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EXECUTIVE SUMMARY

The following summary provides a brief overview of the main points from this report regarding
Improvement Area No. 1 of the City of Merced Community Facilities District No. 2005-1

(Bellevue Ranch East) (“Improvement Area No. 1” or “IA No. 17):

Fiscal Year 2011-12 Special Tax Levy

Number of Taxed Parcels

Total Special Tax Levy

712

$518,518.60

For further detail regarding the special tax levy, or special tax rates, please refer to Section IV of

this report.

Development Status for Fiscal Year 2011-12

Land Use Category Tax Area Units or Acres
Single Family Residential A 35 Units
Single Family Residential B 70 Units
Single Family Residential C 99 Units

Other Property A 0.00 Acres
Other Property B 0.00 Acres
Other Property C 0.00 Acres
Undeveloped Property A 21.23 Acres
Undeveloped Property B 21.91 Acres
Undeveloped Property C 21.16 Acres

For more information regarding the status of development in Improvement Area No. 1, please
see Section V of this report.

City of Merced

CFD No. 2005-1 (Bellevue Ranch West) (1A No. 1)

Fiscal Year 2011-12
CFD Tax Administration Report



Delinquency Summary

Delinquent Amount for | Number of
FY 2010-11 Parcels Total Levy for Delinquency
(as of August 8, 2011) Delinquent FY 2010-11 Rate
$2,313.00 4 $669,009.86 0.35%

Outstanding Bonds Summary

2006 Special Tax Bonds

For additional delinquency information, including historical delinquency rates, please see
Section 1X of this report.

Original Amount Current Amount
Issuance Date Principal Retired Outstanding
July 2006 $7,410,000 $590,000* $6,820,000*

* As of the date of this report.

For more information about the bond proceeds, please see Section X1 of this report.
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l. INTRODUCTION

City of Merced Community Facilities District No. 2005-1 (Bellevue Ranch West)

On November 21, 2005, the City Council of the City of Merced (the “Council”) adopted
Resolution No. 2005-133 and established the City of Merced Community Facilities District No.
2005-1 (Bellevue Ranch East) (“CFD No. 2005-1" or the “CFD”). The CFD comprises two
distinct areas: Improvement Area No. 1 and Improvement Area No. 2. Also on November 21,
2005, the Council adopted Resolution No. 2005-134 and authorized bonded indebtedness for the
CFD not to exceed $17,500,000. A portion of such bonded indebtedness in the amount of
$8,500,000 was allocated to Improvement Area No. 1 of the CFD (“Improvement Area No. 1” or
“l1A No. 1”); the remaining $9,000,000 in authorized indebtedness was allocated to Improvement
Area No. 2 (“Improvement Area No. 2” or “IA No. 2”). On June 19, 2006, the Council adopted
Resolution No. 2006-68 authorizing the issuance of the 2006 Special Tax Bonds and on July 27,
2006, special tax bonds (the “2006 Bonds™) in the aggregate principal amount of $7,410,000
were issued on behalf of Improvement Area No. 1. The 2006 Bonds were issued to finance
certain public facilities both within and outside of Improvement Area No. 1. These facilities
include, but are not limited to, the acquisition and construction of certain water, storm drainage,
bridge and street improvements, and other capital improvements. In addition, proceeds from the
2006 Bonds were used to fund a reserve fund for the 2006 Bonds and to pay costs of issuance
related to the 2006 Bonds. The 2006 Bonds are secured by special taxes levied only on property
within Improvement Area No. 1, and are not secured by special taxes levied on property within
Improvement Area No. 2.

The CFD is located in the northern portion of the City of Merced (the “City”) and contains
approximately 486 acres of land within Phase | and Phase Il of the Bellevue Ranch West
development area, which are part of the Bellevue Ranch Master Planned Community. Phase | is
designated as Improvement Area No. 1 and is planned for 711 residential units and 8.4 acres of
commercial property, as well as park and open space. Phase Il is designated as Improvement
Area No. 2 and is planned for 592 residential units, as well as commercial uses, schools, parks
and open space, public uses, and a transit circle.

