This Preliminary Official Statement and the information contained herein are subject to completion or amendment. Under no circumstances shall this Preliminary
Official Statement constitute an offer to sell or a solicitation of an offer to buy nor shall there be any sale of these securities in any jurisdiction in which such offer,

solicitation or sale would be unlawful under the securities laws of such jurisdiction.
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NEW ISSUE - BOOK-ENTRY ONLY NOT RATED

In the opinion of Norton Rose Fulbright US LLP, Los Angeles, California, Bond Counsel, under existing law, and
assuming compliance with the tax covenants described herein, interest on the Bonds is excluded pursuant to section 103(a) of the
Internal Revenue Code of 1986 from the gross income of the owners thereof for federal income tax purposes and is not an item of
tax preference for purposes of the federal alternative minimum tax. It is also the opinion of Bond Counsel that under existing law
interest on the Bonds is exempt from personal income taxes of the State of California. See “TAX MATTERS” herein.

$9,140,000*
COMMUNITY FACILITIES DISTRICT NO. 2003-1
(BELLEVUE RANCH EAST)
OF THE CITY OF MERCED
2016 SPECIAL TAX REFUNDING BONDS
Dated: Date of Delivery Due: September 1, as shown on the inside cover page

The Community Facilities District No. 2003-1 (Bellevue Ranch East) of the City of Merced, Special Tax Refunding
Bonds (the “Bonds™) are being issued and delivered by Community Facilities District No. 2003-1 (Bellevue Ranch East) of the
City of Merced (the “District”) pursuant to the Mello-Roos Community Facilities Act of 1982, as amended, constituting Sections
53311 et seq. of the Government Code of the State of California (the “Act™), and a Fiscal Agent Agreement, dated as of February
1, 2016, by and between the District and MUFG Union Bank, N.A., as fiscal agent (the “Fiscal Agent”), and will be secured as
described herein.

The Bonds are being issued to provide funds to refund the outstanding Community Facilities District No. 2003-1
(Bellevue Ranch East) of the City of Merced 2005 Special Tax Bonds (the “Prior Bonds™), fund a reserve fund and pay the costs
of issuing the Bonds. See “THE REFUNDING PLAN” herein.

The Bonds are issuable in fully registered form and when issued will be registered in the name of Cede & Co., as
nominee of The Depository Trust Company, New York, New York (“DTC”). Individual purchases may be made in principal
amounts of $5,000 and integral multiples thereof in book-entry form only. Purchasers of Bonds will not receive certificates
representing their beneficial ownership of the Bonds but will receive credit balances on the books of their respective nominees.
Interest on the Bonds will be payable semiannually on each March 1 and September 1, commencing September 1, 2016.
Principal of and interest on the Bonds will be paid by the Fiscal Agent to DTC for subsequent disbursement to DTC Participants
who are to remit such payments to the beneficial owners of the Bonds. See “THE BONDS — General Provisions” and
APPENDIX G — “BOOK-ENTRY ONLY SYSTEM” herein.

The Bonds are limited obligations of the District, payable solely from Special Tax Revenues (as defined in the Fiscal
Agent Agreement), consisting primarily of Special Taxes (as defined herein) and proceeds of foreclosure sales pursuant to the
Fiscal Agent Agreement, as more fully described herein. If a deficiency occurs in the payment of any installment of Special
Taxes securing the Bonds, the Fiscal Agent will have a duty only to transfer from the Reserve Fund the amount necessary to pay
principal of or interest on the Bonds when due. There is no assurance that sufficient funds will be available in the Reserve Fund
for this purpose. The Special Taxes are to be levied according to the rate and method of apportionment for the District, which
was approved by the City Council of the City of Merced (the “City”) and the qualified electors within the District. See
“SOURCES OF PAYMENT FOR THE BONDS - Repayment of the Bonds™ herein.

The Bonds are subject to redemption prior to maturity as set forth herein. See “THE BONDS — Redemption” herein.

Neither the faith and credit nor the taxing power of the City, the County of Merced, the State of California or any
political subdivision thereof is pledged to the payment of the Bonds. Except for the Special Taxes, no other taxes are pledged to
the payment of the Bonds. The Bonds are special tax obligations of the District payable solely from Special Tax Revenues and
certain other amounts as more fully described herein.

Certain events could affect the ability of the District to pay the principal of and interest on the Bonds when due.
The purchase of the Bonds involves significant investment risks, and the Bonds may not be suitable investments for many
investors. See the section of this Official Statement entitled “SPECIAL RISK FACTORS?” for a discussion of certain risk
factors that should be considered, in addition to the other matters set forth herein, in evaluating the investment quality of
the Bonds.

This cover page contains certain information for general reference only. It is not intended to be a summary of the
security or terms of this issue. Investors are advised to read the entire Official Statement to obtain information essential to the
making of an informed investment decision.

MATURITY SCHEDULE
(See Inside Cover Page)

* Preliminary, subject to change.
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The Bonds are offered when, as and if issued and accepted by the Underwriter, subject to approval as to their legality
by Norton Rose Fulbright US LLP, Los Angeles, California, Bond Counsel, and subject to certain other conditions. Norton Rose
Fulbright US LLP is serving as Disclosure Counsel to the District with respect to the Bonds. Certain legal matters will be passed
on for the District by the City Attorney, and for the Underwriter by its counsel, Nossaman LLP, Irvine, California. It is
anticipated that the Bonds in book-entry form will be available for delivery through the facilities of DTC on or about February

, 2016.

[UNDERWRITER LOGO]
Dated: February _, 2016

Community Facilities District No. 2003-1
(Bellevue Ranch East)
of the City of Merced
2016 Special Tax Refunding Bonds

MATURITY SCHEDULE
Maturity Date
(September 1) Principal Amount Interest Rate Yield CUSIP'
$ __ % Term Bonds Due September 1, 20 __, Price % CUSIP No.

7 CUSIP® is a registered trademark of the American Bankers Association. Copyright© 2016 American
Bankers Association. All rights reserved. CUSIP® data herein is provided by CUSIP Global Services,
managed by S&P Capital 1Q on behalf of the American Bankers Association. This data is not intended to
create a database and does not serve in any way as a substitute for CUSIP Global Services. CUSIP® numbers
are provided for convenience of reference only. Neither the District nor the Underwriter takes any
responsibility for the accuracy of such numbers.
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No dealer, broker, salesperson or other person has been authorized by the District, the Fiscal Agent or
the Underwriter to give any information or to make any representations in connection with the offer or sale of
the Bonds other than those contained herein and, if given or made, such other information or representations
must not be relied upon as having been authorized by the District, the Fiscal Agent or the Underwriter. This
Official Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor shall there be
any sale of the 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 or Beneficial Owners
of the Bonds. Statements contained in this Official Statement which 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 representations of fact. This Official Statement, including any supplement or amendment hereto, is intended
to be deposited with the Municipal Securities Rulemaking Board, or a nationally recognized municipal
securities depository.

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.

The information in APPENDIX G — “BOOK-ENTRY ONLY SYSTEM” attached hereto has been
furnished by The Depository Trust Company, and no representation has been made by the District or the
Underwriter as to the accuracy or completeness of such information.

The information set forth herein which has been obtained from third party sources is believed to be
reliable but is not guaranteed as to accuracy or completeness by the District. The information and expressions
of opinion herein are subject to change without notice, and neither the delivery of this Official Statement nor
any sale made hereunder shall, under any circumstances, create any implication that there has been no change
in the affairs of the District or any other parties described herein since the date hereof. All summaries of the
Fiscal Agent Agreement or other documents are made subject to the provisions of such documents respectively
and do not purport to be complete statements of any or all of such provisions. Reference is hereby made to
such documents on file with the District for further information in connection therewith.

A wide variety of other information, including financial information, concerning the District, is
available from publications and websites of the City and others. Any such information that is inconsistent with
the information set forth in this Official Statement should be disregarded. No such information is a part of or
incorporated into this Official Statement.



Cautionary Information Regarding Forward-Looking Statements in the 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,” “project,” “budget” or other similar words.

The achievement of certain results or other expectations contained in such forward-looking statements
involve known and unknown risks, uncertainties and other factors which may cause actual results, performance
or achievements described to be materially different from any future results, performance or achievements
expressed or implied by such forward-looking statements. Except as set forth in the Continuing Disclosure
Agreement, a form of which is attached as APPENDIX E, the District has no plans to issue any updates or
revisions to the forward-looking statements set forth in this Official Statement.

In connection with the offering of the Bonds, the Underwriter may overallot or effect
transactions which stabilize or maintain the market price of such 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 Bonds to certain dealers and dealer banks and banks
acting as agent at prices lower than the public offering prices stated on the cover page hereof, and such
public offering prices may be changed from time to time by the Underwriter.

The Bonds have not been registered under the Securities Act of 1933, as amended, in reliance
upon an exemption contained in such Act. The Bonds have not been registered or qualified under the
securities laws of any state.
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$9,140,000"
COMMUNITY FACILITIES DISTRICT NO. 2003-1
(BELLEVUE RANCH EAST)
OF THE CITY OF MERCED
2016 SPECIAL TAX REFUNDING BONDS

INTRODUCTION
General

This introduction is not a summary of this Official Statement. It is only a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire Official
Statement, including the appendices, and the documents summarized or described herein. A full review should
be made of the entire Official Statement. The sale and delivery of Bonds (defined below) to potential investors
is made only by means of the entire Official Statement. All capitalized terms used in this Official Statement
and not defined shall have the meaning set forth in APPENDIX C — “SUMMARY OF FISCAL AGENT
AGREEMENT — Definitions™ herein.

The purpose of this Official Statement, which includes the cover page, the inside cover page, the table
of contents and the attached appendices (collectively, the “Official Statement”), is to provide certain
information concerning the issuance by Community Facilities District No. 2003-1 (Bellevue Ranch East) of
the City of Merced (the “District”) of the $9,140,000 Community Facilities District No. 2003-1 (Bellevue
Ranch East) of the City of Merced, 2016 Special Tax Refunding Bonds (the “Bonds™).

The proceeds of the Bonds will be used for the purpose of refunding the outstanding Community
Facilities District No. 2003-1 (Bellevue Ranch East) of the City of Merced 2005 Special Tax Refunding Bonds
(the “Prior Bonds”), originally issued in the aggregate principal amount of $12,225,000 and now outstanding
in the principal amount of $9,035,000. A portion of the Bonds will also be used to fund a deposit to the
Reserve Fund and to pay costs of issuance of the Bonds. See “THE REFUNDING PLAN” and “ESTIMATED
SOURCES AND USES OF FUNDS” herein.

The City of Merced

The City of Merced (the “City”) is located in the eastern portion of Merced County (the “County”) in
San Joaquin Valley approximately 110 miles southeast of San Francisco and 310 miles northwest of Los
Angeles. The City was incorporated in 1889 and operates as a charter city. The City is the also the County
seat and the largest city by population within the County with a population of 81,772 as of January 1, 2015. It
maintains a council-manager form of government with the Mayor elected at-large for a two year term. The
City is currently undergoing a change from at-large based elections for its six Council Members to district-
based elections for four-year terms for the November 2016 general election.

Traditionally, the economy in the region has been associated with agricultural industries, but in recent
years has become more varied, encompassing growing educational and health services. Seven of the top ten
employers within the County are located in the City. The University of California Merced campus, opened in
2005, with a current enrollment of 6,685, is located just outside the boundaries of the City limits but within the
sphere of influence of the City, and is a major source of growth and employment in the region. The campus is
expected to reach a student population of 25,000 by the year 2030. See “APPENDIX C - GENERAL
INFORMATION ABOUT THE CITY OF MERCED” for a more complete description of the City and the
surrounding region.

'The Bonds are not a debt of the City in any respect.

* Preliminary, subject to change.



The District

The Mello-Roos Community Facilities Act of 1982, as amended, constituting Sections 53311 et seq.
of the Government Code of the State of California (the “Act”), was enacted by the California legislature to
provide an alternative method of financing certain public capital facilities and services, especially in
developing areas of the State. Any local agency (as defined in the Act) may establish a district to provide for
and finance the cost of eligible public facilities and services. Generally, the legislative body of the local
agency which forms a district acts on behalf of such district as its legislative body. Subject to approval by
two-thirds of the votes cast at an election of the property owners within such district and compliance with the
other provisions of the Act, a legislative body of a local agency may issue bonds for a district and may levy
and collect a special tax (the “Special Tax™) within such district to repay such indebtedness. (see “SECURITY
AND SOURCES OF PAYMENT FOR THE BONDS - Repayment of the Bonds - Special Taxes” herein).

On July 26, 2004, the City formed the District. On August 10, 2004 an election was held within the
District in which the landowners eligible to vote unanimously approved the proposed bonded indebtedness and
the levy of the Special Tax for the District. Bellevue Ranch East portion of the Bellevue Ranch planned
development within the City make up the boundaries of the District. Bellevue Ranch East consists of
approximately 228 net acres with an estimated buildout of 977 single family residential dwelling units on
approximately 185 acres, 416 units of attached residential dwelling units on approximately 20 acres, for a total
of 1,393 residential units, plus approximately 23 acres of commercially zoned property. Recorded final maps
exist on all property within the District.

As of the date of this Official Statement, there are 1,018 taxable parcels or lots of which 565 lots are
designated as “Developed” and 453 lots are designated as “Undeveloped.” Of the Developed parcels, 512 are
completed single-family residences owned by individual homeowners, with an additional 53 parcels with
building permits in various stages of development. Since the 2015-16 levy, 46 building permits have been
issued and are included in the numbers above as Developed parcels. Two new single-family detached home
projects are currently selling within the District, “Gardenstone at Bellevue” developed by Blue Mountain on
land owned by Stalwart Properties, and “Bellevue Ranch - The Chateau Series” developed by Lennar Homes
on land it owns.

There are approximately 110 acres designated as “Undeveloped,” consisting of 450 improved (or
finished) single-family lots with no vertical construction, owned by seven developers and one set of
individuals, and two unimproved land parcels (approximately 10.13 and 10.64 acres respectively) zoned for
multifamily residential development estimated for 416 units and an approximate 23-acre parcel zoned for
commercial development owned by C.W.N. Development, LLC.

See “THE COMMUNITY FACILITIES DISTRICT” herein for a more complete description of the
District.

Security and Sources of Payment for the Bonds

The Bonds are primarily being issued to provide funds to refund and defease the Prior Bonds. See
“THE REFUNDING PLAN.”

The Bonds are payable from Special Taxes and secured by a lien and charge upon the Special Taxes
levied within the District. The Bonds are issued pursuant to a Fiscal Agent Agreement, dated as of February 1,
2016 (the “Fiscal Agent Agreement”), between the District and MUFG Union Bank, N.A. (the “Fiscal
Agent”).

The Bonds are special limited obligations of the District, payable solely from Net Taxes (as defined
herein) and the other funds pledged therefor under the Fiscal Agent Agreement. Subject only to the provisions
of the Fiscal Agent Agreement permitting the application thereof for the purposes and on the terms and



conditions set forth therein, all of the Net Taxes and any other amounts (including proceeds of the sale of
Bonds) held in the Special Tax Fund, the Bond Fund, the Redemption Fund and the Reserve Fund established
under the Fiscal Agent Agreement are pledged to secure the payment of the principal of and interest on the
Bonds in accordance with their terms, the provisions of the Fiscal Agent Agreement and the Act. Such pledge
constitutes a first lien on such assets.

The Bonds do not constitute a debt or liability of the City, the State of California or of any political
subdivision thereof, other than of the District. The District shall only be obligated to pay the principal of,
premium if any and interest on the Bonds from the funds described in the Fiscal Agent Agreement, and neither
the faith and credit nor the taxing power of the District (except to the limited extent set forth in the Fiscal
Agent Agreement), the City, the State of California or any of its political subdivisions is pledged to the
payment of the principal of or the interest on the Bonds. The District has no ad valorem taxing power (See
“SOURCES OF PAYMENT FOR THE BONDS” and “RISK FACTORS” herein).

Reserve Fund for the Bonds. As additional security for the Bonds, the Fiscal Agent Agreement
provides for the establishment of the Reserve Fund in the amount of the Reserve Requirement. The “Reserve
Requirement” as defined under the Fiscal Agent Agreement means as of any calculation date, an amount equal
to the least of (i) ten percent (10%) of the proceeds of the Bonds (within the meaning of section 148 of the
Code); (ii) 125% of average annual debt service on the Bonds; or (iii) the maximum annual debt service of the
Bonds, provided, however, the Reserve Requirement on any calculation date shall not be greater than the
Reserve Requirement amount on the Closing Date. As of the date of issuance of the Bonds, the Reserve
Requirement will be fully funded in the amount of $830,290".

Special Taxes. As used in this Official Statement, the term “Special Tax” is that tax which has been
authorized pursuant to the Act to be levied against certain interests in property within the District, including
any scheduled payments and any prepayments thereof, the net proceeds of the redemption or sale of property
sold as a result of foreclosure of the lien of the Special Taxes in the amount of said lien, but excluding
therefrom penalties and interest. The Special Tax will be levied on property within the District in accordance
with the Rate and Method. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS —
Repayment of the Bonds - Special Taxes” and APPENDIX A — “RATE AND METHOD OF
APPORTIONMENT OF SPECIAL TAXES.” Under the Fiscal Agent Agreement, the District has pledged to
repay the Bonds from the Special Tax Revenues remaining after the payment of certain annual Administrative
Expenses of the District (the “Net Taxes”) and amounts on deposit in the Special Tax Fund, the Bond Fund,
Redemption Fund and Reserve Fund established under the Fiscal Agent Agreement. “Special Tax Revenues”
is defined under the Fiscal Agent Agreement as (a) the proceeds of the Special Taxes received by the District,
(b) income and gains with respect to the investment of amounts on deposit in the funds and accounts
established under the Fiscal Agent Agreement for the Bonds, (c) proceeds of the redemption or sale of property
sold as a result of foreclosure of the lien of the Special Taxes, and (d) the net proceeds of the sale of any
delinquent installments of the Special Taxes that have been sold and assigned to a third party, but does not
include any penalties or interest in excess of the interest payable on the Bonds collected in connection with
delinquent Special Taxes.

