer/builder in CFO No. 2001-01 IA-A will be 
marketing the residential products. 

For a comprehensive discussion of the long term employment/housing SCAG projections and the 
Consensus economic forecasts for Southern California, please refer to Appendix A. 

Em ire Economics 
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Southern California's Future Development Potential 

SCAG/SANDAG Planning Projections 
versus 

Consensus Employment/Housing Economic Forecasts 
* Reconciliation 

Planning Projections>>> <<<Economic Forecasts 
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B. LONG-TERM EMPLOYMENT AND HOUSING PROJECTIONS 
FOR THE CFD MARKET AREA 

To arrive at long-term employment and housing planning projections for the CFO No. 2001-01 IA-A 
Market Area (MA), Empire Economics utilizes information from the Southern California Association 
of Governments (SCAG). These projections are considered to be reasonable estimates of the 
development potential for the forthcoming commercial-industrial and residential projects since they 
are based upon probable land-use policies of the governing planning jurisdictions. 

Projected employment growth in the CFO MA is expected to amount to some 67,032 new positions 
during the 2000-2020 time period for a capture rate of some 3.18% of all the expected employment 
growth in Southern California. 

CFD NO. 2001-01 IA-A MARKET AREA 
LONG-TERM EMPLOYMENT DEVELOPMENT PATTERNS 

Note: Fiscal Years· For example, 2005 represents July I, 2005 to June 30, 2006 

Projected housing growth in the CFO MA is expected to amount to some 89,013 new homes during 
the 2000-2020 time period, for a capture rate of some 5.24% of all the expected housing growth in 
Southern California; this can be attributed to the Market Area having a significant amount of 
developable property. 
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CFD NO. 2001-01 IA-A MARKET AREA 
LONG-TERM HOUSING DEVELOPMENT PATTERNS 

Note: Fiscal Years· For example, 2005 represents July I, 2005 to June 30, 2006 

The capture rate for residential growth in the CFO Market Area is higher than the capture rate for 
employment growth, 5.24% vs. 3.18%, and so it is relatively stronger as a residential center as 
compared to an employment center; hence, some of the demand for housing will come from 
households employed elsewhere. 
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C. RECENT/EXPECTED ECONOMIC AND REAL ESTATE CONDITIONS 

The near-term economic and real estate conditions for the United States (US), California (CA), 
Southern California (SC) and Riverside County (RC) economies are now discussed. These are then 
utilized to modify the long-term employment and housing growth projections for the CFO No. 2001-
01 IA-AMarketArea(MA). 

1. National/State Economic Trends/Patterns 

12% 

10% 

5 8% 

ii 6% 

~ 4% 

< 

" 
2% 

~ z 0% 

;! 
-2% u 

• 0 -4% 

" .. 
-6% 

~ 
-8% 

-10% 

=us:Ovcrall 

-Consumplion 

lnvcslmcnl 

- 'Govcmmcnl 

*Gross Domestic Product (GDP) 
*Consumer Price Index (CPI) 

*Productivity Trends 
*Mortgage Rates 

*United States Oil Prices 
*California Gas Prices 
*Homebuilder Stocks 
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Y Overall U.S. Real GDP: Growth moderated somewhat from a rate of 4.20% (year/year) in 
2004 to a rate of 3.50% in 2005, and it is expected to moderate further in 2006, to a rate of 
some 3.25%. 

o Consumption: A growth rate of some 3.53% in 2005, but is expected to moderate 
somewhat to a growth rate of some 2.98% in 2006. 

o Business Investment: A growth rate of some 6.13% in 2005 but is expected to 
moderate slightly to a growth rate of some 6.05% in 2006. 

o Government Purchases: A growth rate of some I. 78% in 2005 and is expected to 
rise slightly, to a growth rate of 2.05% in 2006. 

The overall rate of growth for GDP is expected to moderate somewhat; additionally, with regards 
to its composition, the rates of growth for consumption and investment are expected to moderate 
while the rate of growth for government spending is expected to increase slightly. 
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UNITED ST ATES CONSUMER PRICE INDEX 
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lo US CPI Inde~ 2.21% 3.36% 2.85% 1.58% 2.28% 2.66% 3.39% 3.57% 

Y 1999-2001: A range of some 2.2% to 3.4% per year, relatively low levels by historical levels. 
Y 2002: Rose by only 1.6%, due to the economic slowdown caused by the terrorist attacks. 
Y 2003-2005: Rose by successively higher amounts, reaching some 3.4%, in 2005. 
Y 2006: Expected to rise further to 3.6%, the fourth consecutive increase since 2002. 

UNITED STATES PRODUCTIVITY TRENDS AND EMPLOYMENT CHANGES 
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Although GDP growth has been strong in recent years, the rate of change in the CPI has been minimal; 
this relationship represents an aberration from historical standards. Specifically, this can be attributed 
primarily to high levels of productivity growth which have enabled firms to increase their levels of 
output without substantially hiring additional employees, and thereby keep their costs and prices 
relatively stable. 
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The relatively low levels of CPI changes during 2002 through 2004 have resulted in recent historic 
lows for both the I 0-year Treasury Bond, which is the primary driving force behind fixed rate 
mortgages, and also the Federal Fund Rate, which is the primary driving force behind short-term rates, 
that also enhances the financial feasibility of creative financing mortgage structures. 

UNITED STATES MORTGAGE RATES 
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c:::==:::JlO-YrBond 6.03% 5.02% 4.61% 3.95% 4.27% 4.29% 5.01% 

---+---1 Yr Adjustable 7.05% 5.82% 4.62% 3.76% 3.87% 4.49% 5.73% 

-•· 15 Year-fixed 7.73% 6.50% 5.98% 5.17% 5.25% 5.42% 6.24% 

--30-Year fixed 8.06% 6.97% 6.54% 5.83% 5.89% 5.87% 6.63% 

Y 2000 to 2003: The rates on the IO-year Treasury Bond, the 15 year fixed mortgage, 30 year 
fixed mortgage, and the I year adjustable mortgage all declined. 

Y 2004 to 2005: The rates started to rise during 2004 and 2005 as compared to 2003: the IO-year 
Treasury Bond rose to 4.29% by +0.34%, the 15 year fixed mortgage increased to 5.42% by 
+0.25%, the 30 year fixed rate rose to 5.87% by +0.04%, and the I year adjustable mortgage 
rose to 4.49% by +0.73%. 

Y 2006: As compared to 2005, the financial rates are expected to rise further, the I 0-year 
Treasury Bond is expected to climb to 5.01 % by +0.72%, the 15 year mortgage to increase to 
6.24% by +0.82%, the 30 year fixed rate to 6.63% by 0.76%, and the I year adjustable 
mortgage to rise to 5.73% by+ 1.24%. 
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UNITED STATES CRUDE OIL PRICES 
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Y 1999-2003: Crude oil prices rose from $19 a barrel in I 999 to $31 a barrel in 2003. 
Y 2004-2005: Prices rose significantly, to some $56 a barrel. 
Y 2006: Prices are expected to rise further, to some $68 a barrel. 

CALIFORNIA GAS PRICES 
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(]CA Gas Prices $1.47 $1.77 $1.74 $1.62 $1.94 $2.22 $2.57 $3.03 

Y 1999-2002: California gas prices were relatively stable ranging from some $1.47 to $1.77. 
Y 2003-2005: Prices rose dramatically from $1.94 in 2003 to $2.57 in 2005, as a result of the 

invasion of Iraq and uncertainty in the Middle East. 
Y 2006: Gas prices are expected to rise to some $3.03, an increase of some $0.46 from 2005. 
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The recent trends in homebuilder stocks MAY provide a leading indicator of future housing market 
conditions, since the stock market factors reflects anticipated changes in the profitability of a firm. 

MAJOR HOMEBUILDERS STOCK INDEX 
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The recent trends for the homebuilder stock price index, consisting of 19 major builders, referred to as 
HGX, have been as follows: 

y 1''-2003 to 3'd-2005: The homebuilder stock index rose dramatically from $110 to $273, an 
increase of some 154% (more than double); the peak level of $293 occurred in July 2005. 

y 3'd-2005 to 2nd-2006: The index is expected to decline to $244, some -11%, as a result of 
higher mortgage rates and lower demand for housing, thereby reducing the profit margins of 
homebuilders. 

HOME BUILDER STOCK - TOLL BROTHERS 
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The recent stock value trends for Toll Brothers, a homebuilder primarily of luxury homes, have been 
as follows: 

y 1''-2003 to the 3'd-2005: The stock rose significantly from $10 to $51, an increase of some 
400%+. 

y 3'd-2005 to the 2°d-2006: The index is expected to decline to $31, a decrease of some -41 %, as 
a result of higher mortgage rates and slower sales reducing the profit margins. 

So, based upon the recent declines in homebuilder stocks, Wall Street is anticipating a slowdown in 
the housing market. 
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2. Employment Trends/Patterns 

The purpose of this section is to discuss the recent/expected trends/patterns of employment activity 
for the United States (US), California (CA) and Riverside-San Bernardino (R-SB) counties. 

EMPLOYMENT TRENDS IN R-SB COUNTIES 
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Y 1991-1996: Economic recovery, with growth rates of 15,117 or 2.02%/yr. 
Y 1997-2001: Strong expansion, with growth rates of 45,260 or 5.09%/yr. 
Y 2002-2003: Some moderation, growth rates of 34,750 or 3.32%/yr. 
Y 2004-2005: Stronger growth rates of 53,546 or 4.76%/yr. 

UNITED STATES, CALIFORNIA & RIVERSIDE- SAN BERNARDINO COUNTIES 
RECENT/EXPECTED EMPLOYMENT TRENDS: ANNUALLY 
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Y 1999-2001: The US, CA, and R-SB economies experienced moderate rates of growth during 
1999 to 2000 but in 2001 their rates of growth diminished. 

Y 2002: Their rates of employment growth all decreased from 2001, US experienced a decline of 
-1.13%, California declined by -0. 99% and R-SB moderated to 3.38%. 

Y 2003 to 2005: Their rates of employment growth all rose, the US to 1.42%, CA to 1.65% and 
R-SB to 4.87%. 

Y 2006: Their rates of growth are expected to moderate, the US to 1.14%, CA to 1.59% and R
SB to 2.53%. 
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Economic Engines Underlying Employment Growth 
The total level of wage/salary employment as of 2005 for Southern California (SC) amounted to some 
8,152,700 positions. During the 2002 to 2005 time period, the SC economy experienced cumulative 
employment growth of some 290,400 net positions, or some 1. 81 %. The performance of the various 
employment sectors were classified into three categories: strong, stable and declining: 

20% 

RECENT GROWTH RATES OF EMPLOYMENT BY SECTORS 
SOUTHERN CALIFORNIA DURING 2002-2005 

15%-t--------------------------
GROWTH SECTORS 

10% +-----------------------------jQ>--

DECLJNJNG SECTORS 
-10% 

Sectors with Relatively Slow (Declining) Growth Rates 
Y Non-Durable Goods (4.3% of all employment in SC) recently declined by some -4.2%. 
Y Durable Goods (7.4%) recently declined at a rate of some -3.6%. 

Sectors with Relatively Stable (Average) Growth Rates 
Y Local Government (11.3% of all employment in SC) recently declined by some -1.1 %. 
Y Information (3.7%) recently declined at a rate of some -0.6%. 
Y State Government (2.1 %) recently declined at a rate of -0.3%. 
Y Federal Government (1.6%) was stable. 
Y Transportation/Warehousing (3.4%) recently grew at a rate of 1.2%. 
Y Wholesale Trade (4.9%) had a recent growth rate of 1.5%. 

Sectors with Relatively Strong Growth Rates 
Y Professional and Business Services (14.6% of all employment in SC) recently grew at a rate of 

some 2.1 %. 
Y Educational and Health Services (10.4%) recently grew at a rate of2.8%. 
Y Retail Trade (10. 9%) recently grew at a rate of 3.4%. 
Y Financial Activities (6.2%) recently grew at a rate of some 6.1 %. 
Y Construction (5.4%), recently grew at a cumulative rate of 10.5%. 