The Mello-Roos Community Facilities Act of 1982

The reduction in property tax revenue that resulted from the passage of Proposition 13 in 1978
required public agencies and real estate developers to look for other means to fund public
infrastructure. The funding available from traditional assessment districts was limited by certain
requirements of the assessment acts, and it became clear that a more flexible funding tool was
needed. In response, the California State Legislature approved the Mello-Roos Community
Facilities Act of 1982 (the “Act”), which provides for the levy of a special tax within a defined
geographic area, namely a community facilities district, if such a levy is approved by two-thirds
of the qualified electors in the area. Community facilities districts can generate funding for a
broad range of facilities, and special taxes can be allocated to property in any reasonable manner
other than on an ad valorem basis.
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A community facilities district is authorized to issue tax-exempt bonds that are secured by land
within the district. If a parcel does not pay the special tax levied on it, a public agency can
foreclose on the parcel and use the proceeds of the foreclosure sale to ensure that bondholders
receive interest and principal payments on the bonds. Because bonds issued by a community
facilities district are land-secured, there is no risk to a public agency’s general fund or taxing

capacity. In addition, because the bonds are tax-exempt, they typically carry an interest rate that
is lower than conventional construction financing.
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Il. PURPOSE OF REPORT

This CFD Tax Administration Report (the “Report”) presents findings from research and
financial analysis performed by Goodwin Consulting Group, Inc. to determine the fiscal year
2011-12 special tax levy for Improvement Area No. 1. The Report is intended to provide
information to interested parties regarding the current financial obligations of Improvement Area
No. 1, special taxes to be levied in fiscal year 2011-12, and public facilities authorized to be
funded by the CFD. The Report also summarizes development activity as well as other pertinent
information (e.g., prepayments, foreclosures, and arbitrage rebate) for Improvement Area No. 1.

The Report is organized into the following sections:

. Section 111 identifies financial obligations of Improvement Area No. 1 for fiscal
year 2011-12.

. Section IV provides a summary of the methodology that is used to apportion the
special tax among parcels in Improvement Area No. 1. The maximum and actual
special tax rates for fiscal year 2011-12 are identified in this section.

. Section _V provides an update of the development activity occurring within
Improvement Area No. 1.

. Section VI provides information regarding facilities authorized to be funded by the
CFD.

. Section VI provides information regarding funds and accounts established for the
2006 Bonds, including the current balances in such funds and accounts.

. Section V111 identifies parcels, if any, that have prepaid their special tax obligation.
. Section IX provides information regarding special tax delinquencies.

. Section X provides information regarding bond foreclosure covenants and
foreclosure proceedings, if any.

. Section X1 provides a summary of Improvement Area No. 1’s reporting
requirements as set forth in Senate Bill 165, the Local Agency Special Tax and Bond
Accountability Act.

. Section XII provides information regarding arbitrage rebate calculations.
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I11. FISCAL YEAR 2011-12 SPECIAL TAX REQUIREMENT

Pursuant to the Rate and Method of Apportionment of Special Tax (the “RMA?”), which was
adopted as an exhibit to the Resolution of Formation of CFD No. 2005-1, the Special Tax
Requirement means, in the following priority, the amount necessary in any fiscal year to (i) pay
all administrative expenses except those associated with City staff time, (ii) pay principal and
interest on bonds which is due in the calendar year that begins in such fiscal year, (iii) create
and/or replenish reserve funds for the bonds, (iv) cure any delinquencies in the payment of
principal or interest on bonds which have occurred in the prior fiscal year or, based on existing
delinquencies in the payment of special taxes, are expected to occur in the fiscal year in which
the tax will be collected, (v) pay administrative expenses associated with City staff time, and (vi)
pay the costs of facilities, as applicable, except that any such amount shall not result in a special
tax being levied on Undeveloped Property pursuant to Section D of the RMA. For fiscal year
2011-12, the Special Tax Requirement is $518,518, as shown in the table below. A detailed
breakdown of the fiscal year 2011-12 Special Tax Requirement is included in Appendix B.