Assessed and Appraised Values; Value-to-Lien Ratios. As of January 1, 2015 the net assessed value
of the property within the District subject to the levy of the Special Tax in Fiscal Year 2015-16 was just over
$120 million, resulting in an estimated assessed value-to-lien ratio of 13* to 1 for the property subject to the
Special Tax levy in Fiscal Year 2015-16 based on the principal amount of the Bonds, and an estimated
assessed value-to-lien ratio of __ * to 1 based upon the principal amount of the Bonds and the direct and
overlapping debt payable from other taxes and assessments levied on the property within the District. See
“Direct and Overlapping Debt, and -Estimated Value-to-Lien Ratios” herein.

* Preliminary, subject to change.



Of the 565 parcel of Developed property within the District, 519 parcels have a higher assessed
valuation, and when combined, have a cumulative assessed value of $109,073,261 as of January 1, 2015,
resulting in a combined value to lien ratio of over 23.5" to 1.

The remaining 499 parcels within the District include all 453 Undeveloped parcels and 46 Developed
parcels containing a building permit and low assessed value. An appraisal of the of such property within the
District, dated December 22, 2015 (the “Appraisal”), was prepared by Seevers Jordan Ziegenmeyer, Rocklin,
California (the “Appraiser”) in connection with issuance of the Bonds. The purpose of the Appraisal was to
ascertain the “as is” market value of the fee simple estate for the taxable Undeveloped property in the District,
consisting of (i) 496 existing finished single-family lots with no vertical construction owned by seven different
developers and one set of individuals, (ii) two parcels approximately 10-acres each of unimproved land zoned
for multifamily residential and (iii) one approximate 23-acre unimproved commercial lot, as of the
December 9, 2015 date of value. Subject to the assumptions and limitations contained in the Appraisal, the
Appraiser estimated that the market value of the 496 finished single-family lots, in bulk, subject to the lien of
the Special Taxes, had an estimated aggregate value of $14,797,500; the market value of the 2 unimproved
multifamily family lots, in bulk, subject to the lien of the Special Taxes, had an estimated aggregate value of
$2,650,000, and the market value of the commercial lot, subject to the lien of the Special Tax, had estimated
value of $2,970,000.

The combined value (assessed value for Developed property and appraised value for Undeveloped
property) of over $129 million, results in an estimated combined value-to-lien ratio of 14" to 1 based on the
principal amount of the Bonds.

There is no assurance that the Undeveloped property within the District can be sold for the appraised
value described herein, or for a price sufficient to pay the principal of and interest on the Bonds in the event of
a default in payment of Special Taxes by the current landowners or future landowners within the District. See
“RISK FACTORS — Appraised Values” and APPENDIX D — “APPRAISAL REPORT” herein.

Foreclosure Proceeds. The District will covenant that it will commence, and diligently pursue until
the delinquent Special Taxes are paid, judicial foreclosure proceedings against Assessor’s Parcels (as defined
in the Rate and Method) with delinquent Special Taxes in excess of $5,000 by the October 1 following the
close of the fiscal year in which such Special Taxes were due, and it will commence, and diligently pursue
until the delinquent Special Taxes are paid, judicial foreclosure proceedings against all Assessor’s Parcels with
delinquent Special Taxes by the October 1 following the close of any Fiscal Year in which it receives Special
Taxes in an amount which is less than 95% of the total Special Tax levied and the amount in the Reserve Fund
is less than the Reserve Requirement.

As of September 2, 2015, there were 39 parcels within the District delinquent in the payment of
Special Taxes in the amount of $11,958 or (1.76% of the 2014-15 Special Tax levy); however, due to the
participation of the District in the County’s Teeter Plan, the District received 100% of the Special Tax levy.
Although certain parcels have been delinquent in the payment of Special Taxes in the past, the District has
never been required to proceed to a foreclosure sale for delinquent Special Taxes and has never received less
that the annual Special Tax levy. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS—
Repayment of the Bonds - Proceeds of Foreclosure Sales” and Tables 10 and 17 herein.

There is no assurance that the property interests within the District against which the Special Taxes
are levied can be sold at foreclosure or otherwise for the assessed values described herein, or for a price
sufficient to pay the principal of and interest on the Bonds in the event of a default in payment of Special
Taxes by the current or future landowners within . See “SPECIAL RISK FACTORS—Assessed or Appraised
Valuations; Value-to-Lien Ratios.”

Additional Bonds and Liens. Except for refunding purposes, the District may not issue bonds, notes
or other forms of indebtedness payable from Special Tax Revenues and secured by a lien and charge equal to



the lien and charge securing the Bonds. Other taxes and/or special assessments with liens equal in priority to
the continuing lien of the Special Taxes have been levied and may also be levied in the future on the property
within the District which could adversely affect the willingness of the owners of the taxable parcels within the
District to pay the Special Taxes when due. See “SPECIAL RISK FACTORS—Parity Taxes and Special
Assessments” herein.

Description of the Bonds

The Bonds will be issued and delivered as fully registered bonds, registered in the name of Cede &
Co. as nominee of The Depository Trust Company, New York, New York (“DTC”), and will be available to
actual purchasers of the Bonds (the “Beneficial Owners”) in the denominations of $5,000 or any integral
multiple thereof, under the book-entry system maintained by DTC, only through brokers and dealers who are
or act through DTC Participants as described herein. Beneficial Owners will not be entitled to receive physical
delivery of the Bonds. In the event that the book-entry only system described herein is no longer used with
respect to the Bonds, the Bonds will be registered and transferred in accordance with the Fiscal Agent
Agreement. See APPENDIX G — “BOOK-ENTRY ONLY SYSTEM?” herein.

Principal of, premium, if any, and interest on the Bonds is payable by the Fiscal Agent to DTC.
Disbursement of such payments to DTC Participants is the responsibility of DTC and disbursement of such
payments to the Beneficial Owners is the responsibility of DTC Participants. In the event that the book-entry
only system is no longer used with respect to the Bonds, the Beneficial Owners will become the registered
owners of the Bonds and will be paid principal and interest by the Fiscal Agent, all as described herein. See
APPENDIX G — “BOOK-ENTRY ONLY SYSTEM?” herein.

The Bonds are subject to optional redemption, extraordinary mandatory redemption and mandatory
sinking redemption as described herein. For a more complete description of the Bonds and the basic
documentation pursuant to which they are being sold and delivered, see “THE BONDS” and APPENDIX C —
“SUMMARY OF THE FISCAL AGENT AGREEMENT” herein.

Professionals Involved in the Offering

MUFG Union Bank, N.A. will act as Fiscal Agent under the Fiscal Agent Agreement. Brandis
Tallman LLC is the Underwriter of the Bonds. U.S. Bank National Association will act as Escrow Bank under
the Escrow Agreement. Certain proceedings in connection with the issuance and delivery of the Bonds are
subject to the approval of Norton Rose Fulbright US LLP, Los Angeles, California, Bond Counsel and
Disclosure Counsel. See APPENDIX F — FORM OF OPINION OF BOND COUNSEL.” Fieldman, Rolapp
& Associates, Inc., Irvine, California, is acting as Municipal Advisor to the City in connection with the Bonds.
Certain legal matters will be passed upon for the District by the City Attorney, and for the Underwriter by its
counsel, Nossaman LLP, Irvine, California. Other professional services have been performed by Goodwin
Consulting Group, Inc., Sacramento, California, as Special Tax Consultant, and by Seevers Jordan
Ziegenmeyer, Rocklin, California, as appraiser.

Continuing Disclosure

The District will agree to provide, or cause to be provided, to the Municipal Securities Rulemaking
Board’s Electronic Municipal Market Access (EMMA) system certain annual financial information and
operating data, and notice of certain enumerated events. This covenant is made by the District in order to
assist the Underwriter in complying with Securities and Exchange Commission Rule 15¢2-12(b)(5). CWN, as
an owner of the undeveloped land responsible for over ten percent of the special tax levy for fiscal year 2016-
17 will agree to provide to the District and EMMA certain annual financial and project information, and notice
of certain enumerated events. See “CONTINUING DISCLOSURE” herein and APPENDIX E hereto for a
description of the specific nature of the periodic reports and notice of enumerated events to be filed by the
District and CWN Development.



[Within the last five years, the City did not timely comply with certain of its prior continuing
disclosure obligations under Rule 15¢2-12(b)(5) as described herein; however, the City is now current on all
required filings. Within the last five years, the [further information on missed developer filings]; however, the
major property owners are now current on all required filings.] See “CONTINUING DISCLOSURE.”

Bond Owners’ Risks

Certain events could affect the timely repayment of the principal of and interest on the Bonds when
due. See the section of this Official Statement entitled “SPECIAL RISK FACTORS” for a discussion of
certain factors which should be considered, in addition to other matters set forth herein, in evaluating an
investment in the Bonds. The purchase of the Bonds involves significant investment risks, and the Bonds
may not be suitable investments for many investors. See “SPECIAL RISK FACTORS” herein.

Other Information

This Official Statement speaks only as of its date, and the information contained herein is subject to
change.

Brief descriptions of the Bonds and the Fiscal Agent Agreement are included in this Official
Statement. Such descriptions and information do not purport to be comprehensive or definitive. All references
herein to the Fiscal Agent Agreement, the Bonds and the Constitution and laws of the State as well as the
proceedings of the City Council, acting as the legislative body of the District, are qualified in their entirety by
references to such documents, laws and proceedings, and by reference to the Fiscal Agent Agreement.

Copies of the Fiscal Agent Agreement, and other documents and information referred to herein are
available for inspection and (upon request and payment to the City of a charge for copying, mailing and
handling) for delivery from the City of Merced, 678 West 18th Street, Merced, California 95340.



ESTIMATED SOURCES AND USES OF FUNDS

The following table sets forth the expected sources and uses of Bond proceeds and funds relating to
the Prior Bonds:

Sources of Funds

Principal Amount of Bonds $9,140,000"
Net Original Issue Premium
Prior Funds®"

TOTAL SOURCES $

Uses of Funds

Escrow Fund

Reserve Fund

Administrative Expense Fund
Bond Tax Fund

Costs of Issuance Fund @

Underwriter’s Discount

s
TOTAL USES

M Funds transferred from the special tax fund and the reserve fund relating to the Prior Bonds, as well as Special
Taxes not yet transferred to the Prior Bonds Fiscal Agent.

@ Includes fees for Bond Counsel, Disclosure Counsel, Municipal Advisor, the Appraiser, the Market Analyst,
the Fiscal Agent, the Escrow Bank, costs of printing the Official Statement, and other costs of issuance of the
Bonds.

THE REFUNDING PLAN

A portion of the proceeds from the sale of the Bonds will also be used along with other funds held by
the District to defease the Prior Bonds. On the Closing Date, such Bond proceeds and other funds will be
deposited into an escrow fund (the “Escrow Fund”) to be held by U.S. Bank National Association, as escrow
bank (the “Escrow Bank”), pursuant to an escrow agreement relating to the Prior Bonds, dated as of
February 1, 2016, between the District and the Escrow Bank (the “Escrow Agreement”). The deposit into the
Escrow Fund will be uninvested and will be in an amount sufficient to pay the redemption price of the Prior
Bonds upon early call and redemption of the Prior Bonds on March 1, 2016.

Sufficiency of the deposits in the Escrow Fund for such purposes will be verified by Causey Demgen
& Moore, P.C., Denver, Colorado (the “Verification Agent”). Assuming the accuracy of such computations,
as a result of the deposit and application of funds as provided in the Escrow Agreement, the Prior Bonds will
be discharged under the Prior Fiscal Agent Agreement pursuant to which they were issued and the Prior Bonds
will no longer be secured by a pledge of and lien on the Special Taxes from the District and the owners of the
Prior Bonds will have no rights thereunder except to be paid the principal and interest due on the Prior Bonds
from amounts in the Escrow Fund.

*Preliminary, subject to change.



THE BONDS
General Provisions

The Bonds will be dated their date of delivery and will bear interest at the rates per annum set forth on
the inside cover page hereof, payable semiannually on each March 1 and September 1, commencing
September 1, 2016 (each, an “Interest Payment Date”), and will mature in the amounts and on the dates set
forth on the inside cover page of this Official Statement. The Bonds will be issued in fully registered form in
denominations of $5,000 or any integral multiple thereof. So long as the Bonds are held in book-entry form,
principal and interest on the Bonds will be paid to DTC for subsequent disbursement to DTC Participants who
are to remit such payments to the Beneficial Owners in accordance with DTC procedures. See APPENDIX G
— “BOOK-ENTRY ONLY SYSTEM.”

Interest will be calculated on the basis of a 360-day year comprised of twelve 30-day months. Interest
on any Bond will be payable from the Interest Payment Date next preceding the date of authentication of that
Bond, unless (i) such date of authentication is an Interest Payment Date, in which event interest will be payable
from such date of authentication; (ii) the date of authentication is after the fifteenth day of the month
immediately preceding an Interest Payment Date but prior to such Interest Payment Date, in which event
interest will be payable from the Interest Payment Date immediately succeeding the date of authentication; or
(iii) the date of authentication is prior to the close of business on August 15, 2016, in which event interest will
be payable from the date of the Bonds; provided, however, that if at the time of authentication of a Bond,
interest is in default, interest on that Bond will be payable from the last Interest Payment Date to which the
interest has been paid or made available for payment.

Authority for Issuance

The Bonds will be issued pursuant to the Act and the Fiscal Agent Agreement. On January __, 2016,
the City Council of the City adopted a resolution (the “Resolution™) approving the issuance of the Bonds.

Redemption

Optional Redemption. The Bonds are subject to redemption prior to maturity at the option of
the District from any source of funds, on any date on or after September 1, 2016 as a whole or in part, from
such maturities as selected by the District in order to maintain substantially level debt service, and by lot
within a maturity, at a redemption price (expressed as a percentage of the principal amount of the Bonds to be
redeemed), together with accrued interest thereon to the date fixed for redemption, as follows:

Redemption Periods Redemption Prices

Special Mandatory Redemption from Prepayment of Special Taxes. The Bonds are also
subject to mandatory redemption on any Interest Payment Date on or after September 1, 2016 in whole or in
part from such maturities as selected by the District in order to maintain substantially level debt service, and
by lot within a maturity, from amounts constituting prepayments of Special Taxes at the following redemption
prices (expressed as a percentage of the principal amount of Bonds to be redeemed), together with accrued
interest thereon to the redemption date:



Redemption Dates Redemption Prices

September 1, 2016 and each March 1 and September 1 through and 102.0%
including March 1, 2026
September 1, 2026 and each March 1 and September 1 thereafter 100.0
Mandatory Sinking Payment Redemption. The Bonds maturing on September 1, 20 and

September 1, 20 are subject to mandatory sinking fund redemption in part, on September 1 in each year
commencing September 1, 20 and September 1, 20, respectively, and on each September 1, thereafter to
maturity, by lot, at a redemption price equal to the principal amount thereof to be redeemed , together with
accrued interest to the date of redemption, without premium, and from sinking payments as follows:

Term Bonds Maturing September 1, 20

Year Principal Year Principal
(September 1) Amount (September 1) Amount
*maturity

Term Bonds Maturing September 1, 20

Year Principal Year Principal
(September 1) Amount (September 1) Amount
*maturity

The amounts in the foregoing schedules are to be reduced by the District pro rata among redemption
dates, in order to maintain substantially level debt service, as a result of any prior or partial redemption of the
Bonds pursuant to optional or special mandatory redemption described above.

Notice of Redemption. So long as the Bonds are held by DTC, all notices of redemption will be sent
only to DTC in accordance with its procedures and will not be delivered to any Beneficial Owner. The Fiscal
Agent will cause notice of any redemption to be mailed by first-class mail, postage prepaid, at least thirty
(30) days but not more than sixty (60) days prior to the date fixed for redemption, to the respective
registered Owners of any Bonds designated for redemption, at their addresses appearing on the Bond
registration books in the Corporate Trust Office of the Fiscal Agent; but such mailing will not be a
condition precedent to such redemption and failure to mail or to receive any such notice, or any defect
therein, will not affect the validity of the proceedings for the redemption of such Bonds.

Such notice will state the redemption date and the redemption price and, if less than all of the
then Outstanding Bonds are to be called for redemption, will designate the Bond numbers of the Bonds to
be redeemed or will state that all Bonds between two stated Bond numbers, both inclusive, are to be
redeemed or that all of the Bonds of one or more maturities have been called for redemption, will state as
to any Bond called in part the principal amount thereof to be redeemed, and will require that such Bonds
be then surrendered at the Corporate Trust Office of the Fiscal Agent for redemption at the said
redemption price, and will state that further interest on such Bonds will not accrue from and after the
redemption date. The cost of mailing any such redemption notice and any expenses incurred by the Fiscal
Agent in connection therewith will be paid by the District.



If at the time of mailing of any notice of optional redemption there will not have been deposited
with the Fiscal Agent moneys sufficient to redeem all the Bonds called for redemption, such notice will
state that it is subject to the deposit of the redemption moneys with the Fiscal Agent not later than the
opening of business on the redemption date and will be of no effect unless such moneys are so deposited.