So, for Southern California, as a whole, the economic engines underlying the recent employment 
growth have been primarily construction and financial activities, due to the robust levels of real estate 
activity, as well as retail trade, education/health services and professional/business services sectors. 
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Industrial and Office Construction Activity in Riverside County 
Employment growth IS the pnmary driving force underlying the levels of industrial and office 
construction activity. 

RIV~RSID~ COUNTY: N~W INDUSTRIAL BUILDINGS 
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y Major Cycles: During 1970-2005, industrial construction activity in Riverside County has 
exhibited two major cycles, with peak levels of activity occurring in 1989 and 2004. 

y 1970-2004: The capture rate for Riverside County relative to Southern California, has 
increased, rising from some 3%-4% during the early 1970's to some 20% in 2004. 

y 2005: The amount of construction activity for 2005 declined significantly, as compared to 2004 
and the capture rate for Riverside County is also decreased as well. 

RIVERSIDE COUNTY: NEW OFFICE BUILDINGS 
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y Major Cycles: During the 1980-2005 time period, the level of office construction activity in 
Riverside County has exhibited two major cycles, with peak levels of activity occurring in 
1986 and 2005. 

y 1980-2002: The capture rate for Riverside County, relative to Southern California, has 
demonstrated an increasing trend during early 1980' s to 2002, from some 2% to 6%. 

y 2003-2005: The levels of office construction activity as well as the capture rates have recently 
increased during 2003-2005, to some $126 million and some 14%, respectively. 

3. Housing Starts Trends/Patterns 
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The purpose of this section is to discuss the recent/expected trends/patterns for the levels of housing 
activity for the United States (US), California (CA) and Riverside County (RC). 

UNITED STATES, CALIFORNIA AND RIVERSIDE COUNTY 
HOUSING STARTS: ANNUALLY 
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y 1999-2001: The US residential market experienced relatively stable levels of activity while 
CA and RC markets experienced a trend of higher levels of activity. 

y 2002-2004: The US, CA and RC markets experienced significant increases in their levels of 
activity. 

y 2005: The US market experienced a somewhat higher level of activity while for CA and RC 
the level of activity declined somewhat. 

y 2006: The levels of residential activity for US, CA and RC are all expected to decline 
somewhat, due to higher mortgage rates as well as higher gas prices. 

Recent Residential Construction Activity in Riverside County 

RIVERSIDE COUNTY: NEW SINGLE-FAMILY HOMES 
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y Major Cycles: During the 1970-2005 time period, the number of new single-family homes in 
RC exhibited three major cycles, with peak levels of activity occurring in 1977, 1988 and 
2005. 

y Capture Rates: With regards to the capture rate for RC, relative to Southern California, it has 
demonstrated an increasing trend, from some 5% in the early 1970's to some 42% in 2005. 
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RIVERSIDE COUNTY: NEW MULTIPLE-FAMILY HOMES 
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y Major Cycles: During the 1970-2005 time period, the number of new multiple-family homes 
in RC exhibited four major cycles, with peak levels of activity occurring in 1972, 1979, 1986 
and 2003; of these, the highest annual levels occurred during 1984-86. 

>, Capture Rates: With regards to the capture rate for RC, relative to Southern California, it has 
demonstrated an increasing trend, from some 4% in the early 1970's to some 13% in 2004-
2005. 

Retail Construction Activity in Riverside County 
Retail construction activity is driven primarily by new residential growth, and so its trends/patterns 
generally reflect the residential construction activity. 

RIVERSIDE COUNTY: NEW RETAIL BUILDINGS 
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y Major Cycles: During the 1980-2005 time period, the level of retail construction activity in 
RC exhibited four major cycles, with peak levels of activity occurring in 1985, 1992, 2000 and 
2004. 

y Capture Rates: With regards to the capture rate for RC relative to Southern California, it has 
demonstrated an increasing trend during the early 1980's to the early 1990's, from some 10% 
to 18%. Since the early 1990's the capture rate of retail construction activity stabilized at some 
18% through 2002 but then attained higher levels of some 29% in 2004 and then 24% in 2005. 
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D. CFD MARKET AREA EMPLOYMENT AND HOUSING FORECASTS 
MODIFIED FOR RECENT/EXPECTED ECONOMIC CONDITIONS 

The employment and housing planning SCAG projections for the CFO No. 2001-01 IA-A Market 
Area (MA), which are considered to be reasonable estimates of the development potential for the 
projects, are now modified by taking into account the expected short-run economic conditions, along 
with the amount of growth that actually occurred during 2000-2005, in order to arrive at the most 
probable forecasts for employment and housing growth during 2006-2010. 

CFO NO. 2001-01 IA-A MARKET AREA 
FORECAST OF FLITLIRE EMPLOYMENT DEVELOPMENT 
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CFD NO. 2001-01 TA-A MARKET AREA 
FORECAST OF FUTURE RESTDENTTAL DEVELOPMENT 

12,000 

i 
10,000 . ----- "'-... 

" I 
8,000 

~ / 
" 6,000 

~ .. 
z 
~ 4,000 

~ 
~ 

2,000 
~ 

c 
2001 I 2002 I 2003 I 2004 I zoos I 2006 I 2007 I 2008 I 2009 I 2010 I 

l[EJ SCAG: Projcclions 4,156 I 4,156 I 4,156 I 4,156 I 4,156 I 4,056 I 3,955 I 3,955 I 3,955 I 3,955 I 

l....,._A,lual/Forccasl 8,312 I 8,728 I 9,143 I 9,559 I 9,974 I 8,488 I 7,001 I 5,538 I 6,724 I 7,911 I 

Economic Forecasts 
Years Employment Housing 

2006 3,300 8,488 
2007 3,379 7,001 
2008 3,580 5,538 
2009 3,782 6,724 
2010 3,983 7,911 

Totals 18,024 35,661 
Averages 3,605 7,132 

Therefore, during the 2006-2010 time period, as a whole, the CFO No. 2001-01 IA-A MA is expected 
to have employment growth amounting to some 18,024 new positions (3,605 per year, on the average) 
and some 35,611 new housing units (7,132 per year, on the average). 
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SECTION III: MICROECONOMIC ANALYSIS 

A. METHODOLOGY UNDERLYING THE MICROECONOMIC ANALYSIS 
OF THE RESIDENTIAL PROJECTS IN CFD NO. 2001-01 IA-A 

The microeconomic analysis focuses upon the competitiveness of the residential projects in CFO No. 
2001-01 IA-A with various regional development factors within Riverside County and also the 
comparable projects within the Competitive Market Area. 

Competitiveness from a Regional Perspective 

* Location of CFO No. 2001-01 IA-A 
Relative to Competing Planned Communities, 

Retail Centers and Business Parks 

* Socioeconomic Characteristics: Crime Rates and School Quality 

* Recent Housing Price Trends/Patterns: 
Southern California, Riverside County and the CFO Market Area 

The existing/active/forthcoming Planned Communities, Retail Centers and Business Parks, in 
conjunction with the transportation system, determines the locations of the employment centers and 
residential areas along with retail centers; accordingly, these patterns can then be utilized to gauge the 
marketing potential of CFO No. 2001-01 IA-A from a regional perspective. 

Competitive Market Analysis of the Projects in the CFD 

* Identification of the Comparable Projects 

* Competitive Market Analysis of the CFO Projects 
- Base Prices 

- Living Areas 
- Special Taxes 

The Competitive Market Analysis evaluates the competitiveness of the residential projects in the CFO 
relative to the active projects in comparable Planned Communities as well as other stand-alone 
projects. 
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B. RESIDENTIAL DEVELOPMENT TRENDS/PATTERNS 
IN THE SOUTHWESTERN PORTION OF RIVERSIDE COUNTY 

From a regional perspective, the competitiveness of CFO No. 2001-01 IA-A's residential projects are 
influenced by the development patterns for employment and housing within the Southern California 
Market Region (MR) and their interrelationships with the CFD's Market Area. 

Specifically, Business Parks generate industrial-office development while Planned Communities 
generate residential and commercial-retail development; additionally, the flow of traffic between them 
is facilitated by the freeways and highways. 

Established and Emerging Employment Centers and Business Parks 

Y The currently established major employment centers are situated in Orange, San Diego and Los 
Angeles (OC/SD/LA) counties. 

Y The emerging employment centers are located in the western portions of Riverside and San 
Bernardino (R-SB) counties. 

Y The newly developing Business Parks are situated primarily along Interstates 15 and 215, 
major north-south freeways that link the western portions of Riverside and San Bernardino 
counties. 

Y Furthermore, there has been some expansion from these into various Business Parks located in 
the CFO Market Area, the southwestern portion of Riverside County. 

Commuting Patterns: Employment Centers to Residential Areas 

Some of the households employed in the OC/SD/LA counties and the western portion of R-SB 
counties employment centers reside in the CFO Market Area, since it offers moderately priced 
housing; these commuting patterns are based upon the freeways/highways that link the 
employment centers to the Market Area. 

Y There is strong spillover of housing demand from Orange County into western Riverside 
County along Interstates 15 and 215, major north-south freeways that link Riverside County to 
Orange County; furthermore, the Eastern Transportation Corridor which links Orange County 
with Riverside County facilitates the commute to the western portion of Riverside County. 

Y There is also strong spillover of housing demand from San Diego County into southwestern 
Riverside County along Interstates 15 and 215, major north-south freeways that link Riverside 
County to San Diego County. 

Y So, there has been a substantial amount of residential development for Planned Communities 
located in the CFO Market Area, the southwestern portion of Riverside County. 

For additional information on the regional development patterns, please refer to the following exhibit. 
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C. SOCIOECONOMIC 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 also the price that they can afford; furthermore, secondary socioeconomic 
factors that are significant include the safety of the neighborhood as well as the quality of the schools. 

Crime Levels and Neighborhood Safety 

To gauge the safety of Riverside County and the CFO No. 2001-01 IA-A Neighborhood Area, 
information on crime levels was obtained utilizing the most recent data available from the Federal 
Bureau of Investigation (FBI) Index. 

CRIME RATES FOR CALIFORNIA AND 
SOUTHERN CALIFORNIA COUNTIES 

Y California: The overall crime rate is approximately 40.2 per 1,000 people per year. 
Y Southern California: The crime rate is 39.1, slightly lower than the state. 
Y Riverside County: The crime rate is 45.0, somewhat higher crime rate than either California or 

Southern California. 

RIVERSIDE CDUNTY CRIME RATES BY CITY 
(* DESIGNATES CITY IN THE CFD MARKET AREA) 
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Y CFD Neighborhood Area: This consists primarily of the cities of Murrieta and Temecula, 
and each of them have significantly lower crime rates, some 22 and 30, respectively. 
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Quality of Schools and Education 

To gauge the quality of schools in Riverside County and the CFO No. 2001-01 IA-A Neighborhood 
Area, information was compiled on educational achievement, specifically SAT I scores. 

SOUTHERN CALIFORNIA SAT T TEST SCORES: 
MA TH AND VERBAL A VEAACE 
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y California: The SAT I scores (with 1600 being the highest possible) amount to some 1015. 
y Southern California: The SAT I scores amount to some 1014, similar to the state. 
y Riverside County: The SAT I scores amount to 963, somewhat lower than for California and 

also Southern California. 

SAT T TEST SCORES: MA TH AND VERBAL A VERA GE 
e (*DESIGNATES SCHOOL DISTRICT IN THE CFD) 
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y CFD Neighborhood Area: The school districts in the Murrieta and Temecula Unified School 

Districts have SAT I scores of 1031 and 1039 respectively, and this is significantly higher than 
Riverside County as a whole, as well as California and Southern California. 

Conclusions 

From a socioeconomic perspective, Riverside County has a somewhat higher crime rate and a 
somewhat lower educational achievement level than California and also Southern California. 
By comparison, the CFO Neighborhood has a somewhat lower crime rate and the school districts have 
a somewhat higher educational achievement level than Riverside County, as a whole, and so the CFO 
projects are considered to be in a desirable socioeconomic area. 
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D. RECENT HOUSING PRICE TRENDS AND SALES LEVELS 

The recent price and sales trends for homes in Southern California, Riverside County and the CFO 
Market Area are now discussed, utilizing statistics acquired from Data Quick, which represent the 
median values of the homes sold. Although these prices are regarded as being reasonably accurate 
representations of housing market trends, they do not make adjustments for differences in the specific 
characteristics of the homes sold, such as location, lot sizes and living area. 