Special Tax Requirement for Fiscal Year 2011-12

Administrative Expenses (Excluding City Staff Expenses)* $13,669.20

Debt Service Payments

Interest Payment Due March 1, 2012 $176,871.88
Interest Payment Due September 1, 2012 $176,871.88
Principal Payment Due September 1, 2012 $140,000.00
Total Fiscal Year 2011-12 Debt Service Due $493,743.76
Amount Needed to Replenish Reserve Fund $0.00
Amount Needed to Cure Delinquencies $6,793.50
City Staff Administrative Expenses $4,312.00
Costs of Facilities $0.00

Amounts Used to Reduce the Special Tax Requirement

Capitalized Interest Available $0.00
Surplus Revenues $0.00
Fiscal Year 2011-12 Special Tax Requirement $518,518.46

* Includes fiscal agent, CFD administrator, and county fees.

City of Merced 5 Fiscal Year 2011-12
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IV. FISCAL YEAR 2011-12 SPECIAL TAX LEVY

Special Tax Categories

Special taxes within Improvement Area No. 1 are levied pursuant to the methodology set forth in
the RMA. The RMA divides taxable property into the following categories: Developed
Property, Undeveloped Property, Excess Multifamily Residential Property, and Excess Public
Property. [Capitalized terms are defined in the Rate and Method of Apportionment of Special
Tax in Appendix D of this Report.]

. Developed Property is distinguished from the other categories by the issuance of a
building permit. Specifically, all property in Improvement Area No. 1 for which a
building permit was issued prior to May 1, 2011, will be classified as Developed Property
for fiscal year 2011-12.

. Undeveloped Property is all Taxable Property that is not Developed Property.

. Excess Multifamily Property is Multifamily Residential Property whose acreage exceeds
the total acreage that is exempt from the special tax pursuant to Section F of the RMA.

. Excess Public Property is Public Property whose acreage is not exempt from the special
tax pursuant to Section F of the RMA.

On August 17, 2010, the Council adopted Resolution No. 2010-67 to clarify ambiguities within
the RMA. Specifically, the definition of Assessor’s Parcel (or Parcel) now means “a lot or parcel
shown on an Assessor’s Parcel Map with an assigned Assessor’s Parcel number that is a
Buildable Lot.” As a result, certain parcels that were previously levied a special tax but were not
planned for development are now exempt from the special tax levy. In addition, this clarification
IS retroactive so that any delinquent special taxes associated with these newly exempt parcels are
heretofore cancelled. Although the RMA included in Appendix D of this Report does not reflect
this change, the changes made pursuant to Resolution No. 2010-67, which is included in
Appendix E of this Report, shall be applied in all future fiscal years.

Developed Property Assigned Special Tax Rates

The assigned annual special tax rates applicable to Developed Property in Improvement Area
No. 1 are set forth in Section C.1 of the RMA. These tax rates shall be used to allocate the
assigned special tax to parcels of Developed Property as explained in the RMA. The following
table identifies the assigned annual special tax that can be levied on Developed Property.

City of Merced 7 Fiscal Year 2011-12
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Developed Property
Assigned Special Tax Rates for Fiscal Year 2011-12

Land Use Category Tax Zone Special Tax
Single Family Residential A $651.00 per Unit
Single Family Residential B $771.00 per Unit
Single Family Residential C $891.00 per Unit

Other Property N/A $5,220.00 per Acre

Developed Property Backup Special Tax

The backup annual special tax rates applicable to Developed Property in Improvement Area No.
1 are set forth in Section C.2 of the RMA. These tax rates shall be used to allocate the maximum
special tax to parcels of Developed Property as explained in the RMA. The following table
identifies the backup annual special tax that can be levied on Developed Property.

Developed Property
Backup Special Tax Rates for Fiscal Year 2011-12

Land Use Category Tax Zone Special Tax

Single Family Residential and A $648.00 per Unit
Other Property $9,362.00 per Acre

Single Family Residential and $907.00 per Unit
Other Property $7,258.00 per Acre

Single Family Residential and $1,048.00 per Unit
Other Property $6,911.00 per Acre

Developed Property Maximum Special Tax

The maximum special tax for each parcel of Developed Property in Improvement Area No. 1
shall be the greater of the assigned special tax or the backup special tax identified above. The
application of the assigned special tax and the backup special tax for Developed Property is
outlined in Section D of the RMA and in the Apportionment of Special Taxes section below.

Undeveloped Property Maximum Special Tax

The maximum annual special tax rates applicable to Undeveloped Property in Improvement Area
No. 1 are set forth in Section C.3 of the RMA. These tax rates shall be used to allocate the
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maximum special tax to parcels of Undeveloped Property as explained in the RMA. The
following table identifies the maximum annual special tax that can be levied on Undeveloped
Property.