The District will have the right to rescind any notice of optional redemption by written notice to
the Fiscal Agent on or prior to the date fixed for redemption. Any notice of such redemption will be
cancelled and annulled if for any reason funds will not be or are not available on the date fixed for
redemption for the payment in full of the Bonds then called for redemption, and such cancellation shall
not constitute an Event of Default hereunder. The District and the Fiscal Agent shall have no liability to
the Owners or any other party related to or arising from such rescission of redemption. The Fiscal Agent
will mail notice of such rescission of redemption in the same manner as the original notice of redemption
was sent.

Whenever provision is made for the redemption of less than all of the Bonds or any given portion
thereof, the Fiscal Agent will select the Bonds to be redeemed, from all Bonds or such given portion
thereof not previously called for redemption, among maturities as specified by the District in a written
certificate delivered to the Fiscal Agent, and by lot within a maturity in any manner which the District in
its sole discretion shall deem appropriate and fair. In providing such certificate, the District will provide
for the redemption of Bonds such that the remaining Debt Service payable on the Bonds will remain as
level as possible.

Effect of Redemption. When notice of redemption has been given, and when the amount necessary for
the redemption of the Bonds called for redemption is set aside for that purpose in the Redemption Fund, the
Bonds designated for redemption will become due and payable on the date fixed for redemption, and upon
presentation and surrender of the Bonds at the place specified in the notice of redemption, and no interest will
accrue on the Bonds called for redemption from and after the redemption date, and the Beneficial Owners of
the redeemed Bonds, after the redemption date, may look for the payment of principal and premium, if any, of
such Bonds or portions of Bonds only to the Redemption Fund and shall have no rights, except with respect to
the payment of the redemption price from the Redemption Fund.

Registration, Transfer and Exchange

Registration. The Fiscal Agent will keep sufficient books for the registration and transfer of the
Bonds. The ownership of the Bonds will be established by the bond registration books held by the Fiscal
Agent.

Transfer or Exchange. Whenever any Bond is surrendered for registration of transfer or exchange, the
Fiscal Agent will authenticate and deliver a new Bond or Bonds of the same maturity, for a like aggregate
principal amount of authorized denominations; provided that the Fiscal Agent will not be required to register
transfers or make exchanges of (i) Bonds for a period of 15 days next preceding the date of any selection of the
Bonds to be redeemed, or (ii) any Bonds chosen for redemption.

Additional Bonds for Refunding Purposes Only

Except for refunding purposes, the District may not issue bonds, notes or other forms of indebtedness
payable from Special Tax Revenues and secured by a lien and charge equal to the lien and charge securing the
Bonds. The District will covenant in the Fiscal Agent Agreement not to issue any indebtedness having a lien,
charge, pledge or encumbrance on the Net Taxes senior or superior to the Bonds. The District may issue
indebtedness that has a lien, charge, pledge or encumbrance on the Net Taxes junior and subordinated to that
for the Bonds.
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Debt Service Schedule

The following table presents the annual debt service on the Bonds, assuming there are no early
redemptions. However, it should be noted that the Rate and Method allows prepayment of the Special Taxes in
full or in part and the Fiscal Agent Agreement permits redemption of Bonds from the proceeds of any
prepayments of Special Taxes. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS —
Special Taxes” and “THE BONDS — Redemption.”

TABLE 1
THE BONDS
DEBT SERVICE SCHEDULE

Period ending
(September 1) Principal Interest Total

2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035

TOTAL $9,140,000"

Source: Underwriter.

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS
Repayment of the Bonds

General. The Bonds of the District are special limited obligations of the District, payable solely from
Net Taxes applicable to the District and the other assets pledged therefor under the related Fiscal Agent
Agreement. Subject only to the provisions of the Fiscal Agent Agreement permitting the application thereof
for the purposes and on the terms and conditions set forth therein, all of the Net Taxes applicable to the District

" Preliminary, subject to change.
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and any other amounts held in the Special Tax Fund, Bond Fund, the Redemption Fund and the Reserve Fund
established under the Fiscal Agent Agreement are pledged to secure the payment of the principal of, premium
if any, and interest on the Bonds, in accordance with its terms, the Fiscal Agent Agreement and the Act. Each
such pledge constitutes a first lien on such assets.

“Net Taxes” are defined in the Fiscal Agent Agreement to mean Special Tax Revenues, less amounts
required to pay Administrative Expenses (subject to the limitations contained in the Fiscal Agent Agreement as
to the amounts available to pay Administrative Expenses at any particular time).

“Special Tax Revenues” are defined in the Fiscal Agent Agreement means (a) the proceeds of the
Special Taxes received by the District, (b) income and gains with respect to the investment of amounts on
deposit in the funds and accounts established hereunder for the Bonds, (c) proceeds of the redemption or sale
of property sold as a result of foreclosure of the lien of the Special Taxes, and (d) the net proceeds of the sale
of any Special Tax Receivables equal to the par amount of such Special Tax Receivables. Notwithstanding the
foregoing, “Special Tax Revenues” does not include any penalties or interest in excess of the interest payable
on the Bonds collected in connection with delinquent Special Taxes.

The Bonds are payable only from Net Taxes received by or on behalf of the District. Neither the faith
and credit nor the taxing power of the District (except to the limited extent set forth in the Fiscal Agent
Agreement), the City, or the State of California, or any political subdivision thereof, is pledged to the payment
of the Bonds.

Special Taxes. The Special Taxes are excepted from the tax rate limitation of Article XIIIA of the
California Constitution pursuant to Section 4 thereof as a “special tax” authorized by at least two-thirds vote of
the qualified electors as set forth in the Act. Consequently, the City Council of the City on behalf of the
District has the power and is obligated by the Fiscal Agent Agreement to cause the levy and collection of the
Special Taxes.

The rate and method of special tax apportionment for the District (the “Rate and Method”) was
approved by the qualified electors of the District at the time of formation of the District (See “APPENDIX B -
Rates and Methods of Special Tax Apportionment” herein).

The Special Taxes are to be levied and collected according to the Rate and Method for the District.

The amount, if any, of the Special Tax to be levied annually for the District depends on, among other
things, whether a given parcel is classified as Developed Property, Undeveloped Property, Excess Multifamily
Residential Property, or Excess Public Property (as defined in the Rate and Method). The Special Tax on
Developed Property is based on per unit for a specific subdivision or “tax zone” for single family dwellings,
and acreage for other residential or non-residential property. The Special Tax on Undeveloped Property is
based on acreage.

The Taxable Property within the District consists of [519] residential units on [519] parcels that have
been classified under the Rate and Method as Developed Property and [499] parcels (496 single-family
residential lots, 2 unimproved lots for multifamily residential units and one unimproved commercial lot) that
have been classified under the Rate and Method as Undeveloped Property.

Pursuant to the Fiscal Agent Agreement, the District shall fix and levy the amount of Special Taxes
within the District in accordance with the Rate and Method and, subject to the limitations in the Rate and
Method as to the maximum Special Tax that may be levied, in an amount sufficient to yield the amount
required for the payment of principal of and interest on any Outstanding Bonds becoming due and payable
during the ensuing year, the amount required for any necessary replenishment of the reserve fund established
for the District and the amount estimated to be sufficient to pay the Administrative Expenses of the District
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during such year, taking into account the balances in the funds and accounts established under the Fiscal Agent
Agreement.

Although the Special Taxes will constitute a lien on parcels of real property within the District, they
do not constitute a personal indebtedness of the owner(s) of real property within the District. There is no
assurance that the property owner(s), or any successors and/or assigns thereto or subsequent purchaser(s) of
land within the District, will be able to pay the annual Special Taxes or if able to pay the Special Taxes that
they will do so (see “RISK FACTORS” and “THE COMMUNITY FACILITIES DISTRICT” herein).

The Special Taxes levied in any fiscal year may not exceed the maximum rates authorized pursuant to
the Rate and Method. See APPENDIX A—“RATE AND METHOD OF APPORTIONMENT OF SPECIAL
TAXES.” There is no assurance that the Special Tax proceeds will, in all circumstances, be adequate to pay
the principal of and interest on the Bonds when due. See “SPECIAL RISK FACTORS—Insufficiency of
Special Taxes” herein.

The District has made certain covenants in the Fiscal Agent Agreement for the purpose of ensuring
that the current maximum Special Tax rates and method of collection of the Special Taxes are not altered in a
manner that would impair the Districts’ ability to collect sufficient Special Taxes to pay debt service on the
Bonds and Administrative Expenses when due. First, the District has covenanted that, to the extent it is legally
permitted to do so, it will only reduce the maximum Special Tax rates in accordance with the Fiscal Agent
Agreement and will oppose the reduction of maximum Special Tax rates by initiative where such reduction
would reduce the maximum Special Taxes payable from Developed Property to less than 110% of the sum of
estimated Administrative Expenses and Maximum Annual Debt Service on Outstanding Bonds. See
“SPECIAL RISK FACTORS—Proposition 218.” Second, the District has covenanted not to permit the tender
of Bonds in payment of any Special Taxes except upon receipt of a certificate of an Independent Financial
Consultant that to accept such tender will not result in the District having insufficient Special Tax revenues to
pay the principal of and interest on the Bonds remaining Outstanding following such tender. See “SPECIAL
RISK FACTORS—Non-Cash Payments of Special Taxes.”

Collection of Special Taxes. The Special Taxes initially are required to be collected by the County of
Merced Tax Collector in the same manner and at the same time as regular ad valorem property taxes are
collected by the Tax Collector of the County. When received, such Special Taxes will be deposited in the
Special Tax Receipts Fund for the District to be held by the District and transferred to the Fiscal Agent for
deposit in the Special Tax Fund as provided in the Fiscal Agent Agreement.

The County has adopted a Teeter Plan as provided for in Section 4701 et seq. of the California
Revenue and Taxation Code, under which a tax distribution procedure is implemented and secured roll taxes
are distributed to taxing agencies within the County on the basis of the tax levy, rather than on the basis of
actual tax collections. The Special Taxes are included in the County’s Teeter Plan but there can be no
assurance that the County will continue the Teeter Plan or that the Special Taxes will continue to be
included within the Teeter Plan.

Of the $683,891.60 Special Taxes levied for the 2015-16 fiscal year, the District has received
$327,805.58 from the County as of January 12, 2016.

Proceeds of Foreclosure Sales. The Special Tax Revenues pledged to the payment of principal of
and interest on the Bonds under the Fiscal Agent Agreement include the net proceeds, exclusive of penalties
and interest, received following a judicial foreclosure sale of an interest in a parcel within the District resulting
from a taxpayer’s failure to pay the Special Taxes when due.

Pursuant to Section 53356.1 of the Act, in the event of any delinquency in the payment of any Special

Tax or receipt by the District of Special Taxes in an amount which is less than the Special Tax levied, the City
Council, as the legislative body of the District, may order that any delinquent Special Taxes be collected by a
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superior court action to foreclose the lien of the Special Tax within specified time limits. In such an action, the
real property or leasehold interest therein subject to the unpaid amount may be sold at a judicial foreclosure
sale. Under the Act, the commencement of judicial foreclosure following the nonpayment of a Special Tax is
not mandatory. However, the District has covenanted that, should the Special Taxes no longer be subject to
the County’s Teeter Plan, it will commence and diligently pursue to completion, judicial foreclosure
proceedings against (i) Assessor’s Parcels with delinquent Special Taxes in excess of $5,000 or more by the
October 1 following the close of the Fiscal Year in which such Special Taxes were due; and (ii) all Assessor’s
Parcels with delinquent Special Taxes by the October 1 following the close of any fiscal year in which the
District receives Special Taxes in an amount which is less than 95% of the total Special Tax levied and the
amount in the Reserve Fund for the Bonds is less than the Reserve Requirement. See APPENDIX C—
“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” herein.

If foreclosure is necessary and other funds (including amounts in the Reserve Fund) have been
exhausted, debt service payments on the Bonds could be delayed until the foreclosure proceedings result in the
receipt of any foreclosure sale proceeds. Judicial foreclosure actions are subject to the normal delays
associated with court cases and may be further slowed by bankruptcy actions, involvement by agencies of the
federal government and other factors beyond the control of the City and the District. See “SPECIAL RISK
FACTORS—Bankruptcy and Foreclosure” herein. Moreover, no assurances can be given that the interests in
the property subject to foreclosure and sale at a judicial foreclosure sale will be sold or, if sold, that the
proceeds of such sale will be sufficient to pay any delinquent Special Tax installment. See “SPECIAL RISK
FACTORS—Assessed or Appraised Valuation; Value-to-Lien Ratios” herein. Although the Act authorizes the
District to cause such an action to be commenced and diligently pursued to completion, the Act does not
impose on the District or the City any obligation to purchase or acquire any interest in the property sold at a
foreclosure sale if there is no other purchaser at such sale. The Act provides that, in the case of a delinquency,
the Special Tax will have the same lien priority as is provided for ad valorem taxes.

Prepayment of Special Taxes. Under the Rate and Method, the owner of a parcel may voluntarily
prepay the Special Tax obligation for a parcel in whole. Any voluntary prepayment of Special Taxes will
result in an extraordinary redemption of the Bonds. See “THE BONDS—Redemption—Extraordinary
Redemption.”

Reserve Fund. As additional security for the Bonds, the Fiscal Agent Agreement provides for the
establishment of the Reserve Fund in the amount of the Reserve Requirement. The “Reserve Requirement” as
defined under the Fiscal Agent Agreement means as of any calculation date, an amount equal to the least of (i)
ten percent (10%) of the proceeds of the Bonds (within the meaning of section 148 of the Code); (ii) 125% of
average annual debt service on the Bonds; or (iii) the maximum annual debt service of the Bonds, provided,
however, the Reserve Requirement on any calculation date shall not be greater than the Reserve Requirement
amount on the Closing Date. As of the date of issuance of the Bonds, the Reserve Requirement will be fully
funded in the amount of $830,290".

Subject to the limits on the maximum annual Special Tax which may be levied within the District, the
District covenants to levy Special Taxes in an amount that is anticipated to be sufficient, in light of the other
intended uses of the Special Tax proceeds, to maintain the balance in the Reserve Fund at the Reserve
Requirement. Amounts in the Reserve Fund are to be applied to (i) pay debt service on the Bonds, to the
extent other monies are not available therefor; (ii) redeem the Bonds in whole or in part; and (iii) pay the final
installments of principal and interest due on the Bonds. In the event of a prepayment of Special Taxes, under
certain circumstances, a portion of the Reserve Fund will be added to the amount being prepaid and be applied
to redeem Bonds; provided, however, that no such transfer shall be made if it would result in the amount in the
Reserve Fund being less than the Reserve Requirement. See APPENDIX C “SUMMARY OF THE FISCAL
AGENT AGREEMENT - Reserve Fund” herein.

* Preliminary, subject to change.
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BELLEVUE RANCH MASTER PLANNED COMMUNITY
General Location and Amenities

The Bellevue Ranch Master Planned Community was originally planned to include a total of between
4,843 and 6,648 units on approximately 1,365 acres. In addition to residential housing of several types,
including single family detached standard homes, single family detached patio homes and multifamily
housing, the master plan also proposed commercial, office, schools, park and transit station, parks and open
space and public uses. Prior to the economic downturn of 2008, 1,618 lots were being prepared for home
construction, of which approximately 600 were sited with homes, leaving 1,018 vacant lots ready for future
development. A commercial lot at the corner of Cardella Road and M Street, as well as larger parcels along
Bellevue Road, exist for future retail and office services.

The master planned community is generally located in the northeastern part of the City, north of
Yosemite Avenue, south of W. Bellevue Road and west of “G” Street in an area that was originally open space
and agricultural use land. It is located just a few miles west from the University of California, Merced campus,
which opened in Fall 2005, and the Mercy Medical Center, a 185-bed teaching hospital, which supports the
newly introduced medical program at UC Merced. Currently the University has 1,505 faculty and staff
employees, 6,237 undergraduates students and 448 graduate students. It is expected that the enrollment will
increase by 10,000 students in the next seven to ten years. On November 19, 2015, the University of
California, Merced, received preliminary approval from two committees of the UC Board of Regents for its
proposal to double the physical capacity of the campus by 2020. It is expected that the enrollment will reach
25,000 by the year 2030. Merced Medical Center plans to expand over the next 20 years to allow for 435
patients.

Merced College is to the south of the area and downtown Merced is further to the south with Lake
Yosemite to the east. The Merced Mall Shopping Center is located nearby and anchored by tenants J.C.
Penney, Kohls, Target and Sears, with additional retail clustered along primary neighborhood thoroughfares
and at major intersections. The Plaza at El Portal, a recently constructed office project, is located just south of
the community. Bellevue Ranch Master Planned Community is within the Merced City School District and
Merced Union School District and served by three public elementary schools, Cruickshank Middle School, as
well as several private schools, including Merced Christian School. Students within the master planned
community are currently within the attendance boundaries of Merced High School.

There are numerous groups of finished lots dispersed throughout Bellevue Ranch, many transferred in
recent years to investor buyers. Two new home developments are currently selling in Bellevue Ranch East,
“Bellevue Ranch - The Chateau Series” developed by national home builder, Lennar Homes, and
“Gardenstone at Bellevue Ranch” developed by local contractor, Blue Mountain companies.

Bellevue Ranch East and West

Bellevue Ranch Master Planned Community is divided into Bellevue Ranch East and Bellevue Ranch
West, the boundaries of which were formed into separate community facilities districts by the City.

