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2007 SPECIAL TAX BONDS
MATURITY SCHEDULE
(Base CUSIP{: 616865)
Maturity Date Principal Interest Maturity Date Principal Interest
(September 1) Amount Rate Yield CUSIP} (September 1) Amount Rate Yield CUSIP{
2009 15,000 4.00% 4.00% CV1 2016 75,000 450%  4.65%  DC2
2010 20,000 4.00 4.15 CW9 2017 85,000 4.50 4.70 DDO
2011 30,000 4.00 4.25 CX7 2018 95,000 4.50 4.75 DES8
2012 35,000 4.10 4.35 CY5 2019 110,000 4.60 4.80 DF5
2013 45,000 4.20 4.45 CZ2 2020 120,000 4.70 4.85 DG3
2014 55,000 4.30 4.55 DA6 2021 135,000 4.75 4.90 DH1
2015 65,000 4.40 4.60 DB4 2022 150,000 4.75 4.95 DJ7

$1,010,000 5.00% Term Bonds due September 1, 2027 Yield: 5.00%, CUSIP:DK4+
$3,825,000 5.00% Term Bonds due September 1, 2037 Yield: 5.05%, CUSIP:DL2}

1 Copyright 2007, American Bankers Association. CUSIP data herein is provided by Standard & Poor’s, CUSIP Service Bureau, a division of The
McGraw-Hill Companies, Inc. Neither the Underwriter nor the City takes any responsibility for the accuracy of such data.
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Except where otherwise indicated, all information contained in this Official Statement has been provided by the City
and the District. No dealer, broker, salesperson or other person has been authorized by the City, 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 City, the District, the Fiscal Agent or the Underwriter. This Official Statement does not constitute an
ofter 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 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 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 set forth herein has been obtained from sources which are believed to be reliable but is not guaranteed
as to accuracy or completeness, and is not to be construed as a representation by the City, the District, the Fiscal Agent or the
Underwriter. 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 City or 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
City for further information in connection therewith.

All information considered material to the making of an informed investment decision with respect to the Bonds is
contained in this Official Statement. While the City maintains an internet website for various purposes, none of the information
on its website is incorporated by reference into this Official Statement. Any such information that is inconsistent with the
information set forth in this Official Statement should be disregarded.

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. Such forward-looking statements include, but are not limited to, certain statements contained in the
information under the caption “THE COMMUNITY FACILITIES DISTRICT” and “THE DEVELOPMENT AND PROPERTY
OWNERSHIP.”

2

THE ACHIEVEMENT OF CERTAIN RESULTS OR OTHER EXPECTATIONS CONTAINED IN SUCH
FORWARD-LOOKING STATEMENTS INVOLVE KNOWN AND UNKNOWN RISKS, UNCERTAINTIES AND OTHER
FACTORS WHICH MAY CAUSE ACTUAL RESULTS, PERFORMANCE OR ACHIEVEMENTS DESCRIBED TO BE
MATERIALLY DIFFERENT FROM ANY FUTURE RESULTS, PERFORMANCE OR ACHIEVEMENTS EXPRESSED OR
IMPLIED BY SUCH FORWARD-LOOKING STATEMENTS. THE DISTRICT DOES NOT PLAN TO ISSUE ANY
UPDATES OR REVISIONS TO THE FORWARD-LOOKING STATEMENT 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 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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$5,870,000
COMMUNITY FACILITIES DISTRICT NO. 5
OF THE CITY OF MORENO VALLEY
2007 SPECIAL TAX BONDS

INTRODUCTION

The purpose of this Official Statement, which includes the cover page, the table of contents and the
attached appendices (collectively, the “Official Statement”), is to provide certain information concerning the
issuance by the City of Moreno Valley (the “City”) of the $5,870,000 Community Facilities District No. 5 of
the City of Moreno Valley 2007 Special Tax Bonds (the “Bonds”). The proceeds of the Bonds will be used to
construct and acquire various public improvements needed with respect to the proposed development within
Community Facilities District No. 5 of the City of Moreno Valley (the “District”), to fund the Reserve Fund
securing the Bonds, to provide capitalized interest on the Bonds, to pay costs of issuance of the Bonds and to
fund the “Improvement Fund” as created under a Fiscal Agent Agreement (the “Fiscal Agent Agreement”) by
and between the City of Moreno Valley (the “City”) for and on behalf of the District and Wells Fargo Bank,
National Association (the “Fiscal Agent”).

The Bonds are authorized to be issued pursuant to the Act (as defined herein), and pursuant to the
Fiscal Agent Agreement. The Bonds are secured under the Fiscal Agent Agreement by a pledge of and lien upon
Special Tax Revenues (as described below under the heading “SOURCES OF PAYMENT FOR THE BONDS”)
and all moneys deposited in the Bond Fund and all moneys deposited in the Reserve Fund.

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
and the documents summarized or described herein. A full review should be made of the entire Official
Statement. The sale and delivery of Bonds 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 D—“SUMMARY OF FISCAL AGENT AGREEMENT” herein.

The District was formed on October 25, 2005 pursuant to the Mello-Roos Community Facilities Act
of 1982, as amended, Sections 53311 et seq. of the Government Code of the State of California (the “Act”).
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 community facilities 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 community facilities district
acts on behalf of such district as its legislative body. Subject to approval by two-thirds of the votes cast at an
election and compliance with the other provisions of the Act, a legislative body of a local agency may issue
bonds for a community facilities district and may levy and collect a special tax within such district to repay
such indebtedness.

The District consists of approximately 64.4 gross acres of which approximately 32.95 are net taxable
acres and is located at the southeast corner of the intersection of State Route 60 and Nason Street in the City of
Moreno Valley, Riverside County, California, and consists of the proposed Stoneridge Towne Centre, which,
based on current land use approvals and projections, is being developed with over 560,000 square feet of
commercial retail center uses. The portion of the Stoneridge Towne Centre owned and occupied by
Target and Kohl’s is approximately 23.28 acres and is not subject to the Special Tax (as defined herein)
lien of the District. Accordingly, of the projected approximately 560,000 square feet of commercial retail
space within the District, only approximately 288,000 square feet is projected to be subject to the levy of
Special Taxes of the District.



Harris Realty Appraisal (the “Appraiser”) has conducted an appraisal (the “Appraisal”) of the taxable
land within the District and has concluded, based upon the assumptions and limiting conditions contained in
the Appraisal, that, as of March 19, 2007, the value of land within the District, subject to the Special Taxes,
was estimated to be $21,000,000, assuming the public improvements to be financed by the Bonds are funded.
Empire Economics, Inc., Capistrano Beach, California (the “Market Absorption Consultant”) has prepared a
Market Absorption Study (the “Market Absorption Study”) for the purpose of developing a build-out
projection for the commercial/retail space planned in the District. The Market Absorption Study concludes
that, based on development plans as of March 5, 2007, the date of the Market Absorption Study, the estimated
288,330 square feet of commercial/retail space within the District should be occupied by end users by 2011,
assuming continued development with no delays due to unanticipated market or business factors. The
Developer may add or delete additional space in the future based on changes to the development plan at the
time of construction. See “THE DEVELOPMENT AND PROPERTY OWNERSHIP—Appraisal” and
“—Market Absorption Study,” and APPENDIX C—*APPRAISAL REPORT.”

Property Ownership and Development Status

All taxable property within the District is currently owned by Stoneridge Centre Partners, L.P., a
California limited partnership (the “Developer”). The Developer’s current business plan anticipates retaining
ownership of all taxable property within the District and leasing such property to commercial tenants. See
“THE DEVELOPMENT AND PROPERTY OWNERSHIP—The Development Plan” herein.

Pursuant to the Act, the City Council adopted the necessary resolutions stating its intent to establish
the District, to authorize the levy of Special Taxes on taxable property within the boundaries of the District,
and to have the District incur bonded indebtedness. Following a public hearing conducted pursuant to the
provisions of the Act, the City Council adopted resolutions establishing the District and calling a special
election to submit the levy of the Special Taxes and the incurring of bonded indebtedness to the qualified
voters of the District. On October 25, 2005, at an election held pursuant to the Act, the Developer, who was
the sole landowner and qualified voter within the District, authorized the District to incur bonded indebtedness
in the aggregate principal amount not to exceed $10,000,000 and approved the rates and method of
apportionment of the Special Taxes for the District (the “Rates and Method”) to pay the principal of and
interest on the bonds of the District. A copy of the Rates and Method is set forth in APPENDIX A hereto.
The City Council of the City acts as the legislative body of the District.

Sources of Payment for the Bonds

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 land within the District pursuant to the Act and in accordance
with the Rates and Method. See “SOURCES OF PAYMENT FOR THE BONDS—Special Taxes” and
APPENDIX A—“RATES AND METHOD OF APPORTIONMENT OF SPECIAL TAXES.” Under the
Fiscal Agent Agreement, the City has pledged to repay the Bonds from the Special Tax Revenues and amounts
on deposit in the Bond Fund and the Reserve Fund established under the Fiscal Agent Agreement. Special
Tax Revenues are defined in the Fiscal Agent Agreement to include the proceeds of the Special Taxes received
by the City, including any scheduled payments, interest and penalties thereon and the 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 and interest and penalties thereon.

The Special Taxes are the primary security for the repayment of the Bonds. In the event that the
Special Taxes are not paid when due, the only sources of funds available to pay the debt service on the Bonds
are amounts held by the Fiscal Agent, including amounts held in the Reserve Fund. The City has covenanted
for the benefit of the owners of the Bonds that it will commence, and diligently pursue to completion, judicial
foreclosure proceedings against Assessor’s parcels with delinquent Special Taxes within 60 days after each
Interest Payment Date if the amount of Special Taxes theretofore received by the City is less than 100% of the



amount of the Special Taxes to be collected for such installment of property tax. See “SOURCES OF
PAYMENT FOR THE BONDS—Proceeds of Foreclosure Sales” herein.”

The Appraisal provides an estimate of the market value of the fee simple interest in the taxable parcels
within the District, assuming that the facilities to be financed from the proceeds of the Bonds are constructed
and installed. The Appraisal is based upon a direct comparison approach. Based upon the assumptions set
forth in the Appraisal and the current development plan being undertaken by the Developer, the Appraiser is of
the opinion that the market value of the property in the District as of March 19, 2007, assuming the completion
of all improvements to be financed with the proceeds of that portion of the Bonds, was $21,000,000. This
estimate of land value results in an estimated appraised value-to-lien ratio of approximately 3.58 to 1 for the
District as a whole based on the estimated principal amount of the Bonds, but excluding any direct and
overlapping debt allowable to parcels within the District. If direct and overlapping debt were included, the
estimated appraised value-to-lien ratio would be slightly lower. See “THE COMMUNITY FACILITIES
DISTRICT—Estimated Appraised Value-to-Lien Ratios” herein.

There is no assurance that the property within the District can be sold for the appraised value 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 the District. See “SPECIAL RISK FACTORS—Land
Value” and APPENDIX C—“APPRAISAL REPORT” herein. Other taxes and/or special assessments with
liens equal in priority to the continuing lien of the Special Taxes may also be levied on the property within the
District. See “SPECIAL RISK FACTORS—Parity Taxes, Special Assessments and Land Development
Costs” herein.

EXCEPT FOR THE SPECIAL TAXES, NO OTHER TAXES ARE PLEDGED TO THE
PAYMENT OF THE BONDS. THE BONDS ARE NOT GENERAL OR SPECIAL OBLIGATIONS
OF THE CITY NOR GENERAL OBLIGATIONS OF THE DISTRICT, BUT ARE SPECIAL
OBLIGATIONS OF THE DISTRICT PAYABLE SOLELY FROM SPECIAL TAXES AND
AMOUNTS HELD UNDER THE FISCAL AGENT AGREEMENT AS MORE FULLY DESCRIBED
HEREIN.

Parity Bonds

The City has covenanted not to encumber, pledge or place any charge or lien upon any of the Special
Tax Revenues or other amounts pledged to the Bonds superior to or on a parity with the pledge and lien
created for the benefit of the Bonds, except as permitted by the Fiscal Agent Agreement. Nothing in the Fiscal
Agent Agreement prevents the City from issuing and selling, pursuant to law, refunding bonds or other
refunding obligations payable from and having a first lien upon the Special Taxes Revenues on a parity with
the Outstanding Bonds so long as the issuance of such refunding bonds or other refunding obligations results
in a reduction in each Bond Year on the Annual Debt Service on the Bonds when combined with the annual
debt service on such refunding bonds or other refunding obligations following the issuance thereof. See
“SOURCES OF PAYMENT FOR THE BONDS—Parity Bonds” and APPENDIX D—“SUMMARY OF
FISCAL AGENT AGREEMENT” 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 H—“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 H—“BOOK-ENTRY-ONLY SYSTEM” herein.

The Bonds are subject to optional redemption, mandatory redemption from Special Tax Prepayments
or from other amounts transferred to the Special Tax Prepayment Account and mandatory sinking fund
redemption as described herein. For a more complete descriptions of the Bonds and the basic documentation
pursuant to which they are being sold and delivered, see “THE BONDS” and APPENDIX D—“SUMMARY
OF FISCAL AGENT AGREEMENT” herein.

Tax Matters

In the opinion of Bond Counsel, under existing laws, regulations, rulings and court decisions, the
interest on the Bonds is exempt from personal income taxes of the State of California and, assuming
compliance with certain covenants described herein, is excluded from gross income for federal income tax
purposes and is not a specific preference item for purposes of the federal alternative minimum tax. Set forth in
APPENDIX G is the form of the opinion of Bond Counsel expected to be delivered in connection with the
issuance of the Bonds. For a more complete discussion of such opinion and certain other tax consequences
incident to the ownership of the Bonds, including certain exceptions to the tax treatment of interest, see “TAX
MATTERS” herein.

Professionals Involved in the Offering

Wells Fargo Bank, National Association, Los Angeles, California, will act as Fiscal Agent under the
Fiscal Agent Agreement and as the initial Dissemination Agent under the Continuing Disclosure Agreements
to be entered into by the City and the Developer. E.J. De La Rosa & Co., Inc. is the Underwriter of the
Bonds. All proceedings in connection with the issuance and delivery of the Bonds are subject to the approval
of Best Best & Krieger LLP, San Diego, California, Bond Counsel. Certain legal matters will be passed upon
for the Developer by Judkins, Glatt et al LLP, San Diego, California, as counsel to the Developer. Fieldman,
Rolapp & Associates, Irvine, California, is acting as Financial Advisor for the City in connection with the
Bonds. Certain legal matters will be passed on for the City and the District by the City Attorney. Other
professional services have been performed by Stradling Yocca Carlson & Rauth, Newport Beach, California,
as Disclosure Counsel, Harris & Associates, Irvine, California, as Special Tax Consultant, Harris Realty
Appraisal, Newport Beach, California, as Appraiser, and Empire Economics, Inc., Capistrano Beach,
California, as Market Absorption Consultant.

For information with respect to which the above-mentioned professionals, advisors, counsel and
agents have a financial or other interest in the offering of the Bonds, see “FINANCIAL INTERESTS” herein.

Continuing Disclosure

Each of the City, for and on behalf of the District, and the Developer has agreed to provide, or cause
to be provided, to each nationally recognized municipal securities information repository and any public or
private repository or entity designated by the State as a state repository for purposes of Rule 15¢2-12(b)(5)
adopted by the Securities and Exchange Commission certain annual financial information and operating data.
The City’s obligation commences April 1, 2008. The City has further agreed to provide, in a timely manner,



certain annual financial information and operating data and notice of certain material events. The Developer is
obligated to file annual reports commencing March 1, 2008 and semi-annual reports commencing
September 1, 2007. These covenants have been made in order to assist the Underwriter in complying with
Rule 15¢2-12(b)(5) of the Securities and Exchange Commission. See “CONTINUING DISCLOSURE”
herein, APPENDIX E and APPENDIX F hereto for a description of the specific nature of the annual reports to
be filed by the City, and the semi-annual reports to be filed by the Developer and notices of material events
and a summary description of the terms of the continuing disclosure agreement pursuant to which such annual
reports are to be made.

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 Bonds are not rated by any nationally recognized rating agency. The purchase
of the Bonds involves risks, and the Bonds may not be appropriate investments for some types of 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, acting as the legislative body of the District, are qualified in their entirety by
references to such documents, laws and proceedings, and with respect to the Bonds, by reference to the Fiscal
Agent Agreement. Capitalized terms not otherwise defined herein shall have the meanings set forth in the
Fiscal Agent Agreement.

Copies of the Fiscal Agent Agreement, the Continuing Disclosure Agreements 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 at 14177 Frederick Street, Moreno Valley,
California 92553, Attention: Finance Director.



ESTIMATED SOURCES AND USES OF FUNDS
The following table sets forth the expected uses of Bond proceeds:

Sources of Funds

Bond Par Amount $ 5,870,000.00
(Less Original Issue Discount) ( 46,257.10)
TOTAL SOURCES $ 5,823,742.90
Uses of Funds
Improvement Fund $ 4,646,390.15
Reserve Fund 511,043.77
Cost of Issuance Fund"” 419,047.90
Interest Account® 217,261.08
Administrative Expense Account 30,000.00
TOTAL USES $ 5.,823,742.90

" Includes Underwriter’s discount, legal, financing and consulting fees, printing costs, Fiscal Agent fees and other

miscellaneous expenses.

@ To pay capitalized interest on the Bonds through March 1, 2008.

THE BONDS
Authority for Issuance

The Bonds in the aggregate principal amount of $5,870,000 are authorized to be issued by the City for
the District under and subject to the terms of the Fiscal Agent Agreement, the Act and other applicable laws of
the State of California.

Resolutions of Intention: On September 13, 2005, the City Council of the City adopted a resolution
stating its intention to establish the District and to authorize the levy of special taxes.

Resolutions of Formation: On October 25, 2005 the City Council of the City, adopted resolutions
which established the District, authorized the submittal of levy of special taxes within the District to qualified
electors, and determined the necessity to incur bonded indebtedness within the District, in the amount not to
exceed $10,000,000.

Resolution Calling Election: The resolutions adopted by the City Council of the City on October 25,
2005 also called for an election by the landowners in the District for the same date on the issues of the levy of
the Special Tax, the incurring of bonded indebtedness in the District, and the establishment of an
appropriations limit.

Landowner Election and Declaration of Results: On October 25, 2005, an election was held at which
the Developer, as the sole landowner and qualified voter within the District approved a ballot proposition
authorizing the issuance of up to $10,000,000 of bonds to finance the acquisition and construction of various
public facilities, the levy of the Special Tax and the establishment of an appropriations limit for the District.
On October 25, 2005, the City Council adopted a resolution approving the canvass of the votes and declaring
the District to be fully formed with the authority to levy the Special Taxes, to incur the bonded indebtedness,
and to have the established appropriations limit.

Special Tax Lien and Levy: A Notice of Special Tax Lien for the District was recorded in the real
property records of the County on November 8, 2005, as a continuing lien against the property in the District.



On November 8, 2005, the City Council of the City, acting as the legislative body of the District, enacted
Ordinance No. 701 authorizing the levy of the Special Tax within the District. On June 26, 2006 a Notice of
Cessation of Special Tax Lien with respect to the Target and Kohl’s parcels was recorded in the real property
records of the County.

Resolution Authorizing Issuance of the Bonds: On May 8, 2007, the City Council adopted a resolution
approving issuance of the Bonds.

Purpose of the Bonds

The Bonds are being issued to provide funds to: (i) finance the costs of constructing and acquiring
certain public facilities within the District (see “THE COMMUNITY FACILITIES DISTRICT—Description
of Authorized Facilities”); (ii) pay costs related to the issuance of the Bonds; (iii) fund the Reserve Fund for
the Bonds; and (iv) fund capitalized interest on the Bonds. See “ESTIMATED SOURCES AND USES OF
FUNDS.”

Description of the Bonds

The Bonds will be issued as fully registered bonds in denominations of $5,000 and any integral
multiple thereof (not exceeding the principal amount maturing at any one time), and shall be dated the date of
delivery thereof. The Bonds will be issued in book-entry only form and The Depository Trust Company, New
York, New York (“DTC”) will act as securities depository for the Bonds. So long as the Bonds are held in
book-entry only form, principal of, premium, if any, and interest on the Bonds will be paid directly to DTC for
distribution to the Beneficial Owners of the Bonds in accordance with the procedures adopted by DTC. See
APPENDIX H—“BOOK-ENTRY-ONLY SYSTEM” herein. The Bonds will mature on September 1, in the
years and principal amounts, and bearing rates of interest, as shown on the inside cover of this Official
Statement.

Interest on the Bonds will be payable semiannually on March 1 and September 1 of each year,
commencing September 1, 2007 (each, an “Interest Payment Date”) and will be computed on the basis of a
360-day year comprised of twelve 30-day months. Each Bond will bear interest from the Interest Payment
Date next preceding the date of authentication thereof, unless (i) it is authenticated on an Interest Payment
Date, in which event it shall bear interest from such Interest Payment Date, or (ii) it is authenticated prior to an
Interest Payment Date and after the close of business on the Record Date preceding such Interest Payment
Date, in which event it shall bear interest from such Interest Payment Date, or (iii) it is authenticated prior to
the Record Date preceding the first Interest Payment Date in which event it shall bear interest from its dated
date; provided, that if at the time of authentication of a Bond, interest is then in default thereon, such Bond
shall bear interest from the Interest Payment Date to which interest has previously been paid or made available
for payment thereon, or from its dated date, if no interest has previously been paid or made available for
payment thereon.

Interest on the Bonds is payable by check of the Fiscal Agent mailed by first class mail, postage
prepaid, on each Interest Payment Date, to the registered Owner thereof at such registered Owner’s address as
it appears on the registration books maintained by the Fiscal Agent at the close of business on the Record Date
preceding the Interest Payment Date. The principal of the Bonds and any premium on the Bonds are payable
in lawful money of the United States of America by check of the Fiscal Agent upon surrender of such Bonds at
the Principal Office of the Fiscal Agent; provided, however, that at the written request of the Owner of at least
$1,000,000 in aggregate principal amount of Outstanding Bonds filed with the Fiscal Agent prior to any
Record Date, interest on such Bonds will be paid to such Owner on each succeeding Interest Payment Date by
wire transfer of immediately available funds to an account in the United States of America designated in such
written request. All Bonds redeemed and purchased by the Fiscal Agent will be canceled by the Fiscal Agent.



Redemption

Optional Redemption. The Bonds are subject to redemption prior to their stated maturity dates on any
Interest Payment Date, as selected among maturities by the District (and by lot within any one maturity), in
integral multiples of $5,000, at the option of the District from moneys derived by the District from any source,
at a redemption price (expressed as a percentage of the principal amount of the Bonds to be redeemed),
together with accrued interest to the date of redemption, as follows.

Redemption Dates Redemption Price
Any Interest Payment Date through and including March 1, 2015 103%
September 1, 2015 and March 1, 2016 102
September 1, 2016 and March 1, 2017 101
September 1, 2017 and any Interest Payment Date thereafter 100

Mandatory Redemption From Special Tax Prepayments or From Other Amounts Transferred to the
Special Tax Prepayment Account. The Bonds are subject to mandatory redemption prior to their stated
maturity dates on any Interest Payment Date, as selected among maturities by the District (and by lot within
any one maturity), in integral multiples of $5,000, from moneys derived by the District from Special Tax
Prepayments, at redemption prices (expressed as percentages of the principal amounts of the Bonds to be
redeemed), together with accrued interest to the date of redemption as follows:

Redemption Dates Redemption Price
Any Interest Payment Date through and including March 1, 2015 103%
September 1, 2015 and March 1, 2016 102
September 1, 2016 and March 1, 2017 101
September 1, 2017 and any Interest Payment Date thereafter 100

Mandatory Sinking Fund Redemption. The Outstanding Bonds maturing on September 1, 2027 and
September 1, 2037 are subject to mandatory sinking fund redemption, in part, on September 1, 2023 and
September 1, 2028, 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:

Bonds Maturing on September 1, 2027

Redemption Date Sinking
(September 1) Payment
2023 $165,000

2024 185,000

2025 200,000

2026 220,000

2027 (Maturity) 240,000



Bonds Maturing on September 1, 2037

Redemption Date Sinking
(September 1) Payment
2028 $265,000
2029 285,000
2030 310,000
2031 335,000
2032 360,000
2033 390,000
2034 420,000
2035 455,000
2036 485,000
2037 (Maturity) 520,000

The amount of Outstanding Bonds to be redeemed pursuant to the foregoing schedule shall be reduced
by the City pro rata among redemption dates, in order to maintain substantially level debt service as a result of
any prior or partial optional redemption or mandatory redemption from Special Tax Prepayments of the Bonds
or from other amounts transferred to the Special Tax Prepayment Account.

Purchase of Bonds. In lieu of payment at maturity or redemption, moneys in the Bond Fund may be
used and withdrawn by the Fiscal Agent for purchase of Outstanding Bonds, upon the filing with the Fiscal
Agent of an Officer’s Certificate requesting such purchase, at a public or private sale as and when, and at such
prices (including brokerage and other charges) as such Officer’s Certificate may provide, but in no event will
Bonds be purchased at a price in excess of the principal amount thereof, plus interest accrued to the date of
purchase. In such event, the City shall, as may be appropriate, provide to the Fiscal Agent a revised maturity
schedule or a revised mandatory sinking fund schedule for the Bonds, or both.

Redemption Procedure by Fiscal Agent

The Fiscal Agent Agreement requires the Fiscal Agent to 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 Securities Depositories and to one or more Information Services, and to the
respective registered Owners of any Bonds designated for redemption, at their addresses appearing on the
Bond registration books maintained by the Fiscal Agent at its Principal Office; 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 date of such notice, the date of issue of the Bonds, the place or places of
redemption, the redemption date, the redemption price and, if less than all of the then Outstanding Bonds are to
be called for redemption, will designate the CUSIP numbers and Bond numbers of the Bonds to be redeemed,
by giving the individual CUSIP number and Bond number of each Bond 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 for redemption in part the
portion of the principal of the Bond to be redeemed, will require that such Bonds be then surrendered at the
Principal Office of the Fiscal Agent for redemption as 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 the mailing and
publication of any such redemption notice will be paid by the District.

Upon the payment of the redemption price of Bonds being redeemed, each check or other transfer of
funds issued for such purpose will, to the extent practicable, bear the CUSIP number identifying, by issue and
maturity, the Bonds being redeemed with the proceeds of such check or other transfer.



With respect to any notice of optional redemption of Bonds, such notice may state that such
redemption shall be conditional upon the receipt by the Fiscal Agent on or prior to the date fixed for such
redemption of moneys sufficient to pay the principal of, premium, if any, and interest due on such Bonds to be
redeemed and that, if such moneys shall not have been so received, said notice shall be of no force and effect
and the Fiscal Agent shall not be required to redeem such Bonds. In the event that such notice of redemption
contains such a condition and such moneys are not so received, the redemption shall not be made, and the
Fiscal Agent shall within a reasonable time thereafter give notice, in the manner in which the notice of
redemption was given, that such moneys were not so received.

In the event of an optional redemption or a mandatory redemption from a Special Tax Prepayment, the
City will transfer or cause to be transferred to the Fiscal Agent for deposit in the Bond Fund moneys in an
amount equal to the redemption price of the Bonds being redeemed on or before the fifteenth (15th) day of the
month preceding the Interest Payment Date upon which such Bonds are to be redeemed.

If less than all the Bonds Outstanding are to be redeemed, the portion of any Bond of a denomination
of more than $5,000 to be redeemed will be in the principal amount of $5,000 or a multiple thereof, and, in
selecting portions of such Bonds for redemption, the Fiscal Agent will treat each such Bond as representing the
number of Bonds of $5,000 denomination which is obtained by dividing the principal amount of such Bond to
be redeemed in part by $5,000.

Whenever provision is made in the Fiscal Agent Agreement for the redemption of less than all of the
Bonds of a maturity or any given portion thereof, the Fiscal Agent shall select the Bonds of such maturity to be
redeemed, from all Bonds of such maturity or such given portion thereof not previously called for redemption,
by lot within a maturity, in any manner which the Fiscal Agent in its sole discretion shall deem appropriate.

Upon surrender of Bonds redeemed in part only, the City will execute and the Fiscal Agent will
authenticate and deliver to the Owner, at the expense of the District, a new Bond or Bonds, of the same
maturity, of authorized denominations in aggregate principal amount equal to the unredeemed portion of the
Bond or Bonds.

Effect of Redemption

From and after the date fixed for redemption, if funds available for the payment of the redemption
prices of the Bonds called for redemption have been deposited in the Bond Fund, such Bonds will cease to be
entitled to any benefit under the Fiscal Agent Agreement other than the right to receive payment of the
redemption price, and interest will cease to accrue on the Bonds to be redeemed on the redemption date
specified in the notice of redemption.

All Bonds redeemed and purchased by the Fiscal Agent pursuant to the Fiscal Agent Agreement will
be canceled by the Fiscal Agent.

Transfer and Exchange of Bonds

Any Bond may, in accordance with its terms, be transferred, upon the books required to be kept
pursuant to the provisions of the Fiscal Agent Agreement, by the person in whose name it is registered, in
person or by his duly authorized attorney, upon surrender of such Bond for cancellation at the Principal Office
of the Fiscal Agent, accompanied by delivery of a duly executed written instrument of transfer in a form
acceptable to the Fiscal Agent. The cost for any services rendered or any expenses incurred by the Fiscal
Agent in connection with any such transfer will be paid by the District. The Fiscal Agent will collect from the
Owner requesting transfer of a Bond any tax or other governmental charge required to be paid with respect to
such transfer.
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Whenever any Bond or Bonds are surrendered for transfer, the City will execute and the Fiscal Agent
will authenticate and deliver a new Bond or Bonds of like aggregate principal amount.

No transfers of Bonds will be required to be made (i) during the fifteen (15) days preceding the date
established by the Fiscal Agent for selection of Bonds for redemption, or (ii) with respect to Bonds which have
been selected for redemption.

Bonds may be exchanged at the Principal Office of the Fiscal Agent only for a like aggregate principal
amount of Bonds of authorized denominations and of the same maturity and interest rate. The cost for any
services rendered or any expense incurred by the Fiscal Agent in connection with any such exchange will be
paid by the District. The Fiscal Agent will collect from the Owner requesting exchange of a Bond any tax or
other governmental charge required to be paid with respect to such exchange.

No exchanges of Bonds will be required to be made (i) during the fifteen (15) days preceding the date

established by the Fiscal Agent for selection of Bonds for redemption, or (ii) with respect to Bonds which have
been selected for redemption.
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Debt Service Schedule for the Bonds

The following table presents the annual debt service on the Bonds (including sinking fund
redemptions), assuming that there are no optional redemptions or mandatory redemptions from Special Tax
Prepayments. See “—Redemption” above.

Period Ending Total
(September 1) Principal Interest Debt Service
2007 $ - $  72,954.83" $ 72,954.83
2008 - 288,612.50? 288,612.50
2009 15,000 288,612.50 303,612.50
2010 20,000 288,012.50 308,012.50
2011 30,000 287,212.50 317,212.50
2012 35,000 286,012.50 321,012.50
2013 45,000 284,577.50 329,577.50
2014 55,000 282,687.50 337,687.50
2015 65,000 280,322.50 345,322.50
2016 75,000 277,462.50 352,462.50
2017 85,000 274,087.50 359,087.50
2018 95,000 270,262.50 365,262.50
2019 110,000 265,987.50 375,987.50
2020 120,000 260,927.50 380,927.50
2021 135,000 255,287.50 390,287.50
2022 150,000 248,875.00 398,875.00
2023 165,000 241,750.00 406,750.00
2024 185,000 233,500.00 418,500.00
2025 200,000 224,250.00 424,250.00
2026 220,000 214,250.00 434,250.00
2027 240,000 203,250.00 443,250.00
2028 265,000 191,250.00 456,250.00
2029 285,000 178,000.00 463,000.00
2030 310,000 163,750.00 473,750.00
2031 335,000 148,250.00 483,250.00
2032 360,000 131,500.00 491,500.00
2033 390,000 113,500.00 503,500.00
2034 420,000 94,000.00 514,000.00
2035 455,000 73,000.00 528,000.00
2036 485,000 50,250.00 535,250.00
2037 __ 520,000 26.000.00 546,000.00
TOTAL $ 5.870.000 $ 6.498,394.83 $ 12.368.394.83

(1)
2

Funded from capitalized interest.
March 1, 2008 interest payment funded from capitalized interest.
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SOURCES OF PAYMENT FOR THE BONDS

The Special Taxes are the primary security for the repayment of the Bonds. Under the Fiscal Agent
Agreement, the City has pledged to repay the Bonds from the Special Tax Revenues and amounts held in the
Bond Fund and the Reserve Fund. Special Tax Revenues are defined in the Fiscal Agent Agreement to
include the proceeds of the Special Taxes received by the City, including any scheduled payments, interest and
penalties thereon and 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, and interest and penalties thereon.

In the event that the Special Tax Revenues are not paid when due, the only sources of funds available
to pay the debt service on the Bonds are amounts held by the Fiscal Agent, including amounts held in the
Reserve Fund, for the exclusive benefit of the Owners of the Bonds.

NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE CITY, THE
COUNTY OF RIVERSIDE, 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 NOT GENERAL OR SPECIAL OBLIGATIONS OF THE CITY BUT ARE SPECIAL
OBLIGATIONS OF THE DISTRICT PAYABLE SOLELY FROM THE SPECIAL TAXES AND
OTHER AMOUNTS PLEDGED UNDER THE FISCAL AGENT AGREEMENT AS MORE FULLY
DESCRIBED HEREIN.

Special Taxes

The City Council, as the legislative body of the District, has covenanted in the Fiscal Agent
Agreement that by August 10 of each year (or such later date as may be authorized by the Act or any
amendment thereof) it will levy Special Taxes up to the maximum rates permitted under the Rates and Method
in the amount required for the payment of principal of and interest on any Outstanding Bonds becoming due
and payable during the ensuing calendar year, including any necessary replenishment or expenditure of the
Reserve Fund and the amount estimated to be sufficient to pay the Administrative Expenses during such
calendar year.

The Special Taxes levied in any fiscal year may not exceed the maximum rates authorized pursuant to
the Rates and Method. See APPENDIX A—“RATES AND METHOD OF APPORTIONMENT OF
SPECIAL TAXES” herein. 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.

Rates and Method of Apportionment of Special Taxes

The Rates and Method provides that for each Fiscal Year all parcels in the District not otherwise
exempt are to be classified as either Developed Property or Undeveloped Property. “Developed Property” is
defined as all Assessor’s Parcels of Taxable Property for which a building permit for new construction was
issued prior to March 1 of the prior Fiscal Year. “Undeveloped Property” is defined to include all Taxable
Property not classified as Developed Property.

Under the Rates and Method, the Maximum Special Tax to be levied on each taxable parcel in the
District classified as Developed Property or Undeveloped Property will be $10,865.04 per acre for Fiscal Year
2007-08, and shall increase thereafter, on July 1 of each Fiscal Year thereafter, by an amount equal to two
percent (2%) of the Maximum Annual Special Tax in effect in the previous Fiscal Year.
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Commencing with Fiscal Year 2007-2008 and for each following Fiscal Year, the City Council shall
levy the Special Tax until the amount of Special Taxes levied equals the Annual Special Tax Requirement.
The Special Tax shall be levied for each Fiscal Year as follows:

First: The Special Tax shall be levied Proportionately on each Assessor’s Parcels of Developed
Property up to 100% of the Maximum Annual Special Tax; and

Second: If additional Special Taxes are needed to satisfy the Annual Special Tax Requirement, the
Special Tax shall be levied Proportionately on each Assessor’s Parcels of Undeveloped Property up to 100%
of the applicable Maximum Annual Special Tax.

Prepayment of Special Taxes

The Special Tax obligation applicable to an Assessor’s Parcel may be prepaid at any time and the
obligation of such Assessor’s Parcel to pay any Special Tax may be fully or partially satisfied as described
herein. See APPENDIX A—“RATES AND METHOD OF APPORTIONMENT OF SPECIAL TAXES”
herein for a discussion of how the prepayment amount is calculated. No Special Tax prepayment shall be
allowed unless the amount of Special Taxes, net of Administrative Expenses, that may be levied on Taxable
Property within the District both prior to and after the proposed prepayment is at least 1.1 times the maximum
annual debt service on all Outstanding Bonds. Tenders of Bonds in prepayment of Special Taxes may be
accepted upon the terms and conditions established by the City Council pursuant to the Act. The Rates and
Method provides that a property owner may prepay and satisfy the Special Tax obligation of an Assessor’s
Parcel in whole only if there are no delinquent Special Taxes with respect to such Assessor’s Parcel at the time
of prepayment.

In the event that a prepayment of Special Taxes occurs in the future, the net proceeds of such
prepayment will be applied to effect a mandatory redemption of the Bonds. See “THE BONDS—
Redemption” herein.

Collection of Special Tax Revenues

The Special Taxes are levied and collected by the Treasurer-Tax Collector of the County of Riverside
(the “County”) in the same manner and at the same time as ad valorem property taxes, provided that the
District may directly bill the Special Tax, may collect Special Taxes at a different time or in a different manner
if necessary to meet its financial obligations, and may covenant to foreclose and may actually foreclose on
delinquent Assessor’s Parcels as permitted by the Act.

The City 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 City’s ability to collect sufficient Special Taxes to pay debt service on the Bonds
and Administrative Expenses when due. First, the City has covenanted that, to the extent it is legally permitted
to do so, it will not reduce the maximum Special Tax rates on then existing Developed Property in the District
below the amounts which are necessary to provide Special Tax Revenues in an amount equal to estimated
Administrative Expenses for the then current Fiscal Year plus an amount equal to one hundred ten percent
(110%) of Maximum Annual Debt Service on the Outstanding Bonds. Second, the City has covenanted that in
the event an ordinance is adopted by initiative pursuant to Section 3 of Article XIIIC of the California
Constitution, which purports to reduce or otherwise alter the Maximum Rates, it will commence and pursue
legal action seeking to preserve its ability to comply with its covenant contained in the preceding sentence.

Although the Special Taxes constitute liens on taxable parcels within the District, they do not

constitute a personal indebtedness of the owners of property within the District. Moreover, other liens for
taxes and assessments already exist on the property located within the District and others could come into
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existence in the future in certain situations without the consent or knowledge of the City or the landowners
therein. See “SPECIAL RISK FACTORS—Parity Taxes, Special Assessments and Land Development Costs”
herein. There is no assurance that property owners will be financially able to pay the annual Special Taxes or
that they will pay such taxes even if financially able to do so, all as more fully described in the section of this
Official Statement entitled “SPECIAL RISK FACTORS.”

Under the terms of the Fiscal Agent Agreement, not later than ten (10) Business Days after receipt, all
Special Tax Revenues received by the City are to be deposited in the Special Tax Fund. As soon as practicable
after the receipt from the City of any Special Tax Revenues, but no later than ten (10) Business Days after such
receipt, the Fiscal Agent is to withdraw from the Special Tax Fund and deposit in the Administrative Expense
Fund, an amount estimated by the City to be sufficient, together with the amount then on deposit in the
Administrative Expense Fund, to pay the Administrative Expenses during the current Fiscal Year; provided,
however, that the amount deposited in the Administrative Expense Fund prior to the deposit to the Interest
Account and Principal Account of the Bond Fund shall not exceed $30,000 (the “Annual Administrative
Expense Requirement”) for any Fiscal Year. However, if prior to the September 1 Interest Payment Date in
any Bond Year the City determines that Special Tax Revenues will be sufficient to enable the Fiscal Agent to
deposit in the Reserve Fund and Principal Account the amount, if any, which is necessary to make the amount
on deposit therein equal to the Reserve Requirement and deposit in the Bond Fund the full amount required for
deposit to the Interest Account to pay the interest on and principal of the Bonds on such Interest Payment Date,
the City may instruct the Fiscal Agent in an Officer’s Certificate, upon which the Fiscal Agent may
conclusively rely, to deposit an additional amount, in the Administrative Expense Fund before making the
required deposit to the Bond Fund, and the Fiscal Agent shall deposit such additional amount in the
Administrative Expense Fund before depositing any amount to the Reserve Fund or Bond Fund.

On or before the March 1 Interest Payment Date in each Bond Year, if the amount of other moneys
which is on deposit in the Special Tax Fund is less than the amount of the interest on the Bonds which is due
on such Interest Payment Date, the Fiscal Agent shall transfer moneys from the Surplus Account, to the extent
of moneys on deposit therein and available for transfer, to and deposit such moneys in the Interest Account of
the Bond Fund in an amount not to exceed the deficiency in the amount of other moneys which are on deposit
in the Special Tax Fund, and available for transfer to and deposit in the Interest Account to pay the full amount
of the interest on the Bonds which is due and payable on such Interest Payment Date. On or before the
September 1 Interest Payment Date in each Bond Year, if the amount of other moneys which is on deposit in
the Special Tax Fund is less than the amount of the interest on and principal of the Bonds which is due on such
Interest Payment Date, the Fiscal Agent shall transfer moneys from the Surplus Account, to the extent of
moneys on deposit therein and available for transfer, to and deposit such moneys in the Interest Account and
the Principal Account in amounts not to exceed the amount of the deficiency in the amount of other moneys
which are on deposit in the Special Tax Fund, and available for transfer, to pay the full amount of the interest
on and principal of the Bonds which is due and payable on such Interest Payment Date. On or before May 30
of each year, commencing on May 30, 2008 the Fiscal Agent shall notify the City of the amount which is then
on deposit in the Surplus Account and of the aggregate amount of the principal of and interest on the Bonds
which will become due and payable on the following September 1.

Proceeds of Foreclosure Sales

The net proceeds received following a judicial foreclosure sale of land within the District resulting
from a landowner’s failure to pay the Special Tax when due are pledged to the payment of principal of and
interest on the Bonds.

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 City 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 Special Taxes be collected by a superior court
action to foreclose the lien within specified time limits. In such an action, the real property subject to the

15



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, in the Fiscal Agent
Agreement, the City covenants for the benefit of the Owners of the Bonds that, within sixty (60) days after
each Interest Payment Date, it will cause to be commenced, as hereinafter provided, and (unless delinquent
Special Taxes are paid) diligently prosecute to judgment, an action in the superior court to foreclose the lien of
any Special Taxes, or any installments thereof, which were not paid by the statutory delinquency date (i.e.,
December 10 or April 10). In furtherance of this covenant, within five (5) Business Days after each Interest
Payment Date, the Finance Director, or his designee, shall review the most recent Fixed Charge Unpaid List
received from the Auditor-Controller of the County of Riverside regarding unpaid property taxes to determine
if there are any delinquent installments of Special Taxes levied on property in the District. If there are any
such delinquent Special Tax installments, the Finance Director, or his designee, shall notify the City Attorney
of such delinquencies and, within the previously mentioned sixty (60) days, the City Attorney shall commence,
or cause to be commenced, and diligently prosecute such a superior court foreclosure action or actions to
collect such delinquent Special Taxes.

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 have ended
with 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. See “SPECIAL RISK FACTORS—
Bankruptcy and Foreclosure” herein. Moreover, no assurances can be given that the real property subject to
foreclosure and sale at a judicial foreclosure sale will be sold or, if sold, that the proceeds of such sale will be
sufficient to pay any delinquent Special Tax installment. See “SPECIAL RISK FACTORS—Land Values”
herein. Although the Act authorizes the City 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 lot
or parcel of 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.

Reserve Fund

In order to secure further the payment of principal of and interest on the Bonds, the City is required,
upon delivery of the Bonds, to deposit $511,043.77 into the Reserve Fund and thereafter to maintain the
Reserve Fund an amount equal to the Reserve Requirement. The Fiscal Agent Agreement defines the Reserve
Requirement as of the date of any calculation the lesser of (i) 10% of the proceeds of the sale of the Bonds,
(i) Maximum Annual Debt Service on the Bonds or (iii) 125% of average Annual Debt Service on the Bonds,
as determined by the City. Subject to the limits on the maximum annual Special Tax which may be levied
within the District, as described in APPENDIX A, the City has covenanted to levy Special Taxes in an amount
that is anticipated to be sufficient, in light of the other intended uses of the Special Tax proceeds, to maintain
the balance in the Reserve Fund at the Reserve Requirement. Amounts in the Reserve Fund are to be applied
to make transfers to the Interest Account and the Principal Account of the Bond Fund in the event of any
deficiency at any time in either of such accounts of the amount then required for payment of the principal of
and interest and any premium on the Bonds or to redeem Bonds in whole or in part. See APPENDIX D—
“SUMMARY OF FISCAL AGENT AGREEMENT—Reserve Fund” herein.

Parity Bonds

The City has covenanted not to encumber, pledge or place any charge or lien upon any of the Special
Tax Revenues or other amounts pledged to the Bonds superior to or on a parity with the pledge and lien
created by the Fiscal Agent Agreement for the benefit of the Bonds, except as permitted by the Fiscal Agent
Agreement. Nothing in the Fiscal Agent Agreement prevents the City from issuing and selling, pursuant to
law, refunding bonds or other refunding obligations payable from and having a first lien upon the Special
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Taxes Revenues on a parity with the Outstanding Bonds so long as the issuance of such refunding bonds or
other refunding obligations results in a reduction in each Bond Year on the Annual Debt Service on the Bonds
when combined with the annual debt service on such refunding bonds or other refunding obligations following
the issuance thereof. See APPENDIX D—“SUMMARY OF FISCAL AGENT AGREEMENT” herein.

THE COMMUNITY FACILITIES DISTRICT
General Description of the District

The District consists of approximately 64.4 gross acres of which approximately 32.95 are net taxable
acres and is located at the southeast corner of the intersection of State Route 60 and Nason Street in the City of
Moreno Valley, Riverside County, California, and consists of the proposed Stoneridge Towne Centre, which,
based on current land use approvals and projections, is being developed with over 560,000 square feet of
commercial retail center uses. The portion of the Stoneridge Towne Centre owned and occupied by
Target and Kohl’s is approximately 23.28 acres and is not subject to the Special Taxes by the District.
Accordingly, of the projected approximately 560,000 square feet of commercial retail space, only
approximately 288,000 square feet is subject to the levy of Special Taxes by the District.

Description of Authorized Facilities

The proposed facilities for the District to be financed from Bond proceeds include all or a portion of
design, construction, indirect costs and administration relating to the street and traffic signal public
improvements associated with Stoneridge Ranch Towne Centre. The District will also be authorized to
finance Eastern Municipal Water District connection/impact fees imposed pursuant to Eastern Municipal
Water District fee programs for financing master planned capital facilities and other additional public facilities.
However, it is anticipated that only connection/impact fees related to Phase 1 of Stoneridge Towne Centre will
be financed from Bond proceeds. The actual facilities to be financed will ultimately be determined in
accordance with the Acquisition/Financing Agreement between the City and the Developer.
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TABLE 1
COMMUNITY FACILITIES DISTRICT NO. 5
OF THE CITY OF MORENO VALLEY

CONSTRUCTION COST ESTIMATE

Estimated Estimated Cost
Construction Incurred as of
Facilities Cost™” April 10, 2007
(1)  Street Improvements
Nason Street $ 1,002,635 $ 824,464
Eucalyptus Avenue 1,788,177 1,457,309
Fir Avenue 394,254 301,760
Dracaea Avenue 396,701 331,767
Subtotal $ 3,581,767 $ 2,915,300
(2)  Traffic Signals
Nason Street at Fir Avenue $ 240,210 $ 240,210
Nason Street at Eucalyptus Avenue 261,559 261,559
Nason Street at Dracaea Avenue 207,042 207,042
Fir Avenue at Eucalyptus Avenue 213,822 -
Stoneridge - Commercial 250,000 -
Stoneridge - Commercial 250,000 -
Subtotal $ 1,422,633 $ 708,811
(3) EMWD Connection/Capacity Fees (Phase 1) $ 400,000 0
Total $ 5,404,400 $ 3.624,111

() Estimated construction cost includes applicable soft costs.

Source: The Developer.
Principal Taxpayer and Coverage from Leased Property

The Developer, as the owner of all taxable property within the District, is the sole taxpayer within the
District. See “SPECIAL RISK FACTORS—Concentration of Ownership/Reliance on Success of the
Stoneridge Towne Centre” herein. Table 2 shows what the projected Fiscal Year 2007-08 Special Tax Levy
would be assuming no capitalized interest and the estimated percentage of such projected Special Tax Levy
based on leasing status as of April 1, 2007.
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TABLE 2
PROJECTED FISCAL YEAR 2007-08
SPECIAL TAX LEVY BASED ON LEASING STATUS
AS OF APRIL 1, 2007
(Assuming No Capitalized Interest)

Percentage of
Estimated FY  Estimated FY

Building 2007-08 2007-08
Square Parcel Area Special Tax Special Tax
Category Footage (Acres) Levy™ Levy
Leased and Occupied 0 0.00 $ 0.00 0.0%
Leased but Not Occupied 125,341 15.22 153,636.35 48.2
Signed Letter of Intent/ Lease out for Review 5,300 0.80 7,261.60 2.3
Not Leased 157,689 16.93 157,714.55 49.5
Totals 288,330 32.95 $ 318.,612.50 100.0%

(" Assumes no capitalized interest. Interest on the Bonds has been capitalized through March 1, 2008.
Source: Harris & Associates/the Developer.

Coverage from Developed Property

Table 3 below sets forth what the projected Fiscal Year 2007-08 Special Tax Levy would be,
assuming no capitalized interest, based upon development status as of March 1, 2007. As can be seen below,
Developed Property is projected to be responsible for approximately 37.2% of such projected Fiscal Year
2007-08 Special Tax Levy while Undeveloped Property is projected to be responsible for 62.8%. See
“SPECIAL RISK FACTORS—Failure to Develop Properties” herein.

TABLE 3
PROJECTED FISCAL YEAR 2007-08 SPECIAL TAX LEVY
BASED ON DEVELOPMENT STATUS
AS OF MARCH 1, 2007
(Assuming No Capitalized Interest)

Parcel Area Projected FY 2007-08 Percentage of Projected FY

(Acres) Special Tax Levy 2007-08 Special Tax Levy
Developed Property 10.92 $ 118,646.24 37.2%
Undeveloped Property 22.03 199,966.26 62.8
Total 32.95 $ 31861250 100.0%

Source: Harris & Associates.

Subsequent to March 1, 2007, which is the cutoff date for classifying property as Developed or
Undeveloped for the Rate and Method for purposes of calculating the Fiscal Year 2007-08 Special Tax levy,
the Developer pulled several building permits in the District. Table 3A below sets forth a hypothetical Fiscal
Year 2007-08 Special Tax Levy based on development as of April 1, 2007 and assuming no capitalized

interest.
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TABLE 3A
HYPOTHETICAL FISCAL YEAR 2007-08 SPECIAL TAX LEVY
BASED ON DEVELOPMENT STATUS
AS OF APRIL 1, 2007
(Assuming No Capitalized Interest)

Parcel Area Projected FY 2007-08  Percentage of Projected FY

(Acres) Special Tax Levy 2007-08 Special Tax Levy
Developed Property 14.36 $ 156,021.97 49.0%
Undeveloped Property 18.59 162,590.53 51.0
Total 32.95 $ 318,612.50 100.0%

Source: Harris & Associates.
Direct and Overlapping Debt

The ability of the Developer or future owners of land within the District to pay the Special Taxes
could be affected by the existence of other taxes and assessments imposed upon the property. Certain of these
taxes relate to direct and overlapping tax and assessment debt including that of the Metropolitan Water
District, Riverside City Community College District, Moreno Valley Unified School District and Eastern
Municipal Water District Improvement District No. 22. Based on data assembled and reported to the District
by California Municipal Statistics, Inc., as of December 1, 2006, the District estimates that such direct and
overlapping debt for Fiscal Year 2006-07 did not exceed $60,000.

Estimated Appraised Value-to-Lien Ratio

The estimated appraised value-to-lien ratio for the taxable property within the District based on the
$21,000,000 appraised value estimated by the Appraiser as of March 19, 2007 and the $5,870,000 principal
amount of the outstanding Bonds results in an estimated appraised value-to-lien ratio of approximately
3.58 to 1 for the District as a whole, exclusive of any other direct and overlapping debt. See “—Direct and
Overlapping Debt” above for a discussion of direct and overlapping debt, which if included, would reduce
slightly the direct and overlapping debt.

Aerial Photo of District

The following page contains an aerial photo of the District taken on March 23, 2007. The pads for
Target and Kohl’s are not subject to the levy of the Special Tax and do not secure the Bonds.
Additionally, Retail Pad A, which is located between Target and Kohl’s, is shown as excluded from the
Special Tax Levy. Retail Pad A, which is leased to Dress Barn, is, however, subject to the Special Tax.
See Site Plan map introduction.

20



¥
L

itfﬁﬂcﬁlltwwﬁwu m : § :

AT
e T

'_‘rﬂfﬂﬁéﬁﬂg ST,

Ll
""'"’-"-"r.-.-.

-.a-ﬂ

L T ek e

__-_.,

- -'- ’kf“n:l _\"-

_Epazer—
REs:denfm1

g

N
\
EFTA (s
\-

%




THE DEVELOPMENT AND PROPERTY OWNERSHIP

‘

Except for the information under the captions
Developer has provided the information in this section.

“—Appraisal” and “—Market Absorption Study,” the

The information herein regarding ownership of property in the District has been included because it
is considered relevant to an informed evaluation of the Bonds. The inclusion in this Official Statement of
information related to the existing owner of all of the property within the District should not be construed to
suggest that the Bonds, or the Special Taxes that will be used to pay the Bonds, are recourse obligations of
such property owner. A property owner may sell or otherwise dispose of land within the District or a
development or any interest therein at any time.

No assurance can be given that the proposed development within the District will occur as described
below. Although planning for the development of the District is at an advanced stage, actual construction of
improvements is as described below under the captions “—The Development Plan” and “—Infrastructure
Requirements and Construction Status.” No assurance can be given that development of the land within the
District will continue to completion, or that it will occur in a timely manner or in the configuration or intensity
described herein, or that the Developer will retain ownership of any of the land within the District. The Bonds
and the Special Taxes are not personal obligations of any landowners and, in the event that a landowner
defaults in the payment of the Special Taxes, the District may proceed with judicial foreclosure but has no
direct recourse to the assets of any landowner other than the property upon which the Special Tax is levied.
The Bonds are secured solely by the Special Taxes and other amounts pledged under the Fiscal Agent
Agreement. See “SOURCES OF PAYMENT FOR THE BONDS” and “SPECIAL RISK FACTORS” herein.

General Description and Location of the District

The City of Moreno Valley (the “City”) encompasses approximately 49 square miles of land area in
western Riverside County. The City is immediately east of the City of Riverside, 66 miles east of the City of
Los Angeles, 48 miles northeast of the City of Irvine and 100 miles north of the City of San Diego.
Geographically, the City is bordered by three low-lying mountain ranges, March Air Reserve Base and Lake
Perris State Park. The City is situated at the junction of two major highways, California State Highway 60 (the
Moreno Valley Freeway) and Interstate 215.

The District is located in the City and consists of approximately 64.4 gross acres of which
approximately 32.95 are net taxable acres. The District consists of a proposed commercial-retail oriented
center development known as “Stoneridge Ranch Towne Centre,” which at buildout is expected to contain
over 560,000 square feet of commercial-retail and entertainment uses. Stoneridge Ranch Towne Centre is
currently anchored by tenants such as Target, Kohl’s, Best Buy, Famous Footwear, Jack in the Box, Jamba
Juice, Office Max and Starbucks. Target and Kohl’s are located at Stoneridge Ranch Towne Centre but
are not subject to the levy of Special Taxes and are not security for the Bonds. See “—The Development
Plan.”