Southern California Counties 

RECENT PRICE TRENDS FOR HOMES 
IN THE SOUTHERN CALIFORNIA COUNTIES 
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y 1988-1995: The prices for homes in Southern California (SC) previously peaked in 1991, at 
some $205,500 and then, due to the economic recession, declined during 1992-1995, falling to 
a trough in 1995, some $174,500. 

y 1996-2006: With the economic recovery, prices began to rise, surpassing their prior peak level 
in 1999, and then since 2000, prices have risen to successive new peaks, attaining an estimated 
level of some $555,900 in 2006. 

y Riverside County: An estimated price of some $458,775 for 2006, lower than SC by some 
-$97,000. 

RECENT SALES OF HOMES 
TN THE SOUTHERN CALIFORNIA COUNTIES 
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Y 1988-1995: The sales of homes in Southern California previously peaked in 1988, at some 
320,000 units and then, due to the economic slowdown and subsequent recession, declined 
during 1989-1995, falling to a trough in I 992-1993, some I 91,300 units. 

Y 1996-2001: With the economic recovery starting in 1996, sales rose significantly, to levels of 
some 277,000. 

Y 2002-2005: Sales rose to new record levels of some 340,000 to 346,000. 
Y 2006: The level of sales is expected to decline to some 270,000, due to higher mortgage rates. 
Y Shares of Sales: With respect to the market shares of sales for 2005 various SC-Counties, they 

are relatively high for Los Angeles (34%) and Riverside (20%), moderate for San Bernardino 
(15%), San Diego (14%) as well as Orange (13%), and relatively low for Ventura (4%). 

During 2002-2005, the Southern California Market Region experienced record levels of housing prices 
and strong levels of housing sales, and so the market conditions are regarded as being robust. 
However, for 2006, the appreciation rate for homes is expected to moderate while the sales level for 
homes is expected to decline. 

CFD Market Area and Nearby Competing Areas 

The competitiveness of the CFO MA, southwestern Riverside County, can be gauged by comparing 
the prices/sales of homes with those of the competing areas, Riverside County-North West (RC: 
North-West) and San Diego-North Inland (SD: North-Inland). 
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RECENT HOUSING PRICE TRENDS 
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Y Price Trends: The various market areas attained their prior peak levels in 1990, generally 
experienced price declines during 1991-1996, but then, during 1998 to 2000, surpassed their 
prior peaks and went on to attain new record levels through 2005, along with another expected 
record level for 2006. 

Y Relative Price Levels: The prices of homes in the SD North-Inland have typically been the 
highest, since they are in closer proximity to a major employment center. 

Y Appreciation Rates: Comparing the expected prices for homes in 2006 with their levels in 
1990 reveals their cumulative rates of appreciation: CFO MA: + 194%, RC: North-West: 
230% and SD: North-Inland: 207%, and so prices have generally tripled since 1990. 

RECENT SALES TRENDS 
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Y 1989: The various market areas attained their prior peak levels of sales activity. 
Y 1990-1995: Due to the economic slowdown, the level of housing sales declined. 
Y 1996-2000: Sales activity started to recover, although at a slow pace. 
Y 2001-2005: The level of sales rose significantly, attaining new record levels of activity. 
Y 2006: The level of sales activity for all of the various market areas are expected to moderate. 
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E. COMPETITIVE MARKET ANALYSIS 
OF THE PROJECTS IN THE CFO 

A Competitive Market Analysis of the projects in CFO No. 2001-01 IA-A is now performed, by 
comparing their characteristics with the active comparable projects in the Competitive Market Area. 

Selection of the Active Comparable Projects 

Empire Economics, based upon its market surveys, identified the projects which are considered to be 
comparable to the projects in CFO No. 2001-01 IA-A, and these have been grouped into the following 
categories: 

Y Planned Communities: 
o Adeline's Farm with three projects. 

Y Stand-Alone Projects: 
o French Valley with six projects. 
o North Temecula with two projects. 

CURRENTLY ACTIVE PROJECTS IN THE COMPETITIVE MARKET AREA 

GENERAL LOCATIONS 

- I LOCATIONOFCFD 
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Competitive Market Analysis of the Projects in the CFD 

MARKETING STATUS 
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French Valley Adeline's Farm North Temecula CFDNo. 2001-01 JA-A 

Eil Escrows Closed '" DFutureUnits 

The 11 comparable projects as well as the 3 projects in CFO No. 2001-01 IA-A together have a total 
of some 2,215 housing units of which 715 have had their escrows closed and so they are considered 
to be occupied. 

Y CFD No. 2001-01 IA-A: 3 active projects with 633 homes of which 12 are occupied. 
Y French Valley: 6 active projects with 932 homes of which 488 are occupied. 
Y Adeline's Farm: 3 active projects with 371 homes of which 74 are occupied. 
Y North Temecula: 2 active projects with 279 homes of which 141 are occupied. 

PRICES AND LIVING AREAS 
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French Valley Adclinc',Farm North Temecula TotalsJAvcragcs 

OLEFT. Price $414,833 $463,544 $517,733 $544,740 $491,J 17 

.RJGHT. Living Arca J,230 2,609 J,299 J,083 2,958 

For the comparable projects as well as the projects in CFO No. 2001-01 IA-A, their prices amount to 
some $491,317, as a whole, while their living areas are some 2,958 sq.ft., as a whole. 

Y CFD No. 2001-01 IA-A: Prices of$484,833 for some 3,230 sq.ft. ofliving area. 
Y French Valley: Prices of$463,544 for some 2,609 sq.ft. ofliving area. 
Y Adeline's Farm: Prices of $517,733 for some 3,299 sq.ft. ofliving area. 
Y North Temecula: Prices of $544,740 for some 3,083 sq.ft. ofliving area. 
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VALUE RATIOS AND SPECIAL TAXES 
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French Valley Adeline', Farm North Temecula Total,/Avcragc, 

1::JLEFT. Value Ratio $151 $178 $157 $177 $168 

+RJGHT. Spcclal A"mtffax $4, 121 $2,626 $2,589 $3,136 $3,011 

To compare the prices of the comparable projects as well as the projects in CFO No. 2001-01 IA-A 
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 amount to $168 
per sq. ft. of living area and their Special Taxes/Assessments amount to some $3,011/yr. (0.62% as a 
ratio to the housing prices): 

Y CFD No. 2001-01 IA-A: Value Ratio of$151 and Special Taxes of$4,121/yr. (0.85%). 
Y French Valley: Value Ratio of$178 and Special Taxes of$2,626/yr. (0.58%). 
Y Adeline's Farm: Value Ratio of$157 and Special Taxes of$2,589/yr. (0.50%). 
Y North Temecula: Value Ratio of $177 and Special Taxes of $3,136/yr. (0.58%). 
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+---~----------~-------ct'" 

+--------------------------140 d 
n 

JO i 
+--------------------------Jw ! 

;: 

+--------------------~~----110 i 
~ 

~ 

.:,,_:fl"' ,,, .F $' ,, ""~ ,,< ;§..;;-;} 

•' ,'" ,,, 
' 

,,• 
ClTotal Sales []Future Supply Sales-Year 

The eleven comparable active projects have an estimated sales rate of some 481 homes per year, for an 
average of some 44 units per project per year; additionally, they have a future supply of 879 homes 
which, at recent sales rates, would take some 1.8 years to close-out. 

Y French Valley: 6 projects sales of285 homes annually, some 48/project (1.6 years). 
Y Adeline's Farm: 3 projects with sales of96 homes annually, some 32/project (3.1 yrs). 
Y North Temecula: 2 projects with sales of 100 homes annually, some SO/project (1.4 years). 
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FULL PRICES OF HOMES: BASE PRICE+ SPECIAL TAX LIEN 
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With respect to the "full prices" for homes, the base price plus the Special Tax lien, the projects in 
CFO No. 2001-01 IA-A have similar or slightly lower "full prices" as compared to the active projects. 
Consequently, the projects in the CFO are regarded as being competitively priced in the marketplace. 
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CHARACTERISTICS OF THE *COMPARABLE* ACTIVE PROJECTS IN THE COMPETITIVE HOUSING MARKET AREA BY PLANNED COMMUNITIES 

Special 

Project Project Builder Lot Size, Project Size and Sale, Housing Price,. Size of Living Area Value Assessments/Taxes 

Location, Total Escrow, Future Sale, Lower Average Upper Lower Average Upper Ratio Amount/ Ratio/ 

ao,ed Rate/Yr. Year Price 

2FD No. 2001-01 IA-A Veranda Brookfield Homes 7,200 ,ss " '" WA $430,000 $450,500 $460,000 2,472 2,832 3,108 $159 $3,829 0.85% 

2FD No. 2001-01 IA-A Ironwood Brookfield Homes 7,200 '" 0 '" WA $455,000 $489,000 $515,000 2,675 3,212 3,670 $152 $4,157 0.85% 

2FD No. 2001-01 IA-A Acacia Brookfield Homes 7,200 ,s, 0 ,s, WA $500,000 $515,000 $530,000 3,182 3,646 4,178 $141 $4,378 0.85% 

rench Valley Brindisi KB Home 6,000 '" ,s " ;; $376,990 $406,990 $436,990 1,597 2,235 2,873 $182 $2,442 0.60% 

rench Valley Orchid Park Ryland Homes 5,800 s, w " '" $394,385 $426,210 $458,035 1,856 2,223 2,589 $192 $2,983 0.70% 

rench Valley Vedado Buie Communities 6,000 '" '" " ;; $406,900 $430,900 $454,900 2,119 2,578 3,037 $167 $2,585 0.60% 

rench Valley Jasmine Estates Ryland Homes 6,800 "' " '" '" $421,990 $455,990 $489,990 2,079 2,505 2,931 $182 $3,192 0.70% 

rench Valley Capistrano Barratt 7,200 m ,w rn '" $444,615 $521,183 $597,750 2,081 2,940 3,799 $177 $1,042 0.20% 

rench Valley Vista Del Valle Capital Pacific Homes 7,800 "" " " ;; $483,990 $539,990 $595,990 2,523 3,176 3,829 $170 $3,510 0.65% 

"deline's Farm Watermill Shea Homes 7,200 ' " " '" SS $482,900 $490,400 $497,900 2,904 3,030 3,155 $162 $2,452 0.50% 

"deline's Farm Northfield Shea Homes 7,800 "" " '" " $479,900 $505,900 $531,900 2,930 3,327 3,724 $152 $2,530 0.50% 

"deline's Farm Key Gate Shea Homes 8,500 '" " " n $531,900 $556,900 $581,900 3,058 3,539 4,020 $157 $2,785 0.50% 

North Temecula Concord Estates Ryland Homes 7,200 "" n '"' " $512,990 $539,490 $565,990 2,459 3,044 3,628 $177 $2,697 0.50% 

North Temecula Parkside Capital Pacific Homes 7,200 '" '" " ;; $499,990 $549,990 $599,990 2,556 3,123 3,689 $176 $3,575 0.65% 

tati,tical Summary 

Sales/Year 

2FD No. 2001-01 IA-A ' rn " "' WA $461,667 $484,833 $501,667 2,776 3,230 3,652 $151 $4,121 0.85% 

rench Valley '" ; m ,ss , .. ,SS $421,478 $463,544 $505,609 2,043 2,609 3,176 $178 $2,626 0.58% 

"deline's Farm " ' rn " M % $498,233 $517,733 $537,233 2,964 3,299 3,633 $157 $2,589 0.50% 

North Temecula '" ' '" '" m '"" $506,490 $544,740 $582,990 2,508 3,083 3,659 $177 $3,136 0.58% 

otals/Averages .. " 2,215 m 1,500 '"' $458,682 $491,317 $522,595 2,464 2,958 3,445 $168 $3,011 0.62% 
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SECTION IV: 
POTENTIAL "FINANCIAL" RISK FACTORS UNDERLYING THE CREDIT 

QUALITY AND BOND SIZING FOR LAND SECURED FINANCINGS IN 
SOUTHERN CALIFORNIA 

There has been a fundamental shift in the driving force underlying the recent rates of housing price 
appreciation, from the historical role of employment growth as the driving force to the recent role of 
adjustable rate and creative financing techniques as the driving force. Since January 2002, these 
financial factors have been the primary driving force underling the extraordinary rate of housing price 
appreciation in Southern California, more than 70%. However, the economic feasibility of creative 
financing has recently diminished, as both short-term and long-terms rates have risen. Consequently 
the current levels of housing prices and land values are subject to potentially substantial downward 
adjustments, due to mortgage rate resets (as mortgages are adjusted from teaser rates to market rates) 
as well as higher short-term rates (due to rate hikes by the Federal Reserve Board). These 
adjustments, in turn, may cause a softening in housing prices and land values that could adversely 
impact the credit quality underlying land-secured financings. 