The Bellevue Ranch West community facilities district consists of approximately 220 acres,
approximately 30.7 acres of commercially zoned property and approximately 200 acres for park, open space,
floodway and streets. Bellevue Ranch West is comprised of Phase 1 (Improvement Area No. 1 of the District)
and Phase 2 (Improvement Area No. 2 of the District).
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Map of District

16



THE COMMUNITY FACILITIES DISTRICT
General

On March 1, 2004, the City Council adopted a Resolution of Intention to form a community facilities
district under the Act, to levy a special tax and to incur bonded indebtedness for the purpose of financing
certain improvements. After conducting a noticed public hearing, on July 26, 2004, the City Council adopted
the Resolution of Formation, which established the District and set forth the Rate and Method for the District.
On August 10, 2004 an election was held within the District in which the landowners eligible to vote
unanimously approved the proposed bonded indebtedness and the levy of the Special Tax within the District.

The Bellevue Ranch East portion of the Bellevue Ranch planned development within the City make
up the boundaries of the District. The District consists of approximately 228 net acres with an estimated
buildout of 1,015 single family residential dwelling units on approximately 185 acres, 416 units of attached
residential dwelling units on approximately 20 acres, for a total of 1,431 residential units, plus approximately
23 acres of commercially zoned property. The District has a rectangular shape and is located generally north
of Yosemite Avenue and east of “G” Street within the City in an area that was originally open space and
agricultural use land.

As of the date of this Official Statement, there are 1,018 taxable parcels or lots of which 565 lots are
designated as “Developed” and 453 lots are designated as “Undeveloped.” Of the Developed parcels, 512 are
completed single-family residences owned by individual homeowners, with an additional 53 parcels with
building permits in various stages of development. There are approximately 110 acres designated as
“Undeveloped,” consisting of 450 improved (or finished) single-family lots with no vertical construction,
owned by seven developers and one set of individuals, and two unimproved land parcels (approximately 10.13
and 10.64 acres respectively) zoned for multifamily residential development estimated for 416 units and an
approximate 23-acre parcel zoned for commercial development owned by C.W.N. Development, LLC.

Lennar Homes of California, Inc. with 37 lots and Stalwart Property LLC with 22 lots are actively
marketing and selling single family homes within their two developments.

All property within the District has final map approval. The City certified the Final Environmental
Impact Report for the Bellevue Ranch Master Planned Community (the “EIR”) on October 15, 1995. The EIR
analyzed the potential environmental effects from all discretionary actions necessary to develop the master-
planned community. All required permits from regulatory agencies have been acquired to complete the
development within the District. All appeal periods with respect to such approvals have expired.
Notwithstanding the foregoing, it is possible that future events relating to environmental issues could impact
the development of the undeveloped parcels. See “SPECIAL RISK FACTORS - Future Land Use Regulations
and Growth Control Initiatives,” * - Endangered and Threatened Species.”

Developers within the District pay an indexed school mitigation fee (currently $3.36 per square foot
for residential and $0.54 per square foot for commercial) at the time of pulling building permits allocated
among Merced City School District and Merced Union High School District.

The Developed properties within the District are currently subject to special taxes levied annually for
Community Facilities District No. 2003-2 (Services). Undeveloped properties are not subject to the services
special tax. The special tax for this Services Community Facilities District is $707.42 per residential unit for
the District for the 2015-16 fiscal year. This special tax contains an annual escalator. See “- Direct and
Overlapping Debt.”
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Rate and Method of Apportionment of Special Taxes

The amount, if any, of the Special Tax to be levied annually depends on, among other things, whether
a given parcel is classified as Developed Property, Association Property, Exempt Property, Excess Public
Property or Undeveloped Property (as defined in the Rate and Method). The Special Tax on Developed
Property is based on the square footage of the lots for single family dwellings, per unit for other for sale
residential property and acreage of the non-residential property.

The Maximum Special Tax rates that can be levied each Fiscal Year are shown below.

TABLE 2
COMMUNITY FACILITIES DISTRICT NO. 2003-1
(BELLEVUE RANCH EAST)
OF THE CITY OF MERCED

MAXIMUM SPECIAL TAX RATES

Maximum
Type of Property Special Tax
Developed Property
Single Family Residential Property,.
SFD Lots:
> 6,825 square feet $770 per Unit
> 5,775 and< 6,825 square feet $690 per Unit
> 5,250 and< 5,775 square feet $610 per Unit
> 4,725 and< 5,250 square feet $580 per Unit
> 2,100 and < 4, 725 square feet $490 per Unit
Other For-Sale Residential Property $490 per Unit
Other Property $5,800 per Acre
Undeveloped Property $6,310 per Acre

Source: Rate and Method of Apportionment.

The Special Tax shall be levied proportionately first on each assessor parcel of Developed Property
(other than Association Property) up to 100% of the Maximum Special Tax. If additional revenue is needed,
the Special Tax shall be levied proportionately next on each assessor parcel of Undeveloped Property within a
final map, then on each assessor parcel of Undeveloped Property without a final map, then on each parcel of
Association Property and lastly on each assessor parcel of Excess Public Property.

The Maximum Special Taxes set forth above are calculated based on the expected land uses within the
District. Proposed tentative maps, tentative map revisions, and any other change to the formation land use
plans must be reviewed and compared to the expected land uses to evaluate the impact on the expected
Maximum Special Tax Revenues. In addition, final maps must be reviewed to ensure they reflect the number
of residential units and acreage of Other Property that was anticipated in the approved tentative maps. If there
is a change in the formation land use plans or if a new tentative map, revised tentative map, or new final map
(“Land Use/Entitlement Change™) is proposed that reduces the total Maximum Special Taxes that can be
generated, the Council, prior to approval of the Land Use/Entitlement Change, will complete proceedings
under the Act to increase the Maximum Special Tax, on Assessor Parcels owned by the landowner requesting
same, to an amount sufficient to maintain the total Maximum Special Tax revenues that could be generated
within the District before the Land Use/Entitlement Change was approved or the landowner requesting the
Land Use/Entitlement Change will prepay to the City an amount that corresponds to the lost Maximum Special
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Tax revenue, as provided in the Rate and Method. Any such prepayment shall be used by the City to call
Bonds. See “APPENDIX A -- RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAXES”
hereto for a complete description of the District’s procedures for levying Special Taxes.
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COMBINED PROPERTY

Estimated Estimated
FY 2015-16 % of FY 2016-17 % of
Type of Property Units/  Special Tax Special Units/ Special Tax Special
Acres Levied Tax Levy Acres Levied Tax Levy
DEVELOPED
Developed (Individuals) 499 $226,740.00 47.78% 512 $336,590.00 51.52%
Developed (Building Permit)
Stalwart Properties LLC 20 $ 15,240.00 2.23 22 $ 16,940.00 2.59%
Lennar Homes of Calif 0 - 0.00 31 $ 20,190.00 3.09
Subtotal 20 $ 15,240.00 2.23% 53 $ 37,130.00 5.68%
TOTAL DEVELOPED 519 $341,980.00 20.01% 365 $373,720.00 57.20%
UNDEVELOPED
Undeveloped SF (Active)
Stalwart Properties LLC 343  §$ 10,018.58 1.46% 041 § 1,051.94 0.16%
Lennar Homes of Calif. 5.21 15,237.62 2.23 0.81 2,064.70 0.32
Subtotal 8.64 $ 25,256.20 3.69% 122§ 3,116.64 0.48%
Undeveloped SF (final map) 64.83  $189,467.04 27.69% 6436 $165,423.12 25.32%
Undeveloped Comm. (final map) 22.75 § 66,487.54 9.73% 22.75 § 58,050.40 8.89%
Undeveloped MF (final map) 20.77  $ 60,700.94 8.88% 20.77 $ 52,998.10 8.11%
TOTAL UNDEVELOPED 116,99  $341,911.72 49.99% 109.57 $279.697.36 42.81%
TOTAL DISTRICT $683,891.60 100.00% $653,308.32 100.00%

Source: Goodwin Consulting Group, Inc.
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Estimated Debt Service Coverage

Special Taxes will be levied each year in an amount equal to the Annual Special Tax Levy determined
in accordance with the Rate and Method. The Annual Special Tax Levy is calculated (taking into
consideration anticipated delinquencies if and when the Teeter Plan is no longer applicable) to include an
amount equal to the debt service on the Bonds in the ensuing Bond Year plus the amount required to maintain
the Reserve Fund at the Reserve Requirement plus the amount needed to pay Administrative Expenses, less the
amount of earnings on deposit in the Reserve Fund in excess of the Reserve Requirement and other available
funds of the District. The Annual Special Tax Levy in Fiscal Year 2015-16 totaled $683,891.60 calculated at
100% of the Maximum Special Tax Rates for Developed Property and 46% of the Maximum Special Tax
Rates for Undeveloped Property. [$20,000] of this amount was budgeted to pay Administrative Expenses.

For Fiscal Year 2015-16, the Special Tax capacity based on Maximum Special Tax Rates for taxable
property within the District was calculated to be $1,080,197.

Based on the land use classifications made under the Rate and Method for fiscal year 2015-16, if
Special Taxes were levied on the Taxable Property at the Maximum Special Tax Rates, the Special Taxes
available to pay debt service on the Bonds after the payment of Administrative Expenses in an amount equal to
the Administrative Expenses Cap ($20,000 in each year) would be at least 110% of the debt service due in
each Bond Year commencing after September 1, 2015. Notwithstanding the foregoing, the Act provides that
under no circumstances will the Special Taxes levied against any parcel of Residential Property for which an
occupancy permit for private residential use has been issued be increased by more than ten percent (10%) as a
consequence of delinquency or default in payment of Special Taxes by any other parcel in the District.

[Remainder of Page Intentionally Left Blank]
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Valuation and Principal Taxpayers

As of the date of this Official Statement, approximately one-half of the Special Taxes were levied on
Developed Property within the District. Of the 1,018 taxable parcels or lots within the District, 565 lots are
designated as “Developed” and 453 lots are designated as “Undeveloped.” Of the Developed parcels, 512 are
completed single-family residences owned by individual homeowners, with an additional 53 parcels with
building permits in various stages of development. Since the 2015-16 levy, 46 building permits have been
issued and are included in the numbers above as Developed parcels. Approximately one-half of the Special
Taxes were levied on Undeveloped Property or low assessed valued parcels consisting of 496 improved (or
finished) single-family lots with no vertical construction, owned by seven developers and one set of
individuals, and two unimproved land parcels (approximately 10.13 and 10.64 acres respectively) zoned for
multifamily residential development estimated for 416 units and an approximate 23-acre parcel zoned for
commercial development owned by C.W.N. Development, LLC. Other than C.W.N. Development LLC, no
other property owners within the District are responsible for more than 10% of the Special Tax levy in Fiscal
Year 2016-17.

Currently, Lennar Homes of California, Inc. with 37 lots and Stalwart Property LLC with 22 lots are
actively marketing and selling single family homes within their two developments.

Since November 2014, “Gardenstone at Bellevue” developed by Blue Mountain on land owned by
Stalwart Properties has offered 50 homes for purchase and have sold 45. Gardenstone offers single-story
homes with four different floorplans.

Lennar Homes opened “Bellevue Ranch - The Chateau Series” in September 2015 and has offered 15
homes for sale and sold 10. The project offers seven floorplans, with square footage from 1,766 to 2,969
square feet, containing 3 to 4 bedrooms and 2 to 3 bathrooms. Pricing for the Chateau Series is from the high
$200,000’s.

[CWN]

The January 1, 2015 assessed value of the parcels within the District currently classified as Developed
Property (less 31 lots owned by Lennar Homes and 15 lots owned by Stalwart Properties) for purposes of
levying Special Taxes for the Fiscal Year 2015-16 was $109,073,261. The January 1, 2015 assessed value of
the parcels within the District classified as Undeveloped Property, plus the above excluded active lots, for
purposes of levying Special Taxes for the Fiscal Year 2015-16 was $11,000,137. The District commissioned
an appraisal to determine the market value of the Undeveloped Property plus a portion of the active lots. See
“Appraisal” below.

The value of the individual parcels is significant because, in the event of a delinquency in payment,
the District’s only remedy is to foreclose on the delinquent parcel. A parcel with a lower value-to-lien ratio
may be less likely to sell at foreclosure or provide sale proceeds adequate to pay all delinquent Special Tax
installments. The value-to-lien ratios shown herein are based on either assessed values or appraised market
values or a combination of both. Prospective purchasers of the Bonds should not assume that the property
within the District could be sold for the assessed or appraised values listed herein. See the caption “SPECIAL
RISK FACTORS—Land Values.” Assessed values do not necessarily represent market values.

Table 5 sets forth the breakdown of Developed and Undeveloped Property (including the active

projects) within the District, their share of the current Annual Special Tax Levy, and their applicable assessed
value and/or appraised values. See “Appraisal” below.
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TABLE 5
COMMUNITY FACILITIES DISTRICT NO. 2003-1 (BELLEVUE RANCH EAST)
OF THE CITY OF MERCED
VALUATION AND PROPERTY OWNERS

Estimated Estimated Total 12/22/15
FY 16-17 % of FY 2015-16 .
Property Owner Use Parcels Special Tax FY 16-17 AV Appraised
Levy Levy Value
DEVELOPED
Individuals SF 512 $336,590.00 51.52%  $107,553,261 N/A
ACTIVE
Stalwart Properties LLC
Developed (High AV) SF fin. lot 7 $ 5,390.00 0.82% 1,520,000 N/A
Developed (Building Permit) SF fin. lot 15 11,550.00 1.77 525,000
Undeveloped SF fin. lot 2 1,051.94 0.16 70,000
Total 24 $ 17,991.94 2.75% $ 2,115,000 $ 576,500!
Lennar Homes of California)
Developed (Building Permit) SF fin. lot 31 $ 20,190.00 3.09% § 227,974
Undeveloped SF fin. lot 6 2,064.70 0.32 44,124
Total 37 $22,254.70 341% $§ 272,098 $ 1,184,000
UNDEVELOPED
A&H Investments SF fin. lot 3 1,186.78 0.18% 63,933 96,000
Conrad Date & Ryland LLC SF fin. lot 48 16,745.58 2.56 617,088 1,464,000
Foran, Thomas & Lorinda SF fin. lot 1 307.54 0.05 35,000 34,500
Locans Investments LLC SF fin. lot 81 37,101.64 5.70 1,726,191 2,622,000
Merced House 7 LLC SF fin. lot 115 38,243.62 5.85 3,141,915 3,160,000
Merced Project Owner LLC SF fin. lot 16 5,737.28 0.88 117,664 512,000
104 Partners LLC SF fin. lot 141 52,545.00 8.04 1,036,914 3,872,000
Polymathic Properties, Inc. SF fin. lot 37 13,555.72 2.07 272,098 1,276,500
Subtotal 442 $165,423.12 25.32% $ 7,010,803 $13,037,000
CWN Development Commercial 1 $ 58,050.40 8.89% 1,982,249 2,970,000
CWN Development Multifamily 1 27,149.72 4.16 570,029 1,320,000
CWN Development Multifamily 1 25,848.38 3.96 542,705 1,330,000
Subtotal 3 $111,048.50 17.00% $ 3,094,983 $ 5,620,000
Total 1018 $653,308.32  100.00% $120,073,398  $20,417,500

1. Based on 17 lots

Source: Goodwin Consulting Group, Inc.

Appraisal

The information below is only a summary of certain information contained in the Appraisal. The
Appraisal is reprinted herein as Appendix D. The information below is qualified in its entirety by the complete
Appraisal. The District makes no representation as to the accuracy or completeness of the Appraisal.
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The Bonds are secured by Special Taxes which may include amounts realized upon foreclosure sale of
delinquent parcels. Therefore, should the Teeter Plan be discontinued or no longer applicable to the District,
the ability of the District to meet debt service on the Bonds may depend on the ability of delinquent parcels to
generate sufficient proceeds upon foreclosure sale to pay delinquent Special Taxes. The City commissioned
Seevers Jordan Ziegenmeyer, Rocklin, California (the “Appraiser”) to ascertain the “as is” cumulative
(aggregate) value of the fee simple estate, by ownership, for the undeveloped taxable property in the District
consisting of 496 finished, single-family residential lots, the two approximate 10-acre each multifamily lots,
and one 22.75-acre commercial lot. The Appraiser estimated that, as of the December 9, 2015 date of value of
the Appraisal, the “as is” cumulative (aggregate) value of the fee simple estate, by ownership, for the single-
family residential lots (subject to the lien of the Special Taxes) was $15,102,000, compared to the 2015-16
assessed value of $7,877,901. These residential lots were valued using the Direct Sales Comparison
Approach. Also utilized was a Land Residual Analysis, or Discounted Cash Flow Analysis method, as a
means to establish the residential lot value, in bulk, that is key in determining bulk land valueusing a land
residual technique as a means to establish the retail lot value that is key in determining bulk sale value. The
Appraiser also estimated that, as of the December 9, 2015 date of value of the Appraisal, the “as is” market
value of the fee simple estate of the multifamily lots (subject to the lien of the Special Taxes) was $2,650,000,
compared to the 2015-16 assessed value of $1,112,734. The Appraiser also estimated that, as of the December
9, 2015 date of value of the Appraisal, the “as is” market value of the fee simple estate of the commercial lot
(subject to the lien of the Special Taxes) was $2,970,000, compared to the 2015-16 assessed value of
$1,982,249.

