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MATURITY SCHEDULE

POWAY UNIFIED SCHOOL DISTRICT
COMMUNITY FACILITIES DISTRICT NO. 6 (4S RANCH)
IMPROVEMENT AREA A 2002 SPECIAL TAX BONDS
$3,530,000 SERIAL BONDS
Base CUSIP No. 738855*

Maturity Principal Interest CUSIP. Maturity Principal Interest CUSIP.
(September 1) Amount Rate Price No. (September 1) Amount Rate Price No.

2006 $15,000 3.50% 100% FVv2 2014 $250.000 535% 100% GDI
2007 40,000 3.80 100 FW0 2015 285,000 5.50 100 GE9
2008 65,000 4.15 100 FX8 2016 330.000 5.60 100 GFé6
2009 90,000 4.50 100 FY6 2017 375,000 5.70 100 GG4
2010 115,000 4.70 100 FZ3 2018 425,000 5.80 100 GH2
2011 145,000 4.90 100 GA7 2019 475,000 5.90 100 GJ8
2012 175,000 5.00 100 GB35 2020 535.000 6.00 100 GKS5
2013 210,000 5.15 100 GC3

$3,685,000 6.050% Term 2002 Bonds due September 1, 2025 Price 100% CUSIP No. 738855GM1
$10,785,000 6.125% Term 2002 Bonds due September 1, 2033 Price 100% CUSIP No. 738855GN9

" Copyright 2002, American Bankers Association. CUSIP data herein is provided by Standard & Poor’s, CUSIP
Service Bureau, a division of The McGraw-Hill Companies, Inc. This data is not intended to create a database
and does not serve in any way as a substitute for the CUSIP Services.
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NO DEALER, BROKER, SALESPERSON OR ANY OTHER PERSON HAS BEEN
AUTHORIZED TO GIVE ANY INFORMATION ORMAKE ANY REPRESENTATION WITH RESPECT
TO THE 2002 BONDS, OTHER THAN AS CONTAINED IN THIS OFFICIAL STATEMENT, AND, IF
GIVEN OR MADE, ANY SUCH INFORMATION OR REPRESENTATION MUST NOT BE RELIED
UPON AS HAVING BEEN AUTHORIZED BY THE SCHOOL DISTRICT, THE COMMUNITY
FACILITIES DISTRICT OR THE UNDERWRITER. THIS OFFICIAL STATEMENT DOES NOT
CONSTITUTE AN OFFER OF ANY SECURITIES OTHER THAN THOSE DESCRIBED ON THE
COVER PAGE OR AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO BUY NOR SHALL
THERE BE ANY SALE OF THE 2002 BONDS BY ANY PERSON IN ANY JURISDICTION IN WHICH
IT IS UNLAWFUL TO MAKE SUCH OFFER, SOLICITATION OR SALE. THIS OFFICIAL
STATEMENT IS NOT TO BE CONSTRUED AS A CONTRACT WITH THE PURCHASERS OF THE
2002 BONDS.

Statements contained in this Official Statement which involve estimates, forecasts or matters of
opinion, whether or not expressly so described herein, are intended solely as such and are not to be construed
as representations of fact. The information set forth herein has been furnished by the School District, or
other sources which are believed to be reliable, but it is not guaranteed as to accuracy or completeness. The
Underwriter has provided the following sentence for inclusion in this Official Statement. The Underwriter
has reviewed the information in this Official Statement in accordance with, and as part of, its responsibilities
to investors under the federal securities laws as applied to the facts and circumstances of this transaction, but
the Underwriter does not guarantee the accuracy or completeness of such information. The information and
expressions of opinion herein are subject to change without notice and neither the delivery of this Official
Statement nor any sale made hereunder shall, under any circumstances, create any implication that there has
been no change in the affairs of the School District or the Community Facilities District since the date hereof.

This Official Statement is submitted in connection with the sale of securities referred to herein and
may not be reproduced or be used, as a whole or in part, for any other purpose.

IN CONNECTION WITH THE OFFERING OF THE 2002 BONDS, THE UNDERWRITER MAY
OVERALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET
PRICE OF THE 2002 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 2002 BONDS TO CERTAIN
DEALERS AND DEALER BANKS AND BANKS ACTING AS AGENT AND OTHERS AT PRICES
LOWER THAN THE PUBLIC OFFERING PRICES STATED ON THE COVER PAGE HEREOF AND
SAID PUBLIC OFFERING PRICES MAY BE CHANGED FROM TIME TO TIME BY THE
UNDERWRITER.

THE 2002 BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH ACT. THE 2002
BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY
STATE.
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OFFICIAL STATEMENT

$18,000,000
POWAY UNIFIED SCHOOL DISTRICT
COMMUNITY FACILITIES DISTRICT NO. 6 (4S RANCH)
IMPROVEMENT AREA A 2002 SPECIAL TAX BONDS

INTRODUCTION

This introduction is not a summary of this Official Statement. It is only a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire Official
Statement, including the 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 2002 Bonds to
potential investors is made only by means of the entire Official Statement.

General

This Official Statement, including the cover page and appendices hereto, is provided to furnish
information regarding the Poway Unified School District Community Facilities District No. 6 (4S Ranch)
Improvement Area A 2002 Special Tax Bonds (the “2002 Bonds™).

The 2002 Bonds are issued pursuant to the Act (as defined below) and the Bond Indenture, dated as
of December 1, 2002 (the “Bond Indenture”), by and between the School District (as defined below) and
State Street Bank and Trust Company of California, N.A. (or its successor, as fiscal agent (the “Fiscal
Agent”). U.S.Bank, N.A. has entered into an agreement to acquire the trust business of State Street Bank
and Trust Company of California, N.A. and upon completion of the purchase, the Fiscal Agent will be U.S.
Bank, N.A. See “THE 2002 BONDS - Authority of Issuance” herein. The Community Facilities District
may issue additional bonds payable on a parity with the 2002 Bonds pursuant to the provisions of the Bond
Indenture for refunding purposes only. See “SECURITY FOR THE 2002 BONDS — Parity Bonds.”

The School District

The Poway Unified School District (the “School District”) is located 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 Mountain Ranch, Rancho Bernardo, Rancho Pefiasquitos, Sabre Springs, Santaluz,
Santa Fe Valley, Torrey Highlands and 4S Ranch. The School District currently operates twenty-one (21)
elementary schools, five (§) middle schools, four (4) high schools, one (1) continuation high school and one
(1) adult school. The School District had approximately 32,500 students enrolled during Fiscal Year 2001-
02. See APPENDIX A - “General Information About the Poway Unified School District” herein.

The Community Facilities District and Improvement Area A

The Community Facilities District was formed and established by the School District on March 24,
1998 pursuant to the Mello-Roos Community Facilities Act of 1982, as amended (Section 53311 et seq. of
the California Government Code, the “Act”), following a public hearing. At a landowner election held on
March 24, 1998 the qualified electors of the Commumity Facilities District, by more than a two-thirds vote,
authorized the Community Facilities District to incur a bonded indebtedness of the Community Facilities
District to finance the acquisition and construction of certain school facilities (the “School Facilities”). The
qualified electors of the Community Facilities District authorized bonded indebtedness in the aggregate not-
to-exceed principal amount of $130,000,000 and approved the levy of annual special taxes (the “Community
Facilities District Special Taxes™”) pursuant to a Community Facilities District Rate and Method of
Apportionment of Special Tax (the “Community Facilities District Rate and Method”). The owners of
property within portions of the Community Facilities District requested the School District to form three
separate improvement areas (each an “Improvement Area”) within a portion of the Community Facilities
Dastrict and to authorize the issuance of bonds to finance road, water, sewer, drainage, fire station, park,
public library, additional school facilities and other public facilities (the “Infrastructure Improvements™) in
the aggregate principal amount of $62,000,000, such amount to be payable from special taxes levied pursuant



to a separate rate and method of apportionment of special tax with respect to each Improvement Area within
the Community Facilities District. Each Improvement Area, including Improvement Area A, was formed
and established by the School District on October 21, 2002 pursuant to the Act, following a public hearing.
Atlandowner elections held on October 21, 2002, the qualified electors of each Improvement Area, including
Improvement Area A, by more than a two-thirds vote, authorized the Community Facilities District to incur
a bonded indebtedness with respect to each Improvement Area to finance the acquisition and construction
of the Infrastructure Improvements. With respect to Improvement Area A, the qualified electors of the
Community Facilities District authorized bonded indebtedness in the aggregate not-to-exceed principal
amount of $18,000,000 and approved the levy of annual special taxes (the “Special Taxes”) in Improvement
Area A. See “SECURITY FOR THE 2002 BONDS - Rates and Methods — Improvement Area A Rate and
Method” and “COMMUNITY FACILITIES DISTRICT NO. 6 (4S RANCH) IMPROVEMENT AREA A -
4S Kelwood and the Merchant Builders.”

The cost of the School Facilities funded by the Community Facilities District is expected to exceed
the cost of the Infrastructure Improvements funded by the Improvement Areas. A portion of the costs of the
Infrastructure Improvements will be financed through the levy of an annual Special Tax on Developed
Property and Undeveloped Property in Improvement Area A as set forth in the First Amended Rate and
Method of Apportionment for Community Facilities District No. 6 of the Poway Unified School District
(Improvement Area A) (the “Improvement Area A Rate and Method”). See “SECURITY FOR THE 2002
BONDS — Rates and Methods — Improvement Area A Rate and Method.” The Community Facilities District
will use such Special Taxes levied pursuant to the Improvement Area A Rate and Method and proceeds of
the 2002 Bonds for the acquisition, construction, rehabilitation and improvement of the Infrastructure
Improvements. The 2002 Bonds are secured by or payable from the Special Tax levied pursuant to the
Improvement Area A Rate and Method to finance the Infrastructure Improvements. The 2002 Bonds will
only finance Infrastructure Improvements. The 2002 Bonds will not be secured by or payable from the
Community Facilities District Special Tax authorized to be levied to finance the School Facilities.

Once duly established, a community facilities district is a legally constituted governmental entity
established for the purpose of financing specific facilities and services within defined boundaries. Subject
to approval by a two-thirds vote of the qualified voters within a community facilities district or improvement
area therein, as applicable, and compliance with the provisions of the Act, a community facilities district may
issue bonds and may levy and collect special taxes to repay such bonded indebtedness, including interest
thereon.

The Community Facilities District is contiguous, and is generally located north and south of Rancho
Bernardo Road, approximately two miles west of Interstate 15, in the northern unincorporated portion of the
County. The Community Facilities District lies within the area of the new master-planned community known
as “4S Ranch” and is part of the specific plan area known as *“4S Ranch.” The Community Facilities District
is an extension of the on-going development of the community of Rancho Bernardo. The Community
Facilities District is comprised of approximately 2,888 gross acres expected to be developed with
approximately 4,715 residential units, commercial and industrial property and school sites. The area consists
of rolling terrain with slopes and knolls. Within the Community Facilities District approximately 1,612 acres
is designated as natural open space and approximately 195 acres is designated as managed open space for
brush management and major internal slopes. Within the Community Facilities District approximately 420
gross acres were under development as of November 1, 2002, of which approximately 150 gross acres are
in Neighborhood 2.

The property within the Community Facilities District is planned to be developed in phases, which
are referred to as Neighborhoods One, Two, Three and Four. As described below, sales to merchant builders
commenced in Neighborhood One in 2000 and sales to merchant builders in Neighborhood Two commenced
in the third quarter of 2002. The land for Neighborhoods Three and Four is currently in raw condition, with
no grading or construction of infrastructure yet underway. Sales of these sites to merchant builders are
anticipated to take place from 2003 through 2007. Neighborhood Two comprises Improvement Area A.
Neighborhood Two is located south of Camino Del Norte and extending from west of 4S Ranch Parkway
to east of Dove Canyon Road.

The property within the Community Facilities District is primarily owned by 4S Kelwood General
Partnership, a California general partnership (“4S Kelwood”) (approximately 1,681 gross acres).
4S Kelwood is acting as the master developer except for those portions so 1d to merchant builders or
individual homeowners. It is expected that approximately 520 net acres originally owned by 4S Kelwood
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of the 553 net acres in the Community Facilities District proposed for residential development will be subject
to the Community Facilities District Special Tax. (In addition, there are approximately 33 acres within
Neighborhood Four which are owned by another landowner, 4S Ranch Company 600, L.P., which may be
developed with approximately 36 Detached Units.) = At build-out, the Community Facilities District is
expected to be comprised of approximately 4,715 residential units and some commercial and industrial
property and school sites. Approximately 2,975 units are expected to be Detached Units (as defined in the
Rate and Method), approximately 1,599 units are expected to be Attached Units (as defined in the Rate and
Method), and approximately 141 units (120 in Neighborhood One and 21 in Neighborhood Four) are
expected to be Affordable Units (as defined in the Rate and Method). As mentioned above, approximately
36 of the 2,975 Detached Units may be constructed on property within the Community Facilities District
which was not within the property initially owned by 4S Kelwood. Of the 1,599 Attached Units,
approximately 529 units are expected to be a portion of a 550 unit apartment complex proposed for a site
currently zoned for commercial use in Neighborhood Four. The remaining units in the apartment complex
are expected to be the 21 Affordable Units mentioned above.

Annual Special Taxes for Improvement Area A will be levied on Taxable Property within
Improvement Area A for the acquisition and construction of Infrastructure Improvements.

The partners of 4S8 Kelwood are 4S Ranch Company 1700, a California limited partnership (“4S
Ranch Company 1700”), and Kelwood Development Company LLC, a Delaware limited liability company
(“Kelwood Development Company”), the sole managing partner. Kelwood Development Company is owned
by Genstar Land Company, LLC, a Delaware limited liability company (“Genstar”), which is related to
Newland Communities LLC, a Delaware limited liability company (“Newland Communities”). The 4S
Ranch development project is managed by Newland-THP Management, LLC, a Delaware limited liability
company and Kelwood Development Company. 4S Kelwood originally owned approximately 520 net
residential acres (1,681 gross acres) expected to be developed with approximately 4,679 of the approximately
4,715 residential units.

Within Neighborhood Two 4S Kelwood has entered into contracts for the sale of approximately 98.6
net residential acres expected to be developed with approximately 475 of the 565 Detached Units proposed
for Improvement Area A to K. Hovnanian at 4S, LLC (“K. Hovnanian at 45, LLC”), Fieldstone 4S Area 7,
LLC (“Fieldstone 4S Area 7, LLC”), Standard Pacific Corp. (“Standard Pacific”), Pulte Home Corporation
(“Pulte Homes™), Centex Homes (“Centex Homes™) and Belle Rive Development Company LLC, a
California limited liability company (“Belle Rive Development Company”) of which Buie Communities
LLC, a California limited liability company (“Buie Communities”) is the Manager. Belle Rive Development
Company closed escrow on 82 lots and Centex Homes closed escrow on 32 lots. 4S Kelwood is negotiating
contracts for sale of the remaining 90 proposed lots for Detached Units in Improvement Area A to other
merchant builders. There are no Affordable Units within Improvement Area A; Affordable Units are not
subject to the Special Tax. At this time, the Community Facilities District estimates that Merchant Builders
will be responsible for a significant portion of the Fiscal Year 2003-04 Improverment Area A Special Tax
levy. See “COMMUNITY FACILITIES DISTRICT NO. 6 (4S RANCH) IMPROVEMENT AREA A” for
adescription of the Community Facilities District, Improvement Area A, 4S Kelwood, the Merchant Builders
and the development within Improvement Area A.

The various merchant builders currently anticipated to be involved in development within
Improvement Area A, including K. Hovnanian at 4S, LLC, Fieldstone 4S Area 7, LLC, Standard Pacific,
Pulte Homes, Centex Homes and Belle Rive Development Company are each individually referred to as a
“Merchant Builder” and collectively referred to as the “Merchant Builders.” Detailed information about the
location of and property ownership and land uses in Improvement Area A is set forth in “COMMUNITY
FACILITIES DISTRICT NO. 6 (4S RANCH) IMPROVEMENT AREA A” herein.



Purpose of the 2002 Bonds

The Community Facilities District was formed pursuant to a School Impact Mitigation Agreement
dated as of February 1, 1998 among the School District, 4S Kelwood, 4S Ranch Company, a California
limited partnership and 4S Ranch Company 600, L.P., a California limited partnership (the “Impact
Mitigation Agreement”). The Impact Mitigation Agreement originally required the property owners (and
their successors-in-interest) to include their property in a community facilities district in order to finance
School Facilities and was amended by a supplement to the Impact Mitigation Agreement dated June 17, 2002
to, among other things, provide for the issuance of bonds of the Improvement Areas to fund Infrastructure
Improvements. See “INFRASTRUCTURE IMPROVEMENTS TOBEFINANCED WITH PROCEEDS OF
THE 2002 BONDS,” “SECURITY FOR THE 2002 BONDS - Rates and Methods — Improvement Area A
Rate and Method” and “COMMUNITY FACILITIES DISTRICT NO. 6 (4S RANCH) IMPROVEMENT
AREA A - Property Ownership” and “ — 4S Kelwood and the Merchant Builders” herein.

Sources of Payment for the 2002 Bonds

The 2002 Bonds are secured by and payable from a first pledge of “Net Special Tax Revenues,”
which is defined as proceeds of the Improvement Area A Special Taxes levied and received by the
Community Facilities District, including the net amounts (the “Delinquency Proceeds”) collected from the
redemption of delinquent Special Taxes including the penalties and interest thereon and from the sale of
property sold as a result of the foreclosure of the lien of the Improvement Area A Special Taxes resulting
from the delinquency in the payment of the Improvement Area A Special Taxes due and payable on such
property, 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 $25,000 with respect to
Improvement Area A. “Special Taxes” are defined in the Bond Indenture as the special tax levied pursuant
to the Improvement Area A Rate and Method to finance the acquisition and construction of the Infrastructure
Improvements pursuant to the Act and the Improvement Area A Rate and Method.

Pursuant to the Act, the Improvement Area A Rate and Method, the Resolution of Formation (as
defined herein) and the Bond Indenture, so long as the Bonds are outstanding, the Community Facilities
District will annually ascertain the parcels in Improvement Area A 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 Special Taxes in accordance with the Improvement Area A Rate
and Method and the Act each Fiscal Year so that the computation of such levy is completed and transmitted
to the Auditor of the County before the final date on which the Auditor of the County will accept the
transmission of the Special Taxes for the parcels within Improvement Area A for inclusion on the next real
property tax roll. See “SECURITY FOR THE 2002 BONDS - Special Taxes” herein.

The Improvement Area A Rate and Method exempts from the Special Tax all property owned by the
State, the federal government and local governments, as well as certain other properties, subject to certain
limitations. See “SECURITY FOR THE 2002 BONDS - Rates and Methods™ and “BONDOWNERS’
RISKS — Exempt Properties.”

The 2002 Bonds are also secured by a first pledge of all moneys deposited in the Reserve Fund. See
“SECURITY FOR THE 2002 BONDS.” A Reserve Fund will be established out of the proceeds of the sale
of the 2002 Bonds in an amount equal to the Reserve Requirement. The Bond Indenture defines Reserve
Requirement as an amount, as of any date of calculation, equal to the least of (i) the then maximum annual
debt service on the 2002 Bonds, (ii) 125% of the then average annual debt service on the 2002 Bonds or (i11)
10% of the initial principal amount of the 2002 Bonds, less original issue discount, if any, plus original issue
premium, if any. The ability of the Board of Education, in its capacity as legislative body of the Community
Facilities District, to increase the annual Improvement Area A Special Taxes levied to replenish the Reserve
Fund is subject to the maximum annual amount of Special Taxes authorized by the qualified voters of
Improvement Area A. The moneys in the Reserve Fund will only be used for payment of principal of,
interest and any redemption premium on, the related 2002 Bonds. See “SECURITY FOR THE 2002
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 instaliments of the
Improvement Area A Special Taxes. For a more detailed description of the foreclosure covenant see
“SECURITY FOR THE 2002 BONDS - Proceeds of Foreclosure Sales.”

NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE SCHOOL
DISTRICT, THE COMMUNITY FACILITIES DISTRICT (EXCEPT TO THE LIMITED EXTENT
DESCRIBED HEREIN) OR THE STATE OR ANY POLITICAL SUBDIVISION THEREOF IS
PLEDGED TO THE PAYMENT OF THE 2002 BONDS. OTHER THAN THE SPECIAL TAXES
LEVIED PURSUANT TO THE IMPROVEMENT AREA A RATE ANDMETHOD,NOTAXES ARE
PLEDGED TO THE PAYMENT OF 2002 BONDS. THE 2002 BONDS ARE NOT A GENERAL
OBLIGATION OF THE COMMUNITY FACILITIES DISTRICT, BUT ARE LIMITED
OBLIGATIONS OF THE COMMUNITY FACILITIES DISTRICT PAYABLE SOLELY FROM
THE SPECIAL TAXES LEVIED PURSUANT TO THE IMPROVEMENT AREA A RATE AND
METHOD AS MORE FULLY DESCRIBED HEREIN.

Appraisal

An MAI appraisal of the land and existing improvements for the development within Improvement
Area A dated October 25, 2002 (the “Appraisal”), was prepared by Stephen G. White, MAI of Fullerton,
California (the “Appraiser”) in connection with issuance of the 2002 Bonds. The purpose of the appraisal
was to prepare a complete appraisal of the taxable properties within Improvement Area A (also referred to
as Neighborhood Two). The taxable properties include the model and production homes under construction
and vacantresidential land. In Improvement Area A, the taxable properties include 8 residential tracts which
are expected to contain a total of approximately 565 Detached Units, of which as of October 23, 2002 there
were approximately 6 models under construction, 14 production units under construction, and vacant lots
or partially graded acreage for the remaining units. The Appraisal estimates the market value of each tract
in Neighborhood Two.

The Appraisal is based on certain assumptions and limiting conditions. Subject to these assumptions
and limiting conditions, as of October 23, 2002, the Appraiser estimated that the market value of the property
within Improvement Area A (subject to the lien of the Improvement Area A Special Taxes and the lien of
the Community Facilities District Special Taxes), including model and production homes under construction
and vacant residential land, was as follows:

Merchant Market
Builder/Landowner Tract Name Value
Centex Homes Canyon Ridge at 4S Ranch $6,640,000
Belle Rive Development Company  Belle Rive at 4S Ranch 13,530,000
4S Kelwood Remaining Land in Neighborhood Two 52,650,000
Total $72,820,000

The $72,820,000 aggregate market value reported in the Appraisal results in an estimated value-to-
lien ratio 0of 4.04 to 1 with respect to Improvement Area A, calculated with respect to direct and overlapping
tax and assessment debt as of the estimated date of issuance of the 2002 Bonds; provided, however, the
value-to-lien ratio does not include the 325,000,000 of bonds issued by the Community Facilities District
on October 10, 2002. When homes are developed, such property will be subject to the levy of Community
Facilities District Special Taxes and additional bonds of the Community Facilities District may be issued.
Because sufficient development has occurred in Neighborhood One assuming no material delinquencies to
support debt service on the $25,000,000 aggregate principal amount of Community Facilities District No. 6
(4S Ranch) Special Tax Bonds, Series 2002 (the “Community Facilities District 2002 Bonds ") and additional
bonds will be issued in the future by the Community Facilities District, it is not possible to establish a lien
of the Community Facilities District bonds on the property within Improvement Area A. The value-to-lien
ratio of individual parcels will differ from the foregoing aggregate value. A subsequent series of bonds for
School Facilities by the Community Facilities District is estimated to be issued in the first quarter of 2005.
See “SECURITY FOR THE 2002 BONDS ~ Rates and Methods — Improvement Area A Rate and Method,”



and “— Community Facilities District Rates and Methods,” “COMMUNITY FACILITIES DISTRICTNO. 6
(4S RANCH) IMPROVEMENT AREA A - 4S Kelwood and the Merchant Builders,” “ — Direct and
Overlapping Debt” and BONDOWNERS’ RISKS — Appraised Values” herein and APPENDIX C -
“Summary Appraisal Report” appended hereto for further information on the Appraisal, for limiting
conditions relating to the Appraisal and for information relating to overlapping indebtedness.

Tax Exemption

Assuming compliance with certain covenants and provisions of the Internal Revenue Code of 1986,
in the opinion of Bond Counsel, interest on the 2002 Bonds will not be includable in gross income for federal
income tax purposes although it may be includable in the calculation for certain taxes. Also in the opinion
of Bond Counsel, interest on the 2002 Bonds will be exempt from State personal income taxes. See “LEGAL
MATTERS - Tax Exemption” herein.

Risk Factors Associated with Purchasing the 2002 Bonds

Investment in the 2002 Bonds involves risks that may not be appropriate for some investors. See the
section of this Official Statement entitled “BONDOWNERS’ RISKS” for a discussion of certain risk factors
which should be considered, in addition to the other matters set forth herein, in considering the investment
quality of the 2002 Bonds.

Forward Looking 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 generally
identifiable by the terminology used such asa “plan,” “expect,” “estimate,” “project,” “budget,” “anticipate”
or similar words. S uch forward-looking s tatements include, b ut are not limited to c ertain s tatements
contained in the information under the caption “COMMUNITY FACILITIES DISTRICT NO. 6 (4S
RANCH) IMPROVEMENT AREA A” and “ — Property Ownership” 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 OR ACHIEVEMENTS DESCRIBED TO BEMATERIALLY DIFFERENT FROM ANY
FUTURE RESULTS, PERFORMANCE OR ACHIEVEMENTS EXPRESSED OR IMPLIED BY SUCH
FORWARD-LOOKING STATEMENTS. THE COMMUNITY FACILITIES DISTRICT AND THE
SCHOOL DISTRICTDONOT PLAN TO ISSUE ANY UPDATES OR REVISIONS TO THE FORWARD-
LOOKING STATEMENTS SET FORTH IN THIS OFFICIAL STATEMENT.

Professionals Involved in the Offering

State Street Bank and Trust Company of California, N.A., Los Angeles, California, or its successor,
will serve as the fiscal agent for the 2002 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 2002 Bonds and all
activities related to the redemption of the 2002 Bonds. U.S. Bank, N.A. has entered into an agreement to
acquire the trust business of State Street Bank and Trust Company of California, N.A. and upon completion
of the purchase, the Fiscal Agent will be U.S. Bank, N.A. Best Best & Krieger LLP, San Diego, California,
is 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 2002 Bonds. McFarlin & Anderson, Lake
Forest, California, is acting as Disclosure Counsel.

The appraisal work was done by Stephen G. White, MAI of Fullerton, California. David Taussig &
Associates, Inc., Newport Beach, California, acted as special tax consultant, administrator and dissemination
agent to the Community Facilities District.

Payment of the fees and expenses of Bond Counsel, Disclosure Counsel, the Underwriter and the
Fiscal Agent is contingent upon the sale and delivery of the 2002 Bonds.



Other Information

This Official Statement speaks only as of its date, and the information contained herein is subject
to change. Brief descriptions of the 2002 Bonds, certain sections of the Bond Indenture, security for the 2002
Bonds, special risk factors, the Community Facilities District, Improvement Area A, the School District, 45
Kelwood’s and the Merchant Builders’ projects, 4S Kelwood, the Merchant Builders and other information
are included in this Official Statement. Such descriptions and information do not purport to be
comprehensive or definitive. The descriptions herein of the 2002 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 2002 Bonds, the Bond Indenture, such resolutions and other documents.
All such descriptions are further qualified in their entirety by reference to laws and to principles of equity
relating to or affecting generally the enforcement of creditors’ rights. Copies of such documents may be
obtained from the Associate Superintendent of the Poway Unified School District, 13626 Twin Peaks Road,
Poway, California 92064-3098. 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 E - “Form of Community Facilities
District Continuing Disclosure Agreement” (the “Community Facilities District Continuing Disclosure
Agreement”), for the benefit of owners and beneficial owners of the 2002 Bonds, to provide certain financial
information and operating data relating to the Community Facilities District and the 2002 Bonds by not later
than January 31 in each year commencing on January 31, 2004 (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 be filed by the Community Facilities District,
or David Taussig & Associates, Inc., 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 a material event will be filed 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 a copy to the Fiscal Agent and the
Underwriter. 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)(S) (the “Rule™); provided, however, a default
under the Community Facilities District Continuing Disclosure Agreement will not, in itself, 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.

4S Kelwood. 4S Kelwood covenanted in its Developer Continuing Disclosure Agreement, the form
of which is set forth in APPENDIX F — “Form of Developer Continuing Disclosure Agreement” (the
“Developer Continuing Disclosure Agreement”), for the benefit of owners and beneficial owners of the 2002
Bonds, to provide certain financial and operating information by not later than April 1 and October 1 of each
year commencing October 1, 2003 (a“Developer Semi-Annual Report™) and to provide notices of the
occurrence of certain enumerated material events. 4S Kelwood’s obligations under its Developer Continuing
Disclosure Agreement terminates upon the occurrence of certain events. See APPENDIX F — “Form of
Developer Continuing Disclosure Agreement.” 4S Kelwood currently anticipates selling in excess of 80%
of the property within Improvement Area A to Merchant Builders by the end of the third quarter of 2003 and
anticipates that the initial Developer Semi-Annual Reports due October 1, 2003 will be the only report
required of it under the terms of the Developer Continuing Disclosure Agreement.



The Developer Semi-Annual Reports will be filed by 4S Kelwood, or the “Dissemination Agent”
(as that term is defined in the Developer Continuing Disclosure Agreement) on behalf of 4S Kelwood with
the Repositories, with a copy to the Underwriter, the Fiscal Agent and the Community Facilities District.
Any notice of a material event will be filed by 4S Kelwood, or by the Dissemination Agent on behalf of the
4 S Kelwood, with the Municipal Securities Rulemaking Board and the appropriate State repository, if any,
with a copy to the Underwriter, the Fiscal Agent and the Community Facilities District. The specific nature
of the information to be contained in a Developer Semi-Annual Report or the notices of material events is
set forth in the Developer Continuing Disclosure Agreement. The covenants of 4S Kelwood in its Developer
Continuing Disclosure Agreement have been made in order to assist the Underwriter in complying with the
Rule; provided, however, a default under a Developer Continuing Disclosure Agreement will not, in itself,
constitute an Event of Default under the Bond Indenture, and the sole remedy under the Developer
Continuing Disclosure Agreement in the event of any failure of 4S Kelwood or the Dissemination Agent to
comply with the Developer Continuing Disclosure Agreement will be an action to compel performance.

4S Kelwood has indicated that it has never failed to comply in any material respect with an
undertaking under the Rule to provide annual or semi-annual reports or notices of material events.
ESTIMATED SOURCES AND USES OF FUNDS

The proceeds from the sale of the 2002 Bonds will be deposited into the following respective
accounts and funds established by the Community Facilities District under the Bond Indenture, as follows:

Sources
Principal Amount of 2002 Bonds $18,000,000.00
Less: Underwriter’s Discount 270.000.00
Total Sources $17,730,000.00
Uses
Deposit into Reserve Fund'") $1,776,135.08
Deposit into Costs of Issuance Fund® 275,062.98
Deposit into Additional School Facilities Account 3,500,000.00
of the Improvement Fund®
Deposit into Infrastructure ImProvement Account 11,399,152.06
of the Improvement Fund®
Deposit into Capitalized Interest Subaccount of the Bond Service Fund® 754,649.88
Deposit into Administrative Expense Fund 25,000.00
Total Uses $17,730,000.00

) Egqual to the Reserve Requirement with respect to the 2002 Bonds as of the date of delivery of the 2002 Bonds.

@ Includes, among other things, the fees and expenses of Bond Counsel, the cost of printing the preliminary and final
Official Statements, fees and expenses of the Fiscal A gent, the cost o f the A ppraisal, the fees of the Special Tax
Consultant, reimbursement to the School District and 4S Kelwood of costs incurred in the formation of Improvement

Area A.
3 See“INFRASTRUCTURE IMPROVEMENTS TOBE FINANCED WITH PROCEEDS OF THE 2002 BONDS” below.

@ Represents capitalized interest on the 2002 Bonds through September 1, 2003.

INFRASTRUCTURE IMPROVEMENTS TO BE FINANCED WITH PROCEEDS OF THE 2002
BONDS

Proceeds of the 2002 Bonds will be used to fund the acquisition of a portion of the Infrastructure
Improvements. The Infrastructure Improvements include the acquisition, construction, €xpansion,
improvement or rehabilitation of authorized facilities which will be owned and separated by the School
District, the City, the County, Olivenhain Municipal Water District and the Rancho Santa Fe Fire Protection
District. The School Facilities may include a swimming pool and related improvements at Rancho Bernardo
High School. The facilities for Olivenhain Municipal Water District may include a pump station, water
transmission pipeline along Artisan Road, potable water storage tanks, pipelines within the Community
Facilities District and a 2 million gallon per day sewage treatment plant at Dove Canyon Road. County



facilities may include road improvements for Camino Del Norte, Camino San Bernardo, Dove Canyon Road
and Bernardo Center, park improvements for a community park or neighborhood parks and a public library.
Fire protection facilities may include costs relating to a fire station. The City facilities may include road
improvementsto Carmel Valley Road, Bernardo Center/Camino Del Norte, Rancho Bemardo Road widening
at I-15 and Camino Del Norte Road widening at I-15. The additional school facilities may include a
swimming pool and related improvements to be located at Rancho Bernardo High School.

The Community Facilities District, and in certain cases 4S Kelwood, have entered into separate joint
community facilities agreements (each a “JCFA”) specifying the Infrastructure Improvementsto be financed
by the Community Facilities District for the County, the City, the Olivenhain Municipal Water District, and
the Rancho Santa Fe Fire Protection District.

THE 2002 BONDS
Authority for Issuance
The 2002 Bonds will be issued pursuant to the Act and the Bond Indenture.
General Provisions

The 2002 Bonds will be dated their date of delivery and will bear interest at the rates per annum set
forth on the inside cover page hereof, payable semiannually on each March 1| and September 1, commencing
on March 1, 2003 (each, an “Interest Payment Date”), and will mature in the amounts and on the dates set
forth on the inside cover page hereof. The 2002 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 2002 Bonds. Ownership interests in the 2002 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 2002 Bonds are held in book-entry form, principal of, premium, if any, and
interest on the 2002 Bonds will be paid directly to DTC for distribution to the beneficial owners of the 2002
Bonds in accordance with the procedures adopted by DTC. See “THE 2002 BONDS - Book-Entry and
DTC.”

The 2002 Bonds will bear interest at the rates set forth on the inside cover hereof payable on the
Interest Payment Dates in each year. Interest will be calculated on the basis of a 360-day year composed of
twelve 30-day months. Each 2002 Bond will bear interest from the Interest Payment Date next preceding
the date of authentication thereof unless (i) such date of authentication is an Interest Payment Date, in which
event interest shall be payable from such date of authentication, or (ii) the date of authentication is after a
Record Date but prior to the immediately succeeding Interest Payment Date, in which event interest shall be
payable from the Interest Payment Date immediately succeeding the date of authentication, or (iii) the date
of authentication is prior to the close of business on the first Record Date, in which event interest shall be
payable from the date of the 2002 Bonds; provided, however, that if at the time of authentication of a 2002
Bond, interest is in default, interest on that 2002 Bond shall be payable from the last Interest Payment Date
to which the interest has been paid or made available for payment.

Interest on the 2002 Bonds (including the final interest payment upon maturity or earlier redemption)
is payable by check of the Fiscal Agent mailed by first class mail on the Interest Payment Dates (or onthe
next Business Day following the Interest Payment Date if such Interest Payment Date is not a Business 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 Bondowner
at his or her address as it appears on the books of registration maintained by the Fiscal Agent or upon the
request in writing prior to the Record Date of a Bond Owner of at least $1,000,000 in aggregate principal
amount of Bonds by wire transfer in immediately available funds (i) to DTC (so long as the 2002 Bonds are
in book-entry form), or (ii) to an account in the United States of America designated by such Owner. Such
instructions shall continue in effect until revoked in writing, or until such 2002 Bonds are transferred to a
new Owner. The principal of the 2002 Bonds and any premium on the 2002 Bonds due upon the redemption
thereof are payable by check in lawful money of the United States of America upon presentation and
surrender of the 2002 Bonds at maturity or the earlier redemption thereof at the Principal Corporate Trust
Office of the Fiscal Agent (currently in Los Angeles, California).



Debt Service Schedule

The following table presents the annual debt service on the 2002 Bonds (including sinking fund
redemptions), assuming that there are no optional redemptions.

2002 BONDS
Year Ending Total
September 1 Principal Interest Debt Service
2003 $754,649.88 $754,649.88
2004 1,078,071.26 1,078,071.26
2005 1,078,071.26 1,078,071.26
2006 $15,000 1,078,071.26 1,093,071.26
2007 40,000 1,077,546.26 1,117,546.26
2008 65,000 1,076,026.26 1,141,026.26
2009 90,000 1,073,328.76 1,163,328.76
2010 115,000 1,069,278.76 1,184,278.76
2011 145,000 1,063,873.76 1,208,873.76
2012 175,000 1,056,768.76 1,231,768.76
2013 210,000 1,048,018.76 1,258,018.76
2014 250,000 1,037,203.76 1,287,203.76
2015 285,000 1,023,828.76 1,308,828.76
2016 330,000 1,008,153.76 1,338,153.76
2017 375,000 989,673.76 1,364,673.76
2018 425,000 968,298.76 1,393,298.76
2019 475,000 943,648.76 1,418,648.76
2020 535,000 915,623.76 1,450,623.76
2021 595,000 883,523.76 1,478,523.76
2022 660,000 847,526.26 1,507,526.26
2023 730,000 807,596.26 1,537,596.26
2024 810,000 763,431.26 1,573,431.26
2025 890,000 714,426.26 1,604,426.26
2026 975,000 660,581.26 1,635,581.26
2027 1,070,000 600,862.50 1,670,862.50
2028 1,165,000 535,325.00 1,700,325.00
2029 1,275,000 463,968.76 1,738,968.76
2030 1,385,000 385,875.00 1,770,875.00
2031 1,505,000 301,043.76 1,806,043.76
2032 1,635,000 208,862.50 1,843,862.50
2033 1,775,000 108.718.76 1,883.718.76
Total $18,000,000 $25,621,877.64 $43,621,877.64
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Redemption

Optional Redemption. The 2002 Bonds maturing on and after September 1, 2011 may be redeemed
at the option of the Community Facilities District prior to maturity, as a whole or in part on any Interest
Payment Date on and after September 1, 2010, from such maturities as are selected by the Community
Facilities District, and by lot within a maturity, from any source of funds, at the following redemption prices
(expressed as percentages of the principal amount of the 2002 Bonds to be redeemed), together with accrued
interest to the date of redemption:

Redemption Date Redemption Price
September 1, 2010 and March 1, 2011 102%
September 1, 2011 and any Interest Payment Date thereafter 100

Whenever provision is made for the optional redemption of less than all of the 2002 Bonds, the
Fiscal Agent shall select the 2002 Bonds to be redeemed, among maturities as directed by the Community
Facilities District w hich s hall specify the 2002 Bonds to be redeemed so as to maintain, asmuch as
practicable, the same debt service profile for the Outstanding 2002 Bonds following such redemption as was
in effect prior to such redemption. The Fiscal Agent shall select 2002 Bonds to be redeemed within a
maturity by lot in any manner that the Fiscal Agent deems appropriate.

Redemption from Proceeds of Special Tax Prepayment. The 2002 Bonds are subject to redemption
on any Interest Payment Date, prior to maturity, as a whole or in part on a pro rata basis among maturities
and by lot within a maturity from prepayment of Special Taxes levied pursuant to the Improvement Area A
Rate and Method. The Community Facilities District shall deliver written instructions to the Fiscal Agent
not less than 60 days prior to the redemption date directing the Fiscal Agent to utilize the Special Tax
Revenues transferred to the Redemption Fund pursuant to the Bond Indenture to redeem the 2002 Bonds.
The Fiscal Agent shall select 2002 Bonds to be redeemed within a maturity by lot in any manner that the
Fiscal Agent deems appropriate. Such extraordinary mandatory redemption of the 2002 Bonds shall be at
the following redemption prices (expressed as percentages of the principal amount of the 2002 Bonds to be
redeemed), together with accrued interest thereon to the date of redemption:

Redemption Date Redemption Price
March 1, 2003 through March 1, 2011 102%
September 1, 2011 and any Interest Payment Date thereafter 100

Mandatory Sinking Payment Redemption. The 2002 Bonds maturing on September 1, 2025, are
subject to mandatory sinking redemption, in part by lot, on September 1 in each year commencing
September 1, 2021, at a redemption price equal to the principal amount of the 2002 Bonds to be redeemed,
plus accrued and unpaid interest thereon to the date fixed for redemption, without premium, in the aggregate
principal amount and in the years shown on the following redemption schedule:

2026 TERM BONDS
Sinking Fund
Redemption Date Sinking Payments
2021 $595,000
2022 660,000
2023 730,000
2024 810,000
2025 (maturity) 890,000

The 2002 Bonds maturing on September 1, 2033, are subject to mandatory sinking redemption, in
part by lot, on September 1 in each year commencing September 1, 2026, at a redemption price equal to the
principal amount of the 2002 Bonds to be redeemed, plus accrued and unpaid interest thereon to the date
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fixed for redemption, without premium, in the aggregate principal amount and in the years shown on the
following redemption schedule:

2033 TERM BONDS
Sinking Fund
Redemption Date Sinking Payments
2026 $ 975,000
2027 1,070,000
2028 1,165,000
2029 1,275,000
2030 1,385,000
2031 1,505,000
2032 1,635,000
2033 (maturity) 1,775,000

The amounts in the foregoing tables shall be reduced as a result of any prior partial redemption of
the 2002 Bonds pursuant to an optional redemption or redemption from proceeds of Special Tax prepayments
as specified in writing by the Community Facilities District to the Fiscal Agent.

Purchase In Lieu of Redemption. In lieu of any optional, mandatory or mandatory sinking fund
redemption, the Community Facilities District may elect to purchase such 2002 Bonds at public or private
sale as and when, and at such prices as such written direction may provide; provided, that, unless otherwise
authorized by law, the purchase price (including brokerage and other charges) thereof shall not exceed the
principal amount thereof, plus accrued interest accrued to the purchase date and any premium which would
otherwise be due if such Bonds were to be redeemed in accordance with the Bond Indenture.

Notice of Redemption. The Fiscal Agent shall mail, at least 30 days but not more that 45 days prior
to the date of redemption, notice of intended redemption, by first ¢ lass mail, p ostage prepaid, to the
respective registered Owners of the 2002 Bonds at the addresses appearing on the Bond registry books. So
long as notice by first class mail has been provided as set forth below, the actual receipt by the Owner of any
2002 Bond of notice of such redemption shall not be a condition precedent to redemption, and failure to
receive such notice shall not affect the validity of the proceedings for redemption of such 2002 Bonds or the
cessation of interest on the date fixed for redemption.

Such notice shall (1) state the redemption date; (b) state the redemption price; (c) state the bond
registration numbers, dates of maturity and CUSIP numbers of the 2002 Bonds to be redeemed, and in the
case of 2002 Bonds to be redeemed in part, the respective principal portions to be redeemed; provided,
however, that whenever any call includes all 2002 Bonds of a maturity, the numbers of the 2002 Bonds of
such maturity need not be stated; (d) state that such 2002 Bonds must be surrendered at the principal
corporate trust office of the Fiscal Agent; (e) state that further interest on the 2002 Bonds will not accrue
from and after the designated redemption date; (f) state the date of the issue of the 2002 Bonds as originally
issued; (g) state the rate of interest borne by each 2002 Bond being redeemed; and (h) state that any other
descriptive information needed to identify accurately the 2002 Bonds being redeemed as the Community
Facilities District shall direct.

Effect of Redemption. When notice of redemption has been given substantially as provided for in
the Bond Indenture, and when the amount necessary for the redemption of the 2002 Bonds called for
redemption has been set aside for that purpose in the Redemption Fund as to Bonds subject to optional
redemption or the 2002 Bonds designated for redemption shall become due and payable on the date fixed
for redemption thereof, and upon presentation and surrender of said 2002 Bonds at the place specified in the
notice of redemption, said 2002 Bonds shall be redeemed and paid at the redemption price out of the
applicable Redemption Fund and no interest will accrue on such 2002 Bonds or portions of 2002 Bonds
called for redemption from and after the redemption date specified in said notice, and the Owners of such
2002 Bonds so called for redemption after such redemption date shall ook for the payment of principal and
premium, if any, of such 2002 Bonds or portions of 2002 Bonds only to said Redemption Fund.
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Registration, Transfer and Exchange

Registration. The Fiscal Agent will keep sufficient books for the registration and transfer of the
2002 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 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 holder and absolute Owner of such
Bond for 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 2002 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 2002 Bond or Bonds shall be authenticated and delivered in exchange for such 2002 Bond, in the 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 2002 Bond or Bonds so surrendered. The
Fiscal Agent may make a charge for every such exchange or registration of transfer of Bonds sufficient to
reimburse it for any tax or other governmental charge required to be paid with respect to such transfer or
exchange. The Fiscal Agent shall not be required to régister transfers or make exchanges of (i) 2002 Bonds
for a period of 15 days next preceding to the date of any selection of the 2002 Bonds for redemption, or (ii)
any 2002 Bonds chosen for redemption.

Exchange of Bonds. Bonds may be exchanged at the Principal Corporate Trust Office of the Fiscal
Agent for a like aggregate principal amount of 2002 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 2002 Bond.

Book-Entry and DTC

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the
2002 Bonds. The 2002 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 2002 Bonds, each in
the aggregate principal amount of such maturity, and will be deposited with DTC. See APPENDIX H —
“Book-Entry and DTC.”

SECURITY FOR THE 2002 BONDS
General

The 2002 Bonds are secured by a first pledge of all of the Net Special Tax Revenues and all moneys
deposited in the Bond Service Fund and in the Reserve Fund and, until disbursed as provided in the Bond
Indenture, in the applicable 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, any outstanding 2002 Bonds becoming due and payable during the ensuing year, including
any necessary replenishment or expenditure of the Reserve Fund for the 2002 Bonds and an amount
estimated to be sufficient to pay the Administrative Expenses during such year. The Net Special Tax
Revenues 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 2002 Bonds
as provided in the Bond Indenture and in the Act until all of the Bonds have been paid and retired or until
moneys or Federal Securities (as defined in the Bond Indenture) have been set aside irrevocably for that

purpose.

Amounts in the Administrative Expense Fund, the Costs of Issuance Fund, the Improvement Fund
and the Rebate Fund are not pledged to the repayment of the 2002 Bonds. The Infrastructure Improvements
constructed and acquired with the proceeds of the 2002 Bonds are not in any way pledged to pay the debt
service on the 2002 Bonds. Any proceeds of condemnation or destruction of any facilities financed with the
proceeds of the 2002 Bonds are not pledged to pay the debt service on the 2002 Bonds.
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Special Taxes

The Community Facilities District has covenanted in the Bond Indenture to comply with all
requirements of the Act so as to assure the timely collection of Special Taxes, including without limitation,
the enforcement of delinquent Special Taxes. The Improvement Area A Rate and Method provides that the
Special Taxes are payable and will be collected in the same manner and at the same time as ordinary ad
valorem property taxes, provided, however, that the Community Facilities District may collect Special Taxes
at a different time or in a different manner if necessary to meet its financial obligations.

Because the Special Tax levy is limited to the maximum Special Tax rates set forth in the
Improvement Area A Rate and Method, no assurance can be given that, in the event of Special Tax
delinquencies, the receipt of Special Taxes will, in fact, be collected in sufficient amounts in any given
year to pay debt service on the 2002 Bonds. The Special Taxes levied pursuant to the Improvement
Area A Rate and Method are not available to pay principal of or interest on the Community Facilities
District Bonds. The Special Taxes levied pursuant to the Community Facilities District Rate and
Method are not available to pay principal of or interest on the 2002 Bonds.

Although the Special Taxes, when levied, will constitute a lien on parcels subject to taxation, it does
not constitute a personal indebtedness of the owners of property. There is no assurance that the owners of
real property will be financially able to pay the annual Special Tax or that they will pay such tax even if
financially able to do so. For example, in June 2000, an affiliate of 4S Kelwood acquired an entity with an
interest in a project in Los Angeles County. The affiliate entered into negotiations for the sale and
conveyances of that property to another entity with an interest in such property. The negotiations did not
proceed as expected and the other entity filed a lawsuit against the 4S Kelwood affiliate. During the
pendency of the litigation, the second property tax installment for the 2000-01 tax year became due and was
not paid by either party with an interest in the property pending resolution of the litigation. See
“COMMUNITY FACILITIES DISTRICT NO. 6 (4S RANCH) IMPROVEMENT AREA A —4S Kelwood
and the Merchant Builders — 4S5 Kelwood - History of Property Tax Payment; Loan Defaults; Bankruptcy”
for a description of the circumstances relating to such special tax default. See also, “BONDOWNERS’
RISKS” herein.

NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE SCHOOL
DISTRICT, THE COMMUNITY FACILITIES DISTRICT (EXCEPT TO THE LIMITED EXTENT
DESCRIBED HEREIN) OR THE STATE OR ANY POLITICAL SUBDIVISION THEREOF IS
PLEDGED TO THE PAYMENT OF THE 2002 BONDS. OTHER THAN THE SPECIAL TAXES
LEVIED PURSUANT TO THEIMPROVEMENT AREA ARATE ANDMETHOD,NO TAXES ARE
PLEDGED TO THE PAYMENT OF THE 2002 BONDS. THE 2002 BONDS ARE NOT A GENERAL
OBLIGATION OF THE COMMUNITY FACILITIES DISTRICT, BUT ARE LIMITED
OBLIGATIONS OF THE COMMUNITY FACILITIES DISTRICT PAYABLE SOLELY FROM
THE SPECIAL TAXES LEVIED PURSUANT TO THE IMPROVEMENT AREA A RATE AND
METHOD MORE FULLY DESCRIBED HEREIN.

Rates and Methods

General. In 1998 pursuant to the request of landowners, the School District established the
Community Facilities District with respect to approximately 2,888 gross acres of land within the boundaries
of the School District. Since that time the estimated units have been revised to approximately 4,715 units
(approximately 2,975 Detached Units, approximately 1,599 Attached Units, and approximately 141
Aftordable Units). Approximately 529 of the Attached Units and approximately 21 of the Affordable Units
are expected to be located in a 550 unit apartment complex in Neighborhood Four on property currently
zoned for commercial use. 120 Affordable Units will be in Neighborhood One. Affordable Units are not
subject to the levy of the Special Tax.

In the third quarter of 2001, 4S Kelwood requested that the School District institute proceedings
pursuant to the Act to (a) create a new community facilities district or designate improvement areas in the
Community Facilities District and (b) authorize the community facilities district to issue bonded indebtedness
and to levy additional special taxes to fund, in addition to those School Facilities authorized to be funded by
the Community Facilities District, certain other public improvements. The proceedings to designate the
Improvement Areas and authorize this levy of additional special taxes and the issuance of additional bonds
were completed on October 21, 2002. See “Improvement Area A Rate and Method” below. Improvement
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Area A relates to approximately 141 net acres of land within the boundaries of the Community Facilities
District. This area is also referred to as Neighborhood Two. Improvement Area A is proposed to include
565 detached dwelling units.

4S Kelwood participated in the proceedings for formation of the Community Facilities District and
for formation of Improvement Area A. Pursuant to such proceedings, the Community Facilities District
Special Tax may be levied and collected within all of the Community Facilities District to finance School
Facilities according to the Community Facilities District Rate and Method, a copy of which is set forth in
Appendix B. See “Community Facilities District Rate and Method” below.

The qualified electors of the Community Facilities District approved the Improvement Area A Rate
and Method on October 21, 2002. Capitalized terms used in the following paragraphs but not defined herein
have the meanings given them in the Improvement Area A Rate and Method.

Improvement Area A Rate and Method. The Improvement Area A Rate and Method provides the
means by which the Board of Education may annually levy the Special Taxes within Improvement Area A
of the Community Facilities District up to the applicable Maximum Special Tax to pay for the Infrastructure
Improvements. The 2002 Bonds, when issued, will fund a portion of the costs of the Infrastructure
Improvements and will be secured by any annual Special Taxes levied pursuant to the Improvement Area A
Rate and Method. The Improvement Area A Rate and Method provides that the Annual Special Tax shall
be levied for a term of 33 Fiscal Years after the issuance of the 2002 Bonds, but in no event later than Fiscal
Year 2040-41. A copy of the Improvement Area A Rate and Method is included in Appendix B hereto.

Annual Improvement Area A Special Tax Requirement. Annually, at the time of levying the Special
Tax for Improvement Area A, the Associate Superintendent shall reasonably determine the amount of money
to be collected from Taxable Property in Improvement Area A (the “Annual Special Tax Requirement”),
which will be the amount required in any Fiscal Year to pay the following:

(1) the annual debt service on all outstanding 2002 Bonds;
(11) the Administrative Expenses of Improvement Area A of the Community Facilities District,
(i11)  any costs associated with the release of funds from an escrow account,

(iv)  any amount required to establish or replenish any reserve funds established in association
with the 2002 Bonds, /ess

W) any amounts on deposit in any fund or account which are available to pay for items (i)
through (iv) above pursuant to any applicable Bond Indenture.

Developed and Undeveloped Property; Exempt Property. The Improvement Area A Rate and
Method declares that for each Fiscal Year, all Assessor’s Parcels within Improvement Area A shall be
classified as Taxable Property or Exempt Property. Each Assessor’s Parcel of Taxable Property shall be
classified as Developed Property or Undeveloped Property. Each Assessor’s Parcel of Developed Property
shall be classified as a Detached Unit or an Attached Unit and each Detached Unit and Attached Unit shall
be classified according to its Building Square Footage.

(1) “Developed Property” means all Assessor’s Parcels of Taxable Property for which a building
permit was issued on or before May 1 of the prior Fiscal Year, provided that such Assessor’s Parcels are

associated with a Final Subdivision Map created on or before January! of the prior Fiscal Year and that each
such Assessor’s Parcel is associated with a Lot, as determined reasonably by the Board of Education.

(i) “Undeveloped Property” means all Assessor’s Parcels of Taxable Property which are not
classified as Developed Property.

(iii)  “Taxable Property” means all Assessor’s Parcels which are not Exempt Property (as defined
below) pursuant to the Improvement Area A Rate and Method.

(iv)  “Exempt Property” is defined to include the following:
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(a) Assessor’s Parcels owned by the State, federal or other local governments;

(b) Assessor’s Parcels which are used as places of worship and are exempt from ad
valorem property taxes because they are owned by a religious organization,

(© Assessor’s Parcels used exclusively by a homeowner’s association,

(d) Assessor’s Parcels with public or utility easements or other restrictions making
impractical their utilization for other than the purposes set forth in the easement or the restriction,
and

(e) other types of Assessor’s Parcels, at the reasonable discretion of the Associate

Superintendent, provided that no such classification would reduce the Acreage of all Taxable
Property to less than 126.90 acres of Acreage. Assessor’s Parcels which cannot be classified as
Exempt Property because such classification would reduce the Acreage of all Taxable Property to
less than 126.90 acres of Acreage will continue to be classified as Developed Property or
Undeveloped Property, as applicable, and will continue to be subject to Special Taxes accordingly.

Maximum Special Tax. The Maximum Special Tax is defined in the Improvement Area A Rate and
Method as follows:

(1) Developed Property: The Maximum Special Tax for each Assessor’ Parcel classified as
Developed Property in any Fiscal Year shall be the greater of (1) the Assigned Annual Special Tax or (i1) the
Backup Annual Special Tax.

(1) Undeveloped Property: The Maximum Special Tax for each Assessor’s Parcel classified
as Undeveloped Property in any Fiscal Year shall be the Assigned Annual Special Tax.

The Assigned Annual Special Tax in Fiscal Year 2002-03 for Developed Property ranges from
$524.75 to $2,530.17 for Detached Units and ranges from $195.84 to $524.75 for Attached Units. Each
July 1, commencing July 1, 2003, the Assigned Annual Special Tax applicable to an Assessor’s Parcel
classified as Developed Property shall be increased by 2.00% of the amount in effect in the prior Fiscal Year.
See Table 1 of the Improvement Area A Rate and Method in Appendix B herein for a listing of the Assigned
Annual Special Tax rates.

The Backup Annual Special Tax for an Assessor’s Parcel of Developed Property in Fiscal Year
2002-03 will be determined by the formula indicated in Section E of the Improvement Area A Rate and
Method set forth in Appendix B.

The Assigned Annual Special Tax for an Assessor’s Parcel of Undeveloped Property for Fiscal Year
2002-03 shall be $9,822.00 per acre of Acreage. Each July 1, commencing July 1, 2003, the Assigned
Annual Special Tax applicable to an Assessor’s Parcel of Undeveloped Property shall be increased by 2.00%
of the amount in effect in the prior Fiscal Year.

The minimum taxable acreage is 126.9 0 acres of Acreage for Improvement Area A.

Method of Apportionment. The Improvement Area A Rate and Method provides that commencing
Fiscal Year 2002-03 and for each subsequent Fiscal Year, the Associate Superintendent shall determine the
Annual Special Tax to be collected in Improvement Area A of the Community Facilities District in such
Fiscal Year. The Annual Special Tax shall be levied as follows:

First:  The Annual Special Tax shall be levied on each Assessor’s Parcel of Developed
Property at the Assigned Annual Special Tax applicable to such Assessor’s Parcel.

Second: Ifthe sum of the amounts levied on Assessor’s Parcels in the first step above is less
than the Annual Special Tax Requirement, then the Annual Special Tax shall be levied
Proportionately on each Assessor’ Parcel of Undeveloped Property up to the Assigned Annual
Special Tax applicable to such Assessor’s Parcel to satisfy the Annual Special Tax Requirement.
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Third:  Ifthe sum of the amounts levied on Assessor’s Parcels in the first and second steps
above is less than the Annual Special Tax Requirement, then the Annual Special Tax on each
Assessor’s Parcel of Developed Property whose Maximum Special Tax is the Backup Annual
Special Tax shall be increased Proportionately from the Assigned Special Tax up to the Backup
Annual Special Tax to satisfy the Annual Special Tax Requirement.

Prepayment of Annual Special Taxes. The Annual Special Tax obligation of an Assessor’s Parcel
of Developed Property or an Assessor’s Parcel of Undeveloped Property for which a building permithas been
issued may be prepaid in full. The Prepayment Amount for an applicable Assessor’s Parcel after the issuance
of Bonds is calculated based on Bond Redemption Amounts and other costs, all as specified in
APPENDIX B - “First Amended Rate and Method of Apportionment for Community Facilities District No. 6
of the Poway Unified School District (Improvement Area A) — Section G” therein.

Partial Prepayment of Annual Special Taxes. In addition, at the time a Final Map is recorded for
any Taxable Property, the owner filing said Final Map for recordation concurrently may elect for all of the
Assessor’s Parcels created by said Final Map to prepay a portion of the applicable Annual Special Tax
obligation.

The partial prepayment of the Annual Special Tax obligation for every Assessor’s Parcel shall be
collected prior to the issuance of the first Building Permit, all as specified in APPENDIX B — “First
Amended Rate and Method of Apportionment for Improvement Area A of Community Facilities District
No. 6 of the Poway Unified School District and Rate and Method of Apportionment of Community Facilities
District No. 6 of the Poway Unified School District — Section H” therein.

Community Facilities District Rate and Method. The Community Facilities District Rate and
Method provides the means by which the Board of Education may annually levy the Community Facilities
District Special Taxes within the Community Facilities District up to the applicable Maximum Community
Facilities District Special Tax to pay for School Facilities. The first series of the Community Facilities
District bonds (i.e., the Community Facilities District 2002 Bonds) were issued on October 10, 2002, to fund
School Facilities and are secured by any annual Special Taxes levied pursuant to the Community Facilities
District Rate and Method. The Community Facilities District Rate and Method provides that the Annual
Community Facilities District Special Tax shall be levied for a term of 25 Fiscal Years after the issuance of
the last bond series, but in no event later than Fiscal Year 2045-46. A copy of the Community Facilities
District Rate and Method is included in Appendix B hereto.

InFiscal Year 2002-03, the Community Facilities District Assigned Annual Special Tax is $2,070.28
for Detached Units and $915.70 for Attached Units. Affordable Units are not subject to the Community
Facilities District Special Tax. Each July 1, commencing July 1, 1998, the Assigned Annual Special Tax
applicable to an Assessor’s Parcel in the first Fiscal Year in which such Assessor’s Parcel is classified as
Developed Property increases by the greater of the annual percentage change in the Index (as defined in the
Community Facilities District Rate and Method) or 2.00% of the amount in effect in the prior Fiscal Year.
Each July 1, commencing the July 1 immediately following the Fiscal Year in which the Assessor’s Parcel
was first classified as Developed Property, the Assigned Annual Special Tax applicable to an Assessor’
Parcel is increased by 2.00% of the amount in effect in the prior Fiscal Year. See Table 1 in the Community
Facilities District Rate and Method in Appendix B herein for a listing of the Assigned Annual Special Tax
rates in the Community Facilities District.

Other Improvement Area Rates and Methods. The Improvement Area Rates and Methods
provide the means by which the Board of Education may annually levy special taxes within each
Improvement Area up to the applicable Maximum Special Tax authorized pursuant to such Improvement
Area Rates and Methods to pay for Infrastructure Improvements. Neighborhood One is not within any
Improvement Area. Improvement Area B encompasses Neighborhood Three and approximately $30,000,000
of bonds are authorized for Improvement Area B. Improvement Area C encompasses Neighborhood Four
(except for approximately 36 proposed Detached Units) and $14,000,000 of bonds are proposed to be
authorized for Improvement Area C. While the 2002 Bonds do include funding for Infrastructure
Improvements, the 2002 Bonds are not secured by any special taxes proposed to be levied pursuant to the
Improvement Area B or Improvement Area C Rates and Methods or the Community Facilities District Rate
and Method. Each of the Improvement Area special taxes rates and the Community Facilities District special
tax rates are subject to escalation by 2% of the amount in effect in the prior Fiscal Year thereafter. The value
to lien estimates set forth in the sections captioned “INTRODUCTION — Appraisal” and in “COMMUNITY
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FACILITIES DISTRICT NO. 6 (4S RANCH) IMPROVEMENT AREA A — Appraised Property Values”
donotinclude the overlapping indebtedness expected to be incurred with respect to the Community Facilities
District.

Proceeds of Foreclosure Sales

Pursuant to Section 53356.1 of the Act, in the event of any delinquency 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 judicial foreclosure sale. Such judicial foreclosure action is not mandatory.

Under the Bond Indenture, on or before June 1 of each Fiscal Year, the Community Facilities District
will review the public records of the County of San Diego, California, to determine the amount of Special
Taxes actually collected in such Fiscal Year and proceed as follows:

Individual Delinquencies. If the Community Facilities District determines that (i) any single parcel
subject to the Special Tax is delinquent in the payment of the Special Taxes in the aggregate amount of
$5,000 or more or (ii) any single parcel or parcels under common ownership subject to the Special Taxes is
delinquent in the payment of the Special Taxes in the aggregate of $10,000 or more, the Community
Facilities District shall, not later than 45 days of such determination, send or cause to be sent a notice of
delinquency (and a d emand for i mmediate payment t hereof) to the property owner. T he C ommunity
Facilities District shall cause judicial foreclosure proceedings to be commenced and filed in the Superior
Court not later than 90 days of such determination against any parcel for which a notice of delinquency was
given and for which the Special Taxes remain delinquent.

Aggregate Delinquencies. If the Community Facilities District determines that it has collected less
than 95% of the Special Taxes levied in such Fiscal Year, then the Community Facilities District shall, not
later than 45 days of such determination, send or cause to be sent a notice of delinquency (and a demand for
immediate payment thereof) to the owner of each delinquent parcel (regardless of the amount of such
delinquency). The Community Facilities District will cause judicial foreclosure proceedings to be
commenced and filed in the Superior Court not later than 90 days of such determination against any parcel
for which a notice of delinquency was given and for which the Special Taxes remain delinquent.

It should be noted that any foreclosure 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.”

No assurances can be given that a judicial 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 a judgment 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, a judgment 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 a judgment
debtor fails to so redeem and the property is sold, his only 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, a foreclosure sale is set
aside, the judgment is revived and the judgment creditor is entitled to interest on the revived judgment as if
the sale had not been made. The constitutionality of the aforementioned legislation, which repeals the former
one-year redemption period, has not been tested; and there can be no assurance that, if tested, such legislation
will be upheld. Any parcel subject to foreclosure sale must be sold at the minimum bid price unless a lesser
minimum bid price is authorized by the Owners of 75% of the principal amount of the 2002 Bonds
outstanding.

No assurances can be given that the real property subject to sale or foreclosure will be sold or,
if sold, that the proceeds of sale will be sufficient to pay any delinquent Special Tax installment. The
Act does not require the School District or the Community Facilities District to purchase or 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 same lien priority in
the case of delinquency as for ad valorem property taxes.
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If the Reserve Fund is depleted and delinquencies in the payment of Special Taxes exist, there could
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, within the limits
of the Rate and Method and the Act, the Community Facilities District may adjust the Special Taxes levied
on all property in future Fiscal Years to provide an amount, taking into account such delinquencies, required
to pay debt service on the Bonds and to replénish the Reserve Fund. There is, however, no assurance that
the maximum Special Tax rates will be at all times sufficient to pay the amounts required to be paid on the
2002 Bonds by the Bond Indenture.

Special Tax Fund

Pursuant to the Bond Indenture, the Special Tax Revenues received by the Community Facilities
District, excluding only Special Tax Revenues representing Delinquency Proceeds required to be transferred
to the Letter of Credit Fund and Special Tax Revenues representing Prepayments, will be deposited in the
Special Tax Fund, which will be held by the Fiscal Agent on behalf of the Community Facilities District.
Special Tax Revenues representing Prepayments shall be transferred to the Interest Account of the Bond
Service Fund and the Redemption Fund and utilized to pay the interest and premium, if any, on and the
principal of Bonds to be redeemed. Moneys in 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 2002 Bonds. Pending
disbursement, moneys in the Special Tax Fund will be subject to a lien in favor of the Bondowners of the
2002 Bonds as established under the Bond Indenture.

Disbursements. Moneys in the Special Tax Fund will be disbursed as needed to pay the obligations
of the Community Facilities District in the following priority: (i) an amount up to the Administrative
Expense Requirement to pay Administrative Exp enses, (ii) a mounts required to be deposited into the
applicable Accounts in the Bond Service Fund in order to pay debt service on the 2002 Bonds, any parity
bonds and any refunding bonds on the next Interest Payment Date, (ii1) amounts required to replenish the
Reserve Fund to the Reserve Requirement (as defined below), (iv) amounts required to fund the Rebate Fund
and (v) additional amounts required to pay Administrative Expenses. At any time following the deposit of
Special Taxes in an amount sufficient to make payment of all of the foregoing deposits for the current Bond
Year (as that term in defined in the Bond Indenture), any amounts in excess of such amounts remaining in
the Special Tax Fund shall remain on deposit in the Special Tax Fund and shall be subsequently deposited
or transferred pursuant to the above provisions provided, however, that if the Community Facilities District
notifies the Fiscal Agent that the levy of Special Taxes on Developed Property exceeds the Annual Special
Tax Requirement ( as defined in the Rate and Method) then an amount up to such excess moneys may be paid
to the School District to be used to pay for the acquisition, construction, rehabilitation, improvement of
School Facilities and related expenses.

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 eamings and profits
resulting from such investment and deposit will be retained in the Special Tax Fund to be used for the
purposes thereof.

Bond Service Fund

The Fiscal Agent will hold the Bond Service Fund in trust for the benefit of the Bondowners. Within
the Bond Service 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 Service Fund and pay
to the owners of the 2002 Bonds the principal, interest and any premium then due and payable on the 2002
Bonds, including any amounts due on the 2002 Bonds by reason of the sinking payments or a redemption of
the 2002 Bonds.

If amounts in the Bond Service 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.
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Redemption Fund

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

Reserve Fund

In order to further secure the payment of principal of and interest on the 2002 Bonds, certain
proceeds of the 2002 Bonds will be deposited into the Reserve Fund in an amount equal to the Reserve
Requirement (see “ESTIMATED SOURCES AND USES OF FUNDS” herein). Reserve Requirement is
defined in the Bond Indenture to mean, as of any date of calculation, an amount equal to the least of (i) the
then maximum annual debt service on the Bonds, (ii) 125% of the then average annual debt service on the
Bonds, or (ii1) 10% of the initial principal amount of the Bonds, less original issue discount, if any, plus
original issue premium, if any.

If Special Taxes are prepaid and a portion of 2002 Bonds are to be redeemed with the proceeds of
such prepayment, a proportionate amount in the Reserve Fund (determined on the basis of the principal of
such 2002 Bonds to be redeemed and the original principal of such 2002 Bonds) will be applied to the
redemption of such 2002 Bonds.

Moneys in the Reserve Fund will be invested and deposited as described in “Investment of Moneys
in Funds” below.

See APPENDIX D - “Summary of Certain Provisions of the Bond Indenture” for a description of
the timing, purpose and manner of disbursements from the Reserve Fund.

Administrative Expense Fund

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

Pursuant to the Bond Indenture, moneys in the Administrative Expense Fund will not be
construed as a trust fund held for the benefit of the Owners of the Bonds and will not be available for
the payment of debt service on the 2002 Bonds.

Improvement Fund

The Fiscal Agent will deposit proceeds of the 2002 Bonds in the Improvement Fund. Moneys in the
Improvement Fund will be disbursed to pay for Infrastructure Improvements pursuant to a requisition of the
Community Facilities District.

Pursuant to the Bond Indenture, moneys in the Improvement Fund will not be construed as
a trust fund held for the benefit of the Owners of the Bonds and will not be available for the payment
of debt service on the 2002 Bonds.

Investment of Moneys in Funds

Moneys in 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 Permitted 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 moneys in money market funds rated “AAm-1" or
“AAm-G” by S&P, or better (including those of the Fiscal Agent or its affiliates). See APPENDIX D —
“Summary of Certain Provisions of the Bond Indenture” for a definition of “Permitted Investments.”
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Letters of Credit/Cash Deposit

As a condition precedent to issuance of the 2002 Bonds, 4S Kelwood or the applicable Merchant
Builder shall provide a Letter of Credit in the applicable Stated Amount therefor (having the Fiscal Agent
as beneficiary) for each discrete development (each a “Project Area”) or a cash deposit in lieu thereof. The
Letter of Credit and/or cash deposit shall secure payment of Special Taxes levied against the applicable
Project Area within Improvement Area A. The Stated Amount 1s the estimated amount of Special Tax to be
levied in the next Fiscal Year with respect to the applicable Project Area.

The Letter of Credit, or a Substitute Letter of Credit issued with respect thereto, shall be in effect
in each Fiscal Year that individual homeowners own fewer than 60% of the lots within the applicable Project
Area.

In the event fewer than 60% of the lots within the applicable Project Area are owned by individual
homeowners as of each June 1, then the Community Facilities District shall cause 4S Kelwood or the
applicable Merchant Builder to provide to the Fiscal Agent, no later than the following June 15, (a) a Letter
of Credit in the then-Stated Amount, (b) an irrevocable written commitment of a Letter of Credit Bank to
provide a Letter of Credit in the then-Stated Amount or to extend the existing Letter of Credit in an amount
equal to the then-Stated Amount, effective the next succeeding July 1 or (c) a cash deposit in lieu thereof.

In the event the Fiscal Agent does not receive (a) a Letter of Credit, (b) a Substitute Letter of Credit
or (c) a cash deposit in lieu of the foregoing by June 15 of each year (assuming the Letter of Credit is
required to be in effect during the next succeeding Fiscal Year), the Fiscal Agent shall, upon the written
direction of an Authorized Officer, immediately, with no further authorization or instruction, draw upon the
applicable Letter of Credit in the full Stated Amount. The Fiscal Agent shall deposit the proceeds of such
draw into the Letter of Credit Fund for use as described below.

Deposits into the Letter of Credit Fund; Transfers from the Letter of Credit Fund.

Draws Prior to an Interest Payment Date. Ten (10) Business Days before each Interest Payment
Date, the Fiscal Agent shall determine whether amounts on deposit in the Bond Service Fund for that Interest
Payment Date will be sufficient to pay principal of and interest on the 2002 Bonds that will be due and
payable on such Interest Payment Date and notify the Community Facilities District of any deficiency. If
amounts in the Bond Service Fund will be insufficient to pay principal of and interest on the 2002 Bonds and
such insufficiency is attributable to the delinquency in the payment of Special Taxes levied on properties in
the applicable Project Area owned by 4S Kelwood or a Merchant Builder pursuant to the Impact Mitigation
Agreement or an Affiliate of 4S Kelwood, the Fiscal Agent shall upon the receipt of written direction of an
Authorized Officer (prior to any withdrawals from the applicable Reserve Fund permitted by the applicable
Bond Indenture) draw upon the applicable Letter of Credit or withdraw money from the cash deposit;
provided, however, that the amount of such draw or withdrawal (as set forth in said written direction of the
Authorized Officer) shall equal the delinquent Special Taxes levied on such properties.

The Fiscal Agent shall deposit the proceeds of any such draw upon a Letter of Credit into the Letter
of Credit Fund. On the day preceding the Interest Payment Date, and prior to any transfers from the Reserve
Fund, the Fiscal Agent shall transfer the amount of such draw on the Letter of Credit or an equivalent amount
from any cash deposit from the Letter of Credit Fund to the Bond Service Fund.

In the event of a draw on a Letter of Credit or transfer of funds from a cash deposit, the Community
Facilities District, shall, upon receipt of Delinquency Proceeds representing the Improvement Area A Special
Taxes the delinquency of which necessitated such draw on such Letter of Credit or transfer of funds from
a cash deposit, (a) reimburse the applicable Letter of Credit provider from such Delinquency Proceeds in an
amount not to exceed such draw on such Letter of Credit or (b) replenish the cash deposit from such
Delinquency Proceeds in an amount not to exceed such transfer.

Draws Prior to Termination of the Letter of Credit. 1If a Letter of Credit is not renewed, or a
Substitute Letter of Credit or cash deposit is not provided within fifteen (15) days prior to the stated
expiration date of such Letter of Credit and the requirements for the release or termination of such Letter of
Credit have not then been met, the Fiscal Agent shall draw on the full amount of such Letter of Credit
without instruction from the Community Facilities District. In the event the Fiscal Agent makes such a draw
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upon a Letter of Credit, the Fiscal Agent shall deposit the proceeds of such draw into the Letter of Credit
Fund and pending any transfer to the Bond Service Fund for the purposes described in “Draws Prior to an
Interest Payment Date” above, such proceeds shall be invested and reinvested by the Fiscal Agent in
Government Obligations or money market funds. At no time shall the Community Facilities District direct
that the proceeds of a draw on any Letter of Credit held in a Letter of Credit Fund be invested by the Fiscal
Agent at a yield exceeding the Yield on the 2002 Bonds. Investment earnings and profits from such
investments shall be retained in the Letter of Credit Fund.

Final Release of Moneys from the Letter of Credit Fund. If a Letter of Credit may be terminated
pursuant to the terms of the Bond Indenture, the Community Facilities District shall provide written notice
of such termination to the Fiscal Agent with instructions directing the Fiscal Agent to return the Letter of
Credit or cash deposit to the applicable party.

Actions by the Community Facilities District. Inthe eventa Letter of Credit Bank wrongfully refuses
to honor any drawing made on its Letter of Credit, the Community Facilities District, on behalf of the owners
of the applicable 2002 Bonds, shall immediately bring an action and pursue any remedy available at law or
in equity for the purpose of compelling such Letter of Credit Bank to honor such drawing and to enforce the
provisions of such Letter of Credit.

Compliance with Letter of Credit Requirements

The following describes how 4S Kelwood and each Merchant Builder intends to comply with the
requirement to provide a Letter of Credit or cash deposit.

4S5 Kelwood. 4S Kelwood has obtained a Letter of Credit from California Bank & Trust (“California
Bank & Trust”) in connection with the issuance of the 2002 Bonds in the aggregate Stated Amount of the
Letter of Credit requirement for the 2002 Bonds. The stated amount of the Letter of Credit may be reduced
as sales to Merchant Builders occur and Merchant Builders post Letters of Credit or cash deposits satisfying
the Letter of Credit/cash deposit requirement.

California Bank & Trust is a national banking organized under the laws of the United States of
America and is a subsidiary of Zions Bancorporation (“Zions Bancorporation”). Zions Bancorporation is
listed on the National Association of Securities Dealers Automated Quotation system (NASDAQ) under the
trading symbol “ZION.” Information about California Bank & Trust and Zions Bancorporation is contained
inreports filed with the Securities and Exchange Commission and the Federal Deposit Insurance Corporation
(“FDIC”). 4S Kelwood will keep its Letter of Credit in place for the portion of the property under contract
to the Merchant Builders until such time as such merchant builder substitutes its respective Letter of Credit
or cash deposit. At that time 4S5 Kelwood’s Letter of Credit will be proportionately reduced.

California Bank & Trust and Zions Bancorporation websites are calbanktrust.com and
zionsbancorporation.com. These Internet addresses are included for reference only and the information on
the Internet site is not a part of this Official Statement or incorporated by reference into this Official
Statement. No representation is made in this Official Statement as to the accuracy or adequacy of the
information contained on any Internet site.

Centex Homes. Centex Homes proposes to satisfy the letter of credit/cash deposit requirement
through a cash deposit.

Payment of Rebate Obligation

The Community Facilities District is required to calculate excess investment earnings in 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
funds available to the Community Facilities District (except amounts required to pay debt service on the
Bonds) to satisfy rebate obligations.
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Parity Bonds

Bonds issued on a parity with the 2002 Bonds (“Parity Bonds”) may be issued for refunding purposes
and subject to specific conditions including that the Community Facilities District must be in compliance
with all 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.

The aggregate principal amount of the 2002 Bonds and all Parity Bonds issued may not exceed
$18,000,000; provided, however, that, notwithstanding the foregoing, Parity Bonds may be issued at any time
to refund Outstanding Bonds where the issuance of such Parity Bonds results in a reduction of Annual Debt
Service on all Outstanding Bonds.

See APPENDIX D - “Summary of Certain Provisions of the Bond Indenture.”
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 a tax distribution procedure is implemented and secured roll taxes
are distributed to taxing agencies within the County on the basis of the tax levy, rather than on the basis of
actual tax collections. However, by policy, the County does not include assessments, reassessments and
special taxes in its Teeter program. The Special Taxes are not included in the County’s Teeter Program.
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COMMUNITY FACILITIES DISTRICT NO. 6 (4S RANCH) IMPROVEMENT AREA A
General Information

The Community Facilities District is located in the unincorporated area of the County approximately
23 miles north of downtown San Diego and approximately 10 miles inland from the Pacific Ocean and the
coastal cities of Encinitas and Solana Beach. The Community Facilities District is located approximately
8 miles east of Interstate 5 and approximately 2 miles west of Interstate 15. The Community Facilities
District lies within the area of the new master-planned community known as “4S Ranch” and is part of the
specific plan area known as “4S Ranch.” The Community Facilities District is an extension of the on-going
development of the community of Rancho Bernardo. The Community Facilities District is comprised of
approximately 2,888 gross acres (553 net residential acres) of rolling terrain with slopes and knolls within
4S Ranch. A map of the 4S planning areas is provided on the preceding page. Certain planning areas on the
4S Ranch Planning Area map are not a part of the Community Facilities District. ImprovementArea A is
comprised of Planning Areas 2, 4, 6, 7, 8, 10, 11 and 13 located in the lower portion of the Planning Area
map.

The Community Facilities District is within 45 Ranch. 4S Ranch is bordered on the south by Black
Mountain Ranch and Rancho Penasquitos, to the west by the Santa Fe Valley Specific Planning Area, to the
northwest by the Ranch Cielo Specific Planning Area, and to the east by Rancho Bernardo. Rancho Bemardo
Road bisects 4S Ranch and Camino Del Norte enters 4S Ranch from the east. Extension of State Route 56
from Interstate 5 to Interstate 15 located approximately 2 miles south of 4S Ranch is fully funded and started
construction in June 2001 with completion scheduled for the third quarter of 2004. The area is bounded on
the east by completed Rancho Bernardo subdivisions and on the north, east and west by undeveloped

property.

The residential land uses in the 4S Ranch Specific Plan are arranged around a mixed-use district
which is located in the central portion of the community north of Camino Del Norte. The mixed-use district
is approximately 52 net commercial acres, of which 22 are proposed for residential use, and is planned to
serve the 4S Ranch community as well as existing and planned neighborhoods west of Interstate 15. The
residential areas include Neighborhoods One and Two located to the south of the mixed-use district, and
Neighborhoods Three and Four located north of the mixed-use district. Rancho Bernardo Road and 4S5
Ranch Parkway will provide the primary access to Neighborhoods Three and Four. Neighborhoods close
to the mixed-use district are higher density containing a mixture of single-family and multi-family units.
Neighborhoods further to the north and south are lower density single-family units.

The Neighborhoods

e Neighborhood One is within the Community Facilities District but is not encompassed by any
Improvement Area. Neighborhood One is the initial phase of development within 4S Ranch and is
approximately 145 net residential acres in size and will include a total of 1,084 Detached Units and 120
Affordable Units. Neighborhood One also includes a neighborhood park, a proposed 10-acre elementary
school site and the water reclamation facility serving the project. Neighborhood One is not within any of
the Improvement Areas.

e Neighborhood Two is within Improvement Area A and is approximately 141 netresidential acres
located south of Neighborhood One. The neighborhood is proposed to include approximately 565 Detached
Units, a proposed 23-acre middle school site and a 22-acre community park. Bemardo Center Drive/Carmel
Valley Road passes through this Neighborhood. The central portion of Neighborhood Two includes the
Lusardi Creek Natural Park, which has been planned as a major open-space corridor comprising
approximately 161 gross acres. Neighborhood Two is co-terminus with Improvement Area A.

e Neighborhood Three is within Improvement Area B and is located north of the mixed-use
district. Neighborhood Three is approximately 182 net residential acres and is proposed to include
approximately 1,001 Detached Units and 1,070 Attached Units. Neighborhood Three also includes a
proposed elementary school site and neighborhood park.

o  Neighborhood Four is within Improvement Area C and is located north of Neighborhood Three.
Neighborhood Four is approximately 85 net residential acres in size and is proposed to include approximately
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325 Detached Units, 36 of which are located on land not owned by 4S5 Kelwood. The foregoing acreage does
not include the 52 acres in the 45 Commons (PA 32) area which is currently zoned for commercial use.
Approximately 22 of such 52 acres is proposed for an apartment complex of approximately 550 units, 529
of which are expected to be Attached Units and 21 of the apartments are expected to be Affordable Units.
Neighborhood Four includes a small neighborhood park. Natural open space areas in Neighborhood Four
are located north, east and west of the residential area and total over 300 gross acres.

Drainage is and will be within master-planned facilities throughout the community. Neighborhood
One is generally above grade of Camino Del Norte, and then gradually sloping down to the south into
Neighborhood Two. Neighborhoods Three and Four have a gradual slope up to the north. None of the
developable areas in 4S5 Ranch are within a 100-year flood plain.

Improvement Area A encompasses Neighborhood Two only and does not include any of the property
within Neighborhoods One, Three or Four.

4S Ranch Specific Plan. The 4S Ranch Specific Plan was adopted by the Board of Supervisors of
the County in November, 1998. The Specific Plan Area is adjacent to the northern boundary of the City.
The Community Facilities District is in an unincorporated area of the County and is not currently within the
sphere of influence of any existing city. The 4S Specific Plan provided direction for future development of
the property located within the Community Facilities District. 4S Ranch is expected to ultimately include
approximately 4,715 dwelling units, schools, neighborhood parks, an employment center, a commercial and
industrial property and approximately 1,612 acres of open space designated as Multiple Species Conservation
Plan (MSP) Preserve.

Utility services for parcels in the Community Facilities District will be provided by San Diego Gas &
Electric (gas and electricity), the Olivenhain Municipal Water District (water and sewage), Cox
Communicationand Time Warner (cable), and Pacific Bell Telephone (telephone). Waste Management and
EDCO provide refuse service.

Authority for Issuance

The 2002 Bonds are issued pursuant to the Act and the Bond Indenture. In addition, as required by
the Act, the Board of Education of the School District has taken the following actions with respect to
establishing the Community Facilities District and authorizing issuance of the 2002 Bonds:

Resolutions of Intention: On September 16, 2002, the Board of Education adopted Resolution
No. 19-2003 stating its intention to establish Improvement Area A, Improvement Area B and Improvement
Area C and to authorize the levy of a special tax therein pursuant to a separate Rate and Method of
Apportionment of Special Tax for each such Improvement Area. The Improvement Area A Rate and Method
will finance Infrastructure Improvements. See “INFRASTRUCTURE IMPROVEMENTS TO BE
FINANCED WITH PROCEEDS OF THE 2002 BONDS” herein.

Resolution of Formation: Immediately following a noticed public hearing on October 21, 2002, the
Board of Education adopted Resolution No. 30-2003 (the “Resolution of Formation”), which established
Improvement Area A the Community Facilities District, established the Rate and Method and authorized the
levy of a special tax within the Community Facilities District pursuant to the Rate and Method of
Apportionment.

Landowner Election and Declaration of Results: On October 21, 2002, an election was held within
the Community Facilities District, in which the landowners eligible to vote (4S Kelwood), being the qualified
electors, approved the ballot proposition authorizing the issuance of up to $18,000,000 in bonds to finance
the acquisition and construction of the Infrastructure Improvements. The qualified electors within the
Community Facilities District also approved the levy of a special tax in accordance with the Rate and Method
and the establishment of an appropriations limit for the Community Facilities District.

On October 21, 2002, the Board of Education adopted Resolution No. 31-2003 pursuant to which
the Board of Education approved the canvass of the votes.
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Special Tax Lien and Levy: Notice of Special Tax Lien for the Community Facilities District was
recorded in the real property records of San Diego County on November 14, 2002 as Document No. 2002-
1019182.

Ordinance Levying Special Taxes: On October 21, 2002, the Board of Education adopted an
Ordinance No. 2003-1 levying the Special Tax within the Community Facilities District.

Resolution Authorizing Issuance of the 2002 Bonds: On November 18,2002, the Board of Education
adopted Resolution No. 36-2003 approving issuance of the 2002 Bonds.

Environmental Review

In conjunction with the County’s approval of the 4S Ranch Specific Plan, the Board of Supervisors
of the County, on November 4, 1998 certified the 4S Ranch Specific Plan Environmental Impact Report
(Specific Plan Amendment (SPA 95-01), Rezone (R95-01), Tentative Maps (TM 5066, TM 5067), Major
Use Permit Modification (P87-036w?), Modification to Agricultural Preserve #60, Vacation of Two Open
Space Easements VAC 97-001, VAC 97-002) County Log No. 95-8-1; State Clearinghouse No. 95021002)
(the “EIR”) as being in compliance with the California Environmental Quality Act (“CEQA”). The statutory
period within which a court action or proceeding could be filed challenging the County’s CEQA compliance
with respect to its approvals has expired. The County Planning Commussion has also approved Tentative
Maps for Neighborhood Two (TM 5216) and Neighborhoods Three and Four (TM 5229). However, it is
possible that future discretionary approvals necessary to complete the development of the property in the
Community Facilities District will be subject to CEQA. Challenges to such discretionary approvals could
slow the rate of development in the Community Facilities District. The Community Facilities District
believes that no action with respect to environmental compliance is necessary in c onnection with the
formation of the Community Facilities District.

Pursuant to CEQA, in addition to the County’s certification of the EIR, additional environmental
analysis is required to be conducted for the County’s review to determine whether the analysis contained in
the EIR with respect to the property in the Community Facilities District has adequately addressed the
environmental impact of each subsequent discretionary approval related thereto. 4S Kelwood reports that
the reviews by the County conducted to date have resulted in findings of no significant impact not previously
discussed in the EIR. 4 S K elwood generally e xpects that, as further entitlement a pprovals (e.g., any
necessary tentative subdivision map and zoning modifications, area plans, subdivision maps and site
development permits) are pursued, the EIR will be determined by the County to have adequately addressed
the environmental impacts of each such subsequent entitlement and that there would be no significant impact
not previously discussed in the EIR. However, no assurance can be given as to these matters, and if new
significant impacts are found, it could have an adverse effect on the development of the property within the
Community Facilities District.

Environmental Permits

Prior to the approval of the Specific Plan and the tentative subdivision maps for the land
encompassing the Community Facilities District and certain nearby developments, the County Board of
Supervisors approved the Lake Hodges Segment of the San Diego County Multiple Species Conservation
Program Subarea Plan (the “Subarea Plan™). The Subarea Plan includes all of the property within the
Community Facilities District. The Subarea Plan establishes a preserve area boundary line around sensitive
habitat. The Subarea Plan was later incorporated into the County’s Multiple Species Conservation Program.
Pursuant to the Implementing Agreement (the “Implementing Agreement”), dated as of March 17, 1998,
entered into among the County, the United States Fish and Wildlife Service and the California Department
of Fish and Game, the County is authorized to issue “take” authorization pursuant to the federal and State
endangered species acts for property within the Subarea Plan for the 85 plant and animal species described
in the Implementing Agreement. So long as property owners within the Specific Plan Area do not disturb
habitat within the Subarea Plan’s preserve area boundary line, the property owners are permitted to disturb
sensitive habitat and sensitive species outside the preserve area boundary line. The current development
entitlements for the development project within the Community Facilities District have been designed to
avoid the preserve areas. As aresult, with respect to the 85 species covered by the Implementing Agreement,
so long as the development project maintains its current development entitlement footprints outside of the
preserve areas, 45 Kelwood will not need to seek any additional permits under either the federal or the State
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endangered species acts. However, future listing by federal or State authorities of additional plant or animal
species as threatened or endangered could impact the planned development within the Community Facilities
District.

4S Kelwood engaged RMA Consultants, Escondido, California to prepare a 4S Habitat Management
Plan for the development. The 4S Ranch Habitat Management Plan dated June, 1998 and revised September,
1999 was approved by the County on September 16, 1999. The Habitat Management Plan was prepared in
accordance with the mitigation measures identified in the 4S Ranch Specific Plan Environmental Impact
Report, as amended and the County of San Diego’s conditions of approval for the project’s tentative map
(TM 5066). This approval applies to approximately 1,612 acres of 4S Ranch that is included in the habitat
preserve of the Subarea Plan. Of the approximately 2,888 acres of the 4S Ranch being developed as a
planned community, approximately 1,612 acres will be set aside as part of the Multiple Species Conservation
Preserve. The acreage consists of two portions of the Ralphs Family Preserve of approximately 1,065 acres
and the Specific Plan Preserve of approximately 547 acres. The Multiple Species Conservation Preserve is
within the boundaries of the Community Facilities District and is not subject to the levy of the Special Tax.

The development has followed normal permitting requirements for impacts to wetlands and other
water courses regulated by the U.S. Army Corps of Engineers and the California Department of Fish and
Game. In June 1999, 4S Kelwood obtained a Section 404 Permit from the U.S. Army Corps of Engineers.
The time for completing the authorized activities ends on June 22, 2009 and may be extended with the
consent of the U.S. Army Corps of Engineers. 4S Kelwood entered into an Agreement regarding Proposed
Stream or Lake Alteration in April 1999 for certain road, pedestrian and pipeline crossings and grading along
portions of certain stream beds required in connection with the project. (This Agreement is also sometimes
referred to as a Section 1603 Permit.) The Agreement with the Department of Fish and Game terminates
December 31, 2003 and may be extended for an additional year. The work authorized under that agreement
is estimated to be completed by the third quarter of 2003.

Biological Surveys. As part of the Environmental Impact Report, 4S Kelwood developed the 4S
Ranch Biological Conveyance Plan implementing the County’s Multiple Species Conservation Program
Implementing Agreement and the Lake Hodges Subarea Plan. In furtherance of the Biological Conveyance
Plan, 4S Kelwood has caused a biological survey and report to be completed for the 4S Ranch development
and certain Merchant Builders have caused a biological survey and report to be completed for their respective
project and the results are available for public review in the Department of Planning and Land Use Division
(Biological Technical Report, County of San Diego). Certain sensitive plant and animal species were
observed on site.

See “BONDOWNERS’ RISKS — Endangered and Threatened Species.” 4S Kelwood believes that
the likelihood of a listing of additional species affecting the development of the project is remote at this stage
of development. 4S Kelwood has been issued grading permits for a portion of Neighborhood Two (Tract
5216-1) and is in conformance with the approved boundaries of the Multiple Species Conservation Program
and has granted the required open space easement to the County of San Diego and the State of California.
Furthermore, the development has followed normal permitting requirements for impacts to wetlands and
other water courses regulated by the U.S. Army Corps of Engineers and the California Department of Fish
and Game.

Development Agreement

4S Kelwood and the County have entered into a public benefit agreement (the “Development
Agreement”), dated January 6, 2001 regarding the proposed development. The Development Agreement was
recorded on May 24, 2001 as Document No. 2001-03365489. For purposes of the Development Agreement,
the proposed development includes the improvement of the proposed development sites for the purposes of
construction and otherwise effecting the structure, improvements and facilities comprising the proposed
development, including but not limited to grading, the construction of infrastructure and public facilities
related to the proposed development (whether located within or outside the project area), the construction
of structures and buildings and the installation of landscaping.

Pursuant to the terms of the Development Agreement, 4S Kelwood has the right to develop the

proposed development in a manner consistent with the County’s approved Specific Plan, and applicable
rules, regulations and official policies. The proposed development is expected to be sold over the next eight
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years, ending in 2010, to merchant builders and as long as the project is constructed in a manner consistent
with the County’s existing Land Use Ordinances, the project may be constructed at the rate and in the
sequence that 4S Kelwood deems appropriate. B uild-out within the C ommunity F acilities Districtis
expected to occur in 2010. Build-out within Improvement Area A (Neighborhood Two) is expected to occur
in 2005.

By entering into the Development Agreement, 4S Kelwood obtained a vested right to proceed with
the project in accordance with General Plan Amendment GPA 96-001, San Dieguito Community Plan (21)
Specific Plan Designation, Specific Plan Amendment SPA 95-001, Zone Reclassification R95-001, Tentative
Map TM 5066RPL, Tentative Map TM 5067RPL, Major use Permit Modification P87-036W° and
Modification to Agricultural Preserve No. 60. However, development remains subject to any remaining
discretionary approvals required in order to complete the project as contemplated by the foregoing
entitlements and subject to changes in County laws, regulations, plans or policies specifically mandated and
required by changes in state or federal laws or regulations.

Termination of the Development Agreement by one party due to the default of the other party will
not affect a right or duty emanating from County entitlements or approvals on the development project.

The Development Agreement was approved and entered into pursuant to California Government
Code Section 65864, et seq. (the “Development Agreement Law”). The Development Agreement Law
provides that a developer can obtain a vested right to develop its real property pursuant to a validly executed
development agreement. One appellate case in California, Santa Margarita Residents v. San Luis Obispo
County Bd. of Supervisors, has held that development agreements are enforceable under the Development
Agreement Law. However, the development agreement in that case did not address vested rights.
Consequently, although the Development Agreement purports to provide 4S Kelwood with a vested right to
build the Development as currently planned and as described herein, if the Development Agreement were
to be challenged in a California court, there can be no assurances that such court would enforce the
Development Agreement if the County fails to fulfill its obligations under the Development Agreement or
if more restrictive local land use regulations are adopted in the future. Additionally, public entities not bound
by the terms of the Development Agreement may impose additional conditions on the Development. See
“BONDOWNERS’ RISKS - Failure to Develop Properties” and “ - Ballot Initiatives and Legislative
Measures” herein.

Covenants, Conditions and Restrictions; Homeowner’s Association

All of the parcels in Improvement Area A are subject to recorded covenants, conditions and
restrictions that provide for a levy of homeowners’ association assessments. The assessments are on a basis
subordinate to the lien of the Special Taxes.

Development Status and Current Entitlement

Improvement Area A of the Community Facilities District encompasses approximately 140.92 net
residential acres which will include approximately 565 single family units, a proposed 23-acre middle school
site and a 22-acre community park. Single farmly detached homes are expected to be offered for sale in
Improvement Area A by a number of homebuilders, including K. Hovnanian at 4S, LLC, Fieldstone 4S
Area 7, LLC, Standard Pacific, Pulte Homes, Centex Homes and Belle Rive Development Company. At
build out, Improvement Area A is estimated to include approximately 565 taxable Detached Units. There
are no Affordable Units or commercial acreage in Neighborhood Two.

Special Tax Collections
The maximum Assigned Special Tax on Developed Property authorized for the 2002-03 Fiscal Year
in Improvement Area A is $2,350.17 for a Detached Unit and $524.75 for an Attached Unit. In addition, the

maximum Community Facilities District Special Tax is $2,070.28 fora Detached Unit and $915.70 for an
Attached Unit. For Fiscal Year 2002-03, no Special Taxes were levied in Improvement Area A.
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Property Ownership

Based on the Appraisal, as of October 23, 2002 there were approximately 6 model homes and 14
production homes under construction. As of October 23, 2002, 4S Kelwood owns all but 114 of the 565 lots
in Improvement Area A and would be responsible for approximately 87.76% of the estimated Fiscal Year
2003-04 Improvement Area A Special Tax levy if it does not convey any more lots. Assuming completion
of sales pursuant to its purchase agreements with the Merchant Builders, Table 1 below sets forth the
estimated Special Taxes levied in Fiscal Year 2003-04 in the Community Facilities District. The actual
allocation to the Merchant Builders will depend on completion of sales to Merchant Builders and sales by
Merchant Builders of completed homes to individual homeowners during the applicable period.

Table 1
Poway Unified School District
Community Facilities District No. 6 (4S Ranch)
Improvement Area A
Estimated Top Owners of Taxable Property
And Allocation of Special Tax Liability

Fiscal Year 200304
Expected Number Percent of
Current Property of Aggregate Tax
Property Owner" Owner Units Acreage Special Tax Obligation®
4S Kelwood 4S Kelwood 227 77.99 $766,017.78 61.51%
4S Kelwood K. Hovnanian 37 7.53 73,959.66 5.94
4S Kelwood Fieldstone 4S Area 7, LLC 65 9.84 96,648.48 7.76
4S Kelwood Standard Pacific 34 8.23 80,835.06 6.49
4S Kelwood Pulte Homes 38 7.69 75,531.18 6.07
Centex Homes Centex Homes 32 5.81 57,065.82 4.58
Belle Rive Development  Belle Rive Development
Company Company _82 9.71 95.371.62 7.66
Total 565 126.80 $1,245,429.60 100.00%

() Based on contracts, assuming acquisition by each Merchant Builder as of May 1, 2003. 4S Kelwood has entered in purchase
contracts for all except 90 units and is negotiating the sale of the 90 units to two different merchant builders and 4S5 Kelwood does
not intend to construct homes on these lots itself. K. Hovnanian at4S, LLC, Standard Pacific’s, Pulte Homes’ and Centex Homes’
purchase contracts provide for phased purchases and actual Improvement Area A Special Taxes allocated to 4S Kelwood and each
such Merchant Builder will differ from those presented depending on the date of transfer and construction of production homes
and sale to homeowners. Completion of the sales to the merchant builders is subject to satisfaction of the terms and conditions
of each sales agreement. No assurance can be given that such sales will occur.

@ Total may not add due to rounding.

Source: David Taussig & Associates, Inc.
4S Kelwood and the Merchant Builders

The information about 4S5 Kelwood, the Merchant Builders and the other owners of land within
Improvement Area A of the Community Facilities District contained in this Official Statement has been
provided by representatives of 45 Kelwood and the Merchant Builders and has not been independently
confirmed or verified by either the Underwriter or the Community Facilities District. Such information is
included because it may be relevant to an informed evaluation of the security for the 2002 Bonds. However,
because ownership of the property is expected to change, no assurance can be given that the planned
development will occur at all, will occur in a timely manner or will occur as presently anticipated and
described below. No representation is made herein as to the accuracy or adequacy of such information, as
to the experience, abilities or financial resources of 4S Kelwood, the Merchant Builders or any other
landowner, or as to the absence of material adverse changes in such information subsequent to the date
hereof, or that the information given below or incorporated herein by reference is correct as of any time
subsequent to its date.
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4S Kelwood and the Merchant Builders are not personally liable for payment of the Special Taxes
or the 2002 Bonds, and the following information should not be construed to suggest that the Special Taxes
or the 2002 Bonds are personal obligations or indebtedness of 4S Kelwood, the Merchant Builders or any
other landowners in the Community Facilities District.

4S8 Kelwood. 4S Kelwood General Partnership (“4S Kelwood™) is a California general partnership
of which the sole managing partner is Kelwood Development Company, LLC, a Delaware limited liability
company (“Kelwood Development Company”) and 48 Ranch Company 1700, L.P., a California limited
partnership (“4S Ranch Company 17007) is a general partner. Kelwood Development Company is wholly
owned by Genstar Land Company, LLC, a Delaware limited liability company (“Genstar”), which is wholly
owned by Newland-IHP Ventures, LLC, a Delaware limited liability company. Newland-IHP Ventures, LLC
was formed by entities related to Newland Communities, LLC, a Delaware 1imited liability c ompany
(“Newland Communities”) and Institutional Housing Partners. Newland Communities is a real estate
development company which traces its history back 30 years and has developed approximately 40
communities in nine states. Newland Communities is active both as a master-planned community developer
and as an advisor to pension funds and other institutional partners on the acquisition and development of
residential communities. Newland Communities is headquartered in San Diego, California, and as of
September 1, 2002 has development operations in nine states, including California, Oregon, Washington,
Arizona, Texas, Florida, Georgia and the Carolinas. In 1999, Newland Communities entered into a
partnership with Hunt Realty Corporation, which acquired a substantial interest in Newland Communities.
Based in Dallas, Texas, Hunt Realty Corporation is the real estate investment company responsible for real
estate acquisition and investment management activities for Hunt Consolidated Inc. Institutional Housing
Partners is a real estate venture capital firm formed in 1992 to provide investment and advisory services to
institutional investors desiring to mvest in single family residential development.

4S Kelwood intends to market property to merchant builders and does not intend to construct
residential or commercial/industrial structures. As of November 1, 2002, 4S Kelwood has sold land to
merchant builders for approximately 1,198 single family detached dwelling units.

Description of Project. Of the approximately 2,888 gross acres of land encompassing the
Community Facilities District, 4S Kelwood owns collectively approximately 1,681 gross acres and has
conveyed approximately 185 gross acres to nine merchant builders in Neighborhood One.

Within Neighborhood Two 4S Kelwood has entered into contracts for the sale of approximately 98.6 net
residential acres expected to be developed with approximately 475 of the 565 Detached Units proposed for
Improvement Area A to K. Hovnanian at4S, LLC, Fieldstone 4S Area 7, LLC, Standard Pacific, Pulte Home,
Centex Homes and Belle Rive Development Company LLC. Belle Rive Development Company closed
escrow on 82 lots on September 26, 2002 and Centex Homes closed escrow on 32 lots on October 23, 2002.
4S Kelwood is negotiating contracts for sale of the remaining 90 parcels in Improvement Area A to other
merchant builders. Table 2 below sets forth information regarding the projects being developed in
Neighborhood Two.

There are approximately 2,071 lots (approximately 181.71 net acres) in Neighborhood Three and

approximately 875 lots (approximately 85.09 net acres) in Neighborhood Four which are primarily owned
by 4S Kelwood. Neighborhoods One, Three and Four are not within Improvement Area A.

31



Table 2
Poway Unified School District
Community Facilities District No. 6
Improvement Area A
Property Ownership and Development Status

Planning Total Units
Name of Area/ Number Completed Net Status
Landowner/ Development of or Under Taxable of Status of Development
Developer Name Units Construction _Acreage Maps as of October 23, 2002

4S Kelwood 2 24 0 7.13 Tentative Map  Raw land

4S Kelwood 4 66 0 35.29  Tentative Map  Raw land

4S5 Kelwood 6 73 0 16.51 Final Map Graded lots - under contract with K.
Hovnanian at4S LLC. Final Map
recorded August 21, 2002

4S Kelwood 7 65 0 10.94  Tentative Map  Raw land - under contract with
Fieldstone 4S Area 7, LLC

4S Kelwood 8 105 0 28.25  Tentative Map  Raw land - under contract with
Standard Pacific

4S Kelwood 10 75 0 16.87 Tentative Map  Raw land - under contract with
Pulte Homes

Centex Homes 11 75 0 15.12 Final Map Graded lots — under contract with

phased purchase Centex Homes. Final Map recorded

from 4S Kelwood August 21, 2002.32 purchased as of
October 23, 2002. 3 model units
and 7 production units under
construction.

Belle Rive 13 _82 0 10.79 Final Map Graded lots - sold to Belie Rive

Development Development Company. Final Map

Company recorded August 21, 2002. 3 model
units and 7 production units under
construction.

Total 565 0 140.89

Source: Development Plan from 4S Kelwood.

Status of Permits and Approvals. 4S Kelwood has obtained approvals and permits for grading and
for public improvements required for development of portions of Neighborhood Two. Final maps recorded
for 230 units in Neighborhood Two on August 21, 2002. Final maps are projected to be approved for 245
units in Neighborhood Two in December of 2002 and the final 90 units in the second quarter of 2003.

4S Kelwood has rough graded the portions of the property sold to merchant builders. Backbone
infrastructure improvements, including water, sewer, drainage, street improvements, paving and street lights
have been constructed to serve the units in Neighborhood One and are under construction in Neighborhood
Two. Pursuant to 4S Kelwood’s sales agreements with Merchant Builders, 4S Kelwood generally conveys
the property to each Merchant Builder in a blue top/finished lot condition with street and utilities constructed.
Each Merchant Builder is responsible for completing sidewalks and landscape improvements for the detached
and attached single family housing lots acquired by such Merchant Builder.

4S Kelwood entered into an agreement with the Olivenhain Municipal Water District relating to the
provision of water service by Olivenhain Municipal Water District to the portion of the property owned by
4S Kelwood in 1997. 4S Ranch Company and 4S Ranch Company 600, L.P. entered into an agreement with
the Olivenhain Municipal Water District relating to the provision of water service by Olivenhain Municipal
Water District to the portion of the property owned by 4S Ranch Company and 4S Ranch Company 600, L.P.
in 1997. 4S Kelwood, 4S Ranch Company and 4S Ranch Company 600, L.P. entered into an agreement for
Olivenhain Municipal Water District to provide wastewater and recycled water services to the property
within the Community Facilities District in 1999. 4S Kelwood entered into an agreement with the Rancho
Santa Fe Fire District with respect to fire protection master plan and fire protection services in 1997.

As of September 30, 2002, 4S Kelwood has expended approximately$190 million in land acquisition,
development, infrastructure and financing costs relating to development of the property within the
Community Facilities District, of which approximately $25 million relates to Improvement Area A. 4S
Kelwood estimates that total development and infrastructure costs, including in-tract improvements will
aggregate approximately $350 million, of which approximately $66 million relates to Improvement Area A.
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Major infrastructure which remains to be constructed includes the following: (i) Carmel Valley Road
from 4S Ranch to Black Mountain Road; (ii) widening Camino Del Norte at I-15; and (ii1) off-site water
pipelines and pump station.

4S Kelwood is currently completing grading and constructing all backbone public improvements,
finished lots and in-tract street, sewer, water and dry utility improvements fo the detached single housing lots
within Improvement Area A. Such improvements are estimated to be completed by the end of the fourth
quarter of 2003.

Plan of Finance. 4S Kelwood is financing its development of the property from unsecured loans and
equity contributions from its partners and profits from sales of land to merchant builders. As of
September 30, 2002, the unsecured loans from the partners to the project aggregated approximately $30.6
million and the undistributed capital totaled approximately $59.3 million. The project has no debt financing
secured by the land in the form of a deed of trust. One of the partners in 4S Kelwood, Kelwood Development
Company is a second tier wholly owned subsidiary of Newland-IHP Ventures, LLC (“N-IHP”). California
Public Employees Retirement Systems (CalPERS) is the primary investor in the entities owning 99.5% of

If and to the extent that internal financing and land sales revenues are inadequate to pay the costs
to complete the planned development of the 565 lots within Improvement Area A, portions of the project
may not be developable. While 4S Kelwood has made such internal financing available in the past, there
can be no assurance whatsoever of its willingness or ability to do so in the future; and it has no legal
obligation of any kind to Bondowners to make any such contributions or to obtain loans. Other than
pointing out the willingness of 4S Kelwood to provide internal financing in the past, 4S Kelwood has
not represented in any way that it will do so in the future.

Development Experience. Newland Communities’ historical projects in California include those
listed in the following table.

No. of Type of Role of Time Period of
Site Name City Units Development  4S Kelwood Development
Paseo del Sol Temecula 3,000 Residential & Developer 5 years
commercial
Bernardo Heights San Diego 3,500 Residential Developer 7 years
Rancho Penasquitos San Diego 12,000 Residential & Developer 15 years
commercial
Whitney Oaks Sacramento 2,000 Residential Developer 7 years

Absorption. Development of the property within the Community Facilities District is estimated by
4S Kelwood to occur over the next 8 years and 4S Kelwood has estimated that its sales to merchant builders
will conclude in 2008, with merchant builder sales of new homes concluding thereafter.

Development of the property within ImprovementArea A is estimated by 4S Kelwood to occur over
the next 3 years and 4S Kelwood has estimated that its sales to merchant builders will conclude in 2003, with
merchant builder sales of new homes concluding thereafter.

History of Property Tax Payment; Loan Defaults; Bankruptcy. Under the definition of Affiliate set
forth below, 4S Kelwood has over 50 Affiliates consisting of various entities that are developing or have
been involved in the development of over 50 different projects in 10 different states over a 30 year period.
Itis likely that any such Affiliates have been delinquent at one time or another in the payment of ad valorem
property taxes, special assessments or special taxes. 4S Kelwood does not have actual knowledge that any
such Affiliate is currently delinquent in any material amount in the payment of ad valorem property taxes,
special assessments or special taxes. For purposes of this Official Statement the term “Affiliate” means:

(a) a Person directly or indirectly owning, controlling or holding with power to vote, 5% or
more of the outstanding voting securities of such other Person,
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(b) any Person 5% or more of whose outstanding voting securities are directly or indirectly
owned, controlled or held with power to vote, but such other Person, and

() any Person directly or indirectly controlling, controlled by or under common control with
such other person.

For purposes hereof, control means the power to exercise a controlling influence over the
management or policies of a Person, unless such power is solely the result of an official position with such
Person. “Person” means an individual, a corporation, a partnership, an association, a joint stock company,
a limited liability company, a trust, any unincorporated organization or a governmentor political subdivision
thereof.

4S Kelwood has made the following representations:

. except as otherwise described herein, neither it nor to its actual knowledge any of its current
Affiliates has ever been delinquent in the payment of any ad valorem property taxes, special assessments or
special taxes in any material amount,

. to the actual knowledge of 4S Kelwood, neither it nor any of its Affiliates is currently in
default on any loans, lines of credit or other obligationrelated to its development in the Community Facilities
District or any of its other projects which default would in any way materially and adversely affect its ability
to develop its development in the Community Facilities District as described in the Official Statement or to
pay the Improvement Area A Special Taxes or the Community Facilities District Special Taxes for which
it is responsible,

. 4S Kelwood and its Affiliates are solvent and neither 4S Kelwood nor any of its current
Affiliates has ever filed for bankruptcy or been declared bankrupt or has any proceeding pending or to its
actual knowledge, threatened in which it or its Affiliates may be adjudicated as bankrupt, or discharged from
any or all of its debts or obligations,

. to the actual knowledge of 4S Kelwood, no action, suit, proceedings, inquiry or
investigations at law or in equity, before or by any court, regulatory agency, public board or body, is pending
(with service of process to 4S Kelwood or an Affiliate having been accomplished) against 4S Kelwood or
any Affiliate or, to 4S Kelwood’s actual knowledge, threatened, which if successful, would materially
adversely affect the ability of 4S Kelwood to complete the development and sale of the property currently
owned within the Community Facilities District or to pay Improvement Area A Special Taxes, Community
Facilities District Special Taxes or ad valorem tax obligations when due on its property within the
Community Facilities District.

For purposes of this Official Statement the actual knowledge of 4S Kelwood shall mean the actual
knowledge of Michael L. Rust and James H. McLennan, Senior Vice President and Chief Financial Officer,
Newland Communities.

Newland-IHP Ventures, LLC (“Newland-IHP”’) acquired Genstar Land Company, LLC (“Genstar”)
in June, 2000 (the “Genstar Acquisition”). At that time, Genstar owned or had an interest in over 27 land
development projects in 7 states. One such property consisted of raw land in Los Angeles County (the
“NorthLake Property”) owned by Northl.ake LLC (“NorthLake LLC”), whose members were Genstar
NorthLake LLC (“Genstar NorthLake”) and Cook Ranch Associates, a California general partnership (“Cook
Ranch”). The NorthLake Property was included within Community Facilities District No. 92-1 (“CFD No.
92-17) established by the Castaic Union School District for which $19,500,000 in bonds were issued in
August 1992. At the time of issuance of the CFD No. 92-1 bonds, Cook Ranch was the sole owner of the
property in CFD No. 92-1. Immediately following the Genstar Acquisition, Genstar and Cook Ranch began
negotiations whereby Genstar NorthLake would sell and convey its interest in NorthLake LLC to Cook
Ranch. During these negotiations the first property tax installment for the 2000-01 tax year for the
NorthLake Property became due and was timely paid by Northlake LLC from funds contributed by Genstar.
The negotiations did not proceed as expected and in January, 2001, Cook Ranch filed a lawsuit against
NorthLake LLC and Genstar NorthLake. During this period, NorthLake LLC’s second property tax
installment for the 2000-01 tax year became due and was not paid pending resolution of the litigation. On
May 31, 2001, the lawsuit was settled and the parties entered into a settlement agreement pursuant to which
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Genstar NorthLake agreed to sell and reconvey all of its interest in NorthLake LLC back to Cook Ranch.
The settlement agreement also provided that, at the closing, Genstar NorthLake would fund the penalties and
interest due by NorthLake LLC on the delinquent property tax installments. In connection with the June 15,
2001 close of escrow and sale of its interest in NorthLake LLC, Genstar NorthLake provided Cook Ranch
with a cashiers check payable to the Los Angeles County Tax Assessor-Collector in the amount of
approximately $104,000 representing payment in full of all penalties and interest accrued to the second
property tax installment for 2000-01. Since the closing, neither Newland-IHP, nor Genstar, nor Newland
Communities has had any affiliation with NorthLake LLC or Cook Ranch or any direct or indirect interest
in the NorthLake Property, including any obligation to pay property taxes or special taxes of CFD No. 92-1.
Under the settlement agreement, Cook Ranch, as the sole owner/member of NorthLake LLC, was responsible
for the payment of property taxes for the second property tax installment of 2000-01 and thereafter.

Development Activity. Table 3 below summarizes certain information regarding the planned
development within Neighborhood Two of the Community Facilities District as of October 23,2002, the date
of the estimated market value set forth in the Appraisal.

Table 3
Poway Unified School District
Community Facilities District No. 6
Improvement Area A
Active or Pending Projects”

As of October 23, 2002
Units
Transferred
Total to Merchant
Merchant Builder® Project Units Builders
K. Hovnanian at 4S, LLC Palomino 73 0
Fieldstone 4S Area 7, LLC  Cambridge 65 oe
Standard Pacific Terreno at 4S Ranch 105 0
Corporation
Pulte Homes Avery Lane 75 0
Centex Homes Canyon Ridge at 4S Ranch 75 32
Belle Rive Development Belle Rive at 4S Ranch 82 82
Company
4S Kelwood Pending sales _90 _0
Total 565 114

(U See the Appraisa! for more information and appraised value.

@ Completion of the sales to the merchant builders is subject to satisfaction of the terms and conditions of each sales agreement.
No assurance can be given that such sales will occur.

@ Fieldstone4S Area 7, LLC is also developing property in NeighborhoodOne. Of 103 units in Neighborhood One, 99 units have
been sold to homeowners.

Source: Appraisal.

4S Kelwood is beginning the development of Neighborhood Two and has entered into a contract with
Belle Rive Development Company for the sale of land for development of approximately 82 lots. 4S
Kelwood has executed the terms of contracts with Centex Homes, K. Hovnanian at 4S, LLC, Pulte Homes
and Fieldstone 4S Area 7, LLC and Standard Pacific for the sale of land in Neighborhood Two.

Thereis no certainty that contracts entered into or under negotiation will be consummated and
land transferred from 4S Kelwood to any of the third parties described above.
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No Individual Owners. As of October 23, 2002, the date of the estimated market value set forth in
the Appraisal, there are no owner-occupied homes within Improvement Area A.

Neighborhood Two — Merchant Builder Sales.

Neighborhood Two will comprise approximately 565 detached residential units, a proposed 23-acre
middle school site and a 22-acre community park. As of September 30, 2002, 4S Kelwood has entered sales
contracts for approximately 475 of the 565 lots for single family detached homes in Neighborhood Two to
seven Merchant Builders of which 82 lots closed on September 26, 2002 and 32 lots closed by October 23,
2002. 4S Kelwood is negotiating with two merchant builders for the sale of land and construction of
approximately 90 detached units. There s no certainty that contracts entered into or under negotiation will
be consummated and land transferred from 4S Kelwood to any of the third parties described above.

K. Hovnanian at 4S. LLC

K. Hovnanian at 4S, LLC is a California limited liability company. The managing member of
K. Hovnanian at 4S, LLC is an affiliate of Hovnanian Enterprises, Inc., a Delaware corporation (“Hovnanian
Enterprises”). Hovnanian Enterprises was initially incorporated in 1967 and is one of the nation’s largest
homebuilders. Headquartered in Red Bank, New Jersey, Hovnanian Enterprises designs, constructs and
markets single-family homes, townhomes and condominiums in planned residential communities in, among
other locations, California, Maryland, New Jersey, New York, North Carolina, Pennsylvania, Texas and
Virginia. Hovnanian Enterprises’ homes are marketed and sold under the trade names K. Hovnanian,
Washington Homes, Goodman Homes, Matzel & Mumford, Diamond Homes, Westminster Homes, Fortis
Homes and Forecast Homes. Hovnanian Enterprises is also one of the nation’s largest developers of active
adult communities under the name of K. Hovnanian’s Four Seasons.

The parent company of K. Hovnanian at 45, LLC, is subject to the informational requirements of
the Securities Exchange Commission Act of 1934, as amended (the “Exchange Act”), and in accordance
therewith file reports, proxy statements and other information with Securities and Exchange Commission (the
“SEC”). Such filings, particularly Hovnanian Enterprises’ Annual Report on Form 10-K and its most recent
Quarterly Report on Form 10-Q, may be inspected and copied at the public reference facilities maintained
by the SEC at 450 Fifth Street, N.W., Washington, D.C. 20549 and the SEC’s regional office at Northwestern
Atrium Center, 500 West Madison Street, Suite 1400, Chicago, Illinois 60661 at prescribed rates. Such
filings can also be accessed over the Internet at the SEC’s website at sec.gov. Copies of such material can
be obtained from the public reference section of the SEC at 450 Fifth Street, N.W., Washington, D.C. 20549
at prescribed rates. In addition, the aforementioned material may also be inspected at the office of the New
York Stock Exchange, Inc. (the “NYSE”) at 20 Broad Street, New York, New York 10005. Hovnanian
Enterprises, the parent company of K. Hovnanian at 4S, LLC is actively traded on the NYSE. The trade
symbol 1s HOV.

Hovnanian Enterprises Intemet home page is located at khov.com. This Internet address is included
for reference only and the information on such Internet site is not a part of this Official Statement or
incorporated by reference into this Official Statement. No representation is made in this Official Statement
as to the accuracy or adequacy of the information contained on any Internet site.

Description of Project. K. Hovnanian at 4S, LLC has assumed the contract rights and obligations
ofan affiliated company, K. Hovnanian Companies of Southern California, Inc., effective in the third quarter
0f 2002, in order to acquire 73 lots (approximately 16.51 net acres) in Improvement Area A. 37 of the lots
are expected to be acquired by December 1, 2002 and 36 lots are, subject to an option to purchase in favor
of K. Hovnanian 4S, LLC, expected to be acquired prior to the end of the third quarter of 2003. There are
currently vacant lots which are in a partially finished condition. The project is expected to have three model
homes ranging from 4,144 to 4,595 square feet under construction during the last quarter of 2002. The
project is anticipated to open for sales in the second quarter of 2003, and opening sales prices are currently
projected to range from $620,000 to $660,000.
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The development which constitutes K. Hovnanian at 4S5, LLC’s project, together with the
estimated lot sizes, unit sizes and base sales price range, is set forth below.

Minimum Estimated
Lot Size Unit Size Estimated Base
Project Name (Square Feet) (Square Feet) Sales Price Range Total Units
Palomino 7,350 4,144-4,595 $620,000-$660,000 73

Status of Permits and Approvals. A final map encompassing the 73 lots was recorded on August 21,
2002. Pursuant to its purchase agreement with K. Hovnanian at 4S, LLC, 4S Kelwood is obligated to deliver
partially finished lots to K. Hovnanian at 4S, LLC. As described above, under “ - Status of Permits and
Approvals,” 4S Kelwood is currently completing grading and constructing all backbone public
improvements, partially finished lots and in-tract street, sewer, water and dry utility improvements for the
detached single housing lots within Improvement Area A, including the 73 lots under contract to K.
Hovnanian at 4S, LLC. K. Hovnanian at 4S, LLC will construct model and production homes. K.
Hovnanian at 4S, LLC intends to begin model construction by the fourth quarter of 2002. Home sales are
expected to commence in the second quarter of 2003.

Grading and sewer for the lots is in construction by 4S Kelwood, and water, streets, curbs and gutters
are required by the purchase agreement to be completed by the end of the first quarter of 2003. Because
K.Hovnanian at4S, LLC will acquire “partially finished lots,” K. Hovnanian at 4S, LLC’s remaining costs
relate primarily to model and production home construction.

Plan of Finance. K. Hovnanian at 4S, LLC is a single purpose entity formed in connection with the
project. K. Hovnanian at 4S, LLC intends to finance the acquisition and construction costs through funds
provided through its parent company and home sale proceeds. The parent company of K. Hovnanian at 48,
LLC has obtained a revolving line of credit through a number of banks for its financial needs. The line of
credit is currently not in default. K. Hovnanian at 4S, LLC anticipates that the primary source of repayment
on the revolving line will be through the home sales.

Ifand to the extent that internal financing and land sales revenues are inadequate to pay the costs
to complete the planned development of the 73 lots within Improvement Area A, portions of the project
may not be developable. While Hovnanian Enterprises has made such internal financing available in the
past, there can be no assurance whatsoever of its willingness or ability to do so in the future; and it has
no legal obligation of any kind to Bondowners to make any such contributions or to obtain loans. Other
than pointing out the willingness of Hovnanian Enterprises to provide internal financing in the past,
Hovnanian Enterprises has not represented in any way that it will do so in the future.

Development Experience. Recent projects completed and projects currently under development by
Affiliates of K. Hovnanian at 4S, LLC in Southern California include the following:

Unit Size Total
Project Name Location (Square Feet) Price Range Units
Dominguez Hills Village Carson (LA County) 1,094-2,321 $200,000-$425,000 574
Four Seasons at Temecula Valley Murrieta 1,771-2,773 $269,990-3411,990 524
The Gables Ladera Ranch Approx. Approx. 120
1,600-2,000 $300,000-$400,000
Hilltop at Encinitas Ranch Encinitas 3,130-5,182 $975,000-$1,100,000 103
Las Rosas Rancho Santa Margarita 2,916-3,442 $400,000-$500,000 113
Menifee Menifee 2,375-3,453 $256,990-$306,990 306
Park Lane Irvine 1,164-1,787 $318,990-$404,990 190
Riverbend Mira Loma 2,828-4,209 $339,586-$412,130 143
Trail Ridge Ladera Ranch 2,219-2.461 $480,000-$503,000 100
Winchester Murrieta 2,604-3,699 $267,990-$309,490 192

Absorption. K. Hovnanian at 4S, LLC has a projected absorption rate of 15 units per quarter,
commencing the second quarter of 2003.
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History of Property Tax Payment; Loan Defaults; Bankruptcy. K. Hovnanian at 4S, LLC has made
the following representations:

. neither K. Hovnanian at 4S, LLC nor to K. Hovnanian at 4S, LLC’s actual knowledge any
of its current Affiliates (as defined above) has ever been delinquent in the payment of any ad valorem
property taxes, special assessments or special taxes in any material amount,

. neither K. Hovnanian at 4S5, LLC nor any of its Affiliates is currently in default on any loans,
lines of credit or other obligation related to its development in Improvement Area A or any of its other
projects which default would in any way materially and adversely affect its ability to develop its property
in Improvement Area A as described in the Official Statement or to pay the Improvement Area A Special
Taxes or the Community Facilities District Special Taxes for which it 1s responsible,

. K. Hovnanian at4S, LLC and its Affiliates are solvent and neither K. Hovnanian at4S, LLC
nor any of its current Affiliates has ever filed bankruptcy or been declared bankrupt, or has any proceeding
pending or to its actual knowledge threatened in which K. Hovnanian at 4S, LLC or its Affiliates may be
adjudicated as bankrupt, or discharged from any or all of its debts or obligations,

. no action, suit, proceedings, inquiry or investigations at law or in equity, before or by any
court, regulatory agency, public board or body, 1s pending (with service of process to K. Hovnanian at 4S,
LLC or an Affiliate having been accomplished) against K. Hovnanian at 4S, LLC or any Affiliate or, to K.
Hovnanianat4S, LLC’s actual knowledge, threatened, which if successful, would materially adversely affect
the ability of K. Hovnanian at 4S, LLC to complete the development and sale of the property currently owned
within Improvement Area A or to pay Improvement Area A Special Taxes, Community Facilities District
Special Taxes or ad valorem tax obligations when due on its property within Improvement Area A.

Fieldstone 4S Area 7. L1LC

Fieldstone 4S Area 7, LLC is a Delaware limited liability company. The sole asset of Fieldstone 4S
Area 7, LLC 1s its project in the Community Facilities District. The managing member of Fieldstone 48
Area 7, LLC 1s Fieldstone Communities, Inc., a California corporation (“Fieldstone Communities”), based
in Newport Beach, California. Fieldstone Communities is a privately held company. Established in 1986,
Fieldstone Communities builds homes in Orange, Riverside, San Bernardino and San Diego Counties in
California and in Salt Lake City, Utah. Fieldstone Communities homebuilding segment specializes in the
sale and construction of single-family attached and detached housing. Fieldstone Communities’ Internet
home page is located at fieldstone-homes.com. This Internet address is included for reference only and the
information on such Internet site is not a part of this Official Statement or incorporated by reference into
this Official Statement. No representation is made in this Official Statement as to the accuracy or adequacy
of the information contained on any Internet site.

Description of Project. Fieldstone 4S Area 7, LLC has entered into a contract to acquire 65 lots
(approximately 10.94 net acres) in Improvement Area A by late 2002 or early 2003. There are currently
vacant lots which are in a finished condition. The project is expected to have three model homes ranging
from 2,803 to 3,392 square feet under construction during the first quarter of 2003. The project is anticipated
to open in the first quarter of 2003 and sales prices are estimated to range from $476,000 to $528,0000.

The development which constitutes Fieldstone 4S Area 7, LLC’s project, together with the estimated
lot sizes, unit sizes and base sales price range, is set forth below.

Minimum Estimated
Lot Size Unit Size Estimated Base
Project Name (Square Feet)  (Square Feet) Sales Price Range Total Units
Cambridge 6,300 2,803-3,392 $476,000-3$528,000 65
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In addition to the project in Neighborhood Two, another entity of which Fieldstone Communities
is the managing member is developing a project in Neighborhood One. That entity acquired 103 lots in
Planning Area 18 of Neighborhood One for its project named Homestead on approximately 16 net acres in
December 1999.

Status of Permits and Approvals. Tentative maps encompassing the 65 lots have been recorded.
Final maps encompassing the 65 lots are being processed by 4S Kelwood and are expected to be recorded
prior to acquisition by Fieldstone 4S Area 7, LLC. Pursuant to its purchase agreement with Fieldstone 45
Area 7, LLC, 4S Kelwood is obligated to deliver finished lots to Fieldstone 4S Area 7, LLC. As described
above, under “4S Kelwood and the Merchant Builders — Status of Permits and Approvals,” 4S Kelwood is
currently completing grading and construction of all backbone public improvements, finished lots and in-tract
street, sewer, water and dry utility improvements for the detached single housing lots within Improvement
Area A, including the 65 lots under contract to Fieldstone 4S Area 7, LLC. Fieldstone 4S Area 7, LLC will
construct model and production homes. Fieldstone 4S Area 7, LLC intends to begin model construction by
February 2003. Home sales are expected to commence in the first quarter of 2003.

Grading and sewer for the lots is substantially complete and water, streets, curbs and gutters are
estimated to be completed by the end of the first quarter of 2003. Because Fieldstone 4S Area 7, LLC
acquired “finished lots,” Fieldstone 4S Area 7, LLC’s remaining costs relate primarily to model and
production home construction.

Plan of Finance. Fieldstone 4S Area 7, LLC expects to finance the construction of housing units
through internal resources of its managing member and home sales.

If and to the extent that internal financing and land sales revenues are inadequate to pay the costs
to complete the planned development of the 65 lots within Improvement Area A, portions of the project may
not be developable. While Fieldstone Communities has made such internal financing available in the past,
there can be no assurance whatsoever of its willingness or ability to do so in the future; and it has no legal
obligation of any kind to Bondowners to make any such contributions or to obtain loans. Other than pointing
out the willingness of Fieldstone Communities to provide internal financing in the past, Fieldstone 4S Area 7,
LLC has not represented in any way that it will do so in the future.

Development Experience. Fieldstone Communities’ homebuilding segment, together with its
subsidiaries, specializes in the sale and construction of single-family attached and detached homes
throughout major metropolitan markets in Orange, Riverside, San Bernardino and San Diego Counties in
California. Fieldstone Communities’ predecessor began home building in 1986 with a single tract of land
in Orange County, California. Through its three homebuilding divisions, Fieldstone Communities delivered
609 homes in 1999, 666 homes in 2000, 723 homes in 2001 and anticipates closing approximately 780 homes
in 2002. Recent projects under development by Fieldstone Communities in southern California include the
following.

Unit Size Proposed Base Number of
Site Name Location (Square Feet) Prices Units
Homestead Rancho Bemardo (4S) 2,860 - 3,300 $490,000 - $550,000 103
Del Sol Oceanside 2,648 - 3,516 $368,000 - $410,000 86
Somerton Oceanside 2,254 - 2,658 $344,000 - $368,000 80
Mission Terrace Oceanside 2,483 - 3,103 $354,000 - $391,000 100
Bridgepark Chula Vista 2,564 - 2,950 $365,000 - $390,000 93

Absorption. Fieldstone Communities has a projected absorption rate of approximately 16 units per
quarter, commencing the first quarter of 2003.
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History of Property Tax Payment, Loan Defaults; Bankruptcy. Fieldstone 4S Area 7, LLC has made
the following representations;

. neither Fieldstone 4S Area 7, LLC nor to Fieldstone 4S Area 7, LLC’ actual knowledge any
of its current Affiliates (as defined above) has ever been delinquent in the payment of any ad valorem
property taxes, special assessments or special taxes in any material amount,

. neither Fieldstone 4S Area 7, LLC nor any of its Affiliates is currently in default on any
loans, lines of credit or other obligation related to its development in Improvement Area A or in the
Community Facilities District or any of its other projects which default would in any way materially and
adversely affect its ability to develop its property in Improvement Area A or in the Community Facilities
District as described in the Official Statement or to pay the Improvement Area A Special Taxes or
Community Facilities District special Taxes for which it is responsible,

. Fieldstone 4S Area 7, LLC and its Affiliates are solvent and neither Fieldstone 4S Area 7,
LLC nor any of its Affiliates has ever filed bankruptcy or been declared bankrupt or has any proceeding
pending or to its actual knowledge, threatened in which it or its Affiliates may be adjudicated as bankrupt,
or discharged from any or all of its debts or obligations,

. no action, suit, proceedings, inquiry or investigations at law or in equity, before or by any
court, regulatory agency, public board or body, is pending (with service of process to Fieldstone 4S Area 7,
LLC or an Affiliate having been accomplished) against Fieldstone 4S Area 7, LLC or any Affiliate or, to
Fieldstone 4S Area 7, LLC’ actual knowledge, threatened, which if successful, would materially adversely
affect the ability of Fieldstone 4S Area 7, LLC to complete the development and sale of the property
currently owned within the Community Facilities District or Improvement Area A or to pay Improvement
Area A Special Taxes, Community Facilities District Special Taxes, or ad valorem tax obligations when due
on its property within Improvement Area A or the Community Facilities District.

Standard Pacific Corp.

Standard Pacific Corp., a Delaware corporation (“Standard Pacific”) was founded in 1966.
Headquartered in Newport Beach, California, Standard Pacific, one of the nation’s largest homebuilders,
has built homes for more than 51,000 families during its 36-year history. Standard Pacific constructs homes
within a wide range of price and sizes targeting a broad range of home buyers. Standard Pacific operates in
some of the strongest housing markets in the country with o perations in major metropolitan areas in
California, Texas, Arizona, Colorado, Florida and the Carolinas. Standard Pacific provides mortgage
financing and title services to its home buyers through its subsidiaries and joint ventures, Family Lending
Services, SPH Mortgage, WRT Financial, Westfield Home Mortgage, Universal Land Title of South Florida
and SPH Title.

Standard Pacific is subject to the informational reporting requirements of the Exchange Act, and in
accordance therewith files reports, proxy statements and other information with the SEC. Such filings,
particularly Standard Pacific’s Annual Report on Form 10-K and its most recent Quarterly Report on Form
10-Q, may be inspected and copied at the public reference facilities maintained by the SEC at 450 Fifth
Street, N.W., Washington, D.C. 20549 and at the SEC’s regional office at Northwestern Atrium Center, 500
West Madison Street, Suite 1400, Chicago, Illinois 60661 at prescribed rates. Such filings can also be
accessed over the Internet at the SEC’s website at sec.gov. In addition, the aforementioned material may also
be inspected at the offices of the NYSE at 20 Broad Street, New York, New York 10005. Standard Pacific
is listed on the NYSE (trading symbol “SPF”’). All documents subsequently filed by Standard Pacific
pursuant to the requirements of the Exchange Act after the date of this Official Statement will be available
for inspection in the same manner as described above.

Standard Pacific’s website is standardpacifichomes.com. This Internet address is included for
reference only and the information on the Internet site is not a part of this Official Statement or incorporated
by reference into this Official Statement. No representation is made in this Official Statement as to the
accuracy or adequacy of the information contained on the Internet site.

Description of Project. Standard Pacific has entered into a purchase contract with 4S Kelwood for
105 lots (approximately 28.25 net acres) in Improvement Area A. 34 of the lots are expected to be acquired
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by late 2002 or early 2003, 37 lots are expected to be acquired in the fourth quarter 0f 2003 and 34 lots are
expected to be acquired in the fourth quarter of 2004. There are currently vacant lots which are in a finished
condition. The project is expected to have four model homes ranging from 3,175 to 3,990 square feet under
construction during the first quarter of 2003. The project is anticipated to open in the second quarter 0f 2003
and sales prices are estimated to range from $565,000 to $610,000.

The development which constitutes Standard Pacific’s project, together with the estimated lot sizes,
unit sizes and base sales price range is set forth below.

Minimum
Lot Size Estimated Unit Estimated Base
Project Name (Square Feet) Size (Square Feet) Sales Price Range Total Units
Terreno at 4S Ranch 8,125 3,175-3,800 $565,000-$610,000 105

Status of Permits and Approvals. The 105 lots are encompassed within a tentative map. A final map
encompassing 34 of the 105 lots is are expected to be recorded in the fourth quarter of 2002, and final maps
encompassing the remaining 71 lots are expected to be recorded prior to the expected acquisition dates.
Pursuant to its purchase agreement with Standard Pacific, 4S Kelwood is obligated to deliver fimsshed lots
to Standard Pacific. As described above, under “ — Status of Permits and Approvals,” 4S Kelwood 1s
currently completing grading and constructing all backbone public improvements, finished lots and in-tract
street, sewer, water and dry utility improvements for the detached single housing lots within Improvement
Area A. Standard Pacific will construct model and production homes. Standard Pacific intends to begin
model construction by the first quarter of 2003. Home sales are expected to commence in the first quarter
of 2003.

Grading and sewer for the lots is substantially complete and water, streets, curbs and gutters are
estimated to be completed by the end of the second quarter of 2003. Because Standard Pacific will acquire
“finished lots,” Standard Pacific’s remaining costs relate primarily to model and production home
construction.

Plan of Finance. Standard Pacific expects to finance the construction of housing units through
internal resources and home sales.

If and to the extent that internal financing and land sales revenues are inadequate to pay the costs
to complete the planned development of Standard Pacific’s expected development within Improvement Area
A, portions of the project may not be developable. While Standard Pacific has made such internal financing
available in the past, there can be no assurance whatsoever of its willingness or ability to do so in the future;
and it has no legal obligation of any kind to Bondowners to make any such contributions or to obtain loans.
Other than pointing out the willingness of Standard Pacific to provide internal financing in the past, Standard
Pacific has not represented in any way that it will do so in the future.

Development Experience. Standard Pacific, together with its subsidiaries, operates primarily as a
geographically diversified builder of single-family homes throughout major metropolitan markets in
California, Texas, Arizona Colorado, Florida and the Carolinas. Standard Pacific’s predecessor began home
building in 1966 with a single tract of land in Orange County, California. Through its eight homebuilding
divisions, Standard Pacific delivered 3,472 homes in 1999, 3,871 homes in 2000, 4,311 homes in 2001 and
anticipates closing approximately 6,000 homes in 2002. Recent projects under development by Standard
Pacific in southern California include the following.
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No. of Proposed Base

Site Name City Units Prices Square Feet Bedrooms
Sansonnet San Diego 183 $550,000- 700,000 2,700-3,875 3.5
Cedar Crossing San Marcos 93 $350,000- 400,000 1,700-2,600 34
Blossom Ridge Chula Vista 95 $270,000- 300,000 1,885-2,340 3-4
Rose Creek Chula Vista 73 $250,000- 270,000 1,500,2000 34
Shorepointe Carlsbad 146 $425,000- 500,000 1,800-2,890 3-5
Maravu Encinitas 43 $700,000- 800,000 3,200-4,500 3-5

Absorption. Standard Pacific’s development has a projected absorption rate of approximately 15
units per quarter, commencing the second quarter of 2003.

History of Property Tax Payment; Loan Defaults; Bankruptcy. Standard Pacific has made the
following representations;

. neither Standard Pacific nor to Standard Pacific’s actual knowledge any of its current
Affiliates (as defined above) has ever been delinquent in the payment of any ad valorem property taxes,
special assessments or special taxes in any material amount,

. neither Standard Pacific nor any of its Affiliates is currently in default on any loans, lines
of credit or other obligation related to its development in Improvement Area A or any of its other projects
which default would in any way materially and adversely affect its ability to develop its property in
Improvement Area A as described in the Official Statement or to pay the Improvement Area A Special Taxes
or Community Facilities District Special Taxes for which it is responsible,

. Standard Pacific and its Affiliates are solvent and neither Standard Pacific nor any of its
Affiliates has ever filed bankruptcy or been declared bankrupt or has any proceeding pending or threatened
in which it or its Affiliates may be adjudicated as bankrupt, or discharged from any or all of its debts or
obligations,

. no action, suit, proceedings, inquiry or investigations at law or in equity, before or by any
court, regulatory agency, public board or body, is pending (with service of process to Standard Pacific or an
Affiliate having been accomplished) against Standard Pacific or any Affiliate or, to Standard Pacific’s actual
knowledge, threatened, which if successful, would materially adversely affect the ability of Standard Pacific
to complete the acquisition and development of the property expected to be owned within Improvement Area
A or to pay Improvement Area A Special Taxes, Community Facilities District Special Taxes or ad valorem
tax obligations when due on its property within Improvement Area A.

Pulte Home Corporation

Pulte Home Corporation ( “Pulte Homes™), a subsidiary of Pulte Diversified Companies, Inc., which
is a subsidiary of Pulte Homes, Inc. (“Pulte”), a publicly traded holding company listed on the NYSE under
the symbol “PHM” and headquartered in West Bloomfield, Michigan (“Pulte”). Pulte Homes has entered
into a contract with 4S Kelwood for the purchase of 75 lots. The first phase is expected to transfer by the
end of 2002 or early 2003.

Pulte is the parent corporation of companies with operations in two primary segments: homebuilding
and financial services. Pulte Homes was founded in 1956 and is the nation’s largest single-family
homebuilder. Pulte’s homebuilding segment is focused on entry-level, first-time and second-time move up
buyers with operations in 42 markets located in the United States, as well as Puerto Rico, Mexico and
Argentina. Pulte’s financial services segment consists primarily of Pulte Mortgage Corporation (“PMC”),
a full service mortgage bank, providing financing to Pulte homebuyers and to the general public. PMC
operates in substantially the same markets as Pulte Home Corporation. In Mexico, PMC has utilized its
extensive financial services expertise to assist in the formation of SuCasita, one of Mexico’s first mortgage
banks.
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Pulte is subject to the informational requirements of the Exchange Act, and in accordance therewith
files reports, proxy statements and other information with the SEC. Such filings, particularly Pulte’s Annual
Report on Form 10-K and its most recent Quarterly Report on Form 10-Q, may be inspected and copied at
the public reference facilities maintained by the SEC at 450 Fifth Street, N.W., Washington, D.C. 20549 and
the SEC’s regional office at Northwestern Atrium Center, 500 West Madison Street, Suite 1400, Chicago,
Ilinois 60661 at prescribed rates. Such files can also be accessed over the Internet at the SEC’s website at
sec.gov. Copies of such material can be obtained from the public reference section of the SEC at 450 Fifth
Street, N.W., Washington, D.C. 20549 at prescribed rates. In addition, the aforementioned material may also
be inspected at the office of the NYSE at 20 Broad Street, New York, New York 10005. Pulte, is actively
traded on the NYSE. The trade symbol is PHM.

Pulte Homes’ Internet home page is located at pulte.com. This Internet address is included for
reference only and the information on such Internet site is not a part of this Official Statement or
incorporated by reference into this Official Statement. No representation is made in this Official Statement
as to the accuracy or adequacy of the information contained on any Internet site.

Description of Project. Pulte Homes has entered into a purchase contract for 75 lots (approximately
16.87 net acres) in Improvement Area A. 38 of the lots are expected to be acquired by late 2002 or early
2003 and 37 of the lots are expected to be acquired in the third quarter of 2003. The project is expected to
have three model homes ranging from 3,390 to 3,843 square feet under construction during the first and/or
second quarter of 2003. The project is anticipated to open in the third quarter of 2003 and sales prices are
estimated to range from $565,000 to $600,000.

The development which constitutes Pulte Homes’ project, together with the estimated lot sizes, unit
sizes and base sales price range, is set forth below.

Minimum Estimated
Lot Size Unit Size Estimated Base
Project Name (Square Feet) (Square Feet) Sales Price Range Total Units
Avery Lane 6,300 3,390-3,843 $565,000-$600,000 75

Status of Permits and Approvals. A final map encompassing the 75 lots is expected to be recorded
by 4S Kelwood in the fourth quarter of 2002. Pursuant to its purchase agreement with Pulte Homes, 45
Kelwood is obligated to deliver finished lots to Pulte Homes. As described above, under * — Status of
Permits and Approvals,” 4S Kelwood is currently completing grading and constructing all backbone public
improvements, finished lots and in-tract street, sewer, water and dry utility improvements for the detached
single housing lots within Improvement Area A, including the 75 lots under contract to Pulte Homes. Pulte
Homes will construct model and production homes. Pulte Homes intends to begin model construction by
January of 2003. Home sales are expected to commence in the second quarter of 2003.

Grading and sewer for the lots is substantially complete and water, streets, curbs and gutters are
estimated to be completed by the end of the first quarter of 2003. Because Pulte Homes will acquire
“finished lots,” Pulte Homes’ remaining costs relate primarily to model and production home construction.

Plan of Finance. The parent company of Pulte Homes has obtained a revolving line of credit through
a group of banks to finance the project. The loan is currently not in default. Interest is paid based on the
average outstanding principal balance. Pulte Homes anticipates that the primary source of repayment on the
revolving line will be through the home sales.

If and to the extent that internal financing and land sales revenues are inadequate to pay the costs
to complete the planned development of the 75 lots within Improvement Area A, portions of the project may
not be developable. While Pulte has made such internal financing available in the past, there can be no
assurance whatsoever of its willingness or ability to do so in the future; and it has no legal obligation of any
kind to Bondowners to make any such c ontributions or to obtain 1oans. O ther than p ointing out the
willingness of Pulte to provide internal financing in the past, Pulte Homes has not represented in any way
that Pulte will do so in the future.
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Development Experience. In fiscal year ending 2001, Pulte Homes delivered homes to 385 families
in California. Recent projects under development or management by Pulte Homes and its Affiliates in

southern California include the following:

Role of
No. of Type of Project Time Period of
Project Name City Lots Development Manager Development
Yorba Linda Yorba Linda 253 Single Family Project Manager  Current - House
Heights Detached Homes closings in 2002
Diamond Hills Diamond Bar 127 Single Family Project Manager  Current - House
Detached Homes closings in 2001
Serrano Heights Orange 139 Single Family Project Manager  Current - House
Detached Homes closings in 2002
Quail Hill Irvine 69 Single Family Project Manager  Current - House
Detached Homes closings in 2002
San Eljjo Hills San Marcos 159 Single Family Project Manager  Current - House
Detached Homes closings in 2001
Silverhawk I1 Temecula 374 Single Family Project Manager  Current - House
Detached Homes closings in 2002
Triple M Corona 94 Single Family Project Manager  Current - House
Detached Homes closings in 2002
Silverhawk I Temecula 374 Single Family Project Manager Closed
Detached Homes
Shorepoint Buena Park 66 Single Family Project Manager Closed

Detached Homes

Absorption. Pulte Homes has a projected absorption rate of 12 units per quarter, commencing the
third quarter of 2003.

History of Property Tax Payment,; Loan Defaults; Bankruptcy. It is likely that Pulte Homes and/or
its Affiliates have been delinquent at one time or another in the payment of ad valorem property taxes,
special assessments or special taxes. Pulte Homes does not have actual knowledge that it or any such
Affiliate is currently delinquent in any material amount in the payment of ad valorem property taxes, special
assessments or special taxes.

Pulte Homes has made the following representations:

. except as otherwise described herein, to Pulte Homes’s actual knowledge neither Pulte
Homes nor any of Pulte Homes’s current Affiliates has ever been delinquent in the payment of any ad
valorem property taxes, special assessments or special taxes in any material amount,

. to Pulte Homes’s actual knowledge, neither Pulte Homes nor any of its Affiliates is currently
in default on any loans, lines of credit or other obligation related to its development in Improvement Area
A or any of its other projects which default would in any way materially and adversely affect its ability to
developits property in Improvement Area A as described in the Official Statement or to pay the Improvement
Area A Special Taxes or Community Facilities District Special Taxes for which it is responsible,

. Pulte Homes and its Affiliates are solvent and neither Pulte Homes nor any of its current
Affiliates has ever filed for bankruptcy or been declared bankrupt or has any proceeding pending or to its
actual knowledge, threatened in which Pulte Homes or its Affiliates may be adjudicated as bankrupt, or
discharged from any or all of its debts or obligations,

. to the actual knowledge of Pulte Homes, no action, suit, proceedings, inquiry or
investigations at law or in equity, before or by any court, regulatory agency, public board or body, is pending
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(with service of process to Pulte Homes or an Affiliate having been accomplished) against Pulte Homes or
any Affiliate or, to Pulte Homes’s actual knowledge, threatened, which if successful, would materially
adversely affect the ability of Pulte Homes to complete the development and sale of the property currently
owned within Improvement Area A or to pay special taxes or ad valorem tax obligations when due on its
property within Improvement Area A.

For purposes of this Official Statement the actual knowledge of Pulte Homes shall mean the actual
knowledge of Darren Warren, Director of Planning and Scott Pasternak, Director of Finance of Pulte Homes.

Centex Homes

Centex Homes is a Nevada general partnership (“Centex Homes”). Centex Homes buys and develops
lots and land and builds single-family detached homes, townhomes, and low-rise condominiums, which are
sold to both first-time and move-up buyers. Recently, Centex Homes entered the resort and second home
market under the name of Marquis Homes. Centex Homes consistently ranks among the five largest U.S.
homebuilders and is the only company to rank among the nation’s top 10 homebuilders for each of the past
33 years according to the Professional Builder magazine. As of March 31, 2002, Centex Homes had 474
communities in 88 markets in 23 states and Washington D.C. In fiscal year 2002, homes built by Centex
Homes ranged in price from approximately $63,000 to about $2.2 million, with an average price of around
$214,000. Centex Homes is a subsidiary of Centex Corporation.

The parent company of Centex, Centex Corporation is subject to the informational requirements of
the Exchange Act, and in accordance therewith files reports, proxy statements and other information with
the SEC. Such files, particularly Centex Corporation’s Annual Report on Form 10-K and its most recent
Quarterly Report on Form 10-Q, may be inspected and copied at the public reference facilities maintained
by the SEC at 450 Fifth Street, N.W., Washington, D.C. 20549 and at the SEC’s regional office at
Northwestern Atrium Center, 500 West Madison Street, Suite 1400, Chicago, Illinois 60661 at prescribed
rates. Such files can also be accessed over the Internet at the SEC’s website at sec.gov. Copies of such
material can be obtained from the public reference section of the SEC at 450 Fifth Street, N.-W., Washington,
D.C. 20549 at prescribed rates. In addition, the aforementioned material may also be inspected at the offices
of the NYSE at 20 Broad Street, New York, New York 10005. Centex Corporation is traded on the NYSE
under the stock ticker symbol “CTX.” Copies of Centex Corporation’s statements prepared in accordance
with statutory accounting standards are available from Investor Relations Department of Centex Corporation.
The address of the Investor Relations Department of Centex Corporation administrative offices is 2728 North
Harwood, Dallas, Texas, 75201-1516. Financial information about Centex Corporation is included in
documents filed with the SEC, particularly in each entity’s Annual Report on Form 10-K and each entity’s
most recent quarterly Report on Form 10-Q. All documents subsequently filed by Centex Corporation
pursuant to the requirements of the Exchange Act after the date of this Official Statement will be available
for inspection in the same manner as described above.

Centex Homes’s website is centexhomes.com. This Internet address is included for reference only
and the information on the Internet site is not a part of this Official Statement or incorporated by reference
into this Official Statement. No representation is made in this Official Statement as to the accuracy or
adequacy of the information contained on the Internet site.

Description of Project. Centex Homes has entered into a purchase contract for 75 lots
(approximately 15.12 net acres) in Improvement Area A. 32 of the lots were acquired on October 23, 2002
and 43 lots are expected to be acquired in the second or third quarter of 2003. There are currently vacant
lots which are in a finished condition. The project is expected to have three model homes ranging from 3,172
to 3,750 square feet under construction during the first quarter of 2003. The project is anticipated to open
in the third quarter of 2003 and sales prices are estimiated to range from $511,900 to $559,900.
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The development which constitutes Centex Homes’s project, together with the estimated lot sizes,
unit sizes and base sales price range, is set forth below.

Minimum Estimated
Lot Size Unit Size Estimated Base Total
Project Name (Square Feet)  (Square Feet) Sales Price Range Units
Canyon Ridge at 4S Ranch 6,300 3,172-3,750 $511,900-$559,900 75

Status of Permits and Approvals. The lots are purchased in a finished condition. Permits and
approvals were processed by 4S Kelwood. A Final Subdivision Map No. 14431, which includes the 75 lots
acquired, or to be acquired, by Centex Homes has been recorded. Pursuant to its purchase agreement with
4S Kelwood, 4S Kelwood is obligated to deliver finished lots to Centex Homes. As described above, under
“ — Status of Permits and Approvals,” 4S Kelwood is currently completing grading and construction of all
backbone public improvements, finished lots and in-tract street, sewer, water and dry utility improvements
for the detached single housing lots within Improvement Area A. Centex Homes will construct model and
production homes. Centex Homes intends to begin model and production home construction by the end of
the fourth quarter of 2002.

Grading and sewer for the lots is substantially complete and water, streets, curbs and gutters are
estimated to be completed by the end of the fourth quarter of 2003. Because Centex Homes acquired
“finished lots,” Centex Homes remaining costs relate primarily to model and production home construction
as well as the purchase of the 43 lots which is expected in the summer of 2003.

Plan of Finance. Centex Homes intends to finance the entire development through internal equity
contributions and home sales proceeds.

If and to the extent that internal financing and land sales revenues are inadequate to pay the costs
to complete the planned development of the 75 lots within Improvement Area A, portions of the project may
not be developable. While Centex Homes has made such internal financing available in the past, there can
be no assurance whatsoever of its willingness or ability to do so in the future; and it has no legal obligation
of any kind to Bondowners to make any such contributions or to obtain loans. Other than pointing out the
willingness of Centex Homes to provide internal financing in the past, Centex Homes has not represented
in any way that it will do so in the future.

Development Experience. Centex Homes has homebuilding operations in the south central,
southeast, mid-Atlantic, west coast, midwest and mountain state regions of the country. Centex Homes buys
and develops lots and land, and builds and sells single-family detached homes, townhomes and low-rise
condominiums to first-time and move-up buyers. During fiscal year 2002, Centex Homes completed 22,960
homes nation-wide, including 367 homes in southern California’s San Diego division. Centex Homes
anticipates completing approximately 397 homes in San Diego 1n fiscal year 2003.

Recent single-family developments completed or under development by the San Diego division of
Centex Homes include the following:

Development Location Number of Homes
Lakeview I, I & III Spring Valley 414
48 Ranch Rancho Bernardo 75
Silver Crest San Marcos 130
Remington Hills I & II San Ysidro 202
Douglas Crossing Oceanside 179
Montefaro (luxury condos) La Jolla 48
Saddle Ridge Carlsbad 26
Haciendas Sur Rancho Santa Fe 50
Seasons Chula Vista 169
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InFiscal Year 2003 (April 1,2002 to March 31, 2003), Centex Homes’s San Diego division forecasts
397 home sales and gross revenues of $180,000,000. The San Diego division has 90 employees and is
currently operating in 12 active neighborhoods in San Diego County.

Absorption. Centex Homes has a projected absorption rate generally ranging from 8 to 12 units per
quarter, with the final units in the third quarter of 2004.

History of Property Tax Payments,; Loan Defaults; Bankruptcy. Centex Homes makes the following
representations:

. neither Centex Homes nor to Centex Homes’s actual knowledge any of its current Affiliates
(as defined above) has ever been delinquent in the payment of any California ad valorem property taxes,
special assessments or special taxes in any material amount,

. neither Centex Homes nor any of its Affiliates is currently in default on any loans, lines of
credit or other obligation related to its development in Improvement Area A or any of its other projects in
California which default would in any way materially and adversely affect its ability to develop its property
in Improvement Area A as described in the Officjal Statement or to pay the Improvement Area A Special
Taxes or Community Facilities District Special Taxes for which it is responsible,

. Centex Homes is solvent and no proceedings are pending in California or, to the actual
knowledge of Centex Homes threatened in which Centex Homes may be adjudicated as bankrupt or become
the debtor in a bankruptcy proceeding, or discharged from all of its debts or obligations, or granted an
extension of time to pay its debts or a reorganization or readjustment of its debts,

. there is no litigation or administrative proceeding of any nature in which Centex Homes has
been served, or to its knowledge, is pending or threatened, which if successful, would materially adversely
affect the ability of Centex Homes to complete the development and sale of the property it currently owns
within Improvement Area A or to pay the Improvement Area A Special Taxes, the Community Facilities
District Special Taxes or ordinary ad valorem property tax obligations when due on its property within
Improvement Area A, or which challenges or questions the validity or enforceability of the 2002 Bonds, the
Resolution of Issuance or the Bond Purchase Contract.

In 1994 Centex Corp. began investing in Vista Properties, Inc., a Dallas-based land development
company that controlled substantial real estate assets through a general partnership called Vista Partners,
which was in financial difficulty. Ultimately, the acquisition and reorganization of Vista Properties and
Vista Partners by Centex Corp. was accomplished according to a pre-packaged bankruptcy plan that was
approved by the U.S. Bankruptcy Court for the District of Delaware in 1995. A s reorganized, Vista
Properties changed its name to Centex Real Estate Corporation, and Vista Partners changed its name to
Centex Homes. Over time, essentially all of the management of Vista Properties and Vista Partners was
replaced by the management of the former homebuilding subsidiary of Centex Corp., and since the
reorganization Centex Real Estate Corporation and Centex Homes have been profitable.

Belle Rive Development Company LLC

Belle Rive Development Company LLC is a California limited liability company (“Belle Rive
Development Company”). The managing member of Belle Rive Development Company is Buie Belle Rive
LLC, a California limited liability company, the manager of which is Buie Communities LLC, a California
limited liability company (“Buie Communities™). Buie Communities is a broad-based development company.
Since 1983, Buie Communities has acquired, master-planned and developed property for more than 10,000
residential units and numerous income properties in San Diego, Orange and Riverside counties and has
answered the needs of first time, move-up and luxury homebuyers. Buie related entities have developed or
have in planning over one million square feet of income-producing properties including shopping centers,
office buildings, apartments, industrial buildings and movie theaters. Buie Communities’ Internethome page
is located at buiecommunities.com. This Internet address is included for reference only and the information
on such Internet site is not a part of this Official Statement or incorporated by reference into this Official
Statement. No representation is made in this Official Statement as to the accuracy or adequacy of the
information contained on any Internet site.
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Description of Project. Belle Rive Development Company acquired 82 lots (approximately 10.79
net acres) in Improvement Area A on September 26, 2002. There are currently vacant lots which are in a
finished condition. The project is expected to have three model homes ranging from 2,264 to 3,047 square
feet under construction during the first quarter of 2003. The project is anticipated to open in the first quarter
of 2003 and sales prices are estimated to range from $430,000 to $470,000.

The development which constitutes Belle Rive Development Company’s project, together with the
estimated lot sizes, unit sizes and base sales price range, is set forth below.

Minimum Estimated Unit
Lot Size Size Estimated Base
Project Name (Square. Feet) (Square Feet) Sales Price Range Total Units
Belle Rive at 4S Ranch 4,500 2,264-3,047 $430,000-3470,000 82

Status of Permits and Approvals. The 82 lots are encompassed within a final map which was
recorded on August 21, 2002. Pursuant to its purchase agreement with Belle Rive Development Company,
4S Kelwood is obligated to deliver finished lots to Belle Rive Development Company. As described above,
under “ — Status of Permits and Approvals,” 4S Kelwood is currently completing grading and constructing
all backbone public improvements, finished lots and in-tract street, sewer, water and dry utility improvements
for the detached single housing lots within Improvement Area A. Belle Rive Development Company will
construct model and production homes. Belle Rive Development Company intends to begin model
construction by the fourth quarter of 2002. Home sales are expected to commence in the first quarter of
2003.

Grading and sewer for the lots is substantially complete and water, streets, curbs and gutters are
estimated to be completed by the end of March 2003. Because Belle Rive Development Company will
acquire “finished lots,” Belle Rive Development Company’s remaining costs relate primarily to model and
production home construction.

Plan of Finance. Belle Rive Development Company financed purchase of the land through
contributions from its members and expects to finance the construction of housing units through a
construction loan with First Bank & Trust, a California corporation and land sales revenues.

If and to the extent that loans and land sales revenues are inadequate to pay the costs to complete the
planned development of Belle Rive Development Company’s expected development within Improvement
Area A, portions of the project may not be developable. While members have made contributions and First
Bank & Trust has made loans for the models and initial phase of construction, there can be no assurance
whatsoever that Belle Rive Development Company will qualify for future draws under the loan agreement;
and there is no legal obligation of any kind to Bondowners for members to make any contributions in the
future or for Belle Rive Development Company to draw on such loans. O ther than pointing out the
willingness of members to provide contributions or Belle Rive Development Company to obtain loans in the
past, Belle Rive Development Company has not represented in any way that either will do so in the future.

Development Experience. The managing member of Belle Rive Development Company, Buie
Communities together with its subsidiaries, operates primarily as a geographically diversified builder of
single-family homes throughout southern California. Buie Communities began home building in 1983 with
a single tract of land in San Diego County, California. Buie Communities and its Affiliates, delivered 141
homes in 1999, 331 homes in 2000, 277 homes in 2001 and anticipate closing approximately 100 homes in
2002. Recent projects under development by Buie Communities or its Affiliates in southern California
include the following:

No. of Proposed Base
Site Name City Units Prices Square Feet Bedrooms
Altamina Chula Vista 68 $340,000-$490,000 2,286-2,616 3-5
Marianna Temecula 92 $317,000-$355,000 2,596-3,255 4

Absorption. Belle Rive Development Company’s development has a projected absorption rate of
15 units per quarter, commencing the first quarter of 2003.
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History of Property Tax Payment,; Loan Defaults; Bankruptcy. Belle Rive Development Company
has made the following representations;

. Except as described below, neither Belle Rive Development Company nor to Belle Rive
Development Company’s actual knowledge any of its current Affiliates (as defined above) has ever been
delinquent in the payment of any ad valorem property taxes, special assessments or special taxes in any
material amount,

. neither Belle Rive Development Company nor any of its Affiliates is currently in default on
any loans, lines of credit or other obligation related to its development in Improvement Area A or any of its
other projects which default would in any way materially and adversely affect its ability to develop its
development in Improvement Area A as described in the Official Statement or to pay the Improvement Area
A Special Taxes or Community Facilities District Special Taxes for which it is responsible,

. Belle Rive Development Company and its Affiliates are solvent and neither Belle Rive
Development Company nor any of its current Affiliates has ever filed bankruptcy or been declared bankrupt,
or has any proceeding pending or threatened in which it may be adjudicated as bankrupt, or discharged from
any or all of its debts or obligations,

. no action, suit, proceedings, inquiry or investigations at law or in equity, before or by any
court, regulatory agency, public board or body, is pending (with service of process to Belle Rive
Development Company or an Affiliate having been accomplished) against Belle Rive Development Company
orany Affiliate or, to Belle Rive Development Company’sactual knowledge, threatened, which if successful,
would materially adversely affect the ability of Belle Rive Development Company to complete the
acquisition and development of the property expected to be owned within Improvement Area A or to pay
Improvement Area A Special Taxes, Community Facilities District Special Taxes or ad valorem tax
obligations when due on its property within Improvement Area A.

Appraised Property Values

The purpose of the Appraisal was to prepare a complete appraisal of the taxable properties within
Improvement Area A. The taxable properties include the model and production homes under construction,
and vacant residential land. In Improvement Area A, the taxable properties include 8 separate tracts which
will contain a total of approximately 565 Detached Units, of which as of October 23, 2002 there were
approximately 6 models under construction, 14 production units under construction and vacant lots or
partially graded acreage for the remaining units. The Appraisal estimates the market value of each tract in
Improvement Area A.

Based on the investigation and analyses described in the Appraisal, and subject to all of the premises,
assumptions and limiting conditions set forth therein, the Appraiser estimated the market value of the taxable
property in Improvement Area A as of October 23, 2002, to be $72,820,000. The market value includes the
value of extensive grading and infrastructure improvements. 20 homes, either as models or production units,
are under construction in Improvement Area A.

The Appraisal estimated the value of the property in Improvement Area A as “finished lots,” that is,
the lots have had fine grading, all in-tract streets and utilities have been completed and fees have been paid
or credited (sewer, water, road, library, park, etc.) Up to the stage of pulling building permits (which, as
described in “Property Ownership” above, is not yet the condition of the property), less the remaining cost
to 4S Kelwood and Merchant Builders to achieve finished lots (based on the status of the development
process as of October 23, 2002). The estimate of value was based on fee simple ownership, subject only to
easements of record and the lien of the Improvement Area A Special Taxes and the Community Facilities
District Special Taxes.

The Appraiser used a sales comparison approach, in which listings and sales of similar bulk
residential properties in the general area are analyzed in order to derive an indication of the most probable
sales price of the property being appraised. The estimate of value for the property in Improvement Area A
was achieved using the sales price of comparable bulk residential lots in the area that were listed or had sold
within the prior 24 months.
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The bulk ownership in Improvement Area A is valued by means of a discounted cash flow analysis.
First, the land values of each of the 7 residential sites are estimated, as if in a finished condition. Then, an
absorption or rate of sell-off of the land is estimated. Then, the total costs and fees are estimated to get all
of the land to the finished condition from the existing raw or partially graded condition. Lastly, an
appropriate discount rate 1s estimated, and the estimated cash flows are discounted to a present value
indication.

Subject to these assumptions and limiting conditions, as of October 23, 2002, the Appraiser estimated
that the market value of the property within Improvement Area A (subject to the lien of the Improvement
Area A Special Taxes and the Community Facilities District Special Taxes), including vacant residential
land, was as follows:

Merchant Builder/ Market
Developer Tract Name Value
Centex Homes Canyon Ridge at 4S Ranch $6,640,000
Belle Rive Development Company Belle Rive at 4S Ranch 13,530,000
4S Kelwood Remaining Land in Neighborhood Two 52,650,000
Total $72,820,000

The School District and the Community Facilities District make no representation as to the accuracy
or completeness of the Appraisal. See APPENDIX C hereto for more information relating to the Appraisal.

The $72,820,000 market value reported in the Appraisal results in an estimated value-to-lien ratios
of 4.04 to 1 with respect to Improvement Area A calculated with respect to certain direct and overlapping
tax and assessment debt as of the estimated date of issuance of the 2002 Bonds; provided, however, the value
to lien does not include the $25,000,000 of bonds issued by the Community Facilities District on October
10, 2002. When homes are developed, such property will be subject to the levy of Community Facilities
District Special Taxes and additional bonds of the Community Facilities District may be 1ssued. Because
sufficient development has occurred in Neighborhood One assuming no material delinquencies to support
debt service on the $25,000,000 aggregate principal amount of the Community Facilities District 2002 Bonds
and additional bonds will be issued in the future by the Community Facilities District, it is not possible to
establish a lien of the Community Facilities District bonds on the property within Improvement Area A. The
value-to-lienratio of individual parcels will differ from the foregoing aggregate value. A subsequent series
of bonds for School Facilities by the Community Facilities District is estimated to be issued in the First
quarter of 2005. See “SECURITY FOR THE 2002 BONDS - Rates and Methods — Improvement Area A
Rates and Methods,” and * — Improvement Area A Rates and Methods,” “COMMUNITY FACILITIES
DISTRICT NO. 6 (4S RANCH) IMPROVEMENT AREA A - 4S Kelwood and the Merchant Builders,”
“Direct and Overlapping Debt” and BONDOWNERS’ RISKS - Appraised Values” herein and
APPENDIX C - “Summary Appraisal Report” appended hereto for further information on the Appraisal, for
limiting conditions relating to the Appraisal and for information relating to overlapping indebtedness.

Estimated Special Tax Allocation

For Fiscal Year 2003-04, the Special Tax is expected to be levied only on Undeveloped Property,
1.e., assessor’s parcels for which b uilding p ermits for new c onstruction were not issued on or before
January 1, 2003, some of which Undeveloped Property will have construction commenced and completed
subsequent to January 1, 2003. Based on the Assessor’s Roll for Fiscal Year 2002-03 and information
provided by 4S Kelwood, the Special Tax Consultant estimated that 4S Kelwood and the Merchant Builders
owned in the aggregate all of the approximately 565 lots in Improvement Area A. Based on the foregoing
allocations, 4S Kelwood and the Merchant Builders are expected to be responsible for approximately 100%
of the Fiscal Year 2003-04 Special Tax levy. However, such percentage will decline as homes are
constructed and sales occur during 2003 and 2004 and as individual homeowners acquire such homes.

A portion of the Developed Property levy will relate to homes completed or under construction and
owned by Merchant Builders. At this time, the Community Facilities District cannot estimate the portion
of the Fiscal Year 2003-04 Special Tax levy for which 4S Kelwood or the Merchant Builders will be
responsible. As a result, in determining the investment quality of the 2002 Bonds, Bondowners should
assume that a substantial portion of the Special Taxes in Improvement Area A will be paid by 4S Kelwood
and the Merchant Builders until such time as the parcels are transferred to individual owners. The
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Community Facilities District is expected to levy Improvement Area A Special Taxes on Undeveloped
Property in order to pay debt service on the 2002 Bonds or to replenish the Reserve Fund.

Direct and Overlapping Debt

Table 4 below sets forth the existing authorized indebtedness payable from taxes and assessments
that may be levied within Improvement Area A prepared by California Municipal Statistics, Inc. and dated
October 30, 2002 (the “Debt Report”). The Debt Report is included 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 values increase to reflect housing values. The Community Facilities
District believes the information is current as of its date, but makes no representation as to its completeness
or accuracy. Other public agencies, such as the County, may issue additional indebtedness at any time,
without the consent or approval of the School District or the Community Facilities District and the
Community Facilities District expects to issue additional debt secured by Community Facilities District
Special Taxes on developed property in the future. See “ — Overlapping Assessment and Maintenance
Districts” below.

The Debt Report generally includes long term obligations sold in the public credit markets by public
agencies whose boundaries overlap the boundaries of Improvement Area A 1n whole or in part. Such long
term obligations generally are not payable from property taxes, assessment or special taxes on land in
Improvement Area A. 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 Community Facilities District, the County, the City or other public agencies at any
time.

The Community Facilities District has not undertaken to commissionannual appraisals of the market
value of property in Improvement Area A 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 E hereto for the form of the Community Facilities District Continuing
Disclosure Agreement.
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Table 4
Poway Unified School District
Community Facilities District No. 6
Improvement Area A

2002-03 Local Secured Assessed Valuation: $2,382,415

DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT: % Applicable Debt 9/1/02
San Diego County Water Authority 0.001 % $ 32
Metropolitan Water District 0.0002 1,116
Poway Unified School District Community Facilities District No. 6 11.983 2,995,750
Poway Unified School District Community Facilities District No. 6, 1.A. A 100. -
Olivenhain Municipal Water District Assessment District No. 96-1 0.026 5.487
TOTAL DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT $3,002,385

OVERLAPPING GENERAL FUND OBLIGATION DEBT:

San Diego County General Fund Obligations 0.001 % $ 4992
San Diego County Pension Obligations 0.001 2,441
San Diego County Superintendent of Schools Obligations 0.001 21
Palomar Community College District General Fund Obligations 0.005 487
TOTAL OVERLAPPING GENERAL FUND OBLIGATION DEBT § 7941
COMBINED TOTAL DEBT $3,010,326 @

M Excludes Mello-Roos Act bonds to be sold.
@ Excludes tax and revenue anticipation notes, revenue, mortgage revenue and tax allocation bonds and non-bonded capital lease

obligations.
Ratios to 2002-03 Assessed Valuation:
DirectDebt ......cciviiniiiiriiiiiiiiiiiinraenannnns - %
Total Direct and Overlapping Tax and Assessment Debt .. ... ... 126.02%
Combined Total Debt . .......... ... .. ... ... iiia.. 126.36%

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/02: $0

Source: California Municipal Statistics, Inc.
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Table 5 below sets forth estimated Fiscal Year 2003-04 overall tax rates projected to be applicable
to a Detached Unit in Improvement Area A assuming issuance of bonds by the Community Facilities District
with respect to Improvement Area A and includes the levy of the Community Facilities District Special
Taxes. Table 5 also sets forth those entities with fees, charges, ad valorem taxes and special taxes regardless
of whether those entities have issued debt.

Table 5
Poway Unified School District
Community Facilities District No. 6 (4S Ranch)
Improvement Area A
Estimated Fiscal Year 2002-03 Tax Rates
(Detached Unit with 2,264 Building Square Feet)

Percent of Projected

Assessed Valuation and Property Taxes Total AV Amount
Estimated Sales Price $430,000
Homeowner’s Exemption (7.000)
Assessed Value $423,000

AD VALOREM PROPERTY TAXES

General Purposes 1.00000%  $4,230.00
County Water Authonty Debt Service 0.00075% 317
Metropolitan Water District Debt Service 0.00670% 28.34

Total Ad Valorem Property Taxes 1.00745%  $4,261.51

ASSESSMENTS, SPECIAL TAXES,

AND PARCEL CHARGES"

Poway Unified School District CFD No. 6 $2,070.28

Poway Unified School District Improvement Area A of CFD No. 6 1,014.96

Fire District Special Tax 12.50

County Service Area No. 83 88.06

Olivenhain Sewer Service Charge 480.00

Olivenhain Assessment District No. 96-1 78.57

County Mosquito and Rat Control 2.28

Metropolitan Water Standby 11.50

CWA Water Availability Charge 10.00

PROJECTED TOTAL PROPERTY TAXES $8,029.66

Projected Total Effective Tax Rate (as % of Assessed Value) 1.90%

(" Assumes lot size of one acre or less.

Source: David Taussig & Associates, Inc.
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Overlapping Assessment and Maintenance Districts

Metropolitan Water District Standby Charge. The Metropolitan Water District imposes an annual
direct assessment at the rate of $11.50 per year if the parcel is less than an acre. This assessment is used for
capital improvements of the distnbution system and the construction and maintenance of reservoirs. This
assessment was first 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. Parcel with their own well may be
exempted from this assessment.

Olivenhain Municipal Water Assessment District No. 96-1. Olivenhain Municipal Water District
formed Assessment District No. 96-1 to finance a water storage project. The special assessment is currently
$54.63 per year for an equivalent dwelling unit. The apportionment of equivalent dwelling units per parcel
varies depending on how the property was originally assessed during the formation of the assessment district.
The average assessment for parcels within Improvement Area A is estimated to be $78.57.

Olivenhain Municipal Water District Sewer Standby Charge. Olivenhain Municipal Water District
imposes a sewer charge of $480 per year for a single family home. The Sewer Standby Charge on vacant
property is $100 per year for each equivalent dwelling unit allocated to the property.

County Water Authority Water Availability Standby Charge. The County Water Authority imposes
an annual direct assessment of $10.00 per acre, or $10.00 per parcel if the parcel is less than an acre. This
pay-as-you-go assessment is used to fund c apital improvements and will continue to be levied for an
indefinite period.

County Mosquito/Rat Control. The San Diego County Department of Environmental Health imposes
this annual direct assessment on all property within the County at the rate of $2.28 per parcel. This
assessment is fixed unless there is a vote by registered voters to 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 services to residents to control mosquito breeding and rodent activity.

Rancho Sante Fe Fire District Special Assessment. The Rancho Sante Fe Fire District established
an assessment district that is authorized the levy an assessment for fire suppression services. The assessment
is currently $2.50 per equivalent building unit. The board has the option of raising this charge but does not
expect to in the near future. Residential properties within the assessment district are assigned 2 equivalent
building units if vacant and 5 equivalent building units if occupied.

County Service Area 834 Park Maintenance. The County Service Area is authorized to levy an
assessment for park services. The assessment is currently $88.06 per equivalent building unit. This rate is
subject to inflation based on the Consumer Price Index. For residential property, a Detached Unit is
considered 1 equivalent building unit, and an Attached Unit 1s considered 0.7 equivalent building unit.

Poway Unified School District CFD No. 6. The School District formed the Community Facilities
District to levy a special tax to pay for school improvements. Currently the special tax is $2,070.28 for
Detached Units, $915.70 for Attached Units, and $1,104.08 per acre for Undeveloped Property. The special
tax is subject to escalation each year based on increases in the construction cost index.

The Community Facilities District has no control over the amount of additional debt payable from
taxes or assessments levied on all or a portion of the property within a special district which may be incurred
in the future by other governmental agencies, including, but not limited to, the County, the City or any other
governmentalagency havingjurisdiction over all or a portion of the property within the Community Facilities
District. Furthermore, nothing prevents the owners of property within the Community Facilities District 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 taxes levied pursuant to the Act or taxes, such assessments, special taxes and taxes
will be secured by liens on the property within a district on a parity with a lien of the Special Taxes.

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

without any corresponding increase in the value of the property therein, and thereby severely reduce the ratio
that exists at the time the 2002 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 be levied on such property. The incurring of
such additional indebtedness could also affect the ability and willingness of the property owners within the
Community Facilities District to pay the Special Taxes when due.

Moreover, in the event of a delinquency in the payment of Special Taxes, no assurance can be given
that the proceeds of any foreclosure sale of the property with delinquent Special Taxes would be sufficient
to pay the delinquent Special Taxes. See “BONDOWNERS’ RISKS — Appraised Values.”

BONDOWNERS’ RISKS

In addition to the other information contained in this Official Statement, the following risk factors
should be carefully considered in evaluating the investment quality of the 2002 Bonds. The Community
Facilities District cautions prospective investors that this discussion does not purport to be comprehensive
or definitive and does not purport to be a complete statement of all factors which may be considered as risks
in evaluating the credit quality of the 2002 Bonds. The occurrence of one or more of the events discussed
herein could adversely affect the ability or willingness of property owners in Improvement Area A to pay
their Improvement Area A Special Taxes and Community Facilities District Special Taxes when due. Any
such failure to pay Improvement Area A Special Taxes and Community Facilities District Special Taxes
could result in the inability of the Community Facilities District to make full and punctual payments of debt
service on the 2002 Bonds. In addition, the occurrence of one or more of the events discussed herein could
adversely affect the value of the property in Improvement Area A.

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 changes in local market conditions, such as changes in the
market value of real property in the vicinity of Improvement Area A, the supply of or demand for competitive
properties in such area, and the market value of residential property in the event of sale or foreclosure; (ii)
changes in real estate tax rate and other operating expenses, governmental rules (including, without
limitation, zoning laws and laws relating to endangered species and hazardous materials) and fiscal policies;
and (i1i) natural disasters (including, without limitation, earthquakes and floods), which may result in
uninsured losses.

Concentration of Ownership

Utilizing the Assessor’s Roll as of January 1, 2002 and matching the 565 lots within Improvement
Area A for Fiscal Year 2002-03, the Special Tax Consultant has estimated that 4S Kelwood and the Merchant
Builders would be responsible for approximately 100% percent of the Fiscal Year 2003-04 Improvement
Area A Special Taxes. However, such percentage will decline assuming as sales of the homes occur during
2003 and 2004 and as individual homeowners acquire such homes. See “COMMUNITY FACILITIES
DISTRICT NO. 6 (4S RANCH) IMPROVEMENT AREA A - Property Ownership.” If a Merchant Builder
is unwilling or unable to pay the Improvement Area A Special Taxes when due, a potential shortfall in the
Bond Service Fund could occur, which would result in the depletion of the Reserve Fund prior to
reimbursement from the resale of foreclosed property or payment of the delinquent Improvement Area A
Special Taxes and, consequently, a delay or failure in payments of the principal of or interest on the 2002
Bonds.

No property owner is obligated in any manner to continue to own or develop any of the land it
presently owns within Improvement Area A. The Improvement Area A Special Taxes are not a personal
obligation of 4S Kelwood, any Merchant Builder or of any owner of the parcels, and the Community
Facilities District can offer no assurance that any current owner or any future owner will be financially able
to pay such installments or that it will choose to pay even if financially able to do so. See the separate
subsection captioned “History of Property Tax Payment; Loan Defaults; Bankruptcy” for 4S Kelwood and
each Merchant Builder in “COMMUNITY FACILITIES DISTRICT NO. 6 (4S RANCH) IMPROVEMENT
AREA A - 4S Kelwood and the Merchant Builders.”
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Failure to Develop Properties

Development of property within Improvement Area A may be subject to economic considerations
and unexpected delays, disruptions and chances which may affect the willingness and ability of4S Kelwood,
the Merchant Builders or any property owner to pay the Improvement Area A Special Taxes when due.

Land development is also subject to comprehensive federal, State and local regulations. Approval
is required from various agencies in connection with the layout and design of developments, the nature and
extent of improvements, construction activity, land use, zoning, school and health requirements, as well as
numerous other matters. As of October 23, 2002, final maps have been recorded for 230 of the 565 lots in
Improvement Area A (Neighborhood Two). The property within Improvement Area A is only partially
developed with public infrastructure i mprovements and c onstruction, s ome o f w hich are s ubstantially
complete; however, additional approvals are necessary to complete the development. It is possible that the
approvals necessary to complete development of the property within Improvement Area A will not be
obtained on a timely basis. Failure to obtain any such approval could adversely affect land development
operations within Improvement Area A. In addition, there is a risk that future governmental restrictions on
land development within Improvement Area A will be enacted, either directly by a governmental entity with
jurisdiction or by the voters through the exercise of the initiative power.

The failure to complete the development or the required infrastructure for Improvement Area A or
substantial delays in the completion of the development or the required infrastructure for the development
due to litigation, the inability to obtain required funding, failure to obtain necessary governmental approval
or other causes may reduce the value of the property within Improvement Area A and increase the length of
time during which Improvement Area A Special Taxes will be payable from Undeveloped Property, and may
affect the willingness and ability of the owners of property within Improvement Area A to pay the
Improvement Area A Special Taxes when due. See “COMMUNITY FACILITIES DISTRICT NO. 6 (4S
RANCH) IMPROVEMENT AREA A - Appraised Property Values.”

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

Special Taxes Are Not Personal Obligations

The current and future owners of land within Improvement Area A are not personally liable for the
payment of the Improvement Area A Special Taxes. Rather, the Improvement Area A Special Taxes is an
obligation only of the land within Improvement Area A. If the value of the land within Improvement Area
A is not sufficient to fully secure the Improvement Area A Special Tax, then the Community Facilities
District has no recourse against the landowner under the laws by which the Improvement Area A Special
Taxes have been levied and the 2002 Bonds have been issued.

The 2002 Bonds Are Limited Obligations of the Community Facilities District

The Community Facilities District has no obligation to pay principal of and interest on the 2002
Bonds in the event Improvement Area A Special Tax collections are delinquent, other than from amounts,
if any, on deposit in the Reserve Fund or funds derived from the tax sale or foreclosure and sale of parcels
on which levies of the Improvement Area A Special Taxes are delinquent, nor is the Community Facilities
District obligated to advance funds to pay such debt service on the 2002 Bonds.

Appraised Values

The Appraisal summarized in APPENDIX C hereto estimates the fee simple interest market value
of the residential property within Improvement Area A. This value is merely the present opinion of the
Appraiser, and is qualified by the Appraiser as stated in the Appraisal. The Community Facilities District
has not sought the present opinion of any other appraiser of the value of the Taxable Property. A different
present opinion of such value might be rendered by a different appraiser.
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The opinion of value relates to sale by a willing seller to a willing buyer, each having similar
information and neither being forced by other circumstances to sell nor to buy. Consequently, the opinion
is of limited use in predicting the selling price at a foreclosure sale, because the sale is forced and the buyer
may not have the benefit of full information.

In addition, the opinion is a present opinion. It is based upon present facts and circumstances.
Differing facts and circumstances may lead to differing opinions of value. The appraised market value is not
evidence of future value because future facts and circumstances may differ significantly from the present.

No assurance can be given that if any of the Taxable Property in Improvement Arca A should
become delinquent in the payment of Improvement Area A Special Taxes, and be foreclosed upon, that such
property could be sold for the amount of estimated market value thereof contained in the Appraisal.

Land Development

A major risk to the Bondowners is that development by the property owners in Improvement Area
A may be subject to unexpected delays, disruptions and changes which may affect the willingness and ability
of the property owners to pay Special Taxes when due. For example, proposed development within
Improvement Area A could be adversely affected by unfavorable economic conditions, competing
development projects, an inability of the current owners or future owners of the parcels to obtain financing,
fluctuations in the real estate market or interest rates, unexpected increases in development costs, changes
in federal, state or local governmental policies relating to the ownership of real estate, faster than expected
depletion of existing water allocations, the appearance of previously unknown environmental impacts
necessitating preparation of a supplemental environmental impact report, unfavorable economic conditions
which might result from the September 11, 2001 airline highjackings and catastrophic destruction of the
World Trade Center in New York, New York and damage to the Pentagon in Washington D.C., and by other
similar factors. There can be no assurance that land development operations within Improvement Area A
will not be adversely affected by the factors described above.

In addition, partially developed land is less valuable than developed land and provides less security
for the 2002 Bonds (and therefore to the owners of the 2002 Bonds) should it be necessary for the
Community Facilities District to foreclose on undeveloped property due to the nonpayment of Improvement
Area A Special Taxes. Moreover, failure to complete future development on a timely basis could adversely
affect the land values of those parcels which have been completed. Lower land values result in less security
for the payment of principal of and interest on the 2002 Bonds and lower proceeds from any foreclosure sale
necessitated by delinquencies in the payment of the Improvement Area A Special Taxes.

Furthermore, an inability to develop the land within Improvement Area A as planned will reduce
the expected diversity of ownership of land within Improvement Area A, making the payment of debt service
on the 2002 Bonds more dependent upon timely payment of the Improvement Area A Special Taxes levied
on the undeveloped property. Because of the concentration of undeveloped property ownership, the timely
payment of the 2002 Bonds depends upon the willingness and ability of the current owners of undeveloped
land and any merchant builders to whom finished lots are sold to pay the Improvement Area A Special Taxes
levied on the undeveloped land when due. Furthermore, continued concentration of ownership increases the
potential negative impact of a bankruptcy or other financial difficulty experienced by the existing
landowners. See “Concentration of Ownership” above.

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

While the Improvement Area A Special Taxes are secured by the Taxable Property, the security only
extends to the value 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. 6 (4S RANCH)
IMPROVEMENT AREA A - 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 when issued, may become an obligation of one or more
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of the parcels of Taxable Property. The table does not specifically identify which of the governmental
obligations are secured by liens on one or more of the parcels of Taxable Property.

Inaddition, other governmental obligations may be authorized and undertaken or issued in the future,
the tax, assessment or charge for which may become an obligation of one or more of the parcels of Taxable
Property and may be secured by a lien on a parity with the lien of the Improvement Area A Special Taxes
securing the 2002 Bonds.

In general, as long as the Improvement Area A Special Taxes are collected on the County tax roll,
the Improvement Area A Special Taxes and all other taxes, assessments and charges also collected on the
tax roll are on a parity, that is, are of equal priority. Questions of priority become significant when collection
of one or more of the taxes, assessments or charges is sought by some other procedure, such as foreclosure
and sale. In the event of proceedings to foreclose for delinquency of Improvement Area A Special Taxes
securing the 2002 Bonds, the Improvement Area A Special Taxes will be subordinate only to existing prior
governmental liens, if any. Otherwise, in the event of such foreclosure proceedings, the Improvement Area A
Special Taxes will generally 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 Improvement Area A Special
Taxes will generally have priority over non-governmental liens on a parcel of Taxable Property, regardless
of whether the non-governmental liens were in existence at the time of the levy of the Improvement Area A
Special Taxes or not, this result may not apply in the case of bankruptcy.

While governmental taxes, assessments and charges are a common claim against the value of a
parcel 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 Improvement Area A Special Taxes is a
claim with regard to a hazardous substance. See “Hazardous Substances” below.

Disclosure to Future Purchasers

The Community Facilities District has recorded a Notice of Special Tax Lien on behalf of itself, in
the Office of the San Diego County Recorder on November 14, 2002 as Document No. 2002-1019182 with
respect to Improvement Area A and March 27, 1998 as Document No. 1998-0169295 with respect to the
Community Facilities District. While title companies normally refer to such notices in title reports, there can
be no guarantee that such reference will be made or, if made, that a prospective purchaser or lender will
consider such Improvement Area A Special Tax obligation and Community Facilities District Special Tax
obligation in the purchase of a parcel of land or a home in Improvement Area A 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 a Mello-Roos special tax of
the existence and maximum amount of such special tax using a statutorily prescribed form. California Ciwil
Code Section 1102.6b requires that in the case of transfers other than those covered by the above
requirement, the seller must at least make a good faith effort to notify the prospective purchaser of the special
tax lien in a format prescribed by statute. Failure by an owner of the property to comply with the above
requirements, or failure by a purchaser or lessor to consider or understand the nature and existence of the
Improvement Area A Special Tax, could adversely affect the willingness and ability of the purchaser or
lessor to pay the Improvement Area A Special Taxes when due.

Government Approvals

4S Kelwood and Merchant Builders or their predecessors have secured most discretionary approvals,
permits and government entitlements necessary to develop the land within Improvement Area A.
Nevertheless, development within Improvement Area A is contingent upon the construction of a number of
major public improvements as well as the necessary local in-tract improvements. The installation of the
necessary improvements and infrastructure is subject to the receipt of construction or building permits from
the County and other public agencies. The failure to obtain any such approval could adversely affect
construction within Improvement Area A. A slow down or stoppage of the construction process could
adversely affect land values. No assurance can be given that permits will be obtained in a timely fashion,
if at all. The failure to do so may result in the prevention, or significant delays in the development of the
projects or portions thereof. See “Failure to Develop Properties” above.
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Local, State and Federal Land Use Regulations

There can be no assurance that land development operations within Improvement Area A will not
be adversely affected by future government policies, including, but not limited to, governmental policies
which directly or indirectly restrict or control development. During the past several years, citizens of a
number of local communities in California have placed measures on the ballot designed to control the rate
of future development. During the past several years, state and federal regulatory agencies have significantly
expanded their involvement in local land use matters through increased regulatory enforcement of various
environmental laws, including the Endangered Species Act, the Clean Water Act and the Clear Air Act,
among others. Such regulations can substantially impair the rate and amount of development without
requiring just compensation unless the effect of the regulation is to deny all economic use of the affected
property. Bondowners should assume that any event that significantly impacts the ability to construct homes
on land in Improvement Area A could cause the land values within Improvement Area A to decrease
substantially and could affect the willingness and ability of the owners of land to pay the Improvement Area
A Special Taxes when due or to proceed with development of land in Improvement Area A. See “Failure
to Develop Properties” above.

Utility Deregulation

The State of California in 2000 and 2001 experienced a crisis in the supply and pricing of electricity
and gas. The crisisrelated to the State’s deregulation of its energy markets. The crisis resulted in blackouts
in several areas of the State in 2001 and further outages were predicted for the summer months when demand
increases. No blackouts occurred in the summer of 2001. The Community Facilities District is served by
the San Diego Gas and Electric Company. Under the current terms of State regulation, San Diego Gas and
Electric Company has been able to pass through significant portions of the substantial increase in the
wholesale cost of gas and electricity to its customers. Other electrical utilities, such as Southern California
Edison Company and Pacific Gas and Electric Company have experienced a significant cash crisis and -
Pacific Gas and Electric Company submitted a Chapter 11 bankruptcy filing for protection from its creditors
on April 6, 2001. The effect of the crisis on the local or State economy can not be predicted.

State Budget

As a result of the slowing State and United States economies, the State is experiencing serious
budgetary shortfalls for the current fiscal year. Power purchases by the State from general fund
appropriations have significantly reduced the State’s cash reserves. In addition, the terrorist attacks of
September 11,2001 and subsequent hostilities have resulted in increased uncertainty regarding the economic
and revenue outlook for the State. The effect of the State revenue shortfalls on the local or State economy
or on the demand for, or value of, the property within Improvement Area A cannot be predicted.

Endangered and Threatened Species

Itis illegal to harm or disturb any plants or animals in their habitat that have been listed as
endangered species by the United States Fish & Wildlife Service under the Federal Endangered Species Act
or by the California Fish & Game Commission under the California Endangered Species Act without a
permit. Thus, the presence of an endangered plant or animal could delay development of vacant property
in Improvement Area A or reduce the value of undeveloped property. Failure to develop the vacant property
in Improvement Area A as planned, or substantial delays in the completion of the planned development of
the property may increase the amount of Improvement Area A Special Taxes to be paid by the owners of
undeveloped property and affect the willingness and ability of the owners of property within Improvement
Area A to pay the Improvement Area A Special Taxes when due.

At present, other than the species covered by the Implementing Agreement and the Habitat
Management Plan, the vacant property within Improvement Area A is not known to be inhabited by any plant
or animal species which either the California Fish and Game Commission or the United States Fish and
Wildlife Service has listed as endangered or threatened. See “COMMUNITY FACILITIES DISTRICT
NO. 6 (4S RANCH) IMPROVEMENT AREA A - Environmental Permits” for a discussion of the
Implementing Agreement and Subarea Plan and the Habitat Management Plan. Furthermore, 4S Kelwood
reports that the vacant property within Improvement Area A proposed to be developed by 4S Ranch is not
known by the 4S Ranch to be inhabited by any plant or animal species which either the California Fish and
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Game Commission or the United States Fish and Wildlife Service has proposed for addition to the
endangered species list.

Hazardous Substances

While governmental taxes, assessments, and charges are a common claim against the value of a
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 Improvement Area A Special Taxes is a claim
with regard to hazardous substances. In general, the owners and operators of parcels within Improvement
Area A may be required by law to remedy conditions of the parcels related to the releases or threatened
releases of hazardous substances. The federal Comprehensive Environmental Response, Compensation, and
Liability Act of 1980, sometimes referred to as “CERCLA” or the “Superfund Act,” is the most well-known
and widely applicable of these laws, but California laws with regard to hazardous substances are also
stringent and similar. Under many of these laws, the owner (or operator) is obligated to remedy a hazardous
substances condition of a property whether or not the owner (or operator) has anything to do with creating
or handling the hazardous substance. The effect, therefore, should any parcel within Improvement Area A
be affected by a hazardous substance, would be to reduce the marketability and value of the parcel by the
costs of remedying the condition, because the owner (or operator) is obligated to remedy the condition.
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 financial and
legal ability of a property owner to develop the affected parcel or other parcels, as well as the value of the
property that is realizable upon a delinquency and foreclosure.

4S5 Kelwood retained Geocon Incorporated to conduct geotechnical investigations of its proposed
developmentsite in Neighborhood One and Neighborhood Two. In its opinion, each site could be developed
as planned provided certain recommendations of the report were followed.

One issue with respect to development in certain portions of the County relates to methane gas. In
March, 2002, the County established new permitting guidelines relating to the testing protocol and mitigation
measures (e.g. passive venting and vapor barriers) required with respect to methane vapors. The Developer
and each Merchant Builder is aware of the permitting guidelines and each Merchant Builder intends to
comply with requirements.

The value of the property within Improvement Area A, as set forth in the appraised values set forth
in the Appraisal hereto, do not take into account the possible reduction in marketability and value of any of
the parcels of Taxable Property by reason of the possible liability of the owner (or operator) for the remedy
of a hazardous substance condition of the parcel. The Community Facilities District has not independently
verified and is not aware that the owner (or operator) has such a current liability with respect to any of the
parcels of Taxable Property, except as expressly noted. However, it is possible that such liabilities do
currently exist and that the Community Facilities District is not aware of them.

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 a delinquency.

Insufficiency of the Special Tax

The principal source of payment of principal of and interest on the 2002 Bonds is the proceeds of
the annual levy and collection of the Improvement Area A Special Taxes against property within
Improvement Area A. The annual levy of the Improvement Area A Special Taxes is subject to the maximum
tax rates authorized. The levy cannot be made at a higher rate even if the failure to do so means that the
estimated proceeds of the levy and collection of the Improvement Area A Special Tax, together with other
available funds, will not be sufficient to pay debt service on the 2002 Bonds. Other funds which might be
available include funds derived from the payment of penalties on delinquent Improvement Area A Special
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Taxes and funds derived from the tax sale or foreclosure and sale of parcels on which levies of the
Improvement Area A Special Taxes are delinquent.

The levy of the Improvement Area A Special Taxes will rarely, if ever, result in a uniform
relationship between the value of particular Taxable Property and the amount of the levy of the Improvement
Area A Special Taxes against such parcels. Thus, there will rarely, if ever,bea uniformrelationship between
the value of such parcels and the proportionate share of debt service on the 2002 Bonds, and certainly not
a direct relationship.

The Improvement Area A Special Taxes levied in any particular tax year on a Taxable Property is
based upon the revenue needs and application of Improvement Area A Rate and Method. Application of the
Improvement Area A Rate and Method will, in turn, be dependent upon certain development factors with
respect to each Taxable Property by comparison with similar development factors with respect to the other
Taxable Property within Improvement Area A. Thus, in addition to annual variations of the revenue needs
from the Improvement Area A Special Tax, the following are some of the factors which might cause the levy
of the Improvement Area A Special Taxes on any particular Taxable Property to vary from the Improvement
Area A Special Taxes that might otherwise be expected:

1) Reduction in the amount of Taxable Property, for such reasons as acquisition of
Taxable Property by a government and failure of the government to pay the Improvement Area A
Special Taxes based upon a claim of exemption or, in the case of the federal government or an
agency thereof, immunity from taxation, thereby resulting in an increased tax burden on the
remaining parcels of Taxable Property.

2) Failure of the owners of Taxable Property to pay the Improvement Area A Special
Taxes and delays in the collection of or inability to collect the Improvement Area A Special Taxes
by tax sale or foreclosure and sale of the delinquent parcels, thereby resulting in an increased tax
burden on the remaining parcels of Taxable Property.

Except as set forth above under “SECURITY FOR THE 2002 BONDS - Special Taxes” and “ -
Rates and Methods” herein, the Bond Indenture provides that the Improvement Area A Special Taxes are to
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 2002 BONDS - Proceeds of
Foreclosure Sales” and in the Act, is subject to the same penalties and the same procedure, sale and lien
priority in case of delinquency as is provided 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 foreclosures of property are necessary, there could be a delay in payments
to owners of the 2002 Bonds pending such sales or the prosecution of foreclosure proceedings and receipt
by the Community Facilities District of the proceeds of sale if the Reserve Fund is depleted. See
“SECURITY FOR THE 2002 BONDS - Proceeds of Foreclosure Sales.”

In addition, the Improvement Area A Rate and Method limits the increase of Improvement Area A
Special Taxes levied on parcels of Developed Property to cure delinquencies of other property owners in
Improvement Area A. See “SECURITY FOR THE 2002 BONDS — Rates and Methods™ herein.

Exempt Properties

Certain properties are exempt from the Improvement Area A Special Tax in accordance with the
Improvement Area A Rate and Method (see “SECURITY FOR THE 2002 BONDS - Rates and Methods”
herein). In addition, the Act provides that properties or entities of the state, federal or local government are
exempt from the Improvement Area A Special Tax; provided, however, that property within Improvement
Area A acquired by a public entity through a negotiated transaction or by gift or devise, which is not
otherwise exempt from the Improvement Area A Special Tax, will continue to be subject to the Improvement
Area A Special Taxes. It is possible that property acquired by a public entity following a tax sale or
foreclosure based upon failure to pay taxes could become exempt from the Improvement Area A Special
Taxes. In addition, although the Act provides that if property subject to the Improvement Area A Special
Taxes are acquired by a public entity through eminent domain proceedings, the obligation to pay the
Improvement Area A Special Taxes with respect to that property is to be treated as if it were a special
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assessment, the constitutionality and operation of these provisions of the Act have not been tested, meaning
that such property could become exempt from the Improvement Area A Special Taxes. In the event that
additional property is dedicated to the School District or other public entities, this additional property might
become exempt from the Improvement Area A Special Taxes.

The Act further provides that no other properties or entities are exempt from the Improvement
Area A Special Tax unless the properties or entities are expressly exempted in a resolution of consideration
to levy a new special tax or to alter the rate or method of apportionment of an existing special tax.

Depletion of Reserve Fund

The Reserve Fund is to be maintained at an amount equal to the Reserve Requirement (see
“SECURITY FOR THE 2002 BONDS - Reserve Fund” herein). Funds in the Reserve Fund may be used
to pay principal of and interest on the 2002 Bonds in the event the proceeds of the levy and collection of the
Improvement Area A Special Taxes against property within Improvement Area A are insufficient. If funds
in the Reserve Fund for the 2002 Bonds are depleted, the funds can be replenished from the proceeds of the
levy and collection of the Improvement Area A Special Taxes that are in excess of the amount required to
pay all amounts to be paid to the Bondowners pursuant to the Bond Indenture. However, no replenishment
from the proceeds of an Improvement Area A Special Tax levy can occur as long as the proceeds that are
collected from the levy of the Improvement Area A Special Taxes against property within Improvement
Area A, at the maximum tax rates, together with other available funds, remains insufficient to pay all such
amounts. Thus it is possible that the Reserve Fund will be depleted and not be replenished by the levy of
the Improvement Area A Special Taxes.

Potential Delay and Limitations in Foreclosure Proceedings

The payment of property owners’ taxes and the ability of the Community Facilities District to
foreclose the lien of a delinquent unpaid Improvement Area A Special Taxes pursuant to its covenant to
pursue judicial foreclosure proceedings, may be limited by bankruptcy, insolvency or other laws generally
affecting creditors’ rights or by the laws of the State relating to judicial foreclosure. See “SECURITY FOR
THE 2002 BONDS - Proceeds of Foreclosure Sales” and “BONDOWNERS’ RISKS - Bankruptcy and
Foreclosure Delay” herein. In addition, the prosecution of a foreclosure 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 against properties having delinquent Improvement Area A Special Tax installments may
be limited in certain respects with regard to properties in which the Federal Deposit Insurance Corporation
(the “FDIC”) has or obtains an interest. The FDIC would obtain such an interest by taking over a financial
mnstitution which has made a loan which is secured by property within Improvement Area A. See
“BONDOWNERS’ RISKS - Payments by FDIC and Other Federal Agencies.”

The Community Facilities District and the School District are unable to predict what effect the
application of a policy statement by the FDIC regarding payment of state and local real property taxes would
have in the event of a delinquency on a parcel within Improvement Area A in which the FDIC has or obtains
an interest, although prohibiting the lien of the FDIC to be foreclosed at a judicial foreclosure sale would
likely reduce or eliminate the persons willing to purchase a parcel at a foreclosure 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 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 the lien of Improvement Area A Special Taxes will take up to two or three years from 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” which is equal to the sum of all delinquent Improvement Area A Special Tax
installments, penalties and interest thereon, costs of collection (including reasonable attorneys fees), post-
judgment interest and costs of sale. Each parcel is sold at foreclosure for the amounts secured by the
Improvement Area A 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 less than the
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minimum bid. Such Superior Court approval requires the consent of the owners of 75% of the aggregate
principal amount of the outstanding 2002 Bonds.

Delays and uncertainties in the Improvement Area A Special Tax lien foreclosure process create
significant risks for Bondowners. High rates of special tax payment delinquencies which continue during
the pendency of protracted Improvement Area A Special Tax lien foreclosure proceedings, could result in
the rapid, total depletion of the Reserve Fund prior to replenishment from the resale of property upon
foreclosure. In that event, there could be a default in payment of the principal of, and interest on, the 2002
Bonds. See “Concentration of Ownership” above.

Bankruptcy and Foreclosure Delay

The payment of Improvement Area A Special Taxes and the ability of the Community Facilities
District to foreclose the lien of a delinquent Improvement Area A Special Taxes as discussed in the section
herein entitled “SECURITY FOR THE 2002 BONDS” may be limited by bankruptcy, insolvency, or other
laws generally affecting creditors’ rights or by the laws of the State relating to judicial foreclosure. In
addition, the prosecution of a judicial 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 2002 Bonds
(including Bond Counsel’s approving legal opinion) will be qualified, as to the enforceability of the various
legal instruments, by moratorium, bankruptcy, reorganization, insolvency or other similar laws affecting the
rights of creditors generally.

Although bankruptcy proceedings would not cause the obligation to pay the Improvement Area A
Special Taxes to become extinguished, bankruptcy of a property owner or of a partner or other equity owner
of a property owner, could result in a stay of enforcement of the lien for the Improvement Area A Special
Taxes, a delay in prosecuting Superior Court foreclosure proceedings or adversely affect the ability or
willingness of a property owner to pay the Improvement Area A Special Taxes and could result in the
possibility of delinquent Improvement Area A Special Taxes not being paid in full. In addition, the amount
of any lien on property securing the payment of delinquent Improvement Area A 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 Improvement Area A Special Taxes in 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 Improvement Area A Special Tax, or any such delay or non-payment, would increase the
likelihood of a delay or default in payment of the principal of and interest on the 2002 Bonds and the
possibility of delinquent Improvement Area A Special Taxes not being paid in full. Moreover, amounts
received upon foreclosure sales may not be sufficient to fully discharge delinquent installments. To the
extent that a significant percentage of the property in Improvement Area A is owned by 4S Kelwood, a
Merchant Builder, or any other property owner, and such owner is the subject of bankruptcy proceedings,
the payment of the Improvement Area A Special Taxistand the ability of the Community Facilities District
to foreclose the lien of a delinquent unpaid Improvement Area A Special Tax could be extremely curtailed
by bankruptcy, insolvency, or other laws generally affecting creditors’ rights or by the laws of the State
relating to judicial foreclosure.

In 1992, the United States Court of Appeals for the Ninth Circuit issued its opinion in a bankruptcy
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 date that the property owner filed a petition
for bankruptcy were not entitled to priority over a secured creditor with a prior lien on the property. The
court upheld the priority of unpaid taxes imposed after the filing of the bankruptcy petition as “administrative
expenses” of the bankruptcy estate, payable after all secured creditors. As a result, 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 allowed 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.
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The Act provides that the Improvement Area A Special Taxes are secured by a continuing lien,
which s subject to the same lien priority in the case of delinquency as ad valorem taxes. No case law exists
withrespect to how a bankruptcy court would treat the lien for the Improvement Area A Special Taxes levied
after the filing of a petition in bankruptcy. Glasply is controlling precedent for bankruptcy courts in the
State. If the Glasply precedent was applied to the levy of the Special Tax, the amount of Improvement
Area A Special Tax received from parcels whose owners declare bankruptcy could be reduced.

It should also 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
a bankruptcy petition filed on or after October 22, 1994, the lien for ad valorem taxes in subsequent fiscal
years will 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 Improvement Area A Special Taxes depends upon
whether a court were to determine that the Improvement Area A Special Taxes should be treated like ad
valorem taxes for this purpose.

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 a tax or assessment, and a limitation on the interest rate on the delinquent tax or
assessment to persons in military service if the court concludes the ability to pay such taxes or assessments
is materially affected by reason of such service.

Payments by FDIC and Other Federal Agencies

The ability of the Community Facilities 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.

Specifically, 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 taxes only if those taxes are assessed according to the property’s value, and that the FDIC
1s immune from real property taxes assessed on any basis other than property value. According to the Policy
Statement, the FDIC will pay its property tax obligations when they become due and payable and will pay
claims for delinquent property taxes as promptly as 1s consistent with sound business practice and the orderly
administration of the institution’s affairs, unless abandonment of the FDIC’s interest in the property is
appropriate. The FDIC will pay claims for interest on delinquent property taxes owed at the rate provided
under state law, to the extent the interest payment obligation is secured by a valid lien. The FDIC will not
pay any amounts in the nature of fines or penalties and will not pay nor recognize liens for such amounts.
If any property taxes (including interest) on FDIC owned property are secured by a valid lien (in effect before
the property became owned by the FDIC), the FDIC will pay those claims. The Policy Statement further
provides that no property of the FDIC is subject to levy, attachment, gamishment, foreclosure or sale without
the FDIC’s consent. In addition, the FDIC will not permit a lien or security interest held by the FDIC to be
eliminated by foreclosure without the FDIC’s consent.

The Policy Statement states that the FDIC generally will not pay non ad valorem taxes, including
special assessments, on property in which it has a fee interest unless the amount of tax is fixed at the time
that the FDIC acquires its fee interest in the property, nor will it recognize the validity of any lien to the
extent it purports to secure the payment of any such amounts. Special taxes imposed under the Act and a
special tax formula which determines the special tax due each year, are specifically identified in the Policy
Statement as being imposed each year and therefore covered by the FDIC’s federal immunity. 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 FDIC has filed claims against the County of Orange with respect to Mello-Roos community
facilities district special taxes in the United States Bankruptcy Court and in Federal District Court in which
the FDIC has taken a position similar to the position outlined in the Policy Statement. While all of such
claims have not been resolved, the Bankruptcy Court has issued a tentative ruling in favor of the FDIC on
certain of such claims. The County of Orange has appealed such ruling and the FDIC has cross-appealed.
The decision of the United States Court of Appeals for the 9® Circuit (the “9® Circuit Court™) was filed on
August 28, 2001. In its decision, the Court stated that the FDIC as a federal agency is exempt from the
Mello-Roos Special Tax. The FDIC has also filed suit (the “post-bankruptcy” suit) regarding special taxes
imposed after 1994. However, such action has been stayed pending resolution of the 9* Circuit Court appeal
by the FDIC regarding the bankruptcy case. The post-bankruptcy suit has recently been consolidated with
the cases filed by the FDIC against other California counties and is pending in the United States District
Court in Los Angeles. The FDIC has filed a motion to lift the bankruptcy stay.

The School District and the Community Facilities District are unable to predict what effect the
application of the Policy Statement would have in the event of a delinquency on a parcel within Improvement
Area A in which the FDIC has or obtains an interest, although prohibiting the lien of the FDIC to be
foreclosed at a judicial foreclosure sale would reduce or eliminate the persons willing to purchase a parcel
at a foreclosure sale. Owners of the 2002 Bonds should assume that the Community Facilities District will
be unable to collect Improvement Area A Special Taxes or to foreclose on any parcel owned by the FDIC.
Such an outcome could cause a draw on the Reserve Fund and perhaps, ultimately, a default in payment on
the 2002 Bonds. Based upon the secured tax roll as of January 1, 2001, the FDIC does not presently own
any of the property in Improvement Area A. The Community Facilities District expresses no view
concerning the likelihood that the risks described above will materialize while the 2002 Bonds are
outstanding.

Factors Affecting Parcel Values and Aggregate Value

Geologic, Topographic and Climatic Conditions. The value of the Taxable Property in Improvement
Area A 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 enjoymentof such private improvements. Such additional factors
include, without limitation, geologic conditions such as earthquakes and volcanic eruptions, topographic
conditions such as earth movements, landslides, liquefaction, floods or fires, and climatic conditions such
as tornadoes, droughts, and the possible reduction in water allocation or availability. 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. Improvement Area A, like all California communities, may be subject to
unpredictable seismic activity. The occurrence of seismic activity in Improvement Area A could result in
substantial damage to properties in Improvement Area A which, in turn, could substantially reduce the value
of such properties and could affect the ability or willingness of the property owners to pay their Improvement
Area A Special Taxes. Any major damage to structures as a result of seismic activity could result in greater
reliance on undeveloped property in the payment of Improvement Area A Special Taxes.

Legal Requirements. Other events which may affect the value of a parcel of Taxable Property in
the Community Facilities District include changes in 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.
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No Acceleration Provisions

The 2002 Bonds do not contain a provision allowing for the acceleration of the 2002 Bonds in the
event of a payment default or other default under the terms of the 2002 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 D ~ “Summary of Certain
Provisions of the Bond Indenture” herein). So long as the 2002 Bonds are in book-entry form, DTC will be
the sole bondowner and will be entitled to exercise all rights and remedies of bondowner.

District Formation

California voters, on June 6, 1978, approved an amendment (“Article XIIIA”) to the California
Constitution. Section 4 of Article XIIIA, requires a vote of two-thirds of the qualified electorate to impose
“special taxes,” or any additional ad valorem, sales or transaction taxes on real property. Atan election held
in Improvement Area A pursuant to the Act, more than two-thirds of the qualified electors within
Improvement Area A, consisting of the landowners within the boundaries of the Community Facilities
District, authorized the Community Facilities District to incur bonded indebtedness to finance the
Infrastructure Improvements and approved the Improvement Area A Rate and Method. The Supreme Court
of the State of California has not yet decided whether landowner elections (as opposed to resident elections)
satisfy requirements of Section 4 of Article XIIIA, nor has the Supreme Court decided whether the special
taxes of a community facilities district constitute a “special tax” for purposes of Article XIIIA.

Section 53341 of the Act requires that any action or proceeding to attack, review, set aside, void or
annul the levy of a special tax or an increase in a special 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
Improvement Area A Special Taxes.

Billing of Improvement Area A Special Taxes

A special tax formula can result in a substantially heavier property tax burden being imposed upon
properties within a community facilities district than elsewhere in a city or county, and this in 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 Improvement Area A Special Taxes are billed to the properties
within Improvement Area A 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
Improvement Area A Special Tax installments are due and payable, and bear the same penalties and interest
for non-payment, as do regular property tax installments. These Improvement Area A Special Tax
installment payments cannot be made separately from property tax payments. Therefore, the unwillingness
or inability of a property 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 installment
payments of Improvement Area A Special Taxes in the future. See “SECURITY FOR THE 2002 BONDS ~
Proceeds of Foreclosure Sales” for a discussion of the provisions which apply and procedures which the
Community Facilities District is obligated to follow in the event of delinquency in the payment of
installments of Improvement Area A Special Taxes.

Inability to Collect Special Taxes

In order to pay debt service on the 2002 Bonds, it is necessary that the Improvement Area A Special
Taxes levied against land within Improvement Area A be paid in a timely manner. The Community Facilities
District has covenanted in the Bond Indenture under certain conditions to institute foreclosure proceedings
against property with delinquent Improvement Area A Special Tax in order to obtain funds to pay debt
service on the 2002 Bonds. If foreclosure proceedings were instituted, any mortgage or deed of trust holder
could, but would not be required to, advance the amount of the delinquent Improvement Area A Special Tax
to protect its security interest. In the event such superior court foreclosure is necessary, there could be a
delay in principal and interest payments to the owners of the 2002 Bonds pending prosecution of the
foreclosure proceedings and receipt of the proceeds of the foreclosure sale, if any. No assurances can be
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given that the real property subject to foreclosure and sale at a judicial foreclosure sale will be sold or, if
sold, that the proceeds of such sale will be sufficient to pay any delinquent Improvement Area A Special Tax
installment. Although the Act authorizes the Board of Education to cause such an action to be commenced
and diligently pursued to completion, the Act does not specify the obligations of the Board of Education with
regard to purchasing or otherwise acquiring any lot or parcel of property sold at the foreclosure sale if there
is no other purchaser at such sale. See “SECURITY FOR THE 2002 BONDS — Proceeds of Foreclosure
Sales.”

Right to Vote on Taxes Act

An initiative measure commonly referred to as the “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
Initiative added Article XIIIC (“Article XIIIC”)and Article XIIID to the California Constitution. According
to the “Title and Summary” of the Initiative prepared by the California Attorney General, the Initiative limits
“the authority of local governments to impose taxes and property-related assessments, fees and charges.”
The provisions of the Initiative have not yet been interpreted by the courts, although a number of lawsuits
have been filed requesting the courts to interpret various aspects of the Initiative.

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.”
The Act provides for a procedure, which includes notice hearing, protest and voting requirements to alter the
rate and method of apportionment of an existing special tax. However, the Act prohibits a legislative body
from adopting any resolution to reduce the rate of any special tax or terminate the levy of any special tax
pledged to repay any debt incurred pursuant to the Act unless such legislative body determines that the
reduction or termination of the special tax would riot 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 XIIIC of the California Constitution, as adopted at the
November5, 1996, general election, shall not be construed to mean that any
owner or beneficial owner of a municipal security, purchased before or
after that date, assumes the risk of, or in any way consents to, any action by
initiative measure that constitutes an impairment of contractual rights
protected by Section 10 of Article I of the United States Constitution.”

Accordingly, although the matter is not free from doubt, it is likely that the Initiative has not
conferred on the voters the power to repeal or reduce the Special Taxes if such reduction would interfere with
the timely retirement of the 2002 Bonds.

It may be possible, however, for voters or the Community Facilities District to reduce the
Improvement Area A Special Taxes in a manner which does not interfere with the timely repayment of the
2002 Bonds but which does reduce the maximum amount of Improvement Area A Special Taxes thatmay
be levied in any year below the existing levels. Therefore, no assurance can be given withrespect to the levy
of Improvement Area A Special Taxes for Administrative Expenses. Furthermore, no assurance can be given
with respect to the future levy of the Improvement Area A Special Taxes in amounts greater than the amount
necessary for the timely retirement of the 2002 Bonds.

Like its antecedents, the Initiative is likely to undergo both judicial and legislative scrutiny before
its impact on Improvement Area A and the Community Facilities District 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.
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The foregoing discussion of the Initiative should not be considered an exhaustive or authoritative
treatment of the issues. The Community Facilities District does not expect to be in a position to control the
consideration or disposition of these issues and cannot predict the timing or outcome of any judicial or
legislative activity in this regard. Interim rulings, final decisions, legislative proposals and legislative
enactments may all affect the impact of the Initiative on the 2002 Bonds as well as the market for the 2002
Bonds. Legislative and court calendar delays and other factors may prolong any uncertainty regarding the
effects of the Initiative.

Ballot Initiatives and Legislative Measures

The Initiative was adopted pursuant to a measure qualified for the ballot pursuant to California’s
constitutional initiative process and the State Legislature has in the past enacted legislation which has altered
the spending limitations or established minimum funding provisions for particular activities. From time to
time, other initiative measures could be adopted by California voters or legislation enacted by the State
Legislature. 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 development of the property.

Limited Secondary Market

There can be no guarantee that there will be a secondary market for the 2002 Bonds or, if a
secondary market exists, that such 2002 Bonds can be sold for any particular price. Although the Community
Facilities District has committed to provide certain statutorily-required financial and operating information,
there can be no assurance that such information will be available to Bondowners on a timely basis. The
failure to provide the required annual financial information does not give rise to monetary damages but
merely an action for specific performance. Occasionally, because of general market conditions, lack of
current information, the absence of credit rating for the 2002 Bonds or because of adverse history or
economic prospects connected with a particular issue, secondary marketing practices in connection with a
particular issue are suspended or terminated. Additionally, prices of issues for which a market is being made
will depend upon then prevailing circumstances. Such prices could be substantially different from the
original purchase price.

Loss of Tax Exemption

As discussed under the caption “LEGAL MATTERS - Tax Exemption,” the interest on the 2002
Bonds could become includable in gross income for federal income tax purposes retroactive to the date of
issuance of the 2002 Bonds as a result of a acts or omission 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 gross income for federal income tax purposes of the interest on the 2002
Bonds, the Community Facilities 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
gross income of interest on the 2002 Bonds under Section 103 of the Internal Revenue Code of 1986, as
amended. Should such an event of taxability occur, the 2002 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 2002 BONDS — Redemption.”

Limitations on Remedies

Remedies available to the Bondowners may be limited by a variety of factors and may be inadequate
to assure the timely payment of principal of and interest on the 2002 Bonds or to preserve the tax-exempt
status of the 2002 Bonds. See “Payments by FDIC and other Federal Agencies,” “No Acceleration
Provision” and “Billing of Improvement Area A Special Taxes” herein.

The Board of Education has not evaluated the foregoing risks, and further, is not aware of any
evaluation of these risks by the landowners. Since these are largely business risks of the type that
landowners customarily evaluate individually, and inasmuch as changes in land ownership may well
mean changes in the evaluation with respect to any particular parcel of Taxable Property, the Board
of Education has undertaken financing of the acquisition and construction of the Infrastructure
Improvements without regard to any such evaluation, as an incident to the orderly, planned
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development of the project site. Thus, formation of Improvement Area A by the Board of Education

in no way implies that the Board of Education has evaluated these risks or the reasonableness of these
risks, but to the contrary, the Board of Education has made no such evaluation and is undertaking
acquisition and construction of Infrastructure Improvements 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

The legal opinion of Best Best & Krieger LLP, San Diego, California, Bond Counsel, approving the
validity of the 2002 Bonds will be made available to purchasers at the time of original delivery and is
attached hereto as Appendix G. A copy of the legal opinion will be printed on each 2002 Bond. McFarlin
& Anderson, Lake Forest, California is serving as Disclosure Counsel. Best Best & Krieger LLP will also
pass upon certain legal matters for the School District and the Community Facilities District as special
counsel to these entities,

Tax Exemption

In the 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 2002 Bonds is excluded from
gross income for 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
Facilities District comply with all requirements of the Internal Revenue Code of 1986 (the “Code”) that must
be satisfied subsequent to the issuance of the 2002 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
such requirements may cause the inclusion of such interest in gross income for federal income tax purposes
to be retroactive to the date of issuance of the 2002 Bonds.

In the further opinion of Bond Counsel, interest on the 2002 Bonds is exempt from California
personal income taxes.

To the extent the issue price of any maturity of the 2002 Bonds is less than the amount to be paid
at maturity of such 2002 Bonds (excluding amounts stated to be interest and payable at least annually over
the term of such 2002 Bonds), the difference constitutes “original issue discount,” the accrual of which, to
the extent properly allocable to each Owner thereof, is treated as interest on the 2002 Bonds which is
excluded from gross income for federal income tax purposes and State of California personal income taxes.
For this purpose, the issue price of a particular maturity of the 2002 Bonds in the first price at which a
substantial amount of such maturity of the 2002 Bonds is sold to the public (excluding bond houses, brokers,
or similar persons or organizations acting in the capacity of underwriters, placement agents or wholesalers).
The original issue discount with respect to any maturity of the 2002 Bonds accrues daily over the term to
maturity of such 2002 Bonds on the basis of a constant interest rate compounded semiannually (with straight-
line interpolations between compounding dates). The accruing original issue discount is added to the
adjusted basis of such 2002 Bonds to determine taxable gain or loss upon disposition (including sale,
redemption, or payment on maturity) of such 2002 Bonds. Owners of the 2002 Bonds should consult their
own tax advisors with respect to the tax consequences of ownership of the 2002 Bonds with original issue
discount, including the treatment of purchasers who donot purchase such 2002 Bonds in the original offering
to the public at the first price at which a substantial amount of such 2002 Bonds is sold to the public.

The 2002 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
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premium in the case of bonds, like the Premium Bonds, the interest on which is excluded from gross income
for federal 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
advisors with respect to the proper treatment of amortizable bond premium in their particular circumstances.

Owners of the 2002 Bonds should also be aware that the ownership or disposition of, or the accrual
or receipt of interest on, the 2002 Bonds may have federal or state tax consequences other than as described
above. Bond Counsel expresses no opinion regarding any federal or state tax consequences arising with
respect to the 2002 Bonds other than as expressly described above.

Absence of Litigation

No litigation is pending or threatened concerning the validity of the 2002 Bonds. There is no 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 2002 Bonds or in any way contesting or affecting
the validity of the 2002 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 acting
on behalf of the Community Facilities District will be delivered to the Underwriter simultaneously with the
delivery of the 2002 Bonds.

No General Obligation of School District or Community Facilities District

The 2002 Bonds are not general obligations of the School District or the Community Facilities
District, but are limited obligations of the Community Facilities District payable solely from proceeds of the
Improvement Area A Special Taxistand proceeds of the 2002 Bonds, including amounts in the Reserve Fund,
Special Tax Fund and Bond Service 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 promulgated pursuant thereto). Any tax levied for the payment
of the 2002 Bonds shall be limited to the Improvement Area A Special Taxes to be collected within the
Community Facilities District.

NO RATINGS

The 2002 Bonds have not been rated by any securities rating agency.

UNDERWRITING

The 2002 Bonds are being purchased by the Stone & Youngberg LLC at a purchase price of
$17,730,000 (which represents the aggregate principal amount of the 2002 Bonds of $18,000,000, less an
underwriter’s discount of $270,000).

The purchase agreement relating to the 2002 Bonds provides that the Underwriter will purchase all
of the 2002 Bonds, if any are purchased, the obligation to make such purchase being subject to certain terms
and conditions set forth in such purchase agreement.

The Underwriter may offer and sell the 2002 Bonds to certain dealers and others at prices lower than
the offering price stated on the inside cover page hereof. The offering prices may be changed from time to
time by the Underwriter.
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PROFESSIONAL FEES

Except for some Bond Counsel fees paid from advances made to the School District by 4S Kelwood,
fees payable to certain professionals, including the Underwriter, McFarlin & Anderson, as Disclosure
Counsel, Best Best & Krieger LLP, as Bond Counsel, and State Street Bank and Trust Company of
California, N.A. (or its successor), as the Fiscal Agent, are contingent upon the issuance of the 2002 Bonds.
The fees of David Taussig & Associates, Inc., as Special Tax Consultant, are in part contingent upon the
issuance of the 2002 Bonds. The fees of Stephen G. White, MAI, as Appraiser, are not contingent upon the
issuance of the 2002 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 complete statement of the contents thereof.

Any statements in this Official Statement involving matters of opinion, whether or not expressly so
stated, are intended as such and not as representatives of fact. This Official Statement is not to be construed
as a contract or agreement between the Community Facilities District and the purchasers or owners of any
of the 2002 Bonds.

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

COMMUNITY FACILITIES DISTRICT NO. 6 (4S
RANCH) OF THE POWAY UNIFIED SCHOOL
DISTRICT

By: __ /s/ Keith L. Bradford
Keith L. Bradford, Associate Superintendent of
the Poway Unified School District on behalf of
Community Facilities District No. 6 (4S Ranch) 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 Bonds, and the Bonds will not be payable
from any of the School District’s revenues or assets.

Introduction

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, California 92064-3098, Attention:
Associate Superintendent - Business Support Services.

General Information

The School District is a school district organized under the laws of the State of California. The
School District was established in 1962. The School District provides education instruction for grades K-12
within an approximately 99.1 square mile area of San Diego County. The School District currently operates
21 (K-5) elementary schools, five (6-8) middle schools, four comprehensive high schools (9-12) and one
continuation high school. The School District includes the City of Poway and portions of the City of San
Diego in San Diego County, California. The School District’s projected average daily attendance (“ADA”)
computed in accordance with State law for the 2002-03 academic year is approximately 31,405. As of
January 2001, the estimated population within the School District’s boundaries was approximately 162,250
and as of January 2002, approximately 32,475 students attended schools in the School District. T he
pupil/teacher ratio is approximately 20:1 for grades K-3 and 30:1 for grades 4-12. The School District has
implemented classroom size reduction in grades K through 3 and in such classes, the pupil/teacher ratio is
approximately 20:1. There is a lower class size average for 9" grade English and Mathematics.

Administration and Enrollment

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

The Superintendent of the School District is responsible for administering the affairs of the School
District in accordance with the policies of the Board. The School District also employs a Deputy
Superintendent, four Area Superintendents for Learning Support Services, an Associate Superintendent of
Business Support Services and an Assistant Superintendent of Personnel Support Services.

From fiscal year 1994-95 through fiscal year 2001-02, the School District’s enrollment increased by
3,470, an average of approximately 2 percent per year. Information concerning enroliment for these years,
as well as estimated fiscal year 2002-03 are set forth below:



Poway Unified School District
Student Enrollment

District Average District Base
Fiscal Year Enrollment Daily Attendance Revenue Limit
Historical 1994-95 29,037 29,020 $3,468.39
1995-96 29,940 29,893 3,615.36
1996-97 30,664 30,531 3,809.77
1997-98 31,309 31,214 3,912.12
1998-99V 31,831 30,877 4,214.70
1999-00 32,546 31,515 4,274.70
2000-01 32,528 31,203 4412.70
2001-02 32,507 31,319 4,597.38
Estimated 2002-03 32,523 31,405 4,679.70

Source: California Department of Education and the School District.
(" The decrease in the rate of growth from Fiscal Year 1997-98 is due to State legislation that changed the method of calculating

ADA 10 eliminate excused absences from the total. The legislation also increased the Base Revenue Limit so that the change
in methodology did not result in a loss of revenue for districts.

Labor Relations
As of August 1, 2002, the School District employed approximately 2,362 certificated professionals
and approximately 1,616 classified employees. The certificated professionals, 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 1,750 6/30/020V
Teachers (PFT), Local 2357
Service Employees Intemational Union 483 6/30/04
California School Employees Association 1,224 6/30/04

M The Poway Federation of Teachers contract expired June 30, 2002 but is still in effect as of September 1, 2002,

Source: The School District
Retirement Programs

The School District participates in the State of California Teachers Retirement System (“STRS”).
This plan covers certificated employees. The School District’s contribution to STRS for Fiscal Year 1999-00
was $7,853,513.41, in Fiscal Year 2000-01 was $8,814,311.32, in Fiscal Year 2001-02 was $9,265,362 and
in Fiscal Year 2002-03 is budgeted at $9,332,415. In order to receive STRS benefits, an employee must be
at least 55 years old and have provided five years of service to California public schools.
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The School District also participates in the State of California Public Employees Retirement Systems
(“PERS™). This plan covers all classified personnel who are employed 1,000 or more hours per fiscal year.
The School District’s contribution to PERS since 1998 has been $0.00. The contribution for Fiscal Year
2002-03 is budgeted at $763,088.

Contribution rates to theses two retirement systems vary annually depending on changes in actuarial
assumptions and other factors, such as changes in retirement benefits. The contribution rates are based on
statewide rates set by the STRS and PERS retirement boards. STRS has a substantial statewide unfunded
liability. Since this liability has not been broken down by each school district, it is impossible to determine
the School District’s share.

Insurance

The School District maintains commercial 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 exposure and as may be required by statute.

The State of California has authorized the School District to operate a Self-Insured Workers’
Compensation Plan to finance liabilities arising from employee industrial injuries. Under this program, the
Fund provides coverage for individual claims up to a limit of $350,000. Commercial insurance is purchased
to defray claim costs exceeding the self-insured retention level.

The School District operates a Self-Insurance Program to cover general liability claim losses up to
a limit of $100,000 per claim and property losses up to $100,000 per claim. Lower self-insured retentions
apply to boiler and machinery/energy systems breakdown ($1,000 per claim) and crime losses (3500 per
claim). Excess property and liability insurance is acquired through a combination of pooling through a joint
powers authorities and purchase of commercial insurance and reinsurance policies.
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APPENDIX B

FIRST AMENDED RATE AND METHOD OF APPORTIONMENT FOR
COMMUNITY FACILITIES DISTRICT NO. 6
OF THE POWAY UNIFIED SCHOOL DISTRICT
(IMPROVEMENT AREA A)
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FIRST AMENDED
RATE AND METHOD OF APPORTIONMENT FOR
COMMUNITY FACILITIES DISTRICT NO. 6
OF THE POWAY UNIFIED SCHOOL DISTRICT
(IMPROVEMENT AREA A)

An Annual Special Tax shall be levied on and collected in Improvement Area (“IA”) A of Community
Facilities District ("CFD”) No. 6 of the Poway Unified School District ("School District") each Fiscal Year
in an amount determined through the application of the rate and method of apportionment described below.
All of the real property in IA A of CFD No. 6, unless exempted by law or by the provisions hereof, shall be
taxed for the purposes, to the extent, and in the manner herein provided.

SECTION A
DEFINITIONS

The terms hereinafter set forth have the following meanings:

" Acreage" means the land area of an Assessor’s Parcel as shown on an Assessor’s Parcel Map, or if the
land area is not shown on an Assessor’s Parcel Map, the land area shown on the applicable Final
Subdivision Map, other final map, parcel map, condominium plan, or other recorded County parcel map.

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

" Administrative Expenses" means any ordinary and necessary expenses of the School District to carry
out its duties as the legislative body of IA A of CFD No. 6.

""Annual Special Tax" means the Special Tax levied each Fiscal Year on an Assessor’s Parcel as set
forth in Section F. Prior to the issuance of Bonds, Annual Special Tax revenues shall be used entirely to
fund Non-School Facilities. Each Fiscal Year after Bonds have been issued, the Annual Special Tax
revenues shall be used in the following order of priority (i) to satisfy the Annual Special Tax Requirement
and (ii) to fund School Facilities.

" Annual Special Tax Requirement" means the amount required in any Fiscal Year to pay: (i) the annual
debt service on all outstanding Bonds, (ii) the Administrative Expenses of IA A of CFD No. 6, (iii) any
costs associated with the release of funds from an escrow account, (iv) any amount required to establish or
replenish any reserve funds established in association with the Bonds, less (v) any amounts on deposit in any
fund or account which are available to pay for items(j) through (iv) above pursuant to any applicable fiscal
agent agreement, bond indenture, or trust agreement.

"Assessor’s Parcel" means a Lot or parcel of land in IA A of CFD No. 6 which is designated on an
Assessor’s Parcel Map with an assigned Assessor’s Parcel Number.

" Assessor’s Parcel Map" means an official map of the Assessor of the County designating parcels by
Assessor’s Parcel Number.
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" Assessor’s Parcel Number" means that number assigned to an Assessor’s Parcel by the County
Assessor for purposes of identification.

" Assigned Annual Special Tax" means the Special Tax of that name as set forth in Section D.

"Associate Superintendent" means the Associate Superintendent of Business Support Services of the
School District or his/her designee.

" Attached Unit" means a Unit that consists or shall consist of a building or buildings in which each of the
individual Units has at least one common wall with another Unit.

"Backup Annual Special Tax" means the Special Tax of that name described in Section E below.
"Board'" means the Board of Education of the School District or its designee.

"Bonds" means any obligation to repay a sum of money, including obligations in the form of bonds, notes,
certificates of participation, long-term leases, loans from govemment agencies, or loans from banks, other
financial institutions, private businesses, or individuals, or long-term contracts, or any refunding thereof, to
the repayment of which Special Taxes of IA A of CFD No. 6 are pledged.

"Building Square Footage" or "BSF" means the square footage of internal living space of a Unit,
exclusive of garages or other structures not used as living space, as determined by reference to the building
permit application for such Unit or other applicable records of the County.

"Calendar Year" means any period beginning January 1 and ending December 31.

"County" means the County of San Diego.

"Detached Unit" means a Unit which is not an Attached Unit.

"Developed Property’' means all Assessor’s Parcels of Taxable Property for which a building permit was
issued on or before May 1 of the prior Fiscal Year, provided that such Assessor's Parcels are associated
with a Final Subdivision Map created on or before January 1 of the prior Fiscal Year and that each such
Assessor's Parcel is associated with a Lot, as determined reasonably by the Board.

"Exempt Property" means the property designated as Exempt Property in Section J.

"Final Subdivision Map" means a final tract map, parcel map, lot line adjustment, or functionally
equivalent map or instrument that creates building sites, recorded in the County Office of the Recorder.

"Fiscal Year" means the period commencing on July 1 of any year and ending the following June 30.

"Gross Prepayment Amount" means any amount determined by reference to Table 2 and adjusted as set
forth in Section G.
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"Lot" means an individual legal lot created by a Final Subdivision Map for which a building permit for a
Unit has been or could be issued, provided that land for which one or more building permits have been or
could be issued for the construction of one or more model Units shall not be construed as a Lot until such
land has been subdivided by a Final Subdivision Map.

""Maximum Special Tax" means the maximum Special Tax, determined in accordance with Section C,
which can be levied by IA A of CFD No. 6 on any Assessor’s Parcel in any Fiscal Year.

"Non-School Facilities” means any infrastructure necessary to develop the Project owned or to be
owned by a public agency other than the School District.

""Prepayment Amount" means the dollar amount required to prepay all of the Annual Special Tax
obligation on any Assessor’s Parcel, determined pursuant to Sections G.

"Project "' means 4S Ranch.

""Proportionately' means that the ratio of the actual Annual Special Tax levy to the applicable Special Tax
is equal for all applicable Assessor’s Parcels.

""School Facilities" means any public facilities owned or to be owned by the School District.

"Special Tax" means any of the special taxes authorized to be levied in IA A of CFD No. 6 under the
Act.

"Taxable Property' means all Assessor’s Parcels which are not Exempt Property.

"Undeveloped Property" means all Assessor’s Parcels of Taxable Property which are not classified as
Developed Property.

"Unit" means each separate residential dwelling unit which comprises an independent facility capable of
conveyance separate from adjacent residential dwelling units. Each Unit shall be classified an Attached Unit
or a Detached Unit.

SECTION B
ASSIGNMENT OF ASSESSOR’S PARCELS

For each Fiscal Year, beginning with Fiscal Year 2002-03, (i) each Assessor’s Parcel shall be classified as
Taxable Property or Exempt Property; (i) each Assessor’s Parcel of Taxable Property shall be classified as
Developed Property or Undeveloped Property; (iii) each Assessor’s Parcel of Developed Property shall be
classified as a Detached Unit or an Attached Unit and (iv) each Detached Unit and Attached Unit shall be
classified according to its Building Square Footage.
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1. Developed Property

The Maximum Special Tax for each Assessor’s Parcel classified as Developed Property in any
Fiscal Year shall be the greater of (i) the Assigned Annual Special Tax or (ii) the Backup Annual
Special Tax.

2. Undeveloped Property

SECTION C

MAXIMUM SPECIAL TAX

The Maximum Special Tax for any Assessor’s Parcel classified as Undeveloped Property in any
Fiscal Year shall be the Assigned Annual Special Tax.

SECTION D

ASSIGNED ANNUAL SPECIAL TAXES

1. Developed Property

The Assigned Annual Special Tax for each Assessor’s Parcel of Developed Property in Fiscal Year
2002-03 shall be the amount determined by reference to Table 1 below.

TABLE 1

ASSIGNED ANNUAL SPECIAL TAX
FOR DEVELOPED PROPERTY

FISCAL YEAR 2002-03

October 1, 2002

Building Assigned Annual
Unit Type Square Footage Special Tax
Detached Unit <2,100 $524.75 per Unit
Detached Unit 2,101 - 2,400 $1,014.96 per Unit
Detached Unit 2,401 - 2,700 $1,148.66 per Unit
Detached Unit 2,701 - 3,000 $1,416.05 per Unit
Detached Unit 3,001 - 3,300 $1,638.87 per Unit
Detached Unit 3,301 - 3,600 $2,084.52 per Unit
Detached Unit 3,601 - 3,900 $2,351.91 per Unit
Detached Unit > 3,900 $2,530.17 per Unit
Attached Unit < 1,000 $195.84 per Unit
Attached Unit > 1,000 $524.75 per Unit
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Each July 1, commencing July 1, 2003, the Assigned Annual Special Tax applicabl to an Assessor’s Parcel
of Developed Property shall be increased by 2.00% of the amount in effect in the prior Fiscal Year.

2. Undeveloped Property

The Assigned Annual Special Tax for an Assessor’s Parcel of Undeveloped Property for Fiscal
Year 2002-03 shall be $9,822.00 per acre of Acreage.

Each July 1, commencing July 1, 2003, the Assigned Annual Special Tax applicable to an Assessor's Parcel
of Undeveloped Property shall be increased by 2.00% of the amount in effect in the prior Fiscal Year.

SECTION E
BACKUP ANNUAL SPECIAL TAX

Each Assessor’s Parcel of Developed Property shall be subject to a Backup Annual Special Tax. The
Backup Annual Special Tax for Developed Property shall be the rate per Lot calculated according to the
following formula:

B=(ZxA)/L

The terms above have the following meanings:

B = Backup Annual Special Tax per Lot for the applicable Fiscal Year

z = Assigned Annual Special Tax per Acre of Undeveloped Property
for the applicable Fiscal Year

A = Acreage of Developed Property .expected to exist in the

applicable Final Subdivision Map at buildout, as determined by
the Associate Superintendent pursuant to Section J
L = Lots in the Final Subdivision Map

Notwithstanding the foregoing, if all or any portion of the Final Subdivision Map(s) described in the
preceding paragraph is subsequently changed or modified, then the Backup Annual Special Tax for each
Assessor’s Parcel of Developed Property in such Final Subdivision Map area that is changed or modified
shall be a rate per square foot of Acreage calculated as follows:

1. Determine the total Backup Annual Special Taxes anticipated to apply to the
changed or modified Final Subdivision Map area prior to the change or
modification.

2. The result of paragraph 1 above shall be divided by the Acreage of Taxable
Property which is ultimately expected to exist in such changed or modified Final
Subdivision Map area, as reasonably determined by the Board.

3. The result of paragraph 2 above shall be divided by 43,560. The result is the
Backup Annual Special Tax per square foot of Acreage which shall be applicable
to Assessor's Parcels of Developed Property in such changed or modified Final
Subdivision Map area for all remaining Fiscal Years in which the Special Tax may
be levied.
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SECTION F
METHOD OF APPORTIONMENT OF THE ANNUAL SPECIAL TAX

Commencing Fiscal Year 2002-03, and for each subsequent Fiscal Year, the Associate Superintendent
shall determine the Annual Special Tax to be collected in JA A of CFD No. 6 in such Fiscal Year. The
Annual Special Tax shall be levied as follows:

First: The Annual Special Tax shall be levied on each Assessor’s Parcel of Developed Property at the
Assigned Annual Special Tax applicable to such Assessor’s Parcel.

Second: If the sum of the amounts levied on Assessor’s Parcels in the first step above is less than the
Annual Special Tax Requirement, then the Annual Special Tax shall be levied Proportionately on each
Assessor’s Parcel of Undeveloped Property up to the Assigned Annual Special Tax applicable to such
Assessor’s Parcel to satisfy the Annual Special Tax Requirement.

Third: If the sum of the amounts levied on Assessor’s Parcels in the first and second steps above is less
than the Annual Special Tax Requirement, then the Annual Special Tax on each Assessor's Parcel of
Developed Property whose Maximum Special Tax is the Backup Annual Special Tax shall be increased
Proportionately from the Assigned Annual Special Tax up to the Backup Annual Special Tax to satisfy the
Annual Special Tax Requirement.

SECTION G
PREPAYMENT OF ANNUAL SPECIAL TAX

The property owner of any Final Subdivision Map where no building permits have been issued may prepay
the entire Annual Special Tax obligation of IA A of CFD No. 6 for all Assessor's Parcels created by such
Final Subdivision Map. In order to prepay the entire Annual Special Tax obligation of IA A of CFD No. 6
(1) there must be no delinquent Special Taxes, penalties, or interest charges outstanding with respect to any
Assessor’s Parcel in the Final Subdivision Map at the time the Annual Special Tax obligation is prepaid, (ii)
prepayment for each Assessor’s Parcel in the Final Subdivision Map shall be collected prior to the issuance
of the first building permit in such Final Subdivision Map, and (iii) the Final Subdivision Map must ultimately
contain at least 25 Detached Units or 50 Attached Units. The Prepayment Amount for an Assessor’s
Parcel in a Final Subdivision Map eligible for prepayment shall be determined as described below.

1. Prior to Issuance of Bonds
Prior to the issuance of Bonds, the Prepayment Amount in Fiscal Year 2002-03 for each
Assessor's Parcel of Developed Property and each Assessor's Parcel of Undeveloped Property for

which a building permit has been issued shall be the amount equal to the Gross Prepayment
Amount. The Gross Prepayment Amount shall be the amount determined by reference to Table 2.
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TABLE 2

GROSS PREPAYMENT AMOUNT

FISCAL YEAR 2002-03

Building Gross Prepayment
Unit Type Square Footage Amount

Detached Unit <2,100 $5,982.24 per Unit
Detached Unit 2,101 - 2,400 $11,570.82 per Unit
Detached Unit 2,401 - 2,700 $13,094.98 per Unit
Detached Unit 2,701 - 3,000 $16,143.30 per Unit
Detached Unit 3,001 - 3,300 $18,683.57 per Unit
Detached Unit 3,301 - 3,600 $23,764.10 per Unit
Detached Unit 3,601 - 3,900 $26,812.70 per Unit
Detached Unit > 3,900 $28,844.63 per Unit
Attached Unit < 1,000 $2,232.63 per Unit
Attached Unit > 1,000 $5,982.24 per Unit

Each July 1, commencing July 1, 2003, the Gross Prepayment Amount shall be increased by 2.00% of the
amount in effect in the prior Fiscal Year.

2. Subsequent to Issuance of Bonds

Subsequent to the issuance of Bonds, the Prepayment Amount for each applicable Assessor's
Parcel shall be calculated according to the following formula (capitalized terms defined below):

Bond Redemption Amount
plus Redemption Premium
plus Defeasance
plus Administrative Fee
less Reserve Fund Credit
equals Prepayment Amount

As of the date of prepayment, the Prepayment Amount shall be calculated as follows:

October 1, 2002

1.

For each Assessor’s Parcel of Developed Property, compute the Assigned Annual
Special Tax and the Backup Annual Special Tax. For each Assessor’s Parcel of
Undeveloped Property, compute the Assigned Annual Special Tax and the Backup
Annual Special Tax applicable to the Assessor’s Parcel as though it was already
designated as Developed Property, based upon the building permit issued for that
Assessor’s Parcel.
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For each Annual Special Tax obligation to be prepaid, (a) divide the Assigned
Annual Special Tax computed pursuant to paragraph 1 for such Assessor's Parcel
by the estimated Assigned Annual Special Tax applicable to all Assessor’s Parcels
of Developed Property at buildout, as reasonably determined by the Associate
Superintendent, and (b) divide the Backup Annual Special Tax computed pursuant
to paragraph 1 for such Assessor's Parcel by the estimated Backup Annual Special
Tax applicable to all Assessor’s Parcels of Developed Property at buildout, as
reasonably determined by the Associate Superintendent.

Multiply the larger quotient computed pursuant to paragraph 2(a) or 2(b) by the
face value of all outstanding Bonds. The product is the "Bond Redemption
Amount."

Multiply the Bond Redemption Amount by the applicable redemption premiurm, if
any, on the outstanding Bonds to be redeemed with the proceeds of the Bond
Redemption Amount. This product is the "Redemption Premium."

Compute the amount needed to pay interest on the Bond Redemption Amount, the
Redemption Premium, and the Reserve Fund Credit (see step 9) to be redeemed
with the proceeds of the Prepayment Amount until the earliest call date for the
outstanding Bonds.

Estimate the amount of interest earnings to be derived from the reinvestment of the
Bond Redemption Amount plus the Redemption Premiumn until the earliest call date
for the outstanding Bonds.

Subtract the amount computed pursuant to paragraph 6 from the amount computed
pursuant to paragraph 5. This difference is the "Defeasance."”

Estimate the administrative fees and expenses associated with the prepayment,
including the costs of computation of the Prepayment Amount, the costs of
redeeming Bonds, and the costs of recording any notices to evidence the
prepayment and the redemption. This amount is the "Administrative Fee."

Assuming the reserve fund was funded by Bond proceeds, calculate the "Reserve
Fund Credit" as the lesser of: (a) the expected reduction in the applicable reserve
requirements, if any, associated with the redemption of outstanding Bonds as a
result of the prepayment, or (b) the amount derived by subtracting the new reserve
requirements in effect after the redemption of outstanding Bonds as a result of the
prepayment from the balance n the applicable reserve funds on the prepayment
date. Notwithstanding the foregoing, the Reserve Fund Credit shall in no event be
less than 0.
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10.  The Prepayment Amount is equal to the sum of the Bond Redemption Amount, the
Redemption Premium, the Defeasance, and the Administrative Fee, less the
Reserve Fund Credit.

With respect to an Annual Special Tax obligation that is prepaid pursuant to this Section G, the Associate
Superintendent shall indicate in the records of IA A of CFD No. 6 that there has been a prepayment of the
Annual Special Tax obligation and shall cause a suitable notice to be recorded in compliance with the Act
within thirty (30) days of receipt of such prepayment to indicate the prepayment of the Annual Special Tax
obligation and the release of the Annual Special Tax lien on such Assessor’s Parcel, and the obligation of
such Assessor’s Parcel to pay such Annual Special Tax shall cease.

Notwithstanding the foregoing, no prepayment will be allowed unless the amount of Annual Special Tax that
may be levied in IA A of CFD No. 6, net of an allocable portion of Administrative Expenses, shall be at
least 1.1 times the regularly scheduled annual interest and principal payments on all currently outstanding
Bonds in each future Fiscal Year, as reasonably determined by the Associate Superintendent.

SECTION H
PARTIAL PREPAYMENT OF ANNUAL SPECIAL TAXES

The Annual Special Tax obligation of an Assessor’s Parcel may be partially prepaid at the times and under
the conditions set forth in this section, provided that there are no delinquent Special Taxes, penalties, or
interest charges outstanding with respect to such Assessor’s Parcel at the time the Annual Special Tax
obligation would be prepaid.

1. Partial Prepavment Times and Conditions

Prior to the issuance of the first building permit for the construction of a production Unit on a Lot
within a Final Subdivision Map area, the owner of no less than all the Taxable Property within such
Final Subdivision Map area may elect in writing to the Board to prepay a portion of the Annual
Special Tax obligations for all the Assessor’s Parcels within such Final Subdivision Map area, as
calculated in Section H.2. The partial prepayment of each Annual Special Tax obligation shall be
collected prior to the issuance of the first building permit with respect to each Assessor’s Parcel.

2. Partial Prepayment Amount
The Partial Prepayment Amount shall be calculated according to the following formula:
PP=PsxF
The terms above have the following meanings:

PP = the Partial Prepayment Amount

Ps the Prepayment Amount calculated according to Section G

F = the percent by which the owner of the Assessor’s Parcel is partially prepaying
the Annual Special Tax obligation
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3. Partial Prepayment Procedures and Limitations

With respect to any Assessor’s Parcel that is partially prepaid, the Board shall indicate in the
records of IA A of CFD No. 6 that there has been a partial prepayment of the Annual Special Tax
obligation and shall cause a suitable notice to be recorded in compliance with the Act to indicate the
partial prepayment of the Annual Special Tax obligation and the partial release of the Annual
Special Tax lien on such Assessor’s Parcel, and the obligation of such Assessor’s Parcel to pay
such prepaid portion of the Annual Special Tax shall cease.

Notwithstanding the foregoing, no partial prepayment will be allowed unless the amount of Annual Special
Taxes that may be levied on Taxable Property after such partial prepayment, net of allocable Administrative
Expenses, shall be at least 1.1 times the regularly scheduled annual interest and principal payments on all
currently outstanding Bonds in each future Fiscal Year, as reasonably determined by the Associate
Superintendent.

SECTION I
TERMINATION OF SPECIAL TAX

The Annual Special Tax shall be levied for a term of thirty-three (33) Fiscal Years after the issuance of
Bonds by IA A of CFD No. 6, but in no event shall the Annual Special Tax be levied after Fiscal Year
2040-41.
SECTIONJ
EXEMPTIONS

The Associate Superintendent shall classify as Exempt Property: (i) Assessor’s Parcels owned by the State
of California, Federal or other local governments, (ii) Assessor’s Parcels which are used as places of
worship and are exempt from ad valorem property taxes because they are owned by a religious
organization, (iii) Assessor’s Parcels used exclusively by a homeowners' association, (iv) Assessor’s Parcels
with public or utility easements or other restrictions making impractical their utilization for other than the
purposes set forth in the easement or the restriction, and (v) other types of Assessor’s Parcels, at the
reasonable discretion of the Associate Superintendent, provided that no such classification would reduce the
Acreage of all Taxable Property to less than 126.90 acres of Acreage. Assessor's Parcels which cannot be
classified as Exempt Property because such classification would reduce the Acreage of all Taxable Property
to less than 126.90 acres of Acreage will continue to be classified as Developed Property or Undeveloped
Property, as applicable, and will continue to be subject to Special Taxes accordingly.

SECTION K
APPEALS

Any owner of an Assessor's Parcel claiming that the amount or application of the Special Tax is not correct
may file a written notice of appeal with the Associate Superintendent not later than one (1) Calendar Year
after having paid the first instaliment of the Special Tax that is being disputed. The Associate Superintendent
shall reasonably and promptly review the appeal, and if necessary, reasonably meet with the property
owner, reasonably consider written and oral evidence regarding the amount of the Special Tax, and
reasonably rule on the appeal. If the Associate Superintendent's decision reasonably requires that the
Special Tax Pr an Assessor’s Parcel be reasonably modified or reasonably changed in favor of the
property owner, a cash refund shall not be made (except for the last year of levy), but an adjustment shall
be made to the Annual Special Tax on that Assessor’s Parcel in the subsequent Fiscal Year(s).
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SECTION L
MANNER OF COLLECTION

The Annual Special Tax shall be collected in the same manner and at the same time as ordinary ad valorem
property taxes, provided, however, that IA A of CFD No. 6 may collect Annual Special Taxes at a
different time or in a different manner if necessary to meet its financial obligations.
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RATE AND METHOD OF APPORTIONMENT
OF THE SPECIAL TAX
FOR COMMUNITIES FACILITIES DISTRICT NO. 6
OF THE POWAY UNIFIED SCHOOL DISTRICT

A One-Time Special Tax and an Annual Special Tax shall be levied on and collected in Community
Facilities District No. 6 ("CFD No. 6") of the Poway Unified School District (the "School District")
in amounts to be determined through the application of this Rate and Method of Apportionment of
the Special Tax ("RMA"). All of the real property in CFD No. 6, unless exempted by law or by the
provisions hereof, shall be taxed for the purposes, to the extent, and in the manner herein provided.

SECTION A
DEFINITIONS

The terms hereinafter set forth have the following meanings:

"Acreage' means the land area of an Assessor’s Parcel, exclusive of land area identified as open
space on a Final Map and land area encumbered with public or utility easements making impractical
such land area use for purposes other than those set forth in the easements, including recorded
easements for conservation or open space purposes, as reasonably calculated or determined by the
Assistant Superintendent based on the applicable Assessor Parcel Map, Final Map, parcel map,
condominium plan, or other recorded County parcel map or applicable data.

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

"Administrative Expenses" means any ordinary and necessary expense incurred by the School
District on behalf of the CFD related to the determination of the amount of the levy of special taxes
(e.g., administration consultant, fiscal agent, arbitrage consultant, etc.), the collection of special taxes
including the expenses of collecting delinquencies, the administration of Bonds, the cost of
complying with disclosure requirements of applicable federal and state security laws and the Act, and
the costs of the payment of the appropriate allocable share of salaries and benefits of any School
District employee whose duties are directly related to the administration of the CFD.

"Affordable Unit" means one of not more than 150 Units that (1) is located or shall be located
within a building in which each of the individual Units has or shall have at least one common wall
with another Unit and (ii) is subject to affordable housing restrictions under any applicable law. The
first 150 Units which meet the criteria set forth in (1) and (i1) of the preceding sentence and for which
Building Permits are issued will be designated permanently and irrevocably as Affordable Units.

"Annual Special Tax" means the special tax to be levied in each Fiscal Year on each Assessor’s
Parcel of Taxable Property.

""Assessor’s Parcel" means a lot or parcel of land designated on an Assessor’s Parcel Map with an
assigned Assessor’s Parcel Number.

""Assessor’s Parcel Map" means an official map of the Assessor of the County designating parcels
by Assessor’s Parcel Number.
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" Assessor’s Parcel Number'" means that number assigned to an Assessor’s Parcel by the County
Assessor for purposes of identification.

" Assigned Annual Special Tax" means (i) for Developed Property, the special tax of that name
calculated as described in Section E. 1. below, or (ii) for Undeveloped Property, the special tax of that
name calculated as described in Section E.2. below.

" Assistant Superintendent" means the Assistant Superintendent, Business Support Services of the
School District or his/her designee.

" Attached Unit" means a Unit that (i) is located or shall be located within a building in which each
of the individual Units has or shall have at least one common wall with another Unit, and (i1) is not
an Affordable Unit.

"Board" means the Board of Education of the School District or its designee.

"Bonds" means any obligation to repay a sum of money, including obligations in the form of bonds,
notes, certificates of participation, long-term leases, loans from government agencies, or loans from
banks, other financial institutions, private businesses, or individuals, or long-term contracts, or any
refunding thereof incurred by CFD No. 6 or the School District.

"Building Square Footage" or "BSF" for any Residential Property means all of the square footage
within the perimeter of a residential structure, not including any carport, walkway, garage, overhang,
patio, enclosed patio, detached accessory structure, or similar area, as defined in Section 65995 of the
Government Code.

"Building Permit" means a permit for construction of a residential or commercial/industrial
structure. For purposes of this definition, "Building Permit" shall not include permits for
construction or installation of utility improvements, retaining walls, parking structures or other such
improvements not intended for human habitation or commercial/industrial use.

"Calendar Year" means the period commencing on January 1 of any year and ending the following
December 31.

"CFD No. 6" means Community Facilities District No. 6 established by the School District under
the Act.

"Commercial/Industrial Property" means all Assessor's Parcels of Developed Property other than
Residential Property and Exempt Property.

"County" means the County of San Diego.
"Detached Unit" means a Unit which is not an Affordable Unit or an Attached Unit.
"Developed Property" means all Assessor’s Parcels in CFD No. 6 for which Building Permits for

new construction were issued after the formation of CFD No. 6 and on or before January 1 of the
prior Fiscal Year.
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"Exempt Property'' means the property designated as being exempt from special taxes in Section J.

"Facilities" means those school facilities (including land) and other facilities which the School
District is authorized by law to construct, own or operate and which would service the properties
within CFD No. 6.

"Final Map" means a final tract map, parcel map, lot line adjustment, or functionally equivalent
map or instrument that creates building sites, recorded in the County Office of the Recorder.

"Fiscal Year" means the period commencing on July 1 of any year and ending the following June
30.

"Gross Floor Area" or "GFA" means for Commercial/Industrial Property, the covered and
enclosed space determined to be within the perimeter of a commercial or industrial structure, not
including any storage areas incidental to the principal use of the development, garage, parking
structure, unenclosed w alkway, or utility or disposal area, as defined in Section 6 5995 o f the
Government Code.

"Gross Prepayment Amount" for any Assessor’s Parcel of Developed Property means that gross
prepayment amount determined by reference to Table 2 and adjusted as set forth in Section G.

"Index" means the Marshall & Swift Western Region Class D Wood Frame Index ("M&S Index™),
and if the M&S Index ceases to be used by the State Allocation Board, a reasonably comparable
index used by the State Allocation Board to estimate increases or decreases in school construction
costs, or in the absence of such an index, the Engineering News Record, Construction Cost Index
(Los Angeles Area) published by McGraw-Hill, Inc.

"Land Use Class" means any of the classes of Developed Property, i.e., Commercial/Industrial
Property, Exempt Property, and Residential Property.

"Master Developer' means 4S Kelwood General Partnership, a California general partnership or
any successor.

"Maximum Special Tax" means the maximum special tax, determined in accordance with Section
C, that can be levied by CFD No. 6 on any Assessor's Parcel in any Fiscal Year.

"One-Time Special Tax" means the single payment special tax to be collected from the owner of an
Assessor's Parcel of Undeveloped Property, pursuant to Section D below.

"Partial Prepayment Amount" means the dollar amount required to prepay a portion of the Annual
Special Tax obligation on any Assessor’s Parcel, determined pursuant to Section H.
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"Prepayment Amount" means the dollar amount required to prepay all of the Annual Special Tax
obligation on any Assessor’s Parcel, determined pursuant to Section G.

"Prepayment Ratio" means, with respect to an Assessor's Parcel, for each series of Bonds, the ratio
of (i) the Assigned Annual Special Tax or portion thereof applicable to the Assessor's Parcel at the
time each such series of Bonds was issued and which was used in providing the minimum debt
service coverage required to issue such series of Bonds, as reasonably determined by the Assistant
Superintendent, to (ii) the sum of all the Assigned Annual Special Taxes used in providing the
minimum debt service coverage required to issue such series of Bonds, as reasonably determined by
the Assistant Superintendent.

""Residential Property' means all Assessor’s Parcels of Developed Property for which the Building
Permit was issued for purposes of constructing a Unit(s).

"Special Tax Requirement" means the amount required in any Fiscal Year to pay: (1) the regularly
scheduled debt service payments on all Bonds which are due in the Calendar Year commencing
during such Fiscal Year, assuming that principal is paid when due without acceleration or optional
redemption, (ii) credit or liquidity fees on the Bonds, (iii) the cost of acquisition or construction of
Facilities, (iv) Administrative Expenses, (v) the costs associated with the release of funds from an
escrow account, (vi) any amount required to establish, maintain, or replenish any reserve funds and
credit enhancement facilities established in association with the Bonds, (vii) lease payments for
Facilities, and (vii) any other payments permitted by law.

"Special Tax Requirement A" means, in Fiscal Years in which an elementary school located
within or financed by CFD No. 6 is opened, the amount required to fund the Technology Budget, less
any amount previously received by CFD No. 6 for such purpose from Master Developer. In Fiscal
Years in which no elementary school located within or financed by CFD No. 6 is opened, the Special
Tax Requirement A shall be $0.

"Taxable Property" means all Assessor’s Parcels within the boundaries of CFD No. 6 which are
not exempt from the special tax pursuant to law or Section J below.

"Technology Budget" means, for Fiscal Year 1997-98, $238,770 for each elementary school
constructed in CFD No. 6. Each July 1, commencing July 1, 1998, the Technology Budget for each
elementary school constructed in CFD No. 6 shall be increased or decreased by the annual
percentage change in the Index. For purposes of this calculation, the annual percentage change in the
Index shall be calculated for the twelve (12) months ending November 30 of the prior Fiscal Year.

"Undeveloped Property" means all Assessor’s Parcels in CFD No. 6 for which no Building Permit
was issued after the formation of CFD No. 6 and on or before January 1 of the prior Fiscal Year.

"Undeveloped Special Tax Requirement" means the greater of (1) $0 or (ii) the amount required in
any Fiscal Year to pay: (1) the regularly scheduled debt service payments on all Bonds which are due
in the Calendar Year commencing during such Fiscal Year, assuming that principal is paid when due
without acceleration or optional redemption, (2) credit or liquidity fees on the Bonds, (3)
Administrative Expenses, and (4) any amount required to establish, maintain, or replenish any

Page 4 of 13



reserve funds and credit enhancement facilities established in association with the Bonds, less the
sum of the amounts levied on Developed Property in Section F.1.

"Unit" means each separate residential dwelling unit which comprises an independent facility
capable of conveyance separate from adjacent residential dwelling units. Each Unit shall be
classified as an Affordable Unit, an Attached Unit, or a Detached Unit.

"Zone A" means the area within the boundaries of CFD No. 6 designated as Zone A on the map of
the boundaries of CFD No. 6 most recently recorded in the Maps of Assessment and Community
Facilities Districts in the Office of the Recorder of the County, which area is designated at the time
of the formation of CFD No. 6 as Assessor's Parcel Numbers 678-030-06-00 and 678-050-09-00.

SECTION B
PROPERTY CLASSIFICATION

For each Fiscal Year, beginning Fiscal Year 1997-98, each Assessor’s Parcel in CFD No. 6 shall be
classified as an Assessor’s Parcel of Developed Property, Undeveloped Property or Exempt Property.

SECTION C
MAXIMUM SPECIAL TAX

1. Developed Propertv

In any Fiscal Year the Maximum Special Tax for each Assessor’s Parcel of Residential
Property shall be the Assigned Annual Special Tax. In any Fiscal Year the Maximum
Special Tax for each Assessor's Parcel of Commercial/Industrial Property shall be the amount
of any portion of the One-Time Special Tax that is not collected at the issuance of a Building
Permit, which amount may be levied on such Assessor's Parcel when classified as Developed
Property in any following Fiscal Year.

2. Undeveloped Property

In any Fiscal Year the Maximum Special Tax for each Assessor's Parcel of Undeveloped
Property not located in Zone A shall be the sum of (1) the Assigned Annual Special Tax and
(11) the One-Time Special Tax. In any Fiscal Year the Maximum Special Tax for each
Assessor's Parcel of Undeveloped Property located in Zone A shall be the sum of (i) the
Assigned Annual Special Tax, (ii) the Zone A Assigned Annual Special Tax, and (1i1) the
One-Time Special Tax.
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SECTION D
ONE-TIME SPECIAL TAX

A One-Time Special Tax shall be collected from the owner of each Assessor's Parcel of
Undeveloped Property on the date a Building Permit is 1ssued for such Assessor's Parcel. There shall
be no One-Time Special Tax for Assessor's Parcels of Undeveloped Property for which the Building
Permit is issued for the construction of a residential structure. The One-Time Special Tax for
Calendar Year 1997 for Assessor's Parcels of Undeveloped Property for which the Building Permit is
1ssued for the construction of a structure other than a residential structure shall be $0.30 per square
foot of Gross Floor Area.

On each January 1, commencing January 1, 1998, the amount of the One-Time Special Tax shall be
increased by the greater of the annual percentage change in the Index or two percent (2.00%) of the
amount in effect in the prior Calendar Year. The annual percent change in the Index shall be
calculated for the twelve (12) months ending November 30 of the prior Calendar Year.

SECTIONE
ASSIGNED ANNUAL SPECIAL TAX

1. Developed Property

a. Assigned Annual Special Tax for New Developed Property

The Assigned Annual Special Tax applicable to an Assessor's Parcel in the first
Fiscal Year in which such Assessor's Parcel is classified as Developed Property shall
be the amount determined by reference to Table 1 below, subject to adjustment as
described below, as applicable.

TABLE 1
ASSIGNED ANNUAL SPECIAL TAX
FOR NEW DEVELOPED PROPERTY
FOR FISCAL YEAR 1997-98

Assigned Annual
Land Unit Special Tax
Use Class Type 1997-98
Residential Property Detached Unit $1,770.00 per Unit
Residential Property Attached Unit $782.88 per Unit
Residential Property Affordable Unit $0.00 per Unit
Commercial/Industnal
Property NA £0.00 per GFA
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Each July 1, commencing July 1, 1998, the Assigned Annual Special Tax applicable
to an Assessor's Parcel in the first Fiscal Year in which such Assessor's Parcel is
classified as Developed Property shall be increased by the greater of the annual
percentage change in the Index or two percent (2.00%) of the amount in effect in the
prior Fiscal Year. The annual percentage change in the Index shall be calculated for
the twelve (12) months ending November 30 of the prior Calendar Year.

Assigned Annual Special Tax for Existing Developed Property

Each July 1, commencing the July 1 immediately following the Fiscal Year in which
the Assessor's Parcel was first classified as Developed Property, the Assigned Annual
Special Tax applicable to an Assessor's Parcel shall be increased by two percent
(2.00%) of the amount in effect in the prior Fiscal Year.

2. Undeveloped Property

1.

Assigned Annual Special Tax

The Assigned Annual Special Tax for Undeveloped Property shall be $1,000 per acre
of Acreage in Fiscal Year 1997-98. On each July 1, commencing July 1, 1998, the
Assigned Annual Special Tax shall be increased by two percent (2.00%) of the
amount in effect in the prior Fiscal Year.

Zone A Assigned Annual Special Tax

The Zone A Assigned Annual Special Tax for Undeveloped Property located in Zone
A shall be $5,000 per acre of Acreage in Fiscal Year 1997-98. On each July 1,
commencing July 1, 1998, the Zone A Assigned Annual Special Tax shall be
increased by two percent (2.00%) of the amount in effect in the prior Fiscal Year.

SECTION F

METHOD OF APPORTIONMENT OF THE ANNUAL SPECIAL TAX

Commencing Fiscal Year 1997-98 and for each subsequent Fiscal Year, the Assistant Superintendent
shall reasonably determine the Special Tax Requirement and the Undeveloped Special Tax
Requirement. In addition, in any Fiscal Year in which an elementary school located within or
financed by CFD No. 6 is opened, the Assistant Superintendent shall reasonably determine the
Special Tax Requirement A.

The Annual Special Tax shall be levied as follows:

1. Special Tax Requirement

An Annual Special Tax shall be levied on each Assessor's Parcel of Developed Property in an
amount equal to the Assigned Annual Special Tax applicable to each such Assessor's Parcel.
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Undeveloped Special Tax Requirement

If the Undeveloped Special Tax Requirement is greater than $0, an Annual Special Tax shall
additionally be levied on every Assessor’s Parcel of Undeveloped Property at the same
amount per acre of Acreage as necessary to satisfy the Undeveloped Special Tax
Requirement, up to the Assigned Annual Special Tax applicable to each such Assessor’s
Parcel.

Special Tax Requirement A

An Annual Special