Undeveloped Property
Maximum Special Tax Rates for Fiscal Year 2011-12

Tax Zone Special Tax
A $9,362.00 per Acre
B $7,258.00 per Acre
C $6,911.00 per Acre

Exceptions to Maximum Annual Special Tax

Notwithstanding the maximum annual special tax rates set forth above, parcels that have prepaid
their special taxes are no longer subject to the annual special tax. More detailed information
regarding prepayment of the special tax obligation is outlined in Section VIII of this Report.
Furthermore, no special tax shall be levied in Improvement Area No. 1 on (i) the first 22.49 acres
of Public Property and Multifamily Residential Property combined within Tax Zone A, (ii) the
first 70.27 acres of Public Property and Multifamily Residential Property combined within Tax
Zone B, and (iii) the first 29.03 acres of Public Property and Multifamily Residential Property
combined within Tax Zone C.

Apportionment of Special Taxes

The amount of special tax that is apportioned to each parcel is determined through the
application of Section D of the RMA. Section D apportions the Special Tax Requirement in five
steps that prioritize the order in which properties are taxed.

The first step states that the special tax shall be levied against each parcel of Developed Property
up to 100% of the assigned special tax rate for each such parcel prior to applying any capitalized
interest that is available in the Improvement Area No. 1 accounts.

If the special tax levied pursuant to the first step is less than the Special Tax Requirement, and
after applying any remaining capitalized interest, the special tax shall be levied against all
parcels of Undeveloped Property up to 100% of the applicable maximum special tax.

If additional revenue is needed to satisfy the Special Tax Requirement after applying the first
two steps, the special tax levied on each parcel of Developed Property whose maximum special
tax is derived by application of the backup special tax shall be increased in equal percentages
from the assigned special tax to the maximum special tax for each parcel.
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If additional revenue is needed after applying the first three steps, the special tax shall be levied
proportionately on each parcel of Excess Multifamily Residential Property, up to 100% of the
maximum special tax for Undeveloped Property.

Finally, if additional revenue is needed after applying the first four steps, the special tax shall be
levied proportionately on each parcel of Excess Public Property up to 100% of the maximum
special tax for Undeveloped Property.

In order to meet the Special Tax Requirement for fiscal year 2011-12, it is necessary to levy the
maximum assigned special tax on all Developed Property. Taxing Developed Property at 100%
of the assigned special tax will generate $164,964 in tax revenue, assuming no special tax
delinquencies, which is $353,554 less than the Special Tax Requirement of $518,518. Therefore,
it is necessary to levy a tax proportionately on all Undeveloped Property equal to approximately
70.1% of the maximum special tax rate for Undeveloped Property to generate the remaining
$353,554 that is required. A summary of the taxes levied for fiscal year 2011-12 for all tax
categories is shown in Appendix A of this report, and the Improvement Area No. 1 tax roll,
which identifies the special tax to be levied against each taxable parcel in Improvement Area No.
1 for fiscal year 2011-12, is provided in Appendix C.

Fiscal Year 2011-12 Actual Special Tax Rates

Land Use Category Tax Zone Special Tax
Single Family Residential A $651.00 per Unit
Single Family Residential B $771.00 per Unit
Single Family Residential C $891.00 per Unit
Other Property N/A $5,220.00 per Acre
Undeveloped Property A $6,566.82 per Acre
Undeveloped Property B $5,091.00 per Acre
Undeveloped Property C $4,847.61 per Acre
City of Merced 10 Fiscal Year 2011-12
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V. DEVELOPMENT STATUS

Improvement Area No. 1 contains approximately 124.6 net acres of land within Phase | of the
Bellevue Ranch West development area. Development within the Improvement Area No. 1 is
planned for approximately 711 new residential units in four residential subdivisions and 8.4 acres
of commercial development.

Background research was conducted to determine the amount and type of development activity
that has occurred in Improvement Area No. 1. A review of the City of Merced’s records
indicated that as of May 1, 2011, a total of 204 permits for construction of single family homes
had been issued. In addition, there were approximately 64.30 acres of Undeveloped Property.
The status of development in Improvement Area No. 1 is summarized by in the table below.