An updated Appraisal has not been requested by the City or the District or completed by the Appraiser
since the original date of value. However, on the date of issuance of the Bonds, the Appraiser will certify that
he is not aware of any event or act that occurred since the date of value of the Appraisal which, in the opinion
of the Appraiser, would materially and adversely affect the conclusions in the Appraisal as to the market value
of the appraised property.

The Appraisal’s value estimates reflect certain assumptions set forth in the Appraisal. For a full
description of the assumptions relied upon by the Appraiser, as well as a description of the valuation
methodology, see APPENDIX D — “APPRAISAL REPORT”.

The Appraisal was prepared in accordance with and subject to the requirements of The Appraisal
Standards for Land Secured Financing as published by the California Debt and Investment Advisory
Commission, the Uniform Standards of Professional Appraisal Practice (USPAP) of the Appraisal Foundation,
and the Code of Professional Ethics and the Standards of Professional Appraisal Practice of the Appraisal
Institute. See APPENDIX D — “APPRAISAL REPORT”.

Estimated Value-to-Lien Ratios”

As of January 1, 2015 the net assessed value of the property within the District subject to the levy of
the Special Tax in Fiscal Year 2015-16 was just over $120 million, resulting in an estimated assessed value to
lien ratio of 13 to 1 for the property subject to the Special Tax levy in Fiscal Year 2015-16 based on the
principal amount of the Bonds, and an estimated assessed value to lien ratio of __ to 1 based upon the
principal amount of the Bonds and the direct and overlapping debt payable from other taxes and assessments
levied on the property within the District. The combined value (assessed value for developed property and
appraised value for undeveloped property) of over $128 million, results in an estimated combined value to lien
ratio of 14 to 1 based on the principal amount of the Bonds. See “- Assessed Valuation” and “- Appraisal”
above.

As of January 1, 2015, the cumulative assessed value-to-lien ratio of the 519 developed parcels within
the District is 23.5 to 1 based on 50.01% of the principal amount of the Bonds. Because a parcel’s assessed

* Preliminary, subject to change.
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value generally represents the lower of its acquisition cost and adjustments for inflation (but not more than 2%
per year) or its current market value, it may not be indicative of the parcel’s market value. As of December 9,
2015, the appraised value-to-lien ratio of the 496 undeveloped single-family residential parcels within the
District is 5.28 to 1 based on 30.66% of the principal amount of the Bonds, the appraised value-to-lien ratio of
the 2 undeveloped multifamily residential parcels within the District is 3.55 to 1 based on 8.16% of the
principal amount of the Bonds, and the appraised value-to-lien ratio of the commercial lot is 3.66 to 1 based on
8.89% of the principal amount Bonds.

No assurance can be given that such value-to-lien ratios will be maintained during the period of time
that the Bonds are outstanding. The District does not have any control over future property values or the
amount of additional indebtedness that may be issued in the future by other public agencies, the payment of
which is made through the levy of a tax or an assessment with a lien on a parity with the Special Taxes. See
“SPECIAL RISK FACTORS—Assessed or Appraised Valuations; Value-to-Lien Ratios” and “—Parity Taxes
and Special Assessments.”

[Remainder of Page Intentionally Left Blank]

28



TABLE 6
COMMUNITY FACILITIES DISTRICT NO. 2003-1 (BELLEVUE RANCH EAST)
OF THE CITY OF MERCED
ESTIMATED VALUE-TO-LIEN RATIOS

DEVELOPED PROPERTY

Average
Estimated Estimated Estimated Estimated

FY 16/17 FY 16-17 FY 16-17 Value

Value-to-Lien Taxed Assessed Levy Levy To
Range :1 Parcels Value % Amount Bonds® Lien
<3.00 0 0 0 0 0 --

301to4 21 $729,022 2.39% 15,630 $218,446 335t01
4.01t08 3 172,523 0.35 2,310 31,990 534t01
8.01to 10 4 375,000 0.47 3,080 42,958 8.70to 1
10.01to 15 11 1,148,338 0.95 6,230 86,830 13.11to 1
15.01to0 17 29 4,461,065 2.99 19,560 273,286 16.27to0 1
17.01 to 20 98 16,848,673 9.91 64,770 905,774 18.60to 1
20.01 to 22 66 12,354,656 6.46 42,220 590,444 2091to0 1
22.01 to 25 76 17,057,933 7.93 51,780 724,802 23.53t0 1
25.01t0 30 153 38,770,188 10.45 68,280 955,130 27.87t0 1
30.01 to 35 43 12,348,626 4.22 27,550 385,708 32.12t0 1
35.01 to 38 15 4,807,237 1.44 9,430 131,616 36.39to 1
Total 519 $109,073,261 52.34% $341,980 $4,783,876 22.96t0 1

(1) Represents the assessed value as shown on the unequalized Fiscal Year 2015-16 tax roll of the Merced County Assessor.
(2) Estimated par amount of the Bonds has been allocated to the taxed parcels in proportion to their respective Fiscal Year
2015-16 special tax obligation.

Source: Goodwin Consulting Group, Inc. and Merced County Assessor.
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UNDEVELOPED PROPERTY

Estimated Estimated Estimated
FY 16-17 FY 16-17 Value
Appraised Levy Levy To

Owner Parcels Value ¥ % Amount Bonds® Lien
A&H Investments 3 $ 96,000 0.18 $ 1,186.78 $ 16,452 584to1
Conrad Date & Ryland LLC 48 1,464,000 2.56 16,745.58 233,984 627t01
Foran, Thomas & Lorinda 1 34,500 0.05 307.54 4,570 7.55t01
Locans Investments LLC 81 2,622,000 5.70 37,101.64 520,980 5.03t01
Merced House 7 LLC 115 3,160,000 5.85 38,243.62 534,690 591to1
Merced Project Owner LLC 16 512,000 0.88 5,737.28 80,432 6.37t01
104 Partners LLC 141 3,872,000 8.04 52,545.00 734,856 527t01
Polymathic Properties, Inc. 37 1,276,500 2.07 13,555.72 189,198 6.75t0 1
Stalwart Properties LLC 17 576,500 1.93 12,601.94 176,402 327t01
Lennar of California 37 1,184,000 341 22,254.70 311,674 3.80to 1
CWN Development Inc. 1 2,970,000 8.89%  $58,050.40 812,546 3.66to1
CWN Development Inc. 1 1,330,000 4.16 27,149.72 380,224 350t01
CWN Development Inc. 1 1,320,000 3.96 25,848.38 361,944 3.65t0 1
Subtotal 3 $ 5,620,000 17.00 $111,048.50 $1,553,800 362t01
Total 499 $20,417,500 47.66% $311,328.26 $4,356,124 4.69to 1

(1) Represents the estimated appraised values from the Appraisal.

(2) Estimated par amount of the Bonds has been allocated to the taxed parcels in proportion to their respective Fiscal Year
2016-17 estimated special tax obligation.

Source: Goodwin Consulting Group, Inc. and Merced County Assessor.

Consulting Group, Inc. and Appraisal
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COMBINED PROPERTY

Estimated Estimated Estimated
FY 16/17 Assessed or FY 16-17 FY 16-17 Value
Taxed Appraised Levy Levy To
Parcels Value ¥ % Amount Bonds?® Lien
Developed (Indiv.) 512 $107,553,261 51.52% $336,590 $4,708,928 22.84to1
Active Projects
AV lots 7 1,520,000 0.82 5,390 52,890 28.74 to 1
Appraised lots 54 1,760,500 5.34 34,857 488,076 3.61to01
Undeveloped SF 442 13,037,000 25.32 165,423 2,314,248 563to1
Undeveloped Comm. 1 2,970,000 8.89 58,050 812,546 3.66to1
Undeveloped MF 2 2,650,000 8.16 52,998 745,824 3.55t01
Total 1018 $129,490,761, 100.00% $511,575 $9,140,000 14.17t0 1

(1) Represents the assessed value for Developed lots and estimated appraised values from the Appraisal for Undeveloped lots.
(2) Estimated par amount of the Bonds has been allocated to the taxed parcels in proportion to their respective Fiscal Year
2015-16 special tax obligation.

Source: Goodwin Consulting Group, Inc., Appraisal. and Merced County Assessor

Absorption Study

A “Market Analysis” dated December 2005 (the “Market Analysis”) has been conducted by The
Gregory Group, Folsom, California, at the request of the City in connection with the issuance of the Bonds.
According to the Market Analysis, with respect to the 496 Undeveloped single-family units to be built and
transferred to final end users, the expected rate of absorption is estimated at 1.00 sale per week per project,
based on the pricing position. It is believed that the product offerings can sell concurrently (based on different
lot sizes, product types and the anticipated pent-up demand in the marketplace. For further information
regarding the Market Analysis, its assumptions and conclusions, see “APPENDIX H - MARKET
ABSORPTION STUDY.”

Direct and Overlapping Debt

Within the boundaries of the District are numerous overlapping local agencies providing public
services. Some of these local agencies have outstanding bonds which are secured by taxes and assessments on
parcels within the District and others have authorized but have not yet issued bonds which, if issued, will be
secured by taxes and assessments levied on parcels within the District.

The Developed Properties within the District are currently subject to special taxes levied annually for
Community Facilities District No. 2003-2 (Services). The special tax for this Community Facilities District is
$707.42 per developed residential unit for the District for the 2015-16 fiscal year. Undeveloped properties are
not subject to this special tax This special tax contains an annual escalator.

The approximate amount of the direct and overlapping debt secured by such taxes and assessments on
the parcels within the District for Fiscal Year 2015-16 is shown in Table 7 below.
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TABLE 7
COMMUNITY FACILITIES DISTRICT NO. 2003-1 (BELLEVUE RANCH EAST)
OF THE CITY OF MERCED
DIRECT AND OVERLAPPING DEBT SUMMARY

2015-16 Local Secured Assessed Valuation: $120,073,398

DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT: % Applicable Debt 12/1/15
Merced Community College District School Facilities Improvement District No. 1 0.763% $ 255,865
Merced Union High School District 0.975 1,129,950
Merced City School District 2.311 664,043
City of Merced Bellevue Ranch East Community Facilities District 100. 9,035,000
¢))
TOTAL DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT $11,084,858
OVERLAPPING GENERAL FUND DERBT:
Merced County Certificates of Participation 0.582% $100,062
Merced County Pension Obligation Bonds 0.582 51,413
Merced City School District Certificates of Participation 2.311 103,989
City of Merced Pension Obligation Bonds 2.558 144,025
TOTAL OVERLAPPING GENERAL FUND DEBT $399,489
COMBINED TOTAL DEBT $11,484,347
03

(1) Excludes Mello-Roos Act bonds to be sold.
(2) Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and non-bonded capital
lease obligations.

Ratios to 2015-16 Assessed Valuation:

Direct Debt ($9,035,000) 7.52%
Total Direct and Overlapping Tax and Assessment Debt...... 9.23%
Combined Total Debt..........cccoeveieieieiirerceceeeereeeeeerens 9.56%

Source: California Municipal Statistics, Inc.
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In addition to the bonded indebtedness set forth in Table 7, any general obligation bonds currently
authorized but not issued within the District will likely be issued and new general obligation bonds may be
authorized at future elections. New community facilities districts or special assessment districts may be
formed which include all or a portion of the District, resulting in the issuance of more bonds and the levy of
additional special taxes or other taxes and assessments on parcels within the District. In addition to the Special
Taxes, the property owners in the District will be required to pay the general ad valorem property taxes for
their parcels. See “SPECIAL RISK FACTORS—Parity Taxes and Special Assessments” and “—Assessed or
Appraised Valuations; Value-to-Lien Ratios.”

Sample Effective Tax Rates
Table 8 below sets forth an example of a typical property tax bill for a single family residential unit in
the District representing a sample of tax rates therein. The actual tax rate for any particular parcel may vary

from the tax rates shown in Table 8. The tax rates and amounts presented herein are based on information for
Fiscal Year 2015-16. The actual amounts charged may vary and may increase in future years.

[Remainder of Page Intentionally Left Blank]
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TABLE 8
COMMUNITY FACILITIES DISTRICT NO. 2003-1 (Bellevue Ranch East)
OF THE CITY OF MERCED
SAMPLE PROPERTY TAX BILLS
FOR FISCAL YEAR 2015-16

Assessed Valuations and Residential
Property Taxes Land Use SF

Land 20,491
Improvements 189,552
Total Land & Improvements 210,043
Homeowner's Exemption -
Net Taxable Value" $210,043
Rate $210,043

1% on Net Value 1.0000 2,100.42

Voter Approved Bonds:

Merced City School District Bond 0.00557 117.00
Merced Union High School District 0.00477 100.20
Merced College Mer Bonds 0.00114 23.94
Total Ad Valorem Property Taxes 0.01148 $241.14

Fixed Charge Assessments:

City Merced CFD 2003-2 707.42
Mosquito Abatement 8.00
City Merced CFD 2003-1 770.00
Total Assessments, Special Taxes and $1,485.42
Parcel Charges

Total Property Taxes $3,826.98
Total Effective Tax Rate 1.82200,

() Net Assessed Value reflects estimated total assessed value for the parcel net of homeowner's
exemption. Not all residences qualify for the exemption.

Source: Merced County Tax Collector, as compiled by California Municipal Statistics, Inc.
Delinquency History

Table 9 below summarizes the Special Tax delinquencies for property within the boundaries of the
District. As of September 2, 2015, there were 39 parcels within the District delinquent in the payment of
Special Taxes in the amount of $11,958 or (1.76% of the 2014-15 Special Tax levy); however, due to the
participation of the District in the County’s Teeter Plan, the District received 100% of the Special Tax levy.
Although certain parcels have been delinquent in the payment of Special Taxes in the past, the District has
never been required to proceed to a foreclosure sale for delinquent Special Taxes and has never received less
that the annual Special Tax levy.

The County has adopted a Teeter Plan for the collection and payment of taxes pursuant to which it
pays 100% of the amount levied to participating agencies without regard to the actual amount of collections.
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The District does participate in the County’s Teeter Plan and, as a result, the District receives the Special
Taxes levied. Penalties and interest received on the collection of delinquent Special Taxes are paid to the
County but are not pledged under the Fiscal Agent Agreement to repay the Bonds. There is no assurance or
guarantee that the County will continue the Teeter Plan or that the District will remain as a participant in the

Teeter Plan during the time the Bonds remain outstanding,

TABLE 9
COMMUNITY FACILITIES DISTRICT NO. 2003-1 (BELLEVUE RANCH EAST)

OF THE CITY OF MERCED
SPECIAL TAX DELINQUENCY HISTORY

At the end of each Fiscal Year

As of September 2, 2015

Special Tax
Fiscal # of Parcels Amount % # of Parcels Amount % Levied and
Year Delinquent  Delinquent” Delinquent  Delinquent  Delinquent V Delinquent ~ Collected
2010-11 27 $6,776 0.95% 0 $0 0.00% $715,592
2011-12 19 5,717 0.84% 1 490 0.07% 682,437
2012-13 6 68,189 9.93% 1 490 0.07% 685,917
2013-14 3 1,525 0.22% 1 490 0.07% 682,313
2014-15 39 11,958 1.76% 39 11,958 1.76% 667,958

M Delinquent amounts do not include penalties, interest or fees. The District is under the Teeter Plan and therefore, the District
received 100% of the Special Tax levy at fiscal year end.
Source: Merced County Tax Collector’s Office; Goodwin Consulting Group, Inc.

[Remainder of Page Intentionally Left Blank]
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Historical Assessed Valuation

Table 10 below sets forth the net assessed value and the annual change in net assessed value for
taxable property within the District for Fiscal Years 2011-12 through 2015-16.

TABLE 10
COMMUNITY FACILITIES DISTRICT NO. 2003-1 (BELLEVUE RANCH EAST)
OF THE CITY OF MERCED
HISTORICAL ASSESSED VALUE

2011-12 2012-13 2013-14 2014-15 2015-16
AV of all Land $13,292,280 $13,166,710 $17,352,742  $ 22,010,127 $ 28,253,784
AV of all Improvements 73,979,704 74,804,627 75,219,577 84,467,957 91,813,024
AV of Other 5,760 6,940 6,590

Total AV of all Parcels  $87,274,184 $87,971,337 $92,578,079  $106,485,024 $120,073,398

AV of Developed Property $80,479,327 $80,885,824 $83,955,077 $ 96,090,840 $109,073,261
AV of Undev. Property 6,794,857 7,085,513 8,623,002 10,394,184 11,000,137
Total AV of all Parcels 87,274,184 $87,971,337 $92,578,079  $106,485,024 $120,073,398

(D Assessed Values as of January of previous fiscal year from the Merced County Assessor’s Roll.
Source: Goodwin Consulting Group, Inc.

Assessed values do not necessarily represent market values. Article XIIIA of the California
Constitution (Proposition 13) defines “full cash value” to mean “the County assessor’s valuation of real
property as shown on the 1975-76 roll under ‘full cash value’, or, thereafter, the appraised value of real
property when purchased or newly constructed or when a change in ownership has occurred after the 1975
assessment,” subject to exemptions in certain circumstances of property transfer or reconstruction. The “full
cash value” is subject to annual adjustment to reflect increases, not to exceed 2% for any year, or decreases in
the consumer price index or comparable local data, or to reflect reductions in property value caused by
damage, destruction or other factors. Because of the general limitation to 2% per year in increases in full cash
value of properties which remain in the same ownership, the County tax roll does not reflect values uniformly
proportional to actual market values. There can be no assurance that the assessed valuations of the properties
within the District accurately reflect their respective market values, and the future fair market values of those
properties may be lower than their current assessed valuations.