The Bond proceeds and additional amounts expended and expected to be expended by the Developer
will be used to finance a portion of the infrastructure benefiting shopping center uses within the District.

The Developer

The Developer of Stoneridge Towne Centre is Stoneridge Centre Partners, L.P., a California limited
partnership. The General Partner of the Developer is Empire Land Holdings LLC, a California limited liability
company of which Peter Sterling, Gary Nogle and Michael Marks are members. Limited Partners of the
Developer are: (i) Generation Properties L.P., a California limited partnership of which Trilogy Investment
Group LLC, a California limited liability company is the general partner and of which Michael Marks is
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President; (ii) Ryan Family Partnership, L.P., a California limited partnership of which Ryco Associates, a
California corporation is the general partner and of which Jerome Ryan is President; (iii) Gary Nogle; and
(iv) Peter Sterling Living Trust. The Developer was founded by Peter Sterling, Gary Nogle and Michael
Marks to acquire, own and develop approximately 240 acres of unimproved land at the intersection of Nason
Street and Highway 60 within the City, a portion of which consists of the property within the District. The
Developer sold approximately 172 gross acres of property adjacent to the District to Beazer Homes Holdings
Corp., a Delaware corporation (“Beazer”) pursuant to a Purchase and Sale Agreement and Joint Escrow
Instructions dated as of May 11, 2004 (the “Beazer Purchase and Sale Agreement”). Pursuant to the Beazer
Purchase and Sale Agreement, Beazer was obligated to rough grade the property in the District for the
Developer and complete certain shared infrastructure improvements. The Developer is obligated to pay
approximately 37% of the costs of the shared infrastructure with Beazer responsible for the remaining 63%.
See “—Infrastructure Requirements and Construction Status” below for a description of the status of
completion of the infrastructure in the District. Additionally, the Developer has sold 15.76 acres to Target and
7.52 acres to Kohl’s.

The following are brief resumes of Peter Sterling, Gary Nogle and Michael Marks.

Peter Sterling. Mr. Sterling is a real estate attorney by training and has extensive experience in
conceptualizing development projects, site selection, feasibility studies, land acquisition, financing and
marketing.

Prior to working with the Developer, Mr. Sterling practiced real estate and corporate law for ten (10)
yeas in New York and New Jersey. Moving to San Diego in 1980, Mr. Sterling was in-house counsel for a
real estate syndication firm. For the past 15 years, Mr. Sterling has concentrated on real estate acquisition and
development.

Mr. Sterling earned his Bachelor of Arts degree From Pennsylvania State in 1967 and graduated from
Cornell Law School in 1970. He is licensed to practice law in California, New York, and New Jersey.

Gary Nogle. Mr. Nogle is the president and owner of Nogle Onufer Associates and Architects, Inc.
Mr. Nogle oversees and coordinates architecture and engineering for the Developer. Mr. Nogle started with a
major architectural and engineering firm in Irvine, California. The firm specialized in master planned
communities throughout the United States. The opportunity to work on quality projects and the diverse
residential and commercial experience led to the formation of Mr. Nogle’s own firm, Nogle Onufer Associates
Architects, Inc. (“NOAA”) in 1978.

Mr. Nogle is the principal in charge of planning and design with NOAA and has enjoyed 18 years of
building a reputation of providing quality professional service to clients in the private and public sectors.

Mr. Nogle is a graduate of California Polytechnic State University at San Luis Obispo with a Bachelor
of Architecture in 1976. His professional memberships and licenses include National Council of Architectural
Regulation Boards (“NCARB”), California Council of the American Institute of Architects (“AIA”) and the
Urban Land Institute (“ULI”).

Michael Marks. Mr. Marks is the President and CEO of Trilogy Investment Group. Founded in 1994,
Trilogy Investment Group (“TIG”) represents over 1.4 million square feet of office and retail projects
throughout California. Through acquisition, development and repositioning of existing projects, TIG is now
involved in a portfolio that exceeds $350,000,000.

Prior to founding TIG and joining the Developer, Mr. Marks worked with Apple Computers for over

eight years holding various marketing and sales positions. Before working at Apple Computers, Mr. Marks
held management and sales positions at Unisys Corporation and Harris/Lanier Corporation.
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Mr. Marks is active in the Southern California Real estate community and is a member of the Young
Presidents Organization. Marks graduated from the University of the Pacific with a BA in Political Science.

The Development Plan

The Developer owns all of the taxable property within the District and pursuant to the Developer’s
current business plan, anticipates maintaining ownership of the property within the District for the foreseeable
future. The Developer plans to lease the property within the District to various commercial-retail tenants
pursuant to the terms of triple net leases whereby each tenant is generally responsible to pay its pro rata share
of ad valorem taxes and Special Taxes. The leases vary as to term of lease, pricing, and other business terms.
As of April 1, 2007, the Developer had signed leases totaling approximately 125,341 square feet.
Additionally, as of April 1, 2007, the Developer has signed letters of intent or leases out for review on
approximately 5,300 square feet. As of April 1, 2007, approximately 72,118 square feet remained available
for lease in Phase 1 and all approximately 85,571 square feet in Phase 2 was not leased.

Stoneridge Towne Centre is being developed by the Developer in two phases. Phase 1 consists of
approximately 202,759 square feet of space, excluding the Super Target store and the Kohl’s store which are
not subject to the Special Tax levy. Phase 1 includes Best Buy, Office Max, Dress Barn, Famous Footwear,
Chili’s and other tenants shown on Table 4 below.

Phase 1 is under construction, with approximately 62% of the phase leased as of April 1, 2007.
Target (which is not subject to the Special Tax levy) is scheduled to open July 29, 2007. Kohl’s (which is also
not subject to the Special Tax levy) and many of the other tenants in Phase 1 are scheduled to open in the 4™
quarter of 2007.

Phase 2 is expected to consist of approximately 85,571 square feet of space. Construction has yet to
commence on Phase 2, and no leases have been signed for Phase 2. The Developer expects to break ground
on the construction of Phase 2 in the 4™ quarter of 2008.

The Developer has hired Coreland Companies (“Coreland”) to act as the initial property manager for
the property within the District. Coreland was established in 1989 and is a privately held commercial real
estate service company based in California. Coreland’s management portfolio includes management of retail,
commercial office, industrial and mixed-used projects. Coreland’s other services include construction
management, financial management and accounting, asset management, leasing, property and investment sales,
tenant representation, acquisition due diligence, financing, strategic planning, disposition coordination and
receiverships.

Table 4 below describes the current leasing status and tenant information as of April 1, 2007. Please
see the map of the District on the following page for a description of the Stoneridge Towne Centre project and

the general locations of the development phases shown on Table 4.

The leasing summaries shown below are based on the Developer’s current plans. These plans may
change to respond to changes in economic or market conditions.
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TABLE 4
SUMMARY OF LEASING/TENANT STATUS

(As of April 1, 2007)
Initial
Size Lease Expected
(in Square Term Rent Start
Tenant Location Use Feet) (in Years) Option Date Status
PHASE 1
The Dress Barn Retail A Women’s Apparel 7,369 5 Years 2x) 5 December Under Construction;
Years 2007 Scheduled to Open
October or November
2007
Famous Footwear  Retail B Shoe Store 7,000 10 Years 2x) 5 December Under Construction;
Years 2007 Scheduled to Open
October or November
2007
Best Buy Major C Electronic Store 45,666 10 Years (3x)5 December  Under Construction;
Years 2007 Scheduled to Open
October or November
2007
Office Max Major D Office Supply Store 17,948 10 Years 2x)5 December ~ Under Construction;
Years 2007 Scheduled to Open
October or November
2007
Available Major E TBD 25,000 TBD - -
Available Pad 1 TBD 5,200 TBD - -
Pomona First Pad 2 Bank 3,600 20 Years 4x)5 December  Pad Delivery: May
Federal Years 2007 2007; Scheduled to
Open: Fourth Quarter
of 2007
Jack in the Box Pad 3 Fast Food 2,692 20 Years 2x)5 December  Pad Delivery: May
Years 2007 2007; Scheduled to
Open: Fourth Quarter
of 2007
Chevron Pad 4 Gasoline Station / 3,000 25 Years 3x)5 December  Pad Delivery: May
Convenience Store / Years 2007 2007; Scheduled to
Car Wash Open: Fourth Quarter
of 2007
Chili’s Pad 5 Restaurant 5,990 20 Years (4x) 5 December  Pad Delivery: May
Years 2007 2007; Scheduled to
Open: Fourth Quarter
of 2007
Available Pad 6 TBD 4,200 TBD - -
Starbuck’s Pad 7 Retail Coffee and 1,700 10 Years 2x) 5 December Permits Pulled;
baked goods Years 2007 Scheduled to Open:
Fourth Quarter of
2007
Pacific Dental Pad 7 Dental Services 3,500 10 Years 2x)5 December Permits Pulled;
Services Years 2007 Scheduled to Open:
Fourth Quarter of
2007
Subway Pad 7 Retail Sandwich 1,267 6 Years 2x) 6 December Permits Pulled;
Shop Years 2007 Scheduled to Open:
Fourth Quarter of
2007
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Tenant

Business Group
International

Auvailable
Available

Verizon Wireless

Zen’s Chinese

Available

Roundtable Pizza

Available

Jamba Juice

Visterra Credit
Union

T-Mobile

Available

Mattress Gallery

Available
Washington
Mutual

Available

Available
Total Leased

Total Available

Location

Pad 7

Pad 7

Pad 7

Pad 8

Pad 8

Pad 8

Pad 9

Pad 9

Pad 10

Pad 10

Pad 10

Pad 10

Pad 11

Pad 11

Pad 12

Pad 13
Pad 14

Phase 1

Phase 1

Use
Nail Salon

TBD
TBD

Cellular Phone Sales

Fast Food

TBD

Retail Pizza

TBD
Retail Sale of Juices,
Blended Juice and
Baked Goods

Credit Union

Cellular Phone Sales

TBD
Retail Sales —
Mattresses and
bedding
TBD

Bank

TBD
TBD

Initial

Size Lease
(in Square Term

Feet) (in Years)
1,900 10 Years
2,347 TBD
1,187 TBD
2,500 5 Years
1,600 7 Years

11,334 TBD
3,807 10 Years

10,041 TBD
1,300 10 Years
4,002 10 Years
2,000 5 Years
6,709 TBD
3,500 5 Years
1,100 TBD
5,000 15 Years
4,000 TBD
6,300 TBD

125,341
77,418

27

Option

2x)5
Years

(3x)3
Years

(2x) 4
Years

(2x) 5
Years

2x) 5
Years

(3x)5
Years

(2x) 5

Years

2x) 5
Years

4x)5
Years

Expected
Rent Start
Date

December
2007

December
2007

December
2007

December
2007

December

2007

December
2007

December
2007

January
2008

February
2008

Status

Permits Pulled;
Scheduled to Open:
Fourth Quarter of
2007

Permits Pulled;
Scheduled to Open:
Fourth Quarter of
2007

Permits Pulled;
Scheduled to Open:
Fourth Quarter of
2007

Permits Pulled;
Scheduled to Open:
Fourth Quarter of
2007

Permits Pulled;
Scheduled to Open:
Fourth Quarter of
2007

Permits Pulled;
Scheduled to Open:
Fourth Quarter of
2007

Permits Pulled;
Scheduled to Open:
Fourth Quarter of
2007

Construction to Start
on August 1, 2007
with a Delivery Date
of December 2007

Pad Delivery: June
2007; Scheduled to
Open: First Quarter
of 2008



Initial

Size Lease Expected
(in Square Term Rent Start
Tenant Location Use Feet) (in Years) Option Date Status
PHASE 2
Available Major G Pad 7 21,500 TBD - -
Available Major H Pad 8 21,500 TBD - -
Available Major J Pad 9 21,571 TBD - -
Available Major K Pad 10 21,000 TBD - -
Total Phase 11 85,571 Target of Late 2008
Construction Date
TOTAL SQUARE FOOTAGE 288,330
TOTAL SQUARE FOOTAGE LEASED 125,341

Source: Developer.
Infrastructure Requirements and Construction Status

As described under the caption “—The Developer” above, pursuant to the Beazer Purchase and Sale
Agreement, Beazer is constructing all offsite improvements for the District and for the subdivision of
approximately 600 residential homes being constructed by Beazer adjacent to the Stoneridge Towne Centre.
The costs of off-site improvements are estimated at over $30,000,000, of which the Developer is responsible to
pay 37%. The off-site improvements being constructed by Beazer include improvements relating to sewer,
water, power, drainage, curbs, gutters, sidewalks, traffic signals and streets, including the widening of Nason
Street, which is the main entrance to the Stoneridge Ranch Towne Centre and the installation of approximately
1.7 miles of arterial roads.

As of April 24, 2007, approximately 80% of the off-site improvements were complete and substantial
completion of all off-site improvements is expected by July 1, 2007. All of the off-site infrastructure has been
contracted for except for a portion of the 90 inch Line I storm draining which the Developer expects will be
contracted for by May 1, 2007. The remaining 20% of off-sites to be completed consist of remaining street,
signal and ancillary improvements. The Developer has obtained building permits for all major tenants in
Phase 1 except Major E, and has obtained building permits for the “Main Street” promenade shopping portion
of the project.

Estimated Sources and Uses of Funds and Projected Cash Flow

The full development of property in the District requires the expenditure of substantial amounts both
directly related to the District property and for other infrastructure improvements located outside the District.
Table 5 below has been provided by the Developer to indicate its present projection of the sources and uses
associated with the development. Table 5 summarizes the actual investment in the development through
December 31, 2006 and the projected sources and uses of funds to complete the development as proposed by
the Developer. The Developer has indicated that the Developer has obtained a construction loan from
Northwestern Mutual Life Insurance Company in the amount of $40,000,000 of which $29,838,557 was
outstanding as of March 12, 2007. The loan is for 22 years at a 6.15% interest rate. The loan is for the
construction of Phase 1 only. The Developer has not secured financing for Phase 2. However, the Developer

has granted Northwestern Mutual Life Insurance Company a right of first refusal on providing financing for
Phase 2.

The unaudited, projected cash flow for the Developer is set forth in Table 5 below. As described
above, the Developer’s cash flow in Table 5 anticipates obtaining financing for the construction of Phase 2.
As of the date of this Official Statement, such financing had not yet been secured. There can be no assurance
that the Developer will have timely access to the sources of funds (as shown below) which will be necessary to
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complete and operate the proposed development or that there will be no substantial changes in the sources and
uses of funds shown below. Furthermore, pursuant to the Beazer Purchase and Sale Agreement, Beazer is
obligated to complete certain shared infrastructure needed to develop the shopping center. No assurance can
be made that Beazer will complete such required infrastructure by July 1, 2007 as projected by the Developer
or on budget.

Although Table 5 reflects the Developer’s current projections, many factors beyond the Developer’s
control, or a decision by the Developer to alter its current plans, may cause the actual sources and uses to differ
from the projections. Planning for Phase 2 is still in its preliminary stages, however all of the backbone
infrastructure for Phase 2 will be completed in connection with Phase 1. The Developer is negotiating with
potential tenants, but has not executed any leases for Phase 2. The actual leasing of Phase 2 to end users may
effect the projections shown below. The Developer makes no assurance that actual lease rates for the unleased
property within the District will be at the rates projected in Table 5 below. However, based on current leasing
status and leasing rates, the Developer believes such projections to be reasonable. Table 5 is presented to
show that expected revenues demonstrate that the development as proposed is financially feasible and not to
guarantee a particular cash flow to the Developer. Future changes to the Developer’s financial projections will
be shown in the Annual Report to be prepared by the Developer pursuant to the Continuing Disclosure
Agreement of Developer. See APPENDIX F—“FORM OF CONTINUING DISCLOSURE AGREEMENT
OF THE DEVELOPERS.”

29



TABLE 5

DEVELOPERS’ PROJECTED SOURCES AND USES OF FUNDS

Sources:

Construction/Perm Loan”
Phase II Construction/Perm Loan
Equity Contributions

Estimated Bond Proceeds

Site Reimbursements — Target & Kohl’s

Site Reimbursements - Ground Leases
County Reimbursement
Sales Revenue®
Building/Ground Lease Income
Operating Expense Recovery
Ground Leases

Total Sources:

Uses:

Land Acquisition and Prior Expenses

Building Construction

Site Work

Off-site expenses

Soft Costs

Contingency

Indirects

Capitalized Property Tax

Commissions

Capitalized Interest

Loan Fees

Operating Costs

CFD Debt Service (50%)

Permanent Loan Payments

Repayment of Construction Loan®

Repayment of Equity Contributions
Total Uses:

Sources in Excess of Uses

Cumulative Sources in Excess of Uses

@

AS OF APRIL 1, 2007
Incurred
through
12/31/2006 2007 2008 2009 2010 Total
$ 5220718 $ 26825000 $ 7954282 $ 0 $ 0 $ 40,000,000
3,500,000 8,000,000 0 11,500,000
11,024,600 0 0 0 0 11,024,600
0 4,650,000 0 0 0 4,650,000
0 5,885,827 0 0 0 5,885,827
0 750,000 0 0 0 750,000
0 0 0 0 0 0
12,750,000 0 0 0 0 12,750,000
0 212,500 3,721,022 4,629,382 5,163,532 13,726,436
0 40,000 1,137,000 1,516,000 1,609,990 4,302,990
0 70.500 143,750 550.000 842.500 1.606.750
$ 28995318 $ 38433,827 $ 16,456,054 $ 14,695,382 $ 7,616,022 $106,196,603
$ 11,024,600 $ 0 $ 0 $ 0 $ 0 $ 11,024,600
350,000 14,616,384 2,000,000 7,862,500 0 24,828,884
2,000,000 12,018,083 0 0 0 14,018,083
2,500,000 7,800,000 0 0 0 10,300,000
889,425 714,452 225,000 175,000 0 2,003,877
1,384,715 1,384,715 150,000 600,000 0 3,519,430
2,067,169 3,471,396 100,000 100,000 0 5,738,565
0 0 0 0 0 0
500,000 1,220,000 200,000 225,000 0 2,145,000
0 0 0 0 0 0
500,000 0 62,500 0 0 562,500
0 75,000 1,255,668 1,634,668 1,731,172 4,696,508
0 50,000 70,000 30,000 0 150,000
@ - 2,610,585 3,480,780 4,176,936 10,268,297
171,326 2,227,240 0 500,000 0 2,898,566
0 0 0 0 0 0
$ 21,387,233 $ 43,577,270 $ 6,673,753 $ 14,607,948 $ 5,908,108 $ 92,154,310
$ 7,608,085 $ (5143,443) $ 9,782,301 $ 87,434 $ 1,707,914 $ 14,042,291
$ - $ 2464,642 $ 12,246,943 $ 12,334,377 $ 14,042,291 -

@ Includes $7,000,000 off-site escrow account.

3)
(C))

Source: The Developer.

Status of Land Use Approvals

Represents unreimbursed (vacant space) Special Taxes not paid by tenants.
Payments made by prepaid interest (Repayment of interest during construction period).

This is a 24-month construction period followed by a 240-month permanent loan period. Rate is fixed at 6.15% for the entire 22 years.

On March 9, 2006, the City Planning Commission approved the master plot plan and Tentative Tract
Map No. 34411 (“TTM 34411”) and the master plot plan subdividing the property located within the District.
In connection with the approval of TTM 34411, the City Planning Commission adopted a Negative
Declaration in accordance with the City’s Guidelines for the Implementation of the California Environmental
Quality Act (“CEQA”). Parcel Map No. 34411 was recorded on June 22, 2006. Other than conditional use
permits for potential tenants with drive-thru facilities, no other discretionary land use approvals are required to
complete the development of the Stoneridge Towne Centre as currently planned by the Developer.
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Appraisal

The following information regarding ownership of property in the District included in the Appraisal
has been included because it is considered relevant to an informed evaluation of the Bonds. The inclusion in
this Official Statement of information related to the Developer should not be construed to suggest that the
Bonds, or the Special Taxes that will be used to pay the Bonds, are recourse obligations of the Developer or
future property owners within the District. A property owner may sell or otherwise dispose of land within the
District or a development or any interest therein at any time. Development may also be abandoned at any time.

To arrive at the value of the property within the District and subject to the Special Taxes, for its
highest and best use (as defined in the Appraisal), the Appraiser compared such property within the District to
similar properties in the region, including properties in Western Riverside County which sold during 2006 and
2007. The Appraiser compared the property within the District to properties in the Western Riverside County
due to low activity within the immediate surrounding area of the District. The Appraiser then adjusted those
sales prices for factors such as market conditions, location, size, special taxes and site condition. Based on the
foregoing, and based on other qualifications stated in the Appraisal, the Appraiser concluded that the market
value of the fee simple interest for the property within the District and subject to the Special Taxes, as of
March 19, 2007, is $21,000,000, assuming that the improvements to be financed by the Bonds are complete
and deducting the remaining $500,000 in costs to bring the site to a finished site condition. This value is based
upon a number of assumptions and limiting conditions contained in the Appraisal as set forth in APPENDIX C
and assumes the public improvements to be financed by the Bonds are complete. See APPENDIX C—
“APPRAISAL REPORT” herein.

No assurance can be given that the assumptions made by the Appraiser will, in fact, be realized, and,
as a result, no assurance can be given that the property within the District could be sold at the appraised values
included in the Appraisal. See APPENDIX C—*APPRAISAL REPORT” herein.

Market Absorption Study

The Market Absorption Study dated September 18, 2006, as revised on March 5, 2007 (as updated,
the “Market Absorption Study”), for the District has been prepared by Empire Economics, Inc. (the “Market
Absorption Consultant”). A synopsis and summary of the Market Absorption Study is included herein as
APPENDIX B. The Market Absorption Consultant has estimated, based upon the analysis of relevant
demographic and economic conditions in the Moreno Valley area, the number and proportion of leaseable
space in the District that can be expected to be marketed annually using the estimated absorption schedules for
each of the use types. The Market Absorption Study estimates that, based on development plans as of March
5, 2007, the 288,330 square feet of space within the District will be absorbed at a rate of 125,692 square feet in
2007, 33,047 square feet in 2008, 43,271 square feet in 2009, 43,257 square feet in 2010, and the balance of
43,257 square feet in 2011.

In the view of the Market Absorption Consultant, the leaseable spaces proposed for the District are
competitive with other shopping centers in the market area of the District. See APPENDIX B—“SUMMARY
OF MARKET ABSORPTION STUDY” herein.

The Market Absorption Study assumes that all required governmental approvals will be obtained, that
there are no physical impediments to construction such as earthquakes and hazardous waste, that the public
infrastructure necessary to develop will be provided in a timely manner, that the Developer will respond to
market conditions with products that are competitively priced and have the features and amenities desired by
purchasers, that the Developer and its lenders have sufficient financial strength to fund adequately the projects
and that they have sufficient cash flow reserves to supplement their cash flow positions in the event that
adverse economic or market conditions occur. The actual absorption of units could be adversely affected if
one or more of the foregoing assumptions is not realized. The Market Absorption Study also notes that over
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time, the specific types of retail and entertainment tenants are subject to significant changes due to shifts in
demand from customers. See APPENDIX B—“SUMMARY OF MARKET ABSORPTION STUDY” herein.

SPECIAL RISK FACTORS

The purchase of the Bonds involves a high degree of investment risk and, therefore, the Bonds are not
appropriate investments for many types of 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 City 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 “—Land Values” and “—
Limited Secondary Market” below.

Concentration of Ownership/Reliance on Success of Stoneridge Towne Centre

All of the taxable land within the District is owned by the Developer. The Developer, pursuant to its
current business plan, intends to maintain ownership of the project indefinitely. Accordingly, the Developer is
responsible for 100% of the Special Tax Levy. The lack of diversity in the obligation to pay Special Taxes
represents a risk to Bondowners. Pursuant to the terms of the commercial leases, ad valorem taxes and, in
some cases, Special Taxes are, however, a part of a commercial tenant’s rental obligation. The receipt of the
Special Taxes is dependent on the willingness and the ability of the Developer to pay the Special Taxes when
due and could be adversely effected by the Developer’s inability to lease property within the District due to
commercial downturns or high vacancy rates. The only significant asset of the Developer is its ownership
interest in the Stoneridge project. Failure of the Developer, or any successor, to pay the annual Special Taxes
when due could result in a default in payments of the principal of, and interest on, the Bonds, when due.

The willingness of the Developer, or any successor, to pay the Special Taxes will be dependent in
large measure on the success of the Stoneridge Towne Centre project. No assurance can be made that the
Developer, or its successors, will complete the intended construction and development in the District. See “—
Failure to Develop Properties” below. As a result, no assurance can be given that the Developer and the other
landowners within the District will continue to pay Special Taxes in the future or that they will be able to pay
such Special Taxes on a timely basis. See “—Bankruptcy and Foreclosure” below, for a discussion of certain
limitations on the District’s ability to pursue judicial proceedings with respect to delinquent parcels.
Furthermore, as shown in Table 5, the terms of the commercial leases are shorter than the term on the Bonds.
Additionally, as of April 1, 2007, only 125,341 square feet out of 288,330 square feet was leased, none of the
tenants in the Stoneridge Towne Centre were open for business and the Developer had not secured financing
for Phase 2 of the project. Accordingly, Bondowners should not assume that the current mix of tenants will
lease property within the District through the maturity of the Bonds. Furthermore, as noted in the Market
Absorption Study, the success of the project will over time depend on the Developer’s ability to adjust to shifts
in demand from consumers for specific types of retail and entertainment tenants. See APPENDIX B—
“SUMMARY OF MARKET ABSORPTION STUDY” herein.

Limited Obligations

The Bonds and interest thereon are not payable from the general funds of the City. Except with
respect to the Special Taxes, neither the credit nor the taxing power of the District or the City is pledged for
the payment of the Bonds or the interest thereon, and, except as provided in the Fiscal Agent Agreement, no
Owner of the Bonds may compel the exercise of any taxing power by the District or the City or force the
forfeiture of any City or District property. The principal of, premium, if any, and interest on the Bonds are not
a debt of the City or a legal or equitable pledge, charge, lien or encumbrance upon any of the City’s property
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or upon any of the City’s income, receipts or revenues, except the Special Taxes and other amounts pledged
under the Fiscal Agent Agreement.

Insufficiency of Special Taxes

Under the Rates and Method, the annual amount of Special Tax to be levied on each taxable parcel in
the District will generally be based on whether such parcel is categorized as Undeveloped Property or as
Developed Property. See APPENDIX A—“RATES AND METHOD OF APPORTIONMENT OF SPECIAL
TAXES” and “SOURCES OF PAYMENT FOR THE BONDS—Rates and Method of Apportionment of
Special Taxes” herein.

If for any reason property within the District becomes exempt public property, including, but not
limited to, schools, streets, parks, storm drainage facilities, urban runoff facilities and fire and police stations,
subject to the limitations of the maximum authorized rates, the Special Tax will be reallocated to the remaining
taxable properties within the District. This would result in the owners or tenants of such property paying a
greater amount of the Special Tax and could have an adverse impact upon the ability and willingness of the
owners or tenants of such property to pay the Special Tax when due.

Moreover, if a substantial portion of land within the District became exempt from the Special
Tax because of public ownership, or otherwise, the maximum Special Tax which could be levied upon
the remaining property within the District 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.

Failure to Develop Properties

Undeveloped or partially developed land is inherently less valuable than developed land and provides
less security to the Bondowners should it be necessary for the City to foreclose on the property due to the
nonpayment of Special Taxes. The failure to complete development of the required infrastructure for
development in the District as planned, or substantial delays in the completion of the development or the
required infrastructure for the development due to litigation or other causes may reduce the value of the
property within the District and increase the length of time during which Special Taxes will be payable from
undeveloped property, and may affect the willingness and ability of the owners of property within the District
to pay the Special Taxes when due.

Land development is 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. There is always the possibility that such approvals will not be obtained or, if
obtained, will not be obtained on a timely basis. Failure to obtain any such agency approval or satisfy such
governmental requirements would adversely affect planned land development. Finally, development of land is
subject to economic considerations.

No assurance can be given that the proposed development will be partially or fully completed, and it is
possible that cost overruns will be incurred which will require additional funding, which may or may not be
available.

The installation of the necessary infrastructure improvements and the construction of the proposed
development are subject to the receipt of ministerial and discretionary approvals from a number of public
agencies concerning the layout and design of the proposed development, the nature and extent of the
improvements, land use, health and safety requirements and other matters. The failure to obtain any such
approval could adversely affect the planned land development within the District. Moreover, there can be no
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assurance that land development operations within the District will not be adversely affected by future
governmental policies, including, but not limited to, governmental policies to restrict or control development.

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.

In the past, a number of communities in Southern California have placed on the ballot initiative
measures intended to control the rate of future development. It is possible that future initiatives could be
enacted, could become applicable to the proposed development and could negatively impact the ability of the
current landowners, and their successors, to complete the proposed development. The application of future
land use regulations to the proposed development could cause significant delays and cost increases in the
completion of the development and could cause the land values within the District to decrease substantially
from those estimated by the Appraiser.

There can be no assurance that land development operations within the District will not be adversely
affected by a future deterioration of the real estate market and economic conditions or future local, State and
federal governmental policies relating to real estate development, the income tax treatment of real property
ownership, the direct and indirect consequences of military and/or terrorist activities in this country or abroad
or the national economy. A slowdown of the development process and the absorption rate could adversely
affect land values and reduce the ability or desire of the Developer to pay the annual Special Taxes. In that
event, there could be a default in the payment of principal of, and interest on, the Bonds when due.

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

Except for the capitalized interest funded with the Bond proceeds, the payment of 100% of the annual
principal of and interest on the Bonds depends upon the receipt of Special Taxes levied on property owned by
the Developer, some of which is undeveloped property. Undeveloped property is less valuable per unit of area
than developed land. The undeveloped property also provides less security to the Bondowners should it be
necessary for the District to foreclose on undeveloped property due to the nonpayment of the Special Taxes.
Furthermore, an inability to develop the land within the District as currently proposed will make the
Bondowners dependent upon timely payment of the Special Taxes levied on undeveloped property for a longer
period of time than projected. A slowdown or stoppage in the continued development of the District could
reduce the willingness and ability of the Developer to make Special Tax payments on undeveloped property
and could greatly reduce the value of such property in the event it has to be foreclosed upon. See “—Land
Values” below.

Endangered Species

During the last several years, there has been an increase in activity at the State and federal level
related to the possible listing of certain plant and animal species found in the Southern California area as
endangered species. An increase in the number of endangered species is expected to curtail development in a
number of areas. The Developer is not aware of the existence of any plant or animal species which either the
California Fish and Game Commission or the United States Fish and Wildlife Service has listed or has
proposed for listing on the endangered species list located within the District and as of April 1, 2007, all of the
property within the District had been graded. Notwithstanding this fact, new species are proposed to be added
to the State and federal protected lists on a regular basis. Any action by the State or federal governments to
protect species located on or adjacent to the property within the District could negatively impact the ability of
an owner of the undeveloped land within the District, to complete the remaining development planned within
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the District. This, in turn, could reduce the likelihood of timely payment of the Special Taxes and would likely
reduce the value of the land estimated by the Appraiser and the potential revenues available at a foreclosure
sale for delinquent Special Taxes. See “—Failure to Develop Properties” and “—Land Values” below.

Natural Disasters

The District, like all California communities, may be subject to unpredictable seismic activity, fires,
floods or other natural disasters. The District is not situated within any currently designated State of California
Earthquake Fault zones. However, the District, like most of Southern California is located in a seismically
active area. Seismic activity from faults represents potential risk for damage to buildings, roads, bridges and
property within the District in the event of an earthquake. There is significant potential for destructive ground-
shaking during the occurrence of a major seismic event. In addition, land susceptible to seismic activity may
be subject to liquefaction during the occurrence of such an event.

In the event of a severe earthquake, fire, flood or other natural disaster, there may be significant
damage to both property and infrastructure in the District. As a result, the Developer or future 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 a natural disaster, reducing the resulting proceeds of foreclosure
sales in the event of delinquencies in the payment of the Special Taxes.

The District is located outside the 500-year floodplain.
Hazardous Substances

The value of a parcel may be substantially reduced due to the presence of a hazardous substance. In
general, the owners and operators of a parcel may be required by law to remedy conditions of the parcel
relating to releases or threatened releases of hazardous substances. The Federal Comprehensive
Environmental Response, Compensation and Liability Act of 1980, sometimes referred to as “CERCLA” or
the “Superfund Act,” is the most well-known and widely applicable of these laws, but California laws with
regard to hazardous substances are also stringent and similar. Under many of these laws, the owner or
operator is obligated to remedy a hazardous substance condition of property whether or not the owner or
operator has anything to do with creating or handling the hazardous substance. The effect, therefore, should
any of the taxed parcels be affected by a hazardous substance, is to reduce the marketability and value of the
parcel by the costs of remedying the condition, because the purchaser, upon becoming owner, will become
obligated to remedy the condition just as is the seller.

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

Parity Taxes, Special Assessments and Land Development Costs
The Special Taxes and any penalties thereon will constitute a lien against the lots and parcels of land
on which they will be annually imposed until they are paid. Such lien is on a parity with all special taxes and

special assessments levied by other agencies and is co-equal to and independent of the lien for general property
taxes regardless of when they are imposed upon the same property. The Special Taxes have priority over all
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existing and future private liens imposed on the property, except for liens or security interests held by the
Federal Deposit Insurance Corporation. See “—Bankruptcy and Foreclosure” below.

Development of land within the District is contingent upon construction or acquisition of major public
improvements such as arterial streets, water distribution facilities, sewage collection and transmission facilities,
drainage and flood protection facilities, gas, telephone and electrical facilities, and street lighting, as well as
local in-tract improvements and on-site grading and related improvements. The off-site improvements for the
District are being constructed by Beazer and not the Developer. See “THE DEVELOPMENT AND
PROPERTY OWNERSHIP—Infrastructure Requirements and Construction Status” herein. Certain of these
improvements have been acquired and/or completed; however, there can be no assurance that the remaining
improvements will be constructed or will be constructed in time for development to proceed as currently
expected. The cost of these additional improvements plus the public and private in-tract, on-site and off-site
improvements could increase the public and private debt for which the land within the District is security. This
increased debt could reduce the ability or desire of the property owners to pay the annual Special Taxes levied
against the property. In that event there could be a default in the payment of principal of, and interest on, the
Bonds when due.

Neither the City nor the District has control over the ability of other entities and districts to
issue indebtedness secured by special 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, petition other public agencies to issue public indebtedness secured by special
taxes or assessments. Any such special 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 described herein.

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 City has caused a
notice of the 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
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
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Special Tax installments are due and payable, and bear the same penalties and interest for non-payment, as do
ad valorem property tax installments.

See “SOURCES OF PAYMENT FOR THE BONDS—Proceeds of Foreclosure Sales,” for a
discussion of the provisions which apply, and procedures which the City is obligated to follow under the Fiscal
Agent Agreement, in the event of delinquencies in the payment of Special Taxes. See “—Bankruptcy and
Foreclosure” below, for a discussion of the policy of the Federal Deposit Insurance Corporation (the “FDIC”)
regarding the payment of special taxes and assessment and limitations on the City’s ability to foreclosure on
the lien of the Special Taxes in certain circumstances.

Non-Cash Payments of Special Taxes

Under the Act, the City Council 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 installment 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 pay the Special Taxes applicable thereto
by tendering a Bond. Such a practice would decrease the cash flow available to the City to make payments
with respect to other Bonds then outstanding; and, unless the practice was limited by the City, 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 City will not authorize owners of taxable parcels to satisfy Special Tax obligations by the tender of
Bonds unless the City shall have first obtained a report of an Independent Financial Consultant certifying that
doing so would not result in the City having insufficient Special Tax Revenues 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 City has no recourse against the owner.

Land Values

The value of the property within the District is a critical factor in determining the investment quality
of the Bonds. If a property owner is delinquent in the payment of Special Taxes, the City’s only remedy is to
commence foreclosure proceedings in an attempt to obtain funds to pay the Special Taxes. Reductions in
property values due to a downturn in the economy, physical events such as earthquakes, fires, floods or
military or terrorist activities, stricter land use regulations, delays in development or other events will adversely
impact the security underlying the Special Taxes. See “THE COMMUNITY FACILITIES DISTRICT—
Estimated Appraised Value-to-Lien Ratio” herein.

The Appraiser has estimated, on the basis of certain definitions, assumptions and limiting conditions
contained in the Appraisal, that as of March 19, 2007 the value of the land and buildings within the District
was $21,000,000.

The Appraisal is based on the assumptions as stated in APPENDIX C—“APPRAISAL REPORT.”
The Appraisal does not reflect any possible negative impact which could occur by reason of future slow or no
growth voter initiatives, any potential limitations on development occurring due to time delays, an inability of
the Developer or Beazer to obtain any needed development approval or permit, the presence of hazardous
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substances within the District, the listing of endangered species or the determination that habitat for
endangered or threatened species exists within the District, or other similar situations.

Prospective purchasers of the Bonds should not assume that the land within the District could be sold
for the appraised amounts described above at a foreclosure sale for delinquent Special Taxes. In arriving at the
estimates of value, the Appraiser assumes that any sale will be unaffected by undue stimulus and will occur
following a reasonable marketing period, which is not always present in a foreclosure sale. See the Appraisal
Summary included as APPENDIX C for a description of other assumptions made by the Appraiser and for the
definitions and limiting conditions used by the Appraiser.

No assurance can be given that, should a parcel with delinquent Special Taxes be foreclosed upon and
sold for the amount of the delinquency, any bid will be received for such property or, if a bid is received, that
such bid will be sufficient to pay all delinquent Special Taxes. See “SOURCES OF PAYMENT FOR THE
BONDS—Proceeds of Foreclosure Sales” herein.

FDIC/Federal Government Interests in Properties

The ability of the District to foreclose the lien of delinquent unpaid Special Tax installments may be
limited with regard to properties in which the Federal Deposit Insurance Corporation (the “FDIC”) has an
interest. In the event that any financial institution making any loan which is secured by real property within
the District is taken over by the FDIC, and prior thereto or thereafter the loan or loans go into default, then the
ability of the District to collect interest and penalties specified by State law and to foreclose the lien of
delinquent unpaid Special Taxes may be limited.

The FDIC’s policy statement regarding the payment of state and local real property taxes (the “Policy
Statement”) provides that property owned by the FDIC is subject to state and local real property taxes only if
those taxes are assessed according to the property’s value, and that the FDIC is immune from real property
taxes assessed on any basis other than property value. According to the Policy Statement, the FDIC will pay
its property tax obligations when they become due and payable and will pay claims for delinquent property
taxes as promptly as is consistent with sound business practice and the orderly administration of the
institution’s affairs, unless abandonment of the FDIC’s interest in the property is appropriate. The FDIC will
pay claims for interest on delinquent property taxes owed at the rate provided under state law, to the extent the
interest payment obligation is secured by a valid lien. The FDIC will not pay any amounts in the nature of
fines or penalties and will not pay nor recognize liens for such amounts. If any property taxes (including
interest) on FDIC-owned property are secured by a valid lien (in effect before the property became owned by
the FDIC), the FDIC will pay those claims. The Policy Statement further provides that no property of the
FDIC is subject to levy, attachment, garnishment, foreclosure or sale without the FDIC’s consent. In addition,
the FDIC will not permit a lien or security interest held by the FDIC to be eliminated by foreclosure without
the FDIC’s consent.

The Policy Statement states that the FDIC generally will not pay non-ad valorem taxes, including
special assessments, on property in which it has a fee interest unless the amount of tax is fixed at the time that
the FDIC acquires its fee interest in the property, nor will it recognize the validity of any lien to the extent it
purports to secure the payment of any such amounts. Special taxes imposed under the Mello-Roos Act and a
special tax formula which determines the special tax due each year are specifically identified in the Policy
Statement as being imposed each year and therefore covered by the FDIC’s federal immunity.

The District is unable to predict what effect the application of the Policy Statement would have in the
event of a delinquency in the payment of Special Taxes on a parcel within the District 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 could reduce or eliminate the number of persons willing to purchase a parcel at a foreclosure sale. Such
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an outcome could cause a draw on the Reserve Fund and perhaps, ultimately, a default in payment on the
Bonds.

Bankruptcy and Foreclosure

Bankruptcy, insolvency and other laws generally affecting creditor’s rights could adversely impact the
interests of owners of the Bonds in at least two ways. First, 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 “SOURCES OF PAYMENT
FOR THE BONDS—Proceeds of Foreclosure Sales” herein. In addition, the prosecution of a foreclosure
could be delayed due to many reasons, including crowded local court calendars or lengthy procedural delays.

Secondly, the Bankruptcy Code might prevent moneys on deposit in the Special Tax Fund and the
Reserve Fund from being applied to pay interest on the Bonds and/or to redeem Bonds if bankruptcy
proceedings were brought by or against the current landowner or its successors and if the court found that any
of such landowners had an interest in such moneys within the meaning of Section 541(a)(1) of the Bankruptcy
Code.

Although a bankruptcy proceeding would not cause the Special Taxes to become extinguished, the
amount and priority 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 procuring Superior Court foreclosure proceedings. Such delay would increase the likelihood of a delay or
default in payment of the principal of, and interest on, the Bonds and the possibility of delinquent 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.

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.

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 City to comply with certain provisions of the Internal Revenue Code of 1986, as
amended. 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 optional redemption provisions of the Fiscal Agent
Agreement.

Limitations on Remedies
Remedies available to the 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 interest on the Bonds.
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Bond Counsel has limited its opinion as to the enforceability of the Bonds and of 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 Owners of the Bonds.

Limited Secondary Market

There can be no guarantee that there will be a secondary market for the Bonds or, if a secondary
market exists, that such Bonds can be sold for any particular price. Although the City and the Developer have
committed to provide certain statutorily-required financial and operating information, there can be no
assurance that such information will be available to Bondowners on a timely basis. See “CONTINUING
DISCLOSURE” herein. 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.

Proposition 218

An initiative measure entitled the “Right to Vote on Taxes Act” (the “Initiative”) was approved by the
voters of the State at the November 5, 1996 general election. The Initiative added Article XIIIC and
Article XIIID to the California Constitution. According to the “Title and Summary” of the Initiative prepared
by the California Attorney General, the Initiative limits “the authority of local governments to impose taxes
and property-related assessments, fees and charges.” Provisions of the Initiative have been and will continue
to be interpreted by the courts. The Initiative could potentially impact the Special Taxes otherwise available to
the District to pay the principal of and interest on the Bonds as described below.

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

Section 3 of Article XIIIC of the California Constitution, as adopted
at the November 5, 1996, general election, shall not be construed to
mean that any owner or beneficial owner of a municipal security,
purchased before or after that date, assumes the risk of, or in any
way consents to, any action by initiative measure that constitutes an
impairment of contractual rights protected by Section 10 of Article I
of the United States Constitution.

Accordingly, although the matter is not free from doubt, it is likely that the Initiative has not conferred

on the voters the power to repeal or reduce the Special Taxes if such reduction would interfere with the timely
retirement of the Bonds.
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It may be possible, however, for voters or the District or the City acting as the legislative body of the
District to reduce the Special Taxes in a manner which does not interfere with the timely repayment of the
Bonds, but which does reduce the maximum amount of Special Taxes that may be levied in any year below the
existing levels. Furthermore, no assurance can be given with respect to the future levy of the Special Taxes in
amounts greater than the amount necessary for the timely retirement of the Bonds. Therefore, no assurance
can be given with respect to the levy of Special Taxes for Administrative Expenses. Nevertheless, the District
has covenanted that it will not initiate proceedings under the Act to reduce the maximum Special Tax rates on
parcels of Developed Property within the District below the amounts which are necessary to provide the
Special Tax Revenues in an amount equal to the estimated Administrative Expense on the then current Fiscal
Year plus an amount equal to one hundred ten percent (110%) of Maximum Annual Debt Service on the
Outstanding Bonds. The District also has covenanted that, in the event an initiative is adopted which purports
to reduce or otherwise alter the Maximum Rates, it will commence and pursue legal action in seeking to
preserve its ability to comply with the foregoing covenant. However, no assurance can be given as to the
enforceability of the foregoing covenants.

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

Ballot Initiatives

Article XIII A, Article XIII B and Proposition 218 were adopted pursuant to measures qualified for
the ballot pursuant to California’s constitutional initiative process. On March 6, 1995 in the case of Rossi v.
Brown, the State Supreme Court held that an initiative can repeal a tax ordinance and prohibit the imposition
of further such taxes and that the exemption from the referendum requirements does not apply to initiatives.
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 or on the ability of the landowners within the District to complete the remaining
proposed development. See “SPECIAL RISK FACTORS—Failure to Develop Properties” herein.

CONTINUING DISCLOSURE

Pursuant to a Continuing Disclosure Agreement with the Fiscal Agent, as dissemination agent (the
“Disclosure Agreement”), the City, for and on behalf of the District, has agreed to provide, or cause to be
provided, to each nationally recognized municipal securities information repository and any public or private
repository or entity designated by the State as a state repository for purposes of Rule 15¢2-12(b)(5) adopted by
the Securities and Exchange Commission (each, a “Repository”) certain annual financial information and
operating data concerning the District. The Annual Report to be filed by the City for and on behalf of the
District is to be filed not later than April 1 of each year, beginning April 1, 2008 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 resources or
property of the City other than as described hereinabove. See “SOURCES OF PAYMENT FOR THE
BONDS” and “SPECIAL RISK FACTORS—Limited Obligations” herein. The City has complied in all
material respects with each of its previous undertakings with regard to Rule 15¢2-12 to provide annual reports
or notices of material events. The full text of the Disclosure Agreement is set forth in APPENDIX E.

To assist the Underwriter in complying with Rule 15¢2-12(b)(5), the Developer will enter into a
Continuing Disclosure Agreement (the “Developer Disclosure Agreement”) covenanting prior to the
termination of the Developer Disclosure Agreement to provide an Annual Report not later than March 1 of
each year beginning March 1, 2008 and a Semiannual Report not later than September 1 of each year,
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commencing September 1, 2007. The Annual Reports provided by the Developer will contain audited
financial statements and the additional financial and operating data outlined in Section 4 of the Developer
Disclosure Agreement, a form of which is attached in APPENDIX F. In addition to the information expressly
required to be provided pursuant to the Developer Disclosure Agreement, the Developer are also required to
provide such further information, if any, as may be necessary to make the specifically required statements, in
the light of the circumstances under which they are made, not misleading. The Developer has not previously
entered into an undertaking with regard to Rule 15¢2-12.

The Developer Disclosure Agreement will inure solely to the benefit of the City, any Dissemination
Agent, the Underwriter and owners or Beneficial Owners from time to time of the Bonds.

TAX MATTERS

In the opinion of Best Best & Krieger LLP (“Bond Counsel”), based upon an analysis of existing
laws, regulations, rulings and court decisions, and assuming, among other matters, compliance with certain
covenants, interest on the Bonds is excluded from gross income for federal income tax purposes under
Section 103 of the Internal Revenue Code of 1986 (the “Code”) and is exempt from State of California
personal income taxes. Bond Counsel is of the further opinion that interest on the Bonds is not a specific
preference item for purposes of the federal individual or corporate alternative minimum taxes, although Bond
Counsel observes that such interest is included in adjusted current earnings when calculating federal corporate
alternative minimum taxable income. A complete copy of the proposed form of opinion of Bond Counsel is
set forth in Appendix G hereto.

The Code imposes various restrictions, conditions and requirements relating to the exclusion from
gross income for federal income tax purposes of interest on obligations such as the Bonds. The District has
covenanted to comply with certain restrictions designed to insure that interest on the Bonds will not be
included in federal gross income. Failure to comply with these covenants may result in interest on the Bonds
being included in federal gross income, possibly from the date of original issuance of the Bonds. The opinion
of Bond Counsel assumes compliance with these covenants. Bond Counsel has not undertaken to determine
(or to inform any person) whether any actions taken (or not taken) or events occurring (or not occurring) after
the date of issuance of the Bonds may adversely affect the value of, or the tax status of interest on, the Bonds.
Further, no assurance can be given that pending or future legislation or amendments to the Code, if enacted
into law, or any proposed legislation or amendments to the Code, will not adversely affect the value of, or the
tax status of interest on, the Bonds. Prospective Bondholders are urged to consult their own tax advisors with
respect to proposals to restructure the federal income tax.

Certain requirements and procedures contained or referred to in the Indenture, the Tax Certificate, and
other relevant documents may be changed and certain actions (including, without limitation, defeasance of the
Bonds) may be taken or omitted under the circumstances and subject to the terms and conditions set forth in
such documents. Bond Counsel expresses no opinion as to any Bond or the interest thereon if any such change
occurs or action is taken or omitted upon the advice or approval of Bond Counsel other than itself.

Although Bond Counsel is of the opinion that interest on the Bonds is excluded from gross income for
federal income tax purposes and is exempt from State of California personal income taxes, the ownership or
disposition of, or the accrual or receipt of interest on, the Bonds may otherwise affect a Bondholder’s federal
or state tax liability. The nature and extent of these other tax consequences will depend upon the particular tax
status of the Bondholder or the Bondholder’s other items of income or deduction, and Bond Counsel expresses
no opinion regarding any such other tax consequences.
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LEGAL MATTERS

The legal opinion of Best Best & Krieger LLP, San Diego, California, approving the validity of the
Bonds in substantially the form set forth as APPENDIX G hereto, will be made available to purchasers at the
time of original delivery. A copy of the legal opinion for the Bonds will be provided with each definitive
bond. Certain legal matters will be passed upon for the City and the District by the City Attorney and for the
District by Stradling Yocca Carlson & Rauth, a Professional Corporation, as Disclosure Counsel (“Disclosure
Counsel”).

LITIGATION

No litigation is pending or threatened concerning the validity of the Bonds or the pledge of Special
Taxes to repay the Bonds and a certificate of the City to that effect will be furnished to the Underwriter at the
time of the original delivery of the Bonds. The City is not aware of any litigation pending or threatened which
questions the existence of the District or the City or contests the authority of the City to levy and collect the
Special Taxes or to issue and retire the Bonds.

NO RATING

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

UNDERWRITING

The Bonds are being purchased by E J. De La Rosa & Co., Inc. (the “Underwriter”’). The Underwriter
has agreed to purchase the Bonds at a price of $5,734,695.00 (being $5,870,000.00 aggregate principal amount
thereof, less Underwriter’s discount of $89,047.90 and less original issue discount of $46,257.10). The
purchase agreement relating to the Bonds provides that the Underwriter will purchase all of the Bonds if any
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 price stated on the cover page hereof. The offering price may be changed from time to time by the
Underwriter.

FINANCIAL INTERESTS

The fees being paid to the Underwriter are contingent upon the issuance and delivery of the Bonds. A
portion of the fees paid to the Financial Advisor, Bond Counsel and Disclosure Counsel is contingent upon the
issuance and delivery of the Bonds. From time to time, Bond Counsel and Disclosure Counsel represent the
Underwriter on matters unrelated to the Bonds.

PENDING LEGISLATION
The City is not aware of any significant pending legislation which would have material adverse

consequences on the Bonds or the ability of the City to pay the principal of and interest on the Bonds when
due.
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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.

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

CITY OF MORENO VALLEY FOR AND ON
BEHALF OF COMMUNITY FACILITIES DISTRICT
NO. 5 OF THE CITY OF MORENO VALLEY

By:_/s/ Steven M. Chapman
Finance Director
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APPENDIX A

RATES AND METHOD OF APPORTIONMENT OF SPECIAL TAXES

(RATES AND METHOD OF APPORTIONMENT FOR COMMUNITY FACILITIES DISTRICT

NO. 5 OF THE CITY OF MORENO VALLEY)

A Special Tax as hereinafter defined shall be levied on all Assessor’s Parcels of Taxable Property in
Community Facilities District No. 5 of the City of Moreno Valley (“CFD No. 5”) and collected each Fiscal
Year commencing in Fiscal Year 2006-07, in an amount determined by the City Council through the
application of the appropriate Special Tax for “Developed Property” and “Undeveloped Property” as described
herein. All of the real property in CFD No. 5 shall be taxed for the purposes, to the extent and in the manner
herein provided, except property defined as Exempt Property and subject to Section E below.

A.

DEFINITIONS
The terms hereinafter set forth have the following meanings:

“Acre or Acreage” means the land area (excluding rights-of-way) of an Assessor’s Parcel as shown
on an Assessor’s Parcel Map, or if the land area is not shown on an Assessor’s Parcel Map, the land
area shown on the applicable Final Map, condominium plan, or other recorded parcel map (excluding
rights-of-way). If the land area is presented in square footage, then the Acreage equals the parcel
square footage divided by 43,560 (square footage per Acre).

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

“Administrative Expenses” means the following actual or reasonably estimated costs directly related
to the administration of CFD No. 5: the costs of computing the Special Taxes and preparing the
annual Special Tax collection schedules (whether by the City or designee thereof or both); the costs of
collecting the Special Taxes (whether by the City or otherwise); the costs of remitting the Special
Taxes to the Trustee; the costs of the Trustee (including its legal counsel) in the discharge of the
duties required of it under the Indenture; the costs to the City, CFD No. 5 or any designee thereof of
complying with arbitrage rebate requirements, including but not limited to, any rebate obligation; the
costs to the City, CFD No. 5 or any designee thereof of complying with disclosure requirements of the
City and/or, CFD No. 5 associated with applicable federal and state securities laws and the Act; the
costs associated with preparing Special Tax disclosure statements and responding to public inquiries
regarding the Special Taxes; the costs to the City, CFD No. 5 or any designee thereof related to any
appeal of the Special Tax; the costs associated with the release of funds from an escrow or appeals
account, including appraisal costs; and the City’s annual administration fees and third party expenses.
Administrative Expenses shall also include amounts estimated by the CFD Administrator or advanced
by the City or CFD No. 5 for any other administrative purposes of CFD No. 5, including attorney's
fees and other costs related to commencing and pursuing to completion any foreclosure of delinquent
Special Taxes.

“Assessor’s Parcel” means a parcel shown in an Assessor’s Parcel Map with an assigned Assessor’s
Parcel Number.

“Assessor’s Parcel Map” means an official map of the Assessor of the County designating parcels by
Assessor’s Parcel Number.
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“Bonds” means any binding obligation including bonds or other debt (as defined in Section 53317(d)
of the Act), whether in one or more series, issued by CFD No. 5 under the Act.

“CFD Administrator” means the Enterprise Services Manager of the City of Moreno Valley, or
designee thereof, responsible for determining the Special Tax Requirement and providing for the levy
and collection of the Special Taxes.

“CFD No. 5” means Community Facilities District No. 5 of the City of Moreno Valley.

“City” means the City of Moreno Valley.

“City Council” means the City Council of the City, acting as the legislative body of CFD No. 5.
“County” means the County of Riverside.

“Final Map” means a final map or parcel map approved by the City pursuant to the Subdivision Map
Act (California Government Code Section 66410 et seq.) that creates individual lots for which
building permits may be issued.

“Fiscal Year” means the period starting July 1 of any year and ending on the following June 30.
“Indenture” means the indenture, fiscal agent agreement, resolution or other instrument pursuant to
which Bonds are issued, as modified, amended and/or supplemented from time to time, and any
instrument replacing or supplementing the same.

“Outstanding Bonds” means all Bonds that are deemed to be outstanding under the Indenture.

“Property’:

“Developed Property” means for each Fiscal Year, all Taxable Property for which a building
permit for new construction was issued prior to March 1 of the prior Fiscal Year.

“Exempt Property” means any property not subject to Special Tax as described under
Section E, herein.

“Taxable Property” means all of the Assessor’s Parcels within the boundaries of CFD No. 5,
which are not classified as Exempt Property.

“Undeveloped Property” means, for each Fiscal Year, all Taxable Property not classified as
Developed Property.