Development Status for
Fiscal Year 2011-12 Tax Levy

Land Use Category Tax Zone Units/Acres
Single Family Residential A 35 Units
Single Family Residential B 70 Units
Single Family Residential C 99 Units
Other Property N/A 0.00 Acres
Undeveloped Property A 21.23 Acres
Undeveloped Property B 21.91 Acres
Undeveloped Property C 21.16 Acres
City of Merced 11 Fiscal Year 2011-12
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VI. AUTHORIZED CFD FACILITIES

The Resolution of Formation adopted by the City on November 21, 2005, authorizes the
financing of any public facilities or part thereof, such as sewer, water, street, and bridge
improvements that are to be owned, operated, and maintained by the City, including but not
limited to the costs associated with (i) planning, design, engineering, and other preconstruction
costs, (i) grading, (iii) installation and construction and final asphalt cap, final lift, etc., and (iv)
all appurtenant facilities relating thereto, including, but not limited to:

1) Street improvements for “G” Street, “R” Street, “M” Street, Cardella Road,
Bellevue Road, Freemark Avenue, and Caymus Avenue.

2) Water improvements for “R” Street, “M” Street, Cardella Road, and Bellevue
Road.

3) Sewer improvements including a sewer force main, pump station, and “G” Street
outfall.

4) Drainage improvements including the Village 10 drainage pump station and a
drainage pump line.

5) Traffic signal improvements at “M” Street/Lehigh Drive, “M” Street/Ironstone
Drive, Cardella Road/Freemark Avenue, Cardella Road/Bancroft Drive, and “R”
Street/Franciscan Drive.

6) Bridge improvements at Franciscan Drive/Fahrens Creek Bridge.

7) Public facilities included in the City’s development impact fee, connection, or
capacity fee programs.

City of Merced 13 Fiscal Year 2011-12
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VIl. IMPROVEMENT AREA NO. 1 FUNDS

Various funds and accounts were established on behalf of Improvement Area No. 1 pursuant to
the Fiscal Agent Agreement between the City and U.S. Bank National Association (the “Fiscal
Agent”) for the 2006 Bonds. Following is a brief description of the purpose of each fund.

The Improvement Fund is held by the Fiscal Agent and moneys therein shall be
disbursed for the payment or reimbursement of the costs of the design, acquisition, and
construction of the authorized facilities. If moneys in the Improvement Fund are not
needed to complete the authorized facilities, the Fiscal Agent shall transfer the amount
remaining in the Improvement Fund to the Principal Account of the Bond Fund to be
used to pay the principal on the 2006 Bonds. The Improvement Fund was closed on
December 18, 2008.

The Special Tax Fund is held by the Fiscal Agent to receive all special tax revenue from
the City. Moneys shall be dispersed from the Special Tax Fund to the following funds in
the order of priority given: (i) to the Administrative Expense Fund; (ii) to the Reserve
Fund; (iii) to the Interest Account; and (iv) to the Principal Account. However, if the
amount of special tax revenues collected by the City in any fiscal year is less than the
total amount of the special taxes which were levied on parcels of taxable property in
Improvement Area No. 1, the City shall not direct the Fiscal Agent to transfer any
amount from the Special Tax Fund for deposit in the Reserve Fund, but shall instead
direct the Fiscal Agent to deposit the entire amount remaining in the Special Tax Fund,
after the appropriate transfer to the Administrative Expense Fund, to the Interest Account
and the Principal Account.

The Surplus Account is held by the Fiscal Agent and is a subaccount of the Special Tax
Fund. On the first business day following each interest payment date, the Fiscal Agent
shall transfer any moneys remaining on deposit in the Bond Fund (other than moneys on
deposit in the Special Tax Prepayments Account) to the Surplus Account. Moneys in the
Surplus Account shall be used, as necessary, to pay debt service on the bonds.

The Administrative Expense Fund is held by the Fiscal Agent and is used to pay or
reimburse the City for administrative expenses. Annually, not later than the last day of
each fiscal year, the Fiscal Agent shall transfer any remaining moneys in the
Administrative Expense Fund that have not been allocated by an Officer’s Certificate to
the Special Tax Fund. In addition, amounts deposited to the Administrative Expense
Fund from the Special Tax Fund shall not exceed $45,000 for any fiscal year.