No assurance can be given that, should a delinquent parcel be foreclosed and sold for the amount of
the delinquency, any bid will be received for such parcel, or if a bid is received that such bid will be sufficient
to pay such delinquent Special Taxes. See” SPECIAL RISK FACTORS—Risks of Real Estate Secured
Investments Generally,” “—Risks Related to Current Market Conditions” and “—Assessed or Appraised
Valuations; Value-to-Lien Ratios.”

Building Permits
Residential and non-residential construction within the City declined after peaking in 2005, in part due
to the subprime mortgage crisis and the resulting significant increase in the number of foreclosures. However,

residential and non-residential construction activity within the City has increased since 2010. Total issued
building permits and permit valuation (new residential) are used as indicators of overall construction activity.
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The following table sets forth for the District (no building permits were issued for Bellevue Ranch
West) and for the City the total building permit valuations and the number of new residential construction
permits issued for Calendar Years 2011 through 2015.

TABLE 11
CITY OF MERCED
RESIDENTIAL BUILDING PERMIT VALUATION
Calendar Years 2011 through 2015

($ in thousands)
(unaudited)
Bellevue Ranch East™ Remaining Within City @
Permit Permit Total Total Permit
Calendar  Dwelling Assessed Dwelling Assessed Dwelling  Assessed Value
Year Units Value® Units Value® Units Estimate®
2011 0 0 0 0 0
2012 0 0 1 N/A 1 N/A
2013 4 $ 884,100 5 $1,250,000 9 $ 2,134,100
2014 29 3,115,721 7 4,372,755 36 7,488,476
2015 63 11,128,615 15 5,877,900 78 17,006,515

() Residential reflects construction of new structures.
@  Total Permit Assessed Value is an estimate determined at time of permit issuance; actuals may vary.
Source: City of Merced.

SPECIAL RISK FACTORS

The purchase of the Bonds involves significant investment risks and, therefore, the Bonds may not be
suitable investments for many 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 Bonds.
This discussion does not purport to be comprehensive or definitive. The occurrence of one or more of the
events discussed herein could adversely affect the ability or willingness of property owners in the District to
pay their Special Taxes when due. Such failures to pay Special Taxes could result in the inability of the
District to make full and punctual payments of debt service on the Bonds. In addition, the occurrence of one
or more of the events discussed herein could adversely affect the value of the property in the District. See
“SPECIAL RISK FACTORS — Assessed or Appraised Valuations; Value-to-Lien Ratios” and “— Limited
Secondary Market” below.

Risks of Real Estate Secured Investments Generally

The Owners of the Bonds will be subject to the risks generally incident to an investment secured by
real estate, including, without limitation, (i) adverse changes in local market conditions, such as changes in the
market value of real property in the vicinity of the District, the supply of or demand for competitive properties
in such area, and the market value of residential property or commercial buildings and/or sites in the event of
sale or foreclosure; (ii) changes in real estate tax rates and other operating expenses, governmental rules
(including, without limitation, zoning laws and laws relating to endangered species and hazardous materials)
and fiscal policies; (iii) natural disasters (including, without limitation, earthquakes, wildfires and floods),
which may result in uninsured losses; (iv) adverse changes in local market conditions; and (v) increased
delinquencies due to rising mortgage costs and other factors.
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Other factors that could adversely affect property values in the District include, among others,
relocation of employers out of the area, shortages of water, electricity, natural gas or other utilities, and
destruction of property caused by man-made disasters.

The current state of the world-wide capital markets has adversely affected the availability of mortgage
loans to homeowners, including potential buyers of homes within the District. Any such unavailability could
hinder the ability of the current homeowners to resell their homes, or the sale of newly completed homes in the
future.

Limited Obligations

The District has no obligation to pay principal of or interest on the Bonds if Special Tax collections
are delinquent or insufficient, other than from funds derived from the foreclosure and sale of parcels for
Special Tax delinquencies. The City is not obligated to advance funds to pay debt service on the Bonds.

Insufficiency of Special Taxes

Under the Rate and Method, the annual amount of Special Tax to be levied on each taxable parcel will
be based primarily on whether such parcel is developed or not and, for Residential Property on which
subdivision in which it is located, and for Non-Residential Property on the acreage of the Assessor’s Parcel.
See “APPENDIX A -- RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAXES” and “THE
COMMUNITY FACILITIES DISTRICT - Rate and Method of Apportionment of Special Taxes.”
Accordingly, to the extent property is not developed, collection of the Special Taxes will be dependent on the
willingness and ability of the owners of Undeveloped Property to pay such Special Taxes when due. See
“SPECIAL RISK FACTORS -- Future Land Use Regulations and Growth Control Initiatives” and “-- Failure
to Develop Properties” above for a discussion of the risks associated with undeveloped property.

Given limitations in the Act regarding increases in Special Taxes on residential parcels to address
Special Tax delinquencies, the potential coverage to respond to delinquencies is approximately 110% of
Annual Debt Service. Notwithstanding that the maximum Special Taxes that may be levied in the District
exceeds debt service due on the Bonds, the Special Taxes collected could be inadequate to make timely
payment of debt service either because of nonpayment or because property becomes exempt from taxation.

Furthermore, Administrative Expenses are paid by the District prior to the payment of debt service on
the Bonds. Incurrence of higher than budgeted Administrative Expenses may have an adverse impact on the
ability of the District to make debt service on the Bonds.

If for any reason property within the District becomes exempt from taxation by reason of ownership
by a non-taxable entity such as the federal government, another public agency or other organization
determined to be exempt, subject to the limitations of the maximum authorized rates, the Special Tax will be
reallocated to the remaining taxable properties within the District. This could result in certain owners of
property paying a greater amount of the Special Tax and could have an adverse impact upon the ability and
willingness of the owners of such property to pay the Special Tax when due.

The Act provides that, if any property within the District not otherwise exempt from the Special Tax is
acquired by a public entity through a negotiated transaction, or by gift or devise, the 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 Special Tax is acquired by a public entity through eminent domain
proceedings, the obligation to pay the 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. Due to problems of collecting taxes from public
agencies, if a substantial portion of land within the District became exempt from the Special Tax because of
public ownership, or otherwise, the Maximum Special Taxes which could be levied upon the remaining
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property within those areas might not be sufficient to pay principal of and interest on the Bonds when due and
a default could occur with respect to the payment of such principal and interest on the Bonds.

In certain circumstances, the District has covenanted to commence judicial foreclosure proceedings
against property with delinquent Special Taxes. No assurance can be given that any bid will be received for a
parcel with delinquent Special Taxes offered for sale at foreclosure or, if a bid is received, that such bid will be
sufficient to pay all delinquent Special Taxes.

Depletion of Reserve Fund

A Reserve Fund has been established and may be used to pay principal of and interest on the Bonds if
insufficient funds are available from the proceeds of the levy and collection of the Special Taxes against
property within the District. See “SOURCES OF PAYMENT FOR THE BONDS - Reserve Fund.”

If funds within the Reserve Fund are depleted, the funds can be replenished from the proceeds of the
levy and collection of the Special Tax that are in excess of the amount required to pay Administrative
Expenses and principal and interest on the Bonds under the Fiscal Agent Agreement. = However, no
replenishment from the proceeds of a Special Tax levy can occur so long as the proceeds that are collected
from the levy of the Special Tax against property within the District at the maximum Special Tax rates (subject
to the limitations of the Act), together with other available funds, remain insufficient to pay all such amounts.
Thus, it is possible that the Reserve Fund will be depleted and not be replenished by the levy of the Special
Tax within the District.

Natural Disasters

The value of the parcels in the District in the future can be adversely affected by a variety of natural
occurrences, particularly those that may affect infrastructure and other public improvements and private
improvements on the parcels in the District and the continued habitability and enjoyment of such private
improvements. The District, like all California communities, may be subject to unpredictable seismic activity,
fires due to the vegetation and topography, or flooding in the event of significant rainfall. The occurrence of
seismic activity, fires or flooding in or around the District could result in substantial damage to properties in
the District, which, in turn, could substantially reduce the value of such properties. As a result of the
occurrence of such an event, a substantial portion of the property owners may be unable or unwilling to pay the
Special Taxes when due. In addition, the value of land in the District could be diminished in the aftermath of
such natural events, reducing the resulting proceeds of foreclosure sales in the event of delinquencies in the
payment of the Special Taxes.

Endangered and Threatened Species

On a regular basis, new species are proposed to be added to the State and federal protected species
lists. Any action by the State or federal governments to protect species located on or adjacent to the property
within the District could negatively affect the developers’ ability to complete the development of the properties
within the District as planned. This, in turn, could reduce the ability or willingness of the property owners to
pay the Special Taxes when due and would likely reduce the value of the land and the potential revenues
available at a foreclosure sale for delinquent Special Taxes.

Hazardous Substances

A serious risk in terms of the potential reduction in the value of a parcel within the District is a claim
with regard to a hazardous substance. In general, the owners and operators of a parcel within the District may
be required by law to remedy conditions of such parcel relating to release or threatened releases of hazardous
substances. The federal Comprehensive Environmental Response, Compensation and Liability Act of 1980,
sometimes referred to as “CERCLA” or the “Superfund Act,” is the most well known and widely applicable of
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these laws, but California laws with regard to hazardous substances are also similarly stringent. Under many
of these laws, the owner or operator is obligated to remedy a hazardous substance condition of the property
whether or not the owner or operator had anything to do with creating or handling the hazardous substance.
The effect, therefore, should any of the parcels within the District be affected by a hazardous substance, will be
to reduce the marketability and value of such parcel by the costs of remedying the condition, because the
prospective purchaser, upon becoming the owner, will become obligated to remedy the condition just as the
seller is.

Although the District is not aware that the owner or operator of any of the taxable parcels in the
District has such a current liability, it is possible that such liabilities do currently exist. Further, it is possible
that liabilities may arise in the future resulting from the existence, currently, on the parcel of a substance
presently classified as hazardous but that 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 that may in the future be so classified. Further, such liabilities may arise
not simply from the existence of a hazardous substance but from the method of handling it. All of these
possibilities could significantly affect the property values that would otherwise be realized upon a delinquency.

No information is available as to the existence of any hazardous substances within the District.
Assessed or Appraised Valuations; Value-to-Lien Ratios

The value of land within the District is an important factor in evaluating the investment quality of the
Bonds. In the event that a property owner defaults in the payment of Special Tax installments, the District’s
only remedy is to judicially foreclose on that property. Prospective purchasers of the Bonds should not assume
that the property within the District could be sold for the assessed or appraised value described in this Official
Statement at a foreclosure sale for delinquent Special Tax installments or for an amount adequate to pay
delinquent Special Tax installments. Reductions in property values within the District due to a downturn in the
economy or the real estate market, events such as earthquakes, droughts, or floods, stricter land use
regulations, threatened or endangered species or other events may adversely impact the security underlying the
Special Taxes.

The property values of undeveloped property set forth in the various tables herein are the property
values determined by the Appraiser. The Appraisal was prepared for the purpose of estimating and confirming
the minimum market value of such property as of December 9, 2015 in its as is condition on the basis of
certain assumptions. Prospective purchasers of the Bonds should not assume, however, that such parcels could
be sold for the appraised amount described herein at the present time or at a foreclosure sale for delinquent
Special Taxes. See the Appraisal included as Appendix D hereto for a brief description of the analysis used
and assumptions made by the Appraiser. The actual value of the property is subject to future events that might
render invalid the assumptions relied upon by the Appraiser in determining the appraised value. The values for
the developed property within the District were determined by the assessed values of such parcels as of
January 1, 2015. Therefore, the estimated valuation of the developed parcels in the District set forth in this
Official Statement are based on the County Assessor’s values. The assessed value is not an indication of what
a willing buyer might pay for a property. The assessed value is not evidence of future value because future
facts and circumstances may differ significantly from the present.

No assurance can be given that the estimated value-to-lien ratios as set forth in “ — Estimated Value-
to-Lien Ratios” will be maintained over time. As discussed herein, many factors which are beyond the control
of the District could adversely affect the property values within the District. The District does not have any
control over the amount of additional indebtedness that may be issued by other public agencies, the payment of
which through the levy of a tax or an assessment is on a parity with the Special Taxes. A decrease in the
assessed values in the District or an increase in the indebtedness secured by taxes and amounts with parity
liens on property in the District, or both, could result in a lowering of the value-to-lien ratios of the property in
the District. See “ — Estimated Value-to-Lien Ratios” herein.
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No assurance can be given that any bid will be received for a parcel with delinquent Special Taxes
offered for sale at foreclosure or, if a bid is received, that such bid will be sufficient to pay all delinquent
Special Taxes. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Repayment of the
Bonds - Special Tax — Proceeds of Foreclosure Sales.”

Concentration of Ownership

A few property owners within the District are responsible for approximately 50% of the annual special
tax levy. If these or any other property owner is unwilling or unable to pay the Special Tax when due, a
potential shortfall in the Bond Fund could occur, which would result in the depletion of the Reserve Fund prior
to reimbursement from the resale of foreclosed property or payment of the delinquent Special Taxes and,
consequently, a delay or failure in payments of the principal of or interest on the Bonds. No property owner is
obligated in any manner to continue to own or develop any of the land it presently owns within the District.
The Special Taxes are not a personal obligation of any owner of the parcels, and the District can offer no
assurance that any current owner or any future owner will be financially able to pay such Special Taxes or that
it will choose to pay even if financially able to do so.

Land Development Costs

Approximately half of the lien of the Special Taxes is spread on Undeveloped parcels. The
Undeveloped lots are in finished condition but have no vertical construction. The cost of additional
improvements plus any further public and private in-tract, on-site and off-site improvements would likely
increase the public and private debt secured by the Undeveloped land within the District. See APPENDIX D —
“THE APPRAISAL REPORT” and “THE COMMUNITY FACILITIES DISTRICT - Direct and Overlapping
Debt.” This increased debt could reduce the ability or desire of the property owners to pay the annual Special
Taxes levied against the property. See “THE COMMUNITY FACILITIES DISTRICT - The Special Taxes.”
In that event there could be a default in the payment of principal of, and interest on, the Bonds.

Failure to Develop Undeveloped Properties

Land development operations are subject to comprehensive Federal, State and local regulations.
Approval is required from various agencies in connection with the layout and design of developments, the
nature and extent of improvements, construction activity, land use, zoning, school and health requirements, as
well as numerous other matters. While the undeveloped land in the District is entitled as to discretionary City
approvals by reason of its Development Agreement, and all other City land use approvals and zoning approvals
have been obtained, there is always the possibility that such approvals, even though obtained, will be
challenged or subject to subsequent referendum, or that the issuance of additional building permits will be
delayed. Revocation of any such agency approval could adversely affect the development of the undeveloped
land.. See APPENDIX D — “THE APPRAISAL REPORT.”

Under current California law, it is generally accepted that proposed development is not exempt from
future land use regulations until building permits have been properly issued and substantial work has been
performed and substantial liabilities have been incurred in good faith reliance on such permits. .

Development of certain portions of the land within the Districts is contingent upon construction or
acquisition of major public improvements such as arterial streets, water distribution facilities, sewage
collection and transmission facilities, gas, telephone and electrical facilities, as well as local in tract
improvements including site grading. The cost of these public and private in tract and off site improvements
could increase the public and private debt for which the land within the Districts provide security. This
increased debt could reduce the willingness and/or ability of the property owners to pay the annual Special
Taxes levied against their property.
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Development of land is also subject to economic considerations such as the strength of the regional
economy and the resulting demand for land and homes. Another economic downturn, similar to the recent
national recession, for example, could adversely impact the demand for homes and land development
operations generally throughout the area. There can be no assurance that the means and incentive to conduct
land development operations within the District will occur or will not be adversely affected by future local,
State and federal governmental policies relating to real estate development, or the income tax treatment of real
property ownership.

The inability or failure to develop property due to adverse regulatory or economic conditions may
reduce the value of undeveloped property. The undeveloped property also provides less security to the
Bondowners should it be necessary for the Districts to foreclose on undeveloped property due to the
nonpayment of the Special Taxes. Furthermore, an inability to develop the land within the Districts will likely
slow the diversity of ownership of land within the District, making the Bondowners more dependent upon
timely payment of the Special Tax levied on the undeveloped property. Because of the current concentration
of ownership of the undeveloped property in the District, the timely payment of the Bonds depends upon the
willingness and ability of the present owners of the undeveloped property to pay the Special Taxes levied on
the undeveloped property when due. See “SPECIAL RISK FACTORS -- Concentration of Ownership” above.

Competition

The housing market in the City has other pending and proposed projects that may be competitive
when the undeveloped land within the District is ready for development. This competition could impact the
future value of the undeveloped property and the rate at which homes are sold and absorbed.

California Drought; State of Emergency Proclamation; Water Rates

On January 17, 2014, with California facing water shortfalls in the then-driest year in recorded state
history, Governor Edmund G. Brown Jr. proclaimed a State of Emergency and directed state officials to take
all necessary actions to prepare for these drought conditions. In the State of Emergency declaration, Governor
Brown directed state officials to assist farmers and communities that are economically impacted by dry
conditions and to ensure the State can respond if Californians face drinking water shortages. The Governor
also directed state agencies to use less water and hire more firefighters and initiated a greatly expanded water
conservation public awareness program. In addition, the proclamation gave state water officials more
flexibility to manage supply throughout California under drought conditions.

The Governor’s drought State of Emergency follows a series of actions the administration has taken to
ensure that California is prepared for record dry conditions. In May 2013, Governor Brown issued an
Executive Order to direct state water officials to expedite the review and processing of voluntary transfers of
water and water rights. In December 2014, the Governor formed a Drought Task Force to review expected
water allocations, California’s preparedness for water scarcity and whether conditions merit a drought
declaration.