“Proportionately” means for Developed Property that the ratio of the actual Special Tax levy per acre
to the Maximum Annual Special Tax per acre is equal for all Assessor’s Parcels of Developed
Property within CFD No. 5. For Undeveloped Property, “Proportionately” means that the ratio of the
actual Special Tax levy per Acre to the Maximum Annual Special Tax per Acre is equal for all
Assessor’s Parcels of Undeveloped Property in CFD No. 5.

“State” means the State of California.
“Tax”:

“Maximum Annual Special Tax” means the maximum Special Tax, determined in
accordance with Section C, that can be levied in any Fiscal Year on any Assessor’s Parcel.
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“Special Tax” means the special tax to be levied in each Fiscal Year on each Assessor’s
Parcel of Developed Property and Undeveloped Property to fund the Annual Special Tax
Requirement.

“Annual Special Tax Requirement” means that amount required in any Fiscal Year for
CFD No. 5 to pay the sum of: (i) debt service on all Outstanding Bonds; (ii) periodic costs on
the Bonds, including but not limited to, credit enhancement and rebate payments on the
Bonds; (iii) Administrative Expenses; (iv) any amounts required to establish or replenish any
reserve funds for all Bonds issued or to be issued by CFD No. 5; and (v) any amounts
required for the acquisition or construction of facilities eligible under the Act. In arriving at
the Annual Special Tax Requirement, the CFD Administrator shall take into account the
reasonably anticipated delinquent Special Taxes based on the delinquency rate for Special
Taxes levied in the previous Fiscal Year and shall give a credit for funds available to reduce
the annual Special Tax levy.

“Trustee” means the trustee, fiscal agent, or paying agent under the Indenture.

CLASSIFICATION OF PROPERTIES

Each Fiscal Year, all Property within CFD No. 5 shall be classified as Taxable Property or Exempt
Property. Taxable Property shall be further classified as Developed Property or Undeveloped
Property and shall be subject to Special Taxes up to the rates set forth in Section C and in accordance
with the method of apportionment pursuant to Section D.

SPECIAL TAX RATE

1. Developed Property

a. Maximum Annual Special Tax

The Maximum Annual Special Tax for each Assessor’s Parcel of Developed
Property shall be $10,652 per Acre for Fiscal Year 2006-2007, and shall increase
thereafter, commencing on July 1, 2007 and on July 1 of each Fiscal Year thereafter,
by an amount equal to two percent (2%) of the Maximum Annual Special Tax in
effect in the previous Fiscal Year.

2. Undeveloped Property

a. Maximum Annual Special Tax

The Maximum Annual Special Tax for each Assessor’s Parcel of Undeveloped
Property shall be $10,652 per Acre for Fiscal Year 2006-07, and shall increase
thereafter, commencing on July 1, 2007 and on July 1 of each Fiscal Year thereafter,
by an amount equal to two percent (2%) of the Maximum Annual Special Tax for the
previous Fiscal Year.

METHOD OF APPORTIONMENT OF THE SPECIAL TAX
Commencing with Fiscal Year 2006-07 and for each following Fiscal Year, the City Council shall

levy the Special Tax until the amount of Special Taxes levied equals the Annual Special Tax
Requirement. The Special Tax shall be levied each Fiscal Year as follows:
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First, the Special Tax shall be levied Proportionately on each Assessor’s Parcel of Developed
Property at up to 100% of the applicable Maximum Annual Special Tax.

Second, if additional monies are needed to satisfy the Annual Special Tax Requirement, the
Special Tax shall be levied Proportionately on each Assessor’s Parcel of Undeveloped
Property at up to 100% of the applicable Maximum Annual Special Tax.

EXEMPTIONS

At the time the Special Tax is enrolled for the Fiscal Year for which the Special Tax is being levied,
the CFD Administrator shall classify as Exempt Property: (i) Assessor’s Parcels owned by, dedicated
to, or irrevocably offered for dedication to the State of California, federal or other local governments;
(ii) Assessor’s Parcels with public or utility easements making impractical their utilization for other
than the purposes set forth in the easement; (iii) Assessor’s Parcels owned by a property owner’s
association; provided that no such classification would reduce the Acreage of Taxable Property to less
than 55.4 Acres. The CFD Administrator shall classify property as Exempt Property in the
chronological order that such property qualifies to be classified as such. Assessor’s Parcels which
cannot be classified as Exempt Property because such classification would reduce the Acreage of
Taxable Property to less than 55.4 Acres will be classified as Undeveloped Property, and will be
subject to Special Taxes accordingly. If the use of an Assessor’s Parcel classified as Exempt Property
changes so that such Assessor’s Parcel is no longer classified as one of the uses that would make such
Assessor’s Parcel eligible to be classified as Exempt Property, such Assessor’s Parcel shall cease to be
classified as Exempt Property and shall be classified as Taxable Property.

MANNER OF COLLECTION

The Special Tax shall be collected in the same manner and at the same time as ordinary ad valorem
property taxes; provided, however, that CFD No. 5 may directly bill the Special Tax, may collect
Special Taxes at a different time or in a different manner if necessary to meet its financial obligations,
and may covenant to foreclose and may actually foreclose on delinquent Assessor’s Parcels as
permitted by the Act.

PREPAYMENT OF SPECIAL TAX
The following additional definitions apply to Section G, herein:
“CFD Public Facilities” means those public facilities authorized to be financed by CFD No. 5.

“CFD Public Facilities Costs” means either $8,300,000, or such lower number as shall be
determined either by (a) the CFD Administrator as sufficient to finance the CFD Public Facilities, or
(b) the City Council concurrently with a covenant that it will not issue any more Bonds to be secured
by Special Taxes levied under this Rate and Method of Apportionment.

“Construction Fund” means the fund as identified in the Indenture, which is used to disburse funds
to pay the cost and acquisition of public improvements funded with the Bond proceeds or Special
Taxes.

“Construction Inflation Index” means the annual percentage change in the Engineering
News-Record Building Cost Index for the City of Los Angeles, measured as of the last day of that
calendar year, which ends in the previous Fiscal Year. In the event this index ceases to be published,
the inflation index shall be another index as determined by the CFD Administrator that is reasonably
comparable to the Engineering News-Record Building Cost Index for the City of Los Angeles.
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“Future Facilities Costs” means the CFD Public Facilities Costs minus: (a) the portion of the CFD
Public Facilities Costs previously funded (i) from the proceeds of all previously issued Bonds,
(i1) from interest earnings on the Construction Fund actually earned prior to the date of prepayment,
and (iii) directly from Special Tax revenues; and (b) the amount of the proceeds of all previously
issued Bonds, including interest earnings and Special Tax revenues, then on deposit in the
Construction Fund.

“Outstanding Bonds” means all previously issued Bonds that have been issued prior to the date of
the prepayment which will remain outstanding after the first interest and/or principal payment date
following the current Fiscal Year, excluding Bonds to be redeemed at a later date with the proceeds of
prior prepayments of Special Taxes.

Prepayment of a Special Tax in Part or in Full

The Special Tax obligation applicable to an Assessor’s Parcel may be prepaid at any time and the
obligation of such Assessor’s Parcel to pay any Special Tax may be fully or partially satisfied as
described herein. The CFD Administrator may charge a reasonable fee for calculation of the
Prepayment Amount as defined below.

1. Prepayment in Full

The Maximum Annual Special Tax obligation may be prepaid and permanently satisfied for
any Assessor’s Parcel. The Maximum Annual Special Tax obligation applicable to such
Assessor’s Parcel may be fully prepaid and the obligation of the Assessor’s Parcel to pay the
Special Tax permanently satisfied as described herein; provided that a prepayment may be
made only if there are no delinquent Special Taxes with respect to such Assessor’s Parcel at
the time of prepayment. An owner of an Assessor’s Parcel intending to prepay the Maximum
Annual Special Tax obligation shall provide the CFD Administrator with written notice of
intent to prepay. Within 30 days of receipt of such written notice, the CFD Administrator
shall notify such owner of the prepayment amount of such Assessor’s Parcel. The CFD
Administrator may charge a reasonable fee for providing this figure.

The Prepayment Amount (defined below) shall be calculated as follows (capitalized terms as defined
below):

Bond Redemption Amount

plus Redemption Premium

plus Future Facilities Amount

plus Defeasance Amount

plus Prepayment Fees and Expenses
less Reserve Fund Credit

less Capitalized Interest Credit
equals Prepayment Amount

As of the proposed date of prepayment, the Prepayment Amount (defined below) shall be calculated
as follows:

1. Compute the Maximum Annual Special Tax for the Assessor’s Parcel to be prepaid.

2. Divide the Maximum Annual Special Tax computed pursuant to paragraph 1 by the
sum of the total expected Maximum Annual Special Tax revenues that may be levied
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10.

11.

12.

13.

within CFD No. 5 excluding any Assessors Parcels for which the Maximum Annual
Special Tax obligation has been previously prepaid.

Multiply the quotient computed pursuant to paragraph 2 by the principal amount of
Outstanding Bonds to compute the amount of Outstanding Bonds to be retired and
prepaid (the “Bond Redemption Amount”).

Multiply the Bond Redemption Amount computed pursuant to paragraph 3 by the
applicable redemption premium, if any, on the Outstanding Bonds to be redeemed
(the “Redemption Premium”).

If all of the authorized Bonds to be issued for CFD No. 5 have not been issued,
compute the Future Facilities Costs.

Multiply the quotient computed pursuant to paragraph 2 by the amount determined
pursuant to paragraph 5 to compute the amount of Future Facilities Costs to be
allocated to such Assessor’s Parcel (the “Future Facilities Amount™).

Compute the amount needed to pay interest on the Bond Redemption Amount from
the first bond interest and/or principal payment date following the current Fiscal Year
until the earliest redemption date for the Outstanding Bonds.

Confirm that no Special Tax delinquencies apply to such Assessor’s Parcel.

Determine the Special Taxes levied on the Assessor’s Parcel in the current Fiscal
Year that have not yet been paid.

Determine the fees and expenses of CFD No. 5, including but not limited to, the
costs of computation of the prepayment, the costs to invest the prepayment proceeds,
the costs of redeeming Bonds from the proceeds of such prepayment, and the cost of
recording any notices to evidence the prepayment and the redemption (the
“Prepayment Fees and Expenses”).

Compute the amount the CFD Administrator reasonably expects to derive from the
reinvestment of the Prepayment Amount less the Prepayment Fees and Expenses as
determined pursuant to paragraph 10, from the date of prepayment until the
redemption date for the Outstanding Bonds to be redeemed with the prepayment.

Add the amounts computed pursuant to paragraphs 7 and 9 and subtract the amount
computed pursuant to paragraph 11 (the “Defeasance Amount”).

The reserve fund credit (the “Reserve Fund Credit”) shall equal the lesser of: (a) the
expected reduction in the reserve requirement (as defined in the Indenture), if any,
associated with the redemption of Outstanding Bonds as a result of the prepayment;
or (b) the amount derived by subtracting the new reserve requirement (as defined in
the Indenture) in effect after the redemption of Outstanding Bonds as a result of the
prepayment from the balance in the reserve fund on the prepayment date, but in no
event shall such amount be less than zero. No Reserve Fund Credit shall be granted
if the amount then on deposit in the reserve fund for the Outstanding Bonds is below
100% of the reserve fund requirement (as defined in the Indenture).
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14. If any capitalized interest for the Outstanding Bonds will not have been expended at
the time of the first interest and/or principal payment following the current Fiscal
Year, a capitalized interest credit shall be calculated by multiplying the quotient
computed pursuant to paragraph 2 by the expected balance in the capitalized interest
fund after such first interest and/or principal payment (the “Capitalized Interest
Credit™).

15. The Maximum Annual Special Tax prepayment is equal to the sum of the amounts
computed pursuant to paragraphs 3, 4, 6, 10 and 12, less the amounts computed
pursuant to paragraphs 13 and 14 (the “Prepayment Amount”).

16. From the Prepayment Amount, the amounts computed pursuant to paragraphs 3, 4,
12, 13, and 14 shall be deposited into the appropriate fund as established under the
Indenture and be used to retire Outstanding Bonds or make debt service payments.
CFD No. 5 shall retain the amount computed pursuant to paragraph 10. The amount
computed pursuant to paragraph 6 shall be deposited in the Construction Fund.

If the Prepayment Amount is insufficient to redeem Bonds in $5,000 increment of Bonds, the
increment above $5,000 or integral multiple thereof will be retained in the appropriate fund
established under the Indenture to be used with the next prepayment of bonds or to make debt
service payments.

As a result of the payment of the current Fiscal Year’s Special Tax levy as determined under
paragraph 9 above, the CFD Administrator shall remove the current Fiscal Year’s Special Tax
levy for such Assessor’s Parcel from the County tax rolls. With respect to any Assessor’s
Parcel that is prepaid, the City Council shall cause a suitable notice to be recorded in
compliance with the Act, to indicate the prepayment of Special Taxes and the release of the
Special Tax lien on such Assessor’s Parcel, and the obligation of such Assessor’s Parcel to
pay the Special Tax shall cease.

Notwithstanding the foregoing, no Special Tax prepayment shall be allowed unless the
amount of Special Taxes, net of Administrative Expenses, that may be levied on Taxable
Property within CFD No. 5 both prior to and after the proposed prepayment is at least 1.1
times the maximum annual debt service on all Outstanding Bonds.

Tenders of Bonds in prepayment of Special Taxes may be accepted upon the terms and
conditions established by the City Council pursuant to the Act. However, the use of Bond
tenders shall only be allowed on a case-by-case basis as specifically approved by the City
Council.

Prepayment in Part
The Maximum Annual Special Tax obligation of an Assessor’s Parcel may be partially
prepaid. The amount of the prepayment shall be calculated as in Section G.1; except that a

partial prepayment shall be calculated according to the following formula:

PP=(PcxF)+A
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These terms have the following meaning:

PP = the partial prepayment

Pg = the Prepayment Amount calculated according to Section G.1, minus
Prepayment Fees and Expenses pursuant to paragraph 10.

F = the percent by which the owner of the Assessor’s Parcel(s) is partially
prepaying the Maximum Annual Special Tax obligation.

A = the Prepayment Fees and Expenses pursuant to paragraph 10 of Section G.1.

The owner of an Assessor’s Parcel who desires to partially prepay the Maximum Annual
Special Tax obligation shall notify the CFD Administrator in writing of: (i) such owner’s
intent to partially prepay the Maximum Annual Special Tax obligation, (ii) the percentage by
which the Maximum Annual Special Tax obligation shall be prepaid, and (iii) the company or
agency that will be acting as the escrow agent, if applicable. The CFD Administrator shall
provide the owner with a statement of the amount required for the partial prepayment of the
Maximum Annual Special Tax obligation for an Assessor’s Parcel within 30 days of the
request and may charge a reasonable fee for providing this service.

With respect to any Assessor’s Parcel that is partially prepaid, the City shall: (i) distribute the
funds remitted to it according to paragraph 16 of Section G.1, and (ii) indicate in the records
of CFD No. 5 that there has been a partial prepayment of the Maximum Annual Special Tax
obligation and that a portion of the Maximum Annual Special Tax obligation equal to the
outstanding percentage (1.00 - F) of the remaining Special Tax obligation shall continue to be
authorized to be levied on such Assessor’s Parcel pursuant to Section D.

TERM OF SPECIAL TAX

For each Fiscal Year, or portion thereof, that any Bonds are Outstanding Bonds the Special Tax shall
be levied on all Assessor’s Parcels subject to the Special Tax. The Special Tax shall cease not later
than the 2046-47 Fiscal Year, however, the Special Tax will cease to be levied in an earlier Fiscal
Year if the CFD Administrator has determined (i) that all required interest and principal payments on
the CFD No.5 Bonds have been paid; (ii) all Authorized Facilities have been acquired and all
reimbursements to the developer have been paid, (iii) no delinquent Maximum Annual Special Taxes
remain uncollected and (iv) all other obligations of CFD No. 5 have been satisfied.

APPEALS

Any landowner who feels that the amount of the Special Tax levied on their Assessor’s Parcel is in
error may submit a written appeal to CFD No. 5. The CFD Administrator shall review the appeal and
if the CFD Administrator concurs, the amount of the Special Tax levied shall be appropriately
modified. If the CFD Administrator’s decision requires that the Special Tax for an Assessor’s Parcel
be modified or changed in favor of the landowner, a cash refund will not be made (except for the last
year of the levy), but an adjustment shall be made to the Special Tax on that Assessor’s Parcel in the
subsequent Fiscal Year(s). The City Council may interpret this Rate and Method of Apportionment
for purposes of clarifying any ambiguity and make determinations relative to the annual administration
of the Special Tax and any landowner appeals. Any decision of the City Council shall be final and
binding as to all persons.
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EMPIRE ECONOMICS, INC.

Economic-Real Estate Consultants
MARKET ABSORPTION STUDY

Joseph T. Janczyk, Ph.D.
35505 Camino Capistrano, Suite 200
Capistrano Beach, CA 92624
Phone: (949) 661-7012
Fax: (949) 661-8763
COMMUNITY FACILITIES DISTRICT NO. 5 Mareh 52007
(STONERIDGE RANCH)

City of Moreno Valley
CITY OF MORENO VALLEY

Re: Market Absorption Study for Community Facilities District No. 5 (Stoneridge Ranch)

RIVERSIDE COUNTY, CALIFORNIA

Empire Economics (Empire) is pleased to provide you with the Market Absorption Study for Community
Facilities District (CFD) No. 5 (Stoneridge Ranch), hereafter referred to as CFD No. 5, of the City of Moreno
Valley; accordingly, the primary conclusions are set-forth below:

Product M

x and Market Status

CFD No. 5 (Stoneridge Ranch) has some 33 acres that are expected to have some 20 buildings with

288,524 sq.ft. of space for tenants. According to information provided to Empire Economics by
Sterling USA Development, the leasing status of the space is as follows:

> signed leases for some 116,092 (40.2%) sq.ft.
> leases out for signatures for some 9,600 (3.3%) sq.ft.
> letters of intent for 4,200 (1.5%) sq.ft.
> not committed for 158,632 (55.0%) sq.ft.
MARKETING STATUS OF THE SPACE FOR LEASE IN CFD NO. 5
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Finally, with regards to the CFD No. 5 Special Taxes, Sterling USA Development has represented that
each of the tenants is expected to pay the same amount, and so this would be some $1.15 per square
foot of space per year; however, the precise amount will be determined once the Bonds are issued.

Since the original Market Study dated September 2006, the amount of space leased out has
increased as negotiations and letters of intent have proceeded to signed leases. However, the
amount of space that is not committed, some 159,000 sq.ft. (55%), is almost the SAME as for
the original Study, which was performed some five months ago.

Current Marketing Status of the Commercial Products

The estimated absorption schedules also take into account the marketing status of the commercial-
retail pads/buildings in CFD No. 5 by Pad Areas, and these are as follows:

> Signed Leases for some 116,092 (40.2%) sq.ft.
= This space is expected to be occupied as soon as the structures are
completed.

> Leases out for signature for 9,600 (3.3%) sq.ft.
= This space is also expected to be occupied as soon as the structures are
completed, since there is a sufficient amount of time to complete the
negotiations.

> Letters of Intent for 4,200 (1.5%) sq.ft.
= This space is expected to be occupied approximately one year after the
structures are completed, to allow more time to complete their
negotiations as well as the possibility for some of these deals not being
completed.

> Not Committed for 158,632 (55.0%) sq.ft.
= For the remaining space in Phase I, some 76,318 sq.ft., this is expected to
be leased during 2008 and 2009. While for the space in Phase II, some
86,514 sq.ft., this is expected to be leased during 2010 through 2011.

Empire’s Algorithm for Estimating Absorption Schedules

Empire Economics has estimated the expected absorption schedules for the CFD No. 5 commercial-
retail products through a comprehensive analysis of the following factors:

» The location of the retail centers, near Route 60 and Nason Street, in the easterly portion of the
City of Moreno Valley, a newly developing area.

» The construction commitment of the anchors, Target and Kohls’, are situated

immediately to the north of the buildings in CFD No. 5; the anchors will generate a
significant amount of traffic; however, they are not a part of the CFD.

Empire Economics 3 March 5, 2007

» The Trade Areas for CFD No. 5, with regards to their population levels at various distances, are
not as strong as the Trade Areas for the major retail centers located near the intersection of
routes 215 and 60; furthermore, their freeway accessibility is also not as favorable as the other
centers.

» For the County of Riverside as well as the City of Moreno Valley, there has been a strong
correlation between residential development and the corresponding level of retail development.
Accordingly, the recent/expected slowdown for the real estate market result in less residential
development, and this will cause a moderation in the amount of retail development as well.
With regards to the level of new residential development in the City of Moreno Valley, its most
recent peak level was attained in 2004, some 3,614 homes, and since then it has declined, to
some 2,100 homes per year for 2005 and 2006.

» Additionally, higher level of mortgage payments, due to adjustable rate loans as well as
mortgage resets, are expected to dampen the amount of consumer spending for retail products.
(Note: A significant amount of demand for retail products during the past several years has
been driven by households utilizing their housing equity gains.)

Estimated Absorption Schedules for the Pads in CFD No. 5 (Stoneridge Ranch)

Accordingly, the estimated absorption schedules for the commercial-retail pads in CFD No. 5 are as
follows:

CFD NO. 5 (STONERIDGE RANCH)
ESTIMATED ABSORPTION SCHEDULES
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Therefore, the 288,524 square feet of commercial-retail space in CFD No. 5 is expected to be CITY OF Mgggeg‘\tig&‘?gﬁgggg?g?gﬁéjlhgs(m RANCH)
absorbed (building constructed and occupied by tenants) during the 2007 through 2011time period, as U
follows: .MARCH 5,2007; SUBJECT TO REVISION .
(Note: Although particular buildings will be occupied in a specific years, their absorption sometimes spans several years,
> 2007: 125,692 sq.ft., as occupancy commences in order to reflect the lack of certainty regarding the precise year in which they will be occupied.)
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CERTIFICATION OF INDEPENDENCE

EMPIRE ECONOMICS PROVIDES CONSULTING SERVICES
ONLY FOR PUBLIC ENTITIES

The Securities & Exchange Commission has taken action against firms that have utilized their research
analysts to promote companies with whom they conduct business, citing this as a potential conflict of
interest. Accordingly, Empire Economics (Empire), in order to ensure that its clients, including the
City of Moreno Valley, are not placed in a situation that could cause such conflicts of interest,
provides a Certification of Independence. This Certificate states that Empire performs consulting
services only for public entities such as the City of Moreno Valley, in order to avoid potential
conflicts of interest that could occur if it also provided -consulting services for
developers/builders. For example, if a research firm for a specific Community Facilities District or
Assessment District were to provide consulting services to both the public entity as well as the
property owner/developer/builder, then a potential conflict of interest could be created, given the
different objectives of the public entity versus the property owner/developer.

Accordingly, Empire Economics certifies that the Market Absorption Study for the CFD No. 5
(Stoneridge Ranch) of the City of Moreno Valley was performed in an independent professional
manner, as represented by the following statements:

» Empire was retained to perform the Market Absorption Study by the City of Moreno
Valley, not the District’s developer/builder, Sterling USA Development.

» Empire has not performed any consulting services for the District’s property owner or the
developer/builder during the past ten years.

» Empire will not perform any consulting services for the District’s property owner or the
developer/builder during at least the next three years.

» Empire’s compensation for performing the Market Absorption Study for the District is not
contingent upon the issuance of Bonds; Empire’s fees are paid on a non-contingency basis.

Therefore, based upon the statements set-forth above, Empire hereby certifies that the Market
Absorption Study for CFD No. 5 (Stoneridge Ranch) of the City of Moreno Valley was performed in
an independent professional manner.

Empire Economics, Inc.
Joseph T. Janczyk, President
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INTRODUCTION

A. OVERVIEW OF THE BOND FINANCING PROGRAM

The City of Moreno Valley (City of Moreno Valley) was petitioned by the property owner, Sterling
USA Development, to form Community Facilities District (CFD) No. 5 for the Stoneridge Ranch, a
commercial-retail center, as a means of funding a portion of the “public” infrastructure that is required
to support the development of its commercial-retail products.

CFD No. 5, which encompasses portions of Stoneridge Ranch, is located within Riverside County, in
the easterly portion of the City of Moreno Valley, southerly of the Route 60 and easterly of Nason
Street. According to Sterling USA Development, the developer, CFD No. 5 has the following
characteristics:

» Some 33 acres of property designated for commercial-retail development, with an expected
288,524 sq.ft. of space for tenants; of this 202,010 (70%) is in Phase I and 86,514 (30%) is in
Phase II.

» There are expected to be some 20 buildings; of these, 16 are in Phase I and 4 are in Phase II.

(Note: Stoneridge Ranch also includes a Super Target which is expected to have some 178,655
sq.ft. and also a Kohl’s department store with some 96,333 sq.ft.; however, these are NOT
included in CFD No. 5.)

CFD No. 5, Stoneridge Ranch, is being marketed as the Stoneridge Towne Centre; however, the latter
also include Target and Kohl’s, which are not a part of the CFD.

The City of Moreno Valley has retained Empire Economics Inc., an economic and real estate
consulting firm, to perform a Market Absorption Study for the forthcoming commercial-retail stores in
CFD No. 5 (Stoneridge Ranch). The purpose of the Market Absorption Study for CFD No. 5 is to
conduct a comprehensive analysis of the product mix characteristics, macroeconomic factors, and
microeconomic factors as well as the potential risk factors that are expected to influence the
absorption of the commercial-retail stores in the CFD, in order to arrive at conclusions regarding the
following:

»> Estimated absorption schedules for commercial-retail space, from market-entry to build-out,
on an annualized basis, for each of the commercial-retail products.

» Discussion of potential risk factors that may adversely impact their marketability.

Empire Economics 1 March 5, 2007




SOUTHERN CALIFORNIA MARKET REGION

LOCATION OF CFD NO. 5 AND ITS MARKET AREA
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CFD NO. 5 (STONERIDGE) NEIGHBORHOOD
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B. ROLES OF THE MARKET STUDY FOR THE BOND FINANCING

The Market Absorption Study for CFD No. 5 has a multiplicity of roles with regards to the Bond
Financing; accordingly, these are set-forth below:

Marketing Prospects for the Commercial-Retail Products

* Estimated Absorption Schedules:
Occupancies of Buildings/Space to Commercial-Retail Tenants,
From Market-Entry to Build-Out

* Potential Risk Factors that may Adversely Impact
the Marketability of the Space

Relationship of the Market Study to the Special Tax Payments

* Maximum Special Taxes
for the Tenants
Conforming to the Issuer’s Policies

* Aggregate Levels of
Special Tax Revenues for Bond Sizing

*  Share of Payments:
Developer/Builder vs. Final-Users/Tenants

Relationship of the Market Study to the Appraisal/Valuation

* Appraisal of Property
Discounted Cash Flow — Present Value

(The Longer the Absorption Time, the Lower the Present Value)

The Issuing Agency, the City of Moreno Valley, along with the Finance Team, can utilize the Market
Absorption Study as well as the Special Tax Revenues and Appraised Value to structure the Bond
Issue for CFD No. 5.

Empire Economics 4 March 5, 2007

C. METHODOLOGY UNDERLYING THE MARKET ABSORPTION STUDY

The Market Absorption Study performs a comprehensive analysis of the product mix characteristics,
macroeconomic factors, and microeconomic factors as well as the potential risk factors that are
expected to influence the absorption of the commercial-retail buildings/space in CFD No. 5.

1. Expected Product Mix Characteristics
* Expected Amount of Buildings/Lease Area and Status of Tenants

II. Macroeconomic Analysis
* Long-term Employment and Housing SCAG Projections
for the CFD Market Area
* Recent/Expected Economic and Real Estate Conditions
* CFD Market Area Employment/Housing Forecasts Modified for
Recent/Expected Economic Conditions

III. Microeconomic Components
* Development Trends/Patterns
* Recent Retail Construction Activity:

Southern California, Riverside County and Moreno Valley
* Relationship of Residential and Commercial-Retail Development
* Recent Patterns in Taxable Sales
Riverside County and Moreno Valley
* Characteristics of the Population in the Trade Areas
Population Levels, Household Incomes and Other Factors
*Characteristics of the Existing Retail Centers in the Vicinity
Amount of Space and Types of Tenants

IV: Recent Development Trends and Potential Risk Factors
* Recent Levels of New Residential Development in the City of Moreno Valley
* Potential “Financial” Risk Factors Underlying the Credit Quality and Bond Sizing
for Land Secured Financings in Southern California

V. Estimated Absorption Schedules
*Market Demand/Supply Factors as well as Market/Financial Risk Factors
*Expected Market Entry for the Products
* Leasing to Tenants
*Closing Remarks

VI. Assumptions and Limiting Conditions I

Appendix A
* Southern California’s Future Development Potential
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SECTION I: EXPECTED PRODUCT MIX CHARACTERISTICS

A. CHARACTERISTICS OF THE EXPECTED PRODUCT MIX
FOR CFD NO. 5 (STONERIDGE RANCH)

CFD No. 5 (Stoneridge Ranch) has some 33 acres that are expected to have some 20 buildings with
288,524 sq.ft. of space for tenants. According to information provided to Empire Economics by
Sterling USA Development, the leasing status of the space is as follows:

> signed leases for some 116,092 (40.2%) sq.ft.
B
> leases out for signatures for some 9,600 (3.3%) sq.ft.
> letters of intent for 4,200 (1.5%) sq.ft.
> not committed for 158,632 (55.0%) sq.ft.
MARKETING STATUS OF THE SPACE FOR LEASE IN CFD NO. 5
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Finally, with regards to the CFD No. 5 Special Taxes, Sterling USA Development has represented that
each of the tenants is expected to pay the same amount, and so this would be some $1.15 per square
foot of space per year; however, the precise amount will be determined once the Bonds are issued.

Since the original Market Study dated September 2006, the amount of space leased out has
increased as negotiations and letters of intent have proceeded to signed leases. However, the
amount of space that is not committed, some 159,000 sq.ft. (55%), is almost the SAME as for
the original Study, which was performed some five months ago.
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CITY OF MORENO VALLEY CFD NO. 5 (STONERIDGE RANCH)

EXPECTED PRODUCT MIX CHARACTERISTICS

.MARCH 5, 2007; SUBJECT TO REVISION .

Phase C ics of the Buildings as well as the Potential Tenants Status of Lease
Signed Out for Letter of Not
‘Tenant Profiles Pad Lease Area Tenant Status Lease Signature Intent__| Committed
Phase ] | Major Tenants | Leased Signed
2 7369 Dress Bam Lease Signed 7.369
4 7000 Famous Footware Lease Signed 7,000
5 45,666 Best Buy Lease Signed 45666
5 17.948 Offie Max Lease Signed 17,948
Available
3 25,000 NA Available 25,000
Smaller Tenants
Leased Signed
2 6,500 Chilfs Lease Signed 6.500
21 3,000 Chevron Lease Signed 3,000
2 3,600 Pomona 1st Fed Bank Lease Signed 3,600
2 3.200 Jack-in-the-Box Loaso Signed 3200
Out -Signature
13 5000 ‘Washington Mutual Lease Out forsig 5,000
14 4600 Matiress Gallery/H&R Block | _Lease Out for sig 4,600

Signed LOI

19 4,200 Wachovia Signed LOI 4,200
Available
11 6,300 NA Available 6,300
12 4,000 NA Available 4,000
2 5.200 NA Available 5,200
Mainstreet Leased Signed
Suite 7A 3,500 Pacific Dental Services Leased Signed 3,500
Suite 78 1,700 Starbuck's Leased Signed 1,700
Suite 7D 1,400 Subway Leased Signed 1,400
Suite 8D 2,500 Verizon Wireless Leased Signed 2,500
Suie 8E 1,600 Zen Chinese Kitchen Leased Signed 1,600
Suite B 3,807 Roundtable Pizza Leased Signed 3,607
Suite 108 1,300 Jamba Juice Leased Signed 1300
Suite 10D 2,000 T-Mobile Leased Signed 2,000

Suite 10E

4,002

Visterra Credit Union Leased Signed 4,002

Available

Empire Economics

Suite 70 1,167 NA Avallable 1187
Suite 76 247 NA Avallable 247

Suito 8 2,000 NA Available 2,000

Suite 88 1200 NA Avallable 1,200

Suie 8 1.361 NA Available 1,361

Suite 8F 1,281 NA Available 1,281

Suite 86 1,402 NA Avallable 1492

Sute 81 3000 NA Available 3,000

Sute 81 1,000 NA Avallable 1,000

Suite 9 1518 NA Available 1518

Suite 9D 1523 NA Available 1523

Suite 9 7,000 NA Avallable 7,000

Suie 10A 1620 NA Available 1620

Suite 100 1,889 NA Avallable 1,889

Suite 10F 3200 NA Available 3200

Phase It Available

7 21,500 NA Avallable 21,500

8 21,500 A Available 21,500

) 2251 NA Available 2251

10 21,000 NA Avallable 21,000
Totals 288,524 116092 9,600 4200 158,632
402% 33% 15% 55.0%

7
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DEVELOPMENT ACTIVITY WITHIN CFD NO. 5 (STONERIDGE RANCH)

SEPTEMBER 2006; SINCE THEN CONSTRUCTION HAS COMMENCED
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SECTION II: MACROECONOMIC ANALYSIS

A. METHODOLOGY UNDERLYING THE MACROECONOMIC ANALYSIS
FOR THE CFD NO. S MARKET AREA

The macroeconomic section performs a comprehensive analysis of the planning projections, which
represent the long-term development potential, and the recent/expected economic conditions, which
determine the rate at which such development will actually occur, in order to arrive at the growth
prospects for Southern California, as a whole, and the CFD No. 5 Market Area (MA), the north central
portion of Riverside County.

Based upon Empire Economics’ experience in conducting 400+ Market Studies, these
macroeconomic factors are regarded as being the most significant determinants of the actual
performance of Planned Communities, Commercial-Retail Centers and Business Parks in the
marketplace, and, as such, they represent a critical component of the Market Absorption Study.

Long-Term Employment and Housing SCAG Projections
for the CFD Market Area
* Employment/Housing Projections for the CFD Market Area
* Employment vs. Residential Centers

Recent/Expected Economic and Real Estate Conditions
* United States: Gross Domestic Product, CPI, Productivity Trends,
Mortgage Rates, Oil/Gas Prices and Homebuilder Stocks
* Riverside County: Employment and Housing Trends/Patterns

CFD Market Area Employment and Housing Forecasts
* Modifications to Projections based upon Recent/Expected
Economic Conditions
*Employment/Housing Forecasts

Therefore, the analysis of these macroeconomic factors provides an understanding of the economic
and real estate environment within which the developer/builder in CFD No. 5 will be marketing the
commercial-retail products.

For a comprehensive discussion of the long term employment/housing SCAG projections and the
Consensus economic forecasts for Southern California, please refer to Appendix A.

Appendix A
Southern California’s Future Development Potential
SCAG/SANDAG Planning Projections
versus
Consensus Employment/Housing Economic Forecasts
* Reconciliation
Planning Projections>>> <<<Economic Forecasts
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B. LONG-TERM EMPLOYMENT AND HOUSING PROJECTIONS
FOR THE CFD MARKET AREA

To arrive at long-term employment and housing planning projections for the CFD No. 5 Market Area
(MA), Empire Economics utilizes information from the Southern California Association of
Governments (SCAG). These projections are considered to be reasonable estimates of the
development potential for the forthcoming commercial-industrial and residential projects since they
are based upon probable land-use policies of the governing planning jurisdictions.

Projected employment growth in the CFD MA is expected to amount to some 47,602 new positions
during the 2000-2020 time period for a capture rate of some 2.24% of all the expected employment
growth in Southern California.

CFD NO. 5 MARKET AREA
LONG-TERM EMPLOYMENT DEVELOPMENT PATTERNS
15.000

s
14359
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Note: Fiscal Years: For example, 2005 represents July 1, 2005 to June 30, 2006

Projected housing growth in the CFD MA is expected to amount to some 36,778 new homes during
the 2000-2020 time period, for a capture rate of some 2.12% of all the expected housing growth in
Southern California; this can be attributed to the Market Area having a significant amount of
developable property.

CFD NO. 5 MARKET AREA
LONG-TERM HOUSING DEVELOPMENT PATTERNS
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Note: Fiscal Years: For example, 2005 represents July 1, 2005 to June 30, 2006

The capture rate for employment growth in the CFD Market Area is similar to the capture rate for
residential growth, 2.24% vs. 2.12%, and so it is relatively balanced as an employment / residential
center; however, housing growth is comparatively stronger in the earlier years while employment
growth is relatively stronger in the latter years.
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C. RECENT/EXPECTED ECONOMIC AND REAL ESTATE CONDITIONS

The near-term economic and real estate conditions for the United States (US), California (CA),
Southern California (SC) and Riverside County (RC) economies are now discussed. These are then
utilized to modify the long-term employment and housing growth projections for the CFD No. 5§
Market Area (MA).

1. National/State Economic Trends/Patterns

*Gross Domestic Product (GDP)
*Consumer Price Index (CPI)
*Productivity Trends
*Mortgage Rates
*United States Oil Prices
*California Gas Prices
*Homebuilder Stocks

UNITED STATES REAL GDP AND ITS COMPONENTS

—_—
{2

T3S :,—\ —_—
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1999 2000

370%
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» Overall U.S. Real GDP: The rate of growth moderated from 3.90% (year/year) in 2004 to
3.23% in 2005 and 3.30% in 2006, but it is expected to moderate significantly in 2007, to some
2.26%.

o Consumption: A growth rate of some 3.15% in 2006, but this is expected to
moderate substantially, to some 2.33% in 2007.

o Business Investment: A growth rate of some 5.38% in 2006 but is expected to
decrease significantly, to some 2.85% in 2007.

o Government Purchases: A growth rate of some 2.03% in 2006 and is expected to
moderate slightly to 1.93% in 2007.

The overall rate of growth for GDP is expected to moderate significantly; additionally, with
regards to its composition, the rates of growth for consumption and also investment are expected to
decline substantially, while the rate of growth for government spending is expected to decrease
slightly.
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The relatively low levels of CPI changes during 2002 through 2005 have resulted in recent historic
lows for both the 10-year bond, which is the primary driving force behind fixed rate mortgages, and
also the federal fund rates, which is the primary driving force behind short-term rates, that also
350 - enhances the financial feasibility of creative financing mortgage structures.

UNITED STATES CONSUMER PRICE INDEX

UNITED STATES MORTGAGE RATES
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> 1999-2001: A range of some 2.21% to 3.36% per year, relatively low by historical levels. i
» 2002: Rose by only 1.58%, due to the economic slowdown caused by the terrorist attacks. o
» 2003-2005: Rose by successively higher amounts, reaching some 3.39%, in 2005. 0.00% —2 o o
» 2006-2007: Expected to decline slightly, to some 3.23%, and then moderate further to some o
3.00% for 2007. o
UNITED STATES PRODUCTIVITY TRENDS AND EMPLOYMENT CHANGES »> 2000 to 2003: The rates on the 10-year Treasury Bond, the 15 year fixed mortgage, 30 year
s fixed mortgage, and the 1 year adjustable mortgage all declined.
B » 2004 to 2006: The rates started to rise during 2004 through 2006 as compared to 2003: the 10-
R /\ N year Treasury Bond rose to 4.79% by +0.84%, the 15 year fixed mortgage increased to 6.07%
Z N— by +0.90%, the 30 year fixed rate rose to 6.41% by +0.57%, and the 1 year adjustable
§ \/ \\ mortgage rose to 5.53% by +1.77%.
o oo TR o O o A I o . .
5 oo B R O et » 2007: As compared to 2006, the financial rates are expected to rise further, the 10-year
£ &3] Treasury Bond is expected to climb to 4.99% by +0.20%, the 15 year mortgage to increase to
= @ 6.25% by +0.18%, the 30 year fixed rate to 6.61% by 0.20%, and the 1 year adjustable
mortgage to rise to 5.76% by +0.23%. So, the various financial rates are expected to rise by
e similar amounts, by some 0.18% to 0.23%.

Although GDP growth has been strong in recent years, the rate of change in the CPI has been minimal;
this relationship represents an aberration from historical standards. Specifically, this can be attributed
primarily to high levels of productivity growth which have enabled firms to increase their levels of
output without substantially hiring additional employees, and thereby keeps their costs and prices
relatively stable. However, for 2007, the rate of productivity growth as well as the rate of inflation are
both expected to decline; this will also be accompanied by a lower rate of GDP growth.
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> 1999-2002: Crude oil prices rose moderately, from $19 a barrel in 1999 to $26 a barrel in 2002.
» 2003-2006: Prices rose significantly, from $31 to $66 a barrel, more than doubling.
» 2007: Prices are expected to moderate, to some $57 a barrel.
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> 1999-2001: California gas prices rose moderately, from $1.47 to $1.74.

» 2002-2006: Prices rose dramatically from $1.62 in 2002 to $2.91 in 2006, by some 80%, due to
the invasion of Iraq and uncertainty in the Middle East

» 2007: Gas prices are expected to moderate to some $2.51, a decrease of some $0.40 from 2006.
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The recent trends in homebuilder stocks MAY provide a leading indicator of future housing market
conditions, since the stock market factors reflect anticipated changes in the profitability of a firm.

AJOR HOMEBUILDERS - STOCK INDEX
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The recent trends for the homebuilder stock price index, consisting of 19 major builders, referred to as
HGX, have been as follows:
> 192003 to 37%-2005: The homebuilder stock index rose dramatically from $110 to $267, an
increase of some 143% (more than double); the peak level of $293 occurred in July 2005.
> 3".2005 to 4M-2006: The index declined to $221, some -25% below the prior peak level, as a
result of higher mortgage rates and lower demand for housing, thereby reducing the profit
margins of homebuilders.

HOMEBUILDER STOCK - TOLL BROTHERS
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The recent stock value trends for Toll Brothers, a homebuilder primarily of luxury homes, have been
as follows:
> 1%-2003 to the 37-2005: The stock rose significantly from $10 to $51, an increase of some
400%.
> 3"-2005 to the 4™-2006: The declined to $30, a decrease of some -47% from the prior peak
level, as a result of higher mortgage rates and slower sales reducing the profit margins for the
move-up and luxury segments, as compared to the residential market as a whole.
So, based upon the recent declines in homebuilder stocks, Wall Street is anticipating a slowdown in
the housing market.
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2. Employment Trends/Patterns

The purpose of this section is to discuss the recent/expected trends/patterns of employment activity
for the United States (US), California (CA) and Riverside-San Bernardino (R-SB) counties.

YVVYY
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EMPLOYMENT TRENDS IN RIVERSIDE-SAN BERNARDINO COUNTIES
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1991-1996: Economic recovery, with growth rates of 15,117 or 2.02%/yr.
1997-2001: Strong expansion, with growth rates of 45,260 or 5.09%/yr.
2002-2003: Some moderation, growth rates of 34,750 or 3.32%/yr.
2004-2005: Stronger growth rates of 53,546 or 4.76%/yr.

2006-2007: Significantly lower growth rates of 21,557 or 1.88%/yr.

UNITED STATES, CALIFORNIA & RIVERSIDE-SAN BERNARDINO COUNTIES
RECENT/EXPECTED EMPLOYMENT TRENDS: ANNUALLY

RATE OF CHANGE - ANNUALLY

1999-2001: The US, CA, and SB-R economies experienced moderate rates of growth during
1999 to 2000 but in 2001 their rates of growth diminished.

2002: Their rates of employment growth all decreased from 2001, US experienced a decline of
-1.13%, California declined by -0.99% and SB-R moderated to 3.38%.

2003 to 2005: Their rates of employment growth all rose, the US to 1.42%, CA to 1.65% and
SB-R to 4.87%.

2006: Their rates of growth are expected to moderate, the US to 1.40%, CA to 1.50% and SB-
R to 2.00%.

2007: Their rates of growth are expected to moderate further, the US to 1.00%, CA to 0.90%
and SB-R to 1.75%.

March 5, 2007

Economic Engines Underlying Employment Growth

The total level of wage/salary employment as of 2005 for Southern California (SC) amounted to some
8,152,700 positions. During the 2002 to 2005 time period, the SC economy experienced cumulative
employment growth of some 290,400 net positions, or some 1.81%. The performance of the various
employment sectors were classified into three categories: strong, stable and declining:

RECENT GROWTH RATES OF EMPLOYMENT BY SECTORS
SOUTHERN CALIFORNIA DURING 2002-2005
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Sectors with Relatively Slow (Declining) Growth Rates

>
>

Non-Durable Goods (4.3% of all employment in SC) recently declined by some -4.2%.
Durable Goods (7.4%) recently declined at a rate of some -3.6%.

Sectors with Relatively Stable (Average) Growth Rates

YVVYVY

Local Government (11.3% of all employment in SC) recently declined by some -1.1%.
Information (3.7%) recently declined at a rate of some -0.6%.

State Government (2.1%) recently declined at a rate of -0.3%.

Federal Government (1.6%) was stable.

Transportation/Warehousing (3.4%) recently grew at a rate of 1.2%.

Wholesale Trade (4.9%) had a recent growth rate of 1.5%.

Sectors with Relatively Strong Growth Rates

v

YV VYY

Professional and Business Services (14.6% of all employment in SC) recently grew at a rate of
some 2.1%.

Educational and Health Services (10.4%) recently grew at a rate of 2.8%.

Retail Trade (10.9%) recently grew at a rate of 3.4%.

Financial Activities (6.2%) recently grew at a rate of some 6.1%.

Construction (5.4%), recently grew at a cumulative rate of 10.5%.

So, for Southern California, as a whole, the economic engines underlying the recent employment
growth have been primarily construction and financial activities, due to the robust levels of real estate
activity, as well as retail trade, education/health services and professional/business services sectors.
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Industrial and Office Construction Activity in Riverside County

Employment growth is the primary driving force underlying the levels of industrial and office
construction activity.

v

>

v
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RIVERSIDE COUNTY: NEW INDUSTRIAL BUILDINGS
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Major Cycles: During 1970-2006 industrial construction activity in Riverside County has
exhibited two major cycles, with peak levels of activity occurring in 1989 and 2006

Capture Rates: The capture rate for Riverside County relative to Southern California, has
increased, rising from some 3%-4% during the early 1970’s to some 26% in 2006.

2006: The amount of construction activity for 2006 rose dramatically, as compared to 2005 and
the capture rate for Riverside County is also increased as well.

RIVERSIDE COUNTY: NEW OFFICE BUILDINGS
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Major Cycles: During the 1980-2006 time period, the level of office construction activity in
Riverside County has exhibited two major cycles, with peak levels of activity occurring in
1986 and 2006.

Capture Rates: The capture rate for Riverside County, relative to Southern California, has
demonstrated an increasing trend during early 1980’s to 2002, from some 2% to 15%.

2006: The levels of office construction activity as well as the capture rates have recently
increased during 2003-2006, for 2006 to some $194 million and some 14%, respectively.

March 5, 2007

3. Housing Starts Trends/Patterns

The purpose of this section is to discuss the recent/expected trends/patterns for the levels of housing
activity for the United States (US), California (CA) and Riverside County (RC).

»

>
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UNITED STATES, CALIFORNIA AND RIVERSIDE COUNTY
HOUSING STARTS: ANNUALLY
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1999-2001: The US residential market experienced relatively stable levels of activity while
CA and RC markets experienced a trend of higher levels of activity.

2002-2004: The US, CA and RC markets experienced significant increases in their levels of
activity.

2005: The US market experienced a somewhat higher level of activity while for CA and RC
the level of activity declined somewhat.

2006-2007: The levels of residential activity for US, CA and RC all declined somewhat, due to
higher mortgage rates as well as higher gas prices, and these declines are expected to continue
in 2007.

Recent Residential Construction Activity in Riverside County

RIVERSIDE COUNTY: NEW SINGLE-FAMILY HOMES
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Major Cycles: During the 1970-2006 time period, the number of new single-family homes in
RC exhibited three major cycles, with peak levels of activity occurring in 1977, 1988 and
2004-2005.

Capture Rates: With regards to the capture rate for RC, relative to Southern California, it has
demonstrated an increasing trend, from some 7% in the early 1970’s to some 40% in 2005-
2006.
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RIVERSIDE COUNTY: NEW MULTIPLE-FAMILY HOMES
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» Major Cycles: During the 1970-2006 time period, the number of new multiple-family homes
in RC exhibited four major cycles, with peak levels of activity occurring in 1972, 1979, 1986
and 2003; of these, the highest annual levels occurred during 1984-86.

» Capture Rates: With regards to the capture rate for RC, relative to Southern California, it has
demonstrated an increasing trend, from some 4% in the early 1970’s to some 13% in recent
years.

Retail Construction Activity in Riverside County
Retail construction activity is driven primarily by new residential growth, and so its trends/patterns
generally reflect the residential construction activity.

RIVERSIDE COUNTY: NEW RETAIL BUILDINGS
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» Major Cycles: During the 1980-2006 time period, the level of retail construction activity in
RC exhibited four major cycles, with peak levels of activity occurring in 1985, 1992, 2000 and
2004.

» Capture Rates: With regards to the capture rate for RC relative to Southern California, it has
demonstrated an increasing trend during the early 1980’s to the early 1990’s, from some 10%
to 18%. Since the early 1990’s the capture rate of retail construction activity stabilized at some
18% through 2002 but then attained higher levels of some 29% in 2004 and then 24% in 2005-
2006.
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D. CFD MARKET AREA EMPLOYMENT AND HOUSING FORECASTS
MODIFIED FOR RECENT/EXPECTED ECONOMIC CONDITIONS

The employment and housing planning SCAG projections for the CFD No. 5 Market Area (MA),
which are considered to be reasonable estimates of the development potential for the projects, are now
modified by taking into account the expected short-run economic conditions, along with the amount of
growth that actually occurred during 2000-2005, in order to arrive at the most probable forecasts for
employment and housing growth during 2006-2010.

CFD NO. 5 MARKET AREA
FORECAST OF FUTURE EMPLOYMENT DEVELOPMENT
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Years Employment Housing
2006 1,875 3,824
2007 1,929 3,046
2008 2,042 3,481
2009 2,156 3,916
2010 2,269 4,351
Totals 10,271 18,618
Averages 2,054 3,724

Therefore, during the 2006-2010 time period, as a whole, the CFD No. 5 MA is expected to have
employment growth amounting to some 10,271 new positions (2,054 per year, on the average) and
some 18,618 new housing units (3,724 per year, on the average).
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SECTION III: MICROECONOMIC ANALYSIS

A. METHODOLOGY UNDERLYING THE MICROECONOMIC ANALYSIS
OF THE CFD NO. 5 COMMERCIAL-RETAIL CENTER

The microeconomic analysis focuses upon the competitiveness of the CFD No. 5 retail center with
various regional development factors within Riverside County and also the comparable products
within the Trade Area.

Competitiveness from a Regional Perspective

* Location of CFD No. 5
Relative to Competing Planned Communities,
Retail Centers and Business Parks

The existing/active/forthcoming Retail Centers, Planned Communities and Business Parks, in
conjunction with the transportation system, determines the locations of the employment centers and
residential areas along with retail centers; accordingly, these patterns can then be utilized to gauge the
marketing potential of CFD No. 5 from a regional perspective.

Competitive Market Analysis of the CFD Commercial-Retail Center
* Development Trends/Patterns

* Recent Retail Construction Activity:
Southern California, Riverside County and Moreno Valley

* Relationship of Residential and Commercial-Retail Development

* Recent Patterns in Taxable Sales
Riverside County and Moreno Valley

* Characteristics of the Population in the Trade Area
Population Levels, Household Incomes and Other Factors

*Characteristics of the Existing Retail Centers in the Vicinity
Amount of Space and Types of Tenants

The Competitive Market Analysis evaluates the competitiveness of the CFD No. 5 retail center relative
to the existing centers within its vicinity.

Empire Economics 22 March 5, 2007

B. DEVELOPMENT TRENDS/PATTERNS
IN THE NORTH CENTRAL PORTION OF RIVERSIDE COUNTY

From a regional perspective, the competitiveness of CFD No. 5’s commercial-retail products are
influenced by the development patterns for employment and housing within the Southern California
Market Region (MR) and their interrelationships with the CFD’s Market Area.

Specifically, Business Parks generate industrial-office development while Planned Communities
generate residential development which is then followed by commercial-retail centers; additionally,
the flow of traffic between them is facilitated by the freeways and highways.

Established and Emerging Employment Centers and Business Parks

» The currently established major employment centers are situated in Orange, San Diego and Los
Angeles (OC/SD/LA) counties.

» The emerging employment centers are located in the western portions of Riverside and San
Bernardino (R-SB) counties.

» The newly developing Business Parks are situated primarily along Interstates 15 and 215,
major north-south freeways that link the western portions of Riverside and San Bernardino
counties.

» Furthermore, there has been some expansion from these into various Business Parks located in
the north central portion of Riverside County.

Commuting Patterns: Employment Centers to Residential Areas

Some of the households employed in the OC/SD/LA counties and the western portion of R-SB
counties employment centers reside in the CFD Market Area, since it offers moderately priced
housing; these commuting patterns are based upon the freeways/highways that link the
employment centers to the Market Area.

» There is strong spillover of housing demand from Orange County into western Riverside
County along Interstates 15 and 215, major north-south freeways that link Riverside County to
Orange County; furthermore, the Eastern Transportation Corridor which links Orange County
with Riverside County facilitates the commute to the western portion of Riverside County.

» So, there has also been a substantial amount of residential development for Planned
Communities located in the north central portion of Riverside County.

» The new residential centers are supported by existing population levels reaching various
threshold levels as well as the expected amount of new population growth in the near-term.

For additional information on the regional development patterns, please refer to the following exhibit.
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C. RECENT RETAIL CONSTRUCTION ACTIVITY TRENDS/PATTERNS IN SOUTHERN
CALIFORNIA, RIVERSIDE COUNTY, AND THE CITY OF MORENO VALLEY

The purpose of this section is to discuss the recent retail construction activity trends/patterns within
Southern California, Riverside County, and the City of Moreno Valley during the 1980 to 2006 time
period, with respect to the levels of activity as well as the capture rates or market shares.

Retail Construction Activity in Southern California

Southern California experienced significant amounts of retail construction activity during the mid-
1980s, followed by a major decline during 1991-1993. Then, starting in the mid-1990s, the retail
construction activity demonstrated a slowly increasing trend, but the levels have not yet surpassed
their prior peaks.

SOUTHERN CALIFORNIA COUNTIES
NEW RETAIL BUILDING VALUATIONS
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» Major Cycle: During the 1980-1993 time period, the level of retail construction activity in
Southern California exhibited a major cycle, with the peak level of activity occurring in 1989,
and this was followed by a dramatic decline to a trough in 1993.

» Steady Growth: since 1994, Southern California’s retail construction activity has exhibited a
moderately increasing trend, and this is expected to continue through 2006; however, the levels
of activity have not surpassed their prior peak amounts.
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Retail Construction Activity in Riverside County

Riverside County experienced a major retail construction activity cycle during the 1980s. to early
1990s; then, starting in the mid-990s, retail construction activity demonstrated an increasing trend,
and surpassed its prior peak level in 2000, with some additional new peak levels thereafter.
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Major Cycle: During the 1980-1993 time period the level of retail construction activity in

Riverside County exhibited a major cycle, with the peak level of activity occurring in 1985,
and this was followed by moderation through 1992.

» Strong Increasing Growth:

Since 1995, Riverside County’s retail construction activity has

exhibited a strong increasing trend, attaining a new peak level of activity in 2000, and then
surpassing this with new record levels in 2004 as well as another expected record in 2006.