Financial Risk Factors: CFDs vs. Overall Market 
CFDs with newly developing residential projects have characteristics that make them more vulnerable 
to a housing market bubble than national or regional markets. Specifically, CFDs represent the 
marketing of new homes to purchasers at current prices that utilize creative financing structures and 
they are also concentrated in particular geographical locations. 

CHARACTERISTICS OVERALL MARKET COMMUNITY FACILITIES DISTRICT 

Geoaraohical Location Broad CFO - Focused Area 

Time of Purchase Lona Time Span: 10- 20 Years Recentlv 

Tvne of Financinq Structure Mostly Predominantly 

> Fixed Rates > Adiustable & Creative 

> Amortization of Princinal > Hiaher Loan Balances 

Amount of Eauitv Sianificant; Accumulated Over Time Minimal 

> Recent Purchase 

> Neaative Amortization 

Timing of Loan Resets Minimal & Spread Over Time Most & Similar Time 

Definition of Creative Financing 
Creative financing, as utilized herein, refers to the use of loan structures other than fixed-rate or one
year adjustable loan structures that provide for amortization of principal; some examples of creative 
structures are as follows: 

Y Interest only payments. 
Y Payment option loans (with minimum payment options). 
Y Loans with initial teaser rates (below market rates that are offered only for a limited time 

period). 
Additional factors related to creative loan structures include: 

Y Less stringent lending standards such as low/no documentation. 
Y Higher mortgage payment to income ratios. 
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1. Structural Shift in the Primary Factors Underlying Housing Price Appreciation: 
From Employment Growth to Creative Financing 

The primary factors underlying housing price appreciation in Southern California since January 2002, 
declining mortgage rates as well as the extensive use of adjustable and creative financing, represent a 
fundamental shift from the traditional factor, employment growth. 

Y During 1984-2001 housing price appreciation was driven by employment growth, along with 
accommodating financial factors, such as stable or somewhat declining mortgage rates. During 
this time period financial factors played only a secondary role: for instance, over 1991-1993 
when employment decreased, housing prices declined, even though mortgage rates fell by 
more than two percentage points from their 1989-1990 levels. 

Y However, since January 2002, as housing prices escalated at strong rates, the primary 
fundamental factor, employment growth, has experienced only minimal growth, some 1.18% 
per year, on the average. Instead, housing price appreciation has been driven primarily by 
financial factors, particularly the use of adjustable rate mortgages and creative financing 
techniques. 
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2. Role of Financial Factors Underlying Recent Rates of Housing Price Appreciation 

Since January 2002, the primary driving forces underlying housing price appreciation have been as 
follows: 

Y Households initially taking advantage of recent historically low fixed rates, through June 2003 
Y A shift to adjustable rate mortgages, through March 2004 
Y Since April 2004, the use of creative financing structures. 

The impacts of creative mortgage financing structures on the price of housing can be gauged by 
estimating the prices that households could afford to pay utilizing the various structures; the starting 
price for housing, as of January 2002, was some $278,000, and prices have recently increased to some 
$475,000, a change of more than 70%. 
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Y Fixed Rates: Based upon the recent historic low for fixed rates, which occurred in June 2003, 
the price amounted to some $350,000, an increase of $72,000; however, using current fixed 
rates, the most recent price amounts to some $331,000, some -$144,000 below current price 
levels. 

Y Adjustable Rates: Based upon the recent historic low for adjustable rates, which occurred in 
March 2004, the price amounted to some $444,000, an increase of $164,000; however, using 
current adjustable rates, the most recent price amounts to some $363,000, some -$112,300 
below current price levels. 

Y Creative Financing: Based upon the rates for creative financing, the price currently amounts 
to some $475,000, an increase of $197,000 above the price for housing as of January 2002 of 
some $278,000 
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3. Potential Risk Factors for Purchasers Utilizing Creative Financing Structures 

The purchasers of homes that utilize creative finauciug structures are able to "afford" homes at current 
market prices; however, their rates are subject to resets that will cause their payments to rise 
substautially, and so they face the risk of potentially becomiug delinquent on their mortgage aud tax 
payments. 

3-A. Purchasers Using Creative Financing and Mortgage Loan Resets 

Purchasers of homes that utilize creative financing are subject to resets, as their initial teaser rates are 
re-aligned to the market rates, and so their mortgage payments are likely to increase significantly. 

The potential for mortgage reset is illustrated below, usiug a home with a price of $500,000 that is 
fully financed, with no down payment, something that buyers often do using first and second 
mortgages: 

Fixed Rate Loan Structure: 
Y Mortgage payment of some $32,500 per year. 

Creative Loan Structure: 
Y First three years, $24,375 per year, using a teaser rate iuterest only payment. 
Y Starting in the fourth year, when the loan payment is adjusted to the market rate and fully 

amortized to pay priucipal as well, the payment rises to some $34,600 per year. 

Therefore, the mortgage payment for the fourth year and thereafter is some 42% higher than for the 
first three years, an increase of some $10,225 per year. 

:l,40,000 

MORTGAGE PAYMENTS: FIXED RATE VS CREATIVE FINANCING 
PRESENT VALUE OF LOAN PAYMENTS THE SAME 

FIXED RATE LOAN - LEVEL PAYMENT liOR)O YEARS 

YEAR #4 LOAN PAYMENT INCREASES BY+ 42% 
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-Fixed Rate Creative: 3-Years 

With regard to the amount of mortgages that are subject to such resets, based upon data for the United 
States mortgage market as a whole, these are expected to rise dramatically, from some $0.83 billion iu 
2005 to more that $1.0 trillion in 2007. 

Furthermore, it is worthwhile to note that with regards to CFDs iu particular, mortgage resets are 
expected to be significant, siuce most of the recent purchasers have utilized creative financiug. 
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3 -B. Example of Purchasers of Homes in a Residential Project with Mortgage Resets 

The following example provides a simulation of the potential impacts of mortgage resets for the recent 
purchasers of homes in a newly developing residential project: 

y Price of Homes: $500,000 
y Household Income: $75,000 
y Fully Mortgaged: 100% First of 80% and second of 20% 
y Creative Structure: 

0 Interest only for first three years: $20,000 per year 
0 Interest and amortization: next 27 years: $30,000 per year 

y Property and Special Taxes: 2.0%, $10,000 per year. 
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SAMPLE PROJECT: MORTGAGE RESETS IN YEAR3 
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Accordingly, the application of these assumptions results in the following scenario: 

y Phase I: 50 buyers in 2004 have payments of $30,000 per year until 2007 when the reset cause 
the payment to escalate to $40,000 per year. (mortgage payment rises by $10,000) 

y Phase II: 50 buyers in 2005 follows a similar pattern, with a year's delay. 

y 2006: The buyers in both phases have stable payments, and so the delinquency rate is expected 
to be normal. 

y 2007: The first 50 buyers have their payment rise by some $10,000. 
y 2008: The buyers in Phase II which have their payments also rise. 

The delinquency rates resulting from these mortgage payment increases will be determined by a 
multiplicity of factors, including the financial reserves of the households, their ability to reduce other 
expenditures, and so forth. Nevertheless, an increase in the mortgage payment by some $10,000 may 
prove to be beyond the financial capabilities of some of the households. Furthermore, their motivation 
to re-allocate funds to the mortgage payment may be diminished by their low levels of equity (100% 
financing and negative amortization.) 
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3 - C Delinquency Rates and Types of Loans 

From an historical perspective, the mortgage delinquency levels for homeowners with adjustable 
mortgages have traditionally been significantly higher than for homeowners with fixed rate loans. 
During the 2000-2005 time period, the 5.4% delinquency rate for adjustable rate loans has been above 
the 3.6% delinquency rate for fixed rate loans by some 50% (5.4% vs. 3.6%.). This is typically 
attributed to homeowners with adjustable rate loans having difficulty with higher mortgage payments 
as rates rise as well as such households having "low" equity levels ( due to higher loan to price ratios as 
well as negative amortization), and hence less of an incentive to "hold-on" to the home. 
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However, the potential delinquency rates for households with creative financing does not have an 
historical track record, since such loan structures have just become the available recently, and so they 
have not yet been tested under adverse real estate and economic conditions. Considering that creative 
loans are subject to substantial increase in mortgage payments when they are reset, as compared to 
traditional adjustable loans which vary only due to interest rates fluctuations, their delinquency rates 
are likely to be substantially higher. 

A "leading" indicator of higher Special Tax delinquency rates may be "notices of default" that are 
recorded against homes that are not making their mortgage payments on a timely basis. 

RECENT TRENDS FOR "NOTICES OF DEFAULT" FOR MORTGAGES 
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Therefore, although a project may initially have low delinquency levels, when the resets start to 
occur several years after the original purchase, then the delinquency rates may rise 
dramatically, since most of the buyers in the project have similar financing structures. 
Furthermore, these delinquency rate increases may occur despite the higher value of the homes 
(but minimal equity) and favorable economic growth (not a recession). 
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4. Potential Challenges for Purchasers Utilizing Traditional Financing Structures 

The purchasers of homes that are now utilizing traditional financing structures are NOT able to 
"afford" homes at current market prices, and so this may cause the rate of sales to slowdown unless 
builders offer them substantial concessions. 

4 -A. Diminishing Potential of Creative Financing 

The potential for creative financing as a means of enhancing the purchasing power of prospective 
homebuyers has diminished recently, due primarily to the Federal Reserve Board raising the Federal 
Funds Rate. Specifically, the "spread" between conventional financing and teaser rates has been 
compressed as a result of the flattening of the yield curve (the vertical arrows diminish in size). 
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AND THE FEDERAL RESERVE BOARD 

! 
'>. ,0(1% 

! 
~ <00%+----- ------
i 
1 "(1%+-----------,-~-11,, 

c:::JFcdcral Fund, -Fixed: JO Yr Variable I Yr 

4 -B. Recent Shift Towards Traditional Financing Structures 

The purchasers of new homes now face higher mortgage rates, since the availability of creative 
financing has recently diminished, due to the flattening of the yield curve; additionally, the yields on 
the ten year bond which influences the 15-year and 30-year fixed rate mortgages have also increased as 
well. 

In recent months, the proportion of buyers using creative financing has recently declined from some 
71 % in November 2005 to 64% in January 2005 and then further to 52% as of February 2006. 

Em ire Economics 
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As the purchasers of new homes move back towards the more traditional financing structures, their 
purchasing power may not be able to support the recent prices which were bolstered by the use of 
creative structures which currently support a price of some $475,000, an increase of $197,000 above 
the January 2002 levels. 

Y Fixed Rates: Based upon current fixed rates, the supportable price amounts to some $331,000, 
some -$144,000 below the actual current price levels. 

Y Adjustable Rates: Based upon current adjustable rates, the supportable price amounts to some 
$363,000, some -$112,300 below the actual current price levels. 

Therefore, the purchasers of new homes that use the traditional financing structures will 
encounter challenges in paying the current prices, since their purchasing power with traditional 
loan structures is significantly below their purchasing power with creative structures. So, the 
real estate market is expected to encounter some significant adjustments, through a combination 
of lower prices, enhanced builder incentives, and slower sales rates. 

5. Conclusions 

The housing market is expected to experience some significant adjustments during the foreseeable 
future, as the current price structure, which is based upon the extensive use of creative financing, is re
aligned with a sustainable price structure, which is based upon the use of more traditional financing 
structures: 

Y The purchasers of homes that are utilizing creative financing structures are able to "afford" 
homes at current market prices; however, such structures are subject to resets that will cause 
their payments to rise substantially, and so they face the risk of becoming delinquent on their 
mortgage and tax payments. 