On April 1, 2015, for the first time in state history, the Governor directed the State Water Resources
Control Board to implement mandatory water reductions in cities and towns across California to reduce water
usage by 25%. This savings amounts to approximately 1.5 million acre-feet of water over the following nine
months. The State Water Resources Control Board has advised that agencies failing to meet their conservation
standard can be issued cease and desist orders, and the State Water Resources Control Board is authorized to
impose civil liability of $10,000 per day for violations of the orders.

California set a new “low water” mark on April 1, 2015, with its early-April snowpack measurement.
The statewide electronic reading of the snowpack’s water content stood at 5 percent of the April 1st average.
April 1, 2015°s content was only 1.4 inches, or 5%, of the 28-inch average. The lowest previous reading since
1950 was 25% of average, so water year 2015 is the driest winter in California’s written record.
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On November 13, 2015, the Governor issued an executive order directing the State Water Resources
Control Board to extend the 25% reductions in water usage until October 31, 2016, if drought conditions
persist into through January 2016. The State Water Resources Control Board is also directed to modify
existing restrictions to address uses of potable and non-potable water, as well as incorporating insights gained
from existing restrictions. The State Water Resources Control Board took public comment until December 2,
2015, and held a workshop on December 7, 2015 before the water reduction extension is finalized.

The implementation of mandatory water reductions is ongoing. The District cannot predict how long
the drought conditions will last, what effect drought conditions may have on property values or the ability to
develop property within the District or whether or to what extent water reduction requirements may affect the
District.

On April 20, 2015, the California Court of Appeal, Fourth District, issued an opinion in Capistrano
Taxpayers Association, Inc. v. City of San Juan Capistrano upholding tiered water rates under Proposition 218
provided that the tiers correspond to the actual cost of furnishing service at a given level of usage. The opinion
was specific to the facts of the case, including a finding that the City of San Juan Capistrano did not attempt to
calculate the actual costs of providing water at various tier levels. The City expects any future water rates will
comply with Proposition 218’s procedural and substantive requirements to the extent applicable thereto. The
City is unable to predict at this time how Proposition 218 will be interpreted by the future court rulings or what
impact Capistrano Taxpayers Association, Inc. v. City of San Juan Capistrano may have on the City’s
conservation efforts, property values or development within the District or other general effects on the District.

Parity Taxes and Special Assessments

While the Special Taxes are secured by the taxable parcels in the District, the security only extends to
the value of such property that is not subject to priority and parity liens and similar claims.

Tables listing the outstanding governmental obligations affecting the District are set forth under “THE
COMMUNITY FACILITIES DISTRICT - Direct and Overlapping Governmental Liens.”

In addition, other governmental obligations may be authorized and undertaken or issued in the future,
the tax, assessment or charge for which may become an obligation of one or more of the parcels within the
District, and may be secured by a lien on a parity with the lien of the Special Taxes securing the Bonds.

In general, the Special Taxes, and all other taxes, assessments and charges also collected on the tax
roll, are on a parity, that is, are of equal priority. Questions of priority become significant when collection of
one or more of the taxes, assessments or charges is sought by some other procedure, such as foreclosure and
sale. If proceedings are brought to foreclose a delinquency, the Special Taxes will generally be on parity with
the other taxes, assessments and charges, and will share the proceeds of such foreclosure proceedings on a pro-
rata basis.

The Special Taxes have priority over all existing and future private liens imposed on the property
except, possibly, for liens or security interests held by the Federal Deposit Insurance Corporation. See
“SPECIAL RISK FACTORS — Bankruptcy and Foreclosure” below.

The District has no control over the ability of other entities and districts to issue indebtedness
secured by special taxes, ad valorem taxes or assessments payable from all or a portion of the property
within the District. In addition, the landowners within the District may, without the consent or
knowledge of the City or the District, petition other public agencies to issue public indebtedness secured
by special taxes, ad valorem taxes or assessments. Any such special taxes, ad valorem taxes or
assessments may have a lien on such property on a parity with the Special Taxes and could reduce the
estimated value-to-lien ratios for property within the District as described herein.
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The properties within the District are currently subject to special taxes levied annually for
Community Facilities District No. 2003-2 (Services). The special tax for this Community Facilities
District is $707.42 per Developed residential unit for the District for the 2015-16 fiscal year. This special
tax contains an annual escalator. See “SECURITY FOR THE BONDS - Direct and Overlapping Debt.”

Disclosures to Future Purchasers

The willingness or ability of an owner of a parcel to pay the Special Tax, even if the value of the
parcel is sufficient, may be affected by whether or not the owner was given due notice of the Special Tax
authorization at the time the owner purchased the parcel, was informed of the amount of the Special Tax on the
parcel should the Special Tax be levied at the maximum tax rate and the risk of such a levy, and, at the time of
such a levy, has the ability to pay it as well as pay other expenses and obligations. The District caused a
Notice of Special Tax lien to be recorded in the Office of the Recorder for the County against each parcel.
While title companies normally refer to such notices in title reports, there can be no guarantee that such
reference will be made or, if made, that a prospective purchaser or lender will consider such Special Tax
obligation in the purchase of a property within the District or lending of money thereon.

The Act requires the subdivider (or its agent or representative) of a subdivision to notify a prospective
purchaser or long-term lessor of any lot, parcel, or unit subject to a Mello-Roos special tax of the existence and
maximum amount of such special tax using a statutorily prescribed form. California Civil Code
Section 1102.6b requires that in the case of transfers other than those covered by the above requirement, the
seller must at least make a good faith effort to notify the prospective purchaser of the special tax lien in a
format prescribed by statute. Failure by an owner of the property to comply with the above requirements, or
failure by a purchaser or lessor to consider or understand the nature and existence of the Special Tax, could
adversely affect the willingness and ability of the purchaser or lessor to pay the Special Tax when due.

Special Tax Delinquencies

Special Taxes are the primary source for the repayment of the Bonds, and delinquencies could result
in a draw on the Reserve Fund and, if the Reserve Fund were depleted, in a default in payment on the Bonds.

Under provisions of the Act, the Special Taxes, from which funds necessary for the payment of
principal of, and interest on, the Bonds are derived, are customarily billed to the properties within the District
on the ad valorem property tax bills sent to owners of such properties. The Act currently provides that such
Special Tax installments are due and payable and are subject to the same lien priority in the case of
delinquency as are ad valorem property tax installments.

See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS— Repayment of the Bonds -
Special Taxes — Proceeds of Foreclosure Sales,” for a discussion of the provisions which apply, and
procedures which the District is obligated to follow under the Fiscal Agent Agreement, in the event of
delinquencies in the payment of Special Taxes. See “—Delinquency History” for a history of Special Tax
delinquency rates in the District. See “SPECIAL RISK FACTORS — Bankruptcy and Foreclosure™ below,
for a discussion of the policy of the Federal Deposit Insurance Corporation regarding the payment of special
taxes and assessments and limitations on the District’s ability to foreclose on the lien of the Special Taxes in
certain circumstances.

Non-Cash Payments of Special Taxes

Under the Act, the City Council as the legislative body of the District may reserve to itself the right
and authority to allow the owner of any taxable parcel to tender a Bond in full or partial payment of any
mstallment of the Special Taxes or the interest or penalties thereon. A Bond so tendered is to be accepted at
par and credit is to be given for any interest accrued thereon to the date of the tender. Thus, if Bonds can be
purchased in the secondary market at a discount, it may be to the advantage of an owner of a taxable parcel to
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pay the Special Taxes applicable thereto by tendering a Bond. Such a practice would decrease the cash flow
available to the District to make payments with respect to other Bonds then outstanding; and, unless the
practice was limited by the District, the Special Taxes paid in cash could be insufficient to pay the debt service
due with respect to such other Bonds. In order to provide some protection against the potential adverse impact
on cash flows which might be caused by the tender of Bonds in payment of Special Taxes, the Fiscal Agent
Agreement includes a covenant pursuant to which the District will not sell a Bond to the owners of taxable
parcels to satisfy Special Tax obligations by the tender of such Bond unless the District shall have first
obtained a report of an Independent Financial Consultant certifying that doing so would not result in the
District having insufficient funds to pay the principal of and interest on all Outstanding Bonds when due.

Payment of the Special Tax is not a Personal Obligation of the Owners

An owner of a taxable parcel is not personally obligated to pay the Special Tax. Rather, the Special
Tax is an obligation which is secured only by a lien against the taxable parcel. If the value of a taxable parcel
is not sufficient, taking into account other liens imposed by public agencies, to secure fully the Special Tax, the
District has no recourse against the owner.

FDIC/Federal Government Interests in Properties

The ability of the District to collect interest and penalties specified by the Act and to foreclose the lien
of delinquent Special Taxes may be limited in certain respects with regard to parcels in which the FDIC, or
other federal government entities such as Fannie Mae, Freddie Mac, the Drug Enforcement Agency, the
Internal Revenue Service or other federal agency, has or obtains an interest.

In the case of FDIC, in the event that any financial institution making a loan which is secured by
parcels is taken over by the FDIC and the applicable Special Tax is not paid, the remedies available to the
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.

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-appealed. 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 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.

In the event a parcel of taxable property or a private deed of trust secured by a parcel of taxable
property is owned by a federal government entity or federal government sponsored entity, such as Fannie Mae
or Freddie Mac, the ability to foreclose on the parcel or to collect delinquent Special Taxes may be limited.
Federal courts have held that, based on the supremacy clause of the United States Constitution, in the absence
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of Congressional intent to the contrary, a state or local agency cannot foreclose to collect delinquent taxes or
assessments if foreclosure would impair the federal government interest. This means that, unless Congress has
otherwise provided, if a federal government entity owns a parcel of taxable property but does not pay taxes and
assessments levied on the parcel (including Special Taxes), the applicable state and local governments cannot
foreclose on the parcel to collect the delinquent taxes and assessments.

Moreover, unless Congress has otherwise provided, if the federal government has a mortgage interest
in a parcel and the District wishes to foreclose on that parcel as a result of delinquent Special Taxes, the
property cannot be sold at a foreclosure sale unless it can be sold for an amount sufficient to pay delinquent
taxes and assessments on a parity with the Special Taxes and preserve the federal government’s mortgage
interest. For a discussion of risks associated with taxable parcels within the District becoming owned by the
federal government, federal government entities or federal government sponsored entities, see “—
Insufficiency of Special Taxes.”

The District’s remedies may also be limited in the case of delinquent 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.

Bankruptcy and Foreclosure

Bankruptcy, insolvency and other laws generally affecting creditors’ rights could adversely impact the
interests of Beneficial Owners of the Bonds. The payment of property owners’ taxes and the ability of the
District to foreclose the lien of a delinquent unpaid Special Tax pursuant to its covenant to pursue judicial
foreclosure proceedings may be limited by bankruptcy, insolvency or other laws generally affecting creditors’
rights or by the laws of the State relating to judicial foreclosure. See “SECURITY AND SOURCES OF
PAYMENT FOR THE BONDS — Repayment of the Bonds - Special Taxes — Proceeds of Foreclosure
Sales.” In addition, the prosecution of a foreclosure could be delayed due to many reasons, including crowded
local court calendars or lengthy procedural delays.

Although a bankruptcy proceeding would not cause the Special Taxes to become extinguished, the
amount of any Special Tax lien could be modified if the value of the property falls below the value of the lien.
If the value of the property is less than the lien, such excess amount could be treated as an unsecured claim by
the bankruptcy court. In addition, bankruptcy of a property owner could result in a delay in prosecuting
Superior Court foreclosure proceedings. Such delay would increase the likelihood of a delay or default in
payment of delinquent Special Tax installments and the possibility of delinquent Special Tax installments not
being paid in full.

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

Moreover, the ability of the District to commence and prosecute enforcement proceedings may be
limited by bankruptcy, insolvency and other laws generally affecting creditors’ rights and by the laws of the
State relating to judicial foreclosure.

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 Bonds or the Fiscal Agent Agreement.

46



Loss of Tax Exemption

As discussed under the caption “TAX MATTERS,” the interest on the Bonds could become
includable in gross income for federal income tax purposes retroactive to the date of issuance of the Bonds as a
result of a failure of the District to comply with certain provisions of the Internal Revenue Code of 1986, as
amended, or a change in legislation. Legislative changes have been proposed in Congress, which, if enacted,
would result in additional federal income tax being imposed on certain owners of tax-exempt state or local
obligations, such as the Bonds. The introduction or enactment of any of such changes could adversely affect
the market value or liquidity of the Bonds. Should such an event of taxability occur, the Bonds are not subject
to early redemption and will remain outstanding to maturity or until redeemed under the redemption provisions
of the Fiscal Agent Agreement.

Limitations on Remedies

Remedies available to the Beneficial Owners of the Bonds may be limited by a variety of factors and
may be inadequate to assure the timely payment of principal of and interest on the Bonds or to preserve the
tax-exempt status of the Bonds.

Bond Counsel has limited its opinion as to the enforceability of the Bonds and the Fiscal Agent
Agreement to the extent that enforceability 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. The lack of availability of
certain remedies or the limitation of remedies may entail risks of delay, limitation or modification of the rights
of the Beneficial Owners of the Bonds.

No Ratings and Limited Secondary Market

The 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 the Bonds can be sold at all or for any particular price. Although the District has committed
to provide certain financial and operating information on an annual basis, there can be no assurance that such
information will be available to Beneficial Owners on a timely basis. See “CONTINUING DISCLOSURE.”
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, 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.

Validity of Landowner Elections

On August 1, 2014, the California Court of Appeal, Fourth Appellate District, Division One (the
“Court™), issued its opinion in City of San Diego v. Melvin Shapiro, et al. (D063997). The Court of Appeal
considered whether Propositions 13 and 218, which amended the California Constitution to require voter
approval of taxes, require registered voters to approve a tax or whether a city could limit the qualified voters to
just the landowners and lessees paying the tax. The case involved a Convention Center Facilities District (the
“CCFD”) established by the City of San Diego. The CCFD is a financing district established under San
Diego’s charter and was intended to function much like a community facilities district established under the
provisions of the Act. The CCFD is comprised of the entire city of San Diego. However, the special tax to be
levied within the CCFD was to be levied only on properties improved with a hotel located within the CCFD.
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At the election to authorize such special tax, the San Diego Charter proceeding limited the electorate
to owners of hotel properties and lessees of real property owned by a governmental entity on which a hotel is
located. Thus, the election was an election limited to landowners and lessees of properties on which the
special tax would be levied, and not a registered voter election. Such approach to determining who would
constitute the qualified electors of the CCFD was based on Section 53326(c) of the Act, which generally
provides that, if a special tax will not be apportioned in any tax year on residential property, the legislative
body may provide that the vote shall be by the landowners of the proposed district whose property would be
subject to the special tax. In addition, Section 53326(b) of the Act provides that if there are less than 12
registered voters in the district, the landowners shall vote.

The Court held that the CCFD special tax election did not comply with applicable requirements of
Proposition 13, which added Article XIII A to the California Constitution (which states “Cities, Counties and
special districts, by a two-thirds vote of the qualified electors of such district, may impose special taxes on
such district”) and Proposition 218, which added Article XIII C and XIIID to the California Constitution
(which provides “No local government may impose, extend or increase any special tax unless and until that tax
is submitted to the electorate and approved by a two-thirds vote™), or with applicable provisions of San
Diego’s Charter, because the electors in such an election were not the registered voters residing within such
district.

San Diego argued that the State Constitution does not expressly define the qualified voters for a tax;
however, the Legislature defined qualified voters to include landowners in the Act. The Court of Appeal
rejected San Diego’s argument, reasoning that the text and history of Propositions 13 and 218 clearly show
California voters intended to limit the taxing powers of local government. The Court was unwilling to defer to
the Act as legal authority to provide local governments more flexibility in complying with the State’s
constitutional requirement to obtain voter approval for taxes. The Court held that the tax was invalid because
the registered voters of San Diego did not approve it. However, the Court expressly stated that it was not
addressing the validity of landowners voting to impose special taxes pursuant to the Act in situations where
there are fewer than 12 registered voters. In the case of the CCFD, at the time of the election there were
several hundred thousand registered voters within the CCFD (i.e., all of the registered voters in the city of San
Diego). In the case of the District, there were fewer than 12 registered voters within the District at the time of
the election to authorize the District special tax.

Moreover, Section 53341 of Act provides that any “action or proceeding to attack, review, set aside,
void or annul the levy of a special tax ... shall be commenced within 30 days after the special tax is approved
by the voters.” Similarly, Section 53359 of the Act provides that any action to determine the validity of bonds
issued pursuant to the Act or the levy of special taxes authorized pursuant to the Act be brought within 30 days
of the voters approving the issuance of such bonds or the special tax. Voters approved the special tax and the
issuance of bonds for the District pursuant to the requirements of the Act on November 21, 2005. In the
opinion of Bond Counsel, under the provisions of Section 53341 and Section 53359 of the Act, the statute of
limitations period to challenge the validity of the special tax has expired.

Ballot Initiatives

Under the California Constitution, the power of initiative is reserved to the voters for the purpose of
enacting statutes and constitutional amendments. Since 1978, the voters have exercised this power through the
adoption of Proposition 13 and similar measures, including Proposition 218, which was approved in the
general election held on November 5, 1996, and Proposition 26, which was approved on November 2, 2010.