» Capture Rates: Riverside County’s capture rate of Southern California's retail construction

activity has risen from some 8% during the early 1980s to some 24% in recent years, and so the
County of Riverside has been increasing its market share of retail development activity.
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Retail Construction Activity in the City of Moreno Valley

The City of Moreno Valley experienced a major retail construction activity cycle during the 1980s;
followed by minimal growth during the mid- to latter-1990s, and then a strong increasing growth trend

thereafter.
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» Major Cycle: During the 1986 to 1992 time period, the City of Moreno Valley experienced a
major cycle, with respect to retail construction activity, with the peak level occurring in 1990.

» Minimal Growth: During the 1993 through 2000 time period, the level of new retail
construction activity in the City of Moreno Valley was minimal.

» Strong Increasing Growth: During the 2001 to 2006 time period, the City of Moreno Valley
experienced a strongly increasing growth trend, with a new record level of activity in 2005,
followed by some moderation in 2006.

» Capture Rates: The capture rate for the City of Moreno Valley, with respect to the amount of
its retail construction activity in Riverside County, amounted to some 12% during the 1980s.
Then, during the 1993 to 2000 time period, the capture rate declined to only some 2%. Starting
in the year 2001, and continuing thereafter through 2006, its capture rate increased to some
10.5% in recent years.
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Summary and Conclusions

For Southern California as a whole, the levels of retail construction activity have demonstrated a
moderately increasing trend since 1994; however, the prior record levels of activity has not yet been
surpassed. By comparison, for Riverside County, there has been a strongly increasing growth trend,
with a new peak level of activity occurring in the year 2000, and this was followed by another peak
level in 2004. For the City of Moreno Valley, it recently exhibited a strong growth trend, resulting in
peak levels of activity in 2005 and 2006; additionally, its capture rate has risen to some 10% of the
amount of such activity within Riverside County.
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D. RELATIONSHIP OF RESIDENTIAL AND COMMERCIAL
RETAIL DEVELOPMENT ACTIVITY

The construction activity for new residential development generally has a significant impact on the
development of new commercial-retail, since the population growth generates a demand for new retail
centers; however, this relationship requires modification for population levels reaching critical
threshold levels that triggers the economic feasibility of larger retail center.

For Riverside County, the fluctuations in the levels of residential and commercial retail activity have
been similar:

» Major Cycle: During the mid- to latter- 1980s, both the residential and commercial-retail
sectors had a major cycles; the trend lines reflect the similarity of these cycles.

» Increasing Trend: Since the latter-1990’s, the County of Riverside has experienced an
increasing trend in the levels of both residential and also commercial-retail activity, with peak
levels of activity occurring in 2004-2005 and 2006, respectively.
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For the City of Moreno Valley, the fluctuations in the levels of residential and commercial retail
activity have been similar:

» Major Cycle: During the mid- to latter- 1980s, the City of Moreno Valley’s residential and
commercial-retail sectors had major cycles; the trend lines reflect the similarity of these cycles.

» Increasing Trend: Since 2001, the City of Moreno Valley has experienced increasing trends
in the levels of both residential and also commercial-retail activity, with peak levels of activity
occurring in 2004 for residential and a record level for commercial-retail in 2006.
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For the County of Riverside, there has been a close correlation between the cycles or residential and
commercial-retail development activity. While for the City of Moreno Valley, the cycle of residential
and commercial-retail during the latter 1980s were closely aligned, with the peak levels for
commercial-retail lagging the peak levels of residential by several years. With regards to the most
recent cycle for the City of Moreno Valley, the peak level for residential occurred in 2004, and, since
then, the levels of residential activity have declined, for 2005 and 2006. With regards to commercial-
retail, the level of activity increased in 2005 and is expected to continue to increase in 2006, following
the typical lags, as observed in the prior cycle for the City of Moreno Valley.
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E. RECENT PATTERNS IN TAXABLE SALES:
RIVERSIDE COUNTY AND THE CITY OF MORENO VALLEY

The purpose of this section is to discuss the recent patterns in taxable retail sales for Riverside County
as well as the City of Moreno Valley, including the shares of these sales by various categories.

The following analysis is based upon taxable sales for 2004, the most recent year for which data are
available for an entire year; additionally, some of the City’s categories were adjusted by Empire to
make them comparable to the Riverside County categories.

With regards to the amount of taxable retail sales per capita, they amount to $13,616 for California and
$13,365 for Riverside County (similar to California) and $8,254 for the City of Moreno Valley
(significantly lower than both the state and the county). This can be attributed to the demographics for
the City of Moreno Valley, somewhat lower purchasing power, as well as the residents in the City of
Moreno Valley shopping at retail centers that are just outside of the City’s boundaries.

The City of Moreno Valley has taxable sales of some $1,373 billion on an annualized basis, and this
amounts to some $8,254 per capita, on the average, and its composition is as follows:

» The apparel group, which is comprised of women’s, men’s, and family, represents 3.13% of
total sales, and it amounts to some $258 per capita.

» The general merchandise group, which is comprised of general merchandise and drug stores,
represents 15.30% of total sales, and it amounts to some $1,263 per capita.

» The specialty stores merchandise group, which is comprised of gifts, sporting goods, florists,
photographic, musical, stationary, jewelry, and office supply stores, represents 11.99% of total
sales, and it amounts to some $990 per capita.

» The food store group represents 5.72% of total sales, and it amounts to some $472 per capita.

» The eating and drinking group represents 8.64% of total sales, and it amounts to some $713
per capita.

v

The household group, furnishing and appliances, represents 2.86% of total sales, and it
amounts to some $236 per capita.

» The building materials group, hardware, lumber, and plumbing, among others, represents
10.04% of total sales, and it amounts to some $829 per capita.

» The automotive group, new/used motor vehicles and service stations, represents 23.05% of
total sales, and it amounts to some $1,902 per capita.
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» All other retail stores, boats, mobile homes and farm implements, represents 6.28% of total
sales, and it amounts to some $519 per capita.

> Business and personal services group represents 6.06% of total sales, and it amounts to some
$500 per capita.

» All other outlets represents 6.94% of total sales, and it amounts to some $573 per capita.

COMPARISON OF TAXABLE PER CAPITA SALES
RIVERSIDE COUNTY AND MORENO VALLEY
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F. SOCIOECONOMIC CHARACTERISTICS OF THE
POPULATION IN THE TRADE AREAS

This section discusses the socioeconomic characteristics, such as population levels, income and other
factors, of the people residing in the CFD No. 5 (Stoneridge Ranch) Trade Area’s, various distances
from the subject site.

Empire Economics compiled this information with the assistance of the City of Moreno Valley
Economic Development Department which utilized a program from Claritas, a firm that specializes in
compiling and forecasting Census Data.

With regards to the recent/expected population levels for the various Trade Areas, along with their
annual growth rates, they are as follows:

Within 1-Mile: From 4,289 in 2000 to 6,093 currently (7.0%/yr.) and 7,402 in 2011 (4.3%/yr.);
with expected near-term growth during 2006-2011 of 1,309.

Within 3 Miles: From 62,163 in 2000 to 77,187 currently (4.0%/yr.) and 88,159 in 2011
(2.8%/yr.); with expected near term growth during 2006-2011 of 10,972.

Within 5 Miles: From 133,900 in 2000 to 162,593 currently (3.6%/yr.) and 183,538 in 2011
(2.6%/yr.); with expected near-term growth during 2006-2011 of 20,945.

With respect to other characteristics of the households in the various Trade Areas, they are as follows:

Household Size: 1-Mile: 3.6, 3-Miles: 3.7 and 5-Miles: 3.7;
All areas similar

Median Age: 1-Mile: 32.6, 3-Miles: 28.5 and 5-Miles: 28.3;
1-Mile somewhat higher

Median Household Income: 1-Mile: $58,232, 3-Miles: $50,339 and 5-Miles: $51,067;
1-Mile significantly higher

Per Capita Income: 1-Mile: $19,233, 3-Miles: $16,263 and 5-Miles: $16,364;
1-Mile significantly higher

Home Values: 1-Mile: $281,231, 3-Miles: $249,591 and 5-Miles: $251,710;
1-Mile significantly higher

Employed- Amount/Share of Population: 1-Mile: 2,745 (45.1%), 3-Miles: 31,879 (41.3%) and
5-Miles: 68,182 (41.9%);
1-Mile substantially higher

So, the immediate trade area, within 1-Mile, has a population that has relatively favorable

socioeconomic characteristics, such as a higher median age, higher income, higher per capita income,
higher housing values and a greater share of the population being employed.
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Radius
Socioeconomic Characteristics 1- Mile 3 - Miles 5 - Miles
Population Levels
1990 - Census 2,716 52,802 114,153
2000 - Census 4,289 62,163 133,900
2006 - Estimate 6,093 77,187 162,593
2011 - Projection 7,402 88,159 183,538
Growth: 2006-2011 1,309 10,972 20,945
Growth Rates/Year
1990 - 2000 5.8% 1.8% 1.7%
2000-2006 7.0% 4.0% 3.6%
2006-2011 4.3% 2.8% 2.6%
Median Household Size 3.6 3.7 3.7
Median Age 32.6 28.5 28.3
Median Household Income: 2006 $58,232 $50,339 $51,067
Per Capita Income: 2006 $19,233 $16,263 $16,364
Number of Vehicles 2.2 2.0 2.0
Tenure of Households
Owner 1,425 15,467 31,434
Renter 277 5,202 12,487
Median Value - Homes; 2006 $281,231 $249,591 $251,710
Structure Built: Median Year 1989 1986 1986
Employed 2,745 31,879 68,182
Share - Population 45.1% 41.3% 41.9%
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CFD NO. 5 (STONERIDGE RANCH) TRADE AREAS
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G. CHARACTERISTICS OF THE EXISTING RETAIL CENTERS
IN THE VICINITY OF CFD NO. 5 (STONERIDGE RANCH)

The characteristics of the existing retail centers in the vicinity CFD No. 5 (Stoneridge Ranch) s are
now discussed, with regards to their names, amount of space for tenants and the year in which they
opened.

There are some twenty-five major commercial retail centers in the vicinity of CFD No. 5 (Stoneridge
Ranch), and together these have a total of some 5,446,000 sq.ft. Since these retail centers tend to be
clustered into various geographical areas, Empire has organized them in that manner; accordingly,
their characteristics are as follows:

» Retail Core: East 60/215: This geographic area has 12 major retail centers, which together,
have a total of some 3,155,000 sq.ft., some 57.7% of all the square footage. The major retail
center is the Moreno Valley Mall, which has more than 1,000,000 square feet, with the major
tenants being Robinson-May, Sears and JC Penny. Most of the other retail centers, in this area
are in close proximity to the Moreno Valley Mall, and they typically have various types of
tenants found in power centers, such as Toy R Us, Circuit City and Lowe’s, among others.

» Central: Near Route 60: This geographic area has six major retail centers, which together,
have a total of 1,232,000 sq.ft., some 22.8% of all the square footage. The two major retail
centers, which have about 400,000 sq.ft. each, and they feature tenants such as Home Base,
Big-5 Sports and Vons among others.

» Central: Southerly Portion of Moreno Valley: This geographic area has six major retail
centers, which together, have a total of 759,000 sq.ft., some 14.0% of all the square footage.
The two major retail centers, which have some 200,000 sq.ft. each, feature tenants such as the
99 cent store and also Save-on.

Y

Easterly of Route 60: this geographic area has one major retail center, Moreno Beach Plaza,
with some 300,000 sq.ft., and the primary tenant is Wal-Mart. Stoneridge Ranch, the retail
center in CFD No. 5, is situated just to the east of this retail center.

Therefore, there has been a significant amount of commercial retail development in the vicinity of the
CFD, some 5,446,000 square feet. With respect to the geographical development patterns for
commercial retail developments, the represent a movement from the retail core, near 60/215, easterly
along Route 60, into the central portion of the city and now further to the easterly part of the city.
Consequently, CFD No. 5 (Stoneridge Ranch) represents the next step in this sequential development
geographical development pattern.
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RETAIL CENTERS IN THE VICNITY OF CFD NO. 5 (STONERIDGE)

Code [Location | Name of Center Space: Sq.Ft. Share Year Major Tenants
i Space Built
Retail Core: East 60/215 3,155,000 57.9%
1 Moreno Valley Mall 1,035,000 19.0% 1980
2 Canyon Springs Plaza 413,000 7.6% 1988 Sears Homelife, Toys R Us
3 Towngate Center 408,000 7.5% 1985 Edwards Theatres, Staples
4 TownGate Promenade/Square 372,000 6.8% 2005 Costco, Johnny Carino's
5 Town Gate Crossing 237,000 4.4% 2005 Circuit City, Lowe's
6 Canyon Springs South 118,000 2% 2004 Pet World
7 Pigeon Pass Plaza 106,000 % 1989
8 Canyon Springs North 103,000 9% 2004 Michaels, Best Buy
9 Canyon Springs South 103,000 % 2004 Linens & Things
10 Home Depot 100,000 8% 1990 Albertson's, Home Depot
ikl Orange Tree Marketplace 90,000 1.7% 2005 JoAnn Fabric
12 Canyon Crossing 70,000 1.3% 1990 Wal Mart
Central: Near Route 60 1,232,000 22.6%
13 Festival at Moreno Valle 400,000 7.3% 1982 Home Base
14 Moreno Valley Plaza 365,000 6.7% 1986 Big-5 Sports, Vons, JoAnn
15 Butterfield Valley Village 185,000 3.4% 1985 Target
16 Moreno Valley Village 120,000 2.2% 1989 Food 4 Less, K-Mart
17 Moreno Valley Center 93,000 1.7% 1982 Sav-On
18 Sunnymead Plaza 69,000 1.3% 1985 Stater Brothers
Central: Southerly Moreno Valley 759,000 13.9%
19 Sunnymead Towne Center 220,000 4.0% 1980 99 Cent Store
20 Sunnymead Village Center 172,000 3.2% 1983 Sav-on
21 Alessandro Plaza 108,000 2.0% 1985 Family Fitness
22 Bear Valley Plaza 92,000 1.7% 1984 Albertson's, Longs Drug
23 JFK Plaza 87,000 1.6% 1988 Home Depot
24 Food 4 Less Center 80,000 1.5% 1991 Food 4 Less
East: Near Route 60 300,000 5.5%
25 Moreno Beach Plaza 300,000 5.5% Wal-Mart
Grand Total 5,446,000 100.0%
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SECTION 1V

RECENT/EXPECTED RESIDENTIAL DEVELOPMENT
PATTERNS IN THE CITY OF MORENO VALLEY
AND POTENTIAL FINANCIAL RISK FACTORS

The demand for space by tenants in the new CFD No. 5 retail center depends upon both the current
population levels as well as future population growth. Accordingly, the purpose of this section is to
discuss the recent/expected trends/patterns for residential development in the City of Moreno Valley,
with regards to the amounts of new homes as well as potential factors that may impact the future

RETAIL CENTERS IN THE VICINITY OF CFD NO. 5 residential of development, such as higher mortgage rates.

A. Recent Levels of New Residential Development in the City of Moreno Valley

G . . . . . .
20a Y- The number of new single-family homes in the City of Moreno Valley during the 1986 (when the City
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» Very Strong Growth 1986-1989: During the 1986-1989 time period, the level of new single-
family homes construction activity was very strong, some 3,300 homes per year, on the
average.
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» Minimal Growth 1990-2000: During the 1990-2000 time period, the level of new single-
family home construction activity was dramatically less, only some 317 homes per year, on the
average, a decrease of some 90%.

» Current Cycle: 2001-2006: During the 2001-2004 time period, the level of new single-family
construction activity rose significantly, to a peak level of 2,109 homes in 2004; however, since
then, new homes have decreased, to 1,152 in 2005 and 849 in 2006.
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The number of new multiple-family homes (attached for-sale as well as apartments) in the City of
Moreno Valley during the 1986 through 2006 time period has been as follows:
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» Moderate Growth 1988-1990: During the 1988-1990 time period, the level of new multiple-
family construction activity was moderate, some 379 units per year, on the average.

» Minimal Growth 1991-2002: During the 1991-2002 time period, the level of new multiple-
family units was minimal, only some 29 units per year, on the average, a decline of some 90%.

» Current Cycle: 2003-2006: During the 2003-2006 time period, the level of new multiple-
family units rose significantly, to a peak level of 1,505 units in 2004; however, since then, new
units have decreased, to 929 in 2005 and 1,262 in 2006.

The number of new single-family homes in the City of Moreno Valley reached its peak level of
activity in 2004, and, since then, moderated in 2005, and 2006. The construction of multiple-family
units have been strong during 2004-2006, and this can be attributed to several large apartment
complexes coming on the marketplace.

During the next several years, Empire anticipates a moderation in the level of housing activity, due
primarily to higher level of mortgage rates, both fixed and adjustable, as well as mortgage resets for
homeowners that recently utilized creative financing with “teaser” rates; this is discussed further in the
next section.
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B. Potential “Financial” Risk Factors Underlying the Credit Quality and Bond
Sizing for Land Secured Financings in Southern California

There has been a fundamental shift in the driving force underlying the recent rates of housing price
appreciation, from the historical role of employment growth as the driving force to the recent role of
adjustable rate and creative financing techniques as the driving force. Since January 2002, these
financial factors have been the primary driving force underling the extraordinary rate of housing price
appreciation in Southern California, more than 70%. However, the economic feasibility of creative
financing has recently diminished, as both short-term and long-terms rates have risen. Consequently
the current levels of housing prices and land values are subject to potentially substantial downward
adjustments, due to mortgage rate resets (as mortgages are adjusted from teaser rates to market rates)
as well as higher short-term rates (due to rate hikes by the Federal Reserve Board). These
adjustments, in turn, may cause a softening in housing prices and land values that could adversely
impact the credit quality underlying land-secured financings.

Financial Risk Factors: New Projects vs. Overall Market
New projects with newly developing residential projects have characteristics that make them more
vulnerable to a housing market bubble than national or regional markets. Specifically, New projects
represent the marketing of new homes to purchasers at current prices that utilize creative financing
structures and they are also concentrated in particular geographical locations.

CHARACTERISTICS OVERALL MARKET COMMUNITY FACILITIES DISTRICT
Location Broad CFD - Focused Area
Time of Purchase Long Time Span: 10- 20 Years Recently
Type of Financing Structure Mosti
> Fixed Rates > Adjustable & Creative
> Amortization of Principal > Higher Loan Balances
Amount of Equity i Over Time Minimal
> Recent Purchase
> Negative Amortization
Timing of Loan Resets Minimal & Spread Over Time Most & Similar Time

Definition of Creative Financing

Creative financing, as utilized herein, refers to the use of loan structures other than fixed-rate or one-
year adjustable loan structures that provide for amortization of principal; some examples of creative
structures are as follows:

» Interest only payments.

» Payment option loans (with minimum payment options).

» Loans with initial teaser rates (below market rates that are offered only for a limited time

period).

Additional factors related to creative loan structures include:

» Less stringent lending standards such as low/no documentation.

» Higher mortgage payment to income ratios.
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1. Recent Housing Price Appreciation Patterns

A comparison of the price appreciation patterns for the current (2001-2006) and the prior (1986-1993)
real estate cycles reveals that there are significant similarities between them:

>

The peak rates of appreciation amounted to 32% in 3™-quarter of 2004 for the current cycle and
24% in the 2™-quarter of 1989 for the prior cycle.

For the three years leading to the peak rate of appreciation, the average rates of appreciation
amounted to 14% for the prior cycle and 16% for the current cycle,

For the two years after the peak rate of appreciation, the average rates of appreciation
amounted to 23% for the current cycle and 12% for the prior cycle. Furthermore, after two
years from the peak, the rates of appreciation stabilized for both cycles,

So a comparison of the price appreciation patterns for the current and the prior real estate cycles
reveals that there are significant similarities between them.

PRICE CHANGE - ANNUALLY; COMPUTED BY EMPIRE ECONOMICS
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2. Structural Shift in the Primary Factors Underlying Housing Price Appreciation:
From Employment Growth to Creative Financing

The primary factors underlying the current cycle of housing price appreciation in Southern California,
declining mortgage rates as well as the extensive use of adjustable and creative financing, represent a
fundamental shift from the prior cycle, employment growth.

>

\74

During the prior cycle, 1986-1991, housing price appreciation was driven by employment
growth, with an average growth rate of some +2.3% per year, along with accommodating
financial factors, such as stable or somewhat declining mortgage rates. During this time period
financial factors played only a secondary role: for instance, over 1991-1993 when employment
decreased, housing prices declined, even though mortgage rates fell by more than two
percentage points from their 1989-1990 levels.

However, for the current cycle, 2001-2006, as housing prices escalated at strong rates, the
primary fundamental factor, employment growth, has experienced only minimal growth, some
+0.6% per year, on the average. Instead, housing price appreciation has been driven primarily
by financial factors, particularly the use of adjustable rate mortgages and creative financing
techniques.

COMPARISON OF EMPLOYMENT GROWTH COMPARISON OF MORTGAGE RATES
TWO REAL ESTATE CYCLES: 1986-1991 AND 2001-2006
12%

FOR THE 1989 CYCLE, EMPLOYMENT ROSE PRIOR TO FOR THE 1989 CYCLE, MORTGAGE RATES WERE
10% THE PEAK AND THEN DECLINED THEREAFTER. RELATIVELY HIGH, AND REMAINED AT HIGH LEVELS
PRIOR/AFTER THE PEAK

WHILE FOR THE 2004 CYCLE, EMPLOYMENT
o GROWTH WAS MINIMAL PRIOR TO THE PEAK AND
8% THEN ROSE MODERATELY THEREAFTER. .
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3. Role of Financial Factors Underlying Recent Rates of Housing Price Appreciation

Since January 2002, the primary driving forces underlying housing price appreciation have been as
follows:
» Households initially taking advantage of recent historically low fixed rates, through June 2003.
» A shift to adjustable rate mortgages, through March 2004.
» Since April 2004, the use of creative financing structures.

The impacts of creative mortgage financing structures on the price of housing can be gauged by
estimating the prices that households could afford to pay utilizing the various structures; the starting
price for housing, as of January 2002, was some $278,000, and prices have recently increased to some
$475,000, a change of more than 70%.

PRICE OF HOUSING USING ALTERNATIVE MORTGAGE STRUCTURES
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» TFixed Rates: Based upon the recent historic low for fixed rates, which occurred in June 2003,
the price amounted to some $350,000, an increase of $72,000; however, using current fixed
rates, the most recent price amounts to some $331,000, some -$144,000 below current price
levels.

»> Adjustable Rates: Based upon the recent historic low for adjustable rates, which occurred in
March 2004, the price amounted to some $444,000, an increase of $164,000; however, using
current adjustable rates, the most recent price amounts to some $363,000, some -$112,300
below current price levels.

» Creative Financing: Based upon the rates for creative financing, the price currently amounts

to some $475,000, an increase of $197,000 above the price for housing as of January 2002 of
some $278,000.
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4. Potential Risk Factors for Purchasers Utilizing Creative Financing Structures

The purchasers of homes that utilize creative financing structures are able to “afford” homes at current
market prices; however, their rates are subject to resets that will cause their payments to rise
substantially, and so they face the risk of potentially becoming delinquent on their mortgage and tax
payments.

4-A. Purchasers Using Creative Financing and Mortgage Loan Resets

Purchasers of homes that utilize creative financing are subject to resets, as their initial teaser rates are
re-aligned to the market rates, and so their mortgage payments are likely to increase significantly.
The potential for mortgage reset is illustrated below, using a home with a price of $500,000 that is
fully financed, with no down payment, something that buyers often do using first and second
mortgages:

Fixed Rate Loan Structure:

» Mortgage payment of some $32,500 per year.

Creative Loan Structure:

> First three years, $24,375 per year, using a teaser rate interest only payment.

» Starting in the fourth year, when the loan payment is adjusted to the market rate and fully

amortized to pay principal as well, the payment rises to some $34,600 per year.

Therefore, the mortgage payment for the fourth year and thereafter is some 42% higher than for the
first three years, an increase of some $10,225 per year.

MORTGAGE PAYMENTS: FIXED RATE VS CREATIVE FINANCING
PRESENT VALUE OF LOAN PAYMENTS THE SAME
540,000

FIXED RATE LOAN - LEVEL PAYMENT FOR 30 YEARS

538,000 f
ADDITIONAL PAYMENTS DUE TO EARLY SAVINGS.

o V%WMWM”MM

VEAR#4 LOAN PAYMENT INCREASES BY +42%

MORTGAGE PAYMENTS - ANNUALLY

$24,000 =:\

522,000

EARLY SAVING USING
CREATIVE FINANCING

520000

1203 45 6 7 8 910111213 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

Fixed Rate Creative: 3-Years

With regard to the amount of mortgages that are subject to such resets, based upon data for the United
States mortgage market as a whole, these are expected to rise dramatically, from some $0.83 billion in
2005 to more that $1.0 trillion in 2007.

Furthermore, it is worthwhile to note that with regards to New projects in particular, mortgage resets
are expected to be significant, since most of the recent purchasers have utilized creative financing.
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4 -B. Example of Purchasers of Homes in a Residential Project with Mortgage Resets

The following example provides a simulation of the potential impacts of mortgage resets for the recent
purchasers of homes in a newly developing residential project:

Price of Homes: $500,000
Household Income: $75,000
Fully Mortgaged: 100% First of 80% and second of 20%
Creative Structure:
» Interest only for first three years: $20,000 per year
» Interest and amortization: next 27 years: $30,000 per year
» Property and Special Taxes: 2.0%, $10,000 per year.

Y VYY

HOUSING PAYMENTS FOR HOUSEHOLDS WITHIN A CFD
SAMPLE PROJECT: MORTGAGE RESETS IN YEAR 3
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70,000
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Accordingly, the application of these assumptions results in the following scenario:

» Phase I: 50 buyers in 2004 have payments of $30,000 per year until 2007 when the reset cause
the payment to escalate to $40,000 per year. (mortgage payment rises by $10,000)
» Phase II: 50 buyers in 2005 follows a similar pattern, with a year’s delay.

» 2006: The buyers in both phases have stable payments, and so the delinquency rate is expected
to be normal.

» 2007: The first 50 buyers have their payment rise by some $10,000.

» 2008: The buyers in Phase IT which have their payments also rise.

The delinquency rates resulting from these mortgage payment increases will be determined by a
multiplicity of factors, including the financial reserves of the households, their ability to reduce other
expenditures, and so forth. Nevertheless, an increase in the mortgage payment by some $10,000 may
prove to be beyond the financial capabilities of some of the households. Furthermore, their motivation
to re-allocate funds to the mortgage payment may be diminished by their low levels of equity (100%
financing and negative amortization).
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4— C Delinquency Rates and Types of Loans

From an historical perspective, the mortgage delinquency levels for homeowners with adjustable
mortgages have traditionally been significantly higher than for homeowners with fixed rate loans.
During the 2000-2005 time period, the 5.4% delinquency rate for adjustable rate loans has been above
the 3.6% delinquency rate for fixed rate loans by some 50% (5.4% vs. 3.6%.). This is typically
attributed to homeowners with adjustable rate loans having difficulty with higher mortgage payments
as rates rise as well as such households having “low” equity levels (due to higher loan to price ratios as
well as negative amortization), and hence less of an incentive to “hold-on” to the home.

DELINQUENCY RATES:
FIXED-RATE VS. VARIABLE-RATE LOANS

ey

FERCENTAGE OF LOANS
PO avaratas

!

K

However, the potential delinquency rates for households with creative financing does not have an
historical track record, since such loan structures have just become the available recently, and so they
have not yet been tested under adverse real estate and economic conditions. Considering that creative
loans are subject to substantial increase in mortgage payments when they are reset, as compared to
traditional adjustable loans which vary only due to interest rates fluctuations, their delinquency rates
are likely to be substantially higher.

A “leading” indicator of higher Special Tax delinquency rates may be “notices of default” that are
recorded against homes that are not making their mortgage payments on a timely basis.

RECENT TRENDS FOR "NOTICES OF DEFAULT" FOR MORTGAGES

RATIO OF DEFAULTS: 2006 V5 200

Catforna Soutner Caifomia ot
Prior Peak 1996, Quartery  D412005; Quarterly  D4I2006; Quartedy 4 Change: 2006 v5.2008; Quartery

Therefore, although a project may initially have low delinquency levels, when the resets start to
occur several years after the original purchase, then the delinquency rates may rise
dramatically, since most of the buyers in the project have similar financing structures.
Furthermore, these delinquency rate increases may occur despite the higher value of the homes
(but minimal equity) and favorable economic growth (not a recession).
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5. Conclusions

The housing market is expected to experience some significant adjustments during the foreseeable
future, as the current price structure, which is based upon the extensive use of creative financing, is re-
aligned with a sustainable price structure, which is based upon the use of more traditional financing
structures:

» The majority of home purchasers in recent years have utilized creative financing structures, and
this has enabled them to “afford” homes at current market prices; however, such structures are
subject to resets that will cause their payments to rise substantially, and so they face the risk of
becoming delinquent on their mortgage and tax payments.

» However, if these purchasers instead used traditional financing structures, then the majority of
them would NOT be able to “afford” homes at current market prices, and so their inability to
do so would have caused the rate of sales to slowdown, unless builders offered them substantial
concessions, and eventually lower prices.

Therefore, as the market transitions from the creative financing structure to the traditional financing
structures, prospective purchasers will encounter challenges in paying the current prices, since their
purchasing power with traditional loan structures is significantly below their purchasing power with
creative structures. So, the real estate market is expected to encounter some significant adjustments,
through a combination of lower prices, enhanced builder incentives, and slower sales rates.

Finally, these market adjustments are expected to have a much more significant impact on newly
developing residential projects in CFDs as compared to the broader market as a whole, since such
projects represent the marketing of new homes to purchasers at current prices and they are also
concentrated in particular geographical locations.
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SECTION V:

ESTIMATED ABSORPTION SCHEDULES FOR THE
COMMERCIAL-RETAIL PRODUCTS IN CFD NO. 5§

The purpose of this section is to estimate the absorption schedules for the commercial-retail
products in CFD No. 5, based upon a consideration of the recent/expected market demand/supply
conditions as well as the potential market and financial risk factors, along with the market-entry of the
completed buildings that are ready for occupancy.

Market Demand/Supply as well as the Market/Financial Risk Factors

Macr ic C t:

P

* Market Demand for Employment and Housing Based
Upon SCAG Projections Modified for
Recent/Expected Economics Conditions

Microeconomic Components

* Development Trends/Patterns
* Recent Retail Construction Activity:
Southern California, Riverside County and Moreno Valley
* Recent Patterns in Taxable Sales
Riverside County and Moreno Valley
* Relationship of Residential and Commercial-Retail Development
* Characteristics of the Population in the Trade Area
Population Levels, Household Incomes and Other Factors
*Characteristics of the Existing Retail Centers in the Vicinity
Amount of Space and Types of Tenants

Recent Residential Develop t Trends and Potential Risk Factors

* Recent Levels of New Residential Development in the City of Moreno Valley
* Potential “Financial” Risk Factors Underlying the Credit Quality and Bond Sizing
for Land Secured Financings in Southern California
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Empire’s Algorithm for Estimating Absorption Schedules

Empire Economics has estimated the expected absorption schedules for the CFD No. 5 commercial-
retail products through a comprehensive analysis of the following factors:

» The location of the retail centers, near Route 60 and Nason Street, in the easterly portion of the
City of Moreno Valley, a newly developing area.

»> The construction commitment of the anchors, Target and Kohls’, are situated
immediately to the north of the buildings in CFD No. 5; the anchors will generate a
significant amount of traffic; however, they are not a part of the CFD.

» The Trade Areas for CFD No. 5, with regards to their population levels at various distances, are
not as strong as the Trade Areas for the major retail centers located near the intersection of
routes 215 and 60; furthermore, their freeway accessibility is also not as favorable as the other
centers.

» For the County of Riverside as well as the City of Moreno Valley, there has been a strong
correlation between residential development and the corresponding level of retail development.
Accordingly, the recent/expected slowdown for the real estate market result in less residential
development, and this will cause a moderation in the amount of retail development as well.
With regards to the level of new residential development in the City of Moreno Valley, its most
recent peak level was attained in 2004, some 3,614 homes, and since then it has declined, to
some 2,100 homes per year for 2005 and 2006.

» Additionally, higher level of mortgage payments, due to adjustable rate loans as well as
mortgage resets, are expected to dampen the amount of consumer spending for retail products.
(Note: A significant amount of demand for retail products during the past several years has
been driven by households utilizing their housing equity gains.)

Furthermore, Empire also utilizes its experience from conducting Market Absorption Studies for
more than four hundred CFDs, with regards to the time required to develop the properties (finish the
pads/lots and complete the construction of the buildings/homes) as well as the time required for their
absorption (depending upon economic and real estate conditions).

Finally, the estimated absorption schedules, which represent the occupancy of a building by a tenant,
are subject to the Assumptions and Qualifications set-forth in the next section.

Empire Economics 50 March 5, 2007

Current Marketing Status of the Commercial Products

The estimated absorption schedules also take into account the marketing status of the commercial-
retail pads/buildings in CFD No. 5 by Pad Areas, and these are as follows:

> Signed Leases for some 116,092 (40.2%) sq.ft.
= This space is expected to be occupied as soon as the structures are
completed.

> Leases out for signature for 9,600 (3.3%) sq.ft.
= This space is also expected to be occupied as soon as the structures are
completed, since there is a sufficient amount of time to complete the
negotiations.

> Letters of Intent for 4,200 (1.5%) sq.ft.
= This space is expected to be occupied approximately one year after the
structures are completed, to allow more time to complete their
negotiations as well as the possibility for some of these deals not being
completed.

> Not Committed for 158,632 (55.0%) sq.ft.
= For the remaining space in Phase I, some 76,318 sq.ft., this is expected to
be leased during 2008 and 2009. While for the space in Phase II, some
86,514 sq.ft., this is expected to be leased during 2010 through 2011.
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Estimated Absorption Schedules for the Pads in CFD No. 5 (Stoneridge Ranch) ESTIMATED ABSORPTION SCHEDULES
CITY OF MORENO VALLEY CFD NO. 5 (STONERIDGE RANCH)

Accordingly, the estimated absorption schedules for the commercial-retail pads in CFD No. 5 are as .MARCH 5,2007; SUBJECT TO REVISION .
follows:

(Note: Although particular buildings will be occupied in a specific years, their absorption sometimes spans several years,
in order to reflect the lack of certainty regarding the precise year in which they will be occupied.)

CFD NO. 5 (STONERIDGE RANCH) I I I I
Phase Characteristics of the Buildings as well as the Potential Tenants Status of Lease_ stimated Absorption Schedules
ESTIMATED ABSORPTION SCHEDULES

Signed | Out for [ Letter of| Not

140,000 ‘Tenant Profiles Pad Lease Area Tenant Lease_|Signature| Intent [Committed 2007 2008 | 2009 | 2010 [ 2011
Phase 1 | Major Tonants | Loased signed
Phase I Phase II 2 7.369 Dress Barn 7.369 7.369 0 0 0 0
120,000 +— 4 7,000 Famous Footware 7000 7000 |0 0 o 0
5 45,666 Best Buy 45,666 45,666 0 0 0 0
S 100000 +— Avaliable
E 6 25,000 NA 25,000 0 10000 | 15,000 0 0
Z
' 80,000 - Smaller Tenants
@ ’ Leased Signed
< 20 6,500 Chili's. 6,500 6.500 0 0 0 0
g P EYTTN I N SN
<] 60,000 +—— 23 3,600 Pomona 1st Fed Bank 3,600 3.600 0 0 0 0
= 24 3,200 Jackein-the-Box 3,200 3200 0 0 0 0
g T T o T
= Out Signature 0 0 0 0 0
2 40000 1— — m G e o TN R T SR Y
v 14 4,600 Mattress Gallery/H&R Block 4,600 4.600 0 0 0 0
0 0 0 0 0
20,000 -— | Signed Lol 0 0 o 0 o
’ 19 4,200 Wachovia 4,200 0 4.200 0 0 0
0 0 0 0 0
Available 0 0 0 0 0
0 T T T 11 6,300 NA 6.300 0 2,520 3.780 0 0
2007 2008 2009 2010 2011 fh 4000 A aoo0 |0 [ iooo [ [ o 0
22 5,200 NIA 5,200 0 2,080 3.120 0 0
Mainstreet | Loased Signed
Sute7A S50 Pacitc Denta Servces | 3500 EXT 0 0 0
Suite 78 1700 Starbuckts 1700 70 | o 0 0 0
. . . . Sute D 1400 Subwa 1400 a0 | o o 0 o
Therefore, the 288,524 square feet of commercial-retail space in CFD No. 5 is expected to be Sute 8D 2.500 Verizon wreless | 2.500 250 | o o 0 0
3 : - : . Suito 8 600 Zon Ghincse Kichen | 1,600 o0 | o 0 0 0
absorbed (building constructed and occupied by tenants) during the 2007 through 201 1time period, as e o] T T T 0 0 0
follows: Suie 108 1300 Jamba Jice 1300 500 | o o 0 o
Suite 100 2000 T-Mobie 2000 20 | o 0 0 0
Suite 10E 4,002 Visterra Credit Union 4,002 4.002 0 0 0 0
> 2007: 125,692 sq.ft., as occupancy commences .
Suite 7C 1,187 NIA 1,187 0 475 712 0 0
N St 76 27 NA 237 |0 | ow | tas | o 0
> 2008: 33,047 sq.ft. Sute oA 2000 A 2000 [0 | w0 [ tow | o 0
Suite 88 1,200 NIA 1,200 0 480 720 0 0
Suio 80 1361 NA et | 0 | s [ w0 | o 0
» 2009: 43,271 sq.ft., as occupancies are completed for Phase I Sue ¥t 2 A E o T 0 s
Suito 81 5000 NA sow |0 | 2w 0 0
Lo Sutesl 1000 A oo |0 | an 0 0
» 2010: 43,257 sq.ft., as occupancies in Phase II commence e 80 1518 NA 58 | 0 07 o o
Suito 90 1523 NA s | 0 | oo 0 0
. Suite 9E 7,000 NIA 7,000 0 2.800 0 0
» 2011: 43,257 sq.ft., as the occupancies are completed for Phase IT Suite 10A 1,620 NA oo | o | ens o o
Suie 100 1089 NA tess | 0 | 7 0 0
Sute 108 5200 A 5200 | 0| 1w 0 0
Closing Remarks Phase 11 | Major Tenants | Available
g 7 21,500 NIA 21,500 0 0 0 10,750 10,750
s 21500 A 21500 |0 0 o [o7s0 [ 10750
The estimated absorption schedules for the commercial-retail products in CFD No. 5 are subject to - 2514 NA 251 1 0 0 0 Llas L 1257
! hedu . s I 21,000 NA 21000 |0 0 o 1000 | 10500
change due to potential shifts in economic/real estate market conditions and/or the development
strategy by the developer, Sterling USA Development.
Totals ey 116092 | o0 | 4200 | iswesz | iaseor | snowr | aam | asasr | avaw

402% | 33% | 15% | 55.0% | 43.6% | 11.5% | 15.0% | 150% | 15.0%
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SECTION VI: ASSUMPTIONS AND LIMITING CONDITIONS

The Market Absorption Study is based upon various assumptions and limiting conditions; accordingly, these are
as follows:

Property Boundaries
No survey or engineering analysis of CFD No. 5 property has been made by the market analyst; the District
Engineer's report utilized for the Bond is deemed to be reliable. The market analyst assumes the existing boundaries
to be correct, that no encroachments exist and assumes no responsibility for any condition not readily observable
from customary investigation and inspection of the premises, which might affect the valuation, excepting
those items which were specifically mentioned in the report.

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

Title to Property
No opinion as to title is rendered. Data related to ownership and legal description, obtained from governmental
records related to the formation of the District that forms the basis for identifying the boundaries of CFD No. 5 are
considered reliable. Title is assumed to be marketable and free and clear of all liens, encumbrances, easements
and restrictions except those specifically discussed in the report. The property is evaluated assuming to be
under responsible ownership and competent management and available for development to highest and best use.

Earthquakes and Seismic Hazards
The property which is the subject of this market analysis is within a geographic area prone to earthquakes and
seismic disturbances. Except as specifically indicated in the report, no seismic or geologic studies have been
provided to the market analyst concerning the geologic and/or seismic condition of the subject property. The
market analyst assumes no responsibility for the possible effect on the subject property of seismic activity and/or
earthquakes.

Soil and Geological Studies
No detailed soil studies or geological studies or reports were made available to the market analyst. Assumptions
employed in this report regarding soils and geologic qualities of the subject property have been provided to the
client. However, such assumptions are not conclusive and the market analyst assumes no responsibility for soils
or geologic conditions discovered to be different from the conditions assumed unless otherwise stated in this report.

Hidden or Unapparent Conditions
The market analyst assumes no responsibility for hidden or unapparent conditions of the property, subsoil,
groundwater or structures that render the subject property more or less valuable. No responsibility is assumed for
arranging for engineering, geologic or environmental studies that may be required to discover such hidden or
unapparent conditions.

Presence and Impact of Hazardous Material

Unless otherwise stated in the report, the market analyst did not become aware of the presence of any hazardous
material or substance during the market analyst's general inspection of the subject property. However, the
market analyst is not qualified to investigate or test for the presence of such materials or substances. The
presence of such materials or substances may adversely affect the evaluation of the subject property. The
market analyst assumes no responsibility for the presence of any such substance or material on orin the
subject property, nor for any expertise or engineering knowledge required to discover the presence of such
substance or material.
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Structural Deficiencies of Improvements

The market analyst has not performed a thorough inspection of the subject property, and except as noted in this
report has not found obvious evidence of structural deficiencies in any improvements located on the subject
property. Consequently, the market analyst assumes no responsibility for hidden defects or nonconformity with
specific governmental requirements, such as fire, building and safety, earthquake or occupancy codes, unless
inspections by qualified independent professions or governmental agencies were provided to the market analyst.
Further, the market analyst is not a licensed engineer or architect and assumes no responsibility for structural
deficiencies not apparent to the market analyst at the time of their inspection.

Presence of Asbestos
The market analyst is not aware of the existence of asbestos in any existing improvements on the subject
property. However, the market analyst is not trained to discover the presence of asbestos and assumes no
responsibility should asbestos be found in or at the subject property. For the purposes of this report, the market
analyst assumes the subject property is free of asbestos and the subject property meets all federal, state and
local laws regarding asbestos abatement.

Environmental and Other Regulations
The property is evaluated assuming it to be in full compliance with all applicable federal, state and local
environmental regulations and laws, unless otherwise stated.

Required Permits and Other Governmental Authority
Unless otherwise stated, the property evaluated is assumed to have all required licenses, permits, certificates,
consents or other legislative and/or administrative authority from any local, state or national government or
private entity or organization that have been or can be obtained or renewed for any use on which the evaluation
analysis contained in this report is based upon.

Designated Economic Scenario

The Market Absorption Study focuses upon the expected absorption schedules for the products in CFD No. 5
according to the designated economic scenario. Specifically, this scenario represents the economic and real estate
conditions for the Market Region and also the Market Area during the foreseeable future according to the most
probable conditions, and this is regarded as being appropriate for the Bond Financing. However, the economic and
market conditions which actually materialize on a year by year basis may differ from those presented according
to the designated economic scenario, as a result of exogenous factors which are difficult to forecast/quantify.
Accordingly, the designated scenario should be utilized as an economic framework for evaluating the
marketing prospects of the properties within CFD No. 5 rather than a "literal" representation of what is expected to
occur on a year/year basis during the foreseeable future.

Provision of the Infrastructure
The Market Absorption Study assumes that the governmental agencies that supply public facilities and services,
including water, provide these in a timely manner so that the proposed products in CFD No. 5 can respond to the
expected market demand for their products. Otherwise, if the required infrastructure is not available in a
timely manner, then the absorption of the products could be adversely impacted.

Developer/Builder Responsiveness to Market Conditions

The Market Absorption Study assumes that the developer/builder in CFD No. 5 responds to the market conditions
with commercial-retail products that are competitively priced and have the features/amenities that are desired by
the purchasers. Specifically, the products in CFD No. 5 have not yet entered the marketplace, and so the specific
characteristics of their product types cannot be identified until they actually offer products on the marketplace.
Consequently, to the extent that future products have lease rates/features that differ from the competitive market
standards, then their absorption schedules would need to be modified from those presented according to the
designated economic scenario.
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Financial Strength of the Project Developer/Builder
The Market Absorption Study assumes that the developer/builder in CFD No. 5 (and also their lenders) have
sufficient  financial strength to adequately fund their development, including paying their Special
Taxes/Assessments, and that they have sufficient financial reserves which could be utilized to supplement
their cash flow positions, inthe event that adverse economic or market conditions occur.

Accuracy of Information from Others

In preparing this report, the market analyst was required to rely on information furnished by other individuals or
found in previously existing records and/or documents. Unless otherwise indicated, such information is presumed
to be reliable. However, no warranty, either expressed or implied, is given by the market analyst for the accuracy
of such information and the market analyst assumes no responsibility for information relied upon and later found
to have been inaccurate. The market analyst reserves the right to make such adjustments to the analyses, opinions
and conclusions set forth in this report as may be required by consideration of additional data or more reliable
data that may become available.

Liability of Market Analyst
The liability of Empire Economics, the market analyst responsible for this report, is limited to the client only and
to the fee actually received by the market analyst. Further, there is no accountability, obligation or liability to any
third party. If this report is placed in the hands of anyone other than the client, the client shall make such party
aware of all limiting conditions and assumptions of the assignment and related discussion. The market analyst is
in no way to be responsible for any costs incurred to discover or correct any deficiencies or any type present in
the property--physical, financial, and/or legal.

Testi y or Court Attend
Testimony or attendance in court or at any other hearing is not required by reason of rendering this market
analysis, unless such arrangements are made a reasonable time in advance of said hearing. Separate arrangements
would need to be made concerning compensation for the market analyst's time to prepare for and attend any
such hearing.

Right of Publication of Report
Possession of this report, or a copy of it, does not carry with it the right of publication except for the party to whom
it is addressed. Without the written consent of the market analyst, this report may not be used for any purpose
by any person other than the party to whom it is addressed. In any event, this report may be used only with
properly written qualification and only in its entirety for its stated purpose.

Timeliness of the Market Absorption Study
The Market Absorption Study performs a comprehensive analysis of the relevant land-use, economic and
commercial-retail market conditions that are expected to influence the marketing success of the products in CFD
No. 5. Nevertheless, the Study should be dated within six-months of the Bond Sale, or even sooner, should these
land-use and/or economic market as well as real estate conditions change significantly.
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APPRAISAL REPORT

CITY OF MORENO VALLEY
COMMUNITY FACILITIES DISTRICT NO. 5
STONERIDGE TOWNE CENTRE

Prepared for:

CITY OF MORENO VALLEY
14177 Frederick Street
Moreno Valley, CA 92553

James B. Harris, MAI
Berri Cannon Harris
Harris Realty Appraisal
5100 Birch Street, Suite 200
Newport Beach, CA 92660

March 2007

Harris Realty Appraisal

5100 Birch Street, Suite 200
Newport Beach, California 92660
949-851-1227 FAX 949-851-2055

wwiw. harris-appraisal.com

March 23, 2007

Ms. Sue Maxinoski

Special Districts Manager
CITY OF MORENO VALLEY
14177 Frederick Street
Moreno Valley, CA 92553

Re: Community Facilities District No. 5§
Stoneridge Towne Centre

Dear Ms. Maxinoski:

In response to your authorization, we have prepared a self-contained appraisal
report that addresses all of the property within the boundaries of Community Facilities
District No. § (CFD No. 5). This appraisal includes an estimate of Market Value of all the
property subject to special tax. This land is under the ownership of one developer,
Stoneridge Centre Partners, L. P. All of the land in this CFD is in a finished site condition.

According to the specific guidelines of the California Debt and Investment Advisory
Commission (CDIAC), each ownership is valued in bulk, representing a discounted value
to that ownership as of the date of value.

Based on the investigation and analyses undertaken, our experience as real estate
appraisers and subject to all the premises, assumptions and limiting conditions set forth in
this report, the following opinion of Market Value is formed as of March 19, 2007.

TWENTY-ONE MILLION DOLLARS
$21,000,000

The estimated value assumes bond proceeds of about $4,000,000 for eligible
City of Moreno Valley facilities and/or fees, as described in the Community
Facilities Report, are available at the time of sale.
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Ms. Sue Maxinoski
March 23, 2007
Page Two

The self-contained report that follows sets forth the results of the data and
analyses upon which our opinions of value are, in part, predicated. This report has been
prepared for the City of Moreno Valley for use in the sale of Community Facilities
District No. 5 bonds. The intended users of this report are the City of Moreno Valley, its
underwriter, legal counsel, consultants, and potential bond investors. This appraisal has
been prepared in accordance with and is subject to the requirements of The Appraisal
Standards for Land Secured Financing as published by the California Debt and
Investment Advisory Commission; the Uniforn 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.

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

Respectfully submitted,

erri Cannon Harris

Vice President
AG009147

B Hsnnie

mes B. Harris, MAI
resident
AGQ01846
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SUMMARY OF FACTS AND CONCLUSIONS

EFFECTIVE DATE OF APPRAISAL March 19, 2007
DATE OF REPORT March 23, 2007
INTEREST APPRAISED Fee Simple Estate, subject to special tax liens

LEGAL DESCRIPTION Parcels 2, 4 to 24, Parcel Map No. 34411

Parcels 1 and 3 are not subject to CFD No. §
Special Tax

OWNERSHIP Stoneridge Ranch Centre Partners, L. P.

SITE CONDITION Various stages of development from mass-
graded to finished site with on-site infrastructure
under construction. No buildings are under
construction as of the date of value.

The Target and Kohl’s properties which are not
subject to CFD No. § Special Tax have
buildings under construction.
HIGHEST AND BEST USE Portion of a proposed 563,000+ square foot
shopping center known as Stoneridge Towne
Centre

VALUATION CONCLUSION $21,000,000
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INTRODUGTION

Purpose of the Report

The purpose of this appraisal is to estimate the Market Value for the fee simple
estate, subject to special tax liens for all the property subject to the Special Tax within
CFD No. 5, located in the City of Moreno Valley in Riverside County. The purpose of
this appraisal is to estimate the "As Is" Market Value of the property under the ownership
of the developer.

The opinions set forth are subject to the assumptions and limiting conditions set
forth in this appraisal, and the appraisal guidelines as set forth by the City of Moreno
Valley (City).

Function of the Report and Intended Use

It is our understanding that this appraisal report is to be used for Community
Facilities District bond' financing purposes only. The subject property is described more
particularly within this report. The bonds are issued pursuant to the Mello-Roos
Community Facilities District Act of 1982, as amended. The maximum authorized
bonded indebtedness for CFD No. 5 is $10,000,000.

Client and Intended Users of the Report
This report was prepared for our client, the City of Moreno Valley. The intended
users of the report include the City, its legal counsel, underwriter, consultants, and

potential bond purchasers.

Scope of the Assignment

According to the CDIAC guidelines, the total value conclusion ingludes the "As Is”
estimate of Market Value for the property subject to special tax within the boundaries of
CFD No. 5. This is a fully documented self-contained appraisal report. Any lands
designated for park, open space or civic uses within this CFD and not subject to special
tax are not included in this assignment.

CONSULTING REAL ESTATZ APPRAISERS
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The commercial land and any improvements are valued in their "As Is" condition
as of the date of value. Site development for CFD No. 5, is in a near finished site
condition with on-site infrastructure under construction. Parcels 1 and 3, Target and
Kohl's, are not subject to the Special Tax of CFD No. 5. These properties and their
buildings are not included in this appraisal.

We have analyzed the subject property based upon the proposed uses and our
opinion of its highest and best use. We have searched for sales of commercial land to
estimate the value of the property.

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

1. Gathered and analyzed demographic data from sources including
the California Department of Finance (population data), Employment
Development Department of the State of California (employment
data), City of Moreno Valley (zoning information, building permit
trends), Moreno Valley Chamber of Commerce (local demographic
trends), CB Richards (retail rents and sales, inventory levels, and
absorption), and brokers of comparable projects (market trends of
commercial land sales). Subject information was gathered from the
developer and their consultants.

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

3. Gathered and analyzed comparable commercial land sales within
the Riverside County market area, and shopping center absorption
information, within the subject's primary and secondary market
areas, Data was gathered from sources including Comps.com,
brokers, appraisers, builders active in the area and developers within
the Riverside County area. Where feasible, data were confirmed with
both the buyer and seller. The data gathered are presented on
individual data sheets within this report.

Date of Value and Report
The opinion of Market Value expressed in this report is stated as of March 19,
2007. The date of the appraisal report is March 23, 2007.

CONSULTING REAL =STATE APPRAISERS
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Date of inspection
The subject property was inspected on numerous occasions, with the most recent
on March 18, 2007.

Property Rights Appraised
The property rights appraised are those of the fee simple estate subject to special
tax liens of the real estate described herein.

Property Identification
The subject property is a portion of the proposed Stoneridge Towne Centre. This
shopping center will encompass 56.23 acres to be improved with 563,328 square feet of

retail space. The two parcels to be improved with the Target and Koh''s are not subject to
the Special Tax of CFD No. 5. The acreage subject to the Special Tax of CFD No. 5 is
32.95 acres. Of the taxable acreage, 7.64 acres will not be developed at this time. The
25.31 acres that are being developed will contain 202,024 square feet of retail space.
Excluding the Target and Kohl's not subject to the special tax, the taxable portion of the
District will contain Best Buy, Office Max, Dress Barn, Famous Footwear, Washington
Mutual, Pomona First Federal, Jack-in-the-Box, Jamba Juice, Roundtable Pizza,
Starbuck’s, Subway, Verizon and T-Mobile.

Please refer to the map on the following page, which outlines the boundaries of
CFD No. 5.

CONSUITING REAL ESIAT = APPRAISERS
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Boundaries of CFD No. 5

NASON ST.

PROPOSED BOUNDARY OF
COMMUNITY FACILITIES DISTRICT No. 5

OF THE CITY OF MORENO VALLEY
COUNTY OF RIVERSIDE,
STATE OF CALIFORNIA

| w5t STATE_HWY 60

ey e

SCME 1m200

WIW AP SHOUNC IHE PROPOSED SOUMONNE OF COMAAITY FACLITES (ST
OG0 VAt EY, DAMTY OF ANEYSESE STATE OF CALROA WaS IARROUD By D& TV COMCA
s MEETVG HENEDF. HLD O BE . DAY OF
Y
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Legal Description and Ownership

As previously mentioned, the subject of this appraisal includes a portion of the
Stoneridge Towne Center, currently under construction. The legal description includes
Parcels 1 to 24 of Parcel Map No. 34411, although Parcels 1, Target, and 3, Kohl's, are
not subject to the Special Tax. Title to the entire appraised property is vested in:

Stoneridge Centre Partners, L. P.

Property History

The subject property has been owned by the developer or an affiliate for over three
years. The property was purchased from Centex on August 25, 2003. The purchase
included approximately 150 acres. The purchase price for the 150 acres was $8,100,000
or $54,000 per acre. On June 27, 2006, Parcel 1 of PM 34411, containing 15.76 acres,
sold to Target for $1,470,150 plus $653,400 for public infrastructure in lieu of inclusion
into CFD No. 5. On June 27, 2006, Parcel 3 of PM 34411, containing 7.52 acres, sold to
Kohl's for $2,200,000 plus $957,392 for public infrastructure in lieu of inclusion into CFD
No. .

Definitions
Market Value'

The most probable price in tems of money which a property should bring in
a competitive and open market under all conditions requisite to a fair sale,
the buyer and seller, each acting prudently, knowledgeably and assuming
the price is not affected by undue stimulus. Implicit in this definition is the
consummation of a sale as of a specified date and the passing of title from
seller to buyer under conditions whereby:

(a) Buyer and seller are typically motivated.