Y The purchasers of homes that are utilizing traditional financing structures are NOT able to 
"afford" homes at current market prices, and so their inability to do so may cause the rate of 
sales to slowdown, unless builders offer them substantial concessions, and eventually lower 
pnces. 

These market adjustments are expected to have a much more significant impact on newly developing 
residential CFDs than the broader market, as a whole, since CFDs represent the marketing of new 
homes to purchasers at current prices and they are also concentrated in particular geographical 
locations. 
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SECTIONV: 
ESTIMATED ABSORPTION SCHEDULES FOR THE 

PROJECTS IN CFD NO. 2001-01 IA-A 

The purpose of this section is to estimate the absorption schedules for the projects in CFO No. 
2001-01 IA-A, based upon a consideration of the recent/expected market demand/supply conditions as 
well as the potential market and financial risk factors, along with the market-entry of the projects. 

Market Demand/Supply as well as the Market/Financial Risk Factors 

Em ire Economics 

Macroeconomic Components 

* Market Demand for Housing Based Upon 
SCAG Projections Modified for 

Recent/Expected Economics Conditions 

Microeconomic Components 

* Regional Development Trends/Patterns 
* Socioeconomic Factors: School and Crime 

* Housing Price Trends and Patterns 
* Competitive Market Analysis 

Potential "Market" Risk Factors 

* Recent/Expected Increases in Mortgage Rates 
* Recent/Expected Increases in Gas Prices 
* Active Projects: Future Housing Supply 

Potential "Financial" Risk Factors 

* Purchasers Utilizing Creative Financing 
Subject to Mortgage Resets 

* Purchasers Using Traditional Financing Structures: 
Difficult to Qualify at Current Prices 
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Empire's Algorithm for Estimating Absorption Schedules 

Empire Economics has estimated the expected absorption schedules for the remaining homes in CFO 
No. 2001-01 IA-A, through a comprehensive analysis of the following factors: 

Y the anticipated product characteristics for the remaining homes that have not yet closed escrow 
to homeowners, such as their prices and sizes of living areas. 

Y the competitive market analysis of the currently active comparable projects. 

Y the recent/expected economic and real estate factors, including a slowdown for the real estate 
market during the next several years that will result in slower sales rates. 

Y potential market risk factors, such as higher gas prices. 

Furthermore, Empire also utilizes the experience in conducting Market Absorption Studies for more 
than four hundred CFDs, with regards to the time required to develop the properties (finish the lots and 
complete the construction of the homes) as well as their performance in the marketplace under various 
economic and real estate conditions. 

Additionally, a special potential financial risk factor is that the housing market is expected to 
experience some significant adjustments during the foreseeable future, as the current price structure, 
which is based upon the extensive use of creative financing, is re-aligned with a sustainable price 
structure, which is based upon the use of more traditional financing structures. 

Finally, the estimated absorption schedules, which represent escrow closing to homeowners, are 
subject to the Assumptions and Qualifications set-forth in the next section. 

Market Entry of the Projects 

There are currently two projects that are active, and the third project 1s expected to enter the 
marketplace in the near future: 

• Veranda: Summer 2005 

• Ironwood: Spring 2006 

• Acacia: Fall 2006 
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Estimated Absorption Schedules for the Projects in CFD No. 2001-01 IA-A 

Accordingly, the estimated absorption schedules for the single-family detached projects in CFO No. 
2001-01 IA-A are as follows: 

CFO NO. 2001-01 IA-A (FRENCH VALLEY) 

ESTIMATED ABSORPTION SCHEDULES 
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Therefore, the 621 remaining single-family detached homes in CFO No. 2001-01 IA-A are expected to 
be absorbed (escrows closed) during the June 2006 through 2012 time period, as follows: 

Y June-December 2006: 49 homes, including those homes that have already been sold but have 
not yet closed, as two projects commence escrow closings. 

Y 2007: 104 homes, as the third project commences closings, also at the modified sales rates. 
Y 2008: 104 homes, at the modified sales rates. 
Y 2009: 120 homes, as sales rates return to normal levels. 
Y 2010: 95 homes, as Veranda is closed-out. 
Y 2011: 75 homes. 
Y 2012: the remaining 74 homes, as Ironwood and Acacia are closed-out. 

The relatively long time for absorption can also be attributed to CFO No. 2001-01 IA-A having one 
builder, as compared to multiple builders, with three projects that have relatively large number of 
homes from 185 to 262. 

Expected Capture Rates for CFD No. 2001-01 IA-A 
The expected absorption schedule for the residential projects in CFO can also be expressed as a 
capture rate of the expected market demand for the CFO Market Area, the southwestern portion of 
Riverside County. 

CAPTURE RATE OF THE MARKET AREA'S DEMAND 
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Y 2006-2012: For the time period, the capture rate amounts to some 1.2%, on the average. 
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Closing Remarks 

The estimated absorption schedules for the residential projects in CFO No. 2001-01 IA-A are subject 
to change due to potential shifts in economic/real estate market conditions and/or the development 
strategy by the developer/builder, Brookfield Homes, LLC. 

ESTIMATED ABSORPTION SCHEDULES 
EASTERN MUNICIPAL WATER DISTRICT CFO NO. 2001-01 IA-A (FRENCH VALLEY) 

. JUNE 19, 2006; SUBJECT TO REVISION . 

Projects>>> Veranda Ironwood Acacia Annually Cumulatively 

Product Tvoes Sinele-Familv Detached Sin,le-Familv Detached Sinele-Familv Detached 

Lot Size 7200 7200 7200 

Builder Brookfield Homes Brookfield Homes Brookfield Homes 

Number of Homes 186 262 185 633 

Occupied: May 2006 12 0 0 12 

Future Occupancies: June 2006+ 174 262 185 621 

Number of Units - Estimated 

Plan# 1 37 52 37 

Plan# 2 46 52 46 

Plan# 3 47 52 46 

Plan# 4 56 53 56 

Plan# 5 53 

Totals 186 262 185 633 

Livin2: Areas 

Plan# 1 2,472 2,675 3,182 

Plan# 2 2,802 3,114 3,462 

Plan# 3 2,946 3,208 3,761 

Plan# 4 3,108 3,394 4,178 

Plan# 5 3,670 

Averages 2,832 3,212 3,646 3,227 

Prices Actual Actual Estimated 

Plan# 1 $430,000 $455,000 $500,000 

Plan# 2 $450,000 $480,000 $51 0,000 

Plan# 3 $462,000 $490,000 $520,000 

Plan# 4 $460,000 $505,000 $530,000 

Plan# 5 $515,000 

Avera2:es $450,500 $489,000 $515,000 $485,286 

Vaine Ratio: PriceJLivin<' Area $159 $152 $141 $150 

Homeowners Commence Occnoancies Active Start November 2006 Start: Sorine 2007 

AbsorptionlOccnpancies - Fntnre 

2006 June+ 29 20 0 49 49 

2007 40 36 28 I 04 153 

2008 40 36 28 I 04 257 

2009 45 42 33 120 377 

2010 20 42 33 95 472 

2011 0 42 33 75 547 

2012 0 44 30 74 621 

Totals 174 262 185 621 
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SECTION VI: ASSUMPTIONS AND LIMITING CONDITIONS 

The Market Absorption Study is based upon various assumptions and limiting conditions; accordingly, these are 
as follows: 

Property Boundaries 
No survey or engineering analysis ofCFD No. 2001-01 IA-A property has been made by the market analyst; the 
District Engineer's report utilized for the Bond is deemed to be reliable. The market analyst assumes the existing 
boundaries to be correct, that no encroachments exist and assumes no responsibility for any condition not 
readily observable from customary investigation and inspection of the premises, which might affect the 
valuation, excepting those items which were specifically mentioned in the report. 

Maps and Exhibits 
Maps and exhibits included in this report are for illustration only as an aid in visualizing matters discussed within 
the report. They should not be considered as surveys, or relied upon for any other purpose, nor should they be 
removed from, reproduced, or used apart from the report. 

Title to Property 
No opinion as to title is rendered. Data related to ownership and legal description, obtained from governmental 
records related to the formation of the District that forms the basis for identifying the boundaries of CFD No. 
2001-01 IA-A are considered reliable. Title is assumed to be marketable and free and clear of all liens, 
encumbrances, easements and restrictions except those specifically discussed in the report. The property is 
evaluated assuming to be under responsible ownership and competent management and available for development 
to highest and best use. 

Earthquakes and Seismic Hazards 
The property which is the subject of this market analysis is within a geographic area prone to earthquakes and 
seismic disturbances. Except as specifically indicated in the report, no seismic or geologic studies have been 
provided to the market analyst concerning the geologic and/or seismic condition of the subject property. The 
market analyst assumes no responsibility for the possible effect on the subject property of seismic activity and/or 
earthquakes. 

Soil and Geological Studies 
No detailed soil studies or geological studies or reports were made available to the market analyst. Assumptions 
employed in this report regarding soils and geologic qualities of the subject property have been provided to the 
client. However, such assumptions are not conclusive and the market analyst assumes no responsibility for soils 
or geologic conditions discovered to be different from the conditions assumed unless otherwise stated in this report. 

Hidden or Unapparent Conditions 
The market analyst assumes no responsibility for hidden or unapparent conditions of the property, subsoil, 
groundwater or structures that render the subject property more or less valuable. No responsibility is assumed for 
arranging for engineering, geologic or environmental studies that may be required to discover such hidden or 
unapparent conditions. 

Presence and Impact of Hazardous Material 
Unless otherwise stated in the report, the market analyst did not become aware of the presence of any hazardous 
material or substance during the market analyst's general inspection of the subject property. However, the 
market analyst is not qualified to investigate or test for the presence of such materials or substances. The 
presence of such materials or substances may adversely affect the evaluation of the subject property. The 
market analyst assumes no responsibility for the presence of any such substance or material on or in the 
subject property, nor for any expertise or engineering knowledge required to discover the presence of such 
substance or material. 
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Structural Deficiencies of Improvements 
The market analyst has not performed a thorough inspection of the subject property, and except as noted in this 
report has not found obvious evidence of structural deficiencies in any improvements located on the subject 
property. Consequently, the market analyst assumes no responsibility for hidden defects or nonconformity with 
specific governmental requirements, such as fire, building and safety, earthquake or occupancy codes, unless 
inspections by qualified independent professions or governmental agencies were provided to the market analyst. 
Further, the market analyst is not a licensed engineer or architect and assumes no responsibility for structural 
deficiencies not apparent to the market analyst at the time of their inspection. 

Presence of Asbestos 
The market analyst is not aware of the existence of asbestos in any existing improvements on the subject 
property. However, the market analyst is not trained to discover the presence of asbestos and assumes no 
responsibility should asbestos be found in or at the subject property. For the purposes of this report, the market 
analyst assumes the subject property is free of asbestos and the subject property meets all federal, state and 
local laws regarding asbestos abatement. 

Environmental and Other Regulations 
The property is evaluated assuming it to be in full compliance with all applicable federal, state and local 
environmental regulations and laws, unless otherwise stated. 

Required Permits and Other Governmental Authority 
Unless otherwise stated, the property evaluated is assumed to have all required licenses, permits, certificates, 
consents or other legislative and/or administrative authority from any local, state or national government or 
private entity or organization that have been or can be obtained or renewed for any use on which the evaluation 
analysis contained in this report is based upon. 

Designated Economic Scenario 
The Market Absorption Study focuses upon the expected absorption schedules for the products in CFD No. 
2001-01 IA-A according to the designated economic scenario. Specifically, this scenario represents the economic 
and real estate conditions for the Market Region and also the Market Area during the foreseeable future according 
to the most probable conditions, and this is regarded as being appropriate for the Bond Financing. However, the 
economic and market conditions which actually materialize on a year by year basis may differ from those 
presented according to the designated economic scenario, as a result of exogenous factors which are difficult 
to forecast/quantify. Accordingly, the designated scenario should be utilized as an economic framework for 
evaluating the marketing prospects of the properties within CFD No. 2001-01 IA-A rather than a "literal" 
representation of what is expected to occur on a year/year basis during the foreseeable future. 