Any such initiative may affect the collection of fees, taxes and other types of revenue by local
agencies such as the City and the District. Subject to overriding federal constitutional principles, such
collection may be materially and adversely affected by voter-approved initiatives, possibly to the extent of
creating cash-flow problems in the payment of outstanding obligations such as the Bonds.
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Proposition 218-Voter Approval for Local Government Taxes-Limitation on Fees, Assessments, and
Charges-Initiative Constitutional Amendment, added Articles XIIIC and XIIID to the California Constitution,
imposing certain vote requirements and other limitations on the imposition of new or increased taxes,
assessments and property-related fees and charges.

On November 2, 2010, California voters approved Proposition 26, entitled the “Supermajority Vote to
Pass New Taxes and Fees Act.” Section 1 of Proposition 26 declares that Proposition 26 is intended to limit the
ability of the State Legislature and local government to circumvent existing restrictions on increasing taxes by
defining the new or expanded taxes as “fees.” Proposition 26 amended Articles XIIIA and XIIIC of the State
Constitution. The amendments to Article XIIIA limit the ability of the State Legislature to impose higher taxes
(as defined in Proposition 26) without a two-thirds vote of the Legislature. Article XIIIC requires that all new
local taxes be submitted to the electorate before they become effective. Taxes for general governmental
purposes require a majority vote and taxes for specific purposes (“special taxes”) require a two-thirds vote.

The Special Taxes and the Bonds were each authorized by not less than a two-thirds vote of the
landowners within the District who constituted the qualified electors at the time of such voted authorization.
The District believes, therefore, that issuance of the Bonds does not require the conduct of further proceedings
under the Act, Proposition 218 or Proposition 26.

Like their antecedents, Proposition 218 and Proposition 26 are likely to undergo both judicial and
legislative scrutiny before the impact on the District can be determined. Certain provisions of Proposition 218
and Proposition 26 may be examined by the courts for their constitutionality under both State and federal
constitutional law, the outcome of which cannot be predicted.

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 City, or local districts to increase
revenues or to increase appropriations. See “SPECIAL RISK FACTORS — Risks of Real Estate Secured
Investments Generally” herein.

CONTINUING DISCLOSURE

Pursuant to a Continuing Disclosure Agreement (the “Disclosure Agreement”), the District will agree
to provide, or cause to be provided, to the Municipal Securities Rulemaking Board through its Electronic
Municipal Market Access (EMMA) website, or other repository authorized under Rule 15¢2-12(b)(5) adopted
by the Securities and Exchange Commission, certain annual financial information and operating data
concerning the District and provide notices of certain enumerated events. The Annual Report to be filed by the
District is to be filed not later than January 31 of each year, beginning January 31, 2017, and is to include
audited financial statements of the City. The requirement that the City file its audited financial statements as a
part of the Annual Report has been included in the Disclosure Agreement solely to satisfy the provisions of
Rule 15¢2-12. The inclusion of this information does not mean that the Bonds are secured by any funds or
property of the City. The Bonds are not general or special obligations of the City. See “SECURITY AND
SOURCES OF PAYMENT FOR THE BONDS” and “SPECIAL RISK FACTORS — Limited Obligations.”
CWN Development has covenanted for the benefit of owners of the Bonds to provide certain financial and
project information relating to the District, not later than three months and nine months after the close of their
fiscal years, which currently ends the December 31 of each year, and to provide notices of the occurrences of
certain enumerated events. These reports are collectively referred to herein as the “Annual Reports.” The
Annual Reports will be filed with EMMA. The full text of the Disclosure Agreements are set forth in
APPENDIX E — “FORM OF CONTINUING DISCLOSURE AGREEMENTS.”

Notwithstanding any provision of the Fiscal Agent Agreement, noncompliance with the Disclosure

Agreement by the District will not be considered an event of default under the Fiscal Agent Agreement.
However, any holder of the Bonds may take such action as is necessary and appropriate, including seeking
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mandate or a judgment for specific performance, to cause the District to comply with its obligations with
respect to the Disclosure Agreement.

During the last five years, [more to follow]

TAX MATTERS
Tax Exemption

The Internal Revenue Code of 1986 (the “Code”) imposes certain requirements that must be met
subsequent to the issuance and delivery of the Bonds for interest thereon to be and remain excluded pursuant to
section 103(a) of the Code from the gross income of the owners thereof for federal income tax purposes.
Noncompliance with such requirements could cause the interest on the Bonds to be included in the gross
income of the owners thereof for federal income tax purposes retroactive to the date of issuance of the Bonds.
The District has covenanted to maintain the exclusion of the interest on the Bonds from the gross income of
the owners thereof for federal income tax purposes.

In the opinion of Norton Rose Fulbright US LLP, Los Angeles, California, Bond Counsel, under
existing law, interest on the Bonds is exempt from personal income taxes of the State of California and,
assuming compliance with the covenants mentioned herein, interest on the Bonds is excluded pursuant to
section 103(a) of the Code from the gross income of the owners thereof for federal income tax purposes. It is
the further opinion of Bond Counsel that under existing law, the Bonds are not “specified private activity
bonds” within the meaning of section 57(a)(5) of the Code and for that reason that interest on the Bonds will
not be treated as an item of tax preference for purposes of computing the alternative minimum tax imposed by
section 55 of the Code. Receipt or accrual of interest on Bonds owned by a corporation may affect the
computation of the alternative minimum taxable income. A corporation’s alternative minimum taxable income
is the basis on which the alternative minimum tax imposed by section 55 of the Code will be computed.

Pursuant to the Fiscal Agent Agreement and in the Tax Certificate Pertaining to Arbitrage and Other
Matters under Sections 103 and 141-150 of the Internal Revenue Code of 1986, to be delivered by the District
in connection with the issuance of the Bonds, the District will make representations relevant to the
determination of, and will make certain covenants regarding or affecting, the exclusion of interest on the
Bonds from the gross income of the owners thereof for federal income tax purposes. In reaching its opinions
described in the immediately preceding paragraph, Bond Counsel will assume the accuracy of such
representations and the present and future compliance by the District with its covenants.

Except as stated in this section above, Bond Counsel will express no opinion as to any federal or state
tax consequence of the receipt of interest on, or the ownership or disposition of, the Bonds. Furthermore,
Bond Counsel will express no opinion as to any federal, state or local tax law consequence with respect to the
Bonds, or the interest thereon, if any action is taken with respect to the Bonds or the proceeds thereof
predicated or permitted upon the advice or approval of other counsel. Bond Counsel has not undertaken to
advise in the future whether any event after the date of issuance of the Bonds may affect the tax status of
interest on the Bonds or the tax consequences of the ownership of the Bonds.

Bond Counsel’s opinion is not a guarantee of a result, but represents its legal judgment based upon its
review of existing statutes, regulations, published rulings and court decisions and the representations and
covenants of the District described above. No ruling has been sought from the Internal Revenue Service (the
“Service”) with respect to the matters addressed in the opinion of Bond Counsel, and Bond Counsel’s opinion
is not binding on the Service. The Service has an ongoing program of auditing the tax-exempt status of the
interest on municipal obligations. If an audit of the Bonds is commenced, under current procedures the Service
is likely to treat the District as the “taxpayer”, and the owners would have no right to participate in the audit
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process. In responding to or defending an audit of the tax-exempt status of the interest on the Bonds, the
District may have different or conflicting interest from the owners. Public awareness of any future audit of the
Bonds could adversely affect the value and liquidity of the Bonds during the pendency of the audit, regardless
of its ultimate outcome.

Existing law may change to reduce or eliminate the benefit to bondholders of the exemption of interest
on the Bonds from personal income taxation by the State of California or of the exclusion of the interest on the
Bonds from the gross income of the owners thereof for federal income tax purposes. Any proposed legislation
or administrative action, whether or not taken, could also affect the value and marketability of the Bonds.
Prospective purchasers of the Bonds should consult with their own tax advisors with respect to any proposed
or future change in tax law.

A copy of the form of opinion of Bond Counsel relating to the Bonds is included in APPENDIX F.
Tax Accounting Treatment of Bond Premium and Original Issue Discount on Bonds

To the extent that a purchaser of a Bond acquires that Bond at a price in excess of its “stated
redemption price at maturity” (within the meaning of section 1273(a)(2) of the Code), such excess will
constitute “bond premium” under the Code. Section 171 of the Code, and the Treasury Regulations
promulgated thereunder, provide generally that bond premium on a tax-exempt obligation must be amortized
over the remaining term of the obligation (or a shorter period in the case of certain callable obligations); the
amount of premium so amortized will reduce the owner’s basis in such obligation for federal income tax
purposes, but such amortized premium will not be deductible for federal income tax purposes. Such reduction
in basis will increase the amount of any gain (or decrease the amount of any loss) to be recognized for federal
income tax purposes upon a sale or other taxable disposition of the obligation. The amount of premium that is
amortizable each year by a purchaser is determined by using such purchaser’s yield to maturity. The rate and
timing of the amortization of the bond premium and the corresponding basis reduction may result in an owner
realizing a taxable gain when its Bond is sold or disposed of for an amount equal to or in some circumstances
even less than the original cost of the Bond to the owner,

The excess, if any, of the stated redemption price at maturity of Bonds of a maturity over the initial
offering price to the public of the Bonds of that maturity is “original issue discount.” Original issue discount
accruing on a Bond is treated as interest excluded from the gross income of the owner thereof for federal
income tax purposes and is exempt from California personal income tax to the same extent as would be stated
interest on that Bond. Original issue discount on any Bond purchased at such initial offering price and
pursuant to such initial offering will accrue on a semiannual basis over the term of the Bond on the basis of a
constant yield method and, within each semiannual period, will accrue on a ratable daily basis. The amount of
original issue discount on such a Bond accruing during each period is added to the adjusted basis of such Bond
to determine taxable gain upon disposition (including sale, redemption or payment on maturity) of such Bond.
The Code includes certain provisions relating to the accrual of original issue discount in the case of purchasers
of Bonds who purchase such Bonds other than at the initial offering price and pursuant to the initial offering.

Persons considering the purchase of Bonds with original issue discount or initial bond premium
should consult with their own tax advisors with respect to the determination of original issue discount or
amortizable bond premium on such Bonds for federal income tax purposes and with respect to the state and
local tax consequences of owning and disposing of such Bonds. Bond Counsel will express no opinion
regarding such determination or such tax consequences. Bond Counsel will express no opinion regarding such
determination or such tax consequences.

Other Federal Income Tax Consequences

Although interest on the Bonds may be exempt from California personal income tax and excluded
from the gross income of the owners thereof for federal income tax purposes, an owner’s federal, state or local
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tax liability may be otherwise affected by the ownership or disposition of the Bonds. The nature and extent of
these other tax consequences will depend, infer alia, upon the owner’s other items of income or deduction.
Without limiting the generality of the foregoing, prospective purchasers of the Bonds should be aware that
(i) section 265 of the Code denies a deduction for interest on indebtedness incurred or continued to purchase or
carry the Bonds and the Code contains additional limitations on interest deductions applicable to financial
institutions that own tax-exempt obligations (such as the Bonds), (ii) with respect to insurance companies
subject to the tax imposed by section 831 of the Code, section 832(b)(5)(B)(i) reduces the deduction for loss
reserves by 15% of the sum of certain items, including interest on the Bonds, (iii) interest on the Bonds earned
by certain foreign corporations doing business in the United States could be subject to a branch profits tax
imposed by section 884 of the Code, (iv) passive investment income, including interest on the Bonds, may be
subject to federal income taxation under section 1375 of the Code for Subchapter S corporations that have
Subchapter C earnings and profits at the close of the taxable year if greater than 25% of the gross receipts of
such Subchapter S corporation is passive investment income, (v) section 86 of the Code requires recipients of
certain Social Security and certain Railroad Retirement benefits to take into account, in determining the
taxability of such benefits, receipts or accruals of interest on the Bonds and (vi) under section 32(i) of the
Code, receipt of investment income, including interest on the Bonds, may disqualify the recipient thereof from
obtaining the earned income credit. Bond Counsel will express no opinion regarding any such other tax
consequence.

LEGAL MATTERS
Litigation

The District will furnish a certificate dated the date of delivery of the Bonds to the effect that there is
no litigation pending or, to the knowledge of the duly authorized officer of the District executing the
certificate, threatened, seeking to restrain or enjoin the execution, sale or delivery of the Bonds, in any way
contesting or affecting the authority for the execution, sale or delivery of the Bonds, or the execution and
delivery of the Fiscal Agent Agreement or the Continuing Disclosure Agreement, or in any way contesting the
existence or powers of the District.

Legal Opinion

The validity of the Bonds and certain other legal matters are subject to the approving opinion of
Norton Rose Fulbright US LLP, a member of Norton Rose Fulbright, Los Angeles, California, Bond Counsel.
A complete copy of the proposed form of Bond Counsel opinion is contained in APPENDIX F hereto and will
accompany the Bonds. Certain legal matters will be passed upon for the District by the City Attorney, and for
the District by Norton Rose Fulbright US LLP, as Disclosure Counsel. Norton Rose Fulbright US LLP
expresses no opinion as to the accuracy, completeness or fairness of this Official Statement or other offering
materials relating to the Bonds and expressly disclaims any duty to advise the Beneficial Owners of the Bonds
as to matters related to this Official Statement.

No Rating

The District has not made, and does not contemplate making, application to any rating agency for the
assignment of a rating for the Bonds.

Underwriting
The Bonds are being purchased by Brandis Tallman LLC (the “Underwriter”). The Underwriter has
agreed to purchase the Bonds at a price of § (being $9,140,000 aggregate principal amount thereof,

less Underwriter’s discount of $ plus/less a net original issue premium/discount of $ ). The
purchase agreement relating to the Bonds provides that the Underwriter will purchase all of the Bonds if any
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are purchased. The obligation to make such purchase is subject to certain terms and conditions set forth in
such purchase agreement, the approval of certain legal matters by counsel and certain other conditions.

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

Financial Interests

The fees being paid to the Underwriter, Underwriter’s Counsel, Bond Counsel, the Municipal Advisor,
[the Special Tax Consultant] and the Fiscal Agent are contingent upon the issuance and delivery of the Bonds.

Pending Legislation

The District is not aware of any significant pending legislation which would have material adverse
consequences on the Bonds or the ability of the District to pay the principal of and interest on the Bonds when
due.

Additional Information

The purpose of this Official Statement is to supply information to prospective buyers of the Bonds.
Quotations and summaries and explanations of the Bonds and documents contained in this Official Statement
do not purport to be complete, and reference is made to such documents for full and complete statements and
their provisions. A copy of the Fiscal Agent Agreement may be obtained after delivery of the Bonds from the
City of Merced, 678 West 18t Street, Merced, California 95340.

The execution and delivery of this Official Statement has been authorized by the City Council of the
City, acting in its capacity as the legislative body of the District.

COMMUNITY FACILITIES DISTRICT NO. 2003-1
(Bellevue Ranch East) of the City of Merced

By:

City Manager of the City of Merced

APPROVED AS TO FORM:

Senior Deputy City Attorney
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EXHIBIT A

CITY OF MERCED
CoOMMUNITY FACILITIES DISTRICT NO. 2003-1

RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAX

A Special Tax applicable to each Assessor Parcel in the City of Merced Community Facilities
District No. 2003-1 shall be levied and collected according to the tax liability determined by the City
of Merced or its designee, through the application of this Rate and Method of Apportionment of
Special Tax. All of the property in the CFD, unless exempted by law or by the provisions hereof,
shall be taxed for the purposes, to the extent, and in the manner herein provided, including
property subsequently annexed to the CFD unless otherwise provided for the annexed property.

SECTION A. DEFINITIONS

The terms hereinafter set forth have the following meanings:

“Acre” or “Acreage” means the land area of an Assessor Parcel as shown on an Assessor
Parcel map, or if the land area is not shown on an Assessor Parcel map, the land area shown on the
applicable Final Map or other parcel map recorded with the County.

“Act” means the Mello-Roos Community Facilities Act of 1982, as amended, being Chapter
2.5, (commencing with Section 53311), Division 2 of Title 5 of the California Government Code.

“Administrative Expenses” means the actual or reasonably estimated costs directly related
to the administration of the CFD including, but not limited to, the following: the costs of
computing the Special Taxes and preparing the annual Special Tax collection schedules (whether by
the CFD or the City, or designee thereof, or both); the costs of collecting the Special Taxes (whether
by the County, the CFD or the City, or otherwise); the costs of remitting the Special Taxes to the
trustee; the costs of the trustee (including legal counsel) in the discharge of the duties required of it
under the indenture; the costs to the City, the CFD, or any designee thereof of complying with
arbitrage rebate requirements; the costs to the City, the CFD, or any designee thereof of providing
continuing disclosure; the costs associated with preparing Special Tax disclosure statements and
responding to public inquiries regarding the Special Taxes; the costs of the City, the CFD, or any
designee thereof related to any appeal of the levy or application of the Special Tax; the costs
associated with the release of funds from an escrow account, if any. Administrative Expenses shall
also include amounts estimated or advanced by the City or CFD for any other administrative
purposes of the CFD, including, but not limited to, attorney’s fees and other costs related to
commencing and pursuing to completion any foreclosure of delinquent Special Taxes.

“Administrator” shall mean the person or firm designated by the CFD or the City to
administer the Special Tax according to the Rate and Method.

“Assessor Parcel” means a lot or parcel with an assigned County Assessor’s Parcel number
shown on a County Assessor’s Parcel map.
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“Association Property” means any property within the CFD that is owned by a
homeowners association or property owners association, excluding Association Property under the
pad or footprint of a Unit.

“Bonds” means bonds or other debt (as defined in the Act), in one or more series, issued by
the CFD or the City for the CFD and payable in whole or in part from Special Taxes.

“Capita