(b)  Both parties are well informed or well advised, and each acting in
what he considers his own best interest.

(¢)  Areasonable time is allowed for exposure in the open market.

() Payment is made in terms of cash in U.S. dollars or in terms of

! Part 563, subsection 563.17-1 a{b)(2), Subchapter D, Chapter V, Title 12, Code of Federal Regulations.

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

Fee Simple Estate®

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

Fee Simple Estate Subject to Special Tax and Special Assessment
Liens

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

The Market Value included herein, reflects the value potential buyers would
consider given the special tax lien of CFD No. 5.
Retail Value

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

Blue-Top Graded Parcel

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

Finished Site®

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

2 The Dictionary of Real Estate Appraisal, Third Edition, published by The Appraisal Institute, 1993, Page

140

3 Ibid, Page 334

CONSULTING REAL ESTATE APPRA.SERS
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Mass-Graded Parcels

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

Assumptions and Limiting Conditions

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

assumptions and limiting conditions:

disclose any extraordinary assumption or limiting condition that directly affects an
appraisal analysis, opinion, or conclusion.” In compliance with S.R. 2-1(c) and to assist

the reader in interpreting the repot, the following contingencies, assumptions and limiting

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

conditions are set forth as follows:

Contingencies of the Appraisal

The appraisal is contingent upon the successful issuance and funding of
bonds for CFD No. § through the City of Moreno Valley. The special tax
formula was prepared on behalf of the City of Moreno Valley by Harris and
Associates, tax consultants.

The Market Value estimates stated in this report reflect a portion of the
funding for the infrastructure improvements and fees from the proceeds of
CFD No. 5. The public improvements and fees to be financed by CFD No.
5 include water and sewer facilities, street improvements, traffic signals,
drainage improvements, electrical improvements and fees. The total bond
proceeds available as construction funds and fees are $4,000,000. If the
CFD is not funded and/or the amount or timing of the reimbursements to
the developer should change, the value opinion stated herein could change.
Please refer to the Valuation section for further detail of the reimbursements
and timeline for reimbursement.

The infrastructure costs and grading costs have been provided for our
review by the developer. It is assumed that all conditions for site
development as indicated in the Conditions of Approval are included in the
infrastructure costs. A specific assumption of this appraisal report is that the
costs are accurate.

CONSULTING REAL ESTATE APPRAISCRS
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The individual parcel sizes have been calculated by Development Resource
Consultants. We have refied on their calculations in estimating taxable
acreage. Our value estimate is, in part, based on the accuracy of this
information.

Assumptions and Limiting Conditions

No responsibility is assumed by your appraisers for matters that are legal in
nature. No opinion of title is rendered, and the property is appraised as
though free of all encumbrances and the title marketable. No survey of the
boundaries of the property was undertaken by your appraisers. All areas
and dimensions furnished to your appraisers are presumed to be comect.

The date of value for which the opinions of Market Value are expressed in
this report is March 19, 2007. The dollar amount of this value opinion is
based on the purchasing power of the United States dollar on that date.

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

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

The appraisers were provided with one soil report for a 150-acre site which
includes the subject property plus the adjacent residential property to the
south. The report was prepared by Converse Consultants on May 14, 2004.
All of CFD No. 5 has been graded and improved to finished site condition.
For purposes of this appraisal, the soil is assumed to be of adequate load-
bearing capacity to support all uses considered under our conclusion of
Highest and Best Use.

The appraisers have been provided with one title report for CFD No. 5.
The report was prepared by Chicago Title Company. For purposes of this
appraisal, we are not aware of any easements, encroachments or
restrictions that would adversely impact the value of the subject
properties. Special taxes for CFD No. 5 were listed on the title report.

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

CONSULTING REAL CSTATE APPRAISTRS
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Since earthquakes are common in the area, no responsibility is assumed
for their possible affect on individual properties, unless detailed geologic
reports are made available.

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

The appraisers assume no responsibility for economic or physical factors
that may occur after the date of this appraisal. The appraisers, in rendering
these opinions, assume no responsibility for subsequent changes in
management, tax laws, environmental regulations, economic, or physical
factors that may or may not affect said conclusions or opinions.

No engineering survey, legal, or engineering analysis has been made by us
of this property. It is assumed that the legal description and area
computations furmished are reasonably accurate. However, it is
recommended that an analysis be made for exact verification through
appropriate professionals before demising, hypothecating, purchasing or
lending occurs.

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

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

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

CONSULTING REAL ESTATE APPRAISERS
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The distribution, if any, of the total valuation in this report between land and
improvements applies only under the stated program of utilization. The
separate allocations for land and improvements must not be used in
conjunction with any other appraisal and are invalid if so used.

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

The property appraised is assumed to be in full compliance with all
applicable federal, state, and local environmental regulations and laws, and
the property is in conformance with all applicable zoning and use
ordinances/restrictions, unless otherwise stated.

The Americans with Disabilities Act ("ADA”} became effective January 26,
1992. We have not made a specific compliance survey and analysis of this
property to determine whether or not it is in conformity with the varicus
detailed requirements of the ADA. It is possible that a compliance survey of
the property, together with a detailed analysis of the requirements of the
ADA, could reveal that the property is not in compliance with one or more of
the requirements of the Act. if so, this fact could have a negative effect on
the value of the property. Since we have no direct evidence relating to this
issue, we did not consider possible non-compliance with the requirements
of the ADA in estimating the value of the property.

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

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

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

The appraisers have personally inspected the subject property; however, no
opinion as to structural soundness of existing improvements or conformity
to any applicable building code is made. The appraisers assume no
responsibility for undisclosed structural deficiencies/conditions. No

CONSULTING REAL =STATE APPRAISERS
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consideration has been given in this appraisal to personal property located
on the premises; only the real estate has been considered unless otherwise
specified.

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

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

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

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

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

CONSULTING REAL ESTATE APPRAISERS
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AREA DESCRIPTION

The following section of this report will summarize the major demographic and
economic characteristics such as population, employment, income and other pertinent
characteristics for the Southem California region, Riverside County, City of Moreno Valley

and the subject market areas.

The Southern California region, as defined in this report, encompasses six
individual counties including Los Angeles, Orange, Riverside, San Bernardino, San
Diego, and Ventura Counties. The Southern California region extends from the California-
Mexico border on the south to the Tehachapi mountain range on the north and from the
Pacific Ocean on the west to the California-Arizona border on the east. The region covers
an estimated 38,242 square miles and embodies a diverse spectrum of climates,
topography, and level of urban development. Please refer to the following page for a

location map.

Population

The Southern California region has added about 7.7 million new residents since
1980 as indicated in the table shown on page 14. According to the California Department
of Finance, the most recent data available indicate that as of January 20086, the regional
population stood at over 21.1 million. If the region were an individual state, it would rank

as one of the most populous in the nation.

Since 1981, annual population gains from natural increase and immigration have
ranged from a low of 131,400 persons in 2002 up to 568,645 persons in 1989. These
figures represent annual gains of 0.7% to 3.5%. During the past five years, the population

of the six-county Southern California region grew by 1.2% to 2.0% per annum.

CONSULTING RLCAL ZSTATC APPRAISCRS
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N As of January 2006 the population of the six-county area stood at 21,147,200
b‘:;:tg&? : ] g ’ . persons. Looking toward the future it is estimated that the region's population will continue
: ) to climb as new residents seek out the southern California area. During the economic

downturn from 1992 through 1986, and continuing through 2006, the population growth
rate declined compared to the growth experienced in the late 1980s.
Population Trends
1980-2006
Average Annual Change
Year Population Nurnber Percent
1980" 13,359,673 - -
1981 13,671,785 212,112 1.6%
1982 13,868,390 296,605 2.2%
Mentone 1983 14,179,920 311,530 2.2%
1984 14,483,010 303,090 2.1%
1985 14,765,200 312,180 2:2%
; i 1986 15,189,600 394,400 2.7%
Y oronge 1987 15,613,100 423,500 2.8%
LR | 1988 16,027,400 414,300 2.7%
1989 16,460,900 433,500 2.7%
1990 17,029,545 568,645 3.5%
/ 1991 17,232,000 202,455 1.2%
Home Gardens Woodgies 1992 17,539,200 307,200 1.8%
. " 1993 17,746,100 206,900 1.2%
1994 17,862,000 115,800 0.7%
1995 17,949,300 87,300 0.5%
1996 18,041,500 92,200 0.5%
1997 18,223,500 182,000 1.0%
1998 18,467,800 244,300 1.3%
1999 18,750,300 282,500 1.5%
2000 19,187,500 437,200 2.3%
2001 19,522,500 335,000 1.7%
2002 19,819,900 397,400 2.0%
2003 20,299,100 379,200 1.9%
2004 20,629,300 330,200 1.6%
2005 20,902,600 273,300 1.3%
2006 21,147,200 244,600 1.2%
* April 1, 1980, 1990, and 2000, all other years January 1
Source: California Department of Finance. 5/06

The tuture rate of growth will depend on a number of factors that may dramatically
affect the region. Some of the major factors include availability of developable land,
availability of water, national economic climate, and public policy toward growth and the
assimilation of a large number of new foreign immigrants. The continued growth of the

CONSULTING REAL ESTATE APPRAISERS
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population within the region, even during periods of economic slow down, provides a

positive indicator as to the desirability of the Southern California region,

Employment

In conjunction with the population growth, a key indicator of the region's economic
vitality is the trend in employment. The most common measure of employment growth is
the change in non-agricultural wage and salary employment. The table below illustrates

the non-agricultural wage and salary employment trends in Southern California.

Southern California Region
Employment Trends

1983-2005'
Average Annual Change
Year Employment Number Percent
1983 5,691,000 - -
1984 5,960,100 269,100 4.7%
1985 6,198,400 238,300 4.0%
1986 6,384,500 186,100 3.0%
1987 6,664,000 279,500 4.4%
1988 6,903,800 239,800 3.6%
1989 7,096,000 192,200 28%
1990 7,288,100 192,100 2.7%
1991 7,104,000 (184,100) (2.6%)
1992 6,900,700 (203,300) (2:9%)
1993 6,798,100 (102,600) (1.5%)
1994 6,833,900 35,800 0.5%
1995 6,957,800 123,900 1.8%
1996 7,084,100 126,300 1.8%
1997 7,300,900 216,800 3.1%
1998 7,546,800 245,900 3.4%
1999 7,767,800 221,000 2.9%
2000 7,985,900 218,100 2.8%
2001 8,082,300 96,400 1.2%
2002 8,073,100 (9,200} (0.1%)
2003 8,102,100 29,000 0:4%
2004 8,224,600 122,500 1.5%
2005 8,362,000 137,400 1.7%
" 2005 benchmark
Source: Employment Development Department 5/06

In the Southern California region, average annual non-agricultural employment has
grown from 5,691,000 jobs in 1983, to a then peak employment of 8,082,300 in 2001.

CONSULTING REAL ESTATE APPRAISERS
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Employment declined to 8,073,100 in 2002. This decline was mostly caused by a 40,100
job decrease in Los Angeles County. In 2005, employment climbed to a new record level,
8,362,000. This was in spite of Los Angeles County only adding an additional 20,000+
jobs. This represents an increase of over 280,000 new jobs over the past five years.

As the economy entered into an economic recession during the latter part of 1990,
employment growth slowed. The average annual gain in 1990 was approximately
192,100 jobs or 2.7%. In 1992 when the full weight of the recession was felt, area
employment suffered the highest annual decline in jobs registered in the last decade,
losing nearly 204,000 jobs or a percentage decrease of 2.9%. This was followed by
further employment declines of 102,600 jobs in 1993. It appears that by the middle of
1994, the economic recovery finally began to take hold in the Southern Califomia region.
The adverse employment issues experienced in the prior three years had abated. In
1997, total non-agricuitural employment stood at 7.2 million, finally exceeding the prior
high in 1990. As of year-end 2002, employment was over 8.0 million. Forecasts prior to
September 11, 2001, indicate that job growth would continue to be positive in 2001 and
increase moderately over the next one to two years. However, with the terrorist attack on
the United States and the conflict with Iraq, most economists are saying we were in a flat
to slightly declining economy, during 2002 and first half of 2003, but that we began
recovery during the second half of 2003. 2003 showed a small increase over the previous
high mark in 2001. 2004 had a moderate gain over 2003. Employment gains have
recovered in 2005 with an additional 137,400 new jobs or a 1.7% increase.

Employment among the individual industry categories reflects some fundamental
regional changes in the economy during the past decade. The level of mining activity in
Southern California continues to steadily decline as reflected in the consistent decrease in
mining employment. Construction employment, as of 1989, was at a high level in
response to the level of construction activity that had occurred in the region during the
past five years. During the period from 1991 through 1994, construction employment
declined in response to decreased residential and commercial construction activity. From

CONSULTING REAL ESTATE APPRAISERS
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1994 through 2005, as the economy rebounded, residential construction increased

bringing back more than the construction jobs lost during the recession.

Total manufacturing employment in the region has exhibited little gain from the
levels recorded in 1980. Due to the high labor, land, and capital costs in most of the
Southern California region, some manufacturing firms have expanded or relocated their
manufacturing operations outside of the area.

The Southern California economy, which historically depended heavily on
aerospace and defense related employment, has been dealt a double blow. First from the
reduction of the space program and reduced defense spending which affected
manufacturers and suppliers, and second from the closure of several military bases which
has had a ripple effect throughout the local economy. Areas heavily dependent on military
spending will be impacted as the units are deployed abroad.

The finance, insurance, and real estate ("FIRE") employment category grew
rapidly as the economy recovered from the 1981-1982 national recession. As the
economy entered a new recessionary cycle, the FIRE employment sector exhibited little
growth from 1991 through 1995. Some of the manufacturing and aerospace jobs
permanently displaced from the economy were slowly being replaced with administrative,
marketing and research employment. It is reasonable to assume that similar stagnant
growth in this area will be experienced during the current economy.

The employment group that has contributed most to the employment growth in the
region is the service sector. Since 1980, the majority of all new jobs have been created in
the service category. The service sector was the leader in new job growth during the
years that followed the economic recovery from the 1990 recession.

Government employment tends to mirror the growth of the population that it
services. It is expected that government employment will grow at a rate similar to the area
population. The future employment growth in the Southern California region is expected
to continue but at a level moderately lower than recent years. Factors that will affect

employment growth include the direction of the national economy, wage levels, housing
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prices, and population trends. Given the national disaster of September 11, 2001,
government should not experience layoffs; on the contrary, growth particularly in the
defense sector should occur. However, the California state budget deficit has negatively

impacted both state and local government employment.

Riverside County

Riverside County consists of 24 individual cities and numerous unincorporated
communities. Riverside County is typically grouped with adjacent San Bernardino County
to form the Riverside-San Bernardino Metropolitan Statistical Area ("MSA"). This area is
commonly called the Inland Empire. Riverside County is bounded by Orange County to
the west, San Bernardino to the north, the state of Arizona to the east, and San Diego
County to the south.

The major urbanized areas are located in the western portion of the County. The
major incorporated cities include the cities of Riverside, Corona, and Moreno Valley.
These areas were the most active areas for new growth during the mid 1980's until the
recession took hold during 1980. The area which encompasses Lake Elsinore, Murrieta,
Menifee Valley and Temecula has also experienced rapid growth since the mid 1980's.
The areas that have experienced the most active growth during the 1980s also suffered
the most during the lengthy recession. However, since 1996, residential activity has
increased due to downsizing of product with more affordable pricing, and the general
improvement in the regional economy.

Population

Riverside County has more than tripled its population, adding approximately
1,290,000 new residents since 1980 as illustrated in the following table. As of the 2000
Census, the countywide population stood at 1,545,387 residents. The 2006 estimate by
the State of California indicates that the County had 1,953,300 residents on January 1,
2006. Annual population gains, from natural increase and immigration, have ranged from
44,813 persons in 2001 up to 81,300 persons in 2004. From 1991 to 1996, the rate of
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growth in population declined moderately each year. Recent gains of 44,799 to 81,300
persons represent annual changes of 2.9% to 4.7%.

The future rate of growth within the County will depend on a number of factors.
Some of the major factors include availability of developable land, availability of water,
national and regional economic climate and public policy toward growth.

The areas within the County that will continue to experience the largest share of
the new population growth will be the Corona-Riverside area and the area between Lake

Elsinore, Sun City and Temecula.

Riverside County
Population Trends
1980-2006

Average Annual Change
Year Population  Number Percent
1980 663,199 - -
1985 815,100 30,380 4.6%
1990 1,170,413 71,063 6.0%
1991 1,223,200 52,787 4.5%
1992 1,268,800 45,600 3.7%
1993 1,304,400 35,600 2.8%
1994 1,332,000 27,600 2.1%
1995 1,366,600 23,600 1.8%
1996 1,381,900 26,300 1.9%
1997 1,400,400 18,500 1.3%
1998 1,447,200 46,800 3.3%
1999 1,473,300 26,100 1.8%
2000 1,545,387 72,087 4.9%
2001 1,590,200 44,813 2.9%
2002 1,653,800 63,600 4.0%
2003 1,726,300 72,500 4.4%
2004 1,807,600 81,300 4.7%
2005 1,888,300 80,700 4.5%
2006 1,963,300 65,000 3.4%

April 1, 1980, 1990, 2000; all other years January 1.
Source: California Department of Finance, U.S. Gensus 5/06
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Employment

Employment data for Riverside County are compiled for the entire MSA, which
includes San Bernardino and Riverside Counties. These counties have a diverse
economy, with manufacturing, construction and tourism being the major industry groups.
In conjunction with the rapid population growth experienced in the past two decades, the
employment base has continued to grow and diversify. The Inland Empire's
unemployment rate is moderately above the Southern California average and similar to
the State. The higher unemployment rate is due to the seasonal nature of agricultural
employment in the area. The following exhibit illustrates the area's unemployment
compared to California as of December 2006. Unemployment rates have declined 64%
from the recession high of 12.2% in 1993.

Labor Force Unemployment

California 17,903,500 4.6%
Inland Empire 1,768,600 4.4%

The most common measure of employment growth is the increase in
nonagricultural employment. Nonagricuitural employment is outlined in the following
exhibit. During the 1980's the Intand Empire’s employment base expanded rapidly as the
area moved away from its military and government oriented employment base to a more

fully diversified economy.

Nonagricultural employment has grown from an annual average of 443,100 jobs in
1983 to 1,235,400 jobs in 2005. This represents an increase of over 792,000 new jobs
created in San Bemardino and Riverside Counties during the past 22 years. Job gains
peaked in 1990 with 67,000 new jobs. Since 2000, job increases have ranged from
34,100 new jobs to a near record increase of 59,300 new jobs in 2004, The percentage
increases have ranged from 3.2% to 5.2%. The following table illustrates the annual
employment trends from 1983 through 2005. In December 2006, the non-agricultural
employment had increased to 1,275,300, a 2.4 increase from December 2005.
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Employment among the individual industry categories reflects changes in the
Inland Empire economy during the past decade. Construction employment gains
generally mirror the regional economy. In response to the high level of construction
activity that occurred in the County during the period from 1984 to 1989, construction
employment reached nearly three times the level recorded in 1982. From 1992 through
1995, construction employment declined in response to decreased building activity. The
2005 levels were more than double the 1993 low.

San Bernardino-Riverside MSA
Employment Trends

1983-2005
Average Annual Change

Year Employment  Number Percent
1983 443,100 -

1984 473,600 30,500 6.9%
1985 514,100 40,500 8.6%
1986 551,400 37,300 7.3%
1987 588,700 37,300 6.8%
1988 625,100 36,400 6.2%
1989 668,200 43,100 6.9%
1990 735,200 67,000 10.0%
1991 741,600 6,400 0.9%
1992 751,500 9,900 1.3%
1993 755,800 4,300 0:6%
1994 772,800 17,000 22%
1985 801,700 28,900 3.7%
1996 824,800 23,100 2.9%
1997 863,200 38,400 4.7%
1998 903,800 40,600 4.7%
1999 960,300 56,500 6.3%
2000 1,010,100 49,800 5.2%
2001 1,050,700 40,600 4.0%
2002 1,084,800 34,100 3.2%
2003 1,119,400 34,600 3.2%
2004 1,178,700 59,300 5.3%
2005 1,235,400 56,700 4.8%

2005 Benchmark
Source: Employment Development Department 5/06

The number of manufacturing jobs in the Inland Empire has increased over 45%
from the levels recorded in 1991. However, manufacturing jobs declined 5.5% from the
2000 high of 120,000 jobs to 113,400 jobs by 2003, but increased back to 120,200 in

CONSULTING REAL ESTAIE AP-RAISERS

21

HRA

2005. Due to the high labor and capital costs in Los Angeles and Orange Counties,
manufacturing firms have expanded or relocated some of their manufacturing operations
to Riverside and San Bemardino counties to take advantage of the labor force and lower

land costs.

Transportation and public utilities employment tend to mirror population growth. In
the Inland Empire the finance, insurance and real estate ("FIRE") category is still a small
segment of the employment picture.

A significant number of the new jobs created in the last 15 years have been
created in the service sector. The service sector will continue to play a major role in
employment growth during the next few years. Government employment is a major
employment sector in the Inland Empire due to the rapid growth.

The future employment growth in the Inland Empire is expected to continue as
more firms relocate to the area to take advantage of lower land prices and the abundant
labor pool. Factors that will affect employment growth inciude the direction of the state
and national economy, and consumer confidence. Due to the terrorist attack on
September 11, 2001 and the Iraq conflict, consumer confidence was negatively impacted.
Most economists report that we were in a flat economy in 2002 and the first half of 2003,

but that we began recovery during the second half of 2003. The recovery continued into
2007.

Income

The average household income in Riverside County is estimated to be $64,601.
The median household income stands at $49,128. These figures are moderately below
the Southern California region average. The lower income level is due to the lower wages
in agriculture, manufacturing, service and government employment. The household
income distribution for Riverside County is illustrated in the following table.
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County of Riverside
Household Income Distribution
2006
Income Range Households Percent 1/
Less than $15,000 79,214 12.60%
$15,000 - $24,999 77,692 11.56%
$25,000 - $34,999 70,749 11:20%
$35,000 - $49,999 97,465 15.50%
$50,000 - 874,999 121,784 19.36%
$75,000 - $99,999 77,360 12:30%
$100,000 - $149,999 74,100 11.78%
$150,000 or more 35544 5.66%
Total 628,908 100.0%
Median Househald Income $49.128
Average Household Income $64,601

1/ Percent of total distribution
Source: Claritas  5/06

Retail Sales

Retail demand continues to be fueled by the growth in population as outlined
previously. For Riverside County, taxable retail sales have increased from $3.9 billion in
1985 to over $7.1 billion by 1994 and to over $20.8 billion by 2005. During the past seven
years, annual changes have ranged from an increase of $768 million in 1998 to an
increase of $2.7 billion in 2004, as shown on the next table. Data for 2006 are not
available as of the date of this report, although on a statewide basis, retail sales were
reportedly up over 7% in 2006.

The increases in retail sales are due to the exceptionally high County population
growth rates experienced during the period from 1983 through 1990. During the period
from 19391 through 1993, retail sales were stagnant due to the economic recession. From
1994, and continuing through 2005, there was a significant rebound in retail sales. Official
state reports for 2006 will not be released until later this year. In the future, retail sales

growth should mirror the population growth in the County.
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Riverside County
Retail Sales Trends 1/

1985-2005
Taxable Average Annual Change
Retail Sales Number
Year (000's) (000's) Percent
1985 $3,974,400 $319,632 8.7%
1986 $4,338,628 $364,228 9.2%
1987 $4,868,644 $530,016 12:2%
1988 $5,486,787 $618,143 12.7%
1889 $6,257,222 $770,435 14.0%
1990 $6,596,974 $339,752 54%
1991 $6,389,890 ($207,084) (3.1%)
1992 $6,684,107 $294,217 46%.
1993 $6,716,783 $32,596 0.5%
1994 $7,131,216 $414,513 6.2%
1995 $7,435,414 $304,196 4.3%
1996 $8,003,061 $567,647 76% |
1997 $8,508,010 $504,949 ©.3%
1998 $9,276,448 $768,438 9.0%. |
1999  $10,685,724 $1,400,278 15.2%
2000  $12,190,474 $1,504,750 14.0%
2001 - $13,173,281 $982,807 81%
2002 $14,250,753 $1,077,472 8.2%
2003 $16,030,952 $1,780,199 12.5%
2004  $18,715,949 $2,684,997 16.7%
2005  $20,839,212 $2,123,263 11:3%

1/ Taxable Retail Sales Total {not adjusted for infiation)
Source: State Board of Equalization  1/07

Transportation

Riverside County is served by a major airport, Ontario Intemational, located in
adjoining San Bernardino County. Several major airlines have flights into Ontario, while
international flights can be booked out of Los Angeles International Airport.

A network of freeways links most urbanized areas of the County. The major north-
south arterials are the Corona (15) and Escondido (215) Freeways. The Pomona
Freeway (60) provides east-west access to the Los Angeles area and the desert areas of
Riverside County. The Riverside Freeway (91) provides access to Orange and Los
Angeles Counties.
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Environmental Concerns

The Endangered Species Act of 1973 precludes any activity that constitutes a
taking of a federally listed endangered species except by permit. Numerous areas within
Riverside County have been identified as containing potential habitat of the Stephen's
Kangaroo Rat, a listed species. The evidence of habitation by this rat has resulted in
delays or substantial revisions of proposed developments. The California Department of
Fish and Game is currently reviewing the status of additional wildlife for possible inclusion
on a list of endangered or threatened species. A Multiple Species Habitat Conservation
Plan (MSHCP) was approved by the County Board of Supervisors on June 17, 2003. The
MSHCP is a comprehensive, multi-jurisdictional effort that includes the County and 14
cities. This plan focuses on the conservation of 146 species. The MSHCP consists of a
reserve system of approximately 500,000 acres of which 347,000 acres are within public
ownership and approximately 153,000 acres are in private ownership. The purchase of
the privately owned lands will be funded by an adopted fee. A MSHCP fee of $1,651 per
dwelling unit is imposed for housing built in the MSHCP area.

Conclusion

In summary, the region exhibited very strong population and employment growth
during the 1980 to 1989 period. The recession of the early 1990s had significantly slowed
population growth and resulted in overall job losses from 1990 to 1995. Over the past
seven years, as the economy recovered, population and employment growth have been
stronger than during the prior growth years of the 1980s. The long-term outlook for the
region remains positive as the elements of abundant affordable land and labor still exist.
Future growth will, however, continue to be affected by the trends in the overall economy.
Riverside County's economic environment should follow a path similar to that of the other
Southern California counties.

Moreno Valley

Moreno Valley is located in the western portion of Riverside County,
approximately 63 miles east of Los Angeles and 10 miles east of the City of Riverside.
The City of Moreno Valley, incorporated on December 3, 1984, grew from a small

collection of rural communities known as Sunnymead, Edgemont and Moreno. Moreno
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Valley is adjacent to the City of Riverside, and east of the interchange of the 215 and
60 Freeways. It is bounded to the north by the Box Springs mountains and mostly
undeveloped unincorporated Riverside and San Bemardino counties, with the City of
Redlands further north. To the south are the Lake Perris State Recreation Area and the
City of Perris. To the east, the 60 Freeway extends through the Badlands Hills to the
Beaumont/Banning area. To the west and south is the City of Riverside and
unincorporated area occupied by March Air Reserve Base. A Location Map is on the
following page.

Population

The City was incorporated in December 1984. At the time of incorporation, the
population stood at approximately 57,600 as shown on page 28. Annual population
gains ranging from a high of 16,489 persons in 1990 to a loss of 200 persons in 1995
have brought the City's 2006 population to 174,600. The U. 8. Census Bureau ranked
Moreno Valley as the fastest growing City in America, in the 1990 Census. However,
over the last five years, the increases have ranged from 2.1% to 5.7% per year, Moreno
Valley is now the second largest City within Riverside County.
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Moreno Valley
Population Trends
1980-2006
Average Annual Change

Year Population Number Percent

1980 28,139 - -
1985 57,600 5,896 20.9%
1990 118,779 12,236 21.2%
Ave 1991 126,000 7,221 6.1%
o 1992 129,400 3,400 2.7%
Tg 1993 130,900 1,500 1.2%
= 1994 132,100 1,200 0.9%
g 1995 131,900 ( 200) (0.2%)
ok Aye™ e . 1996 133,400 1,500 1.1%
Bhy-five Bhihys 1997 134,600 1,200 0.9%
SN Ll EEe)  [messandio BV 1998 137,200 2,600 1.9%
orenao. I - 1999 139,800 2,600 1.9%
=) 2000 142,381 2,581 1.8%
2001 144,300 1919 1.3%
2002 147,300 3,000 214%
2003 151,800 4,500 3.1%
2004 157,800 6,000 3.9%
2005 166,400 8,600 5.7%
2006 174,600 8,200 4.9%

*April 1, 1980, 1890, 2000, all other years January 1
Source: California Depart. of Finance, U.S. Census  5/06

Income Levels

The Riverside County area has a moderately lower income level than other
sections of Southern California. The City of Moreno Valley has a slightly higher median
income level when compared to the Riverside County area as a whole, but it has a lower
average income. The median household income for the City of Moreno Valley is $51,449.
The average household income is $60,241. The following table summarizes the 2006
estimated income levels for the City of Moreno Valley.
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City of Moreno Valley

Households 2006
Income Range Percentage
Under $15,000 10.08%
$15,000 to $24,999 10:58%
$25,000 to $34,999 10.71%
$35,000 to $49,999 17.31%
$50,000 to $74,999 22.71%
$75,000 to $99,999 14.43%
$100,000 to $149,999 11.38%
$150,000 Flus 2.79%
Average $60,241
Median $51,449
Per Caeita $16,411
Claritas 8/06

Employment

The State Department of Labor reports that approximately 76,000 residents of
the City are employed. The City reports that there are over 28,500 jobs located within
the City limits. The City of Moreno Valley has provided information on the major
employers in the City, updated in December 2006, which are shown on the following
table.

Organization Employees Business Type

March Air Reserve Base 8,482 Military Installation
Moreno Valley USD 3,519 Public Schools
Riverside Co. Regional Medical Center 1,700 County Medical Center
Moreno Valley Mall 1,669 Retail Mall
Riverside Comm. College/MV Campus 1038 Higher Education
City of Moreno Valley 811 Municipal Government
Val Verde USD 721 Public Schools
Thor 704 R. V. Manufacturer
Walgreen Co. 650 Retail Distribution
Ross 600 Retail Distribution

Transportation

Transportation is provided by the Pomona/Moreno Valley Freeway (60) and the
Escondido Expressway (215). The City is generally considered to be an entry-level
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housing, residential suburban community. The freeways provide access fo employment
centers in Ontario, Orange County and Los Angeles County.

Retail

The major shopping district is located at the western edge of the city. The
TownGate area features the Moreno Valley Mall, a 1.25 million square foot indoor
shopping mall anchored by Sears, JCPenny, Robinsons-May, and Gottschalks. This
center is undergoing a 150,000 square foot expansion including a multi-screen theater.
Adjacent is TownGate Crossing a new 237,000-square foot destination retail
development anchored by Lowe's and Circuit City. TownGate Center nearby is
anchored by Mervyn's, Ross Dress For Less, and Staples. Merchant Square at
TownGate is home to Costco. The only existing major retail development in the eastern
sector of the city is Moreno Beach Plaza, anchored by a 150,000-square foot Wal-Mart
with 16 additional restaurant and service out pads. This existing center is adjacent to
the east border of the subject center. Additional future centers in the subject market
area include three proposed centers at Alessandro Boulevard and Moreno Beach Drive,

and a proposed center at Alessandro Boulevard and LaSalle Street.

Housing

The vast majority of residential improvements are less than 15 years old. The
more expensive residences are located north of the 60 Freeway and south within the
large master-planned community of Moreno Valley Ranch, near where the subject
District is located. In addition to these areas, there is a wide variety of residential
products and price ranges available. During the 1980s, Moreno Valley provided an
affordable housing alternative to high housing prices in Los Angeles, San Diego, and
Orange Counties. The factors which encouraged such unprecedented growth rates
diminished during the 1990s. The recession dampened the demand for housing, as did
increasing traffic congestion. The cities of Corona and Riverside lifted growth
moratoriums. Other residential demand was siphoned off toward the Victor Valley or

Temecula, where access was improved by the completion of the 15 Freeway. The
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in Orange County resulted in the introduction of smaller, more affordable housing,
which also competed with the Moreno Valley market.

Housing prices within Moreno Valley, which had rapidly escalated during the
growth years, declined even more rapidly following the 1991 recession than in other
areas. Developers as well as homebuyers who had purchased at the peak of the growth
era were unable to sell in the diminished market environment, and foreclosures of
vacant parcels and homes increased. The Moreno Valley Ranch planned community
was significantly impacted by the changes in housing demand during the early 1990s.
The developer and major land financier defaulted and the RTC sold extensive
residential and commercial land in that community.

it took over a decade for Moreno Valley to regain strength in the housing market.
However, over the past § to 6 years, Moreno Vailey experienced a major recovery in
buyer interest and new home sales in the City have significantly increased, from levels
experienced during the 1990's. Over 8,000 dwelling units have been built or are under
construction since 2000. The City’s average new home price is over $400,000. The new
home sales volume is projected to continue to rise at a steady albeit slower pace for the
foreseeable future. New home prices have declined from their 2005-2006 highs.

Local Economy

Despite the negative impacts on the housing market, the rapid expansion of the
1980s brought significant commercial and industrial development to Moreno Valley.
Moreno Valley has become a major retail center for the area and master-planned
business parks have attracted additional employers. Major commercial developments
and planned projects within the City of Moreno Valley are summarized below.

Commercial Centers:

Moreno Valley Mall at TownGate, opened in October, 1992; comprises 1.25
million square feet, 120 specialty stores; anchors are Sears, Gottschalks,
JCPenney and Macys department stores. Other community retail centers include
Moreno Beach Market Place, Alessandro Plaza, Canyon Springs Plaza, Moreno
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Valley Plaza and The Festival, Merchant's Square and TownGate Center. The
Moreno Valley Auto Mall has dealers offering Toyata, Honda, Nissan, Chevrolet,
Dodge, Chrysler, Jeep, Pontiac, Buick and GMC truck lines.

Business Parks:

CenterPointe Business Park (345 acres), the Koll Corporate Center (32 acres),
Moreno Valley Business Park (34 acres), and Moreno Valley Industrial Park (130
acres) and the Oleander Industrial complex (1,521 acre master-planned
industrial park) offer multi-tenant, light industrial and office space and vacant
parcels for a variety of business uses inciuding large scale heavy industrial uses.
The western portions of the City of Moreno Valley are within the redevelopment
project of the Economic Development Department which offers development
assistance.
The development of Moreno Vailley has allowed for the planning of parks,
schools, and commercial areas to service the residents. Moreno Valiey seeks to
become a self-sufficient, well-balanced community providing local employment

opportunities to its residents.

In conclusion, the City of Moreno Valley has rebounded from the previous
national recession and is once again in an active, but declining, real estate market. The
home prices in the City offer a better value than Riverside. The higher home prices in
the City of Moreno Valley range from $500,000 to $600,000. The majority of home
sales are in the $400,000 to $550,000 price range. Many of the more expensive homes
in Moreno Valley are located in Moreno Valley Ranch to the south. Located within three
miles of the subject are two proposed large master planned communities. Aquabella, a
2,9004 unit active adult community will be two miles south on Nason Street. Belago, a
7,700+ unit community, will be about 3 miles east at Alessandro Boulevard and
Redland Boulevard.

Immediate Surroundings

The subject CFD is located at the southeast quadrant of State Highway 60
{Moreno Valley Freeway) and Nason Street in Moreno Valley. This full interchange is in
the planning phase of a redesign and reconstruction that is scheduled to occur in 2008
and 2009. Local access to the subject is via Fir Avenue and Eucalyptus Avenue. These
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streets front the south and southeasterly frantage of Southridge Towne Centre. The S-
60 Freeway borders the north side of the District.

To the south and southeast of the subject is Stoneridge Ranch, a 600+ unit
community under construction by Beazer Homes. This community will include two

detached for-sale products and one attached for-sale product.

To the east of CFD No. 5 is the existing Moreno Beach Plaza. This 300,000
square foot center is anchored by Wal-Mart with numerous fast food tenants and local
tenants. There is land for additional construction. On the east side of Moreno Beach
Drive is the Moreno Valley Auto Mall with eight dealerships and numerous parcels of
vacant land.

On the west side of Nason Street south of Fir Avenue is a new residential project
under construction by Richmond American. To the west of this project is a built-out
subdivision built by Granite Homes. Valley View High School is at the southwest corner
of Nason Street and Eucalyptus Avenue.

The general area is mostly vacant land with some scattered dwellings.

Conclusion

The economy has experienced economic growth since the 3" quarter of 2003,
due largely to increased consumer and business spending. The anticipated continued
strength should fuel job growth. Inflation is reported to remain low, which should keep
mortgage rates from rising too steeply as the economy gains strength. The Inland
Empire’s long running housing boom has been slowing. Builders in Riverside County
increased demand for new detached housing permits and pulled 34,226 detached
residential permits during 2004 and 34,330 residential permits in 2005. Demand and
sales declined significantly in 2006. Detached permits were down over 20% in 2006,
and are forecast to decline another 15% in 2007.
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The retail market is related to the residential market. In Riverside County and
Moreno Valley the recent decline in the residential market will negatively impact the
retail market. It is projected that the residential market will continue to decline in 2007
and possibly 2008, and then remain flat for several years.

CONSULTING REAL ESTATE APPRAISERS

34



12D

HRA

SITE ANALYSIS

General

The subject property of this appraisal is CFD No. 5. The 33+ acre subject site is in
a finished site condition. The first phase of development for CFD No. 5 will consist of 25+
acres to be built-out with 202,000+ square feet of retail space. Phase 2 will consist of 8+
acres proposed for 86,000+ square feet of retail space. Parcels 1 and 3, now being built-
out with a Target and a Kohl's are not subject to the Special Tax of CFD No. 5 and not
included in this appraisal.

Location

The subject District is located on the south side of the S-60 Freeway, east of
Nason Street in Moreno Valley. Specifically, the subject is at the northeast corner of
Nason Street and Fir Avenue.

Current Site Condition

As of the date of value of this appraisal, CFD. No. 5 is in a finished site condition
with streets and utilities installed, except for the east 200+ feet of Eucalyptus Avenue,
which still needs asphalt paving. We have estimated the cost to finish at $500,000.

Size and Shape

The overall shape of the subject property is irregular and contains 32.95+ gross
acres, according to the Parcel Map. Parcel Map No. 34411 contains 68.827 gross acres
and 56.23 net acres. Parcel 1, containing 15.76 acres to be developed with a Target
and Parcel 3, containing 7.52 acres to be developed with a Kohl's are not subject to the
Special Tax of CFD No. 5§ and not included in this appraisal.

Soils and Geology

One soil report was provided for a 150-acre parcel which included the subject
District. The report was prepared by Converse Consultants and dated May 14, 2004. The
report indicates that the development as proposed is feasible, from a geotechnical

viewpoint, provided recommendations included in their report are implemented. All of
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CFD No. 5 has been graded and improved to a finished site condition. The appraisers
assume that the soil conditions allow all of the proposed development as discussed in the

Highest and Best Use section of this report and as proposed by the builder.

Topoagraphy and Drainage

CFD No. 5 is mostly level. Drainage is via natural sheet flow and percalation.
There are storm drains serving the subject properties. Storm drain capacity for the
subject was constructed during the site development process. During our inspection of
the site, we observed no drainage problems that would not be cured by the proposed
development of the site.

Zoning

CFD No. 5 is zoned C-C, Community Commercial by the City of Moreno Valley.
This zone allows for shopping center uses. The General Plan designation is
commercial.

As proposed, the subject project appears to be a legally conforming use. The
subject property is in conformance with all zoning requirements, and is assumed to be in
conformance with all governmental regulations.

Access and Circulation

CFD No. 5 is located on the south side of the S-60 Freeway at Nason Street in
Moreno Valley. Actual access to the subject site is from Fir and Eucalyptus Avenues. Fir
Avenue is dedicated 88 feet wide and Eucalyptus Avenue is dedicated 100 feet wide.
Both streets have two lanes of paving in each direction with concrete curbs and gutters,
sidewalks and lights will be installed with the on-site parking lot.

Easements
The appraisers have been provided with one preliminary title report for CFD No.
5. The title report was prepared by Chicago Title Company.
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There did not appear to be any easements, restrictions or conditions that would
adversely impact the value of the subject property. It is a specific assumption of this
appraisal that all easements and encumbrances affecting the property are not
detrimental to value. The title report did include a Notice of Special Tax Lien for CFD
No. 5.

Utilities

The subject property is served by the following companies/agencies:

Electricity Moreno Valley Utilities

Water Eastern Municipal Water District
Gas Southern California Gas Company
Sewer Eastemn Municipal Water District
Telephone Verizon

Police City of Moreno Valley

Fire Riverside County

Earthquake, Flood Hazards, and Nuisances

The subject property, as of the date of valuation, was not located in a designated
Earthquake Study Zone as determined by the State Geologist. However, all of Southern
Califomia is subject to seismic activity. CFD No. 5 is located in a Zone "X" flood
designated area according to Federal Emergency Management Agency Community
Panel No. 065074-0030B effective date May 17, 1992 and revised August 16, 2004. This
designation references an area that is outside the 500-year flood plain. Flood insurance is
not required. No other nuisances or hazards were observed on physical inspection of the
subject properties as of the date of value.

Environmental Issues
The subject site had been dry farmed or vacant for many years. The property is

reportedly not impacted by any negative environmental issues.

Taxes and Special Assessments
The individual assessor parcels have property taxes as shown on the fallowing
tables. Pursuant to Proposition 13, passed in California in 1978, current Assessed Values
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may or may not have any direct relationship to current Market Value. Real estate tax
increases are limited to @ maximum of 2% per year plus bonds, if any, according to
Proposition 13. If the properly is sold, real estate taxes are normally subject to
modification to the then current Market Value.

CFD No. 5 will have a special tax of $10,652 per developed acre, which
escalates at 2% per year. The total tax rate does not exceed 2.0% of current value.

The office of Harris & Associates has estimated the Special Taxes on the
developed commercial land within CFD No. 5. The estimated land values are based, in
part, on the Special Taxes estimated for the ultimate build-out. Within the Addenda of
this report, is a summary of the special taxes as estimated by Harris & Associates for
the developed land. The table which follows lists the 2008-07 assessed values and
taxes for each of the assessed parcels in CFD No. 5. All taxes are reported as paid in
full.

The subject property falls within the taxing jurisdiction of the Riverside County
Assessor's office. The applicable tax rate area is 21-463. The published annual tax rate
is 1.055410. In addition to the base tax rate, there is additional bond indebtedness
related to school debt service, water districts, and flood control district debt service.

The overall effective tax rate for the proposed shopping center will be
approximately 2.0% of our appraised base values, including special taxes for the City of
Moreno Valley. This tax burden is uncommon for Riverside County where tax rates in
new retail properties typically range from 1.10% to 1.30%. A survey of the subject
market area revealed that special Assessment Districts or CFDs encumber few of the
competing shopping centers. There does not appear to be a great deal of resistance to
the special tax assessments for the subject property. Tenant rents are at the high end
of the range for shopping centers in Riverside County. The following tables fist the
current assessed values and taxes for the individual subject parcels.
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CFD. No. 5
2006-2007

Assessed Value
Land Onty
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General

PROPOSED IMPROVEMENT DESCRIPTION

The portion of CFD No. 5 subject to Special Tax is proposed for development of a
288,000+ square foot shopping center. In Phase 1, there will be 202,000+ square feet of

retail space when built out. No vertical building construction has begun at this time. On-
site utility and parking lot construction has begun as of the date of value.

General

The buildings are single-tenant and multi-tenant retail buildings configured to

accommodate one to multiple users as a retail shopping center. The improvements are

designed primarily for retail use.

General Specifications

Foundation:

Structural Frame:

Exterior Finish:

Roof:

Doors:

Insulation:

Interior Finish:

Concrete slab will be on grade with continuous petimeter and
pad footings extending 12 to 24 inches below finished grade.
There will be 4 inch to 7 inch reinforced concrete slabs on
insulation and 4 inches of aggregate base.

Pre-cast concrete tilt-up panels with 8 inch interior steel-type
columns supporting glu-lam beams and roof structures; steel
frame interior construction.

Concrete tilt-up panels will be approximately 20 to 30 feet in
height with painted exterior surfaces. Recessed retail entrances
will have glass and anodized aluminum frames.

Three-ply, built-up roof system with mineral cap over plywood
sheeting.

Retail entrances will be tempered glass in anodized aluminum
frames.

R-11 wall and R-19 fiberglass ceiling insulation adjacent to retail
space, with foil ceiling insulation in warehouse area.

General retail areas consist of carpet and vinyl tile on the floors,

drywall partitions, suspended acoustic ceiling with flush
fluorescent lighting and air conditioning. Ceiling height varies
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Restrooms:

Electrical:

Site Improvements:

Condition:

Functional Adequacy:

from 8 to 9 feet with pre-finished laminated doors in metal
frames.

There are adequate restrooms for retail facilities of their size.

Electrical service will be 200 to 600 amps, which is adequate for
these properties.

The sites will be configured with asphalt paved parking areas at
the front, side and rear portions of the buildings. Parking is
provided for an adequate number of car and truck spaces.

The subject properties will be new and in an excellent condition.
Typical life expectancy for good quality retail buildings is 30 to
40 years,

The physical characteristics of the improvements will be suited
for retail uses.
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HIGHEST AND BEST USE

The term highest and best use is an appraisal concept that has been defined as

follows:

The reasonably probable and legal use of vacant land or an improved

property, which is physically possible, appropriately supported, financially

feasible, and that results in the highest value. The four criteria the highest

and best use must meet are legal permissibility, physical possibility,

financial feasibility, and maximum productivity. 4

The determination of highest and best use, therefore, requires a separate analysis
for the land as legally permitted, as if vacant. Next, the highest and best use of the
property with its improvements must be analyzed to consider any deviation of the existing
improvements from the ideal. "The highest and best use of both land as though vacant
and property as improved must meet four criteria. The highest and best use must be:
legally permissible, physically possible, financially feasible, and maximally productive.

These criteria are often considered sequentially.“5

The four criteria interact and,
therefore, may also be considered in concert. A use may be financially feasible, but it is

irelevant if it is physically impossible or legally prohibited.

Legally Permissible Use

The legal factors affecting the site and its potential uses are often the most
restrictive. These would typically be government regulations such as zoning and building
codes.

CFD No. 5 is located in the City of Moreno Valley. The subject is zoned for
commercial development, under the C-C Zone. This designation allows for a shopping
center use with a minimum 1.00 acre lot size. The proposed uses are considered legal

and conforming uses and have been approved by the City of Moreno Valley.

* The Dictionary of Real Estate Appraisal, 4th Edition, Pub. by the Appraisal institute, Chicago, IL., P. 135.
® The Appraisal of Real Estate, 10" Edition, Pub. By the Appraisal Institute, Chicago, IL., P. 280.
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Physically Possible Use

The site is located in the eastern area of the City of Moreno Valley. The parcels
have a level topography. The land was previously used for agriculture or vacant uses.
CFD No. 5 is bounded by a freeway, a new shopping center and newer subdivisions.

All normal utilities are available to serve the subject site. Utility and street
improvements have been completed to all parcels as of the date of value, except for the
most easter 200z feet of Eucalyptus Avenue, which lacks paving. Access is considered
to be adequate via Eucalyptus Avenue, Fir Avenue, Nason Street, and the S-60 Freeway.
This appraisal considers the benefits and/or improvements that are to be funded by CFD
No. 5.

The size, access, and topography of the subject property make it physically
suited for several types of development; however, the zoning which has occurred on the
site is for shopping center use. Additionally, the land has been graded to a finished site
condition, with Parcels 1 and 3 (not included in this appraisal) under building

construction.

Based on the physical analysis, the subject property appears to be viable for
several types of development based on its size and topography; however, the current
site condition would suggest that the land has a primary use of a commercial shopping
center due to its location and site development.

Market Conditions and Feasibility

It is not in the scope of this appraisal assignment for the appraisers to conduct an
extensive independent market study/absorption analysis, but it is the appraisers’
responsibility to address the reasonableness of the conclusions of any market study
which has been prepared by outside firms for the subject property. For a project the size
and complexity of CFD No. 5, Stoneridge Towne Centre, there will be divergent opinions,
often based on the same base data, as to the anticipated absorption time-frame of the
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undeveloped land within the project. Unforeseen national and regional economic and/or
social changes will affect the time-frame of real estate development.

In an attempt to arrive at reasonable and supportable absorption schedules for the
retail uses within CFD No. 5, the appraisers reviewed an independently prepared
absorption analysis which relates to CFD No. 5 (Stoneridge Ranch). This independent
study is titled Market Absorption Study, City of Moreno Valley Community Facilities
District No. 5, prepared by Empire Economics, Inc., dated September 2006 and updated

March 2007. A copy of a portion of the absorption analysis summary is included in the
Addenda of this report.

Following a review of the conclusions of the Empire Economics study, the
appraisers have extracted data and prepared a brief analysis as a comparison to the
reasonableness of the absorption schedules indicated by Empire Economics. The
analysis presented examines the recent historical trends, which are tempered by the

appraisers' experience and judgment, to armrive at an estimated absorption schedule.

The following paragraphs will first examine the assumptions, analysis and
conclusions of the Empire Economics study. The data contained in this section will assist
in estimating the anticipated absorption period and other pertinent characteristics for the
subject property. It should be noted that the Empire Economics study is based on the
absorption of land and the absorption of product by the end-user, such as the
buyer/tenant of retail space. This typically is 12 to 18 months later than land absorption to
the builders.

Market Absorption Study, Empire Economics, Inc.

The Empire Economic, Inc. absorption schedule presented for the subject property
is predicated on the basic assumption concerning the regional economy and is
considered a reasonable blending of the cyclical and structural factors that influence the
Galifornia economy. The analysis is based on a computer model which uses population
and employment as the generators of retail/’commercial demand.
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Our study and that of Empire Economics, Inc. include approximately 33+ net acres
that required the completion of infrastructure before building construction can begin. Of
the 33z acres, all are in finished site condition.

Based on the previously mentioned economic premise, the Empire Economics,
Inc. study presents the following absorption summary for the retail uses as of March
2007. The subject is undergoing continuing site development which allows building
construction on a continuing basis. According to information provided to Empire
Economics by Sterling USA Development, the leasing status of the space as of March
2007, is as follows:

Signed leases for some 116,092 (40.2%) square feet
Leases out for signatures for some 9,600 (3.3%) square feet
Letters of intent for 4,200 (1.5%) square feet

Not committed for 168,632 (55.0%) square feet

Empire Economics, Inc.
CFD No. §
Estimated Building Absorption Summary
June 2004
(in Sq.Ft)

Empire Economics has estimated the expected absorption schedules for the CFD
No. 5 commercial-retail products through a comprehensive analysis of the following
factors:

“The location of the retail centers, near S-60 and Nason Street, in the easterly
portion of the City of Moreno Valley, a newly developing area.

CONSULTING REAL ESTATE APPRAISERS

46



LTD

HRA

The construction commitment of the anchors, Target and Kohl’s, are situated
immediately to the north of the future buildings in CFD No. 5; the anchors
will generate a significant amount of traffic; however, they are not subject to
the Special Tax of CFD No. 5 and notincluded in this appraisal.

The Trade Areas for CFD No. 5, with regards to their population levels at various
distances, are not as strong as the Trade Areas for the major retail centers located
near the intersection of Routes 215 and 60; furthermore, their freeway accessibility
is also not as favorable as the other centers.

For the County of Riverside as well as the City of Moreno Valley, there has been a
strong correlation between residential development and the corresponding level of
retail development. Accordingly, the recent on-going slowdown for the real estate
market result in less residential development, and this will cause a moderation in
the amount of retail development as well. With regards to the level of new
residential development in the City of Moreno Valley, its most recent peak leve)
was attained in 2004, some 3,614 homes, and since then it has declined, to some
2,100 homes per year for 2005 and 2006.

Additionally, higher level of mortgage payments, due to adjustable rate loans as
well as mortgage resets, are expected to dampen the amount of consumer
spending for retail products. (Note: A significant amount of demand for retail
products during the past several years has been driven by households utilizing
their housing equity gains).”

CB Richard Ellis in their 20068 Fourth Quarter Market review summarizes the

Inland Empire retail market as follows. CFD No. 5 is located in the East End Market

Area.

“The retail market in the Inland Empire continued to be impacted by strong
demand and limited existing inventory. The overall vacancy rate fell to 5.32% this
quarter, compared to 5.70% in third quarter 2006. The High Desert area remains
one of the tightest retail markets in the Inland Empire with a vacancy rate of
2.58% fourth quarter 2006, from 4.36% last quarter. Growth of the residential
market in both the High Desert area, and Beaumont have led to an influx of retail
development and an increasing demand by tenants looking to locate with those
market area with hopes of capitalizing on increased consumer spending among
the rising population.

There is virtually no available space in the high-growth region of the inland
Empire with most of the activity in the pre-leasing of retail space that is planned
or under construction. As of fourth quarter 2006, there was 14.13 million square
feet under construction and an additional 41.47 million square feet of retail space
planned. Land available for retail development in the Inland Empire has almost
vanished and speculators and land owners continue to exert upward pressure an
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the price of developable raw fand. One of the last large parcels of land sales
occurred this quarter in Beaumont with the sale of 90 acres for mixed-use space
to PCG Heartland [l LP. With limited land available for sale and retait
development, land sales in 2007 will significantly decrease.

The overall absorption in the inland Empire totaled just over 2.15 million square
feet this quarter for a year-to-date total of 8.07 million square feet in 2006. The
West End retail market continues to dominate with 3.4 million square feet of
absorption, followed by 2.5 million square feet of absorption in the East End.
Increasing demand for both neighborhood and power centers led to over 1.9
million square feet of absorption for the quarter, slightly above the 1.8 million
square feet of absorption for the same retail space in third quarter 2006. Average
asking lease rates slightly increased this quarter ranging from $1.54 per square
foot to $1.83 per square foot, compared to $1.45 per square foot to $1.74 per
square foot in third quarter 2006. Triple net lease rates for planned centers have
escalated to an average of $3 per square foot - $4 per square feet per month,
and as new product is built, there is a growing risk that these lease rates may
come down in order to absorb space that may become available in some
markets over the next few years.”

Inland Empire Fourth Quarter 2006

006
Vacancy

Increased occupancy this quarter led to a declining vacancy rate of 5.32% this

quarter, compared to 5.74% last quarter. The decrease in vacancy can be attributed to
increased leasing activity in the High Desert area. Gommunity Center, as a retail type also

enjoyed a decline in vacancy rates with significant leasing in Chino Hills, Beaumont,
Riverside, and Ontario with leases ranging from 30,000 square feet to 40,000 square feet
of retail space.

Net Absarption

Overall net absorption for the Inland Empire totaled 2.15 million square feet this

quarter, slightly below the 2.2 million square feet of absorption in third quarter 2006.
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Demand in the East End continued to increase this quarter with 1.6 million square feet
of absorption, almost double the absorption activity of last quarter. Neighborhood
centers experienced a surge in activity this year with 2.8 million square feet of
absorption, followed by increased demand for power centers with over 3.2 million
square feet of absorption for the year.

Construction

New retail construction activity totaled 1.69 million square feet in the fourth
quarter of 20086, almost 1.0 million square feet less than the previous quarter. There
was 1.2 million square feet of neighborhood centers built out this quarter, slightly below
the 1.9 million square feet built out last quarter, mostly in the East End. Despite the
decrease in new retail centers completed this quarter there exists 13.0 million square
feet of retail space under construction in the Inland Empire and over 41.0 million square
feet planned for development over the next 3 years. While construction activity remains
strong, construction costs for retail development have increased 20% to 30% over the
last two years, a trend that is expected to continue into 2007.