The Costs of Issuance Fund is held by the Fiscal Agent and is used to pay or to
reimburse the City, or payees designated by the City, for the payment of the costs of
issuance of the bonds. As June 30, 2011, the Costs of Issuance Fund has been closed.

The Bond Fund is held by the Fiscal Agent and is used to pay the principal of, and
interest and any premium on, bonds. The Interest Account, Principal Account, and
Special Tax Prepayments Account are all separate subaccounts within the Bond Fund.
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The Interest Account is held by the Fiscal Agent and moneys therein shall be dispersed
for the payment of interest becoming due and payable on the outstanding bonds on such
interest payment date. No deposit need be made into the Interest Account if the amount
contained therein is at least equal to the interest to become due and payable on such
interest payment date.

The Principal Account is held by the Fiscal Agent and moneys therein shall be
disbursed for the payment of principal becoming due and payable on the outstanding
bonds, as well as the redemption price of bonds required to be redeemed pursuant to the
Fiscal Agent Agreement.

The Special Tax Prepayments Account is held by the Fiscal Agent to hold all moneys
representing prepaid special taxes that are deposited by the City. All amounts contained
in the Special Tax Prepayments Fund shall be transferred to the Principal Account and
used by the Fiscal Agent for the sole purpose of redeeming bonds.

The Bond Reserve Fund is held by the Fiscal Agent and used as a reserve for the
payment of principal and interest on the bonds. Whenever the amount in the Reserve
Fund is less than the Bond Reserve Requirement (i.e., $498,525 as of September 1,
2011), the Fiscal Agent shall deposit an amount into the Bonds Reserve Fund necessary
to restore the balance in the Bond Reserve to the Bond Reserve Requirement. Any
amounts in excess of the Bond Reserve Requirement shall be transferred by the Fiscal
Agent on September 2 of each year for deposit into the Interest Account and the
Principal Account.

Money held in any of the aforementioned funds and accounts will be invested by the Fiscal
Agent at the direction of the City and in conformance with limitations set forth in the Fiscal
Agent Agreement. Investment interest earnings, if any, will generally be applied to the fund for
which the investment is made.
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Fund Balances

As of June 30, 2011, the various funds had the following balances:

Community Facilities District No. 2005-1
Improvement Area No. 1
Account Balances*

Fund/Account Name Account Number Account Balance
Special Tax Fund 103917000 $321,462.18
Surplus I Account 103917001 $0.00
Bond Fund 103917002 $0.00
Interest Account 103917003 $0.00
Principal Account 103917004 $0.00
Special Tax Prepayments Account 103917005 $0.00
Bond Reserve Fund 103917006 $498,525.00
Administrative Expense Fund 103917007 $35.44
Surplus 11 Account 103917010 $0.00

* All funds and accounts that have been closed are omitted from the above table.

City of Merced
CFD No. 2005-1 (Bellevue Ranch West) (1A No. 1)
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VIlIl. PREPAYMENTS

As of June 30, 2011, no property owners in Improvement Area No. 1 have fully prepaid their
special tax obligation. Therefore, all parcels of taxable property remain subject to the
Improvement Area No. 1 special tax levy.
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IX. DELINQUENCIES

As of August 8, 2011, the Merced County Tax Collector’s Office reports the following
delinquency amounts for Improvement Area No. 1:

Community Facilities District No. 2005-1
Improvement Area No. 1
Delinquencies as of August 8, 2011

Parcels Delinquent CFD Tax Percent
Fiscal Year | Delinquent Amount Levied Delinquent
2009-10 2 $771.00 $621,818.64 0.12%
2010-11 4 $2,313.00 $669,009.86 0.35%
City of Merced 21 Fiscal Year 2011-12
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X. FORECLOSURE COVENANTS

Improvement Area No. 1 is not currently included in the County’s Teeter Plan, although the
County may reinstitute the Teeter Plan in future years. Pursuant to Section 53356.1 of the Act, if
any delinquency occurs in the payment of the special tax, the City may order the institution of a
Superior Court action to foreclose the lien therefore within specified time limits. In such an
action, the real property subject to the unpaid amount may be sold at a judicial foreclosure sale.

