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GENERAL INFORMATION ABOUT THE OFFICIAL STATEMENT

Useof Official Statement. ThisOfficial Statement issubmitted in connection with the offer and sale of the
2008 Bondsreferred to herein and may not be reproduced or used, in wholeor in part, for any other purpose. This
Official Statement is not to be construed as a contract with the purchasers of the 2008 Bonds.

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

Limited Offering. Nodealer, broker, salesperson or other person has been authorized by the Community
Facilities District to give any information or to make any representations in connection with the offer or sale of
the 2008 Bonds other than those contained herein and if given or made, such other information or representation
must not be relied upon as having been authorized by the Community Facilities District or the Underwriter. This
Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor shall there be any
sale of the 2008 Bonds by a person in any jurisdiction in which it is unlawful for such person to make such an
offer, solicitation or sale.

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

Stabilization of Prices. In connection with this offering, the Underwriter may overallot or effect
transactions which stabilize or maintain the market price of the 2008 Bonds at a level above that which might
otherwise prevail in the open market. Such stabilizing, if commenced, may be discontinued at any time. The
Underwriter may offer and sell the 2008 Bondsto certain dealersand othersat priceslower than the public offering
prices set forth on the cover page hereof and said public offering prices may be changed from time to time by the
Underwriter.

Other than with respect to information concerning Financial Security Assurance Inc. (“Financial
Security”) contained under the caption “FINANCIAL SECURITY INSURANCE INC. INSURANCE
POLICY” and APPENDIX F—Form of Municipal Bond Insurance Policy” herein, none of theinformation
in this Official Statement has been supplied or verified by Financial Security and Financial Security makes
No representation or warranty, expressor implied, asto (i) the accuracy or completeness of such information;
(ii) the validity of the 2008 Bonds; or (iii) the tax-exempt status of the interest on the 2008 Bonds.

THE 2008 BONDSHAVENOT BEEN REGISTERED UNDER THE SECURITIESACT OF 1933, AS
AMENDED, IN RELIANCE UPON AN EXEMPTION FROM THE REGISTRATION REQUIREMENTS
CONTAINED IN SUCH ACT. THE 2008 BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED
UNDER THE SECURITIESLAWS OF ANY STATE.
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OFFICIAL STATEMENT

$48,420,000
POWAY UNIFIED SCHOOL DISTRICT
COMMUNITY FACILITIESDISTRICT NO. 1
SERIES 2008 SPECIAL TAX REFUNDING BONDS

INTRODUCTION

Thisintroduction is not a summary of this Official Statement. It isonly a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire Official
Satement, including the cover page and appendices hereto, and the documents summarized or described
herein. A full review should be made of the entire Official Statement. The offering of the 2008 Bonds to
potential investorsis made only by means of the entire Official Statement.

General

This Officia Statement, including the cover page and appendices hereto, is provided to furnish
information regarding the Poway Unified School District Community Facilities District No. 1 Series 2008
Specia Tax Refunding Bonds (the “ 2008 Bonds”).

The 2008 Bonds are issued pursuant to the Act (as defined below) and the Bond Indenture, dated as
of January 1, 1998 (the “Master Bond Indenture”), by and between the School District (as defined below)
and Zions First National Bank (successor to U.S. Bank, N.A. which was successor to First Trust of
Cdlifornia, National Association), asfiscal agent (the“Fiscal Agent”), asamended and supplemented by the
First Supplemental Bond Indenture, dated as of January 1, 2003 (the “First Supplemental Indenture”), and
as amended and supplemented by a Second Supplemental Bond Indenture, dated as of March 1, 2008, each
by and between the Community Facilities District and the Fiscal Agent (the “Second Supplemental
Indenture” and, together with the Master Bond Indenture and the First Supplement Indenture, the “Bond
Indenture”). See “THE 2008 BONDS — Authority of Issuance” herein. The 2008 Bonds are being issued
(i) torefund al of the outstanding Poway Unified School District Community FacilitiesDistrict No. 1 Series
1998 Special Tax Bonds (the “1998 Bonds’) with the exception of the 1998 Bonds maturing on October 1,
2008 (the “ 1998 Refunded Bonds"), and refund or defease the portion of the Poway Unified School District
Community Facilities District No. 1 2003 Special Tax Bonds (the “2003 Bonds’) maturing on October 1,
2018, October 1, 2021, October 1, 2022 and October 1, 2026 (the“ 2003 Refunded Bonds”);” (i) to fund 50%
of the 2008 Bonds Reserve Requirement and to acquire the Series 2008 Bond Reserve Palicy in an amount
equal to 50% of the 2008 Bonds Reserve Requirement; and (iii) to pay the costs of issuing the 2008 Bonds.
In addition, on March 24, 2008, an Escrow Fund will be established with Special Tax moneys collected by
the Community Facilities District to pay the principal of and interest on the 1998 Bonds maturing on
October 1, 2008. See“ESTIMATED SOURCES AND USES OF FUNDS’ herein. The 2008 Bonds will
be on aparity with any additional parity bondsissued under the Bond Indenture. The Community Facilities
District may issue additional bonds pursuant to the provisions of the Bond Indenture for refunding purposes
only. See“SECURITY FOR THE 2008 BONDS — Parity Bonds for Refunding Purposes Only.”

The School District

The Poway Unified School District (the“ School District”) islocated north of the City of San Diego
(the “City”). The School District was originally formed in 1962. The School District currently covers
approximately 99.1 square miles in the central portion of the County of San Diego (the “County”) and
includes the City of Poway and portions of the City and the County, including the communities of Black
Mountain Ranch, Carmel M ountain Ranch, Rancho Bernardo, Rancho Pefiasquitos, Sabre Springs, Santaluz,
Santa Fe Valley, Torrey Highlands and 4S Ranch. The School District currently operates 23 elementary
schools, six middle schools, four comprehensive high schools, one continuation high school and one adult
school. The School District’ s projected averagedaily attendance (“ADA™) computed in accordancewith the

*|n connection with the pricing of the 2008 Bonds, the Community Facilities District did not refund al of the 2003 Bonds. The
2003 Unrefunded Bonds (defined below) will be on a parity with the 2008 Bonds and will be secured by the Debt Service
Reserve Insurance Policy acquired at the time of issuance of the 2003 Bonds.



State of California (the “State”) law for the 2007-08 academic year is approximately 32,365. As of
January 1, 2007, the estimated population within the School District’s boundaries was approximately
186,208. See APPENDIX A —“General Information About the Poway Unified School District” herein.

The Community Facilities District

The Community Facilities District includes several non-contiguous areas of land located in that
portion of the School District which is within the boundaries of the City and the City of Poway. The
Community FacilitiesDistrict currently includesapproximately 10,880 taxableresidential units. Thenumber
of taxable parcelsislessthan the number of taxable units becausein some casesasingle parcel may contain
abuilding or buildings in an apartment complex with multiple units. The Community Facilities District is
located al ong both sides of Interstate 15 approximately twenty milesnortheast of the City in the northeastern
portion of County. See“COMMUNITY FACILITIES DISTRICT NO. 1" herein.

The Community Facilities District was formed and the 2008 Bonds are being i ssued pursuant to the
Act. The Act wasenacted by the Californialegislatureto provide an alternative method of financing certain
public capital facilities and services, especialy in developing areas of the State. Any local agency (as
definedinthe Act) may establish acommunity facilitiesdistrict to providefor and financethe cost of eligible
public facilities and services. Generally, thelegidative body of the local agency which formsacommunity
facilities district acts on behalf of such district asitslegidative body. Once duly established, acommunity
facilitiesdistrictisalegally constituted governmental entity established for the purpose of financing specific
facilities and services within defined boundaries. Subject to approval by two-thirds of the votes cast at an
€l ection and compliance with the other provisions of the Act, alegidative body of alocal agency may issue
bonds for acommunity facilities district and may levy and collect a special tax within such district to repay
such indebtedness including interest thereon.

Pursuant to the Act, on March 28, 1987, the Board of Education (the“Board”) of the School District
adopted six resol utions(collectively, the* Resolutionsof Intention™) stating, among other things, itsintention
toformthe Community Facilities District, to authorizethelevy of aspecial tax on thetaxableproperty within
the Community Facilities District and to incur bonded indebtedness for the purpose of financing the
acquisition, construction and equipping of certain public school improvements to serve the areawithin and
around the Community Facilities District. Subsequent to a noticed public hearing, the Board adopted two
resolutionsonMay 26, 1987 (collectively, the“ Resol ution of Formation™) which established the Community
Facilities District and authorized the levy of a special tax within the Community Facilities District,
determined the necessity to incur bonded indebtedness within the Community Facilities District, called an
€l ection within the Community Facilities District on the proposition of incurring bonded indebtedness and
levying a special tax, and ordered certain changes to the Community Facilities District proceedings and
Resolution of Intention and to the Community Facilities District Report, and, on July 13, 1987, the Board
ordered certain boundary changes to the Community Facilities District.

On August 25, 1987, an election was held within the Community Facilities District in which the
eligible voters, which were the owners of land included within the boundaries of the Community Facilities
District, approved by more than two-thirds vote the proposition authorizing the issuance of bonds in an
aggregate principal amount not to exceed $138,251,618 in 1986-87 dollars to finance the acquisition,
construction and equipping of certain public school facilities to serve the area within the Community
Facilities Digtrict. (The Community Facilities District has completed the authorized facilities; and while
there is authorization remaining under the proceedings, the Community Facilities District may issue
additional bonds payable on a parity with the Bonds pursuant to the provisions of the Bond Indenture for
refunding purposes only.) On September 19, 1987, the Board approved and authorized the execution of
separate Mitigation Agreements pertaining to the Community Facilities District by and between the School
District and American Newland Associates, Donald L. Bren Company, Carmel Mountain Ranch, Pardee
Construction and Westwood Valley Partnership (each a “Mitigation Agreement” and, collectively, the
“Mitigation Agreements’), declared the results of the election and established conditions precedent to the
issuance of bonds of the Community Facilities District. On October 5, 1987, the Board, acting as the
Legidative Body of Community Facilities District No. 1, adopted Ordinance No. 1-88 providing for therate
and method of apportionment and levying of the Specia Tax, which Ordinance was amended by Ordinance
No. 98-2, adopted by the Board on November 17, 1997 (collectively, the “ Ordinance”).



The Mitigation Agreements require that, under certain circumstances, the Community Facilities
District reduce Specia Taxes of the Community Facilities District and the total authorized bond amount for
the Community Facilities District if other sources of funding are used for constructing schools within the
Community Facilities District. The Board reduced the Community Facilities District Special Tax rates on
June 26, 1995 pursuant to its Resolution No. 70-95, which reduced rates are reflected in the Revised Rate
and Method of Apportionment set forthin APPENDIX B —* Rate and Method of Apportionment of Special
Tax” (the*Rate and Method”) and in the various tables herein projecting future Special Tax revenues. See
“Sources of Payment for the 2008 Bonds’ below regarding future Special Tax reductions.

On March 3, 2008, the Board, acting as the Legislative Body of the Community Facilities District,
adopted its Resolution No. 42-2008 authorizing the issuance of the 2008 Bonds. The 2008 Bonds are being
issued and delivered pursuant to the provisionsof the Act and the Bond Indentureto finance school facilities.
The 2008 Bonds are being sold pursuant to a Bond Purchase Agreement between the Underwriter and the
Community Facilities District.

Purpose of the 2008 Bonds

The 2008 Bonds are beingissued (i) to refund all of the outstanding Poway Unified School District
Community Facilities District No. 1 Series 1998 Special Tax Bonds (defined above as the “ 1998 Bonds”)
with the exception of the 1998 Bonds maturing on October 1, 2008 (defined above as the “ 1998 Refunded
Bonds"), and refund or defease the portion of the Poway Unified School District Community Facilities
District No. 1 2003 Specia Tax Bonds (defined above as the “ 2003 Bonds”) maturing on October 1, 2018,
October 1, 2021, October 1, 2022 and October 1, 2026 (defined above asthe “ 2003 Refunded Bonds”);” (ii)
to fund 50% of the 2008 Bonds Reserve Requirement and to acquire the Series 2008 Bond Reserve Policy
in an amount equal to 50% of the 2008 Bonds Reserve Requirement; and (iii) to pay the costs of issuing the
2008 Bonds. In addition, on March 24, 2008, an Escrow Fund will be established with Special Tax moneys
collected by the Community Facilities District to pay the principal of and interest on the 1998 Bonds
maturing on October 1, 2008. See“SECURITY FOR THE 2008 BONDS — Rate and Method.”

The net proceeds of the 2008 Bonds, along with other available funds, will be used to make deposits
into separate escrow accountswithinan Escrow Fund (the® Escrow Fund”) to beheld by ZionsFirst National
Bank, as escrow agent (the “ Escrow Agent”), pursuant to the Escrow Agreement, dated as of March 1, 2008
(the “2008 Proceeds Escrow Agreement”), for the payment of the interest on and principal and redemption
price of the 1998 Refunded Bonds and the 2003 Refunded Bonds. See “FINANCING PLAN" herein.

Sour ces of Payment for the 2008 Bonds

The 2008 Bonds are secured by and payable from afirst pledge of “Net Taxes,” which isdefined as
proceeds of the Special Taxes levied and received by the Community Facilities District, including the net
amounts (the* Delinquency Proceeds”) collected pursuant to theforecl osure provisionsof theBond Indenture
for the delinquency of Specia Taxes and proceeds from any security for payment of Special Taxesin lieu
of foreclosure, and net of the County, foreclosure counsel and other fees and expenses incurred by or on
behalf of the Community Facilities District or the School District in undertaking such foreclosure
proceedings, less Administrative Expenses (as defined in the Bond Indenture) not to exceed $121,899
(escalating by 2% each year) with respect to the Community Facilities District. “Special Taxes” aredefined
inthe Bond Indenture asthe special taxes|evied withinthe Community Facilities District pursuant tothe Act,
the Ordinance and the Bond Indenture.

Pursuant to the Act, the Rate and Method, the Resol ution of Formation (as defined herein) and the
Bond Indenture, so long as the 2008 Bonds are outstanding, the Community Facilities District will annually
ascertain the parcels on which the Special Taxes are to be levied taking into account any subdivisions of
parcels during the applicable Fiscal Year. The Community Facilities District shall effect the levy of the
Specia Taxesin accordance with the Rate and M ethod and the Act each Fiscal Y ear so that the computation
of such levy is complete and transmitted to the Auditor of the County before the final date on which the

*In connection with the pricing of the 2008 Bonds, the Community Facilities District did not refund al of the 2003 Bonds. The
2003 Unrefunded Bonds will be on a parity with the 2008 Bonds and will be secured by the Debt Service Reserve Insurance
Policy acquired at the time of issuance of the 2003 Bonds.



Auditor of the County will accept thetransmission of the Special Taxesfor the parcel swithinthe Community
Facilities District for inclusion on the next real property tax roll. See “SECURITY FOR THE 2008
BONDS — Special Taxes’ herein.

The Rate and Method leviesthe Special Tax only against residential parcels. Property owned by the
State, the federal government and local governments, aswell as certain other property, isnot subject to the
Special Tax. See “SECURITY FOR THE 2008 BONDS — Rate and Method” and “BONDOWNERS
RISK S — Exempt Properties.”

Proceeds of the 2008 Bond in an amount equal to 50% of the 2008 Bonds Reserve Requirement will
bedeposited inthe 2008 Bonds Reserve Account of the Reserve Fund. The Series 2008 Bond Reserve Policy
will be acquired for the 2008 Bonds in an amount equal to 50% of the 2008 Bonds Reserve Requirement.’
The 2008 Bonds are secured by afirst pledge of all moneys deposited in the 2008 Bonds Account in the
Reserve Fund. See “SECURITY FOR THE 2008 BONDS.” The Bond Indenture defines Reserve
Requirement as an amount, with respect to the 2008 Bonds and any Parity Bonds, as of any date of
calculation, equal to theleast of (i) 10% of the original proceeds of the 2008 Bonds or Parity Bonds; (ii) the
then maximum annual debt service on the 2008 Bonds or Parity Bonds; or (iii) 125% of the then average
annual debt service on the 2008 Bonds or Parity Bonds. The ability of the Board, in its capacity as
Legislative Body of the Community Facilities District, to increase the annual Special Taxes levied to
replenish each Account in the Reserve Fund is subject to the maximum annual amount of Special Taxes
authorized by the qualified voters of the Community Facilities District. The moneys in the 2008 Bonds
Account in the Reserve Fund will only be used for payment of principal of, interest on and any redemption
premium on, the 2008 Bonds. See “SECURITY FOR THE 2008 BONDS — Reserve Fund.”

The Community Facilities District has also covenanted in the Bond Indenture to cause foreclosure
proceedings to be commenced and prosecuted against certain parcels with delinquent installments of the
Specia Taxes. For amore detailed description of theforeclosure covenant see“ SECURITY FOR THE 2008
BONDS — Proceeds of Foreclosure Sales.”

NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE SCHOOL
DISTRICT, THECOMMUNITY FACILITIESDISTRICT (EXCEPT TOTHELIMITED EXTENT
DESCRIBED HEREIN) OR THE STATE OR ANY POLITICAL SUBDIVISION THEREOF IS
PLEDGED TOTHEPAYMENT OF THE 2008 BONDS. OTHER THAN THE SPECIAL TAXESOF
THE COMMUNITY FACILITIESDISTRICT, NO TAXESARE PLEDGED TO THE PAYMENT
OF 2008 BONDS. EXCEPT FORTHE SPECIAL TAXESAND MONEYSRECEIVED UNDERTHE
INSURANCE POLICY AND THE SERIES 2008 BOND RESERVE POLICY, NO OTHER
REVENUESOR TAXESARE PLEDGED TO THE PAYMENT OF THE 2008 BONDS. THE 2008
BONDSARENOT A GENERAL OBLIGATIONOFTHECOMMUNITY FACILITIESDISTRICT,
BUT ARELIMITEDOBLIGATIONSOF THECOMMUNITY FACILITIESDISTRICT PAYABLE
SOLELY FROM THE SPECIAL TAXES OF THE COMMUNITY FACILITIES DISTRICT AS
MORE FULLY DESCRIBED HEREIN.

Description of the 2008 Bonds

The 2008 Bonds will be issued as current interest bonds which mature on October 1 in the years
indicated on the inside cover page hereof.

Registration. The 2008 Bonds will beissued in fully registered form only, registered in the name
of Cede & Co., asnominee of The Depository Trust Company, New York, New York (“DTC"), and will be
availableto actual purchasers of the 2008 Bonds (the “Beneficial Owners’) in the denominations set forth
ontheinside cover page hereof, under the book-entry-only 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 2008 Bonds. See APPENDIX G —"“Book-Entry and DTC.” In
the event that the book-entry-only system described below isno longer used with respect to the 2008 Bonds,

*|n connection with the pricing of the 2008 Bonds, the Community Facilities District did not refund al of the 2003 Bonds. The
2003 Unrefunded Bonds will be on a parity with the 2008 Bonds and will be secured by the Debt Service Reserve Insurance

Policy acquired at the time of issuance of the 2003 Bonds.



the 2008 Bonds will be registered in accordance with the Bond Indenture. See “THE 2008 BONDS —
Registration, Transfer and Exchange of Bonds.”

Denominations. Individual purchases of interestsin the 2008 Bondswill be availableto purchasers
of the 2008 Bonds in the denominations of $5,000 principal amount, or any integral multiple thereof.

Redemption. The 2008 Bonds maturing on or after October 1, 2019, may be redeemed prior to
maturity, at the option of the Community Facilities District, in whole or in part on any date beginning on
October 1, 2018. See“THE 2008 BONDS — Redemption” herein.

Payments. Interest on the 2008 Bonds accrues from their date of issuance and is payable
semiannually on April 1 and October 1 (each a“Bond Payment Date”), commencing October 1, 2008.

Municipal Bond Insurance

Concurrently with theissuance of the 2008 Bonds, Financial Security Assurancelnc. (defined above
as“Financial Security”) will issue its Municipal Bond Insurance Policy for the 2008 Bonds (the “Policy™).
The Policy guarantees the scheduled payment of principal of and interest on the 2008 Bonds when due as
set forth in the form of the Policy included as an exhibit to this Official Statement. See “FINANCIAL
SECURITY ASSURANCE INC. INSURANCE POLICY”and APPENDIX F —“Form of Municipal Bond
Insurance Policy.”

Tax Exemption

Assuming compliance with certain covenants and provisions of the Internal Revenue Code of 1986,
inthe opinion of Bond Counsel, interest on the 2008 Bondswill not beincludableingrossincomefor federal
income tax purposes although it may be includablein the calculation for certain taxes. Alsoin the opinion
of Bond Counsdl, interest on the 2008 Bondswill be exempt from State personal incometaxes. See“LEGAL
MATTERS — Tax Exemption” herein.

Risk Factors Associated with Purchasing the 2008 Bonds

Investment in the 2008 Bondsinvolvesrisksthat may not be appropriate for someinvestors. Seethe
section of thisOfficial Statement entitled“BONDOWNERS' RISK S’ for adiscussion of certainrisk factors
which should be considered, in addition to the other matters set forth herein, in considering the investment
quality of the 2008 Bonds.

Forward L ooking Statements

Certain statements included or incorporated by reference in this Official Statement constitute
“forward-looking statements” within the meaning of the United States Private Securities Litigation Reform
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 generaly
identifiable by the terminology used such asa“plan,” “expect,” “estimate,” “project,” “budget” or similar
words. Such forward-looking statements include, but are not limited to certain statements contained in the
information under the caption “COMMUNITY FACILITIES DISTRICT NO. 1” therein.

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 ORACHIEVEMENTSDESCRIBED TOBEMATERIALLY DIFFERENT FROM ANY
FUTURE RESULTS, PERFORMANCE OR ACHIEVEMENTS EXPRESSED OR IMPLIED BY SUCH
FORWARD-LOOKING STATEMENTS. THE COMMUNITY FACILITIES DISTRICT AND THE
SCHOOL DISTRICT DONOT PLAN TOISSUEANY UPDATESORREVISIONSTO THE FORWARD-
LOOKING STATEMENTS SET FORTH IN THIS OFFICIAL STATEMENT.



Professionals Involved in the Offering

ZionsFirst National Bank, Los Angeles, California, will serve asthefiscal agent for the 2008 Bonds
and will perform the functions required of it under the Bond Indenture for the payment of the principal of
and interest and any premium on the 2008 Bonds and all activities related to the redemption of the 2008
Bonds. Best Best & Krieger LLP, San Diego, Californiais serving as Bond Counsel to the Community
Facilities District. Stone & Youngberg LLC is acting as Underwriter in connection with the issuance and
delivery of the 2008 Bonds. McFarlin & Anderson LLP, Lake Forest, California, is acting as Disclosure
Counsdl. DolinkaGroup LLC, Newport Beach, California, acted asspecial tax consultant, administrator and
dissemination agent to the Community Facilities District.

Except for some Special Tax Consultant work paid from Special Taxes, payment of the fees and
expenses of Bond Counsel, Disclosure Counsel, the Underwriter, the Special Tax Consultant, the Fiscal
Agent, Financial Security and therating agency is contingent upon the sale and delivery of the 2008 Bonds.

Other Information

This Official Statement speaks only as of its date, and the information contained herein is subject
tochange. Brief descriptionsof the 2008 Bonds, certain sectionsof the Bond Indenture, security for the 2008
Bonds, special risk factors, the Community Facilities District, the School District and other information are
included in this Officia Statement. Such descriptions and information do not purport to be comprehensive
or definitive. The descriptions herein of the 2008 Bonds, the Bond Indenture, and other resolutions and
documents are qualified in their entirety by reference to the forms thereof and the information with respect
thereto included in the 2008 Bonds, the Bond Indenture, such resolutions and other documents. All such
descriptionsarefurther qualified in their entirety by referenceto laws and to principles of equity relating to
or affecting generally the enforcement of creditors’ rights. Copiesof such documents may be obtained from
the Deputy Superintendent of the Poway Unified School District, 13626 Twin PeaksRoad, Poway, California
92064-3034. There may be a charge for copying and delivery of any documents.

CONTINUING DISCLOSURE

The Community Facilities District has covenanted in the Community Facilities District Continuing
Disclosure Agreement, the form of which is set forth in APPENDIX D —“Form of Community Facilities
District Continuing Disclosure Agreement” (the “Community Facilities District Continuing Disclosure
Agreement”), for the benefit of ownersand beneficial ownersof the 2008 Bonds, to provide certain financial
information and operating datarel ating to the Community Facilities District and the 2008 Bonds by not later
than January 31 in each year commencing on January 31, 2009 (the “ Community Facilities District Annual
Report™), and to provide notices of the occurrence of certain enumerated events, if material.

The Community Facilities District Annual Report will befiled by the Community FacilitiesDistrict,
or Dolinka Group LLC, as Dissemination Agent on behalf of the Community Facilities District, with each
Nationally Recognized Municipal Securities Information Repository, and with the appropriate State
repository, if any (collectively, the “ Repositories’), with a copy to the Fiscal Agent and the Underwriter.
Any notice of amateria event will befiled by the Community Facilities District, or the Dissemination Agent
on behalf of the Community Facilities District, with the Municipal Securities Rulemaking Board and the
appropriate State repository, if any, with acopy tothe Fiscal Agent and the Underwriter. Any of therequired
filings under the Community Facilities District Continuing Disclosure Agreement may be made through the
“Central Post Office” approved by the Securities Exchange Commissionin lieu of filing with the Municipal
Securities Rulemaking Board and any State repository or the Repositories. The specific nature of the
information to be contained in the Community Facilities District Annual Report or any notice of a material
event is set forth in the Community Facilities District Continuing Disclosure Agreement. The covenants of
the Community Facilities District in the Community Facilities District Continuing Disclosure Agreement
have been made in order to assist the Underwriter in complying with Securities and Exchange Commission
Rule 15¢2-12(b)(5) (the “Rule’); provided, however, a default under the Community Facilities District
Continuing Disclosure Agreement will not, initself, constitute an Event of Default under the Bond Indenture,
and the sole remedy under the Community Facilities District Continuing Disclosure Agreement in the event



of any failure of the Community Facilities District or the Dissemination Agent to comply with the
Community Facilities District Continuing Disclosure Agreement will be an action to compel performance.

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

FINANCING PLAN

Certain proceeds of the 2008 Bonds, along with other available moneys, will be deposited into the
Escrow Funds pursuant to the Escrow Agreements defined below. Verification services are performed and
provided by Grant Thornton LLP.

On March 24, 2008, an Escrow Fund will be established with Zions First National Bank, as escrow
agent (the “Escrow Agent”), pursuant to an Escrow Agreement (the “Special Tax Collections Escrow
Agreement”), dated as of March 1, 2008, with Special Tax moneys collected by the Community Facilities
District to pay the principal of and interest on the 1998 Bonds maturing on October 1, 2008.

On the date of issuance of the 2008 Bonds, an Escrow Fund will be established with the Escrow
Agent, pursuant to a second Escrow Agreement (the “2008 Proceeds Escrow Agreement”), dated as of
March 1, 2008, with net proceeds of the 2008 Bonds, together with other available moneys, for thefollowing
purposes:

(A) paying on April 1, 2008, the interest on the 1998 Bonds maturing on and after October 1,
2009;

(B) payingon April 1, 2008, the redemption priceequal to 102% of the principal amount thereof
of the 1998 Bonds maturing on and after October 1, 2009;

(© paying through October 1, 2012, the interest on the 2003 Bonds maturing on October 1,
2018 and October 1, 2026 (the “2003 Refunded Bonds');

(D) paying on October 1, 2012, the redemption price equal to 102% of the principal amount of
the 2003 Bonds maturing on October 1, 2018 and October 1, 2026; and

(E) paying on October 1, 2021, and October 1, 2022, respectively, the accreted val ue of the non-
callablecapital appreciation 2003 Bondsmaturing on October 1, 2021, and October 1, 2022,
respectively.

*In connection with the pricing of the 2008 Bonds, the Community Facilities District did not refund al of the 2003 Bonds. The
2003 Unrefunded Bonds will be on a parity with the 2008 Bonds and will be secured by the Debt Service Reserve Insurance
Policy acquired at the time of issuance of the 2003 Bonds.



ESTIMATED SOURCES AND USES OF FUNDS

The proceeds from the sale of the 2008 Bonds will be deposited into the following respective
accounts and funds established by the Fiscal Agent under the Bond Indenture or by the Escrow Agent under
the Special Tax Collections Escrow Agreement and the 2008 Proceeds Escrow Agreement, as follows:

SOURCES
Principal Amount of 2008 Bonds $48,420,000.00
Less: Underwriter’s Discount (484,200.00)
Plus: Net Premium 1,755,553.35
Plus. Available Funds relating to 1998 Bonds and 2003 Bonds 12,382,966.78
Total Sources $62,074,320.13
USES
Deposit into Special Tax Collections Escrow Fund® $4,265,546.98
Deposit into 2008 Proceeds Escrow Fund 54,383,656.40
Deposit into 2008 Bonds Reserve Account® 2,508,777.67
Deposit into 2008 Bonds Costs of | ssuance Account® 916,339.08
Total Uses $62,074,320.13

@ In addition to the Escrow Fund funded with proceeds of the 2008 Bonds and other available moneys, two days prior to
issuance of the 2008 Bonds, the Community Facilities District will establish an Escrow Fund with Special Tax moneys
topay on April 1, 2008, theinterest due on the 1998 Bonds maturing on October 1, 2008, and to pay on October 1, 2008,
the principal of and interest on such 1998 Bonds.

@ Deposit to 2008 Bonds Reserve Account of the Reserve Fund equal to 50% of the 2008 Bonds Reserve Requirement.
In addition, the Community Facilities District will acquire the Series 2008 Bond Reserve Policy in an amount equa to
50% of the 2008 Bonds Reserve Requirement. All of the 2003 Bondswere not refunded through thei ssuance of the 2008
Bonds and the 2003 Bonds Reserve Account will be at the 2003 Bonds Reserve Requirement; satisfied through the Debt
Service Reserve Insurance Policy previously acquired with proceeds of the 2003 Bonds.

@ Includes, among other things, the fees and expenses of Bond Counsel, the fees and expenses of Disclosure Counsd,
premium for Municipal Bond Insurance Palicy, premium for the 2008 Bonds Debt Service Reserve Fund Policy, the cost
of printing the preliminary and final Official Statements, fees and expenses of the Fiscal Agent and Escrow Agent, the
feesof the Specia Tax Consultant and the fees of the Verification Agent. The premium for the Municipal Bond Insurance
Policy will be paid by the Underwriter on behalf of the Community Facilities District.

THE 2008 BONDS
Authority for 1ssuance
The 2008 Bonds will be issued pursuant to the Act and the Bond Indenture.
General Provisions

The 2008 Bonds will be dated their date of delivery and will bear interest at the rates per annum set
forth on theinside cover page hereof, payable semiannually on each April 1 and October 1, commencing on
October 1, 2008 (each, an* Interest Payment Date” ), and will maturein theamountsand onthedates set forth
on theinside cover page hereof. The 2008 Bonds will be issued in fully registered form in denominations
of $5,000 each or any integral multiple thereof and when delivered, will be registered in the name of Cede
& Co., as nominee of The Depository Trust Company (“DTC"), New York, New York. DTC will act as
securities depository for the 2008 Bonds. Ownership interestsin the 2008 Bonds may be purchased in book-
entry form only, in denominations of $5,000 or any integral multiple thereof within a single maturity. So
long as the 2008 Bonds are held in book-entry form, principal of, premium, if any, and interest on the 2008
Bondswill bepaiddirectly to DTC for distribution to the beneficial owners of the 2008 Bondsin accordance
with the procedures adopted by DTC. See®THE 2008 BONDS — Book-Entry and DTC.”

The 2008 Bondswill bear interest at therates set forth on theinside cover hereof payableontheInterest
Payment Dates in each year. Interest, with respect to the 2008 Bonds, will be calculated on the basis of a
360-day year composed of twelve 30-day months. The 2008 Bonds 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, inwhich event it shall bear interest from such date of authentication, or (ii) it isauthenticated



prior to an Interest Payment Date and after the close of business on the Record Date preceding such Interest
Payment Date, inwhich event it shall bear interest from such Interest Payment Date, or (iii) it isauthenticated
on or before the Record Date preceding the first Interest Payment Date, in which event it shall bear interest
from the date of the 2008 Bonds; provided, however, that if at the time of authentication of a 2008 Bond,
interest isin default, such Bond shall bear interest from the Interest Payment Date to which the interest has
previously been paid or made available for payment.

Interest on the 2008 Bonds (including the final interest payment upon maturity or earlier redemption)
is payable by check of the Fiscal Agent mailed by first class mail, postage prepaid, on the Interest Payment
Dates (or on the next Business Day following the Interest Payment Dateif such Interest Payment Dateis not
aBusiness Day) to the registered Owner thereof as of the close of business on the Record Date immediately
preceding such Interest Payment Date. Such interest shall be paid by check of the Fiscal Agent mailed to
such Owner at his or her address asit appears on the books of registration maintained by the Fiscal Agent
or upon therequest inwriting by the applicable Record Date of an Owner of at least $1,000,000 in aggregate
principal amount of 2008 Bonds by wire transfer in immediately available funds (i) to DTC (so long asthe
2008 Bonds are in book-entry formy, or (ii) to an account at afinancial institution in the continental United
States of America designated by such Owner. Such instructions shall continue in effect until revoked in
writing, or until such 2008 Bonds are transferred to anew Owner. The principal of the 2008 Bonds and any
premium on the 2008 Bonds due upon the maturity or redemption thereof payable by check in lawful money
of the United States of Americaupon presentation and surrender of the 2008 Bonds at maturity or the earlier
redemption thereof at the Principal Office of the Fiscal Agent (currently for purposes of payment in St. Paul,
Minnesota).

Debt Service Schedule

The following table presents the annual debt service on the 2008 Bonds (including sinking fund
redemptions), assuming that there are no optional redemptions.

Tablel
Poway Unified School District
Community Facilities District No. 1
2008 Bonds Debt Service

Period Ending Total
(Octaber 1) Principal Interest Debt Service
2008 $1,730,000 $1,020,810.09 $2,750,810.09
2009 4,510,000 1,917,241.26 6,427,241.26
2010 4,815,000 1,736,841.26 6,551,841.26
2011 5,130,000 1,544,241.26 6,674,241.26
2012 5,520,000 1,287,741.26 6,807,741.26
2013 5,565,000 1,127,661.26 6,692,661.26
2014 5,150,000 849,411.26 5,999,411.26
2015 4,215,000 682,036.26 4,897,036.26
2016 3,250,000 536,618.76 3,786,618.76
2017 2,900,000 374,118.76 3,274,118.76
2018 3,085,000 229,118.76 3,314,118.76
2019 2,125,000 105,718.76 2,230,718.76
2020 425,000 18,062.50 443,062.50

$48,420,000

$11,429,621.45

$59,849,621.45



Estimated Debt Service Coverage

Thefollowing tableillustrates the estimated coverage for the debt service on the 2003 Bonds maturing
October 1, 2008 through October 1, 2017, October 1, 2019 and October 1, 2020 (the “2003 Unrefunded
Bonds’) and the 2008 Bonds. In the event of delinquencies in Special Tax payments received by the
Community Facilities District, the estimated coverage ratios may not be achieved. See Table 6 captioned
“Special Tax Delinquency History” under“COMMUNITY FACILITIESDISTRICT NO. 1" for information
of historical Special Tax delinquenciesin the Community Facilities District.

Table2
Poway Unified School District
Community Facilities District No. 1
Estimated Debt Service Coverage

2003
Unrefunded Debt
Period Ending Bonds 2008 Bonds Service
October 1 Net Taxes? Debt Service  Debt Service  Coverage®?®
2008 $3,228,347 $153,635 $2,750,810 111.15%
2009 7,945,828 157,855 6,427,241 120.66%
2010 8,104,647 166,805 6,551,841 120.63%
2011 8,266,635 175,320 6,674,241 120.69%
2012 8,431,860 183,395 6,807,741 120.61%
2013 8,323,532 205,925 6,692,661 120.66%
2014 7,570,541 277,325 5,999,411 120.61%
2015 6,354,034 370,725 4,897,036 120.62%
2016 5,127,805 463,800 3,786,619 120.64%
2017 4,575,210 517,890 3,274,119 120.65%
2018 4,071,258 58,640 3,314,119 120.71%
2019 3,465,123 638,640 2,230,719 120.76%
2020 2,750,495 711,960 443,063 238.13%
Total $78,215,315 $4,081,915 $59,849,621

@ Includes Developed Property only.

In 1992 subsequent to formation of the Community Facilities District, |egislation was enacted amending Section 53321 of the
California Government Code providing that the Resolution of Intention specify that special taxes on residential property may
not beincreased by morethan 10% asaresult of delinquencies by other parcels. The 1992 legislation specifically provided that
it shall apply to community facilities districts formed after its enactment. More recently in 2007, legislation was enacted
effective January 1, 2008, amending Section 53321 of the California Government Code to require the resolution of intention
to specify that under no circumstances will the special tax levied in any fiscal year against specified parcels, beincreased as a
consequence of delinquency or default by the owner or owners of any other parcel or parcels within the community facilities
district by more than 10% above the amount that would have been levied in that fiscal year had there never been any
delinquencies or defaults. The Community Facilities District is not aware that any court has interpreted the application of
Section 53321 to acommunity facilities district, such asthe Community Facilities District. Because the Community Facilities
District was formed prior to the 1992 |egidlation, the Community Facilities District does not expect the legislation to adversely
affect its ability to increase Specia Taxesin accordance with the Rate and Method, if delinquencieswere such asto require an
increase greater than 10%.

Source: Dolinka Group LLC and Stone & Youngberg LLC.
Redemption

Optional Redemption. The 2008 Bonds maturing on and after October 1, 2019, may be redeemed
at the option of the Community Facilities District prior to maturity, asawhole or in part on any date on and
after October 1, 2018, from such maturities as are selected by the Community Facilities District, and by lot
within amaturity, from any source of funds, at aredemption price equal to the principal amount of the 2008
Bonds to be redeemed, together with accrued interest to the date of redemption.

Whenever provision is made for the optional redemption of less than all of the 2008 Bonds, the
Fiscal Agent shall select the 2008 Bonds to be redeemed, among maturities as directed by the Community
Facilities District which shall specify the 2008 Bonds to be redeemed so as to maintain, as much as
practicable, the same debt service profilefor the Outstanding 2008 Bonds fol l owing such redemption aswas
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in effect prior to such redemption. The Fiscal Agent shall select 2008 Bonds to be redeemed within a
maturity by lot in any manner that the Fiscal Agent deems appropriate.

Purchase In Lieu of Redemption. Inlieuor partially inlieu of any optional, mandatory or mandatory
sinking fund redemption, the Community Facilities District may el ect to purchase such 2008 Bonds at public
or private sale as and when, and at such prices as the Community Facilities District may in its discretion
determine but only at prices (including brokerage or other expenses) not morethan par plusaccrued interest,
and, in the case of funds in an Optional Redemption Account, the applicable premium to be paid in
connection with the proposed redemption. Any accrued interest payable upon the purchase of Bonds may
be paid from the amount in the Bond Fund for payment of interest on the next following Interest Payment
Date.

Notice of Redemption. The Fiscal Agent shall mail, at least 30 days but no more that 60 days prior
to the redemption date, notice of intended redemption, by first-class mail, postage prepaid, to the respective
registered Owners of the 2008 Bonds at the addresses appearing on the Bond registry books. The actual
receipt by the Owner of any 2008 Bond of notice of such redemption shall not be a condition precedent to
redemption, and neither the failure to receive such notice nor any defect therein shall affect the validity of
the proceedings for the redemption of such 2008 Bonds or the cessation of interest on the redemption date.

Such notice shall (i) specify the serial numbers and the maturity date or dates of the Bonds selected
for redemption, except that where all the Bonds are subject to redemption, or all the Bonds of one maturity,
areto be redeemed, the serial numbers thereof need not be specified; (ii) state the date fixed for redemption
and surrender of the Bonds to be redeemed; (iii) state the redemption price; (iv) state the place or places
where the Bonds are to be surrendered for redemption; (v) in the case of 2008 Bonds to be redeemed only
in part, state the portion of such Bond which isto be redeemed. Such notice shall further state that on the
date fixed for redemption, there shall become due and payable on each Bond or portion thereof called for
redemption, the principal thereof, together with any premium, and interest accrued to the redemption date,
and that from and after such date, interest thereon shall cease to accrue and be payable.

Effect of Redemption. When notice of redemption has been given substantially as provided for in
the Bond Indenture, and the amount necessary for the redemption of the 2008 Bonds called for redemption
has been made available for that purpose, the Bonds, or portions thereof, designated for redemption shall,
on the date fixed for redemption, become due and payabl e at the redemption price thereof as provided in the
Bond Indenture and upon presentation and surrender of said 2008 Bonds at the place specified in the notice
of redemption, the redemption price of such Bonds shall be paid to the Owner thereof. From and after the
redemption date the 2008 Bonds or portions thereof so designated for redemption shall be deemed to be no
longer Outstanding and such Bonds or portions thereof shall ceaseto bear further interest, and no Owner of
such Bonds or portions thereof so designated for redemption shall be entitled to any of the benefits of the
Bond Indenture, or to any other rights, except with respect to payment of the redemption price and interest
accrued to the redemption date from the amounts so made available.

Registration, Transfer and Exchange of Bonds

Registration. The Fiscal Agent will keep sufficient books for the registration and transfer of the
2008 Bonds, and upon presentation for such purpose, the Fiscal Agent shall, under such reasonable
regulations as it may prescribe, register or transfer or cause to be registered or transferred, on said register,
the 2008 Bonds as hereinbefore provided. The Community Facilities District and the Fiscal Agent will treat
the owner of any Bond whose name appears on the Bond Register as the absol ute owner of such Bond for
any and all purposes under the Bond Indenture, and the Community Facilities District and the Fiscal Agent
shall not be affected by any notice to the contrary.

Transfers of Bonds. The transfer of any 2008 Bond may be registered only upon such books of
registration upon surrender thereof to the Fiscal Agent, together with an assignment duly executed by the
Owner or his attorney or legal representative, in satisfactory form. Upon any such registration of transfer,
anew 2008 Bond or Bondsshall be authenti cated and delivered in exchange for such 2008 Bond, inthe name
of the transferee, of any denomination or denominations authorized by the Bond Indenture, and in an
aggregate principal amount equal to the principal amount of such 2008 Bond or Bonds so surrendered. The
Fiscal Agent may make a charge for every such exchange or registration of transfer of Bonds sufficient to
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reimburse it for any tax or other governmental charge required to be paid with respect to such transfer or
exchange. TheFiscal Agent shall not be required to register transfers or make exchanges of (i) 2008 Bonds
for aperiod of 15 days next preceding to the date of any selection of the 2008 Bonds for redemption, or (ii)
any 2008 Bonds selected for redemption.

Exchange of Bonds. Bonds may be exchanged at the Principal Office of the Fiscal Agent for alike
aggregate principal amount of 2008 Bonds of authorized denominations, interest rate and maturity, subject
to the terms and conditions of the Bond Indenture, including the payment of certain charges, if any, upon
surrender and cancellation of a 2008 Bond.

Book-Entry and DTC

The Depository Trust Company (“DTC"), New York, New York, will act as securities depository
for the 2008 Bonds. The 2008 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 2008
Bonds, each in the aggregate principal amount of such maturity, and will be deposited with DTC. See
APPENDIX G —“Book-Entry and DTC.”

SECURITY FOR THE 2008 BONDS
General

The 2008 Bonds are secured by afirst pledge of all of the Net Taxes and all moneys deposited inthe
applicable Account in the Bond Fund and in the 2008 Bonds Reserve Account and, until disbursed as
provided in the Bond Indenture, in the Special Tax Fund. Pursuant to the Act and the Bond Indenture, the
Community Facilities District will annually levy the Special Taxes in an amount required for the payment
of principal of, and interest on, the 2008 Bonds and any Parity Bonds becoming due and payable during the
ensuing year, including any necessary repl enishment or expenditure of the 2008 Bonds Reserve Account and
an amount estimated to be sufficient to pay the Administrative Expenses during such year. The Net Taxes
and all moneys deposited into the applicable accounts (until disbursed as provided in the Bond Indenture)
are pledged to the payment of the principal of, and interest and any premium on, the 2008 Bonds as provided
in the Bond Indenture and in the Act until al of the 2008 Bonds have been paid and retired or until moneys
or federal securities (as provided in the Bond Indenture) have been set aside irrevocably for that purpose.

Amountsin the Administrative Expense Fund and the Costs of Issuance Fund are not pledged to the
repayment of the 2008 Bonds.

Special Taxes

Inaccordancewiththeprovisionsof the Act, the Board established the Community FacilitiesDistrict
on May 26, 1987, for the purpose of financing the acquisition, construction and installation of certain public
school improvements, as provided in the Resol ution of Formation. At thetime of adoption of the Resolution
of Formation, the Board also voted to submit a proposition to the qualified electors of the Community
Facilities District to authorize the issuance of an aggregate principal amount of bonds not to exceed
$138,251,618in 1986-87 dollars and the annual levy and collection of the Special Tax pursuant to theterms
and conditions of the Act. The levy of the Special Tax and the rate and method of apportionment of the
Specia Tax were approved by more than two-thirds of the votes cast by the qualified electors within the
Community Facilities District on August 25, 1987. On October 5, 1987, the Board, acting asthe Legidative
Body of the Community Facilities District, enacted Ordinance No. 1-88, and on November 17, 1997, the
Board enacted Ordinance No. 98-2 amending and restating Ordinance No. 1-88 (collectively, the
“Qrdinance”), which Ordinance provides for the levying of the Special Tax. On June 26, 1995, the Board
adopted Resolution No. 70-95 which implemented a reduction to the rate and method of apportionment of
the Special Tax to reduce Specia Taxesfor Devel oped Property and provided that any escal ation of Special
Taxesfor Fiscal Years after 1995-96 shall be cal culated based on the revised Annual Special Tax approved
by Resolution No. 70-95. The Rate and Method incorporating the Special Tax reductions approved by the
Board pursuant to Resolution No. 70-95 is set forth in APPENDIX B hereto.

12



TheBoard, asthe L egislative Body of the Community FacilitiesDistrict, hascovenantedinthe Bond
Indenture each year to levy Special Taxes up to the maximum rates permitted under the Rate and Method
in an amount anticipated to be sufficient, together with any moneys on deposit in the Special Tax Fund and,
with respect to the final Bond Year, in the Reserve Fund, and anticipated to be available in the next
succeeding Bond Y ear, to pay (i) the principal of, premium, if any, and interest on the 2008 Bonds and any
Parity Bondsduein such Bond Y ear; (ii) Administrative Expenses due or coming due; plus(iii) the amount,
if any, necessary to repl enish each Reserve Account of the Reserve Fund to an amount equal to theapplicable
Reserve Requirement established by the Bond Indenture. See the subcaption “ — Reserve Fund” below.

Notwithstanding the foregoing, the Special Taxes levied in any fiscal year may not exceed the
maximum rates authorized pursuant to the Rate and Method. See APPENDIX B — “Rate and Method of
Apportionment of Special Tax” hereto. 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
“BONDOWNERS' RISKS - Insufficiency of the Special Tax” herein.

Becausethe Special Tax levy islimited tothe maximum Special Tax ratesset forth in the Rate
and M ethod, no assurance can be given that, in the event of Special Tax delinquencies, the receipt of
Special Taxeswill, in fact, be collected in sufficient amountsin any given year to pay debt service on
the 2008 Bonds and any Parity Bonds.

NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE SCHOOL
DISTRICT, THECOMMUNITY FACILITIESDISTRICT (EXCEPT TOTHELIMITED EXTENT
DESCRIBED HEREIN) OR THE STATE OR ANY POLITICAL SUBDIVISION THEREOF IS
PLEDGED TO THE PAYMENT OF THE 2008 BONDS. OTHER THAN THE SPECIAL TAXES,
NO TAXESARE PLEDGED TO THE PAYMENT OF THE 2008 BONDS. THE 2008 BONDSARE
NOT A GENERAL OBLIGATION OF THE COMMUNITY FACILITIESDISTRICT, BUT ARE
LIMITED OBLIGATIONSOF THECOMMUNITY FACILITIESDISTRICT PAYABLE SOLELY
FROM THE SPECIAL TAXESMORE FULLY DESCRIBED HEREIN.

Rate and M ethod

The Rate and Method provides that no Special Tax shall be levied on commercia and/or industrial
property and that al residential parcelsin the Community Facilities District not otherwise exempt areto be
classified for eachfiscal year as Devel oped Property or Undevel oped Property. Devel oped Property includes
any lot or parcel of land in the Community Facilities District which is used, zoned or designated for
residential purposes on the applicable general plan, specific plan or community plan which the City utilizes
and relies upon in granting building permitsfor residential development and for which abuilding permit for
aresidential dwelling unit(s) has been issued by March 1% of the prior fiscal year (“Developed Property”).
Developed Property is then assigned to one of three tax classes: single-family detached, single-family
attached or apartments/mobile home. Any dwelling unit approved by the City as a condominium will be
taxed asan apartment if such dwelling unit isutilized as an apartment until such time asthe County A ssessor
assigns aseparate assessor’ s parcel number to such dwelling unit, after which time the dwelling unit will be
taxed as single-family attached Developed Property.

Thelnitial Special Tax rates, which commenced July 1, 1988 (as provided in the Rate and M ethod),
have been and shall be, subject to escalation each fiscal year by an amount equal to the percentage increase
intheBuilding Cost Index (the Building Cost Index for the City of Los Angelesbased upon the most recently
rel eased data prior to June 30" of each fiscal year as set forth in the Engineering News-Record published in
the McGraw-Hill Construction Weekly) for the preceding fiscal year multiplied timesthe Initial Special Tax
for such preceding fiscal year. Maximum Special Taxes are determined based on the square footage of the
dwelling unit and the year of initial taxation by the Community Facilities District. No parcel of Developed
Property shall be taxed by the Community Facilities District for aperiod in excess of 25 years. Commencing
with the levy of the Initial Special Tax on a parcel, the maximum Special Tax on Developed Property
increases at arate of 2% per year compounded annually, unless a higher escalator (not to exceed 4% per
year) is approved by the Board at an annual public hearing.

Undeveloped Property includes all non-exempt parcels not classified as Developed Property
(“Undevel oped Property”) and is subject to aper acre Special Tax, not to exceed $750 per acre, but only to
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the extent necessary to assure payment of principal and interest on any Community Facilities District bonds
and replenishment of any reserve for Community Facilities District bonds after taking into account the
Specia Taxes levied on Developed Property, including maximum escalators, and any Surplus Funds (as
defined in the Rate and Method) on deposit as of the July 1 preceding the levy. All of the property in the
Community Facilities District, unless used for commercial or industrial purposes, or Undevel oped Property
(other than under the circumstances described above), or owned by the State, federal or other local
governments or otherwise exempted by law, isto be taxed for the purposes, to the extent and in the manner
provided inthe Rate and Method. Under the Rate and Method, an owner of aparcel may not prepay its share
of thetotal remaining Special Tax obligation for such parcel.

UNDER NO CIRCUMSTANCES MAY THE SPECIAL TAX ON ANY ASSESSOR’'S PARCEL
EXCEED THE MAXIMUM RATESAS SET FORTH IN APPENDIX B HERETO. SEE APPENDIX B —
“Rate and Method of Apportionment of Special Tax” herein.

The Rate and Method provides the means by which the Board may annually levy the Special Taxes
within the Community Facilities District up to the applicable Maximum Special Tax to pay for School
Facilities. The 2008 Bonds, when issued, will fund School Facilities and will be secured by any annual
Specia Taxes levied pursuant to the Rate and Method. The Rate and Method provides for the levy of the
Initial Special Tax inthe Fiscal Y ear following the date of issuance of abuilding permit and the levy of the
Annual Special Tax for a period not to exceed 24 years thereafter for such Developed Property. A copy of
the Rate and Method isincluded in APPENDIX B hereto.

In 1995, the Board adopted Resolution No. 70-95 which reduced Initial Special Tax rates for the
1995-96 Fiscal Year. A Notice of Special Tax Lien for the Community Facilities District as revised by
Resolution No. 70-95 was recorded in the real property records of County on December 11, 1997, as
Document No. 1997-0629116.

Proceeds of Foreclosur e Sales

Pursuant to Section 53356.1 of the Act, inthe event of any delinguency in the payment of the Special
Tax, the Community Facilities District may order the institution of a Superior Court action to foreclose the
lien therefor within specified time limits. In such an action, the real property subject to the unpaid amount
may be sold at judicia foreclosure sale. Such judicial foreclosure action is not mandatory. However, the
Community Facilities District has covenanted for the benefit of the owners of the 2008 Bonds that it will
commence judicial foreclosure proceedings against parcels with delinquent Special Taxes in excess of
$10,000 by the October 1 following the close of each Fiscal Y ear in which such Special Taxeswere due and
will commence judicial foreclosure proceedings against all parcels with delinquent Special Taxes by the
October 1 following the close of each Fiscal Year inwhich it receives Special Taxesin an amount whichis
less than 95% of the total Special Tax levied, and diligently pursue to completion such foreclosure
proceedings; provided that, notwithstanding the foregoing, the Community Facilities District may elect (1)
to defer foreclosure proceedings on any parcel with adelinquency of $10,000 or less, so long as the amount
in the Reserve Fund is at least equal to the Reserve Requirement, or (2) to accept payment from a property
owner of lessthan the full amount of the penalties, interest, costsand attorneys’ feesrelated to aSpecial Tax
delinquency, if permitted by law, if no default exists under the Bond Indenture, or will be cured upon receipt
of such payment, and if no default will occur under the Bond Indenture in the Bond Y ear in which such
settlement is entered into. In the event that the Community Facilities District elects to accept a payment
under (2) above, any portion of the settlement amount received that exceeds the Special Taxes that are
delinquent may be applied to pay Administrative Expenses of the Community Facilities District. The
Community Facilities District may, but shall not be obligated to, advance funds from any source of legally
available fundsin order to maintain the Reserve Fund at the Reserve Requirement or the reserve balancein
any reserve account established under the Bond Indenture at the required amount. See APPENDIX C —
“Summary of Certain Provisions of the Bond Indenture and Escrow and Deposit Agreement” herein.

It should be noted that any forecl osure proceedings commenced as described above could be stayed

by the commencement of bankruptcy proceedings by or against the owner of the delinquent property. See
“BONDOWNERS' RISKS — Bankruptcy and Foreclosure Delay.”
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No assurances can be given that ajudicia foreclosure action, once commenced, will be completed
or that it will be completed in a timely manner. See “BONDOWNERS' RISKS — Potential Delay and
Limitations in Foreclosure Proceedings.” If ajudgment of foreclosure and order of sale is obtained, the
judgment creditor (the Community Facilities District) must cause a Notice of Levy to be issued. Under
current law, ajudgment debtor (property owner) has 120 days from the date of service of the Notice of Levy
and 20 days from the subsequent notice of sale in which to redeem the property to be sold. If ajudgment
debtor fails to so redeem and the property is sold, hisonly remedy is an action to set aside the sale, which
must be brought within 90 days of the date of sale. If, as a result of such action, aforeclosure saleis set
aside, the judgment is revived and the judgment creditor is entitled to interest on the revived judgment as if
the salehad not been made. Theconstitutionality of the af orementi oned | egislation, which repeal stheformer
one-year redemption period, hasnot beentested; and there can beno assurancethat, if tested, suchlegislation
will be upheld. Any parcel subject to foreclosure sale must be sold at the minimum bid price unless alesser
minimum bid price is authorized by the Owners of 75% of the principal amount of the 2008 Bonds
outstanding.

No assurancescan begiven that thereal property subject to saleor foreclosurewill besold or,
if sold, that the proceeds of sale will be sufficient to pay any delinquent Special Tax installment. The
Act doesnot requirethe School District or the Community Facilities District to purchaseor otherwise
acquire any lot or parcel of property offered for sale or subject to foreclosure if there is no other
purchaser at such sale. The Act does specify that the Special Tax will have the samelien priority in
the case of delinquency asfor ad valorem property taxes.

If the Reserve Fund is depl eted and delinquenciesin the payment of Special Taxesexist, therecould
be a default or delay in payments to the Bondowners pending prosecution of foreclosure proceedings and
receipt by the Community Facilities District of foreclosure sale proceeds, if any. However, withinthelimits
of the Rate and Method and the Act, the Community Facilities District may adjust the Special Taxeslevied
onall property infuture Fiscal Y earsto provide an amount, taking into account such delinquencies, required
to pay debt service on the Bonds and to replenish the Reserve Fund. Thereis, however, no assurance that
the maximum Special Tax rateswill be at all times sufficient to pay the amounts required to be paid on the
2008 Bonds by the Bond Indenture.

Insurance Policy

Concurrently withtheissuance of the 2008 Bonds, Financial Security AssuranceInc. (defined above
as“Financial Security”) will issue its Municipal Bond Insurance Policy for the 2008 Bonds (the “Policy™).
The Policy guarantees the scheduled payment of principal of and interest on the 2008 Bonds when due as
set forth in the form of the Policy included as an exhibit to this Official Statement. See “FINANCIAL
SECURITY ASSURANCE INC. INSURANCE POLICY”and APPENDIX F —“Form of Municipal Bond
Insurance Policy.”

The Policy isnot covered by any insurance security or guaranty fund established under New Y ork,
Cadlifornia, Connecticut or Floridainsurance law.

Special Tax Fund

Pursuant to the Bond Indenture, the Gross Taxes received by the Community Facilities District will
be deposited in the Specia Tax Fund, which will be held by the Fiscal Agent on behalf of the Community
Facilities District. Moneysin the Special Tax Fund shall be held in trust by the Fiscal Agent for the benefit
of the Community Facilities District and the owners of the 2008 Bonds. Pending disbursement, moneysin
the Specia Tax Fund will be subject to alien in favor of the Bondowners of the 2008 Bonds as established
under the Bond Indenture.

Disbursements. Moneysin the Special Tax Fund will be disbursed as needed to pay the obligations
of the Community Facilities District in the following priority: (i) to the Administrative Expense Fund until
thetotal of depositsthereinfor such Bond Y ear isequal to the Administrative Expense Reguirement for that
Bond Year; (ii) to the Interest Account of the Bond Fund established for the 2008 Bonds and any Parity
Bondsan amount sufficient to make both interest payments due the 2008 Bonds and any Parity Bondsin such
Bond Y ear; (iii) to the Principal Account of the Bond Fund established for the 2008 Bonds and any Parity
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Bonds thetotal amount needed to make the principal payment due on the following October 1 of such Bond
Y ear on the Outstanding Bonds, other than any Term Bonds of the 2008 Bonds and any Parity Bonds; (iv)
to the Sinking Fund Redemption Account of the Redemption Fund established for the 2008 Bonds and any
Parity Bonds the total amount needed to make the Sinking Fund Payment due on the following October 1 of
such Bond Y ear on the Outstanding Term Bonds of the 2008 Bonds and any Parity Bonds; (V) to the Account
of the Reserve Fund established for the 2008 Bonds and any Parity Bonds for which a Reserve Requirement
has been established, the amount required to bring the balance in each Account to its proportionate share of
the Reserve Requirement; (vi) to the Administrative Expense Fund the amount of any Administrative
Expenses for such Bond Y ear in excess of the amount deposited pursuant to clause (i) above; (vii) to the
Rebate Fund the amount required to be set aside or rebated to the Internal Revenue Service; and (viii) any
remaining portion of each apportionment of Special Taxes remaining in the Special Tax Fund following the
completion of the above depositsfor any Bond Y ear shall be deposited into the Special Revenue Fund. The
amountsin the Special Revenue Fund are not pledged to the repayment of the 2008 Bonds and may be
used by the Community Facilities District for any lawful purpose.

Investment. Moneys in the Special Tax Fund will be invested and deposited by the Community
Facilities District as described in “Investment of Moneys in Funds’ below. Interest earnings and profits
resulting from such investment and deposit will be retained in the Special Tax Fund to be used for the
purposesthereof. Pursuant tothe Bond Indenture, all earningson all funds and accounts established for 2008
Bonds and any Parity Bonds are to be transferred to the Special Tax Fund and immediately deposited in the
funds and accountsfor the same series of Bonds, except asfollows: Earnings on the Administrative Expense
Fund, Special Revenue Fund and the Rebate Fund shall be retained therein; and, only to the extent not
required to maintain the Reserve Reguirement, earnings on the Reserve Fund shall be transferred to the
Specia Tax Fund and applied as provided above.

Bond Fund

The Fiscal Agent will hold the Bond Fund in trust for the benefit of the Bondowners. Within the
Bond Fund, the Fiscal Agent will create and hold an Interest Account and a Principal Account.

On each Interest Payment Date, the Fiscal Agent will withdraw from the Bond Fund and pay to the
owners of the 2008 Bonds the principal, interest and any premium then due and payabl e on the 2008 Bonds.
Any amounts due on the 2008 Bonds by reason of the sinking payments or aredemption of the 2008 Bonds
will be paid from the applicable account in the Redemption Fund.

If amountsin the Bond Fund are insufficient for the purposes set forth in the preceding paragraph,
the Fiscal Agent will withdraw the deficiency from the Reserve Fund to the extent of any funds therein.

Redemption Fund

Moneysinthe Redemption Fund shall be set aside and used solely for the purpose of redeeming 2008
Bonds and any Parity Bonds in accordance with the Bond Indenture.

Reserve Fund

In order to further secure the payment of principal of and interest on the 2008 Bonds, proceeds of
the 2008 Bondsin an amount equal to 50% of the 2008 Bonds Reserve Requirement will be deposited in the
2008 Bonds Reserve Account of the Reserve Fund and the Series 2008 Bond Reserve Policy will beacquired
in an amount equal to 50% of the 2008 Bonds Reserve Requirement (see “ESTIMATED SOURCES AND
USES OF FUNDS'’ herein). Reserve Requirement is defined in the Bond Indenture to mean, with respect
to the 2008 Bonds and any Parity Bonds as of any date of calculation, an amount equal to theleast of (i) ten
percent of the original proceeds of the 2008 Bonds or any Parity Bonds, (ii) maximum annual debt service
on the 2008 Bonds or Parity Bonds, or (iii) 125% of the average annual debt service on the 2008 Bonds or
Parity Bonds.

Moneys, if any, in the Reserve Fund will be invested and deposited as described in “ Investment of
Moneysin Funds’ below.

16



See APPENDIX C—"Summary of Certain Provisionsof theBond Indenture and Escrow and Deposit
Agreement” for a description of the timing, purpose and manner of disbursements from the Reserve Fund.

Administrative Expense Fund

The Fiscal Agent will receive thetransfer of Special Taxes from the Community Facilities District
fromthe Specia Tax Fund and deposit inthe Administrative Expense Fund an amount to pay Administrative
Expenses.

Pursuant to the Bond Indenture, moneys in the Administrative Expense Fund will not be
construed asatrust fund held for the benefit of the Owner s of the Bondsand will not be availablefor
the payment of debt service on the 2008 Bonds.

Improvement Fund

All moneys in the Improvement Fund have been disbursed to pay for School Facilities and the
Improvement Fund has been closed.

Investment of Moneysin Funds

Moneysin any fund or account created or established by the Bond Indenture and held by the Fiscal
Agent will be invested by the Fiscal Agent in Authorized Investments, as directed by the Community
Facilities District, that mature prior to the date on which such moneys are required to be paid out under the
Bond Indenture. In the absence of any direction from the Community Facilities District, the Fiscal Agent
will invest, to the extent reasonably practicable, any such moneysin money market funds rated “AAmM” or
“Aam-G” or better by S& P (including those of the Fiscal Agent or its affiliates) and “ Prime-1" by Moody’s
(including those of the Fiscal Agent or its Affiliates). See APPENDIX C—"“Summary of Certain Provisions
of the Bond Indenture and Escrow and Deposit Agreement” for a definition of “ Authorized Investments.”

Payment of Rebate Obligation

The Community Facilities District isrequiredto cal cul ate excessinvestment earningsin accordance
with the requirements set forth in the Bond Indenture. If necessary, the Community Facilities District may
use amounts in the Special Tax Fund, or amounts on deposit in the Administrative Expense Fund and other
fundsavailableto the Community Facilities District (except amountsrequired to pay debt service onthe2008
Bonds), to satisfy rebate obligations.

Parity Bondsfor Refunding Purposes Only

Bondsissued on aparity with the 2008 Bonds (“ Parity Bonds’) may beissued for refunding purposes
and subject to specific conditions including that the Community Facilities District must be in compliance
with al covenants set forth in the Bond Indenture and any Supplement then in effect and a certificate of the
Community Facilities District to that effect will be filed with the Fiscal Agent. Parity Bonds may beissued
at any timeto refund Outstanding 2008 Bonds or other Outstanding Parity Bonds wheretheissuance of such
Parity Bonds results in a reduction of Annua Debt Service on all Outstanding 2008 Bonds or other
Outstanding Parity Bonds.

See APPENDIX C—"“Summary of Certain Provisionsof the Bond Indentureand Escrow and Deposit
Agreement.”

Special Taxes Are Not Within Teeter Plan

The County has adopted a Teeter Plan as provided for in Section 4701 et seq. of the California
Revenue and Taxation Code, under which atax distribution procedureisimplemented and secured roll taxes
are distributed to taxing agencies within the County on the basis of the tax levy, rather than on the basis of
actual tax collections. However, by policy, the County does not include assessments, reassessments and
specia taxesinits Teeter program. The Special Taxes are not included in the County’s Teeter Program.
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FINANCIAL SECURITY ASSURANCE INC. INSURANCE POLICY

The following information has been furnished by Financial Security Assurance Inc. (“ Financial
Security”) for use in this Official Statement. Although the Community Facilities District and the
Underwriter believe Financial Security to be a reliable source of information, neither the Community
FacilitiesDigtrict nor the Underwriter guaranteestheaccuracy or completeness of such information, or the
absence of material adverse changes therein at any time subsequent to the date hereof. Referenceis made
to APPENDIX F for a specimen of Financial Security’' s policy.

Insurance Policy

Concurrently with theissuance of the 2008 Bonds, Financial Security AssuranceInc. (defined above
as“Financial Security”) will issueits Municipal Bond Insurance Policy for the 2008 Bonds (the “Policy™).
The Policy guarantees the scheduled payment of principal of and interest on the 2008 Bonds when due as
set forth in the form of the Policy included as an exhibit to this Official Statement.

The Policy ishot covered by any insurance security or guaranty fund established under New Y ork,
Cadlifornia, Connecticut or Floridainsurance law.

Financial Security AssurancelInc.

Financial Security isa New York domiciled financial guaranty insurance company and a wholly
owned subsidiary of Financial Security Assurance Holdings Ltd. (“Holdings’). Holdings is an indirect
subsidiary of Dexia, S.A., apublicly held Belgian corporation, and of Dexia Credit Local, a direct wholly-
owned subsidiary of Dexia, SA. Dexia, S.A., through its bank subsidiaries, is primarily engaged in the
business of public finance, banking and asset management in France, Bel gium and other European countries.
No shareholder of Holdings or Financial Security isliable for the obligations of Financial Security.

At September 30, 2007, Financial Security’s combined policyholders surplus and contingency
reserveswere approximately $2,691,965,000 and itstotal net unearned premium reserve was approximately
$2,201,808,000 in accordance with statutory accounting principles. At September 30, 2007, Financia
Security’ s consolidated shareholder’ s equity was approximately $2,975,654,000 and its total net unearned
premium reserve was approximately $1,721,678,000 in accordance with generally accepted accounting
principles.

The consolidated financial statementsof Financial Security includedin, or asexhibitsto, theannual
and quarterly reports filed after December 31, 2006 by Holdings with the Securities and Exchange
Commission are hereby incorporated by reference into this Official Statement. All financial statements of
Financial Security included in, or as exhibits to, documents filed by Holdings pursuant to Section 13(a),
13(c), 14 or 15(d) of the Securities Exchange Act of 1934 after the date of this Official Statement and before
thetermination of the offering of the 2008 Bonds shall be deemed incorporated by referenceinto this Official
Statement. Copiesof materialsincorporated by referencewill be provided upon request to Financial Security
Assurancelnc.: 31 West 52nd Street, New Y ork, New Y ork 10019, Attention: Communications Department
(telephone (212) 826-0100).

The Policy does not protect investors against changes in market value of the 2008 Bonds, which
market value may beimpaired asaresult of changesin prevailinginterest rates, changesin applicabl eratings
or other causes. Financial Security makes no representation regarding the 2008 Bonds or the advisability
of investinginthe 2008 Bonds. Financia Security makesno representation regarding the Official Statement,
nor has it participated in the preparation thereof, except that Financial Security has provided to the
Community Facilities District the information presented under this caption for inclusion in the Official
Statement.
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COMMUNITY FACILITIESDISTRICT NO. 1

The Community Facilities District includes approximately 10,880 taxable residential unitslocated
in the portion of the School District which is primarily within the boundaries of the City. The Community
Facilities District is located approximately 20 miles northeast of the downtown area of the City.

General Information

The devel opment within the Community Facilities District consists of four, non-contiguous, master
planned residential communities, including the Westwood V alley portion of Rancho Bernardo, Pefiasquitos
East, Carmel Mountain Ranch and Sabre Springs. 1n 1998, afew parcelsin the City of Poway were annexed
into the Community Facilities District that are not within these Master Planned Communities hereafter
referred to asthe Annexations. The developments are governed by the general and specific plansindicated
below. Approximately 10,880 of the projected 11,200 residential unitsfor the Community Facilities District
have been completed and sold. The existing residential development within the Community Facilities
District consists of 6,226 single-family detached units, with home sizes ranging from 1,168 square feet to
over 5,477 squarefeet, 2,201 attached unitsand 2,453 apartment units. The number of taxableparcelsisless
than the number of taxable units because in some cases asingle parcel may contain a building or buildings
in an apartment complex with multiple units.

Thedevel opment within the Community Facilities District consists of the following master planned
residential communities:

D Portions of Peflasquitos East, which is governed by the Pefiasquitos East Community Plan
adopted by the City on October 17, 1978, by Resolution No. 222051, together with all amendments thereto.

2 Sabre Springs, whichisgoverned by the Sabre Springs Community Plan adopted by the City
on July 1, 1982, by Resolution No. 3914, together with all amendments thereto.

(©)) Carmel Mountain Ranch, which is governed by the Carmel Mountain Ranch Community
Plan adopted by the City on August 14, 1984, by Resolution No. 261374, together with all amendments
thereto, and a General Plan amendment adopted by the City on August 14, 1984 by Resolution No.
R-261375.

(@) Portions of Rancho Bernardo (such portions are sometimes referred to as the Westwood
area), which is governed by the Rancho Bernardo Community Plan adopted by the City on March 28, 1978,
by Resolution No. 220568.

In October 2007, propertiesin the Community Facilities District experienced some damage from a
wildfirecommonly referred to asthe Witch Creek fire. That and other wildfiresduring that timewere spread
by highwinds. The Witch Creek fire ultimately destroyed more than 200 homes and 250 outbuildings and
charred about 90,440 acresin San Diego County, aswell as some land south of the border, according to the
Department of Forestry and Fire Protection, also known as Cal Fire. Approximately 9 homes and 54
apartment units in five buildings in one apartment complex within the Community Facilities District were
damaged or destroyed by the Witch Creek wildfire.

Authority for Issuance

The 2008 Bonds are issued pursuant to the Act and the Bond Indenture. Proceedingsrelating to the
formation are described in “INTRODUCTION — The Community Facilities District” herein.

Fpecial Tax Lien and Levy: Notice of Specia Tax Lien for the Community Facilities District was
recorded in the real property records of the County on September 10, 1987, as Document No. 87-514281.
A Notice of Special Tax Lien for the Community Facilities District, as revised by Resolution No. 70-95
whichreduced Initial Special Tax ratesfor the 1987-88 Fiscal Y ear, wasrecorded inthereal property records
of the County on December 11, 1997, as Document No. 1997-0629116.
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Resolution Authorizing Issuance of the 2008 Bonds: On March 3, 2008, the Board adopted
Resolution No. 42-2008 approving issuance of the 2008 Bonds.

2007-08 Special Tax Levy

The Annual Specia Tax in Fiscal Y ear 2007-08 ranged from $664.78 — $1,067.86 for single-family
detached units, $453.10—$736.10for single-family attached unitsand $241.40—$330.36 for apartmentsand
mobile homes. All of theforegoing Special Taxeswerelevied on Devel oped Property asdefined inthe Rate
and Method. BRE PropertiesInc, the largest single taxpayer in the Community Facilities District in Fiscal
Y ear 2007-08, was responsible for approximately 2.06% of the total Community Facilities District Special
Tax Levy for Fiscal Year 2007-08.

Table3
Poway Unified School District
Community Facilities District No. 1
Top 10 Taxpayers of Fiscal Year 2007-08

Total Per cent
Special Number  Number  Shareof

Land Tax of of Total

Property Owner Use® Neighbor hood Amount  Units?  Parcels  Taxes

BRE Properties Inc® AMH  Carmel Mountain Ranch ~ $163,419 602 2 2.06%
Alliance 1 LLC® AMH  Rancho Bernardo 113,257 401 1 1.43%
EQR Carmel Terrace Vistas Inc® AMH  Carmel Mountain Ranch 101,171 384 1 1.28%
Carmel Mountain ApartmentsInc® ~ AMH  Carmel Mountain Ranch 85,398 277 1 1.08%
ERP Operating LTD Partnership® AMH  Sabre Springs 66,890 216 1 0.84%
EQR-S& T LLC® AMH  Sabre Springs 59,557 192 1 0.75%
SheaHomes LTD Partnership SFA  Carmel Mountain Ranch 50,659 75 75 0.64%
Fenton Evening Creek LLC® AMH  Sabre Springs 43,771 138 1 0.55%
Ahmed and Roxanne Nuhaily SFD  Peflasquitos East 2,564 3 3 0.03%
Roland and Salva Edu Living Trust SFD  Pefiasquitos East 2,074 2 2 0.03%
Total $688,760 2,290 88 8.70%

Key SFD - Single-Family Detached, SFA - Single-Family Attached, AMH - Apartment/Mobile Home.

) The number of taxable parcelsis less than the number of taxable units because in some cases a single parcel may
contain a building or buildingsin an apartment complex with multiple units.

) These properties represent apartment units.

Source: Dolinka Group LLC.
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Thetablebelow summarizestheFiscal Y ear 2007-08 Community FacilitiesDistrict Specia Tax levy

made in accordance with the Rate and Method:

Table4

Poway Unified School District
Community Facilities District No. 1
2007-08 Special Tax Levy

Fiscal Year
Fiscal Year Average Average 2007-08
2007-08 Special Assigned Maximum Levy as
Applied Units Taxes Special Tax Special Per cent of
Land Use Class® Tax Rate  Levied® Levied® Rate Tax Rate Total

SFD (>2,100 s.f.) 93% 3,665  $3,712,481.32  $1,015.73 $1,092.18 46.89%
SFD (1,901 — 2,100 sf.) 93% 996 923,201.26 926.91 996.68 11.66%
SFD (1,701 — 1,900 sf.) 93% 913 787,092.04 862.09 926.98 9.94%
SFD (1,401 - 1,700 sf.) 93% 550 439,197.52 798.54 858.65 5.55%
SFD (1,251 - 1,400 sf.) 93% 82 57,520.00 701.46 754.26 0.73%
SFD (<1,251 sf.) 93% 30 20,088.60 669.62 720.02 0.25%
SFA (>1,400 s.f.) 93% 509 336,888.58 661.86 711.68 4.26%
SFA (1,251 -1,400 sf.) 93% 285 180,490.68 633.30 680.97 2.28%
SFA (1,101 -1,250 s.f.) 93% 181 114,899.10 634.80 682.58 1.45%
SFA (901 - 1,100 sf.) 93% 938 498,605.58 531.56 571.57 6.30%
SFA (751 -900 sf.) 93% 128 61,952.00 484.00 520.43 0.78%
SFA (<751 sf.) 93% 160 73,040.32 456.50 490.86 0.92%
AMH (>900sf.) 93% 1,407 443,157.94 314.97 338.68 5.60%
AMH (751 —900 sf.) 93% 381 105,711.78 277.46 298.34 1.34%
AMH (<751 sf.) 93% 665 162,832.16 244.86 263.29 2.06%
TOTAL N/A 10,880  $7,917,158.88 N/A N/A 100.00%

@ Key: SFD - Single-Family Detached, SFA - Single-Family Attached, AMH - Apartment/Mobile Home.
@ Units subject to tax declines over time starting in Fiscal Y ear 2012-13.
® Totals may not sum due to rounding.

Source: Dolinka Group LLC.

The table bel ow summarizes the foregoing Fiscal Y ear 2007-08 Community Facilities Special Tax

levy by planned community:

Tableb

Poway Unified School District
Community Facilities District No. 1
2007-08 Special Tax Levy by Planned Community

Fiscal Year Average Fiscal Year
2007-08 Special M aximum 2007-08 Levy
Applied Units Taxes Special as Per cent of
Planned Community Tax Rate Levied Levied Tax Rate Total

Rancho Bernardo 93% 1,008 $715,342.28 $763.08 9.04%
Carmel Mountain Ranch 93% 3,865 2,468,058.68 686.63 31.17%
Sabre Springs 93% 2,819 1,866,480.22 711.94 23.58%
Pefiasquitos East 93% 3,173 2,852,103.10 966.52 36.02%
Annexations 93% 15 15,174.60 1,087.78 0.19%
TOTAL N/A 10,880 $7,917,158.88 N/A 100.00%

Source: Dolinka Group LLC.
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Delinquency History

Thefollowing table summarizesthe Special Tax delinquenciesin the Community Facilities District
from Fiscal Year 2003-04 to and including the collections as of February 7, 2008 relating to the first tax
installment of Fiscal Year 2007-08:

Table6
Poway Unified School District
Community Facilities District No. 1
Special Tax Delinquency History

Remaining

Remaining Amount Remaining

Fiscal Year  Fiscal Year Parcels Delinquent Delinquency
Fiscal Amount Parcels Parcels Amount Delinquency Delinquent as Rate as of

Y ear Levied Levied®  Delinquent® Delinquent Rate as of 2/7/08W) of 2/7/08 2/7/08

2003-04 $7,138,299.00 8,283 35 $19,463.65 0.27% 1 $290.05 0.00%
2004-05 7,390,749.33 8,300 82 42,090.28 0.57% 4 2,508.16 0.03%
2005-06 7,555,776.12 8,544 146 86,360.66 1.14% 20 11,177.43 0.15%
2006-07 7,712,333.30 8,603 149 89,656.27 1.16% 70 46,369.30 0.60%
2007-082® 3,958,573.51 9,118 251 101,794.47 2.57% 251 101,794.47 2.57%
Total $33,755,731.26 N/A N/A N/A 1.01% 346 $162,139.41 0.48%

) The number of taxable parcelsisless than the number of taxable units because in some cases a single parcel may contain a
building or buildingsin an apartment complex with multiple units.

@ Property tax collection information for the first tax installment has become available from the County Treasurer-Tax
Collector’soffice. Thedelinquency ratewith respect to thefirst tax installment for Fiscal Y ear 2007-08 isbased on property
tax collection data posted on the County Treasurer-Tax Collector's website as of February 7, 2008. The delinquency rateis
computed using fifty percent of the aggregate special tax levied as only one-half of the special tax was delinquent if not paid
by December 10, 2007 (thefirst installment) with the remaining portion of the special tax which is delinquent if not paid by
April 10, 2008 (the second installment).

®The Community Facilities District has received payment of the second installments of the Fiscal Year 2007-08 levy
aggregating approximately $514,854.47 for 1,206 parcels that paid the second installment of the Fiscal Y ear 2007-08 levy
in December, 2007.

Source: Dolinka Group LLC.
Estimated Assessed Value-to-Lien Ratios and Tax Burdens

The assessed values, direct and overlapping land secured bonded indebtedness and total tax burden onthe
individual parcels vary among parcels within the Community Facilities District. The value of and tax burden on
individual parcels is significant because in the event of a delinquency in the payment of Special Taxes a
Community Facilities District may foreclose only against delinquent parcels.

The estimated assessed value-to-lien ratios for each of the parcels of Developed Property within the
Community Facilities District upon which a Special Tax wasleviedin Fiscal Y ear 2007-08 range from 55to 1 to
127to 1. Thetable below groups value-to-lien ratios by planned community, including annexations, and by land
use classification.
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Table7

Poway Unified School District
Community Facilities District No. 1

Developed Property

Value-to-Lien Analysis®

2007-08 2003 Average
Planned Community/ Assessed Unrefunded 2008 Total Value-to-Lien
Unit Type? Value® Bonds Bonds Lien® Ratio

Rancho Bernardo

SFD $313,792,710 $214,456 $3,682,249 $3,896,705 81:1

SFA -0- -0- -0- -0- N/A

AMH 96,001,405 40,341 692,663 $733,004 131:1
Carmel Mountain Ranch

SFD 774,564,925 586,361 10,067,937 $10,654,298 73:1

SFA 224,042,113 168,071 2,885,823 $3,053,894 73:1

AMH 128,545,875 124,662 2,140,468 $2,265,130 57:1
Sabre Springs

SFD 546,865,561 381,951 6,558,188 $6,940,139 79:1

SFA 267,201,111 194,370 3,337,371 $3,531,741 76:1

AMH 139,943,630 88,497 1,519,517 $1,608,014 87:1
Pefiasquitos East

SFD 1,140,450,465 927,437 15,924,288 $16,851,725 68:1

SFA 103,326,041 88,449 1,518,691 $1,607,140 64:1

AMH -0- -0- -0- -0- N/A
Annexations

SFD 7,653,629 5,405 92,805 $98,210 78:1

SFA -0- -0- -0- -0- N/A

AMH -0- -0- -0- -0- N/A
Total $3,742,387,465  $2,820,000 $48,420,000 $51,240,000 73:1

@ Developed Property only.
@ SFD - Single-Family Detached, SFA - Single-Family Attached, AMH - Apartment/Mobile Home.
® Fiscal Year 2007-08 assessed val ue per the County Assessor’ s equalized assessment roll.
@ Reflects the issuance of 2008 Bonds and the 2003 Unrefunded Bonds. For a description of other net direct and
g\éerlappi ng tax and assessment debt relating to Devel oped Property and Undevel oped Property, see Tables 11 and 12
ow.

Source: Dolinka Group LLC.
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Table8

Poway Unified School District
Community Facilities District No. 1
Combined Assessed Value and Value-to-Burden Ratio

2007-08
Taxable
Number Combined Property Combined Fiscal Year Percentage
Value-to-Lien of Overlapping Assessed Value-to-Lien 2007-08 Share of
Category Units® Liens® Value Burden Ratio  Special Tax  Special Tax
Above 100:1 2,274 $10,093,490 $1,256,667,050 124.5:1 $1,559,559 19.70%
80:1 to less than 100:1 1,244 6,349,412 566,995,269 89.3.1 981,056 12.39%
60:1 to lessthan 80:1 2,248 11,227,334 771,488,931 68.7:1 1,734,750 21.91%
40:1 to less than 60:1 4,196 21,110,941 1,073,628,905 50.9:1 3,261,879 41.20%
20:1 tolessthan 40:1 815 1,989,872 70,257,298 35.3:.1 307,458 3.88%
5:1tolessthan 20:1 28 141,085 2,008,562 14.2:1 21,799 0.28%
Below 5:1 @ 75 327,863 1,341,450 4.1:1 50,659 0.64%
Total® 10,880 $51,240,000 $3,742,387,465 73.0:1 $7,917,160 100.00%

®
@
(©)
@

Represents the number of parcels that were subject to the Special Tax in Fiscal Year 2007-08.
The Combined Overlapping Liens represent the 2008 Bonds and the 2003 Unrefunded Bonds.
These 75 units were developed as of Fiscal Year 2007-08, but the assessed value does not include the increase in the improvement value.

Totals may not sum due to rounding.

Source: Dolinka Group LLC.
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The table below sets forth a summary of the estimated tax burden ranges on parcels within the
Community Facilities District based on Fiscal Y ear 2007-08 assessed property valuesand Fiscal Y ear 2007-
08 tax and assessment levies within the Community Facilities District.

Table9
Poway Unified School District
Community Facilities District No. 1
Estimated Annual Tax Burdens
Fiscal Year 2007-08

Median Tax
Minimum Annual M aximum Annual as%
Land Use Class® Tax Burden® Tax Burden® of AV®

SFD (>2,100 s.f.) $1,797.84 $16,072.32 1.28%
SFD (1,901 — 2,100 sf.) 942.78 10,080.56 1.30%
SFD (1,701 —1,900 s.f.) 1,743.94 9,526.66 1.30%
SFD (1,401 -1,700 sf.) 1,334.94 8,129.86 1.28%
SFD (1,251 - 1,400 s.f.) 1,762.96 7,223.64 1.25%
SFD (<1,251 sf.) 2,667.68 6,209.38 1.32%
SFA (>1,400 sf.) 1,122.98 8,176.28 1.24%
SFA (1,251 —-1,400 sf.) 1,668.46 6,868.96 1.26%
SFA (1,101 - 1,250 s.f.) 1,205.90 5,938.24 1.26%
SFA (901 - 1,100 sf.) 881.30 5,651.16 1.28%
SFA (751 -900s.f.) 1,184.82 4,500.76 1.32%
SFA (<751 sf.) 1,167.50 3,483.90 1.37%
AMH (>900 s.f.) 924.93 5,398.66 1.64%
AMH (751 —900 s.f.) 924.93 3,056.66 1.39%
AMH (<751 sf.) 924.93 2,504.98 1.39%

W Key: SFD - Single-Family Detached, SFA - Single-Family Attached, AMH - Apartment/Mobile Home.

@ Tax burden reflects ad valorem taxes, Specia Taxes asinitially enrolled on Fiscal Y ear 2007-08 property tax roll,
prior to corrections and other direct assessments. The Specia Tax portion of the Minimum Annual Tax Burden and
the Maximum Annual Tax Burden is based on the Fiscal Y ear 2007-08 Special Tax levy at approximately 93% of
the Special Tax authorized under the Rate and Method. Twenty-five (25) taxable parcelsinthe Community Facilities
District have tax burdens in excess of 2% of their assessed value.

Source: Dolinka Group LLC.

Thetabl e bel ow summarizesmedian annual tax burdensasapercentage of assessed val ue by planned
community.

Table 10
Poway Unified School District
Community Facilities District No. 1
Median Annual Tax Burdens

Median Tax as
Planned Community % of AV®
Rancho Bernardo 1.18%
Carmel Mountain Ranch 1.30%
Sabre Springs 1.28%
Pefiasquitos East 1.31%
Annexations 1.26%

@ Tax burden reflects ad valorem taxes, Special Taxes asinitially enrolled on Fiscal Y ear 2007-08 property tax roll,
prior to corrections and other direct assessments.

Source: Dolinka Group LLC.
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Table 11 below setsforth estimated Fiscal Y ear 2007-08 overall tax rates projected to be applicable
to aDetached Unit. Table 11 also sets forth those entities with fees, charges, ad valorem taxes and special
taxes regardless of whether those entities have issued debt.

Table 11
Poway Unified School District
Community Facilities District No. 1
Estimated Fiscal Year 2007-08 Tax Rates
(Single Family Detached Unit with 2,725 5q. ft.)

Assessed Valuations and Property Taxes

Estimated Assessed Valuation @ $390,907

Homeowner’s Exemption ($7,000)

Net Assessed Value @ $383,907

Ad Valorem Property Taxes Percent of Total AV Projected Amount ©

General Purposes 1.00000% $3,839.07

Ad Valorem Tax Overrides
San Diego Community College Bond, 2003B 0.00874% $33.55
San Diego Community College Bond, 2006A 0.01866% $71.63
San Diego City Zoological Exhibits 0.00500% $19.19
San Diego City Public Safety Communication Systems 0.00119% $4.56
Metropolitan Water District Debt Service 0.00450% $17.27

Total Ad Valorem Property Taxes 1.03809% $3,985.27

Assessments, Special Taxes and Parcel Charges®
Poway Unified School District CFD No. 1 $1,012.78
Metropolitan Water District of Southern California Standby Charge $11.50
San Diego County Water Authority Standby Charge $10.00
County of San Diego Vector Control $5.92
Park Village Maintenance District Assessment District Zone 1 $86.42
County of San Diego Mosquito / Disease Control $2.28

Projected Total Property Taxes $5,114.17

Projected Total Effective Tax Rate 1.33%

@ Represents the median estimated assessed val uation for average single-family detached residential unit with 2,725
building square feet.

@ Assessed value reflects estimated total assessed value for the unit net of homeowner’s exemption.

@ All charges and special assessments are based on a Lot size of less than an acre.

Source: Dolinka Group LLC.
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Table 12 below setsforth estimated Fiscal Y ear 2007-08 overall tax rates projected to be applicable
to an Attached Unit. Table 12 also sets forth those entities with fees, charges, ad val orem taxes and special
taxes regardless of whether those entities have issued debt.

Table 12
Poway Unified School District
Community Facilities District No. 1
Estimated Fiscal Year 2007-08 Tax Rates
(Single Family Attached Unit with 910 sq. ft.)

Assessed Valuations and Property Taxes

Estimated Assessed Valuation @ $252,847

Homeowner’s Exemption ($7,000)

Net Assessed Value @ $245,847

Ad Valorem Property Taxes Percent of Total AV Projected Amount

General Purposes 1.00000% $2,458.47

Ad Valorem Tax Overrides
Palomar Pomerado Health Debt 0.01775% $43.64
Palomar Community College, 2006A 0.00984% $24.19
San Diego City Zoological Exhibits 0.00500% $12.29
San Diego City Public Safety Communication Systems 0.00119% $2.92
Metropolitan Water District Debt Service 0.00450% $11.06

Total Ad Valorem Property Taxes 1.03828% $2,552.57

Assessments, Special Taxesand Par cel Charges®
Poway Unified School District CFD No. 1 $513.72
Metropolitan Water District of Southern California Standby Charge $11.50
San Diego County Water Authority Standby Charge $10.00
County of San Diego Vector Control $4.14
Pefiasquitos East Maintenance Assessment District $10.68
County of San Diego Mosquito / Disease Control $2.28

Projected Total Property Taxes $3,104.89

Projected Total Effective Tax Rate 1.26%

@ Represents the median estimated assessed val uation for an average single-family detached residential unit with 910
building square feet.

@ Assessed value reflects estimated total assessed value for the unit net of homeowner’s exemption.

@ All charges and special assessments are based on a Lot size of less than an acre.

Source: Dolinka Group LLC.
Direct and Overlapping Debt

Thetable below sets forth the existing authorized indebtedness payabl e from taxes and assessments
that may belevied within the Community Facilities District prepared by National Tax Data, Inc., and prepared
during February 2008 (the “Debt Report”). The Debt Report isincluded for general information purposes
only. In certain cases, the percentages of debt calculations are based on assessed values, which will change
significantly as sales occur and assessed valuesincreaseto reflect housing values. The Community Facilities
Digtrict believestheinformation is current as of its date, but makes no representation asto its compl eteness
or accuracy. Other public agencies, such asthe City or the County, may issue additional indebtedness at any
time, without the consent or approval of the School District or the Community Facilities District. See
“ — Overlapping Assessment and Maintenance Districts’ below.
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Property within the Community Facilities District is subject to special assessments, Special Taxes
and ad valorem property taxes. The ad valorem property tax rate applicable to property within the
Community Facilities District ranges from .47% to 1.04%. With respect to special assessments, amost all
of the parcelsinthe Community Facilities District are subject to aCounty Water Authority water availability
assessment, aMetropolitan Water District water standby charge and a San Diego M osquito and Rat Control
assessment. See* Overlapping Assessment and Maintenance Districts’” below. Inaddition, the property that
is located within the planned communities are subject to a maintenance district assessment accordingly:
Rancho Bernardo Maintenance District, Carmel Mountain Ranch Maintenance District, Sabre Springs
Maintenance District, Pefiasquitos East Maintenance District and Park Village Maintenance District. The
fifteen (15) properties within the Annexations are subject to various other assessments ranging in amount
from $2.28 per parcel for a County of San Diego Mosquito Surveillance assessment to $11.50 per parcel for
a Metropolitan Water District of Southern California assessment or $141.11 per parcel for a Palomar
Pomerado Health Debt Service. Only the Special Taxes and ad valorem taxes are associated with any
indebtedness.

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

The Community FacilitiesDistrict hasnot undertaken to commission annual appraisalsof themarket
value of property in the Community Facilities District for purposes of its Annual Reports pursuant to the
Continuing Disclosure Agreement, and information regarding property values for purposes of a direct and
overlapping debt analysis which may be contained in such reports will be based on assessed values as
determined by the County Assessor. See APPENDIX D hereto for the form of the Community Facilities
District Continuing Disclosure Agreement.

28



Table 13
Poway Unified School District
Community Facilities District No. 1

Detailed Direct and Overlapping Debt

|. Assessed Value
2007-2008 Secured Roll Assessed Value

I1. Secured Property Taxes

Description on Tax Bill

Basic Levy

Voter Approved Debt

City of San Diego Carmel Mountain Ranch Maintenance District
City of San Diego Miramar Ranch North Maintenance District
City of San Diego Park Village Maintenance District

City of San Diego Penasquitos East Maintenance District

City of San Diego Rancho Bernardo Maintenance District
City of San Diego Sabre Spring Maintenance District

County of San Diego Mosquito / Disease Control

County of San Diego Vector Control, Zone A

County of San Diego Vector Control, Zone B

Palomar Pomerado Health Debt Service

Poway Unified School District CFD No. 1

San Diego County Water Authority Standby Charge
2007-2008 TOTAL PROPERTY TAX LIABILITY

Type

PROP13
VOTER

LMD
LMD
LMD
LMD
LMD
LMD

VECTOR

ABATEMENT-
MOSQUITO
VECTOR

Metropolitan Water District of Southern California Standby Charge STANDBY

GOB
CFD

STANDBY

TOTAL PROPERTY TAX LIABILITY ASA PERCENTAGE OF 2007-2008 ASSESSED VALUATION

[11. Land Secured Bond Indebtedness
Outstanding Direct and Overlapping Bonded Debt
Poway Unified School District CFD No. 1

Type
CFD

TOTAL OUTSTANDING LAND SECURED BOND INDEBTEDNESS (2)

V. General Obligation Bond Indebtedness

Outstanding Direct and Overlapping Bonded Debt

gétr{//'of San Diego Public Safety Communication System Debt
ice

Metropolitan Water District of Southern California Debt Service

Palomar Community College District Debt Service

Palomar Pomerado Health Debt Service

San Diego Community College District Debt 2002

San Diego Community College District Debt 2006

Type
GOB
GOB
GOB
GOB
GOB
GOB

TOTAL OUTSTANDING GENERAL OBLIGATION BOND INDEBTEDNESS (2)

TOTAL OF ALL OUTSTANDING AND OVERLAPPING BONDED DEBT
VALUE TO ALL OUTSTANDING DIRECT AND OVERLAPPING BONDED DEBT

®ncludes undeveloped property within the Community Facilities District.

$4,595,287,411%

Total Parcels Total Levy % Applicable Parcels Levy
950,118 $3,650,367,867.72 1.24275% 8,817 $45,364,821.69
949,909 $244,143,504.52 0.43011% 8,817 $1,050,089.38
3,879 $273,565.62 81.64696% 2,648 $223,358.02
4,357 $1,029,084.18 1.93171% 11 $19,878.90
3,114 $237,492.78  65.03225% 1,624 $154,446.90
10,157 $203,391.60 10.27116% 1,441 $20,890.68
12,510 $346,227.88 3.87490% 614 $13,416.00
3,285 $89,270.96  79.79764% 2,346 $71,236.12
936,177 $5,224,121.54 1.00354% 8,819 $52,426.00
520,634  $1,414,558.44 1.37358% 8,522 $19,430.16
349,284 $729,076.08 0.09194% 294 $670.32
350,274  $4,324,969.50 2.47972% 8,815 $107,247.30
187,831  $10,772,209.98 5.72820% 6,290 $617,053.34
9,118 $7,917,147.02 100.00000% 9,118 $7,917,147.02
358,277 $3,807,007.22 2.45224% 8,821 $93,357.10
$55,730,316.06

1.21%

| ssued Outstanding % Applicable Parcels Amount
$85,815,835 $51,240,000  100.00000% 9,118 $51,240,000
$51,240,000

| ssued Outstanding % Applicable Parcels Amount
$25,500,000 $8,170,000 2.79920% 9,117 $228,695
$850,000,000 $359,115,000 1.30176% 9,117 $4,674,815
$160,000,000 $160,000,000 423550% 7,522 $6,776,800
$80,000,000 $68,360,000 5.79689% 6,542 $3,962,754
$349,999,901 $288,464,901 0.55730% 1,595 $1,607,615
$224,996,823 $224,996,823 0.55730% 1,595 $1,253,907
$18,504,586

$69,744,586

65.89:1

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

Source: National Tax Data, Inc.

29



Overlapping Assessment and M aintenance Districts

City of San Diego Park Village Maintenance Assessment District Zone 1. The City of San Diego
formed the Park Village M aintenance A ssessment District Zone 1 to fund the maintenance of dedicated open
space areas, landscaped medians and parkways, lighted monument wall and shade structure within the
Community Facilities District. The maximum annual assessment on the property within the Community
Facilities District is $86.41 per Equivalent Benefit Unit (EBU). Single Family Detached Units are assigned
1 EBU while condominiums are assigned 0.7 EBUs. The maximum authorized assessment per EBU may
be increased annually by the annual percentage change in the San Diego Consumer Price Index for Urban
Consumers plus two percent (2.00%).

City of San Diego Pefiasquitos East Maintenance Assessment District. The City of San Diego
formed the Pefiasquitos East M ai ntenance Assessment District to fund the maintenance and operation costs,
including incidental expenses, for landscaped street medians and rights-of-way within the boundaries of the
Community Facilities District. The maximum annual assessment on the residential property within the
Community Facilities District is $15.25 per EBU. Single Family Detached Unitsare assigned 1 EBU while
condominiums are assigned 0.7 EBUs. The maximum authorized assessment per EBU may be increased
annually by the annual percentage change in the San Diego Consumer Price Index for Urban Consumers.

Metropolitan Water District of Southern California Sandby Charge. The Metropolitan Water
District imposes an annual direct assessment at the rate of $11.50 per year if the parcel islessthan an acre.
This assessment is used for capital improvements of the distribution system and the construction and
maintenance of reservoirs. Thisassessment wasfirst levied in the 1992-93 tax year and will continue to be
levied for an indefinite period. The Metropolitan Water District holds a public hearing once every year.
Parcels with their own wells may be exempted from this assessment.

San Diego County Water Authority Water Sandby Charge. The County Water Authority imposes
an annual direct assessment of $10.00 per acre, or $10.00 per parcel if the parcel islessthan an acre. This
pay-as-you-go assessment is used to fund capital improvements and will continue to be levied for an
indefinite period.

San Diego County Mosquito/ Disease Control. The San Diego County Department of Environmental
Health imposesthis annual direct assessment on all property within the County at arate of $2.28 per parcel.
This assessment isfixed unlessthereis avote by registered votersto increase the assessment. This pay-as-
you-go assessment is used for vector surveillance and control programs. The County Department of
Environmental Health provides free servicesto residents to control mosqguito breeding and rodent activity.

San Diego County Vector Control. The San Diego County Department of Environmental Health
imposesan annual direct assessment on all property at therate of $5.92 per Single Family Equivalents (SFE).
Single Family Detached Units are assigned 1 SFE while condominiums are assigned 0.7 SFEs. This
assessment will escalate based on the San Diego Area Consumer Price Index, at a rate not to exceed five
percent (5%) per year. This pay-as-you-go assessment isused for vector surveillance and control programs.
The County Department of Environmental Health providesfree servicesto theresidentsto control mosquito
breeding.

The Community Facilities District has no control over the amount of additional debt payable from
taxesor assessmentslevied on all or aportion of the property within aspecia district which may beincurred
in the future by other governmental agencies, including, but not limited to, the County, the City or any other
governmental agency havingjurisdictionover al or aportion of the property withinthe Community Facilities
District. Furthermore, nothing preventsthe ownersof property withinthe Community FacilitiesDistrict from
consenting to the issuance of additional debt by other governmental agencies which would be secured by
taxes or assessments on a parity with the Special Taxes. To the extent such indebtedness is payable from
assessments, other special taxeslevied pursuant tothe Act or taxes, such assessments, special taxesand taxes
will be secured by liens on the property within a community facilities district on a parity with alien of the
Specia Taxes.

Accordingly, the debt on the property within the Community Facilities District could increase,

without any correspondingincreaseinthevalue of the property therein, and thereby severely reducetheratio
that exists at the time the 2008 Bonds are issued between the value of the property and the debt secured by
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the Special Taxes and other taxes and assessments which may belevied on such property. Theincurring of
such additional indebtedness could also affect the ability and willingness of the property ownerswithin the
Community Facilities District to pay the Special Taxes when due.

Moreover, in the event of adelinguency in the payment of Special Taxes, no assurance can begiven
that the proceeds of any foreclosure sale of the property with delinquent Special Taxes would be sufficient
to pay the delinquent Special Taxes.

BONDOWNERS RISKS

In addition to the other information contained in this Official Statement, the following risk factors
should be carefully considered in eval uating the investment quality of the 2008 Bonds. The School District
cautions prospective investors that this discussion does not purport to be comprehensive or definitive and
does not purport to be a compl ete statement of all factors which may be considered as risksin evaluating
the credit quality of the 2008 Bonds. The occurrence of one or more of the events discussed herein could
adversely affect the ability or willingness of property owners in the Community Facilities District to pay
their Special Taxes when due. Any such failure to pay Special Taxes could result in the inability of the
School District to make full and punctual payments of debt service on the 2008 Bonds. In addition, the
occurrence of one or mor e of the events discussed herein could adversely affect the value of the property in
the Community Facilities District.

Risks of Real Estate Secured Investments Generally

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

Risks Related to Current Market Conditions

The housing market in Southern California experienced significant price appreciation and
accel erating demand since 2002 but recent trends indi cate this housing market has weakened, with changes
fromtherecent pattern of price appreciation to aslowdown in demand for new housing and declining prices.
In 2006, home devel opers, appraisers and market absorption consultants began to report weakening new
home market conditions dueto factorsincluding, but not limited to, the following: (i) lower demand for new
homes; (ii) significant increase in cancellation rates for homes under contract; (iii) the exit of speculators
from the new home market; (iv) a growing supply of new and existing homes available for purchase; (v)
increase in competition for new homes orders; (vi) prospective home buyers having a more difficult time
selling their existing homes in the more competitive environment; and (vii) higher incentives required to
stimulate new home orders or to induce home buyers not to cancel purchase contracts. In 2007, weakening
home market conditions were also affected by problems relating to the subprime mortgage market. See
“ — Adjustable Rate and Unconventional Mortgage Structures’ below.

Adjustable Rate and Unconventional Mortgage Structures

Sincetheend of 2002, many persons have financed the purchase of new homesusing loanswithlittle
or no down payment and with adjustable interest rates that start low and are subject to being reset at higher
rates on a specified date or upon the occurrence of specified conditions. Many of these loans alow the
borrower to pay interest only for an initial period, in some cases up to 10 years. Currently, in Southern
Cdlifornia, asubstantial portion of outstanding home loans are adjustabl e rate |oans which were obtained at
historically low interest rates. In the opinion of some economists, the significant increasein home pricesin
this time period has been driven, in part, by the ability of home purchasers to access adjustable rate and
non-conventional loans. These economists predict that if interest rates on new loansincrease and as prices
decline and the interest rates on existing adjustable rate loans are reset (and payments are increased) there
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will be a further adverse affect on home sales due to the inability of purchasers to qualify for loans with
higher interest rates. They further predict that such adecreasein home salesmay result in afurther decrease
in home prices. Reductions in home prices has resulted in some home buyers having loan balances that
exceed the value of their homes, given their low down payments and small amount of equity in their homes.

Many borrowers who purchased homes with adjustabl e rate |oans may refinance before theinterest
reset date to obtain loans with fixed interest rates and payments that are lower than the reset interest rates
and theresulting payments. However, many borrowerswho purchased homesin recent yearsmay not beable
to access replacement financing for their adjustable rate mortgage loans for a number of reasons. Recent
news accounts indicate that many borrowersin recent years have financed 100% of the price of their home
with adjustable rate loans. As home values have declined, such borrowers may not be able to obtain
replacement financing because outstanding loan balances exceed the value of their homes. Additionally,
according to recent articles in the financial press, there has been atightening of underwriting criteria for
mortgage loans such that lenders no longer offer 100% financing or require stricter verification, higher
incometoloan ratios, higher credit ratios or some combination of such credit factors. Inthe event borrowers
experience adeclinein income or anincreasein mortgage interest rates, or both, taxpayers may belessable
to pay their special tax payments when due.

For the reasons discussed above, homeowners in the Community Facilities District who purchase
their homes with adjustable rate |oans may experience difficulty in making their loan payments and paying
the Specia Taxeslevied on their property. This could result in anincreasein the Special Tax delinquency
rate in the Community Facilities District and draws on the Reserve Fund. If there were significant
delinquenciesin Special Tax collectionsinthe Community Facilities District and the Reserve Fund wasfully
depleted, there could be a default in the payment of principal of and interest on the Bonds.

In some areas of the State, there has been asignificant increasein tax payment defaults. In addition,
some economists have also predicted that, as mortgage loan defaults increase bankruptcy filings by such
homeowners are also likely to increase. Bankruptcy filings by homeowners with delinquent Special Taxes
would delay the commencement and completion of foreclosure proceedings to collect delinquent Special
Taxes. See “COMMUNITY FACILITIES DISTRICT NO. 1 — Delinquency History,” and see also
“BONDOWNERS' RISKS — Bankruptcy and Foreclosure Delay” below.

Fallout from Subprime Mortgage Defaults

During the first half of 2007, mortgage delinquencies and defaults escalated, particularly among
property ownerswith subprime mortgages. Asaresult, the secondary market for subprimelendersand other
risky homeloans has declined substantially resulting in bankruptcies among subprime lenders unable to sell
these loans and acquire fresh capital. The subprime lender fallout has resulted in conventional lenders
tightening their lending criteria, making it more difficult to borrow when purchasing or refinancing ahome.
Fewer conventional lenders are offering 100% financing, second mortgages or undocumented loans and
jumbo loan rates have increased substantially.

Whilethe price of the homesissuch that potential homeowners could qualify for conforming loans,
asaresult of the tightening credit market, potential homeownersin the Community Facilities District may
have difficulty finding financing and rising interest rates may price potential homeownersout of the market.
Thiscouldresultin aslow down in the resale of homesin the Community Facilities District, and areduction
in home sales prices.

Effect of Collateralized Debt Obligationsin the Financial Guaranty Industry

Since December 2007, Standard & Poor’ s Ratings Group (“ Standard & Poor’s), Moody’ s Investors
Service, Inc. (“Moody’s) and Fitch Ratings (“Fitch”) have indicated that they are updating their capital
adequacy analysis of the collateralized debt obligations of asset-backed securities (“ABS CDOs") insured
by the financial guaranty industry, aswell asthe potential implications for its ratings on various municipal
bond insurers. Such updated capital adequacy analysis is understood by the City to be in light of recent
rating actionswith respect to ABS CDOs having subprime mortgage-backed securities exposure. Asaresult
of such analysis, several insurers (but not the Insurer) have been placed on “ Credit Watch Negative’ andin
a few instances, where adequate corrective action was not taken, an insurer has been downgraded from
Standard & Poor’s“AAA,” Moody’s “Aaa’ and/or Fitch’'s“AAA” (and therefore the rating on securities
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guaranteed by such financial guarantors has been downgraded). To date, Financial Security has not been
placed on “Credit Watch Negative” by any of the rating agencies. If the rating on the 2008 Bonds was
downgraded, this could have a negative effect on the price of the 2008 Bonds in the secondary market.
Further information concerning these matters should be obtained from Standard & Poor’s, Moody's and
Fitch.

Special Taxes Are Not Personal Obligations

The current and future owners of land within the Community Facilities District are not personally
liablefor the payment of the Special Taxes. Rather, the Special Tax isan obligation only of the land within
the Community Facilities District. If the value of the land within the Community Facilities District is not
sufficient to fully secure the Specia Tax, then the Community Facilities District has no recourse against the
landowner under the laws by which the Specia Tax has been levied and the 2008 Bonds have been issued.

The 2008 Bonds Are Limited Obligations of the Community Facilities District

The Community Facilities District has no obligation to pay principal of and interest on the 2008
Bondsin the event Special Tax collections are delinguent, other than from amounts, if any, on depositinthe
2008 Bonds Reserve Account or funds derived from the tax sale or foreclosure and sal e of parcels on which
levies of the Special Tax are delinguent, nor isthe Community Facilities District obligated to advance funds
to pay such debt service on the 2008 Bonds.

Value-to-Lien Ratios

Value-to-lien ratios have traditionally been used in land-secured bond issues as a measure of the
“collateral” supporting the willingness of property ownersto pay their special taxes and assessments (and,
in effect, their general property taxes as well). The value-to-lien ratio is mathematically a fraction, the
numerator of which is the value of the property (usually either the assessed value or a market value as
determined by an appraiser) and the denominator of which isthe“lien” of the assessments or special taxes.
A vaue-to-lien ratio should not, however, be viewed as a guarantee of credit-worthiness. Land values are
especialy sensitiveto economic cycles. A downturn of the economy may depressland values and hencethe
value-to-lien ratios. Further, the value-to-lien ratio cited for abond issue isan average. Individual parcels
in a community facilities district may fall above or below the average, sometimes even below a 1:1 ratio.
(With a 1:1 ratio, the land is worth the same as the debt on it.) Although judicial foreclosure proceedings
can be initiated rapidly, the process can take several years to complete, and the bankruptcy courts may
impede the foreclosure action. Finally, local agencies may form overlapping community facilities districts
or assessment districts. They typically do not coordinate their bond issuances. Debt issuance by another
entity can dilute value-to-lien ratios. See “COMMUNITY FACILITIES DISTRICT NO. 1 - Direct and
Overlapping Debt.”

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

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

The table in the section entitled “COMMUNITY FACILITIES DISTRICT NO. 1 — Direct and
Overlapping Debt” states the presently outstanding amount of governmental obligations (with stated
exclusions), the tax or assessment for which is or may become an obligation of one or more of the parcels
of Taxable Property and furthermore states the additional amount of general obligation bonds the tax for
which, if and whenissued, may become an obligation of one or more of the parcelsof Taxable Property. The
table doesnot specifically identify which of thegovernmental obligationsare secured by lienson oneor more
of the parcels of Taxable Property.

Inaddition, other governmental obligationsmay beauthorized and undertaken or issuedinthefuture,
the tax, assessment or charge for which may become an obligation of one or more of the parcels of Taxable
Property and may be secured by alien on aparity with the lien of the Special Tax securing the 2008 Bonds.

In general, as long as the Special Tax is collected on the County tax roll, the Special Tax and all
other taxes, assessments and chargesal so collected onthetax roll areon aparity, that is, are of equal priority.
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Questions of priority become significant when collection of one or more of thetaxes, assessmentsor charges
issought by some other procedure, such asforeclosure and sale. Inthe event of proceedingsto foreclosefor
delinquency of Special Taxes securing the 2008 Bonds, the Special Tax will be subordinate only to existing
prior governmental liens, if any. Otherwise, inthe event of such foreclosure proceedings, the Specia Taxes
will generaly be on a parity with the other taxes, assessments and charges, and will share the proceeds of
such foreclosure proceedings on a pro-rata basis. Although the Special Taxeswill generally have priority
over non-governmental liens on a parcel of Taxable Property, regardless of whether the non-governmental
lienswerein existence at the time of the levy of the Specia Tax or not, thisresult may not apply in the case
of bankruptcy.

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

Disclosureto Future Purchasers

The Community Facilities District recorded a Notice of Special Tax Lien for the Community
Facilities District in the real property records of the County on September 10, 1987 as Document No. 87-
514281. A Notice of Specia Tax Lien for the Community Facilities District as revised by Resolution No.
70-95 which reduced Initial Special Tax ratesfor the 1987-88 Fiscal Y ear was recorded inthereal property
records of the County on December 11, 1997 as Document No. 1997-0629116. While title companies
normally refer to such noticesin 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
aparcel of land or ahome in the Community Facilities District or the lending of money thereon. The Act
requires the subdivider (or its agent or representative) of a subdivision to notify a prospective purchaser or
long-term lessor of any lot, parcel, or unit subject to aMello-Roos specia tax of the existence and maximum
amount of such specia 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 agood faith effort to notify the prospective purchaser of the special tax lieninaformat 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.

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

I nsufficiency of the Special Tax

The principal source of payment of principal of and interest on the 2008 Bonds is the proceeds of
the annual levy and collection of the Specia Tax against property within the Community Facilities District.
Theannual levy of the Special Tax issubject to the maximum tax rates authorized. Thelevy cannot be made
at ahigher rate even if the failure to do so means that the estimated proceeds of the levy and collection of
the Special Tax, together with other available funds, will not be sufficient to pay debt service on the 2008
Bonds. Other funds which might be available include funds derived from the payment of penalties on
delinquent Special Taxes and funds derived from the tax sale or foreclosure and sale of parcels on which
levies of the Special Tax are delinquent.

Thelevy of the Special Tax will rarely, if ever, result in a uniform relationship between the value
of particular Taxable Property and the amount of the levy of the Special Tax against such parcels. Thus,
therewill rarely, if ever, be auniform relationship between the value of such parcels and the proportionate
share of debt service on the 2008 Bonds, and certainly not a direct relationship.



The Special Tax levied in any particular tax year on a Taxable Property is based upon the revenue
needs and application of Rate and Method. Application of Rateand Method will, inturn, be dependent upon
certain devel opment factorswith respect to each Taxable Property by comparison with similar devel opment
factorswithrespect to the other Taxabl e Property within the Community FacilitiesDistrict. Thus,inaddition
to annual variations of the revenue needs from the Special Tax, the following are some of the factorswhich
might causethelevy of the Special Tax on any particular Taxable Property to vary from the Special Tax that
might otherwise be expected:

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

2 Failure of the owners of Taxable Property to pay the Special Tax and delaysin the
collection of or inability to collect the Special Tax by tax sale or foreclosure and sale of the
delinquent parcels, thereby resulting in an increased tax burden on the remaining parcel s of Taxable
Property.

Except asset forthaboveunder “ SECURITY FOR THE 2008 BONDS—Special Taxes’” and“ —Rate
and Method” herein, the Bond Indenture provides that the Special Tax isto be collected in the same manner
as ordinary ad valorem property taxes are collected and, except as provided in the special covenant for
foreclosure described in “ SECURITY FOR THE 2008 BONDS — Proceeds of Foreclosure Sales’ and inthe
Act, issubject to the same penalties and the same procedure, sale and lien priority in case of delinquency as
isprovided for ad valorem property taxes. Pursuant to these procedures, if taxes are unpaid for a period of
five years or more, the property is subject to sale by the County.

In the event that sales or forecl osures of property are necessary, there could be a delay in payments
to owners of the 2008 Bonds pending such sales or the prosecution of foreclosure proceedings and receipt
by the School District of the proceeds of sale if the 2008 Bonds Reserve Account is depleted. See
“SECURITY FOR THE 2008 BONDS — Proceeds of Foreclosure Sales.”

In addition, the Rate and M ethod limitstheincrease of Special Taxeslevied on parcelsof Devel oped
Property to cure delinquencies of other property owners in the Community Facilities District. See
“SECURITY FOR THE 2008 BONDS — Rate and Method” herein.

Exempt Properties

Certain properties are exempt from the Special Tax in accordance with the Rate and Method (see
“SECURITY FOR THE 2008 BONDS — Rate and Method” herein). In addition, the Act provides that
properties or entities of the state, federal or local government are exempt from the Special Tax; provided,
however, that property within the Community Facilities District acquired by a public entity through a
negotiated transaction or by gift or devise, whichisnot otherwise exempt fromthe Special Tax, will continue
to be subject to the Specia Tax. It ispossiblethat property acquired by apublic entity following atax sale
or foreclosure based upon failure to pay taxes could become exempt from the Special Tax. In addition,
although the Act provides that if property subject to the Special Tax isacquired by a public entity through
eminent domain proceedings, the obligation to pay the Special Tax with respect to that property isto be
treated asif it were a specia assessment, the constitutionality and operation of these provisions of the Act
have not been tested, meaning that such property could become exempt from the Special Tax. Inthe event
that additional property is dedicated to the School District or other public entities, this additional property
might become exempt from the Special Tax.

The Act further providesthat no other properties or entities are exempt from the Special Tax unless

the properties or entities are expressly exempted in a resolution of consideration to levy anew special tax
or to alter the rate or method of apportionment of an existing special tax.
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Depletion of 2008 Bonds Reserve Account

The 2008 Bonds Reserve Account isto bemaintained at an amount equal to the 2008 Bonds Reserve
Requirement (see“ SECURITY FOR THE 2008 BONDS—Reserve Fund” herein). Fundsinthe 2008 Bonds
Reserve Account may be used to pay principal of and interest on the 2008 Bonds in the event the proceeds
of thelevy and collection of the Special Tax against property within the Community Facilities District are
insufficient. If funds in the 2008 Bonds Reserve Account are depleted, the funds can be replenished from
the proceeds of the levy and collection of the Special Tax that are in excess of the amount required to pay
all amountsto be paid to the Bondowners pursuant to the Bond Indenture. However, no replenishment from
the proceeds of a Special Tax levy can occur as long as the proceeds that are collected from the levy of the
Specia Tax against property within the Community Facilities District, at the maximum tax rates, together
with other available funds, remains insufficient to pay all such amounts. Thusit is possible that the 2008
Bonds Reserve Account will be depleted and not be replenished by the levy of the Special Tax.

Potential Delay and Limitationsin Foreclosure Proceedings

The payment of property owners' taxes and the ability of the Community Facilities District to
foreclosethelien of adelinquent unpaid Special Tax pursuant to its covenant to pursue judicial foreclosure
proceedings, may be limited by bankruptcy, insolvency or other laws generally affecting creditors’ rightsor
by the laws of the State relating to judicial foreclosure. See “SECURITY FOR THE 2008 BONDS —
Proceedsof Foreclosure Sales’ and“BONDOWNERS' RISK S—Bankruptcy and Foreclosure Delay” herein.
In addition, the prosecution of aforeclosure could be delayed due to many reasons, including crowded local
court calendars or lengthy procedural delays.

The ability of the Community Facilities District to collect interest and penalties specified by State
law and to foreclose agai nst properties having delinguent Special Tax installments may belimitedin certain
respects with regard to properties in which the Federal Deposit Insurance Corporation (the “FDIC") has or
obtainsaninterest. The FDIC would obtain such aninterest by taking over afinancial institution which has
made aloan whichissecured by property within the Community Facilities District. See“*BONDOWNERS'
RISK S — Payments by FDIC and Other Federal Agencies.”

The Community Facilities District and the School District are unable to predict what effect the
application of apolicy statement by the FDIC regarding payment of state and local real property taxeswould
have in the event of adelinquency on a parcel within the Community Facilities District in which the FDIC
has or obtains an interest, although prohibiting thelien of the FDIC to beforeclosed at ajudicial foreclosure
sale would likely reduce or eliminate the persons willing to purchase a parcel at aforeclosure sale.

In addition, potential investors should be aware that judicial foreclosure proceedings are not
summary remedies and can be subject to significant procedural and other delays caused by crowded court
calendars and other factors beyond the control of the Community Facilities District or the School District.
Potential investors should assume that, under current conditions, it is estimated that a judicial foreclosure
of thelien of Special Taxes may take up to two or three yearsfrom initiation to the lien foreclosure sale. At
a Special Tax lien foreclosure sale, each parcel will be sold for not less than the “minimum bid amount”
whichisequal to the sum of al delinquent Special Tax installments, penalties and interest thereon, costs of
collection (including reasonabl e attorneysfees), post-judgment interest and costsof sale. Each parcel issold
at foreclosure for the amounts secured by the Special Tax lien on such parcel and multiple parcels may not
be aggregated in a single “bulk” foreclosure sale. If any parcel fails to obtain a “minimum bid,” the
Community Facilities District may, but is not obligated to, seek superior court approval to sell such parcel
at an amount |ess than the minimum bid. Such Superior Court approval requires the consent of the owners
of 75% of the aggregate principal amount of the outstanding 2008 Bonds.

Delays and uncertainties in the Special Tax lien foreclosure process create significant risks for
Bondowners. High rates of specia tax payment delinquencies which continue during the pendency of
protracted Special Tax lien foreclosure proceedings, could result in the rapid, total depletion of the 2008
Bonds Reserve Account prior to replenishment from the resal e of property upon foreclosure. Inthat event,
there could be a default in payment of the principal of, and interest on, the 2008 Bonds.
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Bankruptcy and Foreclosure Delay

The payment of Special Taxes and the ability of the Community Facilities District to foreclose the
lien of delinquent Special Taxes as discussed in the section herein entitled “SECURITY FOR THE 2008
BONDS’ may belimited by bankruptcy, insolvency, or other laws generally affecting creditors’ rightsor by
the laws of the State relating to judicial foreclosure. In addition, the prosecution of ajudicial foreclosure
may be delayed due to congested local court calendars or procedural delays.

The various legal opinions to be delivered concurrently with the delivery of the 2008 Bonds
(including Bond Counsel’ s approving legal opinion) will be qualified, asto the enforceability of the various
legal instruments, by moratorium, bankruptcy, reorganization, insolvency or other similar laws affecting the
rights of creditors generally.

Although bankruptcy proceedingswould not cause the obligation to pay the Special Tax to become
extinguished, bankruptcy of a property owner or of a partner or other equity owner of a property owner,
could result in astay of enforcement of thelien for the Specia Taxes, adelay in prosecuting Superior Court
foreclosure proceedings or adversely affect the ability or willingness of aproperty owner to pay the Special
Taxes and could result in the possibility of delinquent Special Taxes not being paid in full. In addition, the
amount of any lien on property securing the payment of delinquent Special Taxes could be reduced if the
value of the property were determined by the bankruptcy court to have become less than the amount of the
lien, and the amount of the delinquent Special Taxesin excess of the reduced lien could then be treated as
an unsecured claim by the court. Any such stay of the enforcement of the lien for the Special Tax, or any
such delay or non-payment, would increase the likelihood of adelay or default in payment of the principal
of and interest on the 2008 Bonds and the possibility of delinquent Special Taxes not being paid in full.
Moreover, amounts received upon foreclosure sales may not be sufficient to fully discharge delinquent
installments.

In 1992, the United States Court of Appealsfor the Ninth Circuit issued its opinion in abankruptcy
case entitled In re Glasply Marine Industries. In that case, the court held that ad valorem property taxes
levied by Snohomish County in the State of Washington after the datethat the property owner filed apetition
for bankruptcy were not entitled to priority over a secured creditor with a prior lien on the property. The
court upheldthe priority of unpaid taxesimposed after thefiling of the bankruptcy petition as* administrative
expenses’ of the bankruptcy estate, payable after all secured creditors. Asaresult, the secured creditor was
to foreclose on the property and retain all of the proceeds of the sale except the amount of the pre-petition
taxes.

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

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

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

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

Other laws generally affecting creditors' rights or relating to judicial foreclosure may affect the
ability to enforce payment of Special Taxes or the timing of enforcement of Special Taxes. For example,
the Soldiers and Sailors Civil Relief Act of 1940 affords protections such as a stay in enforcement of the
foreclosure covenant, a six month period after termination of such military service to redeem property sold
to enforce the collection of atax or assessment, and alimitation on theinterest rate on the delinguent tax or
assessment to personsin military serviceif the court concludes the ability to pay such taxes or assessments
ismaterially affected by reason of such service.

Payments by FDIC and Other Federal Agencies

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

Specificaly, with respect to the FDIC, on June 4, 1991, the FDIC issued a Statement of Policy
Regarding the Payment of State and Local Property Taxes (the 1991 Policy Statement”). The 1991 Policy
Statement was revised and superseded by new Policy Statement effective January 9, 1997 (the “Policy
Statement”). The Policy Statement provides that real property owned by the FDIC is subject to state and
local real property taxesonly if those taxes are assessed according to the property’ svalue, and that the FDIC
isimmunefromreal 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
claimsfor delinquent property taxesas promptly asisconsistent with sound busi ness 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 avalid 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 (includinginterest) on FDIC owned property are secured by avalidlien (in effect before
the property became owned by the FDIC), the FDIC will pay those claims. The Policy Statement further
providesthat no property of the FDIC issubject tolevy, attachment, garnishment, forecl osure or sale without
the FDIC’ s consent. In addition, the FDIC will not permit alien 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
specia assessments, on property in which it has a fee interest unless the amount of tax isfixed at the time
that the FDIC acquires its fee interest in the property, nor will it recognize the validity of any lien to the
extent it purports to secure the payment of any such amounts. Special taxes imposed under the Act and a
specia tax formulawhich 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' sfederal immunity. With respect
to property in California owned by the FDIC on January 9, 1997 and that was owned by the RTC on
December 31, 1995, or that became the property of the FDIC through foreclosure of a security interest held
by the RTC on that date, the FDIC will continue the RTC' s prior practice of paying special taxes imposed
pursuant to the Act if the taxes were imposed prior to the RTC' s acquisition of an interest in the property.
All other special taxes may be challenged by the FDIC.

The School District is unable to predict what effect the application of the Policy Statement would
have in the event of adelinquency on a parcel within the Community Facilities District in which the FDIC
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has or obtains an interest, although prohibiting thelien of the FDIC to beforeclosed at ajudicial foreclosure
salewould reduce or eliminate the personswilling to purchase aparcel at aforeclosure sale. Owners of the
2008 Bonds should assume that the Community Facilities District will be unableto collect Special Taxesor
to foreclose on any parcel owned by the FDIC. Such an outcome could cause a draw on the 2008 Bonds
Reserve Account and perhaps, ultimately, adefault in payment on the 2008 Bonds. Based upon the secured
tax roll as of January 1, 2008, the FDIC does not presently own any of the property in the Community
Facilities District. The School District expresses no view concerning the likelihood that the risks described
above will materialize while the 2008 Bonds are outstanding.

Factor s Affecting Parcel Values and Aggregate Value

Geologic, Topographic and Climatic Conditions. The value of the Taxable Property in the
Community Facilities District in the future can be adversely affected by a variety of additional factors,
particularly those which may affect infrastructure and other public improvements and private improvements
on the parcels of Taxable Property and the continued habitability and enjoyment of such private
improvements. Such additional factorsinclude, without limitation, geol ogic conditions such as earthquakes
and volcanic eruptions, topographic conditions such as earth movements, landdlides, liquefaction, floods or
fires, and climatic conditions such as tornadoes, droughts, and the possible reduction in water allocation or
availability. For example, approximately 9 homes and five buildings in one apartment complex within the
Community Facilities District were damaged or destroyed by the October 2007 Witch Creek wildfirein San
Diego County. It can be expected that one or more of such conditions may occur and may result in damage
to improvements of varying seriousness, that the damage may entail significant repair or replacement costs
and that repair or replacement may never occur either because of the cost or because repair or replacement
will not facilitate habitability or other use, or because other considerations preclude such repair or
replacement. Under any of these circumstances, the value of the Taxable Property may well depreciate or

disappear.

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

In the event of a severe earthquake, there may be significant damage to both property and
infrastructure in the Community Facilities District. As a result, the property owners may be unable or
unwilling to pay the Special Taxes when due, and the Reserve Fund may eventually become depleted. In
addition, the value of land in the Community Facilities District could be diminished in the aftermath of such
natural events, reducing the resulting proceeds of foreclosure sales in the event of delinquencies in the
payment of the Special Taxes. Development within the Community Facilities District has been built in
accordancewith applicable building codes, including requirementsrel ating to sei smic safety. No assurances
can be given that any earthquake insurance will be obtained as to any of the improvements within the
Community Facilities District.

Hazardous Substances. While government taxes, assessments, and charges are a common claim
against the value of ataxed parcel, other less common claims can occur. One of the most seriousin terms
of the potential reduction in the value that may be realized to pay the Special Taxesisaclaim with regard
to hazardous substances. In general, the owners and operators of aparcel may be required by law to remedy
conditions relating to releases or threatened rel eases of hazardous substances. The federal Comprehensive
Environmental Response, Compensation and Liability Act of 1980, sometimesreferredto as“ CERCLA” or
“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) had anything to do with creating or handling the hazardous substance. Theeffect therefore, should
any of the parcels be affected by ahazardous substance, would be to reduce the marketability and value by
the costs of remedying the condition, because the purchaser, upon becoming owner, will become obligated
to remedy the condition just asisthe seller.
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Further, it is possible that liabilities may arise in the future with respect to any of the land within
the Community Facilities District resulting from the existence, currently, of asubstance presently classified
as hazardous but which has not been released or 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
adversely affect the value of a parcel and the willingness or ability of the owner of any parcel to pay the
Specia Tax installments.

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

No Acceleration Provisions

The 2008 Bonds do not contain a provision allowing for the accel eration of the 2008 Bondsin the
event of a payment default or other default under the terms of the 2008 Bonds or the Bond Indenture.
Pursuant to the Bond Indenture, a bondowner is given the right for the equal benefit and protection of all
Bondowners similarly situated to pursue certain remedies (see APPENDIX C — “Summary of Certain
Provisions of the Bond Indenture and Escrow and Deposit Agreement” herein). So long as the 2008 Bonds
are in book-entry form, DTC will be the sole bondowner and will be entitled to exercise al rights and
remedies of a bondowner.

Community Facilities District Formation

Cdlifornia voters, on June 6, 1978, approved an amendment (“Article XI11A") to the Caifornia
Consgtitution. Section 4 of Article XII1A, requires avote of two-thirds of the qualified el ectorate to impose
“gspecial taxes,” or any additional ad valorem, salesor transaction taxeson real property. At anelectionheld
inthe Community FacilitiesDistrict pursuant tothe Act, morethan two-thirdsof thequalified electorswithin
the Community Facilities District, consisting of the landowners within the boundaries of the Community
Facilities District, authorized the Community Facilities District to incur bonded indebtednessto finance the
School Facilities and approved the Rate and Method. The Supreme Court of the State of Californiahas not
yet decided whether landowner el ections (as opposed to resident el ections) satisfy requirements of Section4
of Article XIIlA, nor has the Supreme Court decided whether the special taxes of a community facilities
district constitute a“ special tax” for purposes of Article XII1A.

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

Billing of Special Taxes

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

Under provisions of the Act, the Special Taxes are billed to the properties within the Community
Facilities District which were entered on the Assessment Roll of the County Assessor by January 1 of the
previous fiscal year on the regular property tax bills sent to owners of such properties. Such Special Tax
installments are due and payable, and bear the same penalties and interest for non-payment, as do regular
property tax installments. These Special Tax installment payments cannot be made separately from property
tax payments. Therefore, the unwillingness or inability of aproperty owner to pay regular property tax bills
as evidenced by property tax delinquencies may also indicate an unwillingness or inability to make regular
property tax payments and i nstallment payments of Special Taxesinthefuture. See“ SECURITY FOR THE
2008 BONDS — Proceeds of Foreclosure Sales’ for a discussion of the provisions which apply and
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procedures which the Community Facilities District is obligated to follow in the event of delinquency inthe
payment of installments of Special Taxes.

Inability to Collect Special Taxes

In order to pay debt service on the 2008 Bonds, it is necessary that the Special Tax levied against
land withinthe Community Facilities District be paid in atimely manner. The Community FacilitiesDistrict
has covenanted in the Bond Indenture under certain conditions to institute foreclosure proceedings against
property with delinquent Special Tax in order to obtain funds to pay debt service on the 2008 Bonds. |f
foreclosure proceedings were instituted, any mortgage or deed of trust holder could, but would not be
required to, advance the amount of the delinquent Special Tax to protect its security interest. In the event
such superior court foreclosure is necessary, there could be adelay in principal and interest paymentsto the
owners of the 2008 Bonds pending prosecution of the foreclosure proceedings and receipt of the proceeds
of theforeclosure sale, if any. No assurances can be given that the real property subject to foreclosure and
sdleat ajudicia foreclosure sale will be sold or, if sold, that the proceeds of such sale will be sufficient to
pay any delinguent Specia Tax installment. Although the Act authorizes the Board to cause such an action
to be commenced and diligently pursued to compl etion, the Act does not specify the obligations of the Board
with regard to purchasing or otherwise acquiring any lot or parcel of property sold at the foreclosure saleif
there is no other purchaser at such sale. See “SECURITY FOR THE 2008 BONDS — Proceeds of
Foreclosure Sales.”

Right to Vote on Taxes Act

An initiative measure commonly referred to asthe “Right to Vote on Taxes Act” (the “Initiative”)
was approved by the voters of the State of California at the November 5, 1996 general election. The
Initiativeadded Article XIH1C (“Article X111C") and Article X 111D to the CaliforniaConstitution. According
tothe" Titleand Summary” of theInitiative prepared by the CaliforniaAttorney General, thelnitiativelimits
“the authority of local governments to impose taxes and property-related assessments, fees and charges.”
Theprovisionsof thelnitiative asthey may relateto community facilitiesdistrict are subject tointerpretation
by the courts.

Among other things, Section 3 of Article XIII 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.”
TheAct providesfor aprocedure, whichincludes notice hearing, protest and voting requirementsto alter the
rate and method of apportionment of an existing special tax. However, the Act prohibits alegislative 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 legidative body determines that the
reduction or termination of the specia tax would not interfere with the timely retirement of that debt. On
July 1, 1997, a bill signed into law by the Governor of the State enacting Government Code Section 5854,
which states that:

“Section 3 of Article XI11C of the California Constitution, as adopted at the
November 5, 1996, general election, shall not be construed to meanthat any
owner or beneficial owner of a municipal security, purchased before or
after that date, assumestherisk of, or in any way consentsto, any action by
initiative measure that constitutes an impairment of contractua rights
protected by Section 10 of Article | of the United States Constitution.”

Accordingly, athough the matter is not free from doubt, it is likely that the Initiative has not
conferred onthevotersthe power to repeal or reducethe Special Taxesif such reductionwouldinterferewith
the timely retirement of the 2008 Bonds.

It may be possible, however, for voters or the Community Facilities District to reduce the Special
Taxes in a manner which does not interfere with the timely repayment of the 2008 Bonds but which does
reduce the maximum amount of Special Taxes that may be levied in any year below the existing levels.
Therefore, no assurance can be given with respect to thelevy of Special Taxesfor Administrative Expenses.
Furthermore, no assurance can be given with respect to the future levy of the Special Taxes in amounts
greater than the amount necessary for the timely retirement of the 2008 Bonds.
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Like its antecedents, the Initiative islikely to undergo both judicial and legidlative scrutiny before
itsimpact on the Community Facilities District and its obligations can be determined. Certain provisions
of the Initiative may be examined by the courts for their constitutionality under both State and federal
constitutional law. The Community Facilities District is not able to predict the outcome of any such
examination.

The foregoing discussion of the Initiative should not be considered an exhaustive or authoritative
treatment of theissues. The Community Facilities District does not expect to bein a position to control the
consideration or disposition of these issues and cannot predict the timing or outcome of any judicial or
legidative activity in this regard. Interim rulings, final decisions, legidlative proposals and legislative
enactments may all affect the impact of the Initiative on the 2008 Bonds as well as the market for the 2008
Bonds. Legislative and court calendar delays and other factors may prolong any uncertainty regarding the
effects of the Initiative.

Ballot I nitiativesand L egislative M easures

The Initiative was adopted pursuant to a measure qualified for the ballot pursuant to California’'s
constitutional initiative processand the State L egislature hasin the past enacted | egi sl ation which hasaltered
the spending limitations or established minimum funding provisions for particular activities. Fromtimeto
time, other initiative measures could be adopted by California voters or legislation enacted by the State
Legidature. The adoption of any such initiative or enactment of legislation might place limitations on the
ability of the State, the County, the School District or local districts to increase revenues or to increase
appropriations or on the ability of a property owner to complete the devel opment of the property.

Limited Secondary Market

There can be no guarantee that there will be a secondary market for the 2008 Bonds or, if a
secondary market exists, that such 2008 Bonds can be sold for any particular price. Althoughthe Community
Facilities District hascommitted to provide certain statutorily-required financial and operating information,
there can be no assurance that such information will be available to Bondowners on atimely basis. The
failure to provide the required annual financial information does not give rise to monetary damages but
merely an action for specific performance. Occasionally, because of general market conditions, lack of
current information, the absence of credit rating for the 2008 Bonds or because of adverse history or
economic prospects connected with a particular issue, secondary marketing practicesin connection with a
particular issue are suspended or terminated. Additionally, pricesof issuesfor which amarket isbeing made
will depend upon then prevailing circumstances. Such prices could be substantialy different from the
original purchase price.

L oss of Tax Exemption

As discussed under the caption “LEGAL MATTERS — Tax Exemption,” the interest on the 2008
Bonds could become includable in gross income for federal income tax purposes retroactive to the date of
issuance of the 2008 Bonds as a result of acts or omissions of the Community Facilities District and the
School District in violation of certain provisions of the Code and the covenants of the Bond Indenture. In
order to maintain the exclusion from grossincomefor federal incometax purposes of theinterest onthe 2008
Bonds, the School District has covenanted in the Bond Indenture not to take any action, or fail to take any
action, if such action or failure to take such action would adversely affect the exclusion from grossincome
of interest on the 2008 Bonds under Section 103 of the Internal Revenue Code of 1986, asamended. Should
such an event of taxability occur, the 2008 Bonds are not subject to early redemption and will remain
outstanding to maturity or until redeemed under the optional redemption or mandatory sinking fund
redemption provisions of the Bond Indenture. See “THE 2008 BONDS — Redemption.”

Future legidative proposals, if enacted into law, clarification of the Code or court decisions may
cause interest on the 2008 Bonds to be subject, directly or indirectly, to federal income taxation or to be
subject to or exempted from state income taxation, or otherwise prevent Beneficial Owners from realizing
thefull current benefit of thetax statusof suchinterest. Asoneexample, on May 21, 2007, the United States
Supreme Court agreed to hear an appea from a Kentucky state court which ruled that the United States
Constitution prohibited the state from providing atax exemption for interest on bondsissued by the state and
its political subdivisions but taxing interest on obligations issued by other states and their political
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subdivisions. The introduction or enactment of any such future legislative proposals, clarification of the
Code or court decisions may also affect the market price for, or marketability of, the 2008 Bonds.
Prospective purchasers of the 2008 Bonds should consult their own tax advisors regarding any pending or
proposed federal or state tax legislation, regulations or litigation, as to which Bond Counsel expresses ho
opinion.

IRS Audit of Tax-Exempt Bond Issues

Thelnternal Revenue Service (the“1RS") hasinitiated an expanded program for the auditing of tax-
exempt bond issues, including both random and targeted audits. It is possible that the 2008 Bonds will be
selected for audit by the IRS. It is also possible that the market value of such Bonds might be affected asa
result of such an audit of such 2008 Bonds (or by an audit of similar bonds).

Limitations on Remedies

Remediesavailable to the Bondowners may belimited by avariety of factorsand may beinadequate
to assure the timely payment of principal of and interest on the 2008 Bonds or to preserve the tax-exempt
status of the 2008 Bonds. See “Payments by FDIC and other Federal Agencies,” “No Acceleration
Provision” and “Billing of Special Taxes’ herein.

The Board hasnot evaluated theforegoing risks, and further, isnot awar e of any evaluation
of these risks by the landowners. Sincethese arelargely businessrisks of the type that landowners
customarily evaluateindividually, and inasmuch aschangesin land owner ship may well mean changes
intheevaluation with respect toany particular parcel of TaxableProperty, theBoard hasundertaken
financing of the acquisition and construction of the School Facilities without regard to any such
evaluation, asan incident totheorderly, planned development of the project site. Thus, formation of
the Community Facilities District by the Board in noway impliesthat the Boar d has evaluated these
risksor thereasonableness of theserisks, but tothe contrary, the Boar d hasmade no such evaluation
and isundertaking acquisition and construction of the School Facilities even though such risks may
be serious and may ultimately halt or slow the progress of land development and forestall the
realization of Taxable Property values.

LEGAL MATTERS
Legal Opinion

Thelegal opinion of Best Best & Krieger LLP, San Diego, California, Bond Counsel, approving the
validity of the 2008 Bonds will be made available to purchasers at the time of original delivery and is
attached hereto as APPENDIX E. A copy of thelegal opinionwill be printed on each 2008 Bond. McFarlin
& Anderson LLP, Lake Forest, Californiais serving as Disclosure Counsel. Best Best & Krieger LLP will
al so pass upon certain legal mattersfor the School District and the Community Facilities District as special
counsel to these entities.

Tax Exemption

Inthe opinion of Best Best & Krieger LLP, San Diego, California, Bond Counsel, subject, however
to the qualifications set forth below, under existing law, the interest on the 2008 Bonds is excluded from
grossincomefor federal income tax purposes and such interest is not an item of tax preference for purposes
of the federal alternative minimum tax imposed on individuals and corporations, provided, however, that,
for the purpose of computing the alternative minimum tax imposed on corporations (as defined for federal
income tax purposes), such interest is taken into account in determining certain income and earnings.

The opinions set forth in the preceding paragraph are subject to the condition that the Community
FacilitiesDistrict comply with all requirements of the Internal Revenue Code of 1986 (the* Code™) that must
be satisfied subsequent to the issuance of the 2008 Bonds in order that such interest be, or continue to be,
excluded from gross income for federal income tax purposes. The Community Facilities District has
covenanted in the Bond Indenture to comply with each such requirement. Failure to comply with certain of
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such requirements may cause theinclusion of such interest in grossincome for federal income tax purposes
to be retroactive to the date of issuance of the 2008 Bonds.

In the further opinion of Bond Counsdl, interest on the 2008 Bonds is exempt from California
personal income taxes.

To the extent the issue price of any maturity of the 2008 Bonds is less than the amount to be paid
at maturity of such 2008 Bonds (excluding amounts stated to be interest and payabl e at least annually over
the term of such 2008 Bonds), the difference constitutes “original issue discount,” the accrual of which, to
the extent properly alocable to each Owner thereof, is treated as interest on the 2008 Bonds which is
excluded from grossincome for federal income tax purposes and State of Californiapersonal income taxes.
For this purpose, the issue price of a particular maturity of the 2008 Bonds in the first price at which a
substantial amount of such maturity of the 2008 Bondsis sold to the public (excluding bond houses, brokers,
or similar persons or organi zations acting in the capacity of underwriters, placement agents or wholesalers).
The original issue discount with respect to any maturity of the 2008 Bonds accrues daily over the term to
maturity of such 2008 Bonds on the basisof aconstant i nterest rate compounded semiannually (with strai ght-
line interpolations between compounding dates). The accruing original issue discount is added to the
adjusted basis of such 2008 Bonds to determine taxable gain or loss upon disposition (including sale,
redemption, or payment on maturity) of such 2008 Bonds. Owners of the 2008 Bonds should consult their
own tax advisors with respect to the tax consequences of ownership of the 2008 Bonds with original issue
discount, including the treatment of purchaserswho do not purchase such 2008 Bondsinthe original offering
to the public at the first price at which a substantial amount of such 2008 Bonds is sold to the public.

The 2008 Bonds purchased, whether at original issuance or otherwise, for an amount greater than
their principal amount payable at maturity (or, in some cases, at their earlier call date) (“ Premium Bonds”)
will be treated as having amortizable bond premium. No deduction is allowable for the amortizable bond
premium in the case of bonds, like the Premium Bonds, theinterest on which is excluded from grossincome
for federa income tax purposes. However, a purchaser’s basis in a Premium Bond, and under Treasury
Regulations, the amount of tax exempt interest received will be reduced by the amount of amortizable bond
premium properly allocable to such purchaser. Owners of Premium Bonds should consult their own tax
advisorswith respect to the proper treatment of amortizable bond premiumintheir particular circumstances.

Owners of the 2008 Bonds should al so be aware that the ownership or disposition of, or the accrual
or receipt of interest on, the 2008 Bonds may have federal or state tax consegquences other than as described
above. Bond Counsel expresses no opinion regarding any federal or state tax consequences arising with
respect to the 2008 Bonds other than as expressly described above.

Should the interest on the 2008 Bonds become includable in gross income for federal income tax
purposes, the 2008 Bonds are not subject to early redemption asaresult of such occurrence and will remain
outstanding until maturity or until otherwise redeemed in accordance with the Bond Indenture.

Bond Counsel’ s opinion may be affected by action taken (or not taken) or events occurring (or not
occurring) after the date of issuance of the 2008 Bonds. Bond Counsel has not undertaken to determine, or
to inform any person, whether any such action or events are taken or do occur, or whether such actions or
events may adversely affect the value of tax treatment of a 2008 Bond and Bond Counsel expresses no
opinion with respect thereto.

Although Bond Counsel has rendered an opinion that interest on the 2008 Bondsis excluded from
gross income for federal income tax purposes provided the Community Facilities District continues to
comply with certain requirements of the Code, the accrual or receipt of interest on the 2008 Bonds may
otherwise affect the tax liability of the recipient. The extent of these other tax consequences will depend
upon the recipient’ s particular tax status and other items of income or deductions. Bond Counsel expresses
no opinion regarding any such consequences. Accordingly, all potential purchasers should consult their tax
advisors before purchasing any of the 2008 Bonds.

It is possiblethat subsequent to the issuance of the 2008 Bondsthere might be federal, state or local
statutory changes (or judicial or regulatory interpretations of federal, state or local law) that affect the
federal, state or local tax treatment of the 2008 Bonds or the market value of the 2008 Bonds. No assurance



can be given that subsequent to the issuance of the 2008 Bonds such changes or interpretations will not
occur.

Absence of Litigation

Nolitigationispending or threatened concerning the validity of the 2008 Bonds. Thereisno action,
suit or proceeding known by the Community Facilities District or the School District to be pending at the
present time restraining or enjoining the delivery of the 2008 Bonds or in any way contesting or affecting
thevalidity of the 2008 Bonds or any proceedings of the Community Facilities District or the School District
taken with respect to the execution thereof. A no litigation certificate executed by the School District will
be delivered to the Underwriter simultaneously with the delivery of the 2008 Bonds.

No General Obligation of School District or Community Facilities District

The 2008 Bonds are not general obligations of the School District or the Community Facilities
District, but arelimited obligations of the Community Facilities District payable solely from proceeds of the
Specia Tax and proceedsof the 2008 Bonds, including amountsinthe 2008 Bonds Reserve Account, Special
Tax Fund and Bond Fund and investment income on funds held pursuant to the Bond Indenture (other than
as necessary to be rebated to the United States of America pursuant to Section 148(f) of the Code and any
applicable regulations promul gated pursuant thereto). Any tax levied for the payment of the 2008 Bonds
shall be limited to the Special Taxes to be collected within the Community Facilities District.

Verification of Mathematical Accuracy

Grant Thornton LLP, Minneapolis, Minnesota, independent accountants, upon delivery of the 2008
Bonds, will deliver areport on the mathematical accuracy of certain computations contained in schedules
provided to them which were prepared by the Underwriter relating to the sufficiency of moneys and
securities deposited into the Escrow Fundsto pay, when due, the principal, whether at maturity or upon prior
prepayment, interest and prepayment premium requirements of the 1998 Bonds and the 2003 Refunded
Bonds.

The report of Grant Thornton LLP will include the statement that the scope of its engagement is
limited to verifying the mathematical accuracy of the computations contained in such schedules provided to
it, and that it hasno obligation to update itsreport because of eventsoccurring, or dataor information coming
to its attention, subsequent to the date of its report.

RATINGS

The ratings assigned to the 2008 Bonds shall be as specified on the cover of the Official Statement
based on the ability of the Community Facilities District to secure bond insurance and the assignment of a
rating by the designated rating agency or rating agencies. Asnoted onthe cover, Standard & Poor’ s Ratings
Group, aDivision of McGraw Hill (“ Standard & Poor’ s’) hasassigned their municipal bondrating of “AAA”
and their underlying rating of “AA-" and Fitch Ratings (“Fitch™) has assigned their rating of “AAA” to the
2008 Bonds. Such ratings reflect only the view of such organizations and any desired explanation of the
significance of such ratings should be obtained from the rating agency furnishing the same. Generaly, a
rating agency basesits rating on the information and materials furnished to it and on investigations, studies
and assumptions of itsown. There is no assurance that such ratings will continue for any given period of
time or that such ratingswill not be revised downward or withdrawn entirely by the rating agencies, if inthe
judgment of suchrating agencies, circumstancessowarrant. Except asset forthin the Continuing Disclosure
Agreement, the Community Facilities District undertakes no responsibility to bring to the attention of the
Owners of the Bonds any downward revision or withdrawal of arating. The Community Facilities District
undertakes no responsibility to oppose any such revision or withdrawal. Any such downward revision of
withdrawal of such ratings may have an adverse effect on the market price of the 2008 Bonds.
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UNDERWRITING

The 2008 Bonds are being purchased by the Stone & Youngberg LLC at a purchase price of
$49,691,353.35 (which represents the aggregate principal amount of the 2008 Bonds $48,420,000.00, less
an underwriter’s discount of $484,200.00, plus a net premium of $1,755,553.35).

The purchase agreement rel ating to the 2008 Bonds provides that the Underwriter will purchase all
of the 2008 Bonds, if any are purchased, the obligation to make such purchase being subject to certain terms
and conditions set forth in such purchase agreement.

TheUnderwriter may offer and sell the 2008 Bondsto certain dealersand othersat priceslower than
the offering price stated on the inside cover page hereof. The offering prices may be changed from time to
time by the Underwriter.

PROFESSIONAL FEES

Fees payable to certain professionals, including the Underwriter, McFarlin & Anderson LLP, as
Disclosure Counsel, Best Best & Krieger LLP, asBond Counsel, and ZionsFirst National Bank, asthe Fiscal
Agent, are contingent upon theissuance of the 2008 Bonds. Thefeesof DolinkaGroup LLC, as Specia Tax
Consultant, arein part contingent upon the issuance of the 2008 Bonds.

MISCELLANEOUS

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

Any statementsin this Official Statement involving matters of opinion, whether or not expressly so
stated, areintended as such and not asrepresentatives of fact. ThisOfficial Statement isnot to be construed
asacontract or agreement between the Community Facilities District and the purchasers or owners of any
of the 2008 Bonds.

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

COMMUNITY FACILITIESDISTRICT NO. 1 OF THE
POWAY UNIFIED SCHOOL DISTRICT

By: /s/ John P. Coallins
John P. Callins, Deputy Superintendent of the
Poway Unified School District on behalf of
Community Facilities District No. 1 of the Poway
Unified School District
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APPENDIX A
GENERAL INFORMATION ABOUT THE POWAY UNIFIED SCHOOL DISTRICT

The following information relating to the School District is included only for the purpose of
supplying general information regarding the School District. Neither the faith and credit nor the taxing
power of the School District has been pledged to payment of the 2008 Bonds, and the 2008 Bonds will not
be payable from any of the School District’ s revenues or assets.

I ntroduction

Unless otherwise indicated, the following financial, statistical and demographic data has been
provided by the School District. Additional information concerning the School District and copies of the
most recent and subsequent audited financial reports of the School District may be obtained by contacting:
Poway Unified School District, 13626 Twin Peaks Road, Poway, California92064-3034, Attention: Deputy
Superintendent.

General Information

The School District is a school district organized under the laws of the State of California. The
School District wasestablished in 1962. The School District provideseducationinstruction for gradesK-12
within an approximately 99.1 square mile areaof San Diego County. The School District currently operates
23 (K-5) elementary schools, six (6-8) middle schools, four comprehensive high schools (9-12), one
continuation high school and one (1) adult school. The School District includesthe City of Poway, the City
of San Diego and unincorporated areas of the County. The School District’s projected average daily
attendance (“ADA™) computed in accordance with Statelaw for the 2007-08 academi ¢ year isapproximately
32,365. As of January 1, 2007, the estimated population within the School District’s boundaries was
approximately 186,208.

Administration and Enrollment

The School District isgoverned by the Board of Education. The five Board members are elected to
four-year terms in alternate dates of three and two in elections held every two years. If avacancy arises
during any term, the vacancy isfilled by an appointment by amajority vote of the remaining Board members
and, if thereis no majority, by a special election.

The Superintendent of the School District isresponsible for administering the affairs of the School
Digtrict in accordance with the policies of the Board. The School District also employs a Deputy
Superintendent, three Superintendents for Learning Support Services and an Associate Superintendent of
Personnel Support Services.

From Fiscal Y ear 2004-05 through Fiscal Y ear 2006-07, the School District’ s enrollment decreased
by 42. Information concerning enrollment for these years, aswell as estimated Fiscal Y ear 2007-08 are set
forth below:

Poway Unified School District
Student Enrollment

District Base
CBEDS District Average Revenue
Fiscal Year Enrollment Daily Attendance Limit
2004-05 32,915 31,798 $4,809.31
2005-06 32,645 31,525 5,125.00
2006-07 32,873 31,817 5,527.00
2007-08 32,282 32,365 5,780.00

Source: California Department of Education and the School District.



Labor Relations

Asof January 1, 2008, the School District employed approximately 1,898 certificated professionals
and approximately 1,855 classified empl oyees. Thecertificated professional s, except management and some
part-time employees, are represented by the bargaining unit as noted below:

Poway Unified School District
District Employees

Approximate

Number of
Employees Contract
Labor Organization In Organization ~ Expiration Date
Poway Federation of Teachers (PFT), Local 2357 1,654 June 30, 2009
Service Employees International Union 493 June 30, 2008
Cdlifornia School Employees Association 1,266 June 30, 2009

Source: The School District.
Retirement Programs

TheSchool District participatesinthe State of CaliforniaTeachersRetirement System (“ CaSTRS").
Thisplan coverscertificated employees. The School District’ semployer contributionsto Cal STRSfor Fiscal
Y ear 2004-05 was approximately $9,450,619, in Fiscal Y ear 2005-06 was approximately $10,013,458, in
Fiscal Year 2006-07 was approximately $10,869,404 and in Fiscal Year 2007-08 is budgeted at
approximately $11,438,188. In order to receive Ca STRS benefits, an employee must be at least 55 years
old and have provided ten years of serviceto California public schools.

TheSchool District also participatesin the State of CaliforniaPublic EmployeesRetirement Systems
(“CalPERS”). Thisplan coversall classified personnel who are employed 1,000 or more hours per fiscal
year. The School District’semployer contributionsto CalPERSfor Fiscal Y ear 2004-05 was approximately
$4,856,272, in Fisca Year 2005-06 was approximately $4,867,201, in Fisca Year 2006-07 was
approximately $4,430,815 and in Fiscal Year 2007-08 is budgeted at approximately $5,198,894.

Contribution ratesto thesestwo retirement systemsvary annually depending on changesin actuarial
assumptions and other factors, such as changesin retirement benefits. The contribution rates are based on
statewide rates set by the CalSTRS and CalPERS retirement boards. Cal STRS has asubstantial statewide
unfunded liability. Since thisliability has not been broken down by each school district, it isimpossibleto
determine the School District’s share.

The School District providescertain post retirement healthcare benefits, for empl oyees up to age 65.
The School District’s contribution for these benefits for the Fiscal Year ending June 30, 2005, was
approximately $651,520, for the Fiscal Y ear ending June 30, 2006, was approximately $758,340, for the
Fiscal Y ear ending June 30, 2007, was approximately $942,340 and for the Fiscal Y ear ending June 30, 2008,
isestimated to be approximately $1,141,204. The program isoperated on apay-as-you-go basisand budgets
the current costs each year with an increase based on actual health and welfare increases.

The Governmental Accounting Standards Board (“GASB”) has recently released its Statement
Number 45 (“Statement Number 45”), which will require municipalities to account for other post-
employment benefits (meaning other than pension benefits) liabilities much like municipalities are required
toaccount for pension benefits. Although Statement Number 45 encouragesearlier adoption, implementation
isrequired by thefiscal year beginning after December 15, 2006, for municipalities, like the School District
with revenues over $100 millionin afiscal year. (Annual revenues determined for fiscal years ending after
June 15, 1999).



The School District does not presently recognize aliability for future post employment health care
benefits. However, The Epler Co, San Diego, California, has prepared an actuarial valuation of the School
District’ sretiree health insurance benefits and reportsthat, as of January 1, 2006, the School District hasan
accrued unfunded liability of approximately $34.46 million. It is expected that a change to an accrual
accounting method under Statement Number 45 would morethan triple the School District’ scurrent pay-as-
you-go contribution for these healthcare benefits.

Insurance

The School District maintainscommercial insurance or self-insurance for property damage, general
liability and workers' compensation in such amounts and with such retentions and other terms as the School
District believes to be adequate based on actual risk exposures and as may be required by statute.

In 1998, the State of California authorized the School District to operate a Self-Insured Workers
Compensation Plan to finance liabilities arising from employee industrial injuries. The School District
responded by implementing such a plan on July 1, 1998. Effective July 1, 2005, the School District joined
a fully insured workers' compensation Joint Powers Authority (JPA) known as the Protected Insurance
Programfor Schools(“PIPS"). The School District retainsresponsibility for all previous self-insured claims
andwill managethemuntil they close. Kennan & Associatesisthe claimsadministrator for both self-insured
and PIPS claims.

The School District operates a self-insurance program to cover general liability claim losses up to
alimit of $50,000 per claim and for property losses up to $25,000 per claim. Lower self-insured retentions
apply to boiler and machinery/energy systems ($1,000 per claim) and crimelosses ($500 per claim). Excess
property and liability insurance is acquired through a combination of pooling through a joint powers
authority and purchase of commercial insurance and reinsurance policies. For example, one JPA (the
Southern CaliforniaRegional Liability Excess Fund) (“ SCR”) furnishes $5,000,000 in government liability
coverage and a second JPA (the Schools Excess Liability Fund) (“SELF") provides coverage from
$5,000,001 to $15,000,000. Effective July 1, 2007, the SCR coverage increased from $5,000,000 to
$25,000,000, replacing and expanding the limits of the coverage formerly provided by the SELF.
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APPENDIX B
RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAX
The Special Tax applicable to each Residential Property in Community Facilities District No. 1 (“CFD
No. 1") shall be determined by applying to such property the appropriate Special tax rate described below.
No tax shall be levied on commercial and/or industrial property.

CLASSIFICATION OF RESIDENTIAL PROPERTY

All Residential Property shall be classified as either Developed Property or Undeveloped Property.
Additionally, all Developed Property shall be further classified into one of the housing categoriesidentified
below.

Each Residential Property shall only be subject to an amount not to exceed the maximum Special Tax rate
applicable to its classification.

DEVELOPED PROPERTY TAX RATES

Each Developed Property shall be subject to one of the following Special Tax rates as applicable:
Initial Special Tax:

The maximum Specia Tax rate applicable to any Developed Property for the Initial Fiscal Year for such
property shall bethethen effectiveInitial Special Tax for the housing category for such property. Thelnitial
Specia Tax for the Fiscal Year commencing July 1, 1987, is as follows:

Housing Classification Housing Size (Square Feet) Initial Special Tax
Single family detached Over 2,100 $714.27
1,901 -2,100 $650.76
1,701 - 1,900 $610.74
1,401 -1,700 $569.85
1,251 -1,400 $500.25
1,250 and under $486.33
Single family attached Over 1,400 $464.58
1,251 1,400 $442.83
1,101 - 1,250 $438.48
901 -1,100 $375.84
751 —-900 $354.09
750 and under $331.47
Apartments/mobile home* Over 900 $220.98
751 -900 $199.23
750 and under $176.61

(* Any dwelling unit approved by the City of San Diego as a condominium shall be taxed as an apartment
if such dwelling unit is utilized as an apartment until such time as the County Assessor assigns a separate
assessor's parcel number to such dwelling unit, after which time the dwelling unit shall be taxed as single
family attached.)

Commencing July 1, 1988, the above Initial Special Tax rates for each Fiscal Year shal be subject to
escalation by an amount equal to the percentage increasein the Building Cost Index for the preceding Fiscal
Y ear multiplied times the Initial Special Tax for such preceding Fiscal Y ear.



Annual Special Tax:

For each Fiscal Year following the Initial Fiscal Year for any Developed Property, such property shall be
subject to an Annual Special Tax which shall equal the Initial Special Tax for such property subject to
escalation in an amount not to exceed 2% per Fiscal Year. Provided, however, that commencing with the
Fiscal Year beginning July 1, 1990, the Board may escalate the Annual Special Tax in each Fiscal Year up
to an additional 2% for such Fiscal Y ear, only if the Board determines prior to the commencement of each
such Fiscal Year, at an annual public hearing on such matter duly called and noticed, that such rate of
escalation for such Fiscal Y ear is hecessary to pay debt service, fund any required sinking fund, and finance
School Facilitiesfor such Fiscal Year. In no event, however, shall the escalation of the Annual Special Tax
exceed four percent (4%) for any one Fiscal Year.

UNDEVELOPED PROPERTY TAX RATE

In the event that on July 1 of any Fiscal Y ear, the sum of

(i) the maximum projected revenues that could be generated from the Special Tax if they were
applied to all Developed Properties at the maximum rate possibl e (including without limitation
increases that would result from the application of the Maximum Escalators), and

(i) all Surplus Funds, shall be insufficient to pay principal of and interest on the bonds of CFD
No. 1 at that time outstanding for such Fiscal Year, and to make any deposits required to be
made with respect to any reserve fund created with respect to such bonds for such Fiscal Year,
all Undevel oped Property shall be subject to a Special Tax for such Fiscal year only, at arate
not to exceed $750 per acre of Net Undevel oped Property (or aproportionate amount thereof for
any portion of such acre), as calculated below. Such Special Tax on the Undevel oped Property
shall be calculated for each acre (or fraction thereof) of Net Undevel oped Property asfollows:

The amount minimally required to pay, for such Fiscal Y ear, the shortfall of principal of and interest on the
bonds of CFD No. 1 at that time outstanding and to make any required deposits into any reserve fund
established with respect to such bonds (such minimum shortfall to be calculated in accordance with the
preceding sentence), shall bedivided by the number of acres (including factionsthereof) of Net Undevel oped
Property.

DEFINITIONS

“Annual Special Tax” means the maximum special tax that may be levied on any Developed Property for
any Fiscal Year following theinitial Fiscal year for such property, and shall be levied as long as necessary,
for aperiod not to exceed 24 years for such Devel oped Property, to pay for authorized School Facilities and
discharge authorized bond obligations of CFD No. 1.

“Board” means the Board of Education of the School District or its designee.

“Building Cost Index” shall mean the Building Cost Index for the City of Los Angeles based upon the most
recently released data prior to June 30™ of each Fiscal Year as set forth in the Engineering News-Record
(ENR) published in the McGraw-Hill Construction Weekly.

“Developed Property” meansany Residential Property for which abuilding permit for aresidential dwelling
unit(s) has been issued by March 1% of the prior Fiscal Year.

“Fiscal Year” meansthe period from July 1% of any calendar year through June 30™ of thefollowing calendar
year.

“Housing Size” means the habitable square footage for initial City-issued building permits only, excluding
garages, overhangs and covered patios.

“Initial Fiscal Year” meansfor any Devel oped Property the Fiscal Y ear commencing the July 1% following
the date of the issuance of a building permit for aresidential dwelling unit(s) for such property.



“Initial Special Tax” meansthe maximum specia tax that may belevied on any Devel oped Property for the
Initial Fiscal Year.

“Maximum Escalator” means, with respect to Devel oped Property, the application of the maximum annual
escal ations permitted pursuant to this Special Tax Formula, assuming apublic hearing hasbeen held to permit
an annual 4% escalation (whether or not such public hearing has been held).

“Net Undeveloped Property” meansfor any lot or parcel of Undevel oped Property, thegrossacreage of said
lot or parcel less the acreage of (1) all publicly dedicated open space or such open space designed on any
recorded final map or designated onthe Community Planfor thelot or parcel, (2) all publicly dedicated streets
with aright-of -way width of 98 feet or more or any such public street designated on the Community Plan for
thelot or parcel, and (3) all other publicly dedicated parks, libraries, fire stations and other similar buildings
and facilities or such buildings, facilities and properties which are designated on the applicable Community
Plan for public dedication or ownership, and (4) all public utility easements located outside existing or
proposed public rights-of -way.

“Residential Property” meansany lot or parcel of land located within the boundaries of CFD No. 1 which
is used, zoned, or designated for residential purposes on the applicable General Plan, Specific Plan or
Community Plan which the City of San Diego utilizes and relies upon in granting building permits for
residential development.

“School Facilities” meansonly those publicfacilitiesidentifiedinthe Description of Facilitiesfor CFD No. 1
on filein the Office of the Secretary of the Board.

“Sinking Fund” means any fund funded from Developed Property Specia Tax revenues dedicated for
payment of debt service of the Community Facilities District No. 1 special tax bonds, or for the construction
of School Facilities, which fund shall not exceed $15,000,000 in any Fiscal Year.

“SurplusFunds’ shall consist of al of thefollowing: (a) all Special Tax revenues previously collected from
CFD No. 1 and legally available to pay principal of and interest on bonds of CFD No. 1 at that time
outstanding and to pay amounts required to be deposited into any reserve account established with respect
to such bonds; (b) al moniesin any reserve fund established with respect to the bonds of CFD No. 1 at that
time outstanding which is in excess of the minimum amount required to be on deposit therein; © all state
funds collected and other funds received, and properly allocable to the School Facilities or the students
enrolled in the School Facilities and which funds are legally eligible to be used for the School Facilities, and
are not used to directly finance costs of the School Facilities; and (d) any amount on deposit in any Sinking
Fund established with respect to such bonds.

“Undeveloped Property” means all Residential Property not classified as Developed Property.



[THISPAGE INTENTIONALLY LEFT BLANK]



APPENDIX C

SUMMARY OF CERTAIN PROVISIONS OF THE BOND INDENTURE AND ESCROW AND
DEPOSIT AGREEMENT

The following is a summary of selected provisions of the Indenture and the Escrow Deposit and
Trust Agreement. This summary does not purport to be complete or definitive and is quaified in its
entirety by reference to the full terms of the documents summarized herein. Purchasers of the Series 2008
Bonds are referred to the complete text of each respective document, copies of which are available upon
regquest from the Fiscal Agent.

Definitions. Unless the context otherwise requires, the following terms shall have the following
meanings for purposes of the Indenture and the Escrow Deposit and Trust Agreement:

“Account” means any account created pursuant to the Indenture.

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

“Administrative Expense Fund” means the fund by that name established pursuant to the
Indenture in which there are established the Accounts described in the Indenture.

"Administrative Expense Requirement” means the amount of $100,000 in the first Bond Year,
increased by two percent (2%) per Bond Y ear thereafter and provided further that the District may in its
sole discretion, fund additional Administrative Expenses, without limitation, from any other funds
available to the District, including the Special Revenue Fund.

"Administrative Expenses' means the ordinary and necessary fees and expenses for
determination of the Special Tax and administering the levy and collection of the Special Tax and of
servicing the Bonds, including any or all of the following: the fees and expenses of the Fiscal Agent
(including any fees or expenses of its counsel), the expenses of the District or the School District in
carrying out their duties under the Indenture (including, but not limited to, annual audits, specia tax
consultants and attorneys and costs incurred in the levying and collection of the Special Taxes or
complying with any information disclosure requirements of state or federa laws) including the fees and
expenses of their counsdl, all other costs and expenses of the District, including, but not limited to, Policy
Costs with respect to the Bond Insurance Policy or the Reserve Palicy, the School District or the Fiscal
Agent incurred in connection with the discharge of their respective duties under the Indenture, any rebate
due and owing on the Bonds as determined by the Administrator and all other costs of the School District
in any way related to the administration of the District.

"Administrator" or “Authorized Representative” means the Superintendent, the Deputy
Superintendent and any officer of the School District specified by the Superintendent or the Deputy
Superintendent in writing to the Fiscal Agent as an authorized representative of the School District acting
for and on behalf of the District for purposes of the Indenture.

"Authorized Investments' or "Qualified Investments' means, subject to applicable law:

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

2. Federal Housing Administration debentures.

3. The listed obligations of government-sponsored agencies which are not backed by the full
faith and credit of the United States of America

- Federal Home L oan Mortgage Corporation (FHLMC)
Participation certificates (excluded are dstripped mortgage
securities which are purchased at prices exceeding their principal
amounts)
Senior Debt obligations

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

- Federal Home Loan Banks (FHL Banks)
Consolidated debt obligations

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

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

- Financing Corporation (FICO)
Debt obligations

- Resolution Funding Corporation (REFCORP)
Debt obligations

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

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

6. Commercia paper (having original maturities of not more than 270 days rated "A-1 +" by
S& P and "Prime-1" by Moody's).

7. Money market funds rated "AAmM" or "AAM-G" or better by S&P and "Prime-1" by
Moody's (including those of the Fiscal Agent or its affiliates).

8. "State Obligations," which means:



A. Direct genera obligations of any state of the United States of America or any
subdivision or agency thereof to which is pledged the full faith and credit of a state the unsecured general
obligation debt of which israted "A3" by Moody's and "A" by S&P, or better, or any obligation fully and
unconditionally guaranteed by any state, subdivision or agency whose unsecured general obligation debt
iS SO rated.

B. Direct general short-term obligations of any state agency or subdivision or
agency thereof described in A. above and rated "A-1 +" by S&P and "Prime-1" by Moody's.

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

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

A. the municipal obligations are (1) not subject to redemption prior to maturity or
(2) the trustee for the municipal obligations has been given irrevocable instructions concerning their call
and redemption and the issuer of the municipal obligations has covenanted not to redeem such municipal
obligations other than as set forth in such instructions;

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

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

D. the cash or United States Treasury Obligations serving as security for the
municipal obligations are held by an escrow agent or trustee in trust for owners of the municipa
obligations;

E. no substitution of a United States Treasury Obligation shall be permitted except
with another United States Treasury Obligation and upon delivery of anew Verification; and

F. the cash or United States Treasury Obligations are not available to satisfy any
other claims, including those by or against the trustee or escrow agent.

10. Repurchase agreements:

With (1) any domestic bank, or domestic branch of aforeign bank, the long term debt of
which is rated at least "A" by S&P and Moody's; or (2) any broker-dealer with "retail customers' or a
related affiliate thereof which broker-dealer has, or the parent company (which guarantees the provider)
of which has, long-term debt rated at least "A" by S& P and Moody's, which broker-dealer falls under the
jurisdiction of the Securities Investors Protection Corporation; or (3) any other entity rated "A" or better
by S& P and Moody's and acceptable to the Bond Insurer, provided that:

A. The market value of the collateral is maintained at levels and upon such
conditions as would be acceptable to S&P and Moody's to maintain an "A" rating in an "A" rated
structured financing (with a market value approach);
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B. The Fiscal Agent or athird party acting solely as agent therefor or for the District
(the "Holder of the Collateral™) has possession of the collateral or the collateral has been transferred to the
Holder of the Collateral in accordance with applicable state and federal laws (other than by means of
entries on the transferor's books);

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

D. All other requirements of S& P and Moody's in respect of repurchase agreements
shall be met.

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

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

respectively.

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

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

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

(©)) the investment agreement shall state that it is the unconditional and genera
obligation of, and is not subordinated to any other obligation of, the provider thereof;

(@] the Digtrict or the Fiscal Agent receives the opinion of domestic counsel (which
opinion shall be addressed to the District and the Bond Insurer) 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 Bond Insurer,

5) the investment agreement shall provide that if during its term



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

(b) the provider's rating by either S&P or Moody's is withdrawn or
suspended or falls below "A-" or "A3", respectively, the provider must, at the direction of the District or
the Fiscal Agent (who shall give such direction if so directed by the Bond Insurer), within 10 days of
receipt of such direction, repay the principal of and accrued but unpaid interest on the investment, in
either case with no penalty or premium to the District or Fiscal Agent; and

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

@) the investment agreement must provide that if during its term

@ the provider shall default in its payment obligations, the provider's
obligations under the investment agreement shall, at the direction of the District or the Fisca Agent (who
shall give such direction if so directed by the Bond Insurer), be accelerated and amounts invested and
accrued, but unpaid interest thereon shall be repaid to the District or Fiscal Agent, as appropriate, and

(b) 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 providers obligations
shall automatically be accelerated and amounts invested and accrued, but unpaid interest thereon shall be
repaid to the District or Fiscal Agent, as appropriate.

"Authorized Representative of the School District” means any officer of the School District
specified by the Superintendent or the Associate Superintendent, Business Support Services, of the
School District in writing to the Fiscal Agent as an authorized representative of the School District for
purposes of the Indenture and First Supplemental Bond Indenture.

"Average Annual Debt Service" means the average over al Bond Years of the annua debt
service from the date of the Bonds to their maturity, including:

(D) the principal amount of all Outstanding Bonds payable in such Bond Year either at
maturity or pursuant to a Sinking Fund Payment; and

2 the interest payable on the aggregate principal amount of the Bonds Outstanding in such
Bond Y ear assuming the Bonds are retired as schedul ed.

"Bond Counsel" means an attorney or a firm of attorneys, selected by the District, of nationally
recognized standing in matters pertaining to the tax treatment of interest on bonds issued by states and
their political subdivisions, duly admitted to the practice of law before the highest court of any state of the
United States of America or the District of Columbia.
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"Bond Fund" means the fund by that name established pursuant to the Indenture.

"Bond Insurer" means, as to the Series 2003 Bonds, the Series 2003 Bond Insurer and, as to the
Series 2008 Bonds, the Series 2008 Bond Insurer.

"Bond Register" means the books which the Fisca Agent shall keep or cause to be kept, on
which the registration and transfer of the Bonds shall be recorded.

"Bond Year" means each twelve-month period extending from October 2 in one calendar year,
except in the case of the initial Bond Y ear which shall be the period from the Closing Date to October 1,
1998 asto the Series 1998 Bonds, from February 13, 2003 to October 1, 2003 as to the Series 2003 Bonds
and from March 26, 2008 to October 1, 2008 as to the Series 2008 Bonds.

"Bondowner" or "Owner" means the person or persons in whose name or names any Bond is
registered.

"Bonds' means the Poway Unified School District Community Facilities District No. 1 Series
2003 Special Tax Bonds and the Poway Unified School District Community Facilities District No. 1
Series 2008 Specia Tax Refunding Bonds and, if the context requires, any Parity Bonds issued in
accordance with the Indenture, at any time Outstanding under the Indenture or any Supplement.

“Business Day” means any day other than (a) a Saturday or Sunday or (b) a day on which
banking ingtitutions in the State of New York are or the 2008 Bond Insurer’s Fiscal Agent is, authorized
or required by law or executive order to remain closed.

"Closing Date" or "Date of Delivery" means, as to the Series 2003 Bonds, February 13, 2003,
and as to the Series 2008 Bonds, March 26, 2008.

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

"Costs of Issuance" means the costs and expenses incurred in connection with the issuance and
sale of the Bonds including the acceptance and initial annual fees and expenses of the Fiscal Agent and
the Escrow Bank, legal fees and expenses, costs of reproducing the Bonds costs of printing the
preliminary and final Official Statements for the Bonds, fees of financial consultants, fees payable to the
initial purchaser of the Bonds, the premium payable to the Bond Insurer of the Bonds and other fees and
expenses set forth in arequest of the District.

"County" means the County of San Diego, California.

"Didtrict" means Community Facilities District No. 1 of the Poway Unified School District
established pursuant to the Act.

"Escrow Agreement” means the Escrow Deposit and Trust Agreement dated as of March 1, 2008
by and between the District and Zions First National Bank pertaining to defeasance and redemption of the
Series 1998 Bonds with the exception of the Series 1998 Bonds maturing on October 1, 2008 and that
portion of the Series 2003 Bonds maturing on October 1, 2018, October 1, 2021, October 1, 2022 and
October 1, 2026.



"Escrow Bank" means Zions First National Bank, acting in its capacity as escrow bank pursuant
to the Escrow Agreement.

"Escrow Fund' means the fund by that name established by the Escrow Bank pursuant to the
Escrow Agreement.

"First Supplemental Bond Indenture” means the First Supplemental Bond Indenture dated as of
January 1, 2003, by and between the District and U.S. National Bank.

“Fiscal Agent” is hereby amended to mean Zions First National Bank

"Fiscal Year" means the twelve-month period terminating on June 30 of each year, or any other
annual accounting period hereafter selected and designated by the School District as its Fiscal Year in
accordance with applicable law.

"Gross Taxes' means the amount of all Specia Taxes and proceeds from the sale of property
collected pursuant to the foreclosure provisions of the Indenture for the delinquency of such Specid
Taxes and proceeds from any security for payment of Special Taxesin lieu of foreclosure.

"Indenture" means the Master Indenture as amended and supplemented by the First Supplemental
Bond Indenture and the Second Supplemental Bond Indenture and as may be further supplemented
pursuant to the terms thereof.

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

(D) isin fact independent and not under the domination of the Digtrict or any of the property
owners within the District;

2 does not have any substantial interest, direct or indirect, in the District or any of the
property owners within the District; and

(©)) is not connected with the District as a member, officer or employee of the District or any
of the property owners within the District, but who may be regularly retained to make annual or other
reportsto the Didtrict.

"Interest Payment Date" means April 1 and October 1 of each year, commencing October 1, 1998
as to the Series 1998 Bonds, October 1, 2003 as to the Series 2003 Bonds and October 1, 2008 as to the
Series 2008 Bonds.

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

"Master Indenture” means the Bond Indenture, dated as of January 1, 1998, by and between the
District and First Trust of California, National Association, predecessor to U.S. Bank, N. A., as Fiscal
Agent.

"Maximum Annual Debt Service' means the maximum sum obtained for any Bond Year by
totaling the following for such Bond Y ear:



(D) the principal amount of all Outstanding Bonds payable in such Bond Year either at
maturity or pursuant to a Sinking Fund Payment; and

2 the interest payable on the aggregate principal amount of all Bonds Outstanding in such
Bond Year if the Bonds are retired as scheduled.

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

"Net Taxes' means the amount of al Gross Taxes minus the Administrative Expense
Requirement.

"Ordinance” means Ordinance No. 1-88 as amended and continued by Ordinance 98-2, each
adopted by the legidative body of the District providing for the levy of the Special Tax.

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

(D) Bonds theretofore cancelled or surrendered for cancellation in accordance with the
Indenture;

2 Bonds for payment or redemption of which monies shall have been theretofore deposited
in trust (whether upon or prior to the maturity or the redemption date of such Bonds), provided that, if
such Bonds are to be redeemed prior to the maturity thereof, notice of such redemption shall have been
given as provided in the Indenture; and

3 Bonds which have been surrendered to the Fiscal Agent for transfer or exchange or for
which areplacement has been issued pursuant to the Indenture.

4 Bonds defeased but without notice being given pursuant to the Indenture.

"Owner" or "Bondowner" means the person or persons in whose name or names any Bond is
registered.

"Parity Bonds' means al bonds, notes or other similar evidences of indebtedness hereafter
issued, payable out of the Net Taxes and which, as provided in the Indenture or any Supplement, rank on
a parity with the Bonds.

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

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

"Record Date" means the fifteenth (15th) day of the month preceding an Interest Payment Date
whether or not such day is a business day.

"Regulations’ means the fina, temporary and proposed Treasury Regulations promulgated
pursuant to Sections 103 and 141 through 150 of the Code.

"Reserve Fund" means the fund by that name established pursuant to the Indenture in which there
are established the Accounts described in the Indenture.



"Reserve Reguirement" means, with respect to the Bonds and any Parity Bonds, as of any date of
calculation an amount equal to the lesser of (1) ten percent (10%) of the original proceeds of the Bonds or
any Parity Bonds, (2) Maximum Annual Debt Service on the Bonds or Parity Bonds, or (3) one hundred
twenty-five percent (125%) of the Average Annual Debt Service on the Bonds or Parity Bonds.

"School District” means the Poway Unified School District, California.

"Second Supplemental Bond Indenture" means the Second Supplemental Bond Indenture dated as
of March 1, 2005 by and between the District and the Fiscal Agent.

"Series 1998 Bonds' means the District's Series 1998 Bonds issued under the Indenture on
February 4, 1998, in the aggregate principal amount of $80,000,000.

"Series 2003 Bond Insurance Policy" means the municipa bond insurance policy issued by the
Series 2003 Bond Insurer guaranteeing the scheduled payment of principal and interest on the Series 2003
Bonds.

"Series 2003 Bond Insurer” means MBIA Insurance Corporation, a stock insurance company
incorporated under the laws of the State of New Y ork, and any successor thereto.

"Series 2003 Bond Reserve Policy" means the policy of insurance satisfying all or any portion of
the Reserve Requirement as applicable to the Series 2003 Bonds provided by, or approved in writing, by
the Series 2003 Bond Insurer.

"Series 2003 Bonds' means the $5,815,835.10 Community Facilities District No. 1 Series 2003
Special Tax Bondsissued pursuant to the Indenture as supplemented by the First Supplemental Bond
Indenture.

"Series 2008 Bond Insurance Policy" means the insurance policy issued by the Series 2008 Bond
Insurer guaranteeing the scheduled payment of principal and interest on the Series 2008 Bonds when due.

"Series 2008 Bond Insurer”" means Financial Security Assurance Inc, aNew Y ork stock insurance
company, or any successor thereto or assignee thereof.

"Series 2008 Bond Reserve Policy" means the reserve policy issued by the Series 2008 Bond
Insurer guaranteeing a portion of the Series 2008 Bonds Reserve Account.

"Series 2008 Bonds' shall mean the $48,420,000 Poway Unified School District Community
Facilities District No. 1 Series 2008 Specia Tax Refunding Bonds issued pursuant to the Indenture.

"Series 2008 Bonds Resolution” means Resolution No. 42 - 2008 adopted by the Board of
Education of the School District on March 3, 2008, authorizing the issuance of the Series 2008 Bonds,
and approving the terms and provisions of the Second Supplemental Bond Indenture.

"Sinking Fund Payment" means an annual payment to be applied to redeem a portion of the Term
Bonds in accordance with the schedules set forth in the Indenture and any annual sinking fund payment to
be applied to redeem any Parity Bonds as described in the Supplement for such Parity Bonds.

"Specia Revenue Fund" means the fund by that name established pursuant to the Indenture.

"Special Tax" or "Special Taxes' means the specia taxes levied within the District pursuant to
the Act, the Ordinance, and the Indenture.
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"Specia Tax Fund" means the fund by that name established pursuant to the Indenture.
"Standard & Poor's' means Standard & Poor's Corporation, its successors and assigns.
"Supplement” means any supplemental indenture amending or supplementing the Indenture.

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

"Tax-Exempt" means, with reference to an Authorized Investment, an Authorized Investment the
interest earnings on which are excludable from gross income for federal income tax purposes pursuant to
Section 103(a) of the Code, other than one described in Section 57(a)(5)(C) of the Code.

"Treasurer" means the Treasurer-Tax Collector of the County acting on behalf of the District.

"Underwriter" means, with respect to each issue of the Bonds, the ingtitution or institutions, if
any, with whom the applicable District enters into a purchase contract for the sale of such issue, and with
respect to the Series 1998 Bonds, the Series 2003 Bonds, and the Series 2008 Bonds the firm of Stone &
Youngberg LLC.

Nature of Bonds. The Bonds shall be and are limited obligations of the District and shall be
payable as to the principal thereof and interest thereon and any premiums upon the redemption thereof
solely from (i) the Net Taxes and (ii) the amounts in the funds created hereunder and earnings thereon,
other than moneys in the Administrative Expense Fund, the Improvement Fund (except for moneys in any
Capitalized Interest Account established therein pursuant to the Indenture or any Supplement) and the
Rebate Fund. The Bonds and interest thereon, together with any premium paid thereon upon redemption,
are not obligations of the School District, but are limited obligations of the District secured by and
payable from an irrevocable first lien on the Net Taxes. Except with respect to the Special Tax, neither
the faith and credit nor the taxing power of the District or the School District is pledged for the payment
of the Bonds or the interest thereon, and no owner of the Bonds may compel the exercise of taxing power
by the District or the School District or the forfeiture of any of their property. The principal of and
interest on the Bonds and premiums upon the redemption thereof, if any, are not adebt of the Digtrict, the
School Didtrict, the State of Cdifornia or any of its political subdivisions within the meaning of any
constitutional or statutory limitation or restriction. The Bonds are not alegal or equitable pledge, charge,
lien or encumbrance, upon any of the District's property, or upon any of itsincome, receipts, or revenues,
except the amounts which are, under the Indenture and the Act, set aside for the payment of the Bonds
and interest thereon and neither the members of the legislative body of the District or the Board of
Education of the School District nor any persons executing the Bonds are liable personally on the Bonds
by reason of their issuance.

Notwithstanding anything contained in the Indenture, the District or School District shal not be
required to advance any money derived from any source of income other than the Net Taxes for the
payment of the interest on or the principal of the Bonds or for the performance of any covenants
contained in the Indenture. The District or School District may, however, advance funds for any such
purpose, provided that such funds are derived from a source legally available for such purpose.

Pursuant to the Act and the Indenture, the Bonds shall be equally payable from the Net Taxes
without priority for number, issue date, date of sale, date of execution, or date of delivery, and the
payment of the interest on and principal of the Bonds and any premiums upon the redemption thereof
shall be exclusively paid from the Net Taxes and moneys on deposit in the Specia Tax Fund, the Bond
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Fund, the Redemption Fund and the Bond Reserve Fund, which are set aside for the payment of the
Bonds. The Net Taxes and any interest earned on the Net Taxes shall constitute a trust fund held for the
benefit of the Owners of the Bonds to be applied to the payment of the principal of, premium, if any, and
interest on the Bonds and so, long as any of the Bonds remain Outstanding and shall not be used for any
other purpose, except as permitted by the Indenture or any Supplement. Notwithstanding any provision
contained in the Indenture to the contrary, Net Taxes deposited in the Rebate Fund and Gross Taxes
deposited in the Administrative Expense Fund shall no longer be considered to be pledged to the Bonds,
and none of the Rebate Fund nor the Administrative Expense Fund nor the Cost of Issuance Account nor
the Improvement Account of the Improvement Fund shall be construed as atrust fund held for the benefit
of the Owners of the Bonds.

Nothing in the Indenture or any Supplement shall preclude (&) the redemption prior to maturity of
any Bonds subject to call and redemption and payment of said Bonds from proceeds of refunding bonds
issued under the Act as the same now exists or as hereafter amended, or under any other law of the State
of Cdlifornia, or (b) subject to the limitations contained in the Indenture, the issuance of Parity Bonds
payable from Net Taxes.

Funds and Accounts, | nvestments.

Creation of Funds. There are created and established and shall be maintained by the Fiscal
Agent on behalf of the District the following funds and accounts.

() The Poway Unified School District Community Facilities District No. 1 Special Tax
Fund (the " Specid Tax Fund").

(2 The Poway Unified School District Community Facilities District No. 1 Administrative
Expense Fund (the “ Administrative Expense Fund”).

()] The Poway Unified School District Community Facilities District No. 1 Bond Fund (the
"Bond Fund"), in which there shall be established and created the Series 2003 Bonds Interest Account, the
Series 2003 Bonds Principa Account, the Series 2008 Bonds Interest Account and the Series 2008 Bonds
Principal Account.

% The Poway Unified School District Community Facilities District No. 1 Redemption
Fund (the "Redemption Fund"), in which there shal be established and created the Series 2003 Bonds
Optional Redemption Account, the Series 2003 Bonds Sinking Fund Redemption Account, the Series
2008 Bonds Optional Redemption Account and the Series 2008 Bonds Sinking Fund Redemption
Account.

5) The Poway Unified School District Community Facilities District No. 1 Reserve Fund
(the "Reserve Fund") in which there shall be established and created the Series 2003 Bonds Reserve
Account and the Series 2008 Bonds Reserve Account.

@) The Poway Unified School District Community Facilities District No. 1 Rebate Fund (the
"Rebate Fund") in which there shall be established and created the Series 1998 Bonds Rebate Account,
the Series 2003 Bonds Rebate Account, and the Series 2008 Bonds Rebate Account, the interest on which
is excluded from gross income for federal income tax purposes.

(8) The Community Facilities District No. 1 Special Revenue Fund (the "Specia Revenue
Fund"). The Special Revenue Fund has been established purely for the convenience of the District and
may be terminated or modified by the District at any time, without need of obtaining any amendment to
the Indenture pursuant to any provisions of the Indenture.
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The Fiscal Agent may establish additional accounts or subaccounts of the above described funds
and accounts as the Fisca Agent shall deem necessary in furtherance of its duties pursuant to the
Indenture. The District may request the establishment of such additional accounts as it deems necessary
to meet its obligations pursuant to the Indenture and the Fiscal Agent shall establish such accounts.

Special Tax Fund. Upon the receipt of Special Taxes and other amounts constituting Gross
Taxes, including regular and any other apportionments of tax revenues from the County's
Auditor-Controller, the District will authorize direct deposit of said Gross Taxes to the Fiscal Agent for
deposit into the Specia Tax Fund. In each Bond Y ear promptly following deposit therein, amounts in the
Special Tax Fund shall be transferred to the following funds in the following order of priority and in the
following amounts:

(D) To the Administrative Expense Fund until the total of deposits therein for such Bond
Y ear isequal to the Administrative Expense Requirement for that Bond Y ear;

2 To the Interest Account of the Bond Fund established for each series of Bonds an amount
sufficient to make both interest payments due on such series of Bondsin such Bond Y ear;

()] To the Principal Account of the Bond Fund established for each series of Bonds the total
amount needed to make the principal payment due on the following October 1 of such Bond Y ear on the
Outstanding Bonds, other than any Term Bonds of each series of Bonds;

(@] To the Sinking Fund Redemption Account of the Redemption Fund established for each
series of Bonds the total amount needed to make the Sinking Fund Payment due on the following October
1 of such Bond Y ear on the Outstanding Term Bonds of each series of Bonds;

5) To the Account of the Reserve Fund established for the Bonds and for each series of
Parity Bonds for which a Reserve Requirement has been established, the amount required to bring the
balance in each Account to its proportionate share of the Reserve Requirement;

(6) To the Administrative Expense Fund the amount of any Administrative Expenses for
such Bond Y ear in excess of the amount deposited pursuant to (1) above, in the amount as directed by the
Administrator;

@) To the Rebate Fund the amount required to be set aside or rebated to the Internal Revenue
Service pursuant to the Indenture; and

(8 Any remaining portion of each apportionment of Special Taxes remaining in the Specia
Tax Fund following the completion of the above deposits for any Bond Y ear shall be deposited into the
Special Revenue Fund.

Upon provision for payment or redemption of all Bonds and after payment of any amounts due to
the Fiscal Agent, the Series 2003 Bond Insurer and the Series 2008 Bond Insurer, all moneys remaining in
the Special Tax Fund shall be paid to the District.

Administrative Expense Fund. The Administrative Expense Fund has been established as a
reserve for Administrative Expenses that are necessarily incurred in the performance of the District's and
the Fiscal Agent's obligations under the Indenture. The Fiscal Agent shall apply the moneys on deposit in
the Administrative Expense Fund for payment of Administrative Expenses, as directed by the
Administrator in writing. All earnings on the Administrative Expense Fund shall be retained therein.
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Bond Fund. The principal and interest on the Bonds until maturity shall be paid by the Fiscal
Agent from the Bond Fund. At the maturity of a series of Bonds and, after all principa and interest then
due on such series of Bonds has been paid or provided for, moneys in the Accounts of the Bond Fund
established for such series shall be transferred to the Special Tax Fund.

Redemption Fund.

A. Moneys deposited in each Sinking Fund Redemption Account of the Redemption Fund
pursuant to the Indenture shall be used and applied by the Fiscal Agent to call and redeem, in accordance
with the provisions of the Indenture or any sinking fund redemption provision in a Supplement, Bonds of
the same series for which such Account was established.

B. In any Bond Year, after making the deposits to the full amount required for such Bond
Y ear pursuant to the Indenture, the District may elect to deposit money from the Special Tax Fund or the
Special Revenue Fund to the Redemption Fund to call Bonds for optional redemption as set forth in the
Indenture or in any optional redemption provision in a Supplement. The Fiscal Agent, at the written
direction of the District, shall transfer from the Specia Tax Fund or the Special Revenue Fund and
deposit in any Optional Redemption Account of the Redemption Fund established for a series of Bonds
moneys available for the purpose and sufficient to redeem, at the premiums payable as provided in the
Indenture or in any optional redemption provision in a Supplement, as applicable, any Bonds called for
optiona redemption.

Moneys set aside in an Optional Redemption Account of the Redemption Fund shall be used
solely for the purpose of redeeming Bonds of the same series for which such Account was established and
shall be applied on or after the redemption date to the payment of principal of and premium on the Bonds
to be redeemed upon presentation and surrender of such Bonds.

If, after all of the Bonds of a particular series have been redeemed and canceled or paid and
canceled, there are moneys remaining in any account of the Redemption Fund established for such series,
said moneys shall be transferred to the Specia Tax Fund; provided, that if said moneys are part of the
proceeds of refunding bonds said moneys shall be transferred to the fund or account created for the
payment of principal of and interest on such refunding bonds.

Reserve Fund.

There shal be maintained in an Account of the Reserve Fund for the Bonds, and in any Account
of the Reserve Fund established for a series of Bonds, an amount equal to the Reserve Requirement for
such series of Bonds. Moneys in each Account of the Reserve Fund are pledged only to repay the series
of Bonds for which such Account was established.

Moneys and/or a Reserve Policy in the Series 2003 Bonds Reserve Account of the Reserve Fund
shall be used solely for the purpose of paying when due the principal of, including Sinking Fund
Payments, and interest on the Series 2003 Bonds in the event that moneys in the Series 2003 Bonds
Interest Account and the Series 2003 Principal Account of the Bond Fund are insufficient therefor or
moneys in the Series 2003 Sinking Fund Redemption Account of the Redemption Fund are insufficient to
make a mandatory sinking fund redemption in accordance with the provisions of the Indenture. The Fiscal
Agent shall apply all moneys on deposit in the Series 2003 Bonds Reserve Account for such purpose
before making any draw on any Reserve Policy therein. In the event that the money on deposit in the
Series 2003 Bonds Reserve Account is not sufficient for such purpose, the Fiscal Agent shal make a
demand for payment pursuant to the provisions of the Reserve Policy in an amount equal to such
deficiency.
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In the event that funds are transferred to the Series 2003 Bonds Reserve Account pursuant to the
Master Indenture to bring the balance in the Series 2003 Bonds Reserve Account to its proportionate
share of the Reserve Requirement, the Fiscal Agent shall use the amount so transferred first to reimburse
the Reserve Policy and second to replenish the cash, if any, in such account.

Moneys and/or a Reserve Policy in the Series 2008 Bonds Reserve Account of the Reserve Fund
shall be used solely for the purpose of paying when due the principal of, including Sinking Fund
Payments, and interest on the Series 2008 Bonds in the event that moneys in the Series 2008 Bonds
Interest Account and the Series 2008 Principal Account of the Bond Fund are insufficient therefor or
moneys in the Series 2008 Sinking Fund Redemption Account of the Redemption Fund are insufficient to
make a mandatory sinking fund redemption in accordance with the provisions of the Indenture. The Fiscal
Agent shall apply all moneys on deposit in the Series 2008 Bonds Reserve Account for such purpose
before making any draw on any Reserve Policy therein. In the event that the money on deposit in the
Series 2008 Bonds Reserve Account is not sufficient for such purpose, the Fiscal Agent shall make a
demand for payment pursuant to the provisions of the Reserve Policy in an amount equa to such
deficiency.

In the event that funds are transferred to the Series 2008 Bonds Reserve Account pursuant to the
Master Indenture to bring the balance in the Series 2008 Bonds Reserve Account to its proportionate
share of the Reserve Requirement, the Fiscal Agent shall use the amount so transferred first to reimburse
the Reserve Policy and second to replenish the cash, if any, in such account.

The prior written consent of the Series 2008 Bond Insurer shall be a condition precedent to the
deposit of any credit instrument provided in lieu of a cash deposit into the Series 2008 Bonds Reserve
Account of the Reserve Fund, if any. Notwithstanding anything to the contrary set forth in the Second
Supplemental Bond Indenture, amounts on deposit in the Series 2008 Bonds Reserve Account of the
Reserve Fund shall be applied solely to the payment of debt service due on the Series 2008 Bonds.

On each date that the Fiscal Agent makes a transfer from an Account of the Reserve Fund to the
Bond Fund, the Sinking Fund Redemption Account of the Redemption Fund or the Rebate Fund, the
Fiscal Agent shall notify the Administrator, in writing, as to the date and amount of such transfer. The
Fisca Agent shall then notify the Digtrict of the amount needed to replenish the Reserve Fund to the
Reserve Requirement.

When the moneys in al Funds and Accounts for the series of Bonds for which such Account was
established, except the Rebate Fund and the Administrative Expense Fund, are sufficient to redeem all
Outstanding Bonds of such series on the following Interest Payment Date, then, but only if authorized in
writing by the Administrator, all moneys in such Account of the Reserve Fund shall be transferred, at the
direction of the District, either to the Interest and Principa Accounts of the Bond Fund or the Sinking
Fund Redemption Account of the Redemption Fund related to such series of Bonds at least two (2)
business days prior to such final Interest Payment Date to be used to pay principa of and interest on such
series of Bonds when due, or to the Optional Redemption Account of the Redemption Fund for such
series of Bonds to be used at the option of the Administrator to effect an optional redemption of Bonds
pursuant to any Supplement on the earliest date on which all Outstanding Bonds of such series may be
redeemed. Upon provision for payment or redemption of all Bonds and after payment of any amounts
due to the Fiscal Agent and the Bond Insurer, all moneys remaining in the Reserve Fund shall be paid to
the District.

Notwithstanding anything in the Indenture to the contrary, moneys in an Account of the Reserve

Fund in excess of the portion of the Reserve Requirement required to be on deposit therein (other than
investment earnings) shall be withdrawn from such Account of the Reserve Fund by the Fiscal Agent and
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shall be transferred to the Special Tax Fund and immediately deposited in the funds and accounts for the
same series of Bonds as required pursuant to the Indenture.

The District shall have the right at any time to release funds from the Reserve Account of the
Reserve Fund for any series of Bonds, in whole or in part, by tendering to the Fiscal Agent: (1) a Reserve
Policy, (2) the written consent of the Bond Insurer for such series of Bonds to such release and tender, (2)
an opinion of Bond Counsel stating that such release will not, in and of itself, cause interest on the series
of Bonds with respect to which such Reserve Policy istendered, to become includable in gross income for
purposes of federa income taxation. Upon tender of such items to the Fiscal Agent, the Fiscal Agent
shall transfer such funds from the Reserve Fund to the Improvement Fund. Upon expiration of any
Reserve Palicy, the District shall be obligated either (@) to replace such Reserve Policy with a new
Reserve Policy or (b) to deposit or cause to be deposited with the Fisca Agent an amount of funds equal
to the Reserve Requirement.

Rebate Fund. The Fiscal Agent shall establish and maintain afund separate from any other fund
designated as the Rebate Fund and shall establish a separate Rebate Account therein for each series of
Bonds, the interest of which is excluded from gross income for federal income tax purposes. All money
at any time deposited in a Rebate Account of the Rebate Fund shall be held by the Fiscal Agent in trust,
for payment to the United States Treasury. All amounts on deposit in the Rebate Fund shall be governed
by the Indenture and the Tax Certificate, unless the District obtains an opinion of Bond Counsel that the
exclusion from gross income for federal income tax purposes of interest on the Bonds will not be
adversdly affected if such requirements are not satisfied.

The Fiscal Agent shall pay, as directed by the Administrator, to the United States Treasury, out of
amounts in each Rebate Account.

In the event that, prior to the time of any payment required to be made from a Rebate Account, the
amount in the Rebate Account is not sufficient to make such payment when such payment is due, the
Digtrict shall calculate or cause to be calculated the amount of such deficiency and deposit an amount
received from any legally available source equal to such deficiency prior to the time such payment is due.

Notwithstanding anything in the Indenture to the contrary, the obligation to comply with the
requirements of the Indenture shall survive the defeasance and final payment of the Bonds.

Special Revenue Fund. After making the transfers required by the Indenture as described in the
Special Tax Fund, in each Bond Y ear the Fiscal Agent shall transfer al remaining amounts in the Special
Tax Fund to the Special Revenue Fund. The amounts in the Special Revenue Fund are not pledged to the
repayment of the Bonds or the Parity Bonds and may be used by the Digtrict for any lawful purpose.
Notwithstanding anything to the contrary contained in the Indenture, the Special Revenue Fund has been
established purely for the convenience of the District and may be terminated or modified by the District at
any time, without need of obtaining any amendment to the Indenture pursuant to the provisions thereof.

Investments. Moneys held in any of the Funds and Accounts established for any series of the
Bonds under the Indenture shall be invested at the written direction of the Administrator only in
Authorized Investments which shall be deemed at all times to be a part of such funds and accounts.
Authorized Investments may be purchased at such prices as may be directed by the Administrator in
written directions (or telephonic directions confirmed in writing) delivered to the Fiscal Agent. All
Authorized Investments shall be acquired subject to the limitations set forth in the Indenture, the
limitations as to maturities set forth in the Indenture and such additional limitations or requirements
consistent with the foregoing as may be established by the Administrator.
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Moneysin al Funds and Accounts, except for the Reserve Fund, shall be invested in Authorized
Investments maturing, or with respect to which payments of principal and interest are scheduled or
otherwise payable, not later than the date on which it is estimated that such moneys will be required by
the Fiscal Agent for the purposes specified in the Indenture. With respect to amounts in any Account
within the Reserve Fund, if such investments may be redeemed without penaty or premium on the
business day prior to each Interest Payment Date, 100% of the amount on deposit in such Account of the
Reserve Fund may be invested in such redeemable investments of any maturity on or prior to the fina
maturity of the series of the Bonds for which such Account was established. Authorized Investments
purchased under a repurchase agreement may be deemed to mature on the date or dates on which the
Fisca Agent may deliver such Authorized Investments for repurchase under such agreement.

Moneys in al Funds and Accounts may be aggregated for purposes of investing in Authorized
Investments except when it is necessary to segregate a Fund or Account or portion thereof for purposes of
restricting the Yield on the investment of such funds.

All interest, profits and other income received from the investment of moneys in any Fund or
Account established for a series of Bonds pursuant to the Indenture shall be deposited as set forth therein.
Notwithstanding anything to the contrary contained therein, an amount of interest received with respect to
any Authorized Investment equal to the amount of accrued interest, if any, paid as part of the purchase
price of such Authorized Investment shall be credited to the Fund or Account for the credit of which such
Authorized Investment was acquired.

For the purpose of determining the amount in any Fund or Account other than the Reserve Fund,
al Authorized Investments credited to such fund or account shall be valued at the lower of cost (exclusive
of accrued interest after the first payment of interest following acquisition) or par value (plus, prior to the
first payment of interest following acquisition, the amount of any accrued interest paid as part of the
purchase price). Authorized Investments in the Reserve Fund shall be valued at their fair market value at
least semi-annually on or before each Interest Payment Date (or more frequently as may be requested by
the Administrator).

The Fiscal Agent may act as principal or agent in the making or disposing of any investment.
The Fiscal Agent may sell or present for redemption any Authorized Investment so purchased whenever it
shall be necessary to provide moneys to meet any required payment, transfer, withdrawal or disbursement
from the fund or account to which such Authorized Investment is credited, and, subject to the provisions
of the Indenture, the Fisca Agent shall not be liable or responsible for any loss resulting from such
investment.

In the absence of written investment direction from the Administrator, the Fiscal Agent shall
invest, as applicable, solely in Authorized Investments set forth in subsection (7) of the definition thereof.

Covenantsand Warranty

Warranty. The District shall preserve and protect the security of the Bonds and the rights of the
Owners against al claims and demands of all persons.

Covenants. So long as any of the Bonds are Outstanding and unpaid (except for the covenant
described in paragraph K below, which will survive the repayment of the Bonds), the District makes the
following covenants with the Bondowners under the provisions of the Act and the Indenture (to be
performed by the District or its proper officers, agents or employees), which covenants are necessary,
convenient and desirable to secure the Bonds and tend to make them more marketable; provided,
however, that said covenants do not require the District to expend any funds or moneys other than the
Special Taxes:
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A. Protection of Security and Rights of Owners. From and after the delivery of any of the
Bonds by the District, the Bonds shall be incontestable by the District. The District shall preserve and
protect the security of the Bonds and the rights of the Owners against al claims and demands of al
persons. Digtrict covenants that promptly following its receipt of notice that the County tax collector
intends to sell, for non-payment of ad valorem property taxes, any parcel subject to the lien of the Specia
Taxes of the Digtrict, the District shall, before the date of such proposed ad valorem tax sale, take such
actions as are necessary under the Cadlifornia Revenue and Taxation Code(or similar laws from
time-to-time in effect) to preserve and protect the lien of the Specia Taxes of the District on such Parcel.

B. Modification of Maximum Authorized Special Tax. The District determines it to be
necessary in order to preserve the security for the Bonds to covenant, and the District hereby does
covenant, that it shall not initiate proceedings to reduce the maximum Special Tax rates for the District,
unless, in connection therewith, the District receives a certificate from an Independent Financial
Consultant which certifies that, on the basis of the parcels of land and improvements existing in the
Disgtrict as of the July 1 preceding the reduction, the maximum amount of the Special Tax which may be
levied on then existing Developed Property (as defined in the Rate and Method of Apportionment for the
Digtrict) in each Fiscal Year for any Bonds Outstanding will equal at least 125% of the Annua Debt
Service in the Bond Y ear commencing in each such Fiscal Year on all Bonds to remain Outstanding after
the reduction is approved. Nothing in this paragraph B shall limit the ability of the District to issue Parity
Bonds pursuant to the provisions of the Indenture, including the requirement that the maximum Special
Taxes that may be levied on certain Developed Property (as defined in the Indenture) by the District in
each subsequent Fiscal Year shall be at least 110% of the Annual Debt Service for each remaining Bond
Year on all Outstanding Bonds and the Parity Bonds issued. The District covenants that in the event that
any initiative is proposed or adopted by the qualified electors in the District which purports to reduce the
maximum Specia Tax below the levels specified in this Section or to limit the power of the District to
levy the Special Taxes, District will commence and pursue legal action in order to preserve its ability to
comply with such covenants.

C. No Tender of Bonds in Payment of Special Taxes. The District covenants that it shall not
accept the tender of Bondsin lieu of cash for the payment of Specia Taxeslevied by the Didgtrict.

D. Punctual Payment. The District covenants that it will receive al Gross Taxesin trust and
will, consistent with the Indenture, deposit the Gross Taxes with the Fiscal Agent and the Digtrict shal
have no beneficial right or interest in the amounts so deposited except as provided by the Indenture. All
such Gross Taxes, whether received by the District in trust or deposited with the Fiscal Agent, all as
provided in the Indenture, shall nevertheless be disbursed, alocated and applied solely to the uses and
purposes set forth in the Indenture, and shall be accounted for separately and apart from all other money,
funds, accounts or other resources of the District.

The District covenants that it will duly and punctually pay or cause to be paid the principal of and
interest on every Bond issued under the Indenture, together with the premium, if any, thereon on the date,
at the place and in the manner set forth in the Bonds and in accordance with the Indenture to the extent
Net Taxes and interest earnings transferred to the Special Tax Fund are available therefor, and that the
payments into the Special Tax Fund, the Bond Fund, the Redemption Fund, the Reserve Fund and the
Administrative Expense Fund will be made, al in strict conformity with the terms of the Bonds and the
Indenture, and that it will faithfully observe and perform all of the conditions, covenants and requirements
of the Indenture and all Supplements and of the Bonds issued under the Indenture.

E. Against Encumbrances. The District will not issue any other obligations payable,
principal or interest, from the Net Taxes which have, or purport to have, any lien upon the Net Taxes
superior to or on a parity with the lien of the Series 2008 Bonds. Nothing in the Indenture shall, however,
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prevent the District from issuing and selling, pursuant to law, refunding bonds or other refunding
obligations payable from and having afirst lien upon the Special Taxes on a parity with the Outstanding
Series 2008 Bonds.

F. Levy of Special Tax. Commencing with Fiscal Year 1997-1998, the Board of Education
of the School District, on behalf of the District, shall levy the Special Tax in an amount which, together
with other available amounts on deposit with the Fiscal Agent, are sufficient to pay (i) the principal of and
interest on the Bonds and the Administrative Expenses, and (ii) replenish the Reserve Fund to an amount
equal to the Reserve Requirement so long as any Bonds are Outstanding. The District may reduce the
amount to be levied hereunder by any amount, exclusive of Reserve Policy draws, to be transferred in the
following Bond Year which is the final Bond Year for a series of Bonds from any reserve account
established for the District under the Indenture to the interest and principal accounts for such Series
Bonds. Notwithstanding the foregoing, in no event shall the amount of the Special Tax exceed the
amount specified in the Ordinance.

G. Commence Foreclosure Proceedings. Pursuant to Section 53356.1 of the Act, the District
covenants for the benefit of the Owners of the Bonds that it will commence judicia foreclosure
proceedings against parcels with delinquent Speciad Taxes in excess of $10,000 by the October 1
following the close of each Fiscal Y ear in which such Special Taxes were due and will commence judicial
foreclosure proceedings againgt all parcels with delinquent Special Taxes by the October 1 following the
close of each Fiscal Year in which it receives Specia Taxes in an amount which is less than 95% of the
total Special Tax levied, and diligently pursue to completion such foreclosure proceedings; provided that,
notwithstanding the foregoing, the District may elect (1) to defer foreclosure proceedings on any parcel
with a delinquency of $10,000 or less, so long as the amount in the Reserve Fund is at least equal to the
Reserve Requirement, or (2) to accept payment from a property owner of less than the full amount of the
penalties, interest, costs and attorneys fees related to a Specia Tax delinquency if permitted by law, if no
default exists under the Indenture, or will be cured upon receipt of such payment, and if no default will
occur under the Indenture in the Bond Y ear in which such settlement is entered into. In the event that the
Digtrict elects to accept a payment under (2) above, any portion of the settlement amount received that
exceeds the Special Taxes that are delinquent may be applied to pay Administrative Expenses of the
Digtrict. The District may, but shal not be obligated to, advance funds from any source of legally
available funds in order to maintain the balance in the Reserve Fund at the Reserve Requirement or the
reserve balance in any reserve fund established under the Indenture at the required amount.

H. Payment of Claims. The District will pay and discharge any and al lawful claims for
labor, materials or supplies which, if unpaid, might become alien or charge upon the Gross Taxes or any
part thereof, or upon any funds in the hands of the Fiscal Agent, or which might impair the security of the
Bonds; provided that nothing in the Indenture shall require the District to make any such payments so
long as the District in good faith shall contest the validity of any such claims.

l. Books and Accounts. The District will keep proper books of records and accounts,
separate from all other records and accounts of the District, in which complete and correct entries shall be
made of all transactions relating to the Project, the levy of the Specia Tax and the deposits to the Special
Tax Fund. Such books of record and accounts shall at all times during business hours be subject to the
inspection of the Fiscal Agent or the Owners of not less than ten percent (10%) of the principal amount of
the Bonds then Outstanding or their representatives authorized in writing.

J Tax Covenants. Notwithstanding any other provision of the Indenture, absent an opinion
of Bond Counsel that the exclusion from gross income for federal income tax purposes of interest on the
Bonds will not be adversely affected, the District covenants to comply with all applicable requirements of
the Code necessary to preserve such exclusion from gross income and specifically covenants, without
limiting the generality of the foregoing, as follows:
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D Private Activity. The District will take no action or refrain from taking any
action or make any use of the proceeds of the Bonds or of any other monies or property which would
cause the Bonds to be "private activity bonds" within the meaning of Section 141 of the Code;

2 Arbitrage. The District will make no use of the proceeds of the Bonds or of any
other amounts or property, regardless of the source, or take any action or refrain from taking any action
which will cause the Bondsto be "arbitrage bonds' within the meaning of Section 148 of the Code;

3 Federal Guaranty. The District will make no use of the proceeds of the Bonds or
take or omit to take any action that would cause the Bonds to be "federally guaranteed" within the
meaning of Section 149(b) of the Code;

(@] Information Reporting. The District will take or cause to be taken all necessary
action to comply with the informational reporting requirement of Section 149(e) of the Code;

5) Hedge Bonds. The-District will make no use of the proceeds of the Bonds or any
other amounts or property, regardiess of the source, or take any action or refrain from taking any action
that would cause the Bonds to be considered "hedge bonds® within the meaning of Section 149(g) of the
Code unless the District takes all necessary action to assure compliance with the requirements of Section
149(g) of the Code to maintain the exclusion from gross income for federal income tax purposes of
interest on the Bonds;

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

@) Other Tax Exempt Issues. The District will not use proceeds of other tax exempt
securities to redeem any of the Bonds without first obtaining the written opinion of Bond Counsel that
doing so will not impair the exclusion from gross income for federal income tax purposes of interest on
the Bonds.

Amendmentsto Indenture

Supplements Not Requiring Bond Owner Consent. The District may from time to time, and at
any time, without notice to or consent of any of the Bondowners, adopt Supplements to the Indenture for
any of the following purposes:

€)] to cure any ambiguity, to correct or supplement any provisions in the Indenture which
may be inconsistent with any other provision therein, or to make any other provision with respect to
matters or questions arising under the Indenture or in any resolution or order of the Digtrict relating to the
Indenture, provided that such action shall not adversely affect the interests of the Bondowners;

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

(© to modify, amend or supplement the Indenture in such manner as to permit the
gualification thereof under the Trust Indenture Act of 1939, as amended, or any similar federal statute
thereafter in effect, and to add such other terms, conditions and provisions as may be permitted by said act

C-19



or similar federal statute, and which shall not materially adversely affect the interests of the Owners of the
Bonds;

(d) to provide for the issuance of any Parity Bonds, and to provide the terms and conditions
under which such Parity Bonds may be issued, subject to and in accordance with the provisions of the
Indenture;

(e to modify, alter or amend the rate and method of apportionment of the Special Taxes in
any manner so long as such changes do not reduce the maximum Net Special Taxes that may be levied in
each year on property within the District to an amount which is less than 110% of the principa and
interest due in each corresponding future Bond Y ear with respect to the Bonds Outstanding as of the date
of such amendment; or

()] to modify, alter, amend or supplement the Indenture in any other respect which is not
materially adverse to the Bondowners.

No Supplement shall change the duties of the Fiscal Agent under the Indenture without the Fiscal
Agent's written consent to the Supplement. Any Supplement that would adversely affect the rights and
interests of a Bond Insurer shall be subject to the prior written consent of such Bond Insurer.

Supplements Requiring Bond Owner Consent. Exclusive of the Supplements described above,
the Series 2003 Bond Insurer, the Series 2008 Bond Insurer, and Owners of not less than 60% in
aggregate principal amount of the Bonds then Outstanding shall have the right to consent to and approve
such Supplements as shall be deemed necessary or desirable by the District for the purpose of waiving,
modifying, altering, amending, adding to or rescinding, in any particular, any of the terms or provisions
contained in the Indenture; provided, however, that nothing therein shall permit, or be construed as
permitting, (a) an extension of the maturity date of the principal or the payment date of interest on any
Bond, (b) a reduction in the principal amount of, or redemption premium on, any Bond or the rate of
interest thereon, (c) a preference or priority of any Bond or Bonds over any other Bond or Bonds, or (d) a
reduction in the aggregate principal amount of the Bonds the Owners of which are required to consent to
such Supplement, without in the case of (a) and (b) the consent of the Owner of such Bond and in the case
of (¢) and (d) the consent of the Owners of al Bonds then Outstanding.

If at any time the District shall desire to enter into a Supplement, which pursuant to the terms of
the Indenture shall require the consent of the Bondowners, the District shall so notify the Fiscal Agent and
shall deliver to the Fiscal Agent a copy of the proposed Supplement. The Fiscal Agent shal, at the
expense of the District, cause notice of the proposed Supplement to be mailed, by first class mail postage
prepaid, to all Bondowners at their addresses as they appear in the Bond Register. Such notice shall
briefly set forth the nature of the proposed Supplement and shall state that a copy thereof is on file at the
office of the Administrator for inspection by all Bondowners. The failure of any Bondowners to receive
such notice shall not affect the validity of such Supplement when consented to and approved by the
Owners of not less than 60% in aggregate principa amount of the Bonds then Outstanding as required by
this section. Whenever at any time within one year after the date of the first mailing of such notice, the
Fisca Agent shall receive an instrument or instruments purporting to be executed by the Owners of not
less than 60% in aggregate principal amount of the Bonds then Outstanding, which instrument or
instruments shall refer to the proposed Supplement described in such notice, and shall specifically consent
to and approve the Supplement substantialy in the form of the copy referred to in such notice as on file
with the Administrator, such proposed Supplement, when duly entered into by the District and the Fiscal
Agent, shall thereafter become a part of the proceedings for the issuance of the Bonds. In determining
whether the Owners of 60% of the aggregate principal amount of the Bonds then Outstanding have
consented to the adoption of any Supplement, Bonds which are owned by the District or by any person
directly or indirectly controlling or controlled by or under the direct or indirect common control with the
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District, shall be disregarded and shall be treated as though they were not Outstanding for the purpose of
any such determination.

Upon the execution and delivery by the Digtrict and the Fiscal Agent of any Supplement and the
receipt of consent to any such Supplement from the Owners of not less than 60% in aggregate principal
amount of Bonds Outstanding in instances where such consent is required pursuant to the provisions of
this section, the Indenture shall be, and shall be deemed to be, modified and amended in accordance
therewith, and the respective rights, duties and obligations under the Indenture of the District, the Fiscal
Agent and al Owners of Bonds then Outstanding shall thereafter be determined, exercised and enforced
hereunder, subject in al respects to such modifications and amendments.

Notation of Bonds; Delivery of Amended Bonds. After the effective date of any action taken
as provided in the Indenture, the District may determine that the Bonds may bear a notation, by
endorsement in form approved by the District, as to such action, and in that case upon demand of the
Owner of any Bond Outstanding at such effective date and presentation of his Bond for the purpose at the
office of the Fiscal Agent or at such additiona offices as the Fiscal Agent may select and designate for
that purpose, a suitable notation as to such action shall be made on such Bonds. If the District shall so
determine, new Bonds so modified as, in the opinion of the Digtrict, shall be necessary to conform to such
action shall be prepared and executed, and in that case upon demand of the Owner of any Bond
Outstanding at such effective date such new Bonds shall be exchanged at the office of the Fiscal Agent or
at such additional offices as the Fiscal Agent may select and designate for that purpose, without cost to
each Owner, for Bonds then Outstanding, upon surrender of such outstanding Bonds.

Notice Requirement. Prior to the effective date of any amendment made pursuant to the
Indenture, so long as any Bonds or Parity Bonds are owned by the District, the District shall mail notice
of the proposed amendment to the Rating Agency, the District, the District Fiscal Agent, the Bond Insurer
and the Series 2008 Bond Insurer.

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

@ Default in the due and punctual payment of the principal of or redemption premium, if
any, on any Bond when and as the same shall become due and payable, whether a maturity as therein
expressed or from mandatory redemption;

(b) Default in the due and punctual payment of the interest on any Bond when and as the
same shall become due and payable; or

(© Default by the Digtrict in the observance of any of the agreements, conditions or
covenants on its part in the Indenture or in the Bonds contained, and the continuation of such default for a
period of thirty (30) days after the District shall have been given notice in writing of such default by the
Fisca Agent, provided that if within 30 days the District has commenced curing of the default and
diligently pursues elimination thereof, such period shall be extended to permit such default to be
eliminated.

(d) The District shall become insolvent, not pay its debts as they become due, or be declared
or petition to be declared bankrupt.

Remedies of Owners. Following the occurrence of an event of default, the Series 2008 Bond
Insurer shall have the right to pursue any and al remedies given under the Indenture or at law or in
equity. For purposes of exercising al rights and privileges available to Owners, and the Series 2003
Bond Insurer shall be recognized as the registered owner of each Bond that it insures and the Series 2008
Bond Insurer shall be recognized as the registered owner of each Bond that it insures. Subject to the
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foregoing, any Owner shall have the right for the equal benefit and protection of all Owners similarly
Situated:

@ By mandamus or other suit or proceeding at law or in equity to enforce his or her rights
against the Digtrict and any of the members, officers and employees of the District, and to compel the
Digtrict or any such members, officers or employees to perform and carry out their duties under the Act
and their agreements with the Owners as provided in the Indenture;

(b) By suit in equity to enjoin any actions or things which are unlawful of violate the rights
of the Owners; or

(© Upon the happening of an event of default (as defined in the Indenture), by a suit in
equity to require the District and its members, officers and employees to account as the trustee of an
express trust.

Nothing in the Indenture, or in the Bonds, shall affect or impair the obligation of the District,
which is absolute and unconditional, to pay the interest on and principal of the Bonds to the respective
owners of the Bonds at the respective dates of maturity, as provided in the Indenture, out of the Net Taxes
pledged for such payment, or affect or impair the right of action, which is a so absolute and unconditional,
of such Owners to institute suit to enforce such payment by virtue of the contract embodied in the Bonds
and in the Indenture.

A waiver of any default or breach of duty or contract by any Owner shal not affect any
subsequent default or breach of duty or contract, or impair any rights or remedies on any such subsequent
default or breach. No delay or omission by any Owner to exercise any right or power accruing upon any
default shall impair any such right or power or shall be construed to be awaiver of any such default or an
acquiescence therein, and every power and remedy conferred upon the Owners by the Act or by the
Indenture may be enforced and exercised from time to time and as often as shall be deemed expedient by
the Owners.

If any suit, action or proceeding to enforce any right or exercise any remedy is abandoned or
determined adversdly to the Owners, the District and the Owners shall be restored to their former
positions, rights and remedies as if such suit, action or proceeding had not been brought or taken.

No remedy conferred upon or reserved to the Ownersin the Indenture is intended to be exclusive
of any other remedy. Every such remedy shall be cumulative and shall be in addition to every other
remedy given hereunder or now or hereafter existing, at law or in equity or by statute or otherwise, and
may be exercised without exhausting and without regard to any other remedy conferred by the Act or any
other law.

In case the moneys held by the Fiscal Agent after an event of default shall be insufficient to pay
in full the whole amount so owing and unpaid upon the Bonds, then all available amounts shall be applied
to the payment of such principa and interest without preference or priority of principal over interest, or
interest over principal, or of any installment of interest over any other installment of interest, ratably to
the aggregate of such principal and interest.

Defeasance. If the Didtrict shall pay or cause to be paid, or there shall otherwise be paid, to the
Owner of an Outstanding Bond the interest due thereon and the principal thereof, at the times and in the
manner stipulated in the Indenture or any Supplement, then the Owner of such Bond shall cease to be
entitled to the pledge of Net Taxes and other amounts pledged under the Indenture to the repayment of
such Bond, and, other than as set forth below, al covenants, agreements and other obligations of the
Digtrict to the Owner of such Bond under the Indenture and any Supplement shall thereupon cease,
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terminate and become void and be discharged and satisfied. In the event of a defeasance of all
Outstanding Bonds pursuant to the Indenture, the Fiscal Agent shall execute and deliver to the District all
such instruments as may be desirable to evidence such discharge and satisfaction, and, after payment of
any amounts due the Fiscal Agent thereunder, the Fiscal Agent shall pay over or deliver to the District's
general fund all money or securities held by it pursuant to the Indenture which are not required for the
payment of the interest due on and the principal of such Bonds.

Any Outstanding Bond shall be deemed to have been paid within the meaning expressed in the
first paragraph of this section if such Bond is paid in any one or more of the following ways:

@ by paying or causing to be paid the principal of, premium, if any, and interest on such
Bond or Parity Bond, as and when the same become due and payabl e;

(b) by depositing with the Fiscal Agent, in trust, at or before maturity, money which, together
with the amounts then on deposit in the Special Tax Fund, the Bond Fund, the Redemption Fund and the
Reserve Fund and available under the terms ,of the Indenture to pay such Bond, is fully sufficient to pay
the principal of, premium, if any, and interest on such Bond, as and when the same shall become due and
payable; or

(© by depositing with the Fiscal Agent, or another escrow bank appointed by the District, in
trust, with respect to Series 1998 Bonds. (1) non-callable direct obligations of the United States of
America ("Treasuries'), (2) evidence of ownership of proportionate interests in future interest and
principal payments on Treasuries held by a bank or trust company as custodian, under which the owner of
the investment is the real party in interest and has the right to proceed directly and individually against the
obligor and the underlying Treasuries are not available to any person claiming through the custodian or to
whom the custodian may be obligated, (3) subject to the prior written consent of the Series 2008 Bond
Insurer, pre-refunded municipal obligations rated "AAA" and "Aaa' by S&P and Moody's, respectively,
or (5) subject to the prior written consent of the Series 2008 Bond Insurer, securities eligible for "AAA"
defeasance under the existing criteria of S& P or any combination thereof, which shall be authorized to be
used to effect defeasance of the Bonds unless the Series 2008 Bond Insurer approves otherwise, in such
amount as an Independent Financia Consultant shall determine will be sufficient, together with the
interest to accrue thereon and moneys then on deposit in the Special Tax Fund, the Bond Fund, the
Redemption Fund and the Reserve Fund and available for such purpose, together with the interest to
accrue thereon, to pay and discharge the principal of, premium, if any, and interest on such Bond, as and
when the same shall become due and payable; then, notwithstanding that any Outstanding Bond shall not
have been surrendered for payment, all obligations of the District under the Indenture and any
Supplement with respect to such Bond shall cease and terminate, except for the obligation of the Fiscal
Agent to pay or cause to be paid to the Owners of any such Bond not so surrendered and paid, all sums
due thereon and except for the covenants of the District contained in the Indenture. In connection with a
defeasance under (b) or (c) above, there shall be provided to the District and the Bond Insurer a certificate
of a certified public accountant acceptable to the Bond Insurer stating its opinion as to the sufficiency of
the moneys or securities deposited with the Fiscal Agent or the escrow bank to pay and discharge the
principal of and interest on any Outstanding Bond to be defeased in accordance with the Indenture, as and
when the same shall become due and payable, and an opinion of Bond Counsel (which may rely upon the
opinion of the certified public accountant) to the effect that the Bonds being defeased have been legally
defeased in accordance with the Indenture and that such defeasance will not adversely affect the exclusion
from gross income for federal income tax purposes of interest on the Bonds. Upon a defeasance, the
Fisca Agent shall release the rights of the Owners of such Bonds which have been defeased under the
Indenture and execute and deliver to the District all such instruments as may be desirable to evidence
such release, discharge and satisfaction. In the case .of a defeasance of all Outstanding Bonds, the Fiscal
Agent shall pay over or deliver to the District any funds held by the Fisca Agent at the time of a
defeasance, which are not required for the purpose of paying and discharging the principal of or interest
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on the Bonds or Parity Bonds when due. The Fiscal Agent shall, at the written direction of the Didtrict,
mail, first class, postage prepaid, a notice to the Bondowners whose Bonds have been defeased, in the
form directed by the District, stating that the defeasance has occurred.

In the event a forward purchase agreement will be employed in the refunding, such agreement
shall be subject to the approval of the Bond Insurer and shall be accompanied by such opinions of counsel
as may be required by the Bond Insurer. The Bond Insurer shal be provided with fina drafts of the
above-referenced documentation, including any escrow deposit agreement, not less than five business
days prior to the funding of the escrow.

Provisions Relating to Series 2008 Bond | nsur ance Policy and the Series 2008 Bond Reserve Palicy.
Series 2008 Bond Insurer as Third Party Beneficiary

To the extent that the Indenture confers upon or gives or grants to the Series 2008 Bond Insurer
any right, remedy or claim under or by reason of the Indenture, the Series 2008 Bond Insurer is hereby
explicitly recognized as being a third party beneficiary therein or hereunder and may enforce any such
right remedy or claim conferred, given, or granted therein or hereunder.

Amendmentsto I ndenture

Any amendment, supplement, modification to, or waiver of, the Indenture or any other
transaction document, including any underlying security agreement (each a “Related Document”), that
requires the consent of Owners of the Series 2008 Bonds or adversely affects the rights and interests of
the Series 2008 Bond Insurer shall be subject to the prior written consent of the Series 2008 Bond Insurer.

Event of Default

Unless the Series 2008 Bond Insurer otherwise directs, upon the occurrence and continuance of
an Event of Default on the Series 2008 Bonds or an event which with notice or lapse of time would
constitute an Event of Default on the 2008 Bonds, amounts on deposit in the Improvement Fund shall not
be disbursed, but shall instead be applied to the payment of debt service or redemption price on the Series
2008 Bonds.

Rights of the Series 2008 Bond I nsurer

A. The rights granted to the Series 2008 Bond Insurer under the Indenture or any other
Related Document to request, consent to, or direct any action are rights granted to the Series 2008 Bond
Insurer in consideration of its issuance of the Series 2008 Bond Insurance Policy. Any exercise by the
Series 2008 Bond Insurer of such rights is merely an exercise of the Series 2008 Bond Insurer's
contractua rights and shall not be construed or deemed to be taken for the benefit or on behaf of the
Owners nor does such action evidence any position of the Series 2008 Bond Insurer, affirmative or
negative, as to whether the consent of the Owners or any other person is required in addition to consent of
the Series 2008 Bond Insurer.

B. Only (1) cash; (2) non-callable direct obligations of the United States of America
(“Treasuries’); (3) evidences of ownership of proportionate interests and principal payments on
Treasuries held by a bank or trust company as custodian, under which the owner of the investment is the
rea party in interest and has the right to proceed directly and individually against the obligor and the
underlying Treasuries are not available to any person claiming through the custodian or to whom the
custodian may be obligated; (4) subject to the prior written consent of the Series 2008 Bond Insurer, pre-
funded municipal obligations rated “AAA” and “Aaa’ by S& P and Moody’s, respectively; or (5) subject
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to the prior written consent of the Series 2008 Bond Insurer, securities digible for “AAA” defeasance
under then existing criteria of S& P or any combination thereof, shall be used to effect defeasance of the
Series 2008 Bonds unless the Series 2008 Bond Insurer otherwise approves.

To accomplish defeasance, the District shall cause to be delivered (i) a report of an
independent firm of nationally recognized certified public accountants or such other accountant as shall
be acceptable to the Series 2008 Bond Insurer (“Accountant”) verifying the sufficiency of the escrow
established to pay the Series 2008 Bonds in full on the maturity or redemption date (“Verification™); (ii)
an Escrow Deposit Agreement (which shall be acceptable in form and substance to the 2008 Bond
Insurer); (iii) an opinion of nationally recognized bond counsel to the effect that the Series 2008 Bonds
are no longer Outstanding under the Second Supplemental Bond Indenture; and (iv) a certificate of
discharge of the Fiscal Agent with respect to the Series 2008 Bonds; each Verification and defeasance
opinion shall be acceptable in form and substance, and addressed, to the District, the Fiscal Agent, and the
Series 2008 Bond Insurer. The Series 2008 Bond Insurer shall be provided with fina drafts of the above-
referenced documentation not less than five business days prior to the funding of the escrow.

Series 2008 Bonds shall be deemed Outstanding under the Second Supplemental Bond Indenture
unless and until they are in fact paid and retired or the above criteria are met.

C. Amounts paid by the Series 2008 Bond Insurer under the Series 2008 Bond Insurance
Policy shall not be deemed paid for purposes of the Second Supplemental Bond Indenture and shall
remain Outstanding and continue to be due and owing until paid by the District in accordance with the
Second Supplemental Bond Indenture. The Second Supplemental Bond Indenture shall not be discharged
unless al amounts due or to become due to the Series 2008 Bond Insurer have been paid in full or duly
provided for.

D. The Series 2008 Bond Insurer shall, to the extent it makes any payment of principal of or
interest on the Series 2008 Bonds, become subrogated to the rights of the recipients of such paymentsin
accordance with the terms of the Series 2008 Bond Insurance Policy. The obligations to the Series 2008
Bond Insurer shall survive discharge or termination of the Related Documents.

E. The District shall pay or reimburse the Series 2008 Bond Insurer any and all charges,
fees, costs and expenses which the Series 2008 Bond Insurer may reasonably pay or incur in connection
with (i) the administration, enforcement, defense, or preservation of any rights or security in any Related
Document; (ii) the pursuit of any remedies under the Indenture or any other Related Document or
otherwise afforded by law or equity; (iii) any amendment, waiver, or other action with respect to, or
related to, the Indenture or any other Related Document whether or not executed or completed; or (v) any
litigation or other dispute in connection with the Second Supplemental Bond Indenture or any other
Related Document or the transactions contemplated thereby, other than amounts resulting from the failure
of the Series 2008 Bond Insurer to honor its obligations under the Series 2008 Bond Insurance Policy.
The Series 2008 Bond Insurer reserves the right to charge a reasonabl e fee as a condition to executing any
amendment, waiver, or consent proposed in respect of the Second Supplemental Bond Indenture or any
other Related Document.

F. After payment of reasonable expenses of the Fisca Agent, the application of funds
realized upon default shall be applied to the payment of expenses of the District or rebate only after the
payment of past due and current debt service on the Series 2008 Bonds and amounts required to restore
the Series 2008 Bonds Reserve Account to the Reserve Requirement.

G. The Series 2008 Bond Insurer shall be entitled to pay principal or interest on the Series

2008 Bonds that shall become Due for Payment but shall be unpaid by reason of Nonpayment by the
Disgtrict (as such terms are defined in the Series 2008 Bond Insurance Policy) and any amounts due on the
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Series 2008 Bonds as a result of acceleration of the maturity thereof in accordance with the Second
Supplemental Bond Indenture, whether or not the Series 2008 Bond Insurer has received a Notice of
Nonpayment (as such term is defined in the Series 2008 Bond Insurance Policy) or a claim upon the
Series 2008 Bond Insurance Policy.

H. The Series 2008 Bond Insurer shall be provided by the District with the following
information:

(D) Annual audited financial statements within 150 days after the end of the District's
fiscal year (together with a certification of the District that it is not aware of any default or Event of
Default under the Indenture), and the District's annual budget within 30 days after the approval thereof
together with such other information, data or reports as the Series 2008 Bond Insurer shall reasonably
request from time to time.

2 Notice of any draw upon the Series 2008 Bonds Reserve Account within two
Business Days after knowledge thereof other than (i) withdrawals of amounts in excess of the Reserve
Requirement and (ii) withdrawals in connection with arefunding of Series 2008 Bonds.

3 Notice of any default known to the Fiscal Agent or the District within five
Business Days after knowledge thereof.

(@] Prior notice of the advance refunding or redemption of any of the Series 2008
Bonds, including the principal amount, maturities, and CUSIP numbers thereof.

5) Notice of the resignation or removal of the Fiscal Agent and the appointment of,
and acceptance of duties by, any successor thereto.

(6) Notice of the commencement of any proceeding by or against the District or the
School District commenced under the United States Bankruptcy Code or any other applicable bankruptcy,
insolvency, receivership, rehabilitation, or similar law (an "Insolvency Proceeding”).

@) Notice of the making of any claim in connection with any Insolvency Proceeding
seeking the avoidance as a preferential transfer of any payment of principa of, or interest on, the Series
2008 Bonds.

(8 A full origina transcript of all proceedings relating to the execution of any
amendment or supplement to the Related Documents.

9 All reports, notices and correspondence to be delivered to Owners under the
terms of the Related Documents.

l. Notwithstanding satisfaction of other conditions to the issuance of Parity Bonds set forth
in the Master Indenture, no such issuance may occur (1) if an Event of Default (or any event which, once
al notice or grace periods have passed, would constitute an Event of Default) have occurred and be
continuing unless such default shall be cured upon such issuance; and (2) unless the Series 2008 Bonds
Reserve Account is fully funded at the Reserve Requirement (including the new issue) upon the issuance
of such Parity Bonds, in either case unless otherwise permitted by the Series 2008 Bond Insurer.

J In determining whether any amendment, consent, waiver, or other action to be taken, or
failure to take action, under the Indenture would adversely affect the security for the Series 2008 Bonds or
the rights of the Owners, the Fiscal Agent shall consider the effect of such amendment, consent, waiver,
action, or inaction asif there were no Series 2008 Bond Insurance Palicy.
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Claims Upon the I nsurance Policy and Payments by and to the Series 2008 Bond I nsurer

If, on the third business day prior to the related scheduled interest payment date or principa
payment date (“Payment Date") there is not on deposit with the Fiscal Agent, after making all transfers
and deposits required under the Second Supplemental Bond Indenture, moneys sufficient to pay the
principal and interest on the Series 2008 Bonds due on such Payment Date, the Fiscal Agent shall give
notice to the Series 2008 Bond Insurer and to its designated agent (if any) (the “Series 2008 Bond
Insurer’s Fiscal Agent”) by telephone or telecopy of the amount of such deficiency by 12:00 noon, New
York City time, on such business day. If, on the second business day prior to the related Payment Date,
there continues to be a deficiency in the amount available to pay the principal and interest on the Series
2008 Bonds due on such Payment Date, the Fiscal Agent shall make a claim under the Series 2008 Bond
Insurance Policy and give notice to the Series 2008 Bond Insurer and the Series 2008 Bond Insurer’s
Fiscal Agent (if any) by telephone of the amount of such deficiency, and the allocation of such deficiency
between the amount required to pay interest on the Series 2008 Bonds and the amount required to pay
principal of the Series 2008 Bonds, confirmed in writing to the Series 2008 Bond Insurer and the Series
2008 Bond Insurer’s Fiscal Agent (if any) by 12:00 noon, New Y ork City time, on such second business
day by filling in the form of Notice of Claim and Certificate delivered with the Series 2008 Bond
Insurance Policy.

The Fiscal Agent shall designate any portion of payment of principal on the Series 2008 Bonds
paid by the Series 2008 Bond Insurer, whether by virtue of mandatory sinking fund redemption, maturity
or other advancement of maturity, on its books as a reduction in the principal amount of the Series 2008
Bonds registered to the then current bondholder, whether DTC or its nominee or otherwise, and shall
issue a replacement Series 2008 Bond to the Series 2008 Bond Insurer, registered in the name of the
Series 2008 Bond Insurer, in a principal amount equal to the amount of principal so paid (without regard
to authorized denominations); provided that the Fiscal Agent’s failure to so designate any payment or
issue any replacement Series 2008 Bond shall have no effect on the amount of principal or interest
payable by the District on any Series 2008 Bond or the subrogation rights of the Series 2008 Bond
Insurer.

The Fiscal Agent shall keep a complete and accurate record of all funds deposited by the Series
2008 Bond Insurer into the Policy Payments Account (defined below) and the allocation of such funds to
payment of interest on and principal paid in respect of any Series 2008 Bond. The Series 2008 Bond
Insurer shall have the right to inspect such records at reasonable times upon reasonable notice to the
Fiscal Agent.

Upon payment of a claim under the Series 2008 Bond Insurance Policy the Fiscal Agent shall
establish a separate specia purpose trust account for the benefit of Owners referred to therein as the
"Series 2008 Bond Insurance Policy Payments Account” and over which the Fiscal Agent shall have
exclusive control and sole right of withdrawal. The Fiscal Agent shall receive any amount paid under the
Series 2008 Bond Insurance Palicy in trust on behalf of Owners and shall deposit any such amount in the
Series 2008 Bond Insurance Policy Payments Account and distribute such amount only for purposes of
making the payments for which a claim was made. Such amounts shall be disbursed by the Fiscal Agent
to Owners in the same manner as principal and interest payments are to be made with respect to the Series
2008 Bonds under the sections hereof regarding payment of Series 2008 Bonds. It shall not be necessary
for such payments to be made by checks or wire transfers separate from the check or wire transfer used to
pay debt service with other funds available to make such payments. Notwithstanding anything in the
Indenture to the contrary, the District agrees to pay the Series 2008 Bond Insurer (i) a sum equal to the
total of al amounts paid by the Series 2008 Bond Insurer under the Series 2008 Bond Insurance Policy
(the “Series 2008 Bond Insurer Advances’); and (ii) interest on such Series 2008 Bond Insurer Advances
from the date paid by the Series 2008 Bond Insurer until payment thereof in full, payable to the Series
2008 Bond Insurer at the Late Payment rate per annum (collectively, the “Series 2008 Bond Insurer
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Reimbursement Amounts”). “Late Payment Rate” means the lesser of (a) the greater of (1) the per annum
rate of interest, publicly announced from time to time by JPMorgan Chase Bank, or its successor, a its
principal office in the City of New York, as its prime or base lending rate (any change in such rate of
interest to be effective on the date such change is announced by JPMorgan Chase Bank) plus 3%, and (2)
the then applicable rate of interest on the Series 2008 Bonds, and (b) the maximum rate permissible under
applicable usury or similar laws limiting interest rates. The District hereby covenants and agrees that the
Series 2008 Bond Insurer Reimbursement Amounts are secured by alien on the pledge of the Net Taxes
and payable from such Net Taxes on a parity with debt service due on the Series 2008 Bonds.

Funds held in the Series 2008 Bond Insurance Policy Payments Account shall not be invested by
the Fiscal Agent and may not be applied to satisfy any costs, expenses, or liabilities of the Fiscal Agent.
Any funds remaining in the Series 2008 Bond insurance Policy Payments Account following an Interest
Payment Date shall promptly be remitted to the Series 2008 Bonds Insurer.

Series 2008 Bond Reserve Policy

A. The District shall repay any draws under the Series 2008 Bond Reserve Policy and pay
al related reasonable expenses incurred by the Series 2008 Bond Insurer. Interest shall accrue and be
payable on such draws and expenses from the date of payment by the Series 2008 Bond Insurer at the
Late Payment Rate. The Late Payment Rate shall be computed on the basis of the actua number of days
elapsed over a year of 360 days. In the event JPMorgan Chase Bank ceases to announce its Prime Rate
publicly, Prime Rate shall be the publicly announced prime or base lending rate of such national bank as
the Series 2008 Bond Insurer shall specify.

Repayment of draws and payment of expenses and accrued interest thereon at the late Payment
Rate (collectively, “Policy Costs’) shal commence in the first month following each draw, and each such
monthly payment shall be in an amount at least equal to 1/12 of the aggregate of Policy Costs related to
such draw.

Amounts in respect of Policy Costs paid to the Series 2008 Bond Insurer shall be credited first to
interest due, then to the expenses due and then to principal due. As and to the extent that payments are
made to the Series 2008 Bond Insurer on account of principal due, the coverage under the Series 2008
Bond Reserve Policy will be increased by a like amount, subject to the terms of the Series 2008 Bond
Reserve Palicy.

All cash investments in the Series 2008 Bonds Reserve Account established for the Series 2008
Bonds shall be transferred to the Bond Fund for payment of debt service on the Series 2008 Bonds before
any drawing may be made on the Series 2008 Bond Reserve Policy or any other credit facility credited to
the Series 2008 Bonds Reserve Account in lieu of cash (*Credit Facility”). Payment of any Policy Costs
shall be made prior to replenishment of any such cash amounts. Draws on all Credit Facilities (including
the Series 2008 Bond Reserve Policy) on which there is available coverage shall be made on a pro-rata
basis (calculated by reference to the coverage then available thereunder) after applying all available cash
and investments in the Series 2008 Bonds Reserve Account. Payment of Policy Costs and reimbursement
of amounts with respect to other Credit Facilities shall be made on a pro-rata basis prior replenishment of
any cash drawn from the Series 2008 Bonds Reserve Account.

B. If the District shall fail to pay any Policy Costs in accordance with the requirements of
the Indenture, the Series 2008 Bond Insurer shall be entitled to exercise any and all legal and equitable
remedies available to it, including those provided under the Indenture other than (i) acceleration of the
meaturity of the Series 2008 Bonds or (ii) remedies which would adversely affect Owners of the Series
2008 Bonds.
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C. The Second Supplemental Bond Indenture shall not be discharged until all Policy Costs
owing to the Series 2008 Bond Insurer shall have been paid in full. The District’s obligation to pay such
amounts shall expressly survive payment in full of the Series 2008 Bonds.

D. The Fiscal Agent shall determine the necessity for a claim upon the Series 2008 Bond
Reserve Policy and to provide notice to the Series 2008 Bond Insurer in accordance with the limits of the
Series 2008 Bond Reserve Policy at least five business days prior to each date upon which interest or
principal is due on the Series 2008 bonds.

Notices. Any notice that is required to be given to an Owner or to the Fiscal Agent pursuant to
the Indenture shall aso be provided to the Bond Insurer.

ESCROW DEPOSIT AND TRUST AGREEMENT

The following is a brief summary of certain provisions of the Escrow Deposit and Trust Agreement (the
Agreement”) by and between the Poway Unified School District Community Facilities District No. 1
(“CFD No. 1" or the “District”), and Zions First National Bank, acting as fiscal agent for the Prior Series
1998 Bonds, the Prior Series 2003 Bonds and the Series 2008 Bonds hereinafter referred to and as
escrow bank hereunder (as applicable, “Zions,” the “Fiscal Agent,” the “Prior Fiscal Agent” and the
“Escrow Bank”). This summary does not purport to be complete and is qualified in its entirety by
reference to said document.

Definition of Treasuries.

As used in the Escrow Deposit and Trust Agreement, the term “Treasuries” shall mean non-
callable direct obligations of the United States of America [alternatively - State and Local Government
Series (SLGS) securities].

Establishment of Escrow Fund.

There is created pursuant to the Agreement the “Escrow Fund” and within the Escrow Fund the
“Prior Series 1998 Bonds Escrow Account” and the “Prior Series 2003 Bonds Escrow Account” to be
held by the Escrow Bank as an irrevocable escrow securing the defeasance and redemption of the Prior
Bonds as thereinafter set forth. All cash and Treasuries in the Escrow Fund are hereby irrevocably
pledged as a specia fund for the payment of the principal of and interest and premium on the Prior Bonds
to be defeased and redeemed in accordance with the provisions of the Indenture. If at any time the
Escrow Bank shall receive actual knowledge that the cash and Treasuries in the Escrow Fund will not be
sufficient to make any payments required by the Agreement, the Escrow Bank shall notify the Digtrict of
such fact and the District shall immediately cure such deficiency from any source of legally available
funds.

Instructions asto Application of Deposit.

The total amount of Treasuries and cash deposited in the Prior Series 1998 Bonds Escrow
Account pursuant to the Agreement shall be applied by the Escrow Bank for the sole purpose of paying
the interest on the Prior Series 1998 Bonds with the exception of the Prior Series 1998 Bonds maturing on
October 1, 2008 as the same come due and payable on April 1, 2008 and the redemption price of the Prior
Series 1998 Bonds on April 1, 2008.

The total amount of Treasuries and cash deposited in the Prior Series 2003 Bonds Escrow
Account pursuant to the Agreement be applied by the Escrow Bank for the sole purpose of paying the
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interest on the Prior Series 2003 Bonds as the same come due and payable and the redemption price of the
Prior Series 2003 Bonds to be redeemed.

Prohibition of Substitution or Withdrawal of Treasuries.

Neither the Treasuries described in the Agreement and deposited with the Escrow Bank pursuant
to the Agreement nor the interest or principal payments on such Treasuries shall be withdrawn or used for
any purpose other than, and shall be held in trust for, the payment of the interest on and redemption price
of the Prior Series 1998 Bonds and the payment of the interest on and principal and redemption price of
the Prior Series 2003 Bonds to be defeased and/or redeemed; provided that any cash received from such
interest or principal payments on such Treasuries, if not then needed for such purpose, shall, to the extent
practicable, be reinvested at the written direction of the District in Treasuries maturing at times and in
amounts sufficient to pay when due the interest on and principal, if any, and redemption price of the Prior
Bonds on and prior to the applicable redemption date thereof, and interest earned from such reinvestments
shall, to the extent not required for payment of the interest on and principal, if any, or redemption price of
the Prior Bonds be transferred to the District at its written direction.

Proceedings for Redemption of Prior Bonds.

Pursuant to the Agreement, the District irrevocably elects to defease and redeem the Prior Series
1998 Bonds with the exception of the Prior Series 1998 Bonds maturing on October 1, 2008 pursuant to
the Indenture on April 1, 2008. The District further irrevocably elects to defease and/or redeem that part
of the Prior Series 2003 Bonds pursuant to the Indenture maturing on October 1, 2018, October 1, 2021,
October 1, 2022 and October 1, 2026.

Amendment.

The Agreement may be amended by the parties thereto, but only if (a) there shall have been filed
with the District and Zions a written opinion of Bond Counsel stating that such amendment will not
materially adversely affect the interests of the owners of the Prior Bonds and that such amendment will
not cause interest on the Prior Bonds to become includable in the gross incomes of the owners thereof for
Federal income tax purposes, and (b) the Owners of al of the Prior Bonds have consented to such
amendment.
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APPENDIX D

FORM OF COMMUNITY FACILITIESDISTRICT
CONTINUING DISCLOSURE AGREEMENT

ThisCONTINUING DISCLOSURE AGREEMENT (the*® Disclosure Agreement”) isexecuted and
entered into asof March 1, 2008, by and among the Poway Unified School District, on behalf of Community
Facilities District No. 1 of the Poway Unified School District (the “ Community Facilities District”), Zions
First National Bank, a national banking association organized and existing under and by virtue of the laws
of the United States of America, in its capacity as Fisca Agent (the “Fiscal Agent”), and Dolinka Group
LLC, inits capacity as Dissemination Agent (the “Dissemination Agent”) in connection with the issuance
of the Poway Unified School District Community Facilities District No. 1Series 2008 Special Tax Refunding
Bonds (the “2008 Bonds’);

WITNESSETH:

WHEREAS, pursuant to the Bond Indenture, dated as of January 1, 1998, as supplemented by a
First Supplemental Bond Indenture, dated as of January 1, 2003, and as supplemented by a Second
Supplemental Bond Indenture, dated as of March 1, 2008 (collectively, the “Bond Indenture”), by and
between the Community Facilities District and the Fiscal Agent, the Community Facilities District hasissued
the 2008 Bonds in the aggregate principal amount of $48,420,000; and

WHEREAS, the 2008 Bonds are payable from and secured by special taxes|evied on certain of the
property within the Community Facilities District;

NOW, THEREFORE, for and in consideration of the mutual premises and covenants herein
contained, the parties hereto agree as follows:

Section 1. Purpose of the Disclosure Agreement. The Disclosure Agreement isbeing executed and
delivered by the Community Facilities District for the benefit of the owners and beneficial owners of the
2008 Bondsandin order to assi st the Parti cipating Underwriter incomplyingwith S.E.C. Rule 15¢2-12(b)(5).

Section 2. Definitions. In addition to the definitions set forth in the Bond Indenture which apply
to any capitalized term used in this Disclosure Agreement unless otherwise defined in this Section, the
following capitalized terms shall have the following meanings:

“Annual Report” shall mean any Annual Report provided by the Community Facilities District
pursuant to, and described in, Sections 3 and 4 of this Disclosure Agreement.

“Annual Report Date” shall mean January 31 next following the end of the Community Facility
District’ sfiscal year, which fiscal year end, as of the date of this Disclosure Agreement, is June 30.

“Community Facilities District” means the Poway Unified School District Community Facilities
District No. 1.

“Disclosure Representative” shall mean the Deputy Superintendent or his or her designee, or such
other officer or employee asthe Community FacilitiesDistrict shall designateinwriting to the Dissemination
Agent from time to time.



“Dissemination Agent” shall mean Dolinka Group LLC, or any successor Dissemination Agent
designated inwriting by the Community Facilities District and which hasfiled with the Community Facilities
District awritten 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. Information on the National Repositories as of a particular date is
available on the Internet at sec.gov/info/municipal/nrmsir.htm.

“Participating Underwriter” shall mean Stone & Youngberg LLC.

“Repository” shall mean each National Repository and each State Repository.

“Rule’ shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission under
the Securities Exchange Act of 1934, as the same may be amended from time to time.

“School District” shall mean the Poway Unified School District.
“State Repository” shall mean any public or private repository or entity designated by the State of
California as a state repository for the purpose of the Rule and recognized as such by the Securities and

Exchange Commission. As of the date of this Disclosure Agreement, there is no State Repository.

Section 3. Provision of Annual Reports.

€)] The Community FacilitiesDistrict shal, or, shall causethe Dissemination Agent to,
not later than the Annual Report Date commencing January 31, 2009, provide to each Repository,
to the Fiscal Agent and to the Participating Underwriter an Annual Report which is consistent with
the requirements of Section 4 of the Disclosure Agreement. Not later than fifteen (15) Business
Days prior to said date, the Community Facilities District shall provide the Annual Report to the
Dissemination Agent. The Annual Report may be submitted as a single document or as separate
documents comprising a package, and may include by reference other information as provided in
Section 4 of this Disclosure Agreement; provided that the audited financial statements of the School
District may be submitted separately from the balance of the Annual Report and later than the date
required above for the filing of the Annual Report if not available by that date. If the School
District’ sfiscal year changes, it shall give notice of such changein the same manner asfor aListed
Event under Section 5(c). If the Dissemination Agent has not received a copy of the Annual Report
on or before 15 business days prior to January 31 in any year, the Dissemination Agent shall notify
the Community Facilities District of such failure to receive the Annual Report. The Community
Facilities District shall provide a written certification with each Annual Report furnished to the
Dissemination Agent to the effect that such Annual Report constitutes the Annual Report required
to be furnished by it hereunder. The Dissemination Agent may conclusively rely upon such
certification of the Community Facilities District and shall have no duty or obligation to review such
Annual Report. The Annual Report may be provided in el ectronic format to each Repository and
the Participating Underwriter and may be provided through the services of a“central post office”
approved by the Securities and Exchange Commission. For example, any filing under this
Continuing Disclosure Agreement may be made solely by transmitting such filing to the Texas
Municipa Advisory Council (the“MAC") as provided at http://www.disclosureusa.org unless the
United States Securities and Exchange Commission has withdrawn the interpretive advice in its
letter to the MAC dated September 7, 2004.
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(b) If the Community Facilities District is unable to provide to the Repositories and
to the Participating Underwriter an Annual Report by the date required in subsection (a), the
Dissemination Agent shall send a notice to the Repositories and the appropriate State Repository,
if any, in substantially the form attached as Exhibit A.

(c) The Dissemination Agent shall:

(i) 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;

(i)  provide any Annual Report received by it to each Repository, the Fiscal
Agent and the Participating Underwriter as provided herein; and

(iii)  if the Dissemination Agent is other than the Community Facilities District
and to the extent it can confirm such filing of the Annual Report, file a
report with the Community Facilities District, the Fiscal Agent and the
Participating Underwriter certifying that the Annual Report has been
provided pursuant to this Disclosure Agreement, stating the date it was
provided and listing all the Repositoriesto which it was provided.

Section 4. Content of Annual Reports. The Community Facilities District’s Annual Report shall
contain or incorporate by reference the following:

(a Audited Financial Statements of the School District prepared in accordance with
generally accepted accounting principles as promulgated to apply to government entitiesfromtime
to time by the Governmental Accounting Standards Board. If audited financial statements are not
available, at thetimerequired for filing, unaudited financial statements shall be submitted with the
Annual Report, and audited financial statements shall be submitted once available.

(b) The following information regarding the 2008 Bonds and any parity bonds:

() Principal amount of the 2008 Bonds and any parity bonds outstanding as
of adate within 30 days proceeding the date of the Annual Report;

(i) Balance in the Accounts in the Bond Fund as of a date within 30 days
proceeding the date of the Annual Report;

(iii) Balance in each Account in the Reserve Fund and statement of each
Reserve Requirement as of adate within 30 days proceeding the date of the
Annual Report and statement as to status of Reserve Policy for each
Reserve Account;

(iv) Balance in the Improvement Fund, if any, as of a date within 30 days
preceding the date of the Annual Report, and of any other fund not
referenced in clauses (i), (ii), (iii) or (iv) hereof;

(v) A table summarizing assessed value-to-lien ratios for the property in the

Community Facilities District and by the Rate and Method of
Apportionment of Special Taxesland use categories. The assessed values
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(vi)

(vii)

(viii)

(ix)

()

(xi)

(xii)

in such table will be determined by reference to the value of the parcels
within the Community Facilities District on which the Special Taxes are
levied, as shown on the assessment roll of the San Diego County A ssessor
last equalized prior to the September 2 next preceding the Annual Report
Date. Thelien valuesin such table will include all 2008 Bonds and any
parity bonds of the Community Facilities District and all other debt secured
by atax or assessments levied on parcels within the Community Facilities
District.

Information regarding the annual special taxes levied in the Community
Facilities District, amount collected, delinquent amounts and percent
delinquent for the most recent fiscal year;

Status of foreclosure proceedings of parcels within the Community
Facilities District and summary of results of foreclosure sales, if available;

A land ownership summary listing property owners responsible for more
than 5% of the Special Tax levy as shown on the assessment rol| of the San
Diego County Assessor last equalized prior to the September 30 next
preceding the Annual Report Date, a summary of the Special Taxeslevied
on the property within the Community Facilities District owned by such
property owners, and the assessed val ue of such property, asshown on such
assessment roll;

Concerning delinquent parcels as of theimmediately preceding August 15;

. number of parcelsin the Community Facilities District delinguent
in payment of Special Tax,

. total of such delinquency and percentage of delinquency inrelation
to total Specia Tax levy,

. status of the actions taken by the School District and/or the
Community Facilities District related to any foreclosure
proceedings upon delinquent properties within the Community
Facilities District;

Identity of any delinquent taxpayer obligated for greater than 5% of the
annual Special Tax levy as of theimmediately preceding August 15, plus:

. assessed value of applicable properties, and
. summary of results of foreclosure sales, if available;

A copy of any report for or concerning the Community Facilities District
as of theimmediately preceding October 31 required under State law; and

Any changesto the Rate and Method of Apportionment of Special Tax for
the Community Facilities District approved or submitted to the qualified



electorsof the Community Facilities District for approval prior tothefiling
of the Annual Report.

(© In addition to any of the information expressly required to be provided under
paragraphs (a) and (b) of this Section, the Community Facilities District shall provide such further
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.

Any or al of the items listed above may be included by specific reference to other documents,
including official statements of debt issues of the Community Facilities District or related public entities,
which have been submitted to each of the Repositories or the Securities and Exchange Commission. If the
document included by reference is a final official statement, it must be available from the Municipal
Securities Rulemaking Board. The Community Facilities District shall clearly identify each such other
document so included by reference.

A form of information cover sheet for municipal secondary market disclosure recommended by the
Municipal Securities Rulemaking Board is attached as Exhibit B.

Section 5. Reporting of Significant Events.

€)] Pursuant to the provisions of this Section 5, the Community Facilities District shall
give, or causeto begiven, notice of the occurrence of any of the following events with respect to the
2008 Bonds and any Additional Bonds, if material:
(i) Principal and interest payment delinguencies,
(i) Non-payment related defaults;

(iii) Unscheduled draws on debt service reserves reflecting financial
difficulties;

(iv) Unscheduled draws on credit enhancements reflecting financial
difficulties;

(V) Substitution of credit or liquidity providers, or their failure to perform;

(vi) Adverse tax opinions or events affecting the tax-exempt status of the
security;

(vii)  Modifications to rights of security holders;
(viii)  Contingent or unscheduled bond calls;
(ix) Defeasances,

x) Release, substitution, or sale of property securing repayment of the
securities; and

(xi) Rating changes.



(b) The Dissemination Agent shall, within five business days of obtaining actual
knowledge of the occurrence of any of the Listed Events, contact the Disclosure Representative,
inform such person of the event, and request that the Community Facilities District promptly notify
the Dissemination Agent in writing whether or not to report the event pursuant to subsection (€).
For purposes of this Disclosure Agreement, “actual knowledge” of the occurrence of the Listed
Eventsdescribed under clauses (ii), (iii), (vi), (xX) and (xi) above shall mean actual knowledge by an
officer at the corporatetrust office of the Dissemination Agent. The Dissemination Agent shall have
no responsibility for determining the materiality of any of the Listed Events.

(© As soon as practicable based on the time needed to discover the occurrence of the
event, to assessitsmateriality and to prepare and disseminate the notice, if the Community Facilities
District determinesthat the occurrence of aListed Event would be material under applicable Federal
securities law, the Community Facilities District shall promptly notify the Dissemination Agent in
writing. Such notice shall instruct the Dissemination Agent to report the occurrence pursuant to
subsection (€). The Community Facilities District shall provide the Dissemination Agent with a
form of notice of such event in aformat suitable for reporting to each National Repository or to the
Municipal Securities Rulemaking Board and to the appropriate state information repository, if any.

(d) If in response to arequest under subsection (b), the Community Facilities District
determines that the Listed Event would not be material under applicable Federal securitieslaw, the
Community Facilities District shall so notify the Dissemination Agent in writing and instruct the
Dissemination Agent not to report the occurrence pursuant to subsection ().

(e If the Dissemination Agent hasbeeninstructed by the Community Facilities District
to report the occurrence of a Listed Event, the Dissemination Agent shall file a notice of such
occurrence with each National Repository or with the Municipal Securities Rulemaking Board and
with the appropriate state information repository, if any, and shall provide a copy of such noticeto
the Participating Underwriter. Notwithstanding the foregoing, notice of Listed Eventsdescribed in
subsections (a)(viii) and (ix) need not be given under this subsection any earlier than the notice (if
any) of the underlying event is given to owners of affected 2008 Bonds pursuant to the Bond
Indenture.

Section 6. Termination of Reporting Obligation. All of the Community Facilities District’s
obligations hereunder shall terminate upon the earliest to occur of (i) thelegal defeasance of the 2008 Bonds,
(ii) prior redemption of the 2008 Bonds or (iii) payment in full of al the 2008 Bonds. If such determination
occurs prior to the final maturity of the 2008 Bonds, the Community Facilities District shall give notice of
such termination in the same manner as for a Listed Event under Section 5(f).

Section 7. Dissemination Agent. TheCommunity FacilitiesDistrict may, fromtimeto time, appoint
or engage a Dissemination Agent to assist in carrying out its obligations under this Disclosure Agreement,
and may discharge any such Dissemination Agent, with or without appointing a successor Dissemination
Agent. Theinitial Dissemination Agent shall be DolinkaGroup LLC. The Dissemination Agent may resign
by providing thirty days written notice to the Community Facilities District and the Fiscal Agent (if the
Fiscal Agent is not the Dissemination Agent). The Dissemination Agent shall have no duty to prepare the
Annual Report nor shall the Dissemination Agent be responsiblefor filing any Annual Report not provided
to it by the Community Facilities District in atimely manner and in aform suitable for filing.

Section 8. Amendment Waiver. Notwithstanding any other provision of thisDisclosure Agreement,
the Community Facilities District, the Fiscal Agent and the Dissemination Agent may amend thisDisclosure
Agreement (and the Fiscal Agent and the Dissemination Agent shall agree to any amendment so requested
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by the Community Facilities District, so long as such amendment does not adversely affect the rights or
obligationsof the Fiscal Agent or the Dissemination Agent), and any provision of this Disclosure Agreement
may be waived, provided that the following conditions are satisfied:

€) if the amendment or waiver relates to the provisions of Sections 3(a), 4 or 5(a), it
may only be made in connection with a change in circumstances that arises from a change in legal
requirements, changein law, or change in the identity, nature, or status of an obligated person with
respect to the 2008 Bonds, or type of business conducted,;

(b) the undertakings herein, as proposed to be amended or waived, would, in the
opinion of nationally recognized bond counsel, have complied with the requirements of the Rule at
the time of the primary offering of the 2008 Bonds, after taking into account any amendments or
interpretations of the Rule, aswell as any change in circumstances; and

(c) the proposed amendment or waiver either (i) is approved by owners of the 2008
Bonds in the manner provided in the Bond Indenture for amendments to the Bond Indenture with
the consent of owners, or (ii) does not, in the opinion of nationally recognized bond counsel,
materially impair the interests of the owners or beneficial owners of the 2008 Bonds.

If theannual financial information or operating datato be provided in the Annual Report isamended
pursuant to the provisions hereof, thefirst annual financial information filed pursuant hereto containing the
amended operating data or financial information shall explain, in narrative form, the reasons for the
amendment and the impact of the change in the type of operating data or financial information being
provided.

If an amendment is made to the undertaking specifying the accounting principlesto be followed in
preparing financial statements, the annual financial information for the year in which the change is made
shall present acomparison between the financial statements or information prepared on the basis of the new
accounting principles and those prepared on the basis of the former accounting principles. The comparison
shall include a qualitative discussion of the differences in the accounting principles and the impact of the
change in the accounting principles on the presentation of the financial information in order to provide
information to investors to enable them to evaluate the ability of the Community Facilities District to meet
its obligations. To the extent reasonably feasible, the comparison shall be quantitative. A notice of the
changeinthe accounting principles shall be sent to the Repositoriesin the same manner asfor aListed Event
under Section 5(f).

Section 9. Additional Information. Nothing in this Disclosure Agreement shall be deemed to
prevent the Community Facilities District from disseminating any other information, using the means of
dissemination set forth in this Disclosure Agreement or any other means of communication, or including any
other information in any Annual Report or notice of occurrence of aListed Event, in addition to that which
is required by this Disclosure Agreement. If the Community Facilities District chooses to include any
information in any Annual Report or notice of occurrence of a Listed Event in addition to that which is
specifically required by this Disclosure Agreement, the Community Facilities District shall have no
obligation under this Disclosure Agreement to update such information or include it in any future Annual
Report or notice of occurrence of a Listed Event.

Section 10. Default. In the event of a failure of the Community Facilities District or the
Dissemination Agent to comply with any provision of thisDisclosure Agreement, the Fiscal Agent may (and,
at the written direction of the Participating Underwriter or the owners of at least 25% aggregate principal
amount of Outstanding 2008 Bonds, shall, upon receipt of indemnification reasonably satisfactory to the
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Fiscal Agent) or any owner or beneficial owner of the 2008 Bonds may, take such actions as may be
necessary and appropriate, including seeking mandate or specific performance by court order, to cause the
Community Facilities District, the Fiscal Agent or the Dissemination Agent to comply with its obligations
under this Disclosure Agreement. A default under this Disclosure Agreement shall not be deemed an Event
of Default under the Bond Indenture, and the sole remedy under this Disclosure Agreement in the event of
any failure of the Community Facilities District, the Fiscal Agent or the Dissemination Agent to comply with
this Disclosure Agreement shall be an action to compel performance.

Section 11. Duties, Immunities and Liabilities of Fiscal Agent and Dissemination Agent. Section
7.04 of the Bond Indenture is hereby made applicable to this Disclosure Agreement as if this Disclosure
Agreement were (solely for this purpose) contained in the Bond Indenture, and the Fiscal Agent and the
Dissemination Agent shall be entitled to the protections, limitations from liability and indemnities afforded
to the Fiscal Agent thereunder. The Dissemination Agent and the Fiscal Agent shall have only such duties
hereunder as are specifically set forth in this Disclosure Agreement. This Disclosure Agreement does not
apply to any other securitiesissued or to beissued by the Community Facilities District. The Dissemination
Agent shall have no obligation to make any disclosure concerning the 2008 Bonds, the Community Facilities
District or any other matter except as expressly set out herein, provided that no provision of this Disclosure
Agreement shall limit the duties or obligations of the Fiscal Agent under the Bond Indenture. The
Dissemination Agent shall have no responsibility for the preparation, review, formor content of any Annual
Report or any noticeof aListed Event. Thefact that the Fiscal Agent hasor may have any banking, fiduciary
or other relationship with the Community Facilities District or any other party, apart from the relationship
created by the Bond Indenture and this Disclosure Agreement, shall not be construed to mean that the Fiscal
Agent has knowledge or notice of any event or condition relating to the 2008 Bonds or the Community
Facilities District except initsrespective capacities under such agreements. No provision of thisDisclosure
Agreement shall requireor be construed to requirethe Dissemination Agent tointerpret or providean opinion
concerning any information disclosed hereunder. Information disclosed hereunder by the Dissemination
Agent may contain such disclaimer language concerning the Dissemination Agent’s responsibilities
hereunder with respect thereto asthe Dissemination Agent may deem appropriate. The Dissemination Agent
may conclusively rely on the determination of the Community Facilities District asto the materiality of any
event for purposes of Section 5 hereof. Neither the Fiscal Agent nor the Dissemination Agent make any
representation as to the sufficiency of this Disclosure Agreement for purposes of the Rule. The
Dissemination Agent shall be paid compensation by the Community Facilities District for its services
provided hereunder in accordance with its schedul e of fees, asamended from timeto time, and all expenses,
legal fees and advances made or incurred by the Dissemination in the performance of its duties hereunder.
The Community Facilities District’s obligations under this Section shall survive the termination of this
Disclosure Agreement.

Section 12. Beneficiaries. The Participating Underwriter and the owners and beneficial owners
fromtimeto time of the 2008 Bonds shall bethird party beneficiariesunder this Disclosure Agreement. This
Disclosure Agreement shall inure solely to the benefit of the Community Facilities District, theFiscal Agent,
the Dissemination Agent, the Participating Underwriter and ownersand beneficial ownersfromtimetotime
of the 2008 Bonds, and shall create no rights in any other person or entity.

Section 13. Notices. Any nhotice or communications to or among any of the parties to this
Disclosure Agreement shall be given to al of the following and may be given as follows:



If to the Community  Poway Unified School District
Facilities District: Community Facilities District No. 1
13626 Twin Peaks Road
Poway, California 92064-3034
Telephone: 858/679-2501
Telecopier: 858/513-0967
Attention: Deputy Superintendent

If tothe DolinkaGroup LLC
Dissemination 1301 Dove Street, Suite 700
Agent: Newport Beach, California 92660

Telephone: 949/250-8300
Telecopier: 949/250-8301

If to the Zions First National Bank

Fiscal Agent: 550 South Hope Street, Suite 2650
Los Angeles, California 90071
Telephone: 213/593-3152
Telecopier: 213/593-3160

If to the Stone & Youngberg LLC
Participating One Ferry Building
Underwriter: San Francisco, Cdifornia94111

Telephone: 415/445-2300
Telecopier: 415/445-2395
Attention: Municipal Research Department

Section 14. Future Determination of Obligated Persons. In the event the Securities Exchange
Commission amends, clarifies or supplementsthe Rulein such amanner that requires any landowner within
the Community Facilities District to be an obligated person as defined in the Rule, nothing contained herein
shall be construed to require the Community Facilities District to meeting the continuing disclosure
regquirements of the Rule with respect to such obligated person and nothing in this Disclosure Agreement
shall be deemed to obligate the Community Facilities District to disclose information concerning any owner
of land within the Community Facilities District except asrequired as part of the information required to be
disclosed by the Community Facilities District pursuant to Section 4 and Section 5 hereof.

Section 15. Severability. In case any one or more of the provisions contained herein shall for any
reason be held to be invalid, illegal or unenforceable in any respect, such invalidity, illegality or
unenforceability shall not affect any other provision hereof.

Section 16. State of California Law Governs. The validity, interpretation and performance of this
Purchase Agreement shall be governed by the laws of the State of California.

Section 17. Counterparts. ThisDisclosure Agreement may beexecutedin several counterparts, each
of which shall be an original and all of which shall constitute but one and the same instrument.



Section 18. Merger. Any person succeeding to al or substantially all of the Dissemination Agent’s
corporate trust business shall be the successor Dissemination Agent without the filing of any paper or any
further act.

IN WITNESS WHEREOF, the parties hereto have executed this Disclosure Agreement
as of the date first above written.

POWAY UNIFIED SCHOOL DISTRICT,

on behalf of Community Facilities District No.1 of the
Poway Unified School District

By:

Authorized Officer

ZIONS FIRST NATIONAL BANK,
as Fiscal Agent

By:

Authorized Officer

DOLINKA GROUPLLC,
as Dissemination Agent

By:

Authorized Officer
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EXHIBIT A

NOTICE TO EACH NATIONAL REPOSITORY OR THE MUNICIPAL SECURITIES
RULEMAKING BOARD, AND TO THE APPROPRIATE STATE INFORMATION
REPOSITORY, IF ANY, OF FAILURE TO FILE SEMI-ANNUAL REPORT

Name of Issuer: Poway Unified School District
Community Facilities District No. 1

Name of Bond Issue: Poway Unified School District
Community Facilities District No. 1
Series 2008 Special Tax Refunding Bonds

Date of Issuance: March 26, 2008

NOTICEISHEREBY GIVEN that Poway Unified School District Community FacilitiesDistrict No. 1
(the “ Community Facilities District”) has not provided an Annual Report with respect to the above-named
Bonds as required by the Continuing Disclosure Agreement, dated as of March 1, 2008, by and among the
Community Facilities District, Zions First National Bank, as Fiscal Agent and Dolinka Group LLC, as
Dissemination Agent. [The Community Facilities District anticipates that the Annual Report will be filed

by 1

Dated: 20

Dolinka Group LLC, as Dissemination Agent, on
behalf of the Community Facilities District

cc: Community Facilities District No. 1
Stone & Youngberg LLC
Zions First National Bank
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Municipal Secondary Market Disclosure
Information Cover Sheet

This cover sheet should be sent with al submissions made to the Municipal Securities Rulemaking Board, Nationally
Recognized Municipal Securities Information Repositories, and any applicable State Information Depository, whether the
filing is voluntary or made pursuant to Securities and Exchange Commission Rule 15¢2-12 or any analogous state statute.

See www.sec.gov/info/municipal/nrmsir.htm for list of current NRM SIRsand SIDs

IF THIS FILING RELATES TO A SINGLE BOND ISSUE:
Provide name of bond issue exactly as it appears on the cover of the Official Statement
(please include name of state where Issuer is located):

$48,420,000
POWAY UNIFIED SCHOOL DISTRICT
COMMUNITY FACILITIESDISTRICT NO. 1
2008 SPECIAL TAX REFUNDING BONDS

Provide nine-digit CUSIP® numbers’ if available, to which the information relates:

Maturity CUSIP® Maturity CUSIP®
(October 1) No. (October 1) No.

2008 738855SL0 2015 738855ST3
2009 738855SM 8 2016 738855SU0
2010 738855SN6 2017 7388555V 8
2011 738855SP1 2018 738855SW6
2012 738855SQ9 2019 7388555X 4
2013 738855SR7 2020 738855SY 2
2014 738855SS5

IF THIS FILING RELATES TO ALL SECURITIES ISSUED BY THE ISSUER OR ALL
SECURITIES OF A SPECIFIC CREDIT OR ISSUED UNDER A SINGLE INDENTURE:

Issuer’s Name (please include name of state where Issuer islocated):

Other Obligated Person’s Name (if any):
(Exactly asit appears on the Official Statement Cover)

Provide six-digit CUSIP® number(s)*, if available, of Issuer:

*(Contact CUSIP's Municipal Disclosure Assistance Line at 212.438.6518 for assistance with obtaining the proper CUSI p® numbers.)

TYPE OF FILING:
[0 Electronic (number of pages attached) [0 Paper (number of pages attached)

If information is also available on the Internet, give URL.:
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WHAT TYPE OF INFORMATION ARE YOU PROVIDING? (Check all that apply)

A. O Annual Financial Information and Operating Data pursuant to Rule 15¢2-12
(Financial information and operating data should not be filed with the MSRB.)

Fiscal Period Covered:

B. O Audited Financial Statementsor CAFR pursuant to Rule 15¢2-12

Fiscal Period Covered:

C. O Noticeof aMaterial Event pursuant to Rule 15¢2-12 (Check as appropriate)

1. [0 Principal and interest payment delinquencies 6. [0 Adversetax opinions or events affecting the
tax-exempt status of the security

2. [0 Non-payment related defaults 7. [0 Modifications to the rights of security holders
3. O Unscheduled draws on debt service reserves 8. O Bond calls

reflecting financial difficulties
4, 0 Unscheduled draws on credit enhancements 9. O Defeasances

reflecting financial difficulties

5. [0 Substitution of credit or liquidity providers,or  10. [0 Release, substitution, or sale of property
their failure to perform securing repayment of the securities

11. [0 Rating changes

D. O Noticeof Failureto Provide Annual Financial I nformation as Required

E. 0O Other Secondary Market I nformation (Specify):

| hereby represent that | am authorized by the issuer or obligor or its agent to distribute this information

publicly:

Issuer Contact:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Email Address Issuer Web Site Address

Dissemination Agent Contact, if any:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Email Address Relationship to I ssuer

D-13



Obligor Contact, if any:

Name Title

Employer

Address City State Zip Code
Telephone Fax

Email Address Obligor Web site Address

Investor Relations Contact, if any:

Name Title

Telephone Email Address
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APPENDIX E
FORM OF OPINION OF BOND COUNSEL

Upon delivery of the 2008 Bonds, Best Best & Krieger LLP, San Diego, California, Bond Counsel
to Community Facilities District No. 1 of the Poway Unified School District, proposesto render their final
approving opinion with respect to the 2008 Bonds in substantially the following form:

Board of Education

Poway Unified School District
13626 Twin Peaks Road
Poway, California 92064-3034

BOND OPINION

POWAY UNIFIED SCHOOL DISTRICT
COMMUNITY FACILITIESDISTRICT NO. 1
SERIES 2008 SPECIAL TAX REFUNDING BONDS

L adies and Gentlemen:

We have acted as bond counsel in connection with the issuance by Community Facilities District
No. 1 of the Poway Unified School District (the“ Community Facilities District”), of $48,420,000 aggregate
principal amount of the Poway Unified School District Community Facilities District No. 1 Series 2008
Specia Tax Refunding Bonds (the “2008 Bonds’). The 2008 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”), aresolution adopted by the Board of Education on March 3, 2008 (the “Resolution”), and a Bond
Indenture, dated as of January 1, 1998 (the “ Master Indenture”), by and between the Community Facilities
District No. 1 of the Poway Unified School District (the “Community Facilities District”) and Zions First
National Bank (successor to First Trust of California, National Association), as fiscal agent (the “Fiscal
Agent”) assupplemented by aFirst Supplemental Bond Indenture (the* First Supplemental Bond Indenture”),
dated as of January 1, 2003, by and between the Community Facilities District and the Fiscal Agent and as
supplemented by a Second Supplemental Bond Indenture, dated March 1, 2008, by and between the
Community Facilities District and the Fiscal Agent (the* Second Supplemental Indenture” and, together with
the Master Indenture and the First Supplemental Bond Indenture, the “Bond Indenture”).

We have examined the Act, the Resolution, the Bond Indenture and certified copies of the
proceedings taken for the issuance and sale of the 2008 Bonds. Asto questions of fact which are material
to our opinion, we have relied upon the representations of the Community Facilities District and the Poway
Unified School District 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 2008 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 Bond Indenture having been duly authorized
and executed by the proper official, constitute the legally valid and binding obligations of the Community
Facilities 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 2008 Bonds are payable, asto
both principal andinterest, solely from certain special taxesto belevied and coll ected within the Community
Facilities District and other funds available therefor held under the Bond Indenture.

Thelnternal Revenue Code of 1986, asamended (the* Code"), setsforth certain investment, rebate
and related requirements which must be met subsequent to the issuance and delivery of the 2008 Bonds for
theinterest on the 2008 Bondsto be and remain exempt from federal incometaxation. Noncompliance with
such requirements could cause the interest on the 2008 Bonds to be subject to federal income taxation
retroactive to the date of issuance of the 2008 Bonds. Pursuant to the Bond Indenture, the Community
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Facilities District 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 Community Facilities District with the af orementioned covenants, the interest
on the 2008 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 2008 Bonds is not a specific preference item for
purposes of the alternative minimum tax provisions of the Code. However, interest on the 2008 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.

Although interest on the 2008 Bondsis excluded from grossincomefor purposes of federal income
taxation, the accrual or receipt of interest on the 2008 Bonds may otherwise affect the federal income tax
liability of therecipient. The extent of these tax consequenceswill depend on the recipient’ s particular tax
status or other items of income or deduction. We express ho 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.

Therights of the owners of the 2008 Bonds and the enforceability of the 2008 Bonds and the Bond
Indenture 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
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APPENDIX G
BOOK-ENTRY AND DTC

Thefollowing description of the proceduresand recor d keeping with respect to beneficial ownership
interests in the 2008 Bonds, payment of principal of and interest on the 2008 Bonds to Direct Participants,
Indirect Participants or Beneficial Owners (as such terms are defined below) of the 2008 Bonds,
confirmation and transfer of beneficial ownership interests in the 2008 Bonds and other Bond-related
transactions by and between DTC, Direct Participants, Indirect Participants and Beneficial Owners of the
2008 Bondsisbased solely on information furnished by DTC to the Community Facilities District which the
Community Facilities District believes to be reliable, but the Community Facilities District and the
Underwriter do not and cannot make any independent representations concer ning these matter s and do not
takeresponsibility for theaccuracy or completenessthereof. Neither the DTC, Direct Participants, Indirect
Participants nor the Beneficial Owners should rely on the foregoing information with respect to such
matters, but should instead confirm the same with DTC or the DTC Participants, asthe case may be.

The Depository Trust Company (“DTC"), New Y ork, New York, will act as securities depository
for the 2008 Bonds. The 2008 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. Onefully-registered 2008 Bond will beissued for each maturity of the 2008 Bonds,
each in the aggregate principal amount of such maturity, and will be deposited with DTC.

DTC, theworld' slargest securities depository, is alimited-purpose trust company organized under
the New Y ork Banking Law, a*banking organization” within the meaning of the New Y ork Banking Law,
a member of the Federal Reserve System, a “clearing corporation” within the meaning of the New Y ork
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 issuesand money market instrumentsfrom
over 100 countriesthat 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
includeboth U.S. and non-U.S. securitiesbrokersand deal ers, banks, trust compani es, clearing corporations,
and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing
Corporation (“DTCC"). DTCC, inturn, isowned by anumber of Direct Participants of DTC and Members
of theNational SecuritiesClearing Corporation, Fixed Income Clearing Corporation, and Emerging Markets
Clearing Corporation, (NSCC, FICC, and EMCC, aso subsidiaries of DTCC), aswell as by the New Y ork
Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities
Dedlers, Inc. Accesstothe DTC systemisalso availableto others such asboth 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 (the “Indirect Participants’).
DTC has Standard & Poor’ s highest rating: AAA. The DTC Rules applicableto its Participants are on file
withthe Securitiesand Exchange Commission. Moreinformation about DTC can befound at www.dtcc.com
and www.dtc.org.

Purchases of 2008 Bonds under the DTC system must be made by or through Direct Participants,
which will receive a credit for the 2008 Bonds on DTC’ s records. The ownership interest of each actual
purchaser of each 2008 Bond (“Beneficial Owner”) isin turn to be recorded on the Direct and Indirect
Participants' records. Beneficial Ownerswill not receive written confirmation from DTC of their purchase.
Beneficial Owners are, however, expected to receive written confirmations providing details of the
transaction, aswell as periodic statements of their holdings, from the Direct or Indirect Participant through
whichtheBeneficial Owner entered into thetransaction. Transfersof ownershipinterestsinthe2008 Bonds
areto be accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of
Beneficial Owners. Beneficial Ownerswill not receive certificates representing their ownership interests
inthe 2008 Bonds, except in the event that use of the book-entry system for the 2008 Bondsis discontinued.

To facilitate subsequent transfers, all 2008 Bonds deposited by Direct Participants with DTC are
registered in the name of DTC’ s partnership nominee, Cede & Co. or such other name as requested by an
authorized representative of DTC. The deposit of the 2008 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 theactual Beneficial Ownersof the 2008 Bonds; DTC' srecordsreflect only theidentity
of the Direct Participants to whose accounts such 2008 Bonds are credited, which may or may not be the
Beneficial Owners. The Direct or Indirect Participantswill 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
Participantsto Indirect Participants, and by Direct Parti cipantsand Indirect Partici pantsto Beneficial Owners
will be governed by arrangements among them, subject to any statutory or regulatory requirements as may
bein effect fromtimeto time. Beneficial Owners of 2008 Bonds may wish to take certain steps to augment
the transmissions to them of notices of significant events with respect to the 2008 Bonds, such as
redemptions, tenders, defaults, and proposed amendments to the 2008 Bonds documents. For example,
Beneficial Owners of the 2008 Bonds may wish to ascertain that the nominee holding the 2008 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 addressesto the Fiscal Agent and request that copies of notices
be provided directly to them.

Redemption notices shall be sent to DTC. If lessthan all of the 2008 Bonds are being redeemed,
DTC spracticeisto determine by lot the amount of the interest of each Direct Participant in such maturity
to be redeemed.

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with respect tothe
2008 Bonds unless authorized by aDirect Participant in accordancewith DTC' sProcedures. Under itsusual
procedures, DTC mailsan Omnibus Proxy to the Community Facilities District as soon as possible after the
record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct
Parti ci pantsto whose accountsthe 2008 Bonds are credited on therecord date (identified in alisting attached
to the Omnibus Proxy).

Principal, redemption price and interest payments on the 2008 Bonds will be made to Cede & Co.,
or such other nominee as may be requested by an authorized representative of DTC. DTC' s practiceisto
credit Direct Participants’ accountsupon DTC’ sreceipt of funds and corresponding detail information from
the Community Facilities District or the Fiscal Agent, on a payable datein 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
customersin bearer form or registered in “ street name,” and will betheresponsibility of such Participant and
not of DTC, the Fiscal Agent or the Community Facilities District, subject to any statutory or regulatory
requirements as may be in effect from time to time. Payment of principal, redemption price and interest
paymentsto Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC)
is the responsibility of the Fiscal Agent, disbursement of such payments to Direct Participants will be the
responsibility of DTC, and disbursement of such paymentsto the Beneficial Ownerswill be the responsibility of
Direct and Indirect Participants.

DTC may discontinue providing its service as depository with respect to the 2008 Bonds at any time by
giving reasonable notice to the Community Facilities District or the Fiscal Agent. Under such circumstances, in
the event that a successor depository is not obtained, the 2008 Bond certificates are required to be printed and
delivered.

The Community Facilities District may decide to discontinue use of the system of book-entry-only
transfers through DTC (or a successor securities depository). In that event, the 2008 Bond certificates will be
printed and delivered to DTC.

Theinformation in this section concerning DTC and DTC' s book-entry system has been obtained from

sources that the Community Facilities District believesto be reliable, but the Community Facilities District takes
no responsibility for the accuracy thereof.
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Discontinuance of DTC Services

In the event that () DTC determines not to continue to act as securities depository for the 2008 Bonds,
or (b) the Community Facilities District determinesthat DTC shall no longer act and delivers awritten certificate
to the Fiscal Agent to that effect, then the Community Facilities District will discontinue the Book-Entry System
with DTC for the 2008 Bonds. If the Community Facilities District determines to replace DTC with another
qualified securities depository, the Community Facilities District will prepare or direct the preparation of a new
single separate, fully registered 2008 Bond for each maturity of the 2008 Bonds registered in the name of such
successor or substitute securities depository as are not inconsistent with the terms of the Indenture. If the
Community Facilities District fails to identify another qualified securities depository to replace the incumbent
securities depository for the 2008 Bonds, then the 2008 Bonds shall no longer be restricted to being registered in
the 2008 Bond registration books in the name of the incumbent securities depository or its nominee, but shall be
registered in whatever name or names the incumbent securities depository or its nominee transferring or
exchanging the 2008 Bonds shall designate.

In the event that the Book-Entry System is discontinued, the following provisions would also apply: (i)
the 2008 Bonds will be made availablein physical form, (ii) principal of, and redemption premiumsif any, on the
2008 Bonds will be payable upon surrender thereof at the trust office of the Fiscal Agent identified in the
Indenture, and (iii) the 2008 Bonds will be transferable and exchangeable as provided in the Indenture.

The Community Facilities District and the Fiscal Agent do not have any responsibility or obligation
to DTC Participants, to the persons for whom they act as nominees, to Beneficial Owners, or to any other
person who is not shown on the registration books as being an owner of the 2008 Bonds, with respect to (i) the
accuracy of any records maintained by DTC or any DTC Participants; (ii) the payment by DTC or any DTC
Participant of any amount in respect of the principal of, redemption price of or interest on the 2008 Bonds; (iii)
the delivery of any notice which is permitted or required to be given to registered owners under the Indenture;
(iv) the selection by DTC or any DTC Participant of any person to receive payment in the event of a partial
redemption of the 2008 Bonds; (v) any consent given or other action taken by DTC asregistered owner; or (vi)
any other matter arising with respect to the 2008 Bonds or the Indenture. The Community Facilities District
and the Fiscal Agent cannot and do not give any assurances that DTC, DTC Participants or others will
distribute payments of principal of or interest on the 2008 Bonds paid to DTC or its nominee, asthe registered
owner, or any notices to the Beneficial Owners or that they will do so on a timely basis or will serve and act
in a manner described in this Official Satement. The Community Facilities District and the Fiscal Agent are
not responsibleor liablefor thefailureof DTC or any DTC Participant to make any payment or give any notice
to a Beneficial Owner in respect to the 2008 Bonds or any error or delay relating thereto.
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