Maximally Productive

In considering what use would be maximally productive for the subject property, we
must consider the previously stated legal considerations. We are assuming the land uses
allowed under the development agreement with the City are the mast productive uses
that will be allowed at the present time. Current zoning and approved uses indicate that
other alternative uses are not feasible at this time.

Conclusion

Legal, physical, and market considerations have been analyzed to evaluate the
highest and best use of the subject property. This analysis is presented to evaluate the
type of uses which will generate the greatest level of future benefits possibie from the
land.
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After reviewing the alternatives available and considering this and other
information, it is the opinion of the appraisers that the highest and best use for the subject
property, as vacant and as improved, is for retail shopping center development. The
proposed project appears to have the location, features, and pricing structure to obtain an
acceptable rental rate under nommal financing and market conditions. The absorption
estimate of Empire Economics, Inc. appears reasonable at this time.

As Vacant

After reviewing the alternatives available and considering this and other
information, it is these appraisers' opinion that ultimate development of a shopping center,
is considered the highest and best use of the subject property.

As Proposed/Built

The proposed and built uses of the properties are legal uses and the value of the
properties as improved far exceeds the value of the sites if vacant. This means that the
proposed retail improvements would contribute substantial value to the sites. Based on
these considerations, it is our opinion that the proposed retail improvements constitute the
highest and best use of the subject property.
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VALUATION METHODOLOGY

Basis of Valuation

qualified informed persons, consideration of all data gathered during the investigative

Valuation is based upon general and specific background experience, apinions of

phase of the appraisal, and analysis of all market data available to the appraiser.

Valuation roaches

Three basic approaches to value are available to the appraiser:

Cost Approach

This approach entails the preparation of a replacement or reproduction cost
estimate of the subject property improvements new (maintaining
comparable quality and utility) and then deducting for losses in value
sustained through age, wear and tear, functionally obsoclescent features,
and economic factors affecting the property. This is then added to the
estimated land value to provide a value estimate.

Income Approach

This approach is based upon the theory that the value of the property tends
to be set by the expected net income therefrom to the owner. It is, in effect,
the capitalization of expected future income into present worth. This
approach requires an estimate of net income, an analysis of all expense
items, the selection of a capitalization rate, and the processing of the net
income stream into a value estimate.

Direct Comparison Approach

This approach is based upon the principle that the value of a property tends
to be set by the price at which comparable properties have recently been
sold or for which they can be acquired. This approach requires a detailed
comparison of sales of comparable properties with the subject property.
One of the main requisites, therefore, is that sufficient transactions of
comparable properties be available to provide an accurate indicator of value
and that accurate information regarding price, terms, property description,
and proposed use be obtained through interview and observation.
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For the land, only the Direct Comparison Approach is used in valuing the fee
simple estate. The Income Approach is typically used when appraising income producing
properties. This approach is not applicable in the valuation of land as land is not typically
held to generate monthly income, but rather purchased to construct an end product which
may or may not generate income. The Cost Approach is not an appropriate tool in the
valuation of land.

CONSULTING REAL ESTATZ APPRAISERS

52



0€-D

HRA

VALUATION UNDEVELOPED COMMERCIAL LAND

General

The undeveloped parcels within CFD No. 5 include land in finished condition, with
recorded parcel maps.

Included in this portion of the appraisal is all the undeveloped property owned by
Stoneridge Centre Partners, L. P. The buildable net acres total 32.95 acres, within the
taxable boundaries of CFD No. 5. Net acreages shown are as reflected on the revised
Parcel Map No. 34411.

Parcel Map No. 34411 contains 56.23 acres in its entirety. Parcel 1, containing
15.76 acres has been sold to Target. Parcel 3, containing 7.52 acres has been sold to
Kohl's. Neither of these parcels are included in the valuation of CFD No. 5. The remaining
32.95 acres of Parcel Map No. 34411 are the only portion of Parcel Map No. 34411
subject to the Special Tax of CFD No. 5.

Direct Comparison Approach

The direct comparison approach is based upon the premise that, when a property
is replaceable in the market, its value tends to be set by the purchase price necessary to
acquire an equally desirable substitute property, assuming no costly delay is encountered
in making the decision and the market is reasonably informed. In appraisal practice, this
is known as the Principle of Substitution.

This approach is a method of analyzing the subject property by comparison of
actuat sales of similar properties. These sales are evaluated by weighing both overall
comparability and the relative importance of such variables as time, terms of sale,
location of sale property, and lot characteristics. For the purpose of this report, the unit of
comparison utilized is the price per square foot of net usable area for the commercial
land.

CONSULTING REAL ESTATE APPPRAISERS

53

HRA

Finished Site Value - Commercial Uses

Due to the low activity within the subject's immediate area, we have included
transfers of similar properties in Western Riverside County during 2006 and 2007. The
following table summarizes the seven sales considered most helpful in valuing the lots for
commercial use within CFD No. 5 assuming finished site condition. All of the sales were
based on a finished, ready to build condition.
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COMMERCIAL LAND SALE NO. 1

Commercial Land Sale Summary
CFD No.5

L.ocation: Northwest comer of McCall Boulevard and Aspel Road,
Romoland
March-2007
APN: 333-230-001
Data No. & Location Sale Date Intended Use Acres Sales Price Price / S.F.
Data No. 1 Aprit-08 Medical 19.08  $8,000,000 $9.63 Buyer: McCall Center Medical Plaza, LLC.
NWC McCalt Bivd. Office
8 Aspel Rd. Retail Seller: Mayer Villa Capri, GP
Romoland
Data No. 2 June 06 Retail 1388 $7,400,000 $12.24 Site Size 19.08 acres; 831,125 square feet
E/S Haun Rd.
S/0O La Piedra Rd. Zonin c-0
Menifee Valley 9
Data No. 3 July-06 Office 9.29 $6,950,000 $17.17 Use: Vacant site proposed for medical office and retail uses
WIS Valley Springs Pkwy.
Canyan Crossings Condition of Site Raw
Mareno Valley
Data No. 4 June-06 Retail 8.66 $5,281,000 $14.00 Recording of Sale April 17, 2008
SEC Scatt Rd.
& Zeiders Rd. .
Menifes Valiey Sale Price $8,000,000
DataNo 5 May-06 Retail 9.98 $5,200,000 $11.96 Price/Sq.Ft.: $9.63
SEC First St.
& 579 Special Taxes None
Beaumont
Data No. 6 January-07 Retail 7.84 $4,960,000 $14.52 Financing: A $2,400,000 cash down payment with the balance carried by
/S Nuevo Rd. a private lender.
E/O 1-215 Fwy.
Perris Verification Listing & Selling Broker
Data No. 7 March-06 Retail 8.37 $4,200,000 $11.52 N . . ’
NWC Alessandro Bivd. Remarks This property is located east of Sun City adjacent to the
& LaSalle St. Menifee Valiey Medical Center.
Morenao Valley
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Location:

APN:

Buyer:

Seller:

Site Size

Zoning

Use:

Condition of Site
Recording of Sale
Sale Price
Price/Sq.Ft.:
Special Taxes
Financing:
Verification

Remarks

COMMERCIAL LAND SALE NO. 2

East site Haun Road, west side 1-215 Freeway, south of La
Piedra Road, Menifee Valley.

360-110-004 & 007

Pechanga Development Cormporation

Pinnacle Menifee, LP

13.88 acres; 604,613 square feet

RR

Vacant site, purchased for future retail use.

Raw

June 30, 2006

$7,400,000

$12.24

None

All cash to seller

Buyer

This property is adjacent to a proposed large commercial
property that is expected to start construction in 2007. This

property was purchased for future development of a retail
center.
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Location:

APN:

Buyer:

Seller:

Site Size

Zoning

Use:

Condition of Site
Recording of Sale
Sale Price
Price/Sq.Ft.:
Special Taxes
Financing:
Verification

Remarks

COMMERCIAL LAND SALE NO. 3

West side of Valley Springs Parkway, east side I-215 Freeway
in the Canyon Crossings Center of Riverside

291-460-020

Von der Ahe Yorba Canyon Center
Canyon Crossings, LLC.

9.29 acres; 404,672 square feet
RS

Vacant site proposed for office use.
Finished site.

July 28, 2006

$6,950,000

$17.17

None

All cash to seller

Seller

Although located in the City of Riverside, this neighborhood

has a Moreno Valley identity. This site is fully improved with
streets and utilities.
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Location:

APN:

Buyer:

Seller:

Site Size

Zoning

Use:

Condition of Site
Recording of Sale
Sale Price
Price/Sq.Ft.
Special Taxes
Financing:
Verification

Remarks

COMMERCIAL LAND SALE NO. 4

Southeast corner of Scott Road and Zeiders Road, Menifee
Valley

384-180-001

Spathco

Scott Ventures, Ltd.

8.66 acres; 377,230 square feet

CG

Vacant site to be developed with a retail-commercial use
Raw

June 14, 2006

$5,281,500

$14.00

None

All cash to seller

Buyer

This property is located on the west side of the I-215 at Scott

Road. A rebuilding of this interchange is to occur in 2008-09.
Development of the site into a shopping center is proposed.
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Location:

APN:

Buyer:

Seller:

Site Size

Zoning

Use:

Condition of Site
Recording of Sale
Sale Price
Price/Sq.Ft.:
Special Taxes
Financing:
Verification

Remarks

COMMERCIAL LAND SALE NO. 5

Southeast corner of First Street and S-79, Beaumont
418-310-007

Thirifty Oil Co.

Cabazon Natural Springs Water
9.98 acres; 434,729 square feet

C-G

Vacant land purchased for future use
Raw

May 16, 2006

$6,200,000

$11.96

None

All cash to seller

Buyer

This property is located south of the I-10 Freeway on State
Highway 79, in an area that is currently mostly rural.
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Location:

APN:

Buyer:

Seller:

Site Size

Zoning

Use:

Condition of Site
Recording of Sale
Sale Price
Price/Sq.Ft.:
Special Taxes
Financing:
Verification

Remarks

COMMERCIAL LAND SALE NO. 6

South side Nuevo Road, east of I-215 Freeway, Perris
310-050-002 & 037

Nuevo Road Partners II, LLC

Shun-Te Wang, et al.

7.84 acre; 341,510 square feet

C-1

Vacant land. Hold for future development.
Semi-Raw

January 2, 2007

$4,960,000

$14.52

None

Ali cash sale

Buyer

This property is adjacent to an older existing neighborhood
shopping center. Access is somewhat restrictive.

CONSULTING RFAI FSTATF APPRAISFRS

61

HRA

Location:

APN:
Buyer:
Seller:
Site Size
Zoning

Use:

Condition of Site
Recording of Sale
Sale Price
Price/Sq.Ft.:
Special Taxes
Financing:
Verification

Remarks

COMMERCIAL LAND SALE NO.7

Northwest corner Alessandro Boulevard and LaSalle Street,
Moreno Valley

479-631-010

Moe Abourcheo

Moreno Hexagon, LLC

8.37 acres; 364,597 square feet
C-2

Vacant, hold for development of a 75,000+ square foat
shopping center.

Raw

March 10, 2006

$4,200,000

$11.52

None

All cash to seller

Seller

This is a raw vacant site about two miles southwest of the
subject. The property is at a signalized intersection. All four

comers are raw at this time. Surrounding development is
older residential.

CONSULTING REAL ESTATE APPRAISERS
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Finished Site Value — Commercial Use

Analysis

We have reviewed and inspected all of the data items. The adjustments
considered for the data items were for financing, economic changes between date of
value and recorded sale date, location, site characteristics and special taxes.

Property Rights

All the data cited involve a 100% transfer of the fee interest in the properties from
the seller to the buyer. As a result, no adjustment for property rights is necessary to the
data.

Financing
All the data cited were cash fransactions or cash down payments followed by
acquisition and development loans. These terms result in essentially all cash paid to the

seller. Thus, for these transactions, adjustments for financing terms are not required.

Conditions of Sale

Conditions of sale are those motivational factors affecting either the buyer or the
seller. Though a transaction may be "arms-length," a buyer or seller may have
extenuating circumstances that impact the sales price. No additional adjustments are
necessary.

Market Conditions

An investigation into the general market pricing trends and consideration based
upon interviews and surveys of developers and other market participants was conducted.
All of the sales have occurred within the last year. Based on the overall improvement of
the Moreno Valley commercial market, land prices appear to have increased. Upward

adjustment of 5% per year over the last 18 months is necessary.

CONSUILTING REAL ESTATE APPRAISERS
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Location

A review of the sales shows that Data No. 3 is superior to the subject and requires
downward adjustment, while Data Nos. 1, 2, and 4 to 7 are inferior and require upward
adjustment.

Access and Identity
Adjustments for access and identity are essentially a subset of locational
adjustments. Further adjustments were not considered appropriate.

Development Potential and Entitlernents
Data Nos. 1 and 3 sold for office use which requires upward adjustment. The
remaining sales were for retail use and require no adjustment.

Size

Assuming all other factors are similar, larger sites typically tend to sell for less on a
per square foot basis, than smaller sites due to economies of scale. There is also a
smaller market for larger and more expensive land parcels, thus limiting the marketability
of the site. Data Nos. 2 through 7 require downward adjustment for their smaller size.

Special Taxes

The subject property has special taxes above the typical ad valorem tax. The
special taxes are approximately $1.21 per square foot of building which is approximately
$0.25 per square foot of land. Since none of the sales are in CFDs, downward adjustment
is needed for all seven comparables.

Site Condition
The subject site is in a basically finished site condition. Data Nos. 1, 2, 4 to 7 were

in an inferior condition and require upward adjustment.

CONSULING REAL ESTAIE APPRAISERS
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VALUATION CONCLUSION

Based on the investigation and analyses undertaken, our experience as real estate
appraisers and subject to all the premises, assumptions and limiting conditions set forth in
this report, the following opinion of Market Value is formed as of March 19, 2007.

TWENTY-ONE MILLION DOLLARS
$21,000,000

The estimated value assumes bond proceeds of about $4,000,000 for eligible
City of Moreno Valley facilities and/or fees, as described in the Community
Facilities Report, are available at the time of sale.
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CERTIFICATION

We hereby certify that during the completion of this assignment, we personally inspected
the property that is the subject of this appraisal and that, except as specifically noted:

We have no present or contemplated future interest in the real estate or
personal interest or bias with respect to the subject matter or the parties
involved in this appraisal.

To the best of our knowledge and belief, the statements of fact contained in
this appraisal report, upon which the analyses, opinions, and conclusions
expressed herein are based, are true and correct.

Our engagement in this assignment was not contingent upon developing or
reporting predetermined results. The compensation is not contingent upon
the reporting of a predetermined value or direction in value that favors the
cause of the client, the amount of the value estimate, the attainment of a
stipulated result, or the occurrence of a subsequent event.

The appraisal assignment was not based on a requested minimum
valuation, a specific valuation, or the approval of a loan.

The reported analyses, opinions, and conclusions were developed, and this
report has been prepared, in conformity with the requirements of the Code
of Professional Ethics & Standards of Professional Appraisal Practice of the
Appraisal institute, which include the Uniform Standards of Professional
Appraisal Practice.

As of the date of this report, James B. Hamis has completed the
requirements of the continuing education program of the Appraisal Institute.

The reported analyses, opinions, and conclusions are limited only by the
reported assumptions and limiting conditions, and are our personal,
unbiased professional analyses, opinions, and conclusions.

No one provided professional assistance to the persons signing this report.

The use of this report is subject to the requirements of the Appraisal Institute
relating to review by its duly authorized representatives. In furtherance of the aims of the
Appraisal Institute to develop higher standards of professional performance by its

CONSULTING REAL ESTATE APPRAISERS

68



8¢D

HRA

Members, we may be required to submit to authorized committees of the Appraisal
Institute copies of this appraisal and any subsequent changes or modifications thereof.

Respectfully submitted,

Berri Cannon Harris
Vice President

AGD09147
R Henrio

mes B. Harris, MAI
resident
AGOD1846
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HARRIS REALTY APPRAISAL
5100 Birch Street, Suite 200
Newport Beach, CA 92660
(949) 851-1227

QUALIFICATIONS
OF
JAMES B. HARRIS, MAI

PROFESSIONAL BACKGROUND

Actively engaged as a real estate analyst and consulting appraiser since 1971. President and
Principal of Harris Realty Appraisal, with offices at:

5100 Birch Street, Suite 200
Newport Beach, California 92660

Before forming Hamis Realty Appraisal, in 1982, was employed with Real Estate Analysts of Newport,
Inc. (REAN) as a Principal and Vice President. Prior fo employment with REAN was employed with
the Bank of America as the Assistant Urban Appraisal Supervisor. Previously, was employed by the
Veme Cox Company as a real estate appraiser.

PROFESSIONAL ORGANIZATIONS

Member of the Appraisal Institute, with MAI designation No. 6508
Director, Southern California Chapter — 1998, 1999
Chair, Orange County Branch, Southern California Chapter -1997
Vice-Chair, Orange County Branch, Southemn California Chapter - 1996
Member, Region VIl Regional Governing Committee - 1991 to 1995, 1997, 1998
Member, Southern California Chapter Executive Committee - 1990, 1997 to 1999
Chairman, Southern California Chapter Seminar Committee - 1991
Chairman, Southern California Chapter Workshop Committee - 1990
Member, Southern California Chapter Admissions Committee - 1983 to 1989
Member, Regional Standards of Professional Practice Committee -1985 - 1997

Member of the Intemational Right-of-Way Association, Orange County Chapter 67.
California State Certified Appraiser, Number AG001846

EDUCATIONAL ACTIVITIES
B.S., California State Polytechnic University, Pomona, 1972,

Successiully completed the following courses sponsored by the Appraisal Institute and the Right-of-
Way Association:

Course |-A Principles of Real Estate Appraisal
Course |-B Capitalization Theory

Course Urban Properties

Course IV Litigation Valuation

Course Vi Investment Analysis

Course VIit Single-Family Residential Appraisal
Course SPP Standards of Professional Practice
Course 401 Appraisal of Partial Acquisitions

Has attended numerous seminars sponsored by the Appraisal Institute and the International Right-
of-Way Association.
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TEACHING AND LECTURING ACTIVITIES
Seminars and lectures presented to the Appraisal Institute, the University of California-Irvine, UCLA,

California Debt and Investment Advisory Commission, Stone & Youngberg and the National Federation of
Municipat Analysts.

MISCELLANEOUS

Member of the Advisory Panel to the Califomia Debt and Investment Advisory Commission, regarding
Appraisal Standards for Land Secured Financing (March 2003 through June 2004)

LEGAL EXPERIENCE
Testified as an expert witness in the Superior Court of the County of Los Angeles and the County of San
Bernardinoc and in the Federal Bankruptcy Courts five times concerning the issues of Eminent Domain,
Bankruptcy, and Specific Performance. He has been deposed numerous times concerning these and
other issues. This legal experience has been for both Plaintiff and Respondent clients. He has prepared
numerous appraisals for submission to the IRS, without having values overtumed. He has worked closely
with numerous Bond Counsel in the completion of 100 Land Secured Municipal Bond Financing appraisals
aver the last five years.
SCOPE OF EXPERIENCE

Feasibility and Consultive Studies
Feasibility and market analyses, including the use of computer-based economic models for both iand
developments and investment properties such as shopping centers, industrial parks, mobile home parks,
condominium projects, hotels, and residential projects.
Appraisal Projects
Has completed all types of appraisal assignments from San Diego to San Francisco, California. Also has
completed out-of-state appraisal assignments in Arizona, Florida, Georgia, Hawaii, Nevada, New Jersey,
Oktahoma, Oregon, and Washington.

Residential

Residential subdivisions, condominiums, planned unit developments, mobile home parks,
apartment houses, and single-family residences.

Commercial

Office buildings, hotels, motels, retail store buildings, restaurants, power shopping centers,
neighbarhood shopping centers, and convenience shopping centers.

Industrial

Multi-tenant industrial parks, warehouses, manufacturing plants, and research and development
facilities.

Vacant Land

Community Facilities Districts, Assessment Districts, master planned communities, residential,
commercial and industrial sites; full and partial takings for public acquisitions.

QUALIFICATIONS
OF
BERRI CANNON HARRIS

PROFESSIONAL BACKGROUND

Actively engaged as a real estate appraiser since 1982. Vice President of Harris Realty
Appraisal, with offices at:

5100 Birch Street, Suite 200
Newport Beach, California 92660

Before joining Harris Realty Appraisal was employed with Interstate Appraisal Corporation as
Assistant Vice President. Prior to employment with (nterstate Appraisal was employed with
Real Estate Analysts of Newport Beach as a Research Assistant.

PROFESSIONAL ORGANIZATIONS

Candidate of the Appraisal Institute for the MAI designation.
Co-Chair, Southern California Chapter Hospitality Committee - 1994 - 1998
Chair, Southern California Chapter Research Committee - 1992, 1993

Women in Commercial Real Estate, Member Orange County Chapter.
Chair, Special Events — 1998, 1999, 2000, 2001, 2002, 2003
Second Vice-President - 1996, 1997
Treasurer - 1993, 1994, 1995
Chair, Network Luncheon Committee - 1991, 1992

California State Certified Appraiser, Number AG009147
EDUCATIONAL ACTIVITIES
B.S.B.A,, University of Redlands, Redlands, California
Successfully completed the following courses sponsored by the Appraisal Institute:

Principles of Real Estate Appraisal

Basic Valuation Procedures
Capitalization Theory and Techniques - A
Capitalization Theory and Techniques - B
Report Writing and Valuation Analyses
Standards of Professional Practice

Case Studies in Real Estate Valuation

Has attended numerous seminars sponsored by the Appraisal Institute. Has also attended real
estate related courses through University of California-Irvine.
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LECTURING ACTIVITIES

Seminars and lectures presented to UCLA, Califomia Debt and Investment Advisory
Commission, and Stone & Youngberg.

MISCELLANEOUS
Member of the Advisory Panel to the California Debt and Investment Advisory Commission,
regarding Appraisal Standards for Land Secured Financing (March 2003 through June 2004)
SCOPE OF EXPERIENCE
Appraisal Projects

Has completed all types of appraisal assignments from San Diego to San Francisco, California.
Also has completed out-of-state appraisal assignments in Arizona and Hawaii.

Residential

Residential subdivisions, condominiums, planned unit developments, mobile home
parks, apartment houses, and single-family residences.

Commercial

Office buildings, retail store buildings, restaurants, neighborhood-shopping centers, strip
retail centers.

Industrial

Multi-tenant industnial parks, warehouses, manufacturing plants, and research and
development facilities.

Vacant Land
Residential sites, commercial sites, industrial sites, large multi-unit housing, master

planned unit developments, and agricultural acreage. Specializing in Community
Facilities District and Assessment District appraisal assignments.

PARTIAL LIST OF CLIENTS

Bank of America

Bank One

Commerce Bank

Downey S&L Assoc.

Fremont Investment and Loan
Institutional Housing Partners

Ammy Corps of Engineers
California State University
Caltrans

City of Aliso Viejo

City of Beaumont

City of Corona

City of Costa Mesa

City of Encinitas

City of Fontana

City of Fullerton

City of Hesperia

City of Honolulu

City of Huntington Beach
City of Indian Wells

City of Irvine

City of Lake Elsinore
City of Loma Linda

City of Los Angeles

City of Morenc Valley
City of Newport Beach
City of Oceanside

Lending Institutions

NationsBank
Preferred Bank
Santa Monica Bank
Tokai Bank

Union Bank

Wells Fargo Bank

Public Agencies

and L.

City of Paim Springs

City of Perris

City of Riverside

City of San Marcos

City of Tustin

City of Victorville

County of Orange

County of Riverside

County of San Bernardino

Eastern Municipal Water District

Orange County Sheriff's Department
Ramona Municipal Water District
Rancho Santa Fe Comm. Services District
Capistrano Unified School District
Hemet Unified School District

Hesperia Unified School District
Romoland School District

Saddleback Valley Unified School District
Santa Ana Unified School District

Val Verde Unified School District
Yucaipa-Calimesa Unified School District

)

DMB - Ladera

Foothill Ranch Company

Hon Development Co.

Irvine Apartment Communities
The Irvine Company.

Arter & Hadden

Bronson, Bronson & McKinnon

Bryan, Cave, McPheeters & McRoberts
Richard Clements

Cox, Castle, Nicholson

Gibson, Dunn & Crutcher

Hill, Farrer & Burrill

P

Lennar Homes

Rancho Mission Viejo
Santa Margarita Company
Shapell Industries
Sterling Development

Law Firms

McClintock, Weston, Benshoof,
Rochefort & MacCuish
Palmiri, Tyler, Wiener, Wilhelm, & Waldron
Sonnenschein Nath & Rosenthal
Strauss & Troy
Wyman, Bautzer, Rothman, Kuchel &
Silbert



[4a®

HARRIS & ASSOCIATES TAX STUDY (PORTION)

City of Moreno Valley CFD No. 5 (Stoneridge Ranch) 4/2/2007
Estimated Special Tax Revenue
Tax Rate: 3 10,652 /acre
Net Acres: 32.99
Annual Escalai 2%
Available
Annual Taxes
Annual Max.  Less $50,000 10% for Debt
Tax. Annual Admin.  Coverage Service
Year 0 FY 2006-07 $ 351,400.48 § 301,409.48 $ 27,400.86 $274,008.62
Year 1 FY 2007-08 $ 358,437.67 § 308,437.67 $ 28,039.79 $280,397.88
Year 2 FY 2008-09 % 36560642 §$ 31560642 $ 2869149 $286,914.93
Year 3 FY 2009-10 % 372,91855 § 322,918.55 $ 29,356.23 $293,562.32
Year 4 FY 2010-11  $ 380,376.92 § 330,376.92 $ 30,034.27 $300,342.66
Year 5 FY2011-12 $ 387,984.46 §$ 33798446 $ 30,725.86 $307,258.60
Year 6 FY 2012-13  § 39574415 § 34574415 $ 3143129 $314,312.86
Year 7 FY 2013-14 § 403,659.03 § 353,659.03 $ 32,150.82 $321,508.21
Year 8 FY 2014-15  $ 411,732.21 $ 361,732.21 $ 32,884.75 $328,847.47
Year 9 FY 2015-16  $ 419,966.86 §$ 369,966.86 $ 33,633.35 $336,333.51
Year 10 FY 2016-17 3 428,366.20 $ 378,366.20 $ 34,396.93 $343,969.27
Year 11 FY 2017-18 $ 436,933.562 § 386,933.52 $ 35,175.77 $351,757.74
Year 12 FY 2018-19 $ 44567219 § 39567219 §$ 35,970.20 $359,701.99
Year 13 FY 2019-20 % 454,585.63 $ 404,585.63 $ 36,780.51 $367,805.12
Year 14 FY 2020-21 % 463,677.35 $ 41367735 $ 37,607.03 $376,070.31
Year 15 FY 2021-22 $ 47295089 $ 42295089 $ 38,450.08 $384,500.81
Year 16 FY 2022-23  $ 482,409.91 $ 432,409.91 $ 39,309.99 $393,099.92
Year 17 FY 2023-24  $ 492,058.11 § 442,058.11 $ 40,187.1C $401,871.01
Year 18 FY 2024-25 $ 501,800.27 § 451,899.27 $ 41,081.75 $410,817.52
Year 19 FY 2025-26  $ 511,937.26 § 461,937.26 $ 41,994.30 $410,042.96
Year 20 FY 2026-27 $ 522,176.00 $ 472,176.00 $ 4292509 $429,250.91
Year 21 FY 2027-28 $ 53261952 $ 482,619.52 $ 43,87450 $438,745.02
Year 22 FY 2028-29 $ 54327191 § 49327191 $ 44,842.90 $448,429.01
Year 23 FY 2029-30 $ 554,137.35 § 504,137.35 $ 45,830.67 $458,306.68
Year 24 FY 2030-31 $ 565,220.10 § 515220.10 $ 46,838.19 $468,381.91
Year 25 FY 2031-32 § 576,52450 § 526,524.50 $ 47,865.86 $478,658.64
Year 26 FY 2032-33 § 588,054.99 § 538,054.99 $ 4891409 $489,140.90
Year 27 FY 2033-34 $ 599,816.09 $ 549,816.09 $ 49,983.28 $499,832.81
Year 28 FY 2034-35 $ 61181241 §$ 561,812.41 $ 51,073.86 $510,738.56
Year 29 FY 2035-36 % 624,048.66 $ 574,048.66 $ 52,186.24 $521,862.42
Year 30 FY 2036-37 $ 636,529.63 $ 586,529.63 $ 53,320.88 $533,208.76
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EMPIRE ECONOMICS STUDY (PORTION)

SOIIRCES AND USES OF FUNDS

City of Moreno Valley
Community Facilitics District No. §
(Stoneridge Ranch)
2007 Special Tax Bonds
Sources:
Bond Proceeds:
Par Amount 5,215,000.00
5,215,000.00
Uses:
Project Fund Deposits:
Improvement Fund 4,096,303.37
Other Fund Deposits:
Debt Service Reserve Fund 487.295.70
Capitalized Interest Fund 222,289.38
Administrative Fxpense Account 30,000.00
739,585.08
Delivery Date Expenses:
Cost of Issuance 300,000.00
Underwriter's Discount 79,111.55
379,111.55
5,215,000.00

Apr 10,2007 1:32 pm Prepared by E. J. De La Rosa & Co., Inc. (Finance 5.019 ProjectssMRNVY2-NEW2) Page 1
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(Note: Although particular buildings will be occupicd

ESTIMATED ABSORPTION SCHEDULES
CITY OF MORENO VALLEY CFD NO. 5 (STONERIDGE RANCH)

-MARCH 5,2007; SUBJECT TO REVISION .

In order to reflect the lack of certalnty regarding the precise year in which they will be occupied.)

a spesific years, their absorption sometimes spans several years,

I I I [
Phase C the Rniings mt well a the Potential Tenants Status of Lease Estimated Absarption Schedule
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APPENDIX D
SUMMARY OF THE FISCAL AGENT AGREEMENT

The following summary discussion of selected provisions of the Fiscal Agent Agreement is made subject to all of the
provisions thereof. This summary discussion does not purport to be a complete statement of such provisions and
prospective purchasers of the Bonds are referred to the complete text of the Fiscal Agent Agreement, copies of
which are available upon request sent to the Fiscal Agent.

Definitions

“Acquisition and Construction Account” means the account by that name within the Improvement Fund
established pursuant to the Fiscal Agent Agreement.

“Acquisition/Financing Agreement” means the Acquisition Financing Agreement by and between the City
and the Developers named therein, relating to the District, as such agreement may be amended.

“Act” means the Mello-Roos Community Facilities Act of 1982, as amended, Chapter 2.5 (commencing
with Section 53311) of Part 1 of Division 2 of Title 5 of the California Government Code.

“Administrative Expenses” means any or all of the following actual or reasonably estimated costs directly
related to the administration of the district: the costs of computing the Special Taxes and preparing the annual
Special Tax collection schedules (whether by the City or designee thereof or both); the costs of collecting the
Special Taxes (whether by the City or otherwise); the costs of remitting the Special Taxes to the Fiscal Agent; the
costs of the Fiscal Agent (including its legal counsel) in the discharge of the duties required of it under the Fiscal
Agent Agreement; the costs to the City, the District or any designee thereof of complying with arbitrage rebate
requirements, including but not limited to, any rebate obligation; the costs to the City, the District or any designee
thereof of complying with disclosure requirements of the City and /or, the District associated with applicable federal
and state securities laws and the Act; the costs associated with preparing Special Tax disclosure statements and
responding to public inquiries regarding the Special Taxes; the costs to the City, the District or any designee thereof
related to any appeal of the Special Tax; the costs associated with the release of funds from an escrow or appeals
account, including appraisal costs; and the other fees and expenses of the City in carrying out its duties under the
Fiscal Agent Agreement and in any way related to the administration of the District, an allocable share of the
salaries of City staff directly related thereto and a proportionate amount of City general administrative overhead
related thereto and any amounts paid by the City from its general fund or other fund pursuant to the Fiscal Agent
Agreement. Administrative Expenses shall also include amounts estimated by the City or advanced by the City or
the District for any other administrative purposes of the District, including attorney’s fees and other costs related to
commencing and pursuing to completion any foreclosure of delinquent Special Taxes.

“Administrative Expense Fund” means the fund by that name established by the Fiscal Agent Agreement.

“Agreement” means the Fiscal Agent Agreement, as it may be amended or supplemented form time to time
by any Supplemental Agreement adopted pursuant to the Fiscal Agent Agreement.

“Annual Administrative Expense Requirement” means an amount equal to $30,000, to be allocated
annually as the first priority of Special Taxes received each Fiscal Year and transferred to the Administrative
Expense Fund pursuant to the Fiscal Agent Agreement.

“Annual Debt Service” means, for each Bond Year, the sum of (i) the interest due on the Outstanding
Bonds in such Bond Year, assuming that the Outstanding Bonds are retired as scheduled, and (ii) the principal
amount of the Outstanding Bonds scheduled to be paid.

“Auditor” means the Auditor-Controller of the County of Riverside.

“Authorized Officer” means the City Manager, the Assistant City Manager, the Finance Director and any
other officer or employee of the City authorized by the City Council or by an Authorized Officer to undertake the
action referenced in the Fiscal Agent Agreement as required to be undertaken by an Authorized Officer.

“Bond Counsel” means any attorney or firm of attorneys acceptable to the City and nationally recognized
for expertise in rendering opinions as to the legality and tax-exempt status of securities issued by public entities.

“Bond Fund” means the fund by that name established by the Fiscal Agent Agreement.
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“Bond Year” means the period beginning on the Closing Date and ending on September 1, 2007 and
thereafter the period beginning on each September 2 and ending on the following September 1.

“Bonds” means, unless otherwise expressly provided, the Community Facilities District No. 5 of the City
of Moreno Valley 2007 Special Tax Bonds authorized by and at any time Outstanding pursuant to the Act and the
Fiscal Agent Agreement.

il

“Business Day” means any day other than (i) a Saturday or a Sunday or (ii) a day on which banking
institutions in the State of California or in any state in which the Fiscal Agent has its Principal Office are authorized
or obligated by law or executive order to be closed.

“City” means the City of Moreno Valley.
“City Council” means the City Council of the City.

“Closing Date” means the date upon which there is an exchange of the Bonds for the proceeds representing
payment of the purchase price of the Bonds by the Original Purchaser.

“Code” means the Internal Revenue Code of 1986, as amended.

“Completion Date” shall mean the earlier of a date that is three years after the Closing Date or a date upon
which the City gives notice to the Fiscal Agent that the Project is complete.

“Continuing Disclosure Agreement” means the Continuing Disclosure Agreement between the City and the
Fiscal Agent, as Dissemination Agent thereunder, dated as of the Closing Date, as originally executed and as it may
be amended from time to time in accordance with the terms of the Fiscal Agent Agreement.

“Costs of Issuance” means items of expense payable or reimbursable directly or indirectly by the City and
related to the authorization, sale and issuance of the Bonds, which items of expense shall include, but not be limited
to, printing costs, costs of reproducing and binding documents, including but not limited to the preliminary official
statement and official statement regarding the Bonds, closing costs, filing and recording fees, initial fees and charges
of the Fiscal Agent including its first annual administration fee and the fees of its counsel, expenses incurred by the
City in connection with the issuance of the Bonds and the formation of the District, Bond (underwriter’s) discount,
legal fees and charges, including the fees of Bond Counsel, disclosure counsel and counsel to the Underwriter, if
any, Financial Advisor’s fees, appraiser’s fees and costs, Tax Consultant’s fees and costs, charges for authentication,
transportation and safekeeping of the Bonds and other costs, charges and fees in connection with the foregoing.

“Costs of Issuance Fund” means the fund by that name established by the Fiscal Agent Agreement.

“Debt Service” means the amount of interest and principal payable on the Bonds scheduled to be paid
during the period of computation, excluding amounts payable during such period which relate to principal of the
Bonds which are scheduled to be retired and paid before the beginning of such period.

“Defeasance Securities” means, for purposes of the Fiscal Agent Agreement, the following:

(1) United States Treasury Certificates, Notes and Bonds (including State and Local Government
Series - “SLGs”);

(i1) Direct obligations of the United States Treasury which have been stripped by the Treasury itself,
CATS, TIGRS and similar securities;

(iii) Resolution Funding Corporation (REFCORP) obligations; provided that only the interest
component of REFCORP strips which have been stripped by request of the Federal Reserve Bank of New York in
book-entry form are acceptable;

(iv) Pre-refunded municipal bonds rated “Aaa” by Moody’s and “AAA” by Standard & Poor’s;
provided, however, that if the issue is only rated by Standard & Poor’s (i.e., there is no Moody’s rating), then the
pre-refunded bonds must have been pre-refunded with cash, direct United States or United States guaranteed
obligations, or “AAA” rated pre-refunded municipal bonds; and

(v) Obligations issued by the following agencies which are backed by the full faith and credit of the
United States of America:

(a) U.S. Export-Import Bank

Direct obligations or fully guaranteed certificates of beneficial ownership
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(b) Farmers Home Administration

Certificates of beneficial ownership

() Federal Financing Bank

(d) General Services Administration

Participation certificates

(e) United States Maritime Administration

Guaranteed Title XI financing

® United States Department of Housing and Urban Development
Project notes

Local Authority Bonds

New Communities Debentures - United States government guaranteed debentures

United States Public Housing Notes and Bonds - United States government guaranteed
public housing notes and bonds.

“Developed Property” has the meaning given to such term in the Rate and Method of Apportionment of
Special Taxes adopted on the date the District was formed.

“District” means Community Facilities District No. 5 of the City of Moreno Valley, County of Riverside,
State of California.

“EMWD” means Eastern Municipal Water District.

“EMWD Account” means the account by that name within the Improvement Fund established pursuant to
the Fiscal Agent Agreement.

“EMWD Acquisition Facilities” shall have the meaning given the term “Acquisition Facilities” in the
EMWD JCFA.

“EMWD Fee Facilities” shall have the meaning given such term in the EMWD JCFA.

“EMWD JCFA” means the Joint Community Facilities Agreement entered into effective as of July 18,
2005 by and among the City, EMWD and Stoneridge Centre Partners, L.P.

“Federal Securities” means any of the following which at the time of investment are legal investments
under the laws of the State of California for the moneys proposed to be invested therein:

(1) Cash; and

(i1) Direct general obligations of (including obligations issued or held in book entry form on
the books of the Department of the Treasury of the United States of America and CATS and TIGRS), or
obligations, the payment of principal of and interest on which is unconditionally guaranteed by the United
States of America.

“Financial Advisor” means an independent financial consulting firm appointed by the City to advise the
City as to financial matters relating to the Bonds.

“Fiscal Agent” means Wells Fargo Bank, National Association, the Fiscal Agent appointed by the City,
acting as an independent fiscal agent with the duties and powers provided in the Fiscal Agent Agreement, its
successors and assigns, and any other corporation or association which may at any time be substituted in its place, as
provided in the Fiscal Agent Agreement.

“Fiscal Year” means the twelve-month period extending from July 1 in a calendar year to June 30 of the
succeeding year, both dates inclusive.

“Improvement Fund” means the fund by that name established by the Fiscal Agent Agreement.

“Independent CPA” means a firm of certified public accountants which is not an employee of, or otherwise
controlled by, the City.
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“Independent Financial Consultant” means a firm of certified public accountants, a financial consulting
firm, a consulting engineering firm or engineer which is not an employee of, or otherwise controlled by, the City.

“Information Services” means Bloomberg Municipal Repositories, P.O. Box 840, Princeton, New Jersey,
08542-0840; DPC Data Inc., One Executive Drive, Fort Lee, New Jersey, 07024; Interactive Data, 100 Williams
Street, New York, New York, 10038, Attention: Repository; Standard & Poor’s J. J. Kenny Repository, 55 Water
Street, 45" Floor, New York, New York, 10041; and, in accordance with then current guidelines of the Securities
and Exchange Commission, such other services providing information with respect to called bonds as the City may
designate in an Officer’s Certificate delivered to the Fiscal Agent.

“Interest Account” means the account by that name established in the Bond Fund by the Fiscal Agent
Agreement.

“Interest Payment Dates” means March 1 and September 1 of each year, commencing September 1, 2007,
until the maturity or redemption of all Outstanding Bonds.

“Investment Earnings” means all interest earned and any gains and losses on the investment of moneys in
any fund or account created by the Fiscal Agent Agreement, excluding interest earned and gains and losses on the
investment of moneys in the Rebate Fund.

“Maximum Annual Debt Service” means the largest Annual Debt Service for any Bond Year after the
calculation is made through the final maturity date of any Outstanding Bonds.

“Moody’s” shall mean Moody’s Investors Service, a national rating service with offices in New York,
New York.

“Officer’s Certificate” means a written certificate of the City signed by an Authorized Officer of the City.
“Ordinance” means any ordinance of the City or resolution of the City Council levying the Special Taxes.
“Original Purchaser” means the first purchaser of the Bonds from the City.

“Outstanding,” when used as of any particular time with reference to the Bonds, means (subject to the
provisions of the Fiscal Agent Agreement) all Bonds except:

(1) Bonds theretofore canceled by the Fiscal Agent or surrendered to the Fiscal Agent for
cancellation;
(i1) Bonds called for redemption which, for the reasons specified in the Fiscal Agent

Agreement, are no longer entitled to any benefit under the Fiscal Agent Agreement other than the right to
receive payment of the redemption price therefor;

(iii) Bonds paid or deemed to have been paid within the meaning of the Fiscal Agent
Agreement; and

(iv) Bonds in lieu of or in substitution for which other Bonds shall have been authorized,
executed, issued and delivered by the City and authenticated by the Fiscal Agent pursuant to the Fiscal
Agent Agreement or any Supplemental Agreement.

“Owner” means any person who shall be the registered owner of any Outstanding Bond.
“Permitted Investments” means:
(1) Federal Securities;

(i1) Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed
by any of the following federal agencies and provided such obligations are backed by the full faith and credit of the
United States of America (stripped securities are only permitted if they have been stripped by the agency itself):

(a) U.S. Export-Import Bank

Direct obligations or fully guaranteed certificates of beneficial ownership
(b) Farmers Home Administration

Certificates of beneficial ownership

(©) Federal Financing Bank
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housing notes and bonds;

(d) Federal Housing Administration Debentures

(e) General Services Administration

Participation certificates

® Government National Mortgage Association (GNMA)
GNMA - guaranteed mortgage-backed bonds

GNMA - guaranteed pass-through obligations

(2) U.S. Maritime Administration

Guaranteed Title XI financing

(h) U.S. Department of Housing and Urban Development
Project Notes

Local Authority Bonds

New Communities Debentures - United States government guaranteed debentures

U.S. Public Housing Notes and Bonds - United States government guaranteed public

(ii1) Bonds, debentures, notes or other evidence of indebtedness issued or guaranteed

by any of the following non-full faith and credit United States government agencies (stripped securities are only
permitted if they have been stripped by the agency itself):

(a) Federal Home Loan Bank System

Senior debt obligations

(b) Federal Home Loan Mortgage Corporation
Participation Certificates

Senior debt obligations

() Federal National Mortgage Association
Mortgage-backed securities and senior debt obligations
(d) Student Loan Marketing Association

Senior debt obligations

(e) Resolution Funding Corporation

(REFCORP) obligations

63} Farm Credit System

Consolidated systemwide bonds and notes;

(iv) Money market funds registered under the Federal Investment Company Act of 1940, whose shares
are registered under the Federal Securities Act of 1933, and having a rating by Standard & Poor’s of “AAAmM-G,”
“AAA-m” or “AA-m” and, if rated by Moody’s, rated “Aaa,” “Aal” or “Aa2” by Moody’s, including funds for
which the Fiscal Agent, its parent holding company, if any, or any affiliates or subsidiaries of the Fiscal Agent or
such holding company provide investment management or other management services;

v) Certificates of deposit secured at all times by collateral described in clauses (i) and/or (ii) above.
Such certificates must be issued by commercial banks, including the Fiscal Agent and its affiliates, savings and loan
associations or mutual savings banks. The collateral must be held by a third party and the Fiscal Agent on behalf of
the Owners of the Bonds must have a perfected first security interest in the collateral;
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(vi) Certificates of deposit, savings accounts, deposit accounts or money market deposits which are
fully insured by FDIC, including BIF and SAIF including those that may be issued or provided by the Fiscal Agent
and its affiliates;

(vii) Investment agreements with domestic or foreign banks, insurance companies or corporations the
long-term debt or claims paying ability of which or, in the case of a guaranteed corporation, the long-term debt of
the guarantor, or, in the case of a monoline financial guaranty insurance company, the claims paying ability or
financial strength, of the guarantor is rated in at least the double A category by Standard & Poor’s and Moody’s;
provided that, by the terms of the investment agreement:

(a) interest payments are to be made to the Fiscal Agent at times and in amounts as necessary
to pay Debt Service on the Bonds (if the funds invested pursuant to the investment agreement are from the
Reserve Fund);

(b) the investment agreement shall provide that the invested funds are available for
withdrawal without penalty or premium at any time upon not more than seven (7) days’ prior notice (The
City and the Fiscal Agent shall give or cause to be given notice in accordance with the terms of the
investment agreement so as to receive funds thereunder with no penalty or premium payable.);

(c) the investment agreement shall provide that it is the unconditional and general obligation
of, and is not subordinated to any other obligation of, the provider thereof;

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

(e) the investment agreement shall provide that if during its term

(1) the provider’s (or its guarantor’s) rating by either Standard & Poor’s or Moody’s
falls below “AA-" or “Aa3”, respectively, the provider shall, at its option, within ten (10) days of
receipt of publication of such downgrade, either (i) collateralize the investment agreement by
delivering or transferring in accordance with the applicable state and federal laws (other than by
means of entries on the provider’s books) to the City, the Fiscal Agent or a third party acting
solely as agent therefor (the “Holder of the Collateral) collateral free and clear of any third-party
liens or claims, the market value of which collateral is maintained at one hundred four percent
(104%) of securities identified in clauses (i) and (ii) of this definition; or (ii) assign the investment
agreement and all of its obligations thereunder to a financial institution mutually acceptable to the
Provider, the City and the Fiscal Agent which is rated either in the first or second highest category
by Standard & Poor’s and Moody’s; and

2) the provider’s (or its guarantor’s) rating by either Standard & Poor’s or Moody’s
is withdrawn or suspended or falls below “A-" or “A3”, respectively, the provider must, at the
direction of the City or the Fiscal Agent, within ten (10) days of receipt of such direction, repay
the principal of and accrued but unpaid interest on the invested funds, in either case with no
penalty or premium to the City or the Fiscal Agent; and

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

(2) the investment agreement shall provide that if during its term

(1) the provider shall default in its payment obligations, the provider’s obligations
under the investment agreement shall, at the direction of the City or the Fiscal Agent, be
accelerated and amounts invested and accrued but unpaid interest thereon shall be paid to the City
or the Fiscal Agent, as appropriate; and

(2) the provider shall become insolvent, not pay its debts as they become due, be
declared or petition to be declared bankrupt, etc. (“event of insolvency”), the provider’s
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obligations shall automatically be accelerated and amounts invested and accrued but unpaid
interest thereon shall be paid to the City or the Fiscal Agent, as appropriate;

(viii)  Commercial paper rated, at the time of purchase, “Prime - 1” by Moody’s and “A-1" or better by
Standard & Poor’s;

(ix) Bonds or notes issued by any state or municipality which are rated by Moody’s or Standard &
Poor’s in one of the two highest rating categories assigned by them;

(x) Federal funds or bankers acceptances with a maximum term of one year of any bank, including the
Fiscal Agent and its affiliates, which has an unsecured, uninsured and unguaranteed obligation rating of “Prime - 1”
or “A3” or better by Moody’s and “A-1” or better by Standard & Poor’s;

(xi) Repurchase agreements which satisfy the following criteria:
(a) Repurchase agreements must be between the City or the Fiscal Agent and an entity which
is:
(1) A primary dealer on the Federal Reserve reporting dealer list which is rated “A”

or better by Standard & Poor’s and Moody’s; or
2) A bank rated “A” or above by Standard & Poor’s and Moody’s; or

3) A corporation the long-term debt or claims paying ability of which, or in the
case of a guaranteed corporation, the long-term debt of the guarantor, or, in the case of a monoline
financial guaranty insurance company, the claims paying ability or financial strength of the
guarantor, is rated in at least the double A category by Standard & Poor’s and Moody’s.

(b) The written agreement must include the following:
(1) securities which are acceptable for transfer are:
(A) direct obligations of the United States government, or
(B) obligations of federal agencies backed by the full faith and  credit of
the United States of America (or the Federal National Mortgage Association (FNMA) or
the Federal Home Loan Mortgage Corporation (FHLMO));

2) the collateral must be delivered to the City or the Fiscal Agent (if the Fiscal
Agent is not supplying the collateral) or a third party acting as agent for the Fiscal Agent (if the
Fiscal Agent is supplying the collateral) before or simultaneous with payment (perfection by
possession of certificated securities);

3) (A) the securities must be valued weekly, marked-to-market at current market
price plus accrued interest; and

(B) the value of the collateral must be at least equal to one hundred four percent
(104%) of the amount of money transferred by the Fiscal Agent to the dealer, bank or
corporation under the agreement plus accrued interest. If the value of the securities held
as collateral is reduced below one hundred four percent (104%) of the value of the
amount of money transferred by the Fiscal Agent, then additional acceptable securities
and/or cash must be provided as collateral to bring the value of the collateral to one
hundred four percent (104%); provided, however, that if the securities used as collateral
are those of FNMA or FHLMC, then the value of the collateral must equal to one
hundred five percent (105%) of the amount of money transferred by the Fiscal Agent;

(xii) forward delivery agreements (FDA) or forward purchase and sale agreements (FPSA) having as
the underlying investment property investments of the type which are identified in clauses (i), (ii), (iii) or (viii) of
this definition; and

(xiii)  the Local Agency Investment Fund in the State Treasury of the State of California as permitted by
the State Treasurer pursuant to Section 16429.1 of the California Government Code.

“Principal Account” means the account by that name established in the Bond Fund by the Fiscal Agent
Agreement.
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“Principal Office” means the principal corporate trust office of the Fiscal Agent at MAC E2818-176, 707
Wilshire Blvd., 17" floor, Los Angeles CA 90017, or such other addresses may be specified in writing by the Fiscal
Agent; provided, however, that for purposes of the transfer, registration, exchange, payment and surrender of Bonds
“Principal Office” means the office or agency of the Fiscal Agent at which, at any time, its corporate trust agency
business shall be conducted or such other office or address as may be specified in writing by the Fiscal Agent.

“Proceeds,” when used with reference to the Bonds, means the aggregate principal amount of the Bonds,
plus accrued interest and premium, if any, less original issue discount, if any.

“Project” means the public facilities which are authorized to be financed with the proceeds of the Special
Taxes and the sale of the Bonds of the District (excluding the EMWD Acquisition Facilities and the EMWD Fee
Facilities), as described in Resolution No. 2005-104 adopted by the City Council on October 25, 2005.

“Rebate Certificate” means the certificate delivered by the City upon the delivery of the Bonds relating to
Section 148 of the Code, or any functionally similar replacement certificate.

“Rebate Fund” means the fund by that name established by the Fiscal Agent Agreement.

“Record Date” means the fifteenth (15th) day of the month next preceding the applicable Interest Payment
Date whether or not such day is a Business Day.

“Regulations” means the temporary and permanent regulations of the United States Department of the
Treasury promulgated under the Code.

“Representation Letter” means the representation letter which the City has delivered to The Depository
Trust Company (“DTC”) with respect to the utilization of the book-entry system maintained by DTC for the
issuance and registration of bonds.

“Reserve Fund” means the fund by that name established by the Fiscal Agent Agreement.

“Reserve Requirement” means, as of the date of calculation, the lesser of (i) ten percent (10%) of the
Proceeds of the sale of the Bonds; (i) Maximum Annual Debt Service on the Bonds; or (iii) 125 percent of average
Annual Debt Service on the Bonds, as determined by the City.

“Resolution” means Resolution No. 2007-51, adopted by the City Council on May §, 2007.

“Securities Depositories” means The Depository Trust Company, 55 Water Street, 50™ Floor, New York,
New York, 10041-0099, Call Notification Department, Fax (212) 855-7232, and, in accordance with then current
guidelines of the Securities and Exchange Commission, such other securities depositories as the City may designate
in an Officer’s Certificate delivered to the Fiscal Agent.

“Special Taxes” or “Special Tax” means the special taxes levied by the City Council in any Fiscal Year on
parcels of taxable property within the District pursuant to the Act and the Fiscal Agent Agreement.

“Special Tax Fund” means the fund by that name established by the Fiscal Agent Agreement.

“Special Tax Prepayments” means amounts received by the City as prepayments of all or a portion of the
Special Tax obligation of a parcel of property in the District.

“Special Tax Prepayments Account” means the account by that name established by the Fiscal Agent in the
Bond Fund pursuant to the Fiscal Agent Agreement.

“Special Tax Revenues” means the proceeds of the Special Taxes received by the City, including any
scheduled payments, interest and penalties thereon and 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 and interest and penalties thereon.

“Standard & Poor’s” shall mean Standard & Poor’s Ratings Services, a division of The McGraw-Hill
Companies, Inc., a national rating service with offices in New York, New York.

“Supplemental Agreement” means an agreement entered into by and between the City and the Fiscal
Agent amending and supplementing the Fiscal Agent Agreement as permitted by the Fiscal Agent Agreement.

“Surplus Account” means the account by that name established in the Special Tax Fund by the Fiscal Agent
Agreement.
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“Tax Consultant” means an engineer or financial consultant or other such person or firm with expertise in
the apportionment and levy of special taxes in community facilities districts which is employed by the City to assist
the City in levying the Special Taxes.

Special Obligation

All obligations of the City and the District under the Fiscal Agent Agreement and the Bonds shall be special
obligations of the City and the District, payable solely from the Special Tax Revenues and the funds pledged
therefor pursuant to the provisions of the Fiscal Agent Agreement. Neither the faith and credit nor the taxing power
of the City, the District (except to the limited extent set forth in the Fiscal Agent Agreement) or the State of
California or any political subdivision thereof is pledged to the payment of the Bonds.

Funds And Accounts

Improvement Fund.

Establishment of Improvement Fund. The Fiscal Agent Agreement establishes a separate fund designated
the Community Facilities District No. 5 of the City of Moreno Valley Special Tax Bonds “Improvement Fund” to be
held by the Fiscal Agent, and within such fund two accounts, the “Acquisition and Construction Account” and the
“EMWD Account” to the credit of which a deposits shall be made as required by the Fiscal Agent Agreement. In
the event that the City or District receive a reimbursement from EMWD for any portion of the cost of the
construction of any EMWD Acquisition Facilities the amount of any such reimbursement shall be deposited in the
EMWD Account if such account has not been closed and, if the EMWD Account has been closed, to the Acquisition
and Construction Account if such account has not been closed and, if the Acquisition and Construction Account has
been closed, to the Special Tax Fund.

Moneys in the Acquisition and Construction Account shall be held by the Fiscal Agent for the benefit of
the City, and shall be disbursed, except as otherwise provided in the Fiscal Agent Agreement, for the payment or
reimbursement of the costs of the design, acquisition and construction of the Project.

Moneys in the EMWD Account shall be held by the Fiscal Agent for the benefit of the EMWD, and shall
be disbursed, except as otherwise provided in the Fiscal Agent Agreement, for the payment or reimbursement of the
costs of EMWD Fee Facilities and/or EMWD Acquisition Facilities pursuant to the EMWD JCFA.

Procedure for Disbursement.

Acquisition and Construction Account. Disbursements from the Acquisition and Construction Account
shall be made by the Fiscal Agent in accordance with the Acquisition/Financing Agreement and upon receipt of an
Officer’s Certificate which shall:

(a) set forth the amount required to be disbursed, the purpose for which the disbursement is
to be made and the person to which the disbursement is to be paid; and

(b) certify that no portion of the amount then being requested to be disbursed was set forth in
any Officer’s Certificate previously filed with the Fiscal Agent requesting disbursement, and that the
amount being requested is an appropriate disbursement from the Acquisition and Construction Account.

EMWD Account. Disbursements from the EMWD Account shall be made by the Fiscal Agent in
accordance with the EMWD JCFA and upon receipt of an Officer’s Certificate which shall:

(a) set forth the amount required to be disbursed, the purpose for which the disbursement is
to be made and the person to which the disbursement is to be paid; and

(b) certify that no portion of the amount then being requested to be disbursed was set forth in
any Officer’s Certificate previously filed with the Fiscal Agent requesting disbursement, and that the
amount being requested is an appropriate disbursement from the EMWD Account.

Investment. Moneys in the Acquisition and Construction Account and the EMWD Account shall be
invested and deposited in accordance with the Fiscal Agent Agreement. Investment Earnings with respect to each
such account shall be retained by the Fiscal Agent in such account to be used for the purposes of such account.

Closing of Accounts.

Acquisition and Construction Account. Upon the filing of an Officer’s Certificate stating that the
construction and acquisition of the Project has been completed in accordance with the Acquisition/Financing
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Agreement and that all costs of the Project have been paid or are not required to be paid from the Acquisition and
Construction Account, and further stating that moneys on deposit in the Acquisition and Construction Account are
not needed to complete the Project or reimburse the cost thereof, the Fiscal Agent shall transfer the amount, if any,
remaining in the Acquisition and Construction Account to the EMWD Account if such account has not been closed
or, if the EMWD Account has been closed, to the Special Tax Fund and the Acquisition and Construction Account
shall be closed. Notwithstanding the preceding provisions, the Acquisition and Construction Account shall be
closed if all amounts of deposit therein are disbursed pursuant to the Fiscal Agent Agreement.

EMWD Account. Upon the filing of an Officer’s Certificate stating that the construction and acquisition of
the EMWD Acquisition Facilities and the EMWD Fee Facilities has been completed in accordance with the EMWD
JCFA and that all costs of the EMWD Acquisition Facilities and the EMWD Fee Facilities have been paid or are not
required to be paid from the EMWD Account, and further stating that moneys on deposit in the EMWD Account are
not needed to complete acquisition or construction of the EMWD Acquisition Facilities or the EMWD Fee Facilities
or reimburse the cost thereof, the Fiscal Agent shall transfer the amount, if any, remaining in the EMWD Account to
the Acquisition and Construction Account if such account has not been closed or, if the Acquisition and
Construction Account has been closed, to the Special Tax Fund and the EMWD Account shall be closed.
Notwithstanding the preceding provisions, the EMWD Account shall be closed if all amounts of deposit therein are
disbursed pursuant to the Fiscal Agent Agreement.

Officer’s Certificate. Upon receipt of an Officer’s Certificate delivered pursuant to the Fiscal Agent
Agreement, the Fiscal Agent is authorized to act thereon without further inquiry and shall not be responsible for the
accuracy of the statements made in such Officer’s Certificate or the application of the funds disbursed pursuant
thereto, and shall be absolutely protected and incur no liability in relying on such Officer’s Certificate.

Special Tax Fund.

Establishment of Special Tax Fund. The Fiscal Agent Agreement establishes a separate fund designated
the Community Facilities District No. 5 of the City of Moreno Valley Special Tax Bonds “Special Tax Fund” to be
held by the Fiscal Agent, to the credit of which the City shall deposit, as provided in the Fiscal Agent Agreement,
not later than ten (10) Business Days after receipt, all Special Tax Revenues received by the City. Within such fund
there is to be established as a separate account, to be held by the Fiscal Agent, the “Surplus Account” to the credit of
which amounts shall be deposited as provided in the Fiscal Agent Agreement. Moneys in the Special Tax Fund, and
all accounts therein, shall be held in trust by the Fiscal Agent for the benefit of the City and the Owners of the
Bonds, shall be disbursed as provided below and, pending disbursement, shall be subject to a lien in favor of the
Owners of the Bonds.

Notwithstanding the foregoing, any amounts received by the City which constitute Special Tax
Prepayments shall be transferred by the City not later than ten (10) Business Days after receipt to the Fiscal Agent
for deposit by the Fiscal Agent in the Special Tax Prepayments Account established pursuant to the Fiscal Agent
Agreement.

Disbursements. As soon as practicable after the receipt from the City of any Special Tax Revenues, but no
later than ten (10) Business Days after such receipt, the Fiscal Agent shall withdraw from the Special Tax Fund and
deposit in the Administrative Expense Fund, an amount which is estimated by the City, in a written communication
from an Authorized Officer delivered to the Fiscal Agent (upon which the Fiscal Agent may conclusively rely) to be
sufficient, together with the amount then on deposit in the Administrative Expense Fund, to pay the Administrative
Expenses during the current Fiscal Year; provided, however, that the amount deposited in the Administrative
Expense Fund prior to the deposits to the Interest Account and the Principal Account of the Bond Fund, as provided
below in the Fiscal Agent Agreement, shall not exceed the Annual Administrative Expense Requirement for any
Fiscal Year. From the amount then remaining on deposit in the Special Tax Fund, the Fiscal Agent shall,
concurrently with the foregoing deposit, deposit in the Reserve Fund the amount, if any, which the City shall direct
in an Officer’s Certificate delivered to the Fiscal Agent (upon which the Fiscal Agent may conclusively rely), to be
withdrawn from the Special Tax Fund to make the amount on deposit therein equal to the Reserve Requirement.
Thereafter, the Fiscal Agent shall deposit in the Interest Account and the Principal Account of the Bond Fund, as
provided in the Fiscal Agent Agreement, the entire remaining balance of the amount then on deposit in the Special
Tax Fund. Notwithstanding the preceding provisions of this paragraph, if the amount of the Special Tax Revenues
collected by the City for any Fiscal Year is less than the total amount of the Special Taxes which were levied on
parcels of taxable property in the District, 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 such portion of
the amount remaining in the Special Tax Fund, after the appropriate transfer to the Administrative Expense Fund, to
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make the deposits to the Interest Account and the Principal Account as provided in the Fiscal Agent Agreement. If
after such deposits are made to the Administrative Expense Fund, the Interest Account and the Principal Account
there are funds remaining on deposit in the Special Tax Fund, the City shall instruct the Fiscal Agent by an Officer’s
Certificate (upon which the Fiscal Agent may conclusively rely) to transfer such amount from the Special Tax Fund
to and deposit it in the Reserve Fund to the extent that the amount on deposit therein is less than the Reserve
Requirement. Such Officer’s Certificate shall specify the amount which is to be transferred from the Special Tax
Fund and deposited in the Reserve Fund.

Notwithstanding the preceding provisions, if prior to the September 1 Interest Payment Date in any Bond
Year the City determines that Special Tax Revenues will be sufficient to enable the Fiscal Agent to deposit in the
Reserve Fund the amount, if any, which is necessary to make the amount on deposit therein equal to the Reserve
Requirement and deposit in the Bond Fund the full amount required for deposit to the Interest Account and the
Principal Account to pay the interest on and principal of the Bonds on such Interest Payment Date, the City may
instruct the Fiscal Agent in an Officer’s Certificate, upon which the Fiscal Agent may conclusively rely, to deposit
an additional amount in the Administrative Expense Fund before making the required deposit to the Bond Fund, and
the Fiscal Agent shall deposit such additional amount in the Administrative Expense Fund before depositing any
amount to the Reserve Fund or the Bond Fund.

Prior to the Completion Date, at the end of each Bond Year any remaining funds in the Special Tax Fund,
which are not required to cure a delinquency in the payment of principal and interest on the Bonds, to restore the
Reserve Fund or to pay current and pending Administrative Expenses as set forth in the above (“Excess Amounts”),
shall be deposited in the Acquisition and Construction Account of the Improvement Fund and used in accordance
with the Fiscal Agent Agreement and shall be free and clear of any lien thereon or pledge thereunder; provided, any
funds which are required to cure any delinquency described above shall be retained in the Special Tax Fund and
expended or transferred, at the earliest possible date, for such purpose. After the Completion Date, all Excess
Amounts shall be deposited to the Bond Fund.

At the date of the redemption, defeasance or maturity of the last Bonds and after all principal and interest
then due on any Bonds has been paid or provided for, all other covenants are complied with and all fees and
expenses of the Fiscal Agent have been paid, moneys in the Special Tax Fund, if any, will be transferred to the
Improvement Fund by the Fiscal Agent and may be used to fund any remaining Projects authorized by the District.

On or before the March 1 Interest Payment Date in each Bond Year, if the amount of other moneys which
is on deposit in the Special Tax Fund is less than the amount of the interest on the Bonds which is due on such
Interest Payment Date, the Fiscal Agent shall transfer moneys from the Surplus Account, to the extent of moneys on
deposit therein and available for transfer, to and deposit such moneys in the Interest Account of the Bond Fund in an
amount not to exceed the deficiency in the amount of other moneys which are on deposit in the Special Tax Fund,
and available for transfer to and deposit in the Interest Account to pay the full amount of the interest on the Bonds
which is due and payable on such Interest Payment Date. On or before the September 1 Interest Payment Date in
each Bond Year, if the amount of other moneys which is on deposit in the Special Tax Fund is less than the amount
of the interest on and principal of the Bonds which is due on such Interest Payment Date, the Fiscal Agent shall
transfer moneys from the Surplus Account, to the extent of moneys on deposit therein and available for transfer, to
and deposit such moneys in the Interest Account and the Principal Account in amounts not to exceed the amount of
the deficiency in the amount of other moneys which are on deposit in the Special Tax Fund, and available for
transfer, to pay the full amount of the interest on and principal of the Bonds which is due and payable on such
Interest Payment Date. On or before May 30 of each year, commencing on May 30, 2007 the Fiscal Agent shall
notify the City of the amount which is then on deposit in the Surplus Account and of the aggregate amount of the
principal of and interest on the Bonds which will become due and payable on the following September 1.

On September 2 of each year, beginning on September 2, 2007, the amount, if any, on deposit in the
Special Tax Fund (including the amount on deposit in the Surplus Account), together with the amount then on
deposit in the Bond Fund (including the Principal Account therein but not including, however, the Interest Account
or the Special Tax Prepayments Account), as determined by the City, shall not exceed the greater of (i) one year’s
earnings on such amounts, or (ii) one-twelfth (1/12th) of Annual Debt Service for the then current Bond Year. If on
September 2 of any year the amount on deposit in the Special Tax Fund (including the Surplus Account), together
with the amount then on deposit in the Bond Fund (other than such excluded amounts), exceeds the maximum
amount allowable pursuant to the preceding sentence, as determined by the City and communicated in writing by an
Authorized Officer to the Fiscal Agent (upon which the Fiscal Agent may conclusively rely), shall be transferred
from the Special Tax Fund to and deposited in the Reserve Fund to the extent that the amount on deposit therein is
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less than the Reserve Requirement. Any such excess remaining in the Special Tax Fund after any such amount is
transferred from the Special Tax Fund to the Reserve Fund shall be transferred from the Special Tax Fund to and
deposited in the Administrative Expense Fund. On September 2 of each year, after any such excess amount has
been transferred as provided above, the amount on deposit in the Special Tax Fund (including the Surplus Account),
together with the amount then on deposit in the Bond Fund (other than such excluded amounts), shall not exceed in
the aggregate the greater of (i) one year’s earnings thereon, or (ii) one-twelfth (1/12th) of Annual Debt Service for
the then current Bond Year. The Fiscal Agent shall have no obligation to monitor the City’s obligations as set forth
in this paragraph.

Investment. Moneys in the Special Tax Fund shall be invested and deposited in accordance with the Fiscal
Agent Agreement. Investment Earnings shall be retained in the Special Tax Fund to be used for the purposes of
such fund.

Administrative Expense Fund.

Establishment of Administrative Expense Fund. The Fiscal Agent Agreement establishes a separate fund
designated the Community Facilities District No. 5 of the City of Moreno Valley Special Tax Bonds
“Administrative Expense Fund” to be held by the Fiscal Agent, to the credit of which deposits shall be made as
required by the Fiscal Agent Agreement. Moneys in the Administrative Expense Fund shall be held in trust by the
Fiscal Agent for the benefit of the City, and shall be disbursed as provided below.

Disbursement. Amounts in the Administrative Expense Fund shall be withdrawn by the Fiscal Agent and
paid to the City or its order upon receipt by the Fiscal Agent of an Officer’s Certificate stating the amount to be
withdrawn, that such amount is to be used to pay an Administrative Expense and the nature of such Administrative
Expense.

Investment. Subject to the provisions of the Fiscal Agent Agreement, moneys in the Administrative
Expense Fund shall be invested and deposited in accordance with the Fiscal Agent Agreement. Investment Earnings
shall be retained by the Fiscal Agent in the Administrative Expense Fund to be used for the purposes of such fund.

Costs of Issuance Fund.

Establishment of Costs of Issuance Fund. The Fiscal Agent Agreement establishes a separate fund
designated the Community Facilities District No. 5 of the City of Moreno Valley Special Tax Bonds “Costs of
Issuance Fund” to be held by the Fiscal Agent, to the credit of which a deposit shall be made as required by the
Fiscal Agent Agreement. Moneys in the Costs of Issuance Fund shall be held in trust by the Fiscal Agent and shall
be disbursed as provided in the Fiscal Agent Agreement for the payment or reimbursement of Costs of Issuance.

Disbursement. Amounts in the Costs of Issuance Fund shall be disbursed to pay Costs of Issuance, as set
forth in a requisition containing respective amounts to be paid to the designated payees, signed by an Authorized
Officer and delivered to the Fiscal Agent concurrently with the delivery of the Bonds. The Fiscal Agent shall pay all
Costs of Issuance upon receipt of an invoice from any such payee which requests payment in an amount which is
less than or equal to the amount set forth with respect to such payee in such requisition, or upon receipt of an
Officer’s Certificate requesting payment of a Cost of Issuance not listed on the initial requisition delivered to the
Fiscal Agent on the Closing Date. The Fiscal Agent shall maintain the Costs of Issuance Fund for a period of ninety
(90) days from the Closing Date and shall then transfer and deposit any moneys remaining therein, including any
Investment Earnings thereon, to the Improvement Fund.

Investment. Moneys in the Costs of Issuance Fund shall be invested and deposited in accordance with the
Fiscal Agent Agreement. Investment Earnings shall be retained by the Fiscal Agent in the Costs of Issuance Fund to
be used for the purposes of such fund.

SPECIAL TAX REVENUES; BOND FUND; RESERVE FUND

Pledge of Special Tax Revenues.

The Bonds shall be secured by a pledge of and lien upon (which shall be effected in the manner and to the extent
provided in the Fiscal Agent Agreement) all of the Special Tax Revenues (except an amount equal to the Annual
Administrative Expense Requirement which will be deposited in the Administrative Expense Fund for each Fiscal
Year pursuant to the Fiscal Agent Agreement) and all moneys deposited in the Bond Fund and all moneys deposited
in the Reserve Fund. The Bonds shall be equally secured by a pledge of and lien upon the Special Tax Revenues
and such moneys without priority for number, date of Bond, date of execution or date of delivery; and the payment
of the interest on and principal of the Bonds and any premium upon the redemption of any thereof shall be and is
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secured by a pledge of and lien upon the Special Tax Revenues and such moneys. The Special Tax Revenues
(except an amount equal to the Annual Administrative Expense Requirement) and all moneys deposited into the
Bond Fund and the Reserve Fund (including all accounts within such funds) are hereby dedicated in their entirety to
the payment of the principal of the Bonds, and interest and any premium on, the Bonds, as provided in the Fiscal
Agent Agreement and in the Act, until all of the Bonds have been paid and retired or until moneys or Defeasance
Securities have been set aside irrevocably for that purpose in accordance with the Fiscal Agent Agreement.

Bond Fund.

Deposits. The Fiscal Agent Agreement establishes a separate fund designated as the Community Facilities
District No. 5 of the City of Moreno Valley Special Tax Bonds “Bond Fund” to be held by the Fiscal Agent, to the
credit of which deposits shall be made as required by the Fiscal Agent Agreement or the Act. Within the Bond
Fund, there are to be established as separate accounts to be held by the Fiscal Agent, the “Interest Account” and the
“Principal Account.” Also to be established in the Bond Fund, as a separate account to be held by the Fiscal Agent,
is the “Special Tax Prepayments Account” to the credit of which deposits shall be made as required by the Fiscal
Agent Agreement. Moneys in the Bond Fund shall be held, in trust, by the Fiscal Agent for the benefit of the
Owners of the Bonds, shall be disbursed for the payment of the principal of, and interest and any premium on, the
Bonds as provided below, and, pending such disbursement, shall be subject to a lien in favor of the Owners of the
Bonds.

Disbursements. On or before each Interest Payment Date, the Fiscal Agent shall transfer from the Special
Tax Fund (including the Surplus Account) and deposit into the following respective accounts in the Bond Fund, the
following amounts in the following order of priority, the requirements of each such account (including the making
up of any deficiencies in any such account resulting from lack of Special Tax Revenues sufficient to make any
earlier required deposit) at the time of deposit to be satisfied before any transfer is made to any account subsequent
in priority:

Interest Account. On or before each Interest Payment Date, except the Interest Payment Dates
which occur on September 1, 2007 and March 1, 2008, the Fiscal Agent shall deposit in the Interest
Account an amount required to cause the aggregate amount on deposit in the Interest Account to equal the
amount of interest becoming due and payable on the Bonds on such date. No deposit need be made into the
Interest Account on any Interest Payment Date if the amount on deposit therein is at least equal to the
interest becoming due and payable on the Bonds on such date. All moneys in the Interest Account shall be
used and withdrawn by the Fiscal Agent solely for the purpose of paying the interest on the Bonds as it
shall become due and payable (including accrued interest on any Bonds redeemed prior to maturity). All
amounts on deposit in the Interest Account on the first day of any Bond Year, with the exception of the
Bond Year ending September 1, 2007, to the extent not required to pay any interest then having become
due and payable on the Outstanding Bonds shall be withdrawn therefrom by the Fiscal Agent and
transferred to the Surplus Account.

Principal Account. On or before each Interest Payment Date which occurs on September 1, the
Fiscal Agent shall deposit in the Principal Account an amount required to cause the aggregate amount on
deposit in the Principal Account to equal the principal amount of the Bonds becoming due and payable on
such date pursuant to the Fiscal Agent Agreement, or the redemption price of the Bonds (consisting of the
principal amount thereof and any applicable redemption premium) required to be redeemed on such date
pursuant to any of the provisions of the Fiscal Agent Agreement. Except as provided in the Fiscal Agent
Agreement, all moneys in the Principal Account shall be used and withdrawn by the Fiscal Agent solely for
the purpose of (i) paying the principal of the Bonds at the maturity thereof, or (ii) paying the principal of
and premium (if any) on any Bonds upon the redemption thereof pursuant to the Fiscal Agent Agreement.
All amounts on deposit in the Principal Account on the first day of any Bond Year, to the extent not
required to pay the principal of any Outstanding Bonds then having become due and payable, shall be
withdrawn therefrom by the Fiscal Agent and transferred to the Surplus Account.

On the first Business Day following each Interest Payment Date, the Fiscal Agent shall transfer any moneys
remaining on deposit in the Bond Fund (including the Interest Account and the Principal Account) other than
moneys on deposit in the Special Tax Prepayments Account and moneys representing capitalized interest on the
Bonds in the Interest Account, as directed in writing by an Authorized Officer (upon which direction the Fiscal
Agent may conclusively rely), to the Surplus Account.
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In the event that moneys on deposit in the Special Tax Fund, including moneys on deposit in the Surplus
Account, will be insufficient on any Interest Payment Date for the Fiscal Agent to deposit the required amounts in
the Interest Account and the Principal Account, as provided above, the Fiscal Agent shall deposit the available funds
first to the Interest Account up to the full amount required to cause the aggregate amount on deposit therein to equal
the amount of interest becoming due and payable on the Bonds on the Interest Payment Date, and shall then deposit
the remaining available funds in the Special Tax Fund to the Principal Account up to the full amount required to
cause the aggregate amount on deposit therein to equal the amount, if any, of principal becoming due and payable on
the Bonds on the Interest Payment Date. If, after making such deposits to the Interest Account and the Principal
Account, and after transferring moneys from the Reserve Fund to such accounts, as provided in the Fiscal Agent
Agreement, the amount on deposit in the Principal Account is insufficient to pay the full amount of the principal of
each of the Bonds which is to be redeemed on the Interest Payment Date, the Fiscal Agent shall make a prorated
payment of the principal of each of such Bonds as specified in an Officer’s Certificate provided to the Fiscal Agent.

On September 2 of each year, beginning on September 2, 2008, the amount, if any, on deposit in the Bond
Fund (including the amount on deposit in the Principal Account but not including, however, the amounts on deposit
in the Interest Account and the Special Tax Prepayments Account) as determined by the City, together with the
amount then on deposit in the Special Tax Fund (including the Surplus Account), shall not exceed the greater of (i)
one year’s earnings on such amounts, or (ii) one-twelfth (1/12th) of Annual Debt Service for the then current Bond
Year. If on September 2 of any year the amount on deposit in the Bond Fund (other than such excluded amounts),
together with the amounts then on deposit in the Special Tax Fund, exceeds the maximum amount allowable
pursuant to the preceding sentence, the excess shall be transferred by the Fiscal Agent, as directed in writing by the
City (upon which the Fiscal Agent may conclusively rely), to the Reserve Fund to the extent that the amount on
deposit therein is less than the Reserve Requirement, and any such excess remaining thereafter shall be transferred
by the Fiscal Agent to the Administrative Expense Fund. On September 2 of each year, after any such excess
amount has been transferred as provided above, the amount on deposit in the Bond Fund (other than such excluded
amounts), together with the amount then on deposit in the Special Tax Fund, shall not exceed the greater of (i) one
year’s earnings thereon, or (ii) one-twelfth (1/12th) of Annual Debt Service for the then current Bond Year. The
Fiscal Agent shall have no obligation to monitor the City’s obligations as set forth in this paragraph.

Special Tax Prepayments Account Deposits and Disbursements. Within ten (10) Business Days after
receiving a Special Tax Prepayment the City shall deliver the amount thereof to the Fiscal Agent, together with an
Officer’s Certificate notifying the Fiscal Agent that the amount being delivered is a Special Tax Prepayment which
is to be deposited in the Special Tax Prepayments Account. Upon receiving a Special Tax Prepayment from the
City and such an Officer’s Certificate, the Fiscal Agent shall deposit the amount of the Special Tax Prepayment in
the Special Tax Prepayments Account. Such an Officer’s Certificate may be combined with the Officer’s Certificate
which the City is required to deliver to the Fiscal Agent pursuant to the Fiscal Agent Agreement. Moneys on
deposit in the Special Tax Prepayments Account shall be transferred by the Fiscal Agent to the Principal Account on
the next date for which notice of the redemption of the Bonds can timely be given under the Fiscal Agent Agreement
and shall be used to redeem the Bonds on the redemption date selected in accordance with the Fiscal Agent
Agreement. Pending such transfer, the moneys on deposit in the Special Tax Prepayments Account shall be invested
in Defeasance Securities at such yield as Bond Counsel shall determine is necessary to preserve the exclusion of
interest on the Bonds from gross income for purposes of federal income taxation. Investment earnings on the
moneys on deposit in the Special Tax Prepayments Account shall be retained in such account.

Investment. Except as provided above, moneys in the Bond Fund, including all accounts therein, shall be
invested and deposited in accordance with the Fiscal Agent Agreement. Investment Earnings shall be retained in the
Bond Fund, except to the extent they are required to be deposited by the Fiscal Agent in the Rebate Fund in
accordance with the Fiscal Agent Agreement.

Amounts in the Bond Fund, including all accounts therein, shall also be withdrawn and deposited in the
Rebate Fund as provided in the Fiscal Agent Agreement.
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Reserve Fund.

Establishment of Fund. The Fiscal Agent Agreement establishes a separate fund designated as the
Community Facilities District No. 5 of the City of Moreno Valley Special Tax Bonds “Reserve Fund” to be held by
the Fiscal Agent, to the credit of which a deposit shall be made as required by the Fiscal Agent Agreement, which
deposit is equal to the Reserve Requirement, and to which deposits shall be made as provided in the Fiscal Agent
Agreement. Moneys in the Reserve Fund shall be held, in trust, by the Fiscal Agent for the benefit of the Owners of
the Bonds as a reserve for the payment of the principal of and interest and any premium on the Bonds and shall be
subject to a lien in favor of the Owners of the Bonds.

Use of Fund. Except as otherwise provided in the Fiscal Agent Agreement, (i) all amounts on deposit in
the Reserve Fund shall be used and withdrawn by the Fiscal Agent solely for the purpose of making transfers to the
Interest Account and the Principal Account of the Bond Fund in the event of any deficiency at any time in either of
such accounts of the amount then required for payment of the principal of and interest and any premium on the
Bonds or, in accordance with the provisions of the Fiscal Agent Agreement, for the purpose of redeeming Bonds.

Transfer Due to Deficiency in Interest and Principal Accounts. Whenever transfer is made from the
Reserve Fund to the Interest Account or the Principal Account due to a deficiency in either such account, the Fiscal
Agent shall provide written notice thereof to the City.

Transfer of Excess of Reserve Requirement. Whenever, on any September 2, the amount in the Reserve
Fund, less Investment Earnings resulting from the investment of the funds therein which pursuant to the Fiscal
Agent Agreement must be rebated to the United States, exceeds the Reserve Requirement, the Fiscal Agent shall
provide written notice to the City of the amount of the excess. Upon receiving written direction from an Authorized
Officer (upon which the Fiscal Agent may conclusively rely), the Fiscal Agent shall, subject to the requirements of
the Fiscal Agent Agreement, transfer an amount from the Reserve Fund which will reduce the amount on deposit
therein to an amount equal to the Reserve Requirement to the Interest Account and the Principal Account, in the
priority specified in the Fiscal Agent Agreement, to be used for the payment of the interest on and principal of the
Bonds on the next succeeding Interest Payment Date in accordance with the Fiscal Agent Agreement.

Transfer When Balance Exceeds Outstanding Bonds. Whenever the balance in the Reserve Fund is equal
to or exceeds the amount required to redeem or pay the Outstanding Bonds, including interest accrued to the date of
payment or redemption and premium, if any, due upon redemption, the Fiscal Agent shall, upon receiving written
direction from an Authorized Officer (upon which the Fiscal Agent may conclusively rely), transfer the amount in
the Reserve Fund to the Interest Account and the Principal Account, in the priority specified in the Fiscal Agent
Agreement, to be applied, on the next succeeding Interest Payment Date, to the payment and redemption, in
accordance with the Fiscal Agent Agreement of all of the Outstanding Bonds. In the event that the amount available
to be so transferred from the Reserve Fund to the Interest Account and the Principal Account exceeds the amount
required to pay and redeem the Outstanding Bonds, the excess shall be transferred to the City to be used for any
lawful purpose of the City.

Transfers on Payment of Special Tax Obligations. Whenever the City receives a Special Tax Prepayment
for a lot or parcel of property within the District, the City shall by an Officer’s Certificate notify the Fiscal Agent
thereof and of the amount by which the Reserve Fund is to be reduced and which is transferable from the Reserve
Fund to the Principal Account of the Bond Fund, which amount shall be specified in the Officer’s Certificate. Each
such Officer’s Certificate shall be accompanied by a report of an Independent Financial Consultant verifying the
accuracy of the calculation of the amount to be transferred from the Reserve Fund to the Principal Account
(“Verification™). Upon receipt of each such Officer’s Certificate and Verification, upon which the Fiscal Agent may
conclusively rely, the Fiscal Agent shall at such time as the amount of such Special Tax Prepayment will be used to
redeem Bonds, as provided in the Fiscal Agent Agreement, transfer the amount specified in such Officer’s
Certificate to the Principal Account and use such amount, together with the amount of such Special Tax Prepayment,
to redeem Bonds, as provided in the Fiscal Agent Agreement. Notwithstanding the preceding provisions of the
Fiscal Agent Agreement, no amount shall be transferred from the Reserve Fund to the Principal Account if the
amount on deposit in the Reserve Fund is, or as a result of such transfer would be, less than the Reserve
Requirement.

Investment. Moneys on deposit in the Reserve Fund shall be invested in Permitted Investments which do
not have maturities extending beyond five (5) years; provided, however, if the Reserve Fund is invested in an
investment agreement (as defined in clause (vii) of the definition of Permitted Investments) or a repurchase
agreement (as defined in clause (xi) of such definition) such agreement may have a maturity longer than five (5)
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years if the Fiscal Agent is authorized by the provisions of such agreement to draw the full amount thereof, without
penalty, if required for the purposes of the Reserve Fund. The City shall cause the Permitted Investments, other than
such investment agreements, in which moneys on deposit in the Reserve Fund are invested to be valued at fair
market value and marked-to-market at least once in each Fiscal Year.

Other Covenants Of The City

Punctual Payment.

The City will punctually pay or cause to be paid the principal of and interest and any premium on the Bonds when
and as due in strict conformity with the terms of the Fiscal Agent Agreement and any Supplemental Agreement to
the extent that the Special Tax Revenues are available therefor, and it will faithfully observe and perform all of the
conditions, covenants and requirements of the Fiscal Agent Agreement and all Supplemental Agreements and of the
Bonds.

Special Obligation.

The Bonds are special obligations of the City and the District and are payable solely from and secured solely by the
Special Tax Revenues and the amounts in the Bond Fund, the Reserve Fund and the Special Tax Fund.

Extension of Time for Payment.

In order to prevent any accumulation of claims for interest after maturity, the City shall not, directly or indirectly,
extend or consent to the extension of the time for the payment of any claim for interest on any of the Bonds and shall
not, directly or indirectly, be a party to the approval of any such arrangement by purchasing or funding said claims
for interest or in any other manner. In case any such claim for interest shall be extended or funded, whether or not
with the consent of the City, such claim for interest so extended or funded shall not be entitled, in case of default
under the Fiscal Agent Agreement, to the benefits of the Fiscal Agent Agreement, except subject to the prior
payment in full of the principal of all of the Bonds then Outstanding and of all claims for interest which shall not
have been so extended or funded.

Against Encumbrances.

The City shall not encumber, pledge or place any charge or lien upon any of the Special Tax Revenues or other
amounts pledged to the Bonds superior to or on a parity with the pledge and lien in the Fiscal Agent Agreement
created for the benefit of the Bonds, except as permitted by the Fiscal Agent Agreement. Nothing in the Fiscal Agent
Agreement shall prevent the City from issuing and selling, pursuant to law, refunding bonds or other refunding
obligations payable from and having a first lien upon the Special Taxes Revenues on a parity with the Outstanding
Bonds so long as the issuance of such refunding bonds or other refunding obligations results in a reduction in each
Bond Year on the Annual Debt Service on the Bonds when combined with the annual debt service on such refunding
bonds or other refunding obligations following the issuance thereof.

Books and Accounts.

The City shall keep, or cause to be kept, proper books of record and accounts, separate from all other records and
accounts of the City in which complete and correct entries shall be made of all transactions relating to the
expenditure of amounts disbursed from the Administrative Expense Fund. Such books of record and accounts shall
at all times during business hours, upon reasonable notice, be subject to the inspection of the Owners of not less than
ten percent (10%) of the aggregate principal amount of the Bonds then Outstanding, or their representatives duly
authorized in writing.

Protection of Security and Rights of Owners.

The City will preserve and protect the security of the Bonds and the rights of the Owners, and will warrant and
defend their rights against all claims and demands of all persons. From and after the delivery of any of the Bonds by
the City, the Bonds shall be incontestable by the City.

Collection of Special Tax Revenues.

The City shall comply with all requirements of the Act, including the enactment of necessary Ordinances, so as to
assure the timely collection of Special Tax Revenues, including without limitation, the enforcement of the payment
or collection of delinquent Special Taxes.

On or within five (5) Business Days of May 1 of each year, the Fiscal Agent shall provide the City with a
notice stating the amount then on deposit in the Special Tax Fund, the Bond Fund and the Reserve Fund (including
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all accounts and sub-accounts therein), and informing the City that the Special Taxes are to be levied by Ordinance
as necessary to provide for Annual Debt Service and Administrative Expenses and replenishment (if necessary) of
the Reserve Fund so that the balance therein equals the Reserve Requirement. The receipt of such notice by the City
or the failure of the Fiscal Agent to give such notice shall in no way affect the obligations of the City under the
following two paragraphs. The Fiscal Agent shall have no liability if it does not provide such notice to the City.
Upon receipt of such notice, the City shall communicate with the Auditor to ascertain the relevant parcels on which
the Special Taxes are to be levied, taking into account any parcel splits during the preceding and then current Fiscal
Year.

The City shall effect the levy of the Special Taxes each Fiscal Year in accordance with the Act by
August 10 of each year (or such later date as may be authorized by the Act or any amendment thereof) that the
Bonds are Outstanding, such that the computation of the levy is complete before the final date on which the Auditor
will accept the transmission of the Special Tax amounts for the parcels within the District for inclusion on the tax
roll for the Fiscal Year then beginning. Upon the completion of the computation of the amounts of the levy of the
Special Taxes, the City shall prepare or cause to be prepared, and shall transmit to the Auditor, such data as the
Auditor requires to include the levy of the Special Taxes on the tax roll. Notwithstanding the preceding provisions
of this paragraph, the City Council may elect, as permitted by the Act, to collect the Special Taxes to be levied for
any Fiscal Year directly from the owners of the parcels of taxable property upon which the Special Taxes are levied
rather than by transmitting the Special Taxes to the Auditor for collection on the tax roll; provided that, in such
event, the City shall otherwise comply with the provisions of the Fiscal Agent Agreement.

The City shall fix and levy the amount of Special Taxes within the District required for the payment of the
principal of and interest on any Outstanding Bonds becoming due and payable during the ensuing calendar year,
including any necessary replenishment or expenditure of the Reserve Fund, and the amount estimated to be
sufficient to pay the Administrative Expenses during such calendar year. The Special Taxes so levied shall not
exceed the authorized amounts for the District as provided in the proceedings for the establishment of the District.

The Special Taxes shall be payable and be collected (except in the event of judicial foreclosure proceedings
pursuant to the Fiscal Agent Agreement) in the same manner and at the same time and in the same installments as
the general taxes on real property are payable, and have the same priority, become delinquent at the same times and
in the same proportionate amounts and bear the same proportionate penalties and interest after delinquency as do the
general taxes on real property.

The City will not, in collecting the Special Taxes or in processing any such judicial foreclosure
proceedings, exercise any authority which it has pursuant to Sections 53340, 53344.1, 53344.2, 53356.1 and 53356.5
of the California Government Code in any manner which would materially and adversely affect the interests of the
Bondowners and, in particular, will not permit the tender of Bonds in full or partial 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 City having insufficient Special Tax Revenues to pay the principal of and interest on the Bonds and remaining
Outstanding following such tender.

Levy of Special Taxes for Administrative Expenses.

The City covenants that, (a) to the extent that it is legally permitted to do so, it will levy the Special Taxes for the
payment of the Administrative Expenses which are expected to be incurred in each Fiscal Year, and (b) it will not
initiate proceedings under the Act to reduce the Maximum Special Tax rates (the “Maximum Rates”) on then
existing Developed Property in the District below the amounts which are necessary to provide Special Tax Revenues
in an amount equal to estimated Administrative Expenses for the then current Fiscal Year plus an amount equal to
one hundred ten percent (110%) of Maximum Annual Debt Service on the Outstanding Bonds.

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

Further Assurances.

The City will adopt, make, execute and deliver any and all such further ordinances, resolutions, instruments and
assurances as may be reasonably necessary or proper to carry out the intention or to facilitate the performance of the
Fiscal Agent Agreement, and for better assuring and confirming unto the Owners of the Bonds of the rights and
benefits provided in the Fiscal Agent Agreement.



Tax Covenants.
The City covenants that:

It will not take any action or omit to take any action, which action or omission, if reasonably expected on
the date of the initial issuance and delivery of the Bonds, would have caused any of the Bonds to be “arbitrage
bonds” within the meaning of Section 103(b) and Section 148 of the Code;

It will not take any action or omit to take any action, which action or omission, if reasonably expected on
the date of initial issuance and delivery of the Bonds, would result in loss of exclusion from gross income for
purposes of federal income taxation under Section 103(a) of the Code of interest paid with respect to the Bonds;

It will not take any action or omit to take any action, which action or omission, if reasonably expected on
the date of initial issuance and delivery of the Bonds, would have caused any of the Bonds to be “private activity
bonds” within the meaning of Section 141 of the Code;

It will comply with the Rebate Certificate as a source of guidance for achieving compliance with the Code;
and

In order to maintain the exclusion from gross income for purposes of federal income taxation of interest
paid with respect to the Bonds, it will comply with each applicable requirement of Section 103 and Sections 141
through 150 of the Code.

The covenants of the City contained in the Fiscal Agent Agreement shall survive the payment, redemption
or defeasance of Bonds pursuant to the Fiscal Agent Agreement.

Covenant to Foreclose.

The City covenants with and for the benefit of the Owners of the Bonds that, within sixty (60) days after each
Interest Payment Date, it will cause to be commenced, as provided in the Fiscal Agent Agreement, and (unless
delinquent Special Taxes are paid) diligently prosecute to judgment, an action in the superior court to foreclose the
lien of any Special Taxes, or any installments thereof, which were not paid by the statutory delinquency date (i.e.,
December 10 or April 10). In furtherance of this covenant, within five (5) Business Days after each Interest
Payment Date, the Finance Director, or his or her designee, shall review the most recent Fixed Charge Unpaid List
received from the Auditor regarding unpaid property taxes to determine if there are any delinquent installments of
Special Taxes levied on property in the District. If there are any such delinquent Special Tax installments, the
Finance Director, or his or her designee, shall notify the City Attorney of such delinquencies and, within the
previously mentioned sixty (60) days, the City Attorney shall commence, or cause to be commenced, and diligently
prosecute such a superior court foreclosure action or actions to collect such delinquent Special Taxes.

Prepayment of Special Taxes.

The City shall cause all applications of owners of property in the District to prepay and satisfy the Special Tax
obligation for their property to be reviewed by the Tax Consultant and shall not accept any such prepayment unless
such consultant certifies in writing that the Special Tax Prepayment amount has been determined in accordance with
the Rate and Method of Apportionment.

Calculation of Prepayments.

The City will cause all Special Tax Prepayments to be calculated to include the amount of the premium on the
Outstanding Bonds that will be redeemed with the Special Tax Prepayment and negative arbitrage on the investment
of the Special Tax Prepayment from the date of receipt until the Interest Payment Date upon which the Special Tax
Prepayment and the amount to be transferred from the Reserve Fund to the Principal Account pursuant to the Fiscal
Agent Agreement will be used to redeem Outstanding Bonds pursuant to the Fiscal Agent Agreement. The City will
not include in any calculation of the amount of any Special Tax Prepayment for any parcel of taxable property in the
District a proportionate amount of the amount then on deposit in the Reserve Fund, if at the time of such calculation
the amount on deposit in the Reserve Fund is less than the Reserve Requirement.

Continuing Disclosure.

The City and the Fiscal Agent, as Dissemination Agent, hereby covenant and agree that they will comply with and
carry out all of the provisions of the Continuing Disclosure Agreement which are specifically applicable to each of
them.



Accountability Measures.

The City shall comply with the requirements of Section 53410 of the California Government Code with respect to
the deposit and expenditure of the Proceeds of the sale of the Bonds and shall cause the appropriate officer of the
City to file a report with the City Council no later than January 2, 2008, and annually thereafter, which shall contain
the information required by Section 53411 of the California Government Code with respect to the expenditure of the
Proceeds and the status of the construction and acquisition of the Project.

Investments

Deposit and Investment of Moneys in Funds.

Subject in all respects to the provisions of the Fiscal Agent Agreement, moneys in any fund or account created or
established by the Fiscal Agent Agreement and held by the Fiscal Agent shall be invested by the Fiscal Agent in
Permitted Investments, as directed pursuant to an Officer’s Certificate filed with the Fiscal Agent at least two (2)
Business Days in advance of the making of such investments. In the absence of any such Officer’s Certificate, the
Fiscal Agent shall invest any such moneys in Permitted Investments described in clause (iv) of the definition of
Permitted Investments. The Fiscal Agent shall not have any responsibility for determining the legality of any
Permitted Investments. The Fiscal Agent shall have no obligation to pay additional interest or maximize investment
income on any funds held by it. Neither the City nor the Owners of the Bonds shall have any claim of any kind
against the Fiscal Agent in connection with investments properly made pursuant to the Fiscal Agent Agreement.
Obligations purchased as an investment of moneys in any fund or account shall be deemed to be part of such fund or
account, subject, however, to the requirements of the Fiscal Agent Agreement for transfer of Investment Earnings in
funds and accounts.

The Fiscal Agent and its affiliates may act as sponsor, advisor, depository, principal or agent in the holding,
acquisition or disposition of any investment. The Fiscal Agent shall not incur any liability for losses arising from
any investments made pursuant to the Fiscal Agent Agreement. For purposes of determining the amount on deposit
in any fund or account held under the Fiscal Agent Agreement, all Permitted Investments or investments credited to
such fund or account shall be valued at the cost thereof (excluding accrued interest and brokerage commissions, if

any).

Subject in all respects to the provisions of the Fiscal Agent Agreement, investments in any and all funds
and accounts may be commingled in a single fund for purposes of making, holding and disposing of investments,
notwithstanding provisions therein for transfer to or holding in or to the credit of particular funds or accounts of
amounts received or held by the Fiscal Agent thereunder, provided that the Fiscal Agent shall at all times account
for such investments strictly in accordance with the funds and accounts to which they are credited and otherwise as
provided in the Fiscal Agent Agreement.

The Fiscal Agent shall sell or present for redemption, any investment security whenever it shall be
necessary to provide moneys to meet any required payment, transfer, withdrawal or disbursement from the fund or
account to which such investment security is credited, and the Fiscal Agent shall not be liable or responsible for any
loss resulting from the acquisition or disposition of any such investment security in accordance with the Fiscal
Agent Agreement.

The City acknowledges that to the extent regulations of the Comptroller of the Currency or other applicable
regulatory entity grant the City or the District the right to receive brokerage confirmations of securities transactions
as they occur, the City for itself and the District specifically waives receipt of such confirmations to the extent
permitted by law. The Fiscal Agent shall furnish the City periodic cash transaction statements which include detail
for all investment transactions made by the Fiscal Agent under the Fiscal Agent Agreement.

The Fiscal Agent may make any investments under the Fiscal Agent Agreement through its own bond or
investment department or trust investment department, or those of its parent or any affiliate.

Rebate Fund; Rebate to the United States.

The Fiscal Agent Agreement establishes a separate fund designated as the “Rebate Fund” to be held by the Fiscal
Agent, as a separate fund distinct from all other funds and accounts held by the Fiscal Agent under the Fiscal Agent
Agreement,. The Fiscal Agent shall, in accordance with written directions received from an Authorized Officer,
deposit into the Rebate Fund moneys transferred by the City to the Fiscal Agent pursuant to the Rebate Certificate or
moneys transferred by the Fiscal Agent from the Reserve Fund. The Rebate Fund shall be held either uninvested or
invested only in Federal Securities at the written direction of the City. Moneys on deposit in the Rebate Fund shall
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be applied only to payments made to the United States, to the extent such payments are required by the Rebate
Certificate. The Fiscal Agent shall, upon written request and direction of the City, make such payments to the
United States.

The Fiscal Agent may rely conclusively upon the City’s determinations, calculations and certifications
required by the Fiscal Agent Agreement. The Fiscal Agent shall have no responsibility to independently make any
calculation or determination or to review the City’s calculations thereunder. The Fiscal Agent’s sole responsibilities
under the Fiscal Agent Agreement are to follow the written instructions of the City pertaining thereto. The City
shall be responsible for any fees and expenses incurred by the Fiscal Agent pursuant to these provisions of the Fiscal
Agent Agreement.

The Fiscal Agent shall, upon written request and direction from the City, transfer to or upon the order of the
City any moneys on deposit in the Rebate Fund in excess of the amount, if any, required to be maintained or held
therein in accordance with the Rebate Certificate.

Liability of City

The City shall not incur any responsibility in respect of the Bonds or the Fiscal Agent Agreement other
than in connection with the duties or obligations explicitly therein or in the Bonds assigned to or imposed upon it.
The City shall not be liable in connection with the performance of its duties under the Fiscal Agent Agreement,
except for its own negligence or willful default. The City shall not be bound to ascertain or inquire as to the
performance or observance of any of the terms, conditions, covenants or agreements of the Fiscal Agent in the Fiscal
Agent Agreement or of any of the documents executed by the Fiscal Agent in connection with the Bonds.

In the absence of bad faith, the City may conclusively rely, as to the truth of the statements and the
correctness of the opinions expressed therein, upon certificates or opinions furnished to the City and conforming to
the requirements of the Fiscal Agent Agreement. The City shall not be liable for any error of judgment made in
good faith unless it shall be proved that it was negligent in ascertaining the pertinent facts.

No provision of the Fiscal Agent Agreement shall require the City to expend or risk its own general funds
or otherwise incur any financial liability (other than with respect to the Special Tax Revenues) in the performance of
any of its obligations under the Fiscal Agent Agreement, or in the exercise of and of its rights or powers, if it shall
have reasonable grounds for believing that repayment of such funds or adequate indemnity against such risk or
liability is not reasonably assured to it.

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

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

In order to perform its duties and obligations under the Fiscal Agent Agreement, the City may employ such
persons or entities as it deems necessary or advisable. The City shall not be liable for any of the acts or omissions of
such persons or entities employed by it in good faith under the Fiscal Agent Agreement, and shall be entitled to rely,
and shall be fully protected in doing so, upon the opinions, calculations, determinations and directions of such
persons or entities.

Modification Or Amendment

Amendments Permitted.

The Fiscal Agent Agreement and the rights and obligations of the District and the City and of the Owners
of the Bonds may be modified or amended at any time by a Supplemental Agreement pursuant to the affirmative
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vote at a meeting of the Owners, or with the written consent, without a meeting, of the Owners of at least sixty
percent (60%) in aggregate principal amount of the Bonds then Outstanding, exclusive of Bonds disqualified as
provided in the Fiscal Agent Agreement. No such modification or amendment shall (i) extend the maturity of any
Bond or the time for paying interest thereon, or otherwise alter or impair the obligation of the City on behalf of the
District to pay the principal of, and the interest and any premium on, any Bond, without the express consent of the
Owner of such Bond; or (ii) permit the creation of any pledge of or lien upon the Special Tax Revenues, or the
moneys on deposit in the Special Tax Fund, the Bond Fund or the Reserve Fund, superior to or on a parity with the
pledge and lien created for the benefit of the Bonds (except as otherwise permitted by the Act, the laws of the State
of California or the Fiscal Agent Agreement); (iii) reduce the percentage of Bonds required for the amendment
thereof; or (iv) reduce the principal amount of or redemption premium on any Bond or reduce the interest rate
thereon. Any such amendment may not modify any of the rights or obligations of the Fiscal Agent without its
written consent. The Fiscal Agent shall be furnished an opinion of counsel that any such Supplemental Agreement
entered into by the City and the Fiscal Agent complies with the provisions of the Fiscal Agent Agreement and the
Fiscal Agent may conclusively rely on such opinion.

The Fiscal Agent Agreement and the rights and obligations of the District and the City and the Owners may
also be modified or amended at any time by a Supplemental Agreement, without the consent of any Owners, only to
the extent permitted by law and only for any one or more of the following purposes:

(a) to add to the covenants and agreements of the City in the Fiscal Agent Agreement
contained, other covenants and agreements thereafter to be observed, or to limit or surrender any right or
power therein reserved to or conferred upon the City;

(b) to make modifications not adversely affecting any Outstanding series of Bonds of the
District in any material respect;

() to make such provisions for the purpose of curing any ambiguity, or of curing, correcting
or supplementing any defective provisions of the Fiscal Agent Agreement, or in regard to questions arising
under the Fiscal Agent Agreement, as the City and the Fiscal Agent may deem necessary or desirable and
not inconsistent with the Fiscal Agent Agreement, and which shall not adversely affect the rights of the
Owners; or

(d) to make such additions, deletions or modifications as may be necessary or desirable to
assure compliance with Section 148 of the Code relating to required rebate of moneys to the United States
or otherwise as may be necessary to assure exclusion from gross income for federal income tax purposes of
interest on the Bonds or to conform with the Regulations.

Owners’ Meetings.

The City may at any time call a meeting of the Owners. In such event, the City is authorized to fix the time
and place of any such meeting and to provide for the giving of notice thereof and to fix and adopt rules and
regulations for the conduct of the meeting.

Procedure for Amendment with Written Consent of Owners.

The City and the Fiscal Agent may at any time enter into a Supplemental Agreement amending the
provisions of the Bonds or of the Fiscal Agent Agreement or any Supplemental Agreement, to the extent that such
amendment is permitted by the Fiscal Agent Agreement, to take effect when and as provided in the Fiscal Agent
Agreement. A copy of the Supplemental Agreement, together with a request to Owners for their consent thereto,
shall be mailed by first class mail, postage prepaid, by the Fiscal Agent to each Owner of Bonds Outstanding, but
failure to mail copies of the Supplemental Agreement and request shall not affect the validity of the Supplemental
Agreement when assented to as provided in the Fiscal Agent Agreement.

Such a Supplemental Agreement shall not become effective unless there shall be filed with the Fiscal Agent
the written consents of the Owners of at least sixty percent (60%) in aggregate principal amount of the Bonds then
Outstanding (exclusive of Bonds disqualified as provided in the Fiscal Agent Agreement) and a notice shall have
been mailed as provided in the Fiscal Agent Agreement. Each such consent shall be effective only if accompanied
by proof of ownership of the Bonds for which such consent is given, which proof shall be such as is permitted by the
Fiscal Agent Agreement. Any such consent shall be binding upon the Owner of the Bonds giving such consent and
on any subsequent Owner (whether or not such subsequent Owner has notice thereof) unless such consent is revoked
in writing by the Owner giving such consent or a subsequent Owner by filing such revocation with the Fiscal Agent
prior to the date when the notice provided in the Fiscal Agent Agreement has been mailed.
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After the Owners of the required percentage of Bonds shall have filed their consents to the Supplemental
Agreement, the City shall mail a notice to the Owners in the manner provided in the Fiscal Agent Agreement for the
mailing of the Supplemental Agreement, stating in substance that the Supplemental Agreement has been consented
to by the Owners of the required percentage of Bonds and will be effective as provided in the Fiscal Agent
Agreement (but failure to mail copies of said notice shall not affect the validity of the Supplemental Agreement or
consents thereto). Proof of the mailing of such notice shall be filed with the Fiscal Agent. A record, consisting of
the documents required by the Fiscal Agent Agreement to be filed with the Fiscal Agent, shall be proof of the
matters therein stated until the contrary is proved. The Supplemental Agreement shall become effective upon the
filing with the Fiscal Agent of the proof of mailing of such notice, and the Supplemental Agreement shall be deemed
conclusively binding (except as otherwise specifically provided in the Fiscal Agent Agreement) upon the City, the
District and the Owners of all Bonds then Outstanding at the expiration of sixty (60) days after such filing, except in
the event of a final decree of a court of competent jurisdiction setting aside such consent in a legal action or
equitable proceeding for such purpose commenced within such sixty (60)-day period.

Disqualified Bonds.

Bonds owned or held for the account of the City, excepting any pension or retirement fund, shall not be
deemed Outstanding for the purpose of any vote, consent or other action or any calculation of Outstanding Bonds
provided for in the Fiscal Agent Agreement, and shall not be entitled to vote upon, consent to, or participate in any
action provided for in the Fiscal Agent Agreement. Upon request of the Fiscal Agent, the City shall specify to the
Fiscal Agent those Bonds disqualified pursuant to the Fiscal Agent Agreement and the Fiscal Agent may
conclusively rely on such certificate.

Effect of Supplemental Agreement.

From and after the time any Supplemental Agreement becomes effective pursuant to the Fiscal Agent
Agreement, the Fiscal Agent Agreement shall be deemed to be modified and amended in accordance therewith, and
the respective rights, duties and obligations under the Fiscal Agent Agreement of the City and all Owners of Bonds
Outstanding shall thereafter be determined, exercised and enforced thereunder subject in all respects to such
modifications and amendments, and all the terms and conditions of any such Supplemental Agreement shall be
deemed to be part of the terms and conditions of the Fiscal Agent Agreement for any and all purposes.

Endorsement or Replacement of Bonds Issued After Amendments.

The City may determine that Bonds issued and delivered after the effective date of any action taken as
provided in the Fiscal Agent Agreement shall bear a notation, by endorsement or otherwise, in form approved by the
City, as to such action. In that case, upon demand of the Owner of any Bond Outstanding at such effective date and
upon presentation of his Bond for that purpose at the Principal Office of the Fiscal Agent or at such other office as
the City may select and designate for that purpose, a suitable notation shall be made on such Bond. The City may
determine that new Bonds, so modified as in the opinion of the City is necessary to conform to such action, shall be
prepared, executed and delivered. In that case, upon demand of the Owner of any Bonds then Outstanding, such
new Bonds shall be exchanged at the Principal Office of the Fiscal Agent without cost to any Owner, for like Bonds
then Outstanding, upon surrender of such Bonds.

Amendatory Endorsement of Bonds.

The provisions of the Fiscal Agent Agreement shall not prevent any Owner from accepting any amendment
as to the particular Bonds held by him, provided that due notation thereof is made on such Bonds.

Miscellaneous

Benefits of Agreement Limited to Parties.

Nothing in the Fiscal Agent Agreement, expressed or implied, is intended to give to any person other than
the City, the Fiscal Agent and the Owners, any right, remedy or claim under or by reason of the Fiscal Agent
Agreement. Any covenants, stipulations, promises or agreements in the Fiscal Agent Agreement contained by and
on behalf of the City shall be for the sole and exclusive benefit of the Owners and the Fiscal Agent.

Successor is Deemed Included in All References to Predecessor.

Whenever in the Fiscal Agent Agreement or any Supplemental Agreement either the City or the Fiscal
Agent is named or referred to, such reference shall be deemed to include the successors or assigns thereof, and all
the covenants and agreements in the Fiscal Agent Agreement contained by or on behalf of the City or the Fiscal
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Agent shall bind and inure to the benefit of the respective successors and assigns thereof whether so expressed or
not.

Discharge of Agreement.

If the City shall pay and discharge the indebtedness on all or a portion (a “Partial Discharge”) of the
Outstanding Bonds in any one or more of the following ways:

(a) by well and truly paying or causing to be paid the principal of and interest and any
premium on such Bonds, as and when the same become due and payable;

(b) by depositing with the Fiscal Agent, at or before maturity, an amount of money which,
together with the amounts then on deposit in the Bond Fund (including all accounts therein), the Special
Tax Fund (including the Surplus Account) and the Reserve Fund, or in the event of a Partial Discharge, the
appropriate portion of such amounts, as determined by the City and confirmed by an Independent Financial
Consultant, is fully sufficient to pay such Bonds, including all principal, interest and redemption premiums,
if any; or

(c) by irrevocably depositing with the Fiscal Agent, cash or non-callable Defeasance
Securities in such amount as the City shall determine, as confirmed by an Independent CPA, will, together
with the interest to accrue thereon and amounts then on deposit in the Bond Fund (including all accounts
therein), the Special Tax Fund (including the Surplus Account) and the Reserve Fund, or in the event of a
Partial Discharge, the appropriate portion of such amounts, as determined by the City and confirmed by an
Independent CPA, be fully sufficient to pay and discharge the indebtedness on such Bonds (including all
principal, interest and redemption premiums) at or before their respective maturity dates;

and if such Bonds are to be redeemed prior to the maturity thereof, notice of such redemption shall have been given
as in the Fiscal Agent Agreement provided or provision satisfactory to the Fiscal Agent shall have been made for the
giving of such notice, then, at the election of the City, and notwithstanding that any such Bonds shall not have been
surrendered for payment, the pledge of the Special Tax Revenues and other funds provided for in the Fiscal Agent
Agreement and all other obligations of the City and the District under the Fiscal Agent Agreement with respect to
such Bonds shall cease and terminate, except the obligation of the City to pay or cause to be paid to the Owners of
such Bonds not so surrendered and paid all sums due thereon, the obligation of the City to pay all amounts owing to
the Fiscal Agent pursuant to the Fiscal Agent Agreement, and the obligations of the City pursuant to the covenants
contained in the Fiscal Agent Agreement; and thereafter Special Taxes shall not be payable to the Fiscal Agent.
Notice of such election shall be filed with the Fiscal Agent. The satisfaction and discharge of the Fiscal Agent
Agreement as to all of the Outstanding Bonds shall be without prejudice to the rights of the Fiscal Agent to charge
and be reimbursed by the City for the expenses which it shall thereafter incur in connection therewith.

Any funds held by the Fiscal Agent to pay and discharge the indebtedness on such Bonds, upon payment of
all fees and expenses of the Fiscal Agent, which are not required for such purpose, shall be paid over to the City.
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APPENDIX E

FORM OF CONTINUING DISCLOSURE AGREEMENT
OF THE CITY OF MORENO VALLEY

This Continuing Disclosure Agreement dated as of May 1, 2007 (the “Disclosure Agreement”) is
executed and delivered by the City of Moreno Valley (the “Issuer”) for and on behalf of Community Facilities
District No. 5 and Wells Fargo Bank, National Association, as Fiscal Agent (the “Fiscal Agent”) and as
dissemination agent (the “Dissemination Agent”), in connection with the issuance and delivery by the Issuer of
its $5,870,000 2007 Special Tax Bonds (the “Bonds”). The Bonds are being issued pursuant to a Fiscal Agent
Agreement, dated as of May 1, 2007 (the “Fiscal Agent Agreement”), by and between the Issuer and the Fiscal
Agent. The Issuer, the Fiscal Agent and the Dissemination Agent covenant as follows:

SECTION 1. Purpose of the Disclosure Agreement. This Disclosure Agreement is being executed
and delivered by the Issuer, the Fiscal Agent and the Dissemination Agent, for the benefit of the Owners and
Beneficial Owners of the Bonds and in order to assist the Participating Underwriter in complying with the
Rule.

SECTION 2.  Definitions. In addition to the definitions set forth in the Fiscal Agent Agreement,
which apply to any capitalized term used in this Disclosure Agreement unless otherwise defined in this
Section, the following capitalized terms shall have the following meanings:

“Annual Report” shall mean any Annual Report provided by the Issuer pursuant to, and as described
in, Sections 3 and 4 of this Disclosure Agreement.

“Beneficial Owner” shall mean any person which (a) has the power, directly or indirectly, to vote or
consent with respect to, or to dispose of ownership of, any Bonds (including persons holding Bonds through
nominees, depositories or other intermediaries), or (b) is treated as the owner of any Bonds for federal income
purposes.

“Disclosure Representative” shall mean the City Manager of the City of Moreno Valley or the Finance
Director, or their designee, or such other officer or employee as the Issuer shall designate in writing to the
Dissemination Agent from time to time.

“Dissemination Agent” shall mean, initially, Wells Fargo Bank, National Association acting in its
capacity as Dissemination Agent hereunder, or any successor Dissemination Agent designated in writing by
the Issuer and which has filed with the then current Dissemination Agent a written acceptance of such
designation.

“Listed Events” shall mean any of the events listed in Section 5(a) of this Disclosure Agreement.

“National Repository” shall mean any Nationally Recognized Municipal Securities Information
Repository for purposes of the Rule.

“Official Statement” shall mean the Official Statement dated May 17, 2007 relating to the Bonds.

“Participating Underwriter” shall mean the original Underwriter of the Bonds required to comply with
the Rule in connection with offering of the Bonds, which is E. J. De La Rosa & Co. Inc.

“Repository” shall mean each National Repository and each State Repository.
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“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as the same may be amended from time to time.

“State Repository” shall mean any public or private repository or entity designated by the State of
California as a state repository for the purpose of the Rule and recognized as such by the Securities and
Exchange Commission. As of the date of this Disclosure Agreement, there is no State Repository.

“Tax-exempt” shall mean that interest on the Bonds is excluded from gross income for federal income
tax purposes, whether or not such interest is includable as an item of tax preferences or otherwise includable
directly or indirectly for purposes of calculating any other tax liability, including any alternative minimum tax
or environmental tax.

SECTION 3. Provision of Annual Reports.

(a) The Issuer shall, or shall cause the Dissemination Agent by written direction to such
Dissemination Agent to, not later than April 1 after the end of the Issuer’s fiscal year (which currently ends on
June 30), commencing with the report due on April 1, 2008, provide to each Repository, the Fiscal Agent (if
the Fiscal Agent is not the Dissemination Agent) and the Participating Underwriter an Annual Report which is
consistent with the requirements of Section 4 of this Disclosure Agreement. The Annual Report may be
submitted as a single document or as separate documents comprising a package, and may include by reference
other information as provided in Section 4 of this Disclosure Agreement; provided that the audited financial
statements of the Issuer may be submitted separately from and later than the balance of the Annual Report if
they are not available by the date required above for the filing of the Annual Report.

An Annual Report shall be provided at least annually notwithstanding any fiscal year longer
than 12 calendar months. The Issuer’s fiscal year is currently effective from July 1 to the immediately
succeeding June 30 of the following year. The Issuer will promptly notify each Repository or the Municipal
Securities Rulemaking Board and, in either case, the Fiscal Agent and the Dissemination Agent of a change in
the fiscal year dates.

(b) Not later than fifteen (15) Business Days prior to the date specified in subsection (a) for
providing the Annual Report to Repositories, the Issuer shall provide the Annual Report to the Dissemination
Agent and the Fiscal Agent (if the Fiscal Agent is not the Dissemination Agent). If by fifteen (15) Business
Days prior to such date the Fiscal Agent has not received a copy of the Annual Report, the Fiscal Agent shall
contact the Issuer and the Dissemination Agent to determine if the Issuer is in compliance with subsection (a).
The Issuer shall provide a written certification with each Annual Report furnished to the Dissemination Agent
and the Fiscal Agent to the effect that such Annual Report constitutes the Annual Report required to be
furnished by it hereunder.

(c) If the Dissemination Agent is unable to verify that an Annual Report has been provided to
Repositories by the date required in subsection (a), the Dissemination Agent shall send a notice to each
Repository, in substantially the form attached as Exhibit A.

(d) The Dissemination Agent shall:

(1) determine each year prior to the date for providing the Annual Report the name and
address of each National Repository and each State Repository, if any; and

(ii) promptly after receipt of the Annual Report, file a report with the Issuer and (if the
Dissemination Agent is not the Fiscal Agent) the Fiscal Agent certifying that the Annual Report has
been provided pursuant to this Disclosure Agreement, stating the date it was provided and listing all
the Repositories and other parties to which it was provided.
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SECTION 4.  Content of Annual Report. The Issuer’s Annual Report shall contain or include by
reference:

(a) Financial Statements. The audited financial statements of the Issuer for the most recent fiscal
year of the Issuer then ended. If the Issuer prepares audited financial statements and if the audited financial
statements are not available by the time the Annual Report is required to be filed, the Annual Report shall
contain any unaudited financial statements of the Issuer in a format similar to the financial statements, and the
audited financial statements shall be filed in the same manner as the Annual Report when they become
available. Audited financial statements of the Issuer shall be audited by such auditor as shall then be required
or permitted by State law or the Fiscal Agent Agreement. Audited financial statements, if prepared by the
Issuer, shall be prepared in accordance with generally accepted accounting principles as prescribed for
governmental units by the Governmental Accounting Standards Board; provided, however, that the Issuer may
from time to time, if required by federal or state legal requirements, modify the basis upon which its financial
statements are prepared. In the event that the Issuer shall modify the basis upon which its financial statements
are prepared, the Issuer shall provide the information referenced in Section 8(d) below.

(b) Financial and Operating Data. The Annual Report shall contain or incorporate by reference
the following information.

(1) the principal amount of Bonds outstanding as of the September 2 preceding the filing
of the Annual Report;

(ii) the balance in each fund under the Fiscal Agent Agreement as of the September 2
preceding the filing of the Annual Report;

(iii) a list of the public improvements in Table 1 in the Official Statement which have
been acquired by the City with proceeds of the Bonds;

(iv) any changes to the Rates and Method of Apportionment of the Special Taxes
approved or submitted to the qualified electors for approval prior to the filing of the Annual Report
and a description of any parcels for which the Special Taxes have been prepaid, including the amount
prepaid, since the date of the last Annual Report;

v) a table setting forth the most recent assessed values of the property and the principal
amount of the Bonds and any other land secured debt allocable to parcels within the District by
property owner and a statement as to whether any of such taxpayers is delinquent in the payment of
Special Taxes;

(vii)  any event known to the Issuer which reduces the taxable acreage or which results in a
moratorium on future building within the District;

(viii))  a table setting forth for the five most recent fiscal years in which Special Taxes were
levied, the amount of Special Taxes levied in each fiscal year and the percentage delinquent as of
June 30 of such fiscal year and as of the date of the Annual Report, and a description of the status of
any foreclosure actions being pursued by the Issuer with respect to delinquent Special Taxes;

(ix) any information not already included under (i) through (viii) above that the Issuer is
required to file in its annual report to the California Debt and Investment Advisory Commission

pursuant to the provisions of the Mello-Roos Community Facilities Act of 1982, as amended.

(©) Any or all of the items listed in (a) or (b) above may be included by specific reference to other
documents, including official statements of debt issues of the Issuer or related public entities, which have been
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submitted to each of the Repositories or the Securities and Exchange Commission. If the document included
by reference is a final official statement, it must be available from the Municipal Securities Rulemaking Board.
The Issuer shall clearly identify each such other document so included by reference.

SECTION 5. Reporting of Significant Events.

(a) Pursuant to the provisions of this Section 5, the Issuer shall give, or cause to be given, notice
of the occurrence of any of the following events with respect to the Bonds, if material:

(1) principal and interest payment delinquencies;

(i1) an event of default under the Fiscal Agent Agreement other than as described in (i)
above;

(iii) unscheduled draws on the Reserve Fund reflecting financial difficulties;

@iv) unscheduled draws on any credit enhancements securing the Bonds reflecting

financial difficulties;
v) any change in the provider of any letter of credit or any municipal bond insurance
policy securing the Bonds or any failure by the providers of such letters of credit or municipal bond

insurance policies to perform on the letter of credit or municipal bond insurance policy;

(vi) adverse tax opinions or events adversely affecting the tax-exempt status of the
Bonds;

(vii) modifications to the rights of Bond Owners;

(viii)  unscheduled redemption of any Bond;

(ix) defeasances;
(x) any release, substitution, or sale of property securing repayment of the Bonds; and
(xi) rating changes.

(b) The Fiscal Agent shall, promptly upon obtaining actual knowledge of the occurrence of any

of the Listed Events, contact the Issuer pursuant to the Fiscal Agent Agreement, inform such person of the
event, and request that the Issuer promptly notify the Dissemination Agent in writing whether or not to report
the event pursuant to subsection (f). For purposes of this Disclosure Agreement, “actual knowledge” of the
occurrence of such Listed Events shall mean actual knowledge by the officer at the corporate trust office of the
Fiscal Agent with regular responsibility for the administration of matters related to the Fiscal Agent
Agreement.

(c) Whenever the Issuer obtains knowledge of the occurrence of a Listed Event, whether because
of a notice from the Fiscal Agent pursuant to subsection (b) or otherwise, the Issuer shall as soon as possible
determine if such event would be material under applicable federal securities laws.

(d) If the Issuer has determined that knowledge of the occurrence of a Listed Event would be

material under applicable federal securities laws, the Issuer shall promptly notify the Dissemination Agent in
writing. Such notice shall instruct the Dissemination Agent to report the occurrence pursuant to subsection (f).
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(e) If in response to a request under subsection (b), the Issuer determines that the Listed Event
would not be material under applicable federal securities laws, the Issuer shall so notify the Dissemination
Agent in writing and instruct the Dissemination Agent not to report the occurrence pursuant to subsection (f).

() If the Dissemination Agent has been instructed by the Issuer to report the occurrence of a
Listed Event, the Dissemination Agent shall file a notice of such occurrence with (i) the Municipal Securities
Rulemaking Board or (ii) each National Repository, and in either case, to each State Repository.
Notwithstanding the foregoing, notice of Listed Events described in subsections (a)(iv) and (v) need not be
given under this subsection any earlier than the notice (if any) of the underlying event is given to Owners of
affected Bonds pursuant to the Fiscal Agent Agreement. In each case of the Listed Event, the Dissemination
Agent shall not be obligated to file a notice as required in this subsection (f) prior to the occurrence of such
Listed Event.

(2) The Issuer hereby agrees that the undertaking set forth in this Disclosure Agreement is the
responsibility of the Issuer and that the Fiscal Agent or the Dissemination Agent shall not be responsible for
determining whether the Issuer’s instructions to the Dissemination Agent under this Section 5 comply with the
requirements of the Rule.

SECTION 6. Termination of Reporting Obligation. The obligation of the Issuer, the Fiscal Agent
and the Dissemination Agent under this Disclosure Agreement shall terminate upon the legal defeasance, prior
redemption or payment in full of all of the Bonds. If such termination occurs prior to the final maturity of the
Bonds, the Issuer shall give notice of such termination in the same manner as for a Listed Event under
Section 5.

SECTION 7.  Dissemination Agent. The Issuer may, from time to time, appoint or engage a
Dissemination Agent to assist it in carrying out its obligations under this Disclosure Agreement, and may
discharge any such Dissemination Agent, with or without appointing a successor Dissemination Agent. If at
any time there is not any other designated Dissemination Agent, the Fiscal Agent shall be the Dissemination
Agent. The Dissemination Agent may resign by providing (i) thirty days written notice to the Issuer and the
Fiscal Agent (if the Fiscal Agent is other than the Dissemination Agent) and (ii) upon appointment of a new
Dissemination Agent hereunder.

SECTION 8.  Amendment. (a) This Disclosure Amendment may be amended, by written
agreement of the parties, without the consent of the Owners, if all of the following conditions are satisfied:
(i) such amendment is made in connection with a change in circumstances that arises from a change in legal
(including regulatory) requirements, a change in law (including rules or regulations) or in interpretations
thereof, or a change in the identity, nature or status of the Issuer or the type of business conducted therebys;
(i1) this Disclosure Agreement as so amended would have complied with the requirements of the Rule as of the
date of this Disclosure Agreement, after taking into account any amendments or interpretations of the Rule, as
well as any change in circumstances; (iii) the Issuer shall have delivered to the Fiscal Agent an opinion of a
nationally recognized bond counsel or counsel expert in federal securities laws, addressed to the Issuer and the
Fiscal Agent, to the same effect as set forth in clause (ii) above; (iv) the Issuer shall have delivered to the
Dissemination Agent an opinion of nationally recognized bond counsel or counsel expert in federal securities
laws, addressed to the Issuer, to the effect that the amendment does not materially impair the interests of the
Owners or Beneficial Owners; and (v) the Issuer shall have delivered copies of such opinion and amendment
to each Repository.

(b) This Disclosure Agreement may be amended, by written agreement of the parties, upon
obtaining consent of Owners in the same manner as provided in the Fiscal Agent Agreement for amendments
to the Fiscal Agent Agreement with the consent of the Owners of the Bonds, provided that the conditions set
forth in Section 8(a)(i), (ii), (iii) and (iv) have been satisfied.
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(©) To the extent any amendment to this Disclosure Agreement results in a change in the type of
financial information or operating data provided pursuant to this Disclosure Agreement, the first Annual
Report provided thereafter shall include a narrative explanation of the reasons for the amendment and the
impact of the change.

(d) If an amendment is made to the basis on which financial statements are prepared, the Annual
Report for the year in which the change is made shall present a comparison between the financial statements or
information prepared on the basis of the new accounting principles and those prepared on the basis of the
former accounting principles. Such comparison shall include a quantitative and, to the extent reasonably
feasible, qualitative discussion of the differences in the accounting principles and the impact of the change in
the accounting principles on the presentation of the financial information.

SECTION 9.  Additional Information. Nothing in this Disclosure Agreement shall be deemed to
prevent the Issuer from disseminating any other information, using the means of dissemination set forth in this
Disclosure Agreement or any other means of communication, or including any other information in any
Annual Report or notice of occurrence of a Listed Event, in addition to that which is required by this
Disclosure Agreement. If the Issuer chooses to include any information in any Annual Report or notice of
occurrence of a Listed Event in addition to that which is specifically required by this Disclosure Agreement,
the Issuer shall have no obligation under this Agreement to update such information or include it in any future
Annual Report or notice if occurrence of a Listed Event.

The Issuer acknowledges and understands that other state and federal laws, including but not limited
to the Securities Act of 1933 and Rule 10b-5 promulgated under the Securities Exchange Act of 1934, may
apply to the Issuer, and that under some circumstances compliance with this Disclosure Agreement, without
additional disclosures or other action, may not fully discharge all duties and obligations of the Issuer under
such laws.

SECTION 10. Default. In the event of a failure of the Issuer or the Dissemination Agent to comply
with any provision of this Disclosure Agreement, any Owner or Beneficial Owner of the Bonds may take such
actions as may be necessary and appropriate, including seeking mandate or specific performance by court
order, to cause the Issuer to comply with its obligations under this Disclosure Agreement. A default under this
Disclosure Agreement shall not be deemed an Event of Default under the Fiscal Agent Agreement, and the
sole remedy under this Disclosure Agreement in the event of any failure of the Issuer or the Fiscal Agent to
comply with this Disclosure Agreement shall be an action to compel performance.

SECTION 11. Duties, Immunities and Liabilities of Fiscal Agent and Dissemination Agent. Article
VII of the Fiscal Agent Agreement is hereby made applicable to this Disclosure Agreement as if this
Disclosure Agreement were (solely for this purpose) contained in the Fiscal Agent Agreement and the
Dissemination Agent and the Fiscal Agent shall be entitled to the same protections, limitations from liability
and indemnification hereunder as are afforded the Fiscal Agent thereunder. The Dissemination Agent and the
Fiscal Agent shall have only such duties as are specifically set forth in this Disclosure Agreement, and the
Issuer agrees to indemnify and save the Dissemination Agent and the Fiscal Agent and their respective
officers, directors, employees and agents, harmless against any loss, expense and liabilities which they may
incur arising out of or in the exercise or performance of their powers and duties hereunder, including the costs
and expenses (including attorneys fees) of defending against any claim of liability, but excluding liabilities due
to the Dissemination Agent’s or the Fiscal Agent’s respective negligence or willful misconduct. The
Dissemination Agent shall be paid compensation by the Issuer for its services provided hereunder in
accordance with its schedule of fees as amended from time to time and all expenses, legal fees and advances
made or incurred by the Dissemination Agent in the performance of its duties hereunder. The Dissemination
Agent and the Fiscal Agent shall have no duty or obligation to review any information provided to them
hereunder. The obligations of the Issuer under this Section shall survive resignation or removal of the
Dissemination Agent and Fiscal Agent and payment of the Bonds. No person shall have any right to

E-6



commence any action against the Fiscal Agent or the Dissemination Agent seeking any remedy other than to
compel specific performance of this Disclosure Agreement. The Dissemination Agent and the Fiscal Agent
shall not be liable under any circumstances for monetary damages to any person for any breach under this
Disclosure Agreement. Any company succeeding to all or substantially all of the Dissemination Agent’s
corporate trust business shall be the successor to the Dissemination Agent hereunder without the execution or
filing of any paper or any further act.

SECTION 12. Beneficiaries. This Disclosure Agreement shall inure solely to the benefit of the
Issuer, the Fiscal Agent, the Dissemination Agent, the Participating Underwriter and Owners and Beneficial
Owners from time to time of the Bonds, and shall create no rights in any other person or entity.

SECTION 13. Notices. Notices should be sent in writing to the following addresses. The following
information may be conclusively relied upon until changed in writing.

Disclosure Representative: City Manager
City of Moreno Valley
14177 Fredrick Street
P.O. Box 88005
Moreno Valley, CA 92552-0805

Dissemination Agent: Wells Fargo Bank, National Association
707 South Wilshire Boulevard
Los Angeles, CA 90017

Fiscal Agent: Wells Fargo Bank, National Association
707 South Wilshire Boulevard
Los Angeles, CA 90017

Participating Underwriter: E.J. De La Rosa & Co., Inc.

10866 Wilshire Boulevard, Suite 1650
Los Angeles, CA 90024
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SECTION 14. Counterparts. This Disclosure Agreement may be executed in several counterparts,
each of which shall be an original and all of which shall constitute but one and the same instrument.
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CITY OF MORENO VALLEY, for and on behalf
of COMMUNITY FACILITIES DISTRICT NO. 5
OF THE CITY OF MORENO VALLEY,
COUNTY OF RIVERSIDE, STATE OF
CALIFORNIA

By:

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Fiscal Agent and Dissemination
Agent

By:

Authorized Officer



EXHIBIT A

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT

Name of Issuer: Community Facilities District No.5 of the City of Moreno Valley, County of
Riverside, State of California

Name of Bond Issue: Community Facilities District No. 5 of the City of Moreno Valley 2007 Special Tax
Bonds

Date of Issuance:

NOTICE IS HEREBY GIVEN that Community Facilities District No. 5 of the City of Moreno Valley,
County of Riverside, State of California (the “District”), has not provided an Annual Report with respect to the
above-named Bonds as required by Section 3 of the Continuing Disclosure Agreement, dated as of ,
2007, by and between the District and Wells Fargo Bank, National Association as Fiscal Agent and
Dissemination Agent. [The District anticipates that the Annual Report will be filed by ]

Dated:

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Dissemination Agent

cc: City of Moreno Valley
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APPENDIX F

FORM OF CONTINUING DISCLOSURE AGREEMENT OF THE DEVELOPER

This Continuing Disclosure Agreement (the “Disclosure Agreement”) dated as of May 1, 2007 is
executed and delivered by Stoneridge Centre Partners, L.P., a California limited partnership (the
“Landowner”), and Wells Fargo Bank, National Association, as Fiscal Agent (the “Fiscal Agent”) and as
dissemination agent (the “Dissemination Agent”), in connection with the execution and delivery by
Community Facilities District No. 5 of the City of Moreno Valley, County of Riverside, State of California
(the “District”) of $5,870,000 aggregate principal amount of its Community Facilities District No. 5 of the City
of Moreno Valley 2007 Special Tax Bonds (the “Bonds”). The Bonds are being executed and delivered
pursuant to a Fiscal Agent Agreement dated as of May 1, 2007 by and between the District and Wells Fargo
Bank, National Association as Fiscal Agent (the “Agreement”).

SECTION 1. Purpose of the Disclosure Agreement. This Disclosure Agreement is being executed
and delivered by the Landowner for the benefit of the Bondowners and Beneficial Owners and in order to
assist the Participating Underwriter in complying with S.E.C. Rule 15¢2-12(b)(5). Pursuant to this Disclosure
Agreement, the Landowner agrees to provide the information required to be provided by the Landowner
hereunder at the time and in the manner required hereunder and as otherwise required to comply with the Rule
as specified in a written opinion of counsel to the Underwriter or a nationally recognized bond counsel. This
Disclosure Agreement does not address additional undertakings, if any, by or with respect to persons other
than the Landowner who may be considered obligated persons for purposes of the Rule, which additional
undertakings, if any, may be required for the Participating Underwriter to comply with the Rule.

SECTION 2.  Definitions. In addition to the definitions set forth in the Agreement, which apply to
any capitalized term used in this Disclosure Agreement unless otherwise defined in this Section, the following
capitalized terms shall have the following meanings:

“Affiliate” shall mean, with respect to any Person, (a) each Person that, directly or indirectly, owns or
controls, whether beneficially or as an agent, guardian or other fiduciary, twenty-five percent (25%) or more of
any class of Equity Securities of such Person, (b) each Person that controls, is controlled by or is under
common control with such Person or any Affiliate of such Person or (c) each of such Person’s executive
officers, directors, joint venturers and general partners; provided, however, that in no case shall the District be
deemed to be an Affiliate of the Landowner for purposes of this Agreement. For the purpose of this definition,
“control” of a Person shall mean the possession, directly or indirectly, of the power to direct or cause the
direction of its management or policies, whether through the ownership of voting securities, by contract or
otherwise.

“Annual Report” shall mean any Annual Report provided by the Landowner on or prior to March 1 of
each year pursuant to, and as described in, Sections 3 and 4 of this Disclosure Agreement.

“Beneficial Owner” shall mean any person which has or shares the power, directly or indirectly, to
make investment decisions concerning ownership of the Bonds (including persons holding Bonds through
nominees, depositories or other intermediaries).

“Development Plan” shall mean, with respect to the Landowner or a Successor, the specific
improvements such Person intends to make, or cause to be made, to the portion of the Property owned by such
Person in order for such portion of the Property to reach final buildout as planned by the Landowner or
Successor, the time frame in which such improvements are intended to be made and the estimated costs of such
improvements. As of the date hereof, the development plan for the Property owned by the Landowner and its



Affiliates is described in the Official Statement under the caption “THE DEVELOPMENT AND PROPERTY
OWNERSHIP — The Development Plan.”

“Disclosure Representative” shall mean the manager of the general partner of the Landowner or his
designee acting on behalf of the Landowner, or such other officer or employee as the Landowner shall
designate in writing to the Dissemination Agent from time to time.

“Dissemination Agent” shall mean Wells Fargo Bank, National Association acting in its capacity as
Dissemination Agent hereunder, or any successor Dissemination Agent designated in writing by the
Landowner and which has filed with the Landowner and the City a written acceptance of such designation.

“District” shall mean Community Facilities District No. 5 established by the City of Moreno Valley.

“Equity Securities” of any Person shall mean (a) all common stock, preferred stock, participations,
shares, general partnership interests or other equity interests in and of such person (regardless of how
designated and whether or not voting or non-voting) and (b) all warrants, options and other rights to acquire
any of the foregoing.

“Financing Plan” shall mean, with respect to the Landowner or a Successor, the method by which
such Person intends to finance its Development Plan, including specific sources of funding for such
Development Plan. As of the date hereof, the Financing Plan for the Landowner and its Affiliates is described
in the Official Statement under the caption “THE DEVELOPMENT AND PROPERTY OWNERSHIP —
Estimated Sources and Uses of Funds and Projected Cash Flow.”

“Fiscal Year” shall mean the period beginning on July I of each year and ending on the next
succeeding June 30.

“Government Authority” shall mean any national, state or local government, any political subdivision
thereof, any department, agency, authority or bureau of any of the foregoing, or any other Person exercising

executive, legislative, judicial, regulatory or administrative functions of or pertaining to government.

“Landowner Improvements” shall mean those improvements listed on Table 1 of the Official
Statement.

“Listed Event” shall mean any of the events listed in Section 5(a) of this Disclosure Agreement.

“National Repository” shall mean any Nationally Recognized Municipal Securities Information
Repository for purposes of the Rule.

“Official Statement” shall mean the Official Statement, dated May 17, 2007, relating to the Bonds.

“Participating Underwriter” shall mean the original Underwriter of the Bonds required to comply with
the Rule in connection with the offering of the Bonds.

“Person” shall mean any natural person, corporation, partnership, firm, association, Government
Authority or any other Person whether acting in an individual fiduciary, or other capacity.

“Property” shall mean the parcels within the boundaries of the Community Facilities District subject
to Special Taxes.

“Repository” shall mean each National Repository and the State Repository.
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“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as the same may be amended from time to time.

“Semiannual Report” shall mean any report to be provided by the Landowner on or prior to
September 1 of each year pursuant to, and as described in, Sections 3 and 4 of this Disclosure Agreement.

“State” shall mean the State of California.

“State Repository” shall mean any public or private repository or entity designed by the State as a state
repository for the purpose of the Rule and recognized as such by the Securities and Exchange Commission.
As of the date of this Disclosure Agreement, there is no State Repository.

“Successor” shall mean any Person, other than the Landowner, who owns any portion of the Property.

SECTION 3. Provision of Annual Reports.

(a) The Landowner shall (or upon its receipt of the Annual Report the Dissemination Agent
shall), not later than March 1 of each year, commencing March 1, 2008, provide to each Repository, the
Participating Underwriter and the District an Annual Report which is consistent with the requirements of
Section 4 of this Disclosure Agreement. The Annual Report may be submitted as a single document or as
separate documents comprising a package, and may include by reference other information as provided in
Section 4 of this Disclosure Agreement provided that the audited financial statements, if any, of the
Landowner may be submitted separately from the balance of the Annual Report and later than the date required
for the filing of the Annual Report if they are not available by that date. In addition, the Landowner shall, or
upon its receipt of the Semiannual Report the Dissemination Agent shall, not later than September 1 of each
year, commencing September 1, 2007, provide to each Repository, the Participating Underwriter and the
District a Semiannual Report which is consistent with the requirements of Section 4 of this Disclosure
Agreement.

(b) Not later than fifteen (15) Business Days prior to the dates specified in subsection (a) for
providing the Annual Report and Semiannual Report to Repositories, the Landowner shall provide the Annual
Report or the Semiannual Report, as applicable, to the Dissemination Agent or shall provide notification to the
Dissemination Agent that the Landowner is preparing, or causing to be prepared, the Annual Report or the
Semiannual Report, as applicable, and the date which the Annual Report or the Semiannual Report, as
applicable, is expected to be available. The Landowner shall provide a written certification with each Annual
Report furnished to the Dissemination Agent and the Fiscal Agent to the effect that such Annual Report
constitutes the Annual Report required to be furnished by it hereunder. If by such date, the Dissemination
Agent has not received a copy of the Annual Report or the Semiannual Report, as applicable, or notification as
described in the preceding sentence, the Dissemination Agent shall contact the Landowner to determine if the
Landowner is in compliance with the requirements of this subsection (b).

(c) If the Dissemination Agent is unable to provide an Annual Report or Semiannual Report to
Repositories by the date required in subsection (a) or to verify that an Annual Report or Semiannual Report
has been provided to Repositories by the date required in subsection (a), the Dissemination Agent shall send a
notice to each Repository in substantially the form attached as Exhibit A.

(d) The Dissemination Agent shall:
(1) determine each year prior to the date for providing the Annual Report and the

Semiannual Report the name and address of each National Repository and the State Repository, if
any; and
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(ii) file a report with the Landowner and the City certifying that the Annual Report or the
Semiannual Report, as applicable, has been provided pursuant to this Disclosure Agreement, stating
the date it was provided and listing all the Repositories to which it was provided.

SECTION 4. Content of Annual Report and Semiannual Report.

(a) The Landowner’s Annual Report and Semiannual Report shall contain or include by
reference the information which is available as of the date of the filing of the Annual Report or the Semiannual
Report, as applicable, relating to the following:

1) If information regarding such Person has not previously been included in an Annual
Report, a Semi-Annual Report or the Official Statement, the Development Plan of such Person; or, if
information regarding such Person has previously been included in an Annual Report, a Semi-Annual
Report or the Official Statement, a description of the progress made in the implementation of the
Development Plan of such Person since the date of such information and a description of any
significant changes in such Development Plan and the causes or rationale for such changes.

(ii) If information regarding such Person has not previously been included in an Annual
Report, a Semi-Annual Report or the Official Statement, the Financing Plan of such Person; or, if
information regarding such Person has previously been included in an Annual Report, a Semi-Annual
Report or the Official Statement, an update to Table 5 and a description of any significant changes in
the Financing Plan of such Person and the causes or rationale for such changes.

(iii) A description of any sales of all or any portion of such Person’s Property and of any
material leases of space within any of the buildings located on such Person’s portion of the Property
during the period covered by such Annual Report or Semi-Annual Report, including the identification
of each buyer or lessee and the area that was sold or leased and the length of the applicable lease. (As
used herein, “material lease” means a lease of more than 5,000 square feet.)

(iv) With respect to any portion of the Property owned by such Person and any of its
Affiliates, a statement as to whether any taxes or assessment installments applicable to such portion of
the Property are delinquent.

(v) A description of any change in the ownership structure of such Person and/or the
financial condition of such Person or any of its Affiliates if such change in ownership structure and/or
financial condition could materially interfere with such Person’s ability to complete its Development
Plan.

(vi) Any amendments to land use entitlements for any portion of the Property owned by
such Person that could have a material adverse effect on such Person’s most recently disclosed
Financing Plan or Development Plan or on the ability of such Person, or any Affiliate of such Person,
to pay installments of Special Taxes when due.

(vil)  Any precondition to commencement or continuation of development on any portion
of the Property owned by such Person imposed by a governmental entity after the date of issuance of
the Bonds which has not been previously disclosed and which could have a material adverse affect, or
any change in the status of any such precondition that was previously disclosed in the Official
Statement, an Annual Report or a Semi-Annual Report, which could have a material adverse effect on
such Person’s most recently disclosed Financing Plan or Development Plan or on the ability of such
Person, or any Affiliate of such Person, to pay installments of Special Taxes when due.
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(viii)  Any previously undisclosed legislative, administrative or judicial challenges to
development on any portion of the Property owned by such Person, or any material change in the
status of any such challenge that was previously disclosed in the Official Statement, an Annual Report
or a Semi-Annual Report, that could have a material adverse effect on such Person’s most recently
disclosed Financing Plan or Development Plan or on the ability of such Person, or any Affiliate of
such Person, to pay installments of Special Taxes when due.

(ix) An update of the status of any previously reported Listed Event described in
Section 5.

(b) In the event that as a result of subsequent amendment of the Rule, interpretive releases, no-
action letters or other official guidance from the Securities and Exchange Commission or its staff, the
information required to satisfy the Rule shall differ from the information described above, the Landowner shall
provide to the Dissemination Agent such other information as is available to the Landowner and not otherwise
readily available to the District.

(c) Any and all of the items listed above may be included by specific reference to other
documents, including official statements of debt issues which have been submitted to each of the Repositories
or the Securities and Exchange Commission. If the document included by reference is a final official
statement, it must be available from the Municipal Securities Rulemaking Board. The Landowner shall clearly
identify each such other document so included by reference.

SECTION 5. Reporting of Significant Events.

(a) Pursuant to the provisions of this Section 5, the Landowner shall give, or cause to be given,
notice of the occurrence of any of the following events with respect to the Bonds, if material under paragraphs
(b) and (c):

(1) failure to pay any real property taxes, special taxes or assessments levied within the
District on a parcel owned by the Landowner or any Affiliate;

(ii) damage to or destruction of any of the Landowner Improvements or the District
Improvements which has a material adverse effect on the value of the parcels owned by the
Landowner or any Affiliate;

(iii) material default by the Landowner or any Affiliate on any loan with respect to the
construction or permanent financing of the Landowner Improvements;

(@iv) material default by the Landowner or any Affiliate on any loan secured by property
within the District owned by the Landowner or any Affiliate;

v) payment default by the Landowner or any Affiliate located in the United States on
any loan of the Landowner or any Affiliate (whether or not such loan is secured by property within the
District) which is beyond any applicable cure period in such loan;

(vi) the filing of any proceedings with respect to the Landowner or any Affiliate, in which
the Landowner or any Affiliate, may be adjudicated as bankrupt or discharged from any or all of their
respective debts or obligations or granted an extension of time to pay debts or a reorganization or
readjustment of debts; and

(vii)  the filing of any lawsuit against the Landowner or any of its Affiliates located in the
United States which, in the reasonable judgment of the Landowner, will adversely affect the
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completion of the District Improvements, the Landowner Improvements or the development of parcels
owned by the Landowner or its Affiliates within the District, or litigation which if decided against the
Landowner, or any of its Affiliates, in the reasonable judgment of the Landowner, would materially
adversely affect the financial condition of the Landowner or its Affiliates.

(viii)  the assumption of any obligation by a Successor pursuant to Section 6 hereof.

(b) Whenever the Landowner obtains knowledge of the occurrence of a Listed Event, the
Landowner shall as soon as possible determine if such event would be material under applicable federal
securities laws.

(©) If the Landowner determines that knowledge of the occurrence of a Listed Event would be
material under applicable federal securities laws, the Landowner shall promptly file a notice of such
occurrence with the Dissemination Agent which shall then distribute such notice to the Municipal Securities
Rulemaking Board and each State Repository, with a copy to the City.

(d) The Landowner shall also give notice immediately upon the occurrence of any of the
following events (to the extent the Landowner has actual knowledge thereof) in accordance with the
procedures set forth in (c) above: (i) a sale or transfer of all or substantially all of the Landowner’s assets, and
(i1) a change in the identity of the managing member of the Landowner.

SECTION 6. Termination of Reporting Obligation. The Landowner’s obligations hereunder shall
terminate (except as provided in Section 12) upon the earlier to occur of (a) the legal defeasance, prior
redemption or payment in full of all the Bonds or (b) the date on which those portions of the Rule which
require this written undertaking are held to be invalid by a court of competent jurisdiction in a non-appealable
action, have been repealed retroactively or otherwise do not apply to the Bonds. The Landowner’s obligations
hereunder shall terminate with respect to any portion of the Property on the date such obligations have been
assumed by one or more Successors or Affiliates thereof pursuant to an Assumption Agreement. The
Landowner’s obligations under this Disclosure Agreement with respect to a Person that purchased Property
from the Landowner shall terminate upon the earlier to occur of (i) the date on which the Landowner’s
obligations with respect to such Person are assumed under an Assumption Agreement entered into pursuant to
Section 6 or (ii) the date on which all Special Taxes applicable to the portion of the Property owned by such
Person and its Affiliates are prepaid in full; provided, however, until the occurrence of either of the events
described in clauses (i) and (ii), the Landowner’s obligations hereunder with respect to each Successor, if any,
shall remain in full force and effect. Upon the occurrence of any such termination prior to the final maturity of
the Bonds, the Landowner shall cause the Dissemination Agent to give notice of such termination in the same
manner as for a Listed Event under Section 5(c). Notwithstanding the foregoing, the Landowner shall have no
obligation to provide Semi-Annual Reports pursuant to Section 3 subsequent to the date on which it provides
an Annual Report or a Semi-Annual Report which indicates that the then-applicable Development Plan for
each portion of the Property has been fully implemented and such subsequent Annual Report shall be limited
to the items listed under Section 4(iii), (iv), (v) and (ix) hereof.

SECTION 7.  Dissemination Agent. The Landowner may from time to time, appoint or engage a
Dissemination Agent to assist it in carrying out its obligations under this Disclosure Agreement, and may
discharge any such Dissemination Agent, with or without appointing a successor Dissemination Agent. If the
Dissemination Agent is not the Landowner, the Dissemination Agent shall not be responsible in any manner
for the content of any notice or report prepared by the Landowner pursuant to this Disclosure Agreement. The
Dissemination Agent may resign (i) by providing thirty days written notice to the Landowner, the City, the
Participating Underwriter and the Fiscal Agent (if the Fiscal Agent is other than the Dissemination Agent) and
(ii) upon appointment of a new Dissemination Agent hereunder.
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SECTION 8.  Amendment; Waiver. Notwithstanding any other provision of this Disclosure
Agreement, the Landowner may amend this Disclosure Agreement, and any provision of this Disclosure
Agreement may be waived, provided that the following conditions are satisfied:

(a) if the amendment or waiver relates to the provisions of Sections 3(a), 4 or 5, it may only be
made in connection with a change in circumstances that arises from a change in legal requirements, change in
law, or change in the identity, nature or status of an obligated person with respect to the Bonds, or the type of
business conducted;

(b) this Disclosure Agreement, as amended or taking into account such waiver, would, in the
opinion of nationally recognized bond counsel addressed to the City, the Fiscal Agent and the Participating
Underwriter, have complied with the requirements of the Rule at the time of the original issuance of the Bonds,
after taking into account any amendments or interpretations of the Rule, as well as any change in
circumstances;

(c) the amendment or waiver either (i) is approved by the Bondowners in the same manner as
provided in the Agreement for amendments to the Agreement with the consent of Bondowners, or (ii) does not,
in the opinion of nationally recognized bond counsel addressed to the Authority and the Fiscal Agent,
materially impair the interests of the Bondowners or Beneficial Owners of the Bonds; and

(d) the Landowner, or the Dissemination Agent, shall have delivered copies of the amendment
and any opinions delivered under (b) and (c) above to the City and the Participating Underwriter.

In the event of any amendment or waiver of a provision of this Disclosure Agreement, the Landowner
shall describe such amendment in the next Annual Report or Semiannual Report, and shall include, as
applicable, a narrative explanation of the reason for the amendment or waiver and its impact on the type (or, in
the case of a change of accounting principles, on the presentation) of financial information or operating data
being presented by the Landowner. In addition, if the amendment relates to the accounting principles to be
followed in preparing financial statements, (i) notice of such change shall be given to the Municipal Securities
Rulemaking Board, the State Repository, if any, and the Repositories; and (ii) the Annual Report for the year
in which the change is made should present a comparison (in narrative form and also, if feasible, in
quantitative form) between the financial statements as prepared on the basis of the new accounting principles
and those prepared on the basis of the former accounting principles. The comparison of financial data
described in clause (ii) of the preceding sentence shall be provided at the time financial statements, if any, are
filed under Section 4(a)(viii) hereof.

SECTION 9.  Additional Information. Nothing in this Disclosure Agreement shall be deemed to
prevent the Landowner from disseminating any other information, using the means of dissemination set forth
in this Disclosure Agreement or any other means of communication, or including any other information in any
Annual Report or notice of occurrence of a Listed Event, in addition to that which is required by this
Disclosure Agreement. If the Landowner chooses to include any information in any Annual Report or notice
of occurrence of a Listed Event in addition to that which is specifically required by this Disclosure Agreement,
the Landowner shall have no obligation under this Disclosure Agreement to update such information or
include it in any future Annual Report or notice of occurrence of a Listed Event.

The Landowner acknowledges and understands that other state and federal laws, including but not
limited to the Securities Act of 1933 and Rule 10b-5 promulgated under the Securities Exchange Act of 1934,
may apply to the Landowner, and that under some circumstances compliance with this Disclosure Agreement,
without additional disclosures or other action, may not fully discharge all duties and obligations of the
Landowner under such laws.



SECTION 10. Default. In the event of a failure of the Landowner to comply with any provision of
this Disclosure Agreement, any Participating Underwriter or any Bondowner or Beneficial Owner of the
Bonds may take such actions as may be necessary and appropriate, including seeking mandate or specific
performance by court order, to cause the Landowner or the Dissemination Agent to comply with its obligations
under this Disclosure Agreement. A default under this Disclosure Agreement shall not be deemed an Event of
Default under the Indenture, and the sole remedy under this Disclosure Agreement in the event of any failure
of the Landowner to comply with this Disclosure Agreement shall be an action to compel performance.

SECTION 11. Duties, Immunities and Liabilities of Dissemination Agent. The Dissemination
Agent shall have only such duties as are specifically set forth in this Disclosure Agreement and the Landowner
agrees to indemnify, defend and save the Dissemination Agent, its officers, directors, employees and agents,
harmless against any loss, expense and liabilities which they may incur arising out of or in the exercise or
performance of theirs powers and duties hereunder, including the costs and expenses (including attorneys fees)
of defending against any claim of liability, but excluding liabilities due to the Dissemination Agent’s
negligence or willful misconduct. The Dissemination Agent shall not be deemed to be acting in any fiduciary
capacity for the Landowner, the Participating Underwriter, Bondowners or Beneficial Owners or any other
party. The Dissemination Agent may rely and shall be protected in acting or refraining from acting upon a
direction from the Landowner or an opinion of nationally recognized bond counsel. The obligations of the
Landowner under this Section shall survive resignation or removal of the Dissemination Agent and payment of
the Bonds. No person shall have any right to commence any action against the Dissemination Agent seeking
any remedy other than to compel specific performance of this Disclosure Agreement. Any company
succeeding to all or substantially all of the Dissemination Agent’s corporate trust business shall be the
successor to the Dissemination Agent hereunder without the execution or filing of any paper or any further act.

The Dissemination Agent will not, without the Landowner’s prior written consent, settle, compromise
or consent to the entry of any judgment in any pending or threatened claim, action or proceeding in respect of
which indemnification may be sought hereunder unless such settlement, compromise or consent includes an
unconditional release of the Landowner and its controlling persons from all liability arising out of such claim,
action or proceedings. If a claim, action or proceeding is settled with the consent of the Landowner or if there
is a final judgment (other than a stipulated final judgment without the approval of the Landowner) for the
plaintiff in any such claim, action or proceeding, with or without the consent of the Landowner, the Landowner
agrees to indemnify and hold harmless the Dissemination Agent to the extent described herein.

SECTION 12. Landowner as Independent Contractor. In performing under this Disclosure
Agreement, it is understood that the Landowner is an independent contractor and not an agent of the City.

SECTION 13. Counterparts. This Disclosure Agreement may be executed in several counterparts,
each of which shall be an original and all of which shall constitute but one and the same instrument.
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SECTION 14 . Beneficiaries. This Disclosure Agreement shall inure solely to the benefit of the
Landowner, the City, the Dissemination Agent, the Participating Underwriter and Bondowners and Beneficial
Owners from time to time of the Bonds, and shall create no rights in any other person or entity.
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STONERIDGE CENTRE PARTNERS, L.P., a
California limited partnership

By:
Name:
Title:

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Dissemination Agent

By:

Authorized Officer



EXHIBIT A

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT

Name of the Issuer: Community Facilities District No. 5 of the City of Moreno Valley, County of
Riverside, State of California

Name of Bond Issue: Community Facilities District No. 5 of the City of Moreno Valley 2007
Special Tax Bonds
Date of Issuance: May 17, 2007
NOTICE IS HEREBY GIVEN that has not provided an [Annual Report or Semiannual

Report] with respect to the above-named Bonds as required by the Continuing Disclosure Agreement of the
Developer. [The Landowner anticipates that such [Annual Report or Semiannual Report] will be filed not later
than R .

Dated:

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Dissemination Agent

cc: City of Moreno Valley
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APPENDIX G

FORM OF OPINION OF BOND COUNSEL

May 31, 2007
Mayor and City Council
City of Moreno Valley
14177 Frederick Street
Moreno Valley, California
BOND OPINION
$5,870,000

COMMUNITY FACILITIES DISTRICT NO. 5
OF THE CITY OF MORENO VALLEY
2007 SPECIAL TAX BONDS

Ladies and Gentlemen:

We have acted as bond counsel in connection with the issuance by the City of Moreno
Valley (the “City”) for and on behalf of Community Facilities District No. 5 of the City of
Moreno Valley (the “District”) situated in and formed by the City, of $5,870,000 aggregate
principal amount of the Community Facilities District No. 5 of the City of Moreno Valley 2007
Special Tax Bonds (the “Bonds”). The Bonds are issued pursuant to the provisions of the Mello-
Roos Community Facilities Act of 1982, as amended, being Chapter 2.5 (commencing with
Section 53311) of Part 1 of Division 2 of Title 5 of the Government Code of the State of
California (the “Act”), a resolution adopted by the City Council on May 8, 2007 (the
“Resolution”), and a Fiscal Agent Agreement, dated as of May 1, 2007 (the “Fiscal Agent
Agreement”), between the City and Wells Fargo, National Association, as fiscal agent (the
“Fiscal Agent”).

We have examined the Act, the Resolution, the Fiscal Agent Agreement and certified
copies of the proceedings taken for the issuance and sale of the Bonds. As to questions of fact
which are material to our opinion, we have relied upon the representations of the City without
having undertaken to verify the accuracy of any such representations by independent
investigation.

Based upon such examination, we are of the opinion, as of the date hereof, that the
proceedings referred to above have been taken in accordance with the laws and the Constitution
of the State of California, and that the Bonds, having been issued in duly authorized form and
executed by the proper officials and delivered to and paid for by the purchaser thereof, and the
Fiscal Agent Agreement having been duly authorized and executed by the proper official,
constitute the legally valid and binding obligations of the City, for and on behalf of the District,
enforceable in accordance with their terms subject to the qualifications specified below. Except
where funds are otherwise available, as may be permitted by law, the Bonds are payable, as to
both principal and interest, solely from certain special taxes to be levied and collected within the
District and other funds available therefor held under the Fiscal Agent Agreement.
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The Internal Revenue Code of 1986, as amended (the “Code”), sets forth certain
investment, rebate and related requirements which must be met subsequent to the issuance and
delivery of the Bonds for the interest on the Bonds to be and remain exempt from federal income
taxation. Noncompliance with such requirements could cause the interest on the Bonds to be
subject to federal income taxation retroactive to the date of issuance of the Bonds. Pursuant to
the Fiscal Agent Agreement, the City has covenanted to comply with the requirements of the
Code and applicable regulations promulgated thereunder.

We are of the opinion that, under existing statutes, regulations, rulings and court
decisions, and assuming compliance by the District with the aforementioned covenant, the
interest on the Bonds is excluded from gross income for purposes of federal income taxation and
is exempt from personal income taxation imposed by the State of California.

We are further of the opinion that interest on the Bonds is not a specific preference item
for purposes of the alternative minimum tax provisions of the Code. However, interest on the
Bonds received by corporations will be included in corporate adjusted current earnings, a portion
of which may increase the alternative minimum taxable income of such corporations.

The difference between the issue price of a Bond (the first price at which a substantial
amount of the Bonds of the same maturity is to be sold to the public) and the stated redemption
price at maturity with respect to such Bond constitutes original issue discount, and the amount of
original issue discount that accrues to the owner of the Bond is excluded from the gross income
of such owner for federal income tax purposes, is not an item of tax preference for purposes of
the federal alternative minimum tax imposed on individuals and corporations, and is exempt
from State of California personal income tax.

Although interest on the Bonds is excluded from gross income for purposes of federal
income taxation, the accrual or receipt of interest on the Bonds may otherwise affect the federal
income tax liability of the recipient. The extent of these tax consequences will depend on the
recipient’s particular tax status or other items of income or deduction. We express no opinion
regarding any such consequences.

The opinions expressed herein may be affected by actions which may be taken (or not
taken) or events which may occur (or not occur) after the date hereof. We have not undertaken to
determine, or to inform any person, whether any such actions or events are taken or occur or are
not taken or do not occur.

The rights of the owners of the Bonds and the enforceability of the Bonds and the Fiscal
Agent Agreement may be subject to bankruptcy, insolvency, moratorium and other similar laws
affecting creditors’ rights heretofore or hereafter enacted, and their enforcement may be subject
to the exercise of judicial discretion in accordance with general principles of equity.

Respectfully submitted,

BEST BEST & KRIEGER LLP



APPENDIX H

BOOK-ENTRY-ONLY SYSTEM

The information in this section concerning DTC and DTC’s book-entry only system has been obtained
from sources that the District believes to be reliable, but the District takes no responsibility for the
completeness or accuracy thereof. The following description of the procedures and record keeping with
respect to beneficial ownership interests in the Bonds, payment of principal, premium, if any, accreted value, if
any, and interest on the Bonds to DTC Participants or Beneficial Owners, confirmation and transfers of
beneficial ownership interests in the Bonds and other related transactions by and between DTC, the DTC
Farticipants and the Beneficial Owners is based solely on information provided by DTC.

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the
Bonds (the “Bonds”). The Bonds will be issued as fully-registered securities registered in the name of Cede &
Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized representative of
DTC. One fully-registered Bond certificate will be issued for each maturity of the Bonds, in the aggregate
principal amount of such maturity, and will be deposited with DTC.

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under the
New York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a
member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform
Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of the
Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 2.2 million issues of U.S.
and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments from over 100
countries that DTC’s participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade
settlement among Direct Participants of sales and other securities transactions in deposited securities, through
electronic computerized book-entry transfers and pledges between Direct Participants’ accounts. This
eliminates the need for physical movement of securities certificates. Direct Participants include both U.S. and
non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation
(“DTCC”). DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the National
Securities Clearing Corporation, Fixed Income Clearing Corporation and Emerging Markets Clearing
Corporation (NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York Stock
Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities Dealers, Inc.
Access to the DTC system is also available to others such as both U.S. and non-U.S. securities brokers and
dealers, banks, trust companies, and clearing corporations that clear through or maintain a custodial
relationship with a Direct Participant, either directly or indirectly(“Indirect Participants”). DTC has Standard
& Poor’s highest rating: AAA. The DTC Rules applicable to its Participants are on file with the Securities and
Exchange Commission. More information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of Bonds under the DTC system must be made by or through Direct Participants, which
will receive a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser of each
Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records.
Beneficial Owners will not receive written confirmation from DTC of their purchase. Beneficial Owners are,
however, expected to receive written confirmations providing details of the transaction, as well as periodic
statements of their holdings, from the Direct or Indirect Participant through which the Beneficial Owner
entered into the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries
made on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial
Owners will not receive certificates representing their ownership interests in Bonds, except in the event that
use of the book-entry system for the Bonds is discontinued.



To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered
in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an
authorized representative of DTC. The deposit of Bonds with DTC and their registration in the name of Cede
& Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge
of the actual Beneficial Owners of the Bonds; DTC’s records reflect only the identity of the Direct Participants
to whose accounts such Bonds are credited, which may or may not be the Beneficial Owners. The Direct and
Indirect Participants will remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners
will be governed by arrangements among them, subject to any statutory or regulatory requirements as may be
in effect from time to time. Beneficial Owners of Bonds may wish to take certain steps to augment the
transmission to them of notices of significant events with respect to the Bonds, such as redemptions, tenders,
defaults, and proposed amendments to the Bond documents. For example, Beneficial Owners of Bonds may
wish to ascertain that the nominee holding the Bonds for their benefit has agreed to obtain and transmit notices
to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names and addresses to
the registrar and request that copies of notices be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds within a maturity are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such
maturity to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to
Bonds unless authorized by a Direct Participant in accordance with DTC’s procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the District as soon as possible after the record date. The
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose
accounts Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Principal, redemption price and interest payments on the Bonds will be made to Cede& Co., or such
other nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit Direct
Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the District or
the Fiscal Agent, on payable date in accordance with their respective holdings shown on DTC’s records.
Payments by Participants to Beneficial Owners will be governed by standing instructions and customary
practices, as is the case with securities held for the accounts of customers in bearer form or registered in “street
name,” and will be the responsibility of such Participant and not of DTC, the Fiscal Agent, or the District,
subject to any statutory or regulatory requirements as may be in effect from time to time. Payment of principal,
redemption price and interest payments to Cede & Co. (or such other nominee as may be requested by an
authorized representative of DTC) is the responsibility of the District or the Fiscal Agent, disbursement of such
payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments to the
Beneficial Owners will be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as depository with respect to the Bonds at any time by
giving reasonable notice to the District or the Fiscal Agent. Under such circumstances, in the event that a

successor depository is not obtained, Bond certificates are required to be printed and delivered.

The District may decide to discontinue use of the system of book-entry-only transfers through DTC
(or a successor securities depository). In that event, Bond certificates will be printed and delivered.
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