Provision of the Infrastructure 
The Market Absorption Study assumes that the governmental agencies that supply public facilities and services, 
including water, provide these in a timely manner so that the proposed products/projects in CFD No. 2001-01 IA-A 
can respond to the expected market demand for their products. Otherwise, if the required infrastructure is not 
available in a timely manner, then the absorption of the products/projects could be adversely impacted. 

Developer/Builder Responsiveness to Market Conditions 
The Market Absorption Study assumes that the developer/builder in CFD No. 2001-01 IA-A responds to the 
market conditions with products that are competitively priced and have the features/amenities that are desired by 
the purchasers. Specifically, some of the products in CFD No. 2001-01 IA-A have not yet entered the marketplace, 
and so the specific characteristics of their product types cannot be identified until they actually offer products on the 
marketplace. Consequently, to the extent that future products/projects have prices/features that differ from the 
competitive market standards, then their absorption schedules would need to be modified from those presented 
according to the designated economic scenario. 
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Financial Strength of the Project Developer/Builder 
The Market Absorption Study assumes that Project developer/builder in CFD No. 2001-01 IA-A (and also their 
lenders) have sufficient financial strength to adequately fund their projects, including paying their Special 
Taxes/Assessments, and that they have sufficient financial reserves which could be utilized to supplement 
their cash flow positions, in the event that adverse economic or market conditions occur. 

Accuracy of Information from Others 
In preparing this report, the market analyst was required to rely on information furnished by other individuals or 
found in previously existing records and/or documents. Unless otherwise indicated, such information is presumed 
to be reliable. However, no warranty, either expressed or implied, is given by the market analyst for the accuracy 
of such information and the market analyst assumes no responsibility for information relied upon and later found 
to have been inaccurate. The market analyst reserves the right to make such adjustments to the analyses, opinions 
and conclusions set forth in this report as may be required by consideration of additional data or more reliable 
data that may become available. 

Liability of Market Analyst 
The liability of Empire Economics, the market analyst responsible for this report, is limited to the client only and 
to the fee actually received by the market analyst. Further, there is no accountability, obligation or liability to any 
third party. If this report is placed in the hands of anyone other than the client, the client shall make such party 
aware of all limiting conditions and assumptions of the assignment and related discussion. The market analyst is 
in no way to be responsible for any costs incurred to discover or correct any deficiencies or any type present in 
the property--physical, financial, and/or legal. 

Testimony or Court Attendance 
Testimony or attendance in court or at any other hearing is not required by reason of rendering this market 
analysis, unless such arrangements are made a reasonable time in advance of said hearing. Separate arrangements 
would need to be made concerning compensation for the market analyst's time to prepare for and attend any 
such hearing. 

Right of Publication of Report 
Possession of this report, or a copy of it, does not carry with it the right of publication except for the party to whom 
it is addressed. Without the written consent of the market analyst, this report may not be used for any purpose 
by any person other than the party to whom it is addressed. In any event, this report may be used only with 
properly written qualification and only in its entirety for its stated purpose. 

Timeliness of the Market Absorption Study 
The Market Absorption Study performs a comprehensive analysis of the relevant land-use, economic and residential 
market conditions that are expected to influence the marketing success of the products/projects in CFD No. 2001-01 
IA-A. Nevertheless, the Study should be dated within six-months of the Bond Sale, or even sooner, should these 
land-use and/or economic market as well as real estate conditions change significantly. 
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PART I 

LONG-TERM EMPLOYMENT FORECASTS 

The purpose of this section is to discuss the long-term employment growth prospects for the Southern 
California Market Region, as a whole, and also each of its counties, in particular. First, the potential 
supply of new industrial-commercial projects, as represented by various governmental agencies, is 
discussed. Secondly, the probable demand for such projects, based upon a consensus forecast of the 
expected economic conditions, is presented. Then later, in a following section, the long-term 
employment supply-demand conditions for Southern California and its various counties are reconciled. 

Supply Conditions: Employment Planning Projections 

The long-term development potential or supply for employment growth in Southern California is based 
upon the forthcoming industrial-commercial projects that are being considered in the current/long
range planning processes of the various counties and cities. This information is compiled by two 
governmental agencies: Southern California Association of Governments (SCAG) for Los Angeles, 
Orange, Riverside, San Bernardino and Ventura counties/cities as well as the San Diego Association of 
Governments (SANDAG) for San Diego County and its cities. These planning projections or supply 
are considered to be reasonable estimates of the development potential for the forthcoming industrial 
and commercial projects since they are based upon probable land-use policies of the governing 
planning jurisdictions. 

For Southern California, as a whole, employment is expected to rise from a level of 8,622,610 in 2000 
to a level of 12,137,781 in 2030, an aggregate increase of some 3,515,171, for a growth rate of some 
11 7, I 72 or 1.36% per year, on the average. 
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The pattern of growth during these time periods shows that the strongest growth rates are expected to 
occur during 2005-2010 (1,134,721 or 2.55% annually) followed by moderate growth rates during 
2010-2015 (601,289 or 1.20% annually), and then somewhat lower growth levels/rates for 2015-2020, 
2020-2025 and 2025-2030 (503,657 or 0.91% annually, on the average). 
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EXPECTED EMPLOYMENT GROWTH 
SOUTHERN CALTFORNTA MARKET REGION 
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With respect to the geographical distribution of the employment growth for the various Southern 
California counties during the 2000-2030 time period, there are substantial variations among them, and 
these are as follows: 

EXPECTED DISTRIBUTION OF EMPLOYMENT GROWTH 
SOUTHERN CALIFORNIA COUNTIES 
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Los Angeles Orange Riverside San Diego San Bernardino Ventura 

Los Angeles County is expected to experience the largest numerical amount of employment growth, 
some 1,207,515, for a share of some 34% of all the employment growth in Southern California during 
2000-2030; this can be attributed to the large size of its current employment base. Riverside County is 
expected to experience the second largest numerical amount of growth, some 662,435 for a share of 
19%. San Bernardino County is next with an expected growth of 583,630 or 17%, followed closely by 
San Diego County with a growth of 525,840 or 15%. Orange County is expected to have employment 
growth of 407,532 for a share of 12%. Finally, Ventura County has the lowest rate of growth, 128,219 
for a share of only 4%. 

For additional information on the geographical distribution of employment growth within Southern 
California during the 2000-2020+ time period, please refer to the exhibit on the following page. 
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Demand Conditions: Consensus Economic Forecast 

The long-term forecast of employment growth for Southern California (SC) during the 2006-2025 time 
period is based upon a consensus of the major economic forecasters for the Southern California 
economies, and this is regarded as representing the probable demand for the forthcoming business
industrial and commercial-office projects; accordingly, the characteristics of the various forecasters are 
as follows: 

Forecasting Source Areas 

Data Resources Institute All SC-
(DRI) Counties 

Univ. of CA, Los Angeles US&CA 
(UCLA) 

Chapman University, OC OC,RC, 
(CU/Chapman) SB,LA 

Cal. State. Fullerton, OC Most SC-
(CSUF/Fullerton) Counties 

Cal. State. Long Beach, LA Most SC-
(CSULB/Long Beach) Counties 

Los Angeles Econ. Dev. Corp Most SC-
(LAEDC/Los Angeles) Counties 

Calif. Economic Develop. Dept. All SC-
(EDD/Sacramento) Counties 

Time Period 

2006-2025 

2006-2020 

2006 

2006 

2006 

2006 

2005-2010 

Specialization 

National/States/Counties 
(National Balanced Approach) 

National/California/SC 

Regionally Oriented 

Regionally Oriented 
(Focus on SC-Counties) 

Regionally Oriented 
(Focus on SC-Counties) 

Regionally Oriented 
(Focus on SC-Counties) 

California Oriented 
(Focus on Calif-Counties) 

Y DRI, a highly regarded national forecasting firm, provides forecasts for the United States 
(US), 50 states and 3,110 counties, systematically focusing on growth trends and patterns from 
the national to the regional level. As such, it provides a balanced picture of overall future 
growth within the various states and counties. In DRI's model, the principal indicator of 
economic activity is employment, which drives the growth of population and housing. 
However, for DRI's county forecasts, population growth and housing demand are assumed to 
be proportionate to employment growth, and, as such, they do not explicitly consider 
commuting patterns among counties. 

Y UCLA provides a national forecast and also a forecast for California upon which it places a 
substantial amount of its research efforts. Consequently, the UCLA forecast of the California 
economy is highly regarded. UCLA's forecast for California is for relatively strong levels of 
employment and population growth during the foreseeable future. A critical assumption 
underlying this forecast is that California is expected to experience a substantial amount of net 
in-migration, at levels which are comparable to those that occurred during the 1980' s. In 
making this forecast of continued significant in-migration, UCLA cites the State's economic 
opportunities and desirable lifestyles made possible by the following: receptivity to new ideas, 
a business atmosphere that promotes commercialization, and a temperate climate. 
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Y Chapman University (CU) established the Anderson Center for Economic Research in 1979 
and, since then, has provided economic forecasts based upon the Chapman Econometric Model. 
Although CU currently provides economic forecasts for Orange, Los Angeles, and 
Riverside/San Bernardino counties, its major focus has been Orange County, and it is widely 
regarded as Orange County's premier forecasting group. CU also produces several Orange 
County indexes, such as a purchasing managers' index and a leading economic indicator series, 
which enhances its insight into Orange County economic conditions and prospects. 

Y CSU, Fullerton (CSUF) established the Institute for Economic and Environmental Studies in 
1992, and it has provided economic forecasts based upon a "comprehensive econometric 
models of the regional economy to forecast employment, output, income, and tax revenues". 
CSUF currently provides forecasts for Orange, Los Angeles, Riverside-San Bernardino and 
Ventura counties; however, its major focus is Orange County. 

Y CSU, Long Beach (CSULB) founded the Office of Economic Research in 1990, and it 
provides economic forecasts for Los Angeles, Orange, Riverside-San Bernardino, and Ventura 
counties. However, CSULB does not focus as strongly on Orange County's economic 
conditions as CU and CSUF. 

Y Los Angeles Economic Development Corporation (LAEDC) is a private, non-profit 
organization established in 1981 with the mission to attract, retain, and grow businesses and 
jobs in the Los Angeles region. LAEDC provides economic forecasts for the nation, state, as 
well as Los Angeles, Orange, San Bernardino and Riverside counties. LAEDC forecasts are 
based upon extensive surveys of industries as well as individual businesses and local 
government policy trends and, as such, it does not utilize an econometric model. 

Y California Employment Development Department (EDD) provides employment forecasts 
for all of the counties in California, typically on a two year cycle as compared to annually. For 
Orange County, the most recent forecast covers the 2005-2010 time period. According to 
EDD' s Industry Projections - Introduction and Methods, forecasts are based on a county's past 
employment trends within each industry and are refined by a review of current economic 
developments within the local community that affect employment in each industry; 
additionally, state level trends are also considered. EDD explicitly notes nine assumptions 
underlying its analysis relating to technological trends, government finance, population growth 
rates, and personal attitudes, among others. Preliminary employment forecasts are produced by 
a mathematic model, and adjusted over the forecast period based on local and State 
developments. 

A comparison of the forecasts revealed some significant differences among them which can be 
attributed to the following: (a) whether the forecaster was nationally or regionally oriented; national 
forecasters consider all/several states and counties as compared to regional sources where forecasters 
have a higher degree of familiarity with the state and local economies and (b) the forecaster's 
methodology: econometric model/quantitative as compared to conceptual/qualitative. 

Empire formulated a Consensus Forecast that blends the expectations of the various forecasters, rather 
than selecting a single forecaster, based upon the results of a comprehensive study of forecasts 
conducted by the Federal Reserve Bank of New York which concluded that: 

Y Consensus Forecasts, defined as combining the forecasts of several firms or agencies, were 
found to have a consistently higher degree of accuracy and reliability than any particular 
forecaster, and 
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y In analyzing the accuracy and reliability of the forecasts by six sub-groups, the forecasts with 
the highest degree of accuracy and reliability were issued by banks, manufacturing firms and 
econometric modelers. ORI, UCLA, CU, CSUF, and CSULB are all classified as econometric 
modelers, while LAEDC and EDD use less rigorous forecasting methods. 

The Southern California Consensus long-term employment forecast is for employment to grow by 
some 3,065,000 during the 2005-2025 time period, for an average of some 149,952 per year. With 
regards to the growth rates for various time periods, they are expected to be as follows: during 2005-
2010 growth of 132,000 per year or 1.58% annually, during 2011-2015 a substantially higher rate of 
growth of 173,000 per year or 1.89% per year and then growth rates declining gradually thereafter: 
during 2016-2020 some 155,000 or 1.55% per year and during 2021-2025 some to a 130,000 for a rate 
of some 1.21 % annually. By comparison, the recent employment growth rates during 1983-2004 
amounted to 101,224 per year, on the average, and this time period includes a major economic 
recession. 

SOUTHERN CALIFORNIA EMPLOYMENT 
RECENT TRENDS AND FORECASTS 
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PART II 

LONG-TERM HOUSING FORECAST 

The purpose of this section is to discuss the long-term housing growth prospects for the Southern 
California Market Region, as a whole, and also each of its counties, in particular. First, the potential 
supply of new residential projects, as represented by various governmental agencies, is discussed. 
Secondly, the probable demand for such projects, based upon a consensus forecast of the expected 
economic conditions, is presented. Then later, in a following section, the long-term housing supply
demand conditions for Southern California and its various counties are reconciled. 

Supply Conditions: Housing Planning Projections 

The long-term development potential or supply for residential growth in Southern California is based 
upon the forthcoming housing projects that are being considered in the current/long-range planning 
processes of the various counties and cities. This information is compiled by two governmental 
agencies: Southern California Association of Governments (SCAG) for Los Angeles, Orange, 
Riverside, San Bernardino and Ventura counties/cities as well as the San Diego Association of 
Governments (SANDAG) for San Diego County and its cities. These planning projections or supply 
are considered to be reasonable estimates of the development potential for the forthcoming housing 
projects since they are based upon probable land-use policies of the governing planning jurisdictions. 

For Southern California, as a whole, housing is expected to rise from a level of 6,306,608 in 2000 to a 
level of 8,980,614 in 2030, an increase of some 2,674,006, for a growth rate of some 89, 134 or 1.41 % 
per year, on the average. 
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The pattern of growth during these time periods shows that the strongest growth rates are expected to 
occur during 2005-2010 (449,938 or 1.36% annually) followed by moderate growth rates during 2010-
2015 (479,650 or 1.36% annually), and then similar growth levels/rates for 2015-2020, 2020-2025 and 
2025-2030 (475,177 or 1.19% annually, on the average). 
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With respect to the geographical distribution of the housing growth for the various Southern California 
counties during the 2000-2030 time period, there are substantial variations among them, and these are 
as follows: 

I 

EXPECTED DISTRIBUTION OF HOUSEHOLD GROWTH 
SOUTHERN CALIFORNIA COUNTIES 
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Los Angeles County is expected to experience the largest numerical amount of housing growth, some 
983,223, some 36.8% of all the housing growth in Southern California during 2000-2030; this can be 
attributed to the SCAG policy of promoting additional development in the LA Urban Core .. Riverside 
County is expected to experience the second largest numerical amount of growth, some 618,469 for a 
share of 23.1 %. San Diego County is next with an expected growth of 457,991 or 17.1 %, followed by 
San Bernardino County with a growth of 367,196 or 13.7%. Orange County is expected to have 
housing growth of 159,494, due to the scarcity of developable property, for a share of 5.96%. Finally, 
Ventura County has the lowest rate of growth, 87,633 for a share of only 3.3%. 

For additional information on the geographical distribution of housing growth within Southern 
California during the 2000-2020+ time period, please refer to the exhibit on the following page. 
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Consensus Forecast of Housing Demand for Southern California 

The expected employment growth for Southern California (SC), along with the ratio of new homes to 
new employment, is utilized as a foundation for estimating the amount of housing demand during the 
2005-2025 time period. Employment growth is the primary determinant of housing demand because it 
provides households with the financial capability and the confidence to purchase housing. 

Based on the historic HIE ratios for SC, the Empire's Consensus Forecast Model assumes a HIE ratio 
of 0.67 for SC. This ratio is the average annual HIE ratio that SC has actually experienced during the 
1981-2005 time period. During 2002-2005, there have been declining levels of employment yet strong 
housing market conditions; this aberration can be attributed to the record low levels of mortgage rates. 

SC's housing growth during the 2005-2025 time period is forecasted by starting with the SC Consensus 
Employment Forecast and multiplying this by the estimated HIE ratios for SC. 

Recap of Recent Trends 

Y During the 1984-1990, when employment growth was strong, the demand for new homes in SC 
averaged 145,181 units per year. 

Y However, from 1991 through 1996, during a severe economic recession, the demand for new 
homes in SC declined dramatically to 42,109 units per year. 

Y From 1997 through 2001, as the economy began to recover, the demand for new homes in SC rose 
moderately to 64,287 units per year. 

Y During 2002 through 2005, as purchasers took advantage of record low levels of mortgage rates, 
the demand for new homes in SC rose substantially to 92,705 units per year. 

Forecast of Future Demand 

By multiplying the Consensus Employment Forecast for SC times the estimated future HIE ratios for 
SC, the forecast is that SC is expected to experience a total demand for 2,067,900 new housing units 
during the 2005-2025 time period, approximately 98,471 new units per year, on the average. 

Y During the 2005-2010 time period, the aggregate level of employment in SC is forecasted to rise, 
and so the average annual demand for new homes is expected to increase to 96, 120 units per year. 

Y During the 2011-2015 time period, the rate of employment growth is forecasted to increase, and so 
the demand for new homes is expected to rise to a level of 114, 180 units per year. 

Y During the 2016-2020 time period, the rate of employment growth is forecasted to moderate, and 
so the demand for new homes is expected to decline to a level of I 02,300 units per year. 

Y During the 2021-2025 time period, the rate of employment growth moderates further, and the level 
of new housing demand is expected to decline to a level of 85,800 units per year. 
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SOUTHERN CALIFORNIA 
ESTIMATED HOUSING DEMAND 
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The forecasts of the demand for new housing in SC duriug the 2005-2025 time period are regarded as 
being reasonable based on the blended Consensus Employment Forecast and the assumptions made iu 
the Study with respect to future HIE ratios. Specifically, the expected level of housing demand during 
the 2005-2025 time period, some 98,471 units per year on the average, is somewhat, though not 
significantly higher thau the actual level of housing demand duriug the I 984-2005 time period, some 
88,975 uuits per year on the average. 
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Expected Distribution of Housing Demand within Southern California 

The purpose of this section is to estimate the distribution of the aggregate level of demand for new 
homes for Southern California (SC), as derived in the previous section, among the various counties 
within Southern California, including Orange County (OC), Riverside County (RC), San Bernardino 
County (SB), Los Angeles County (LA), San Diego County (SD) and Ventura County (VC). 

The SC-Counties, as a whole, essentially represent a self-contained equilibrium with respect to 
employment and housing because the vast majority of households employed in SC also have their 
primary residences in SC. For individual SC-Counties, however, there are employment/housing dis
equilibriums because the members of many households live in one county but work in another. A 
typical example of this would be a person working in Orange County, in an urbanized employment 
centers, who chooses to live in Riverside County, in a suburban residential area. Such households seek 
employment in Orange County, since it offers much higher income opportunities, and simultaneously 
seek housing in Riverside County, since it provides an opportunity for their families to own a home. 

As discussed below, the methodology utilized by Empire to allocate future housing growth among the 
various SC-Counties involves a comparison of the POTENTIAL demand for new housing to the 
PROBABLE demand for new housing. 

For each SC-County, the POTENTIAL demand for new housing is calculated for the 2005-2025 time 
period by multiplying the amount of forecasted employment growth for each SC-County by the 
forecasted SC HIE Ratio. Accordingly, the potential demand for housing for each SC-County is the 
level of demand that the county would actually experience if all of the newly employed people in a 
county established their residences in the same county. Since this would produce a result where the 
total demand for housing for all counties equals the aggregate amount estimated for SC as a whole, the 
algorithm is internally consistent. 

For each SC-County, however, there is a difference between the POTENTIAL demand and the 
PROBABLE demand for housing for two reasons. First, each county has dramatically different 
development potentials for Business Parks and Planned Communities. Second, the extensive 
transportation network throughout SC gives residents a great deal of latitude in selecting a residence 
given any particular job location. Accordingly, the factors underlying the estimation of the 
PROBABLE levels of demand within each SC-County are now discussed. 

Southern California Development Trends and Commuting Patterns 

Despite geographic, political, and economic differences, Southern California has established itself as a 
cohesive, well-integrated economy. Furthermore, when SC has been impacted by dramatic economic 
changes, the real estate market has responded in a systematic and logical manner. 

Overview of Current Development Patterns: Southern California as a Coherent Economy 

SC's development patterns originated with the formation of the City of Los Angeles and have since 
expanded outwards in a systematic fashion. These development patterns have followed the 
transportation system and the topography that is conducive to development, with the pace of expansion 
being driven by the rate of employment growth. Presently, the development patterns can be generally 
characterized as follows: 
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Y The "urbanized" areas, those generally situated along the coast, such as the coastal portions of 
LA/OC/SD, have relatively high market shares of luxury and move-up housing, townhomes 
and condominiums, office buildings, and major regional retail centers. 

Y The "suburban" areas, such as the western portions of RC/SB, feature lower-priced move-up 
housing (especially in areas with hillside orientations), entry-level housing, major distribution 
centers, light industrial, and locally oriented retail centers. 

Y The "rural" areas, such as the central portions of RC/SB/SD and the high-desert areas of 
Lancaster-PalmdaleNictor Valley, feature primarily entry-level homes and housing for seniors 
and retirees. 

Y The "second-home" areas, primarily for seasonal use, are Coachella Valley, Palm Springs and 
Pahn Desert as well as the San Bernardino Mountains, Lake Arrowhead and Big Bear; most of 
the second-home owners have their primary residence in Southern California. 

Economic Incentives Underlying Commuting 

The economic feasibility of commuting is driven by housing price differences between homes near 
employment centers in urbanized areas and homes located in suburban areas at varying distances from 
the urban employment centers. For instance, the value ratio (the price divided by living area) trends 
for a home in OC-Irvine, near a major employment center, was $181 in 1990, declined to a low of 
$150 in 1995, and then recovered to attain a new peak level of $465 in 2005. During this same time 
period, the price of housing in Temecula, a newly developing residential area in RC some fifty miles 
away that offers lower-priced housing, followed a similar pattern: $93 in 1990, a low of $72 in 1996, 
and then a new peak level of $220 in 2005. Consequently, the ratio of the price of housing in Temecula 
to Irvine during 1988 to 2005 remained within a fairly stable range during this time period of some 
44%-51 %. Therefore, builders with residential projects in Irvine and Temecula competitively set the 
prices of their homes so that an approximate equilibrium was maintained between these two areas. 

HOUSING PRICE PATTERNS 
CITY OF IRVINE, ORANGE COUNTY VS. CITY OF TEMECULA, RIVERSIDE COUNTY 
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Given the economic incentive to commute generated by lower cost housing, the attractiveness of 
various suburban residential areas depends on various factors, with the most significant being the 
transportation systems that connect the housing areas to the employment centers. 

The prices of homes in the various SC-Counties are represented on the map below: the higher prices 
are generally found in the coastal areas ( darkly shaded), lower prices are generally in the inland valleys 
(lightly shaded), and moderate prices between these two areas (medium shaded). 

Commuting Patterns within Southern California 

SC's residential development patterns and the systematic locational-pricing structure that determines 
the commuting patterns among the various SC-Counties have been well established in both "static" 
(for a particular year) and "dynamic" (over various years) frameworks. 

"Static" Price-Location Relationships: 

Y The price of housing is influenced by numerous factors, including location, size of living area, 
lot size, features, and amenities. Of these, the most significant is typically location, which in 
Southern California translates into coastal as compared to inland. 

Y For example, the price of a comparable home (with a similar lot size, living area, and other 
features) declines as its distance from the (LA-OC-SD) employment centers and coastal areas 
increases. The reduction in price reflects the discount that is required for households to endure 
the longer commute between their place of residence and their place of employment. 
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This price relationship is similar among the alternative commuting corridors, from Los Angeles and 
Orange County to Palmdale-Lancaster, Victor Valley, and Hemet-San Jacinto. In fact, the 
competitiveness among housing projects situated in these various remote residential areas has resulted 
in similar prices for comparable homes despite their different locations along the development fringe. 
This is because the transportation network gives households the option to decide among these areas, 
which then causes builders in each of the areas to price their products competitively despite their 
different locations. 

"Dynamic" Price-Location Relationships: 

Y The price relationships discussed above have remained intact over time, including the real 
estate boom of the late l 980's and also the recession of the early to mid l 990's. 

Y When the LA-OC-SD urbanized areas experienced high levels of economic growth during the 
mid to late l 980's, the developers/builders in the urbanized areas offered product types that 
maximized their economic returns. This included higher-priced move-up housing, townhouses, 
and condominiums. Consequently, many households that wanted to purchase moderately
priced move-up or entry-level detached homes went to the suburban and rural areas, and these 
areas, in turn, experienced increased demand and, thus, rising home prices. 

Y However, when LA-OC-SD experienced recessionary conditions during the early to mid 
l 990's, developers/builders in the urbanized areas dramatically shifted their product types in 
order to maintain their cash-flows. This included providing lower-priced move-up housing and 
some entry-level housing. Consequently, in order for the suburban and rural builders to 
effectively compete with the product mixes being offered in the LA-OC-SD urban areas, they 
also significantly reduced their prices for entry-level housing products in an attempt to 
maintain their market shares. 
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Expected Market Shares of New Housing Demand 
for the Southern California Counties 

Based on an analysis of the connnuting patterns during the 1980-2005 time period and the factors 
underlying these patterns, Empire estimated the probable shares of new housing development for each 
SC-County during the 2005-2030 time period. 
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Y Decreasing Shares of New Housing: 

For OC, from 12.1 % during 2000-2005 to 3.0% in 2020-2030. 
For SD, from 19.6% during 2000-2005 to15.0% in 2020-2030. 
For VC, from 3.9% during 2000-2005 to 3.0% in 2020-2030. 
For RC, from 27.4% during 2000-2005 to 20.0% in 2020-2030. 

Y Increasing Shares of New Housing: 

For SBC, from 12.9% during 2000-2005 to 18.0% in 2020-2030. 
For LA, from 24.1% during 2000-2005 to 41.0% in 2020-2030. 
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PART III 

RECONCILIATION OF THE LONG-TERM HOUSING 
FORECASTS: POTENTIAL SUPPLY/SCAG AND 

PROBABLE DEMAND/CONSENSUS 

The purpose of this section is to reconcile the SCAG/SANDAG and Economic Consensus 
approaches: the SCAG/SANDAG projections of the SUPPLY for employment and housing 
versus the Empire's Economic Consensus forecast, referred to as Empire or Consensus 
Forecast, of the DEMAND for employment and housing. 

As discussed above, the development capacity for the forthcoming Business Parks and Planned 
Cornrnunities in Southern California and its various counties, as set-forth by SCAG/SANDAG, 
represents the potential supply for Business Parks ( employment) and Planned Cornrnunities (housing). 
By comparison, the Consensus Forecast for employment and housing growth for Southern California 
(SC) and its individual counties represents the demand for Business Parks ( employment) and Planned 
Cornrnunities (housing). 

The Consensus forecasts for employment and housing in each of the SC-Counties may be higher or 
lower than the respective SCAG/SANDAG projections of employment and housing for each of the SC
Counties; the implications of such differences are as follows: 

Y If the Consensus Forecast is below the SCAG/SANDAG projection, then the unconstrained 
DEMAND for employment and/or housing can be fully accornrnodated by the amount of 
SUPPLY or development capacity. 

Y If the Consensus Forecast exceeds the SCAG/SANDAG projection, then the unconstrained 
DEMAND for employment and/or housing exceeds the SUPPLY or development capacity. 
Although such a scenario implies that a county has the potential for additional development, 
such development would only be realized if additional Business Parks and/or Planned 
Cornrnunities are able to secure development approvals. The potential for securing such 
entitlements varies for employment/Business Parks as compared to housing/Planned 
Cornrnunities; the reasons are discussed below. 

Y Employment growth (beyond the identified capacity) can typically be accornrnodated by more 
intensively developing the proposed industrial-office properties; for instance, by adding 
additional stories to a proposed structure such as an office building, and, as such, does not 
require additional amounts of property. 

Y Residential growth (beyond the identified capacity) 1s significantly more difficult to 
accornrnodate for the following reasons: 

The development of Planned Cornrnunities, which typically feature single-family housing, 
requires large parcels of undeveloped property. Furthermore, due to various planning and 
environmental issues, the developer must typically endure a lengthy and costly process to 
secure entitlements. 

Em ire Economics 17 June 19 2006 

G-77 



An alternative to such new Planned Connnunities is to shift already entitled but undeveloped 
property from single-family to multiple-family products (townhomes, condominiums and 
apartments), thereby increasing the number of housing units that a given parcel of property 
would yield. However, the extent to which such product type shifts are feasible are often 
constrained, since multi-family housing typically appeals to households without children while 
single-family housing is strongly desired by households with children. 

Southern California Employment/Housing Comparisons 

A comparison of employment and housing SCAG/SANDAG (SS) Projection and the Empire Consensus 
Forecast for Southern California (SC), as a whole, reveals the following similarities/differences: 

>- For employment growth during the 2005-2025 time period, as a whole, the Empire Forecast of 
145,952/yr. is similar to the SS Projection of 145,831/yr., a differential of less that 1.0%. However, 
there are some significant variations between the Empire Forecast and the SS Projection with regards to 
the distribution of the growth within this time period: During 2005-2010, the Empire Forecast is 
substantially below the SS Projection, due to the slower than expected recovery for employment, but 
then this lower rate of growth is eventually recouped during 2005-2025 when the SS Projection is 
below the Empire Forecast. 
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Y For housing growth during the 2005 to 2025, Empire Forecast for some 98,471 homes per year is 
somewhat lower than the SS Projection for 106, 111 homes per year, a differential of some 8%. 
Specifically, during 2005-2008, the Empire Forecast is below the SS Projection, next they are 
similar during 2009-2014, and then the Empire Forecast is lower during 2015 to 2025. 
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Comparison of SS Projections and Empire's Consensus Forecast 

For Southern California, as a whole, the Empire Forecast for employment growth is similar to the SS 
Projection of development capacity, and so the SS Projection is supported by the Empire Consensus 
Forecast. With regards to the Southern California housing, the Empire Forecast is somewhat lower 
than the SS Projection of development capacity, and this can be attributed to the SS Projection making 
the assumption about a substantial amount of new housing in downtown Los Angeles (LA). However, 
with regards to SS Projection of development capacity in the other parts of Southern California 
( excluding downtown LA), the Empire Forecast supports the SS Projection. 

Therefore, the SS Projections are supported by the Empire Consensus Forecast with respect to 
Southern California's development capacity for employment and housing; the only exception is for a 
substantial amount of housing development in downtown LA. 

However, with respect to the forecast during the 2005-2025 time period on a year to year basis, the 
Market Absorption Study uses the Empire Forecast, since it is based upon a consensus forecast, rather 
than the planning projections. 
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PART IV 

GEOGRAPHICAL DISTRIBUTION OF EMPLOYMENT/HOUSING 
GROWTH AMONG SOUTHERN CALIFORNIA MARKET AREAS 

The purpose of this section is to discuss the geographical distribution of the expected 
employment and housing growth for the Southern California Market Region among the various 
market areas, in general. 

Characteristics and Development Potential of the Southern California Market Areas 

To identify the geographical development patterns for employment and housing within the Southern 
California Market Region, it has been partitioned into thirty-two Market Areas, with the boundaries of 
each of these based upon a consideration of the following: 

Y Topographical features, such as coastal, inland valleys, or high-desert. 

Y Inter-connecting transportation corridors that provide accessibility by way of freeways and 
other primary roads, such as Highways 5, 405, 210, 14, 60, 91, 15, 215 and 10, major Southern 
California transportation freeways. 

Y Economic maturity of the area according to the composition of its development activity, 
such as urban, suburban or rural. 

Accordingly, the characteristics of these Market Areas are now discussed, with regards to the expected 
amounts of their employment and residential development potential. 
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SOUTHERN CALIFORNIA MARKET AREAS 

Map Code County Market Area 

l vc S outh--W est 

2 vc South-East 

3 vc North-East 

4 vc North-West 

5 LA Santa Clarita 

6 LA North-Desert 

7 LA DCM1ntCM1n Core 

8 LA W estjNorth--Core 

9 LA S outh--Core 

10 LA East-Core 

11 SBC West Valley 

12 SBC East Valley 

13 SBC North-Desert 

14 SBC Mountains 

15 RC North-West 

16 RC S outh--W est 

17 RC North Central 

18 RC Central-East 

19 RC Central 

20 RC Coachella Valley 

22 QC North-West 

23 QC North-East 

24 QC Coastal-Central 

25 QC South-lnland 

26 QC South-Coastal 

27 SD North-Coastal 

28 SD North-lnland 

29 SD Central-Coastal 

30 SD Central-lnland 

31 SD DOM1tCM1n--Core 

32 SD South 

33 SD Inland-Desert 
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The expected development potential of the Market Areas with respect to employment is gauged using 
the total amount of growth and also the percentage rate of growth during 2005-2025; these are 
represented on the following graph: 
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The Market Areas with the highest expected amounts of employment growth, more than 150,000 new 
positions during 2005-2025, are LA-Downtown, LA-West/North Core, LA-South Core and LA-East 
Core, all of which have relatively large employment bases, as well as RC-Corona/Riverside. While the 
Market Areas with the greatest percentage changes, 90% or more during 2005-2025, are expected to be 
SBC-North, RC-Murrieta/Temecula, RC-North/Central and RC-Hemet; these areas currently have 
relatively smaller employment bases. 

Em ire Economics 22 June 19 2006 

G-82 



The expected development potential of the Market Areas with regards to new housing is gauged using 
the total amount of growth and also the percentage rate of growth during 2005-2025; these are 
represented on the following graph: 

SOUTHERN CALIFORNIA HOUSING GROWTH BY MARKET AREAS 
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The Market Areas with the highest expected amounts of housing growth, more than 100,000 new 
homes during 2005-2025, are LA-Downtown, LA-West/North Core and LA-East Core, areas that 
currently have relatively large amounts of existing housing that are expected to be redeveloped, also 
LA-Desert an area which has a substantial amount of developable property and SBC-Ontario as well as 
RC-Corona/Riverside and RC-Coachella. While the Market Areas with the greatest percentage 
changes, more than 80% during 2005-2025 are expected to be LA-Desert, RC-Murrieta/Temecula, RC
Hemet and RC-Beaumont, areas which currently have relatively small amounts of existing housing. 
Finally, it is worthwhile to note that the strong growth prospects for the LA-Downtown areas are based 
upon the SCAG policy of encouraging more development in the urbanized areas as compared to the 
rural areas. 
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The relative amounts of housing aud employment growth are compared for each of the Market Areas, 
in order to identify whether they can be characterized as employment centers or residential centers. 
Specifically, this statistic is based upon the ratio of new housing to new employment: a relatively high 
ratio reflects a residential center (more homes than jobs) while a relatively low ratio reflects an 
employment center (more jobs than homes); these ratios appear on the following graph: 
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So, the Market Areas which are expected to be among the strongest employment centers (ratio of 
below approximately 0.85) are located primarily in Orange County (OC), all of its Market Areas; 
Ventura County (VC), VC-Thousaud Oaks; San Bernardino County (SBC), SBC-City; Riverside 
County (RC), RC-Corona/Riverside, aud San Diego County (SD), SD-North Coastal and SD-Central 
Inland. While the Market Areas which are expected to be strong housing centers (ratio of more than 
1.50) are Los Angeles County (LA), LA-Clarita and LA-Desert; SBC-Mountains; Riverside County 
(RC), Murrieta/Temecula, Hemet, Beaumont and Coachella; aud San Diego County (SD), SD 
Downtown and SD Desert. 

Therefore, the analysis of the expected amounts of employment and residential growth in the 
various Southern California Market Areas reveals their characteristics as either employment or 
residential centers, and this, in turn, is utilized to gauge the development potential for the CFD 
Market Area, in particular. 
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