While judicial foreclosure is not mandatory, the City agreed in the Fiscal Agent Agreement that
the City will review the public records of the County of Merced relating to the collection of the
special tax each year to determine the amount of the special tax collected in the prior fiscal year.
The City covenants with and for the benefit of the owners of the 2006 Bonds that (i) it will order,
and cause to be commenced, judicial foreclosure proceedings against properties 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 (ii) it will commence judicial foreclosure proceedings against
all properties with delinquent special taxes by the October 1 following the close of each fiscal
year in which it received special taxes in an amount which is less than ninety-five percent (95%)
of the total special taxes levied, and diligently pursue completion of such foreclosure
proceedings.

As of the date of this Report, the City has not initiated foreclosure proceedings on any parcel in
the CFD. Delinquency reminder letters were mailed to all property owners who were delinquent
in payment of the special tax on January 24, 2011, May 5, 2011, and August 16, 2011. The table
below outlines the type and number of letters mailed to delinquent property owners.

Community Facilities District No. 2005-1
Mailed Delinquency Letters

Number of Letters
Mailing Date Type of Letter Mailed
January 24, 2011 Reminder 8
May 5, 2011 Reminder 11
August 16, 2011 Reminder 4
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XI. SENATE BILL 165 REPORTING REQUIREMENTS

On September 18, 2000, former Governor Gray Davis signed Senate Bill 165 which enacted the
Local Agency Special Tax and Bond Accountability Act. In approving the bill, the Legislature
declared that local agencies need to demonstrate to the voters that special taxes and bond
proceeds are being spent on the facilities and services for which they were intended. To further
this objective, the Legislature added Sections 50075.3 and 53411 to the California Government
Code setting forth annual reporting requirements relative to special taxes collected and bonds
issued by a local public agency. Pursuant to the Sections 50075.3 and 53411, the “chief fiscal
officer” of the public agency will, by January 1, 2002, and at least once a year thereafter, file a
report with the City Council setting forth the following information.

Section 50075.3

Item (a): Identify the amount of special taxes that have been collected and expended.

Fiscal Year 2010-11 Revenues*

Interest $ 2,202
Assessments 669,010
Total Revenues Collected 671,212

Fiscal Year 2010-11 Expenditures®

Bond Interest 362,413
Bond Principal 130,000
Fiscal Agent Fees 2,100
Professional Services 7,382
Support Services 151
Administrative Services 1,508
Direct Service Charges 1,752
Total Expenditures 505,306
Beginning Fund Balance 665,055
Ending Fund Balance 830,961
Net Change in Fund Balance $ 165,906

*Note: This is unaudited financial information.
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On January 11, 2011, a transfer of $219,048 was made to the reserve fund of the 2006
Bonds to partially replenish the reserve fund due to previous draws on the reserve fund
on March 1, 2010 and September 1, 2010. An additional transfer of $6,498 was made to
the reserve fund on June 13, 2011 in order to bring the balance in the reserve fund back to
the Reserve Requirement.

Item (b): Identify the status of any project required or authorized to be funded by the
special taxes.

All authorized items have been funded by the annual special tax proceeds.
Section 53411
Item (a): Identify the amount of bonds that have been collected and expended.

The 2006 Bonds were issued by the City on July 27, 2006, in the aggregate principal
amount of $7,410,000. An Original Issue Discount of $52,060 and an Underwriter’s
Discount of $76,101 left a total of $7,281,839 in bond proceeds. Of these proceeds,
$6,445,314 was deposited into the Improvement Fund to pay the project’s costs. An
additional $338,000 was placed in the Costs of Issuance Fund, and $498,525 was placed
in the Reserve Fund. Funds in these accounts, except for the Reserve Fund, have been
fully expended.

Item (b): Identify the status of any project required or authorized to be funded from bond
proceeds.

All construction and acquisition proceeds from the 2006 Bonds have been spent on the
CFD authorized facilities.
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XII. ARBITRAGE REBATE CALCULATIONS

An interim arbitrage rebate analysis was complete as of September 1, 2011. The analysis
showed that the City was not subject to arbitrage rebate or yield restriction payments to the IRS
for investment earnings from the 2006 Bonds.
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APPENDIX D

Rate and Method of Apportionment of Special Tax
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Resolution No. 2010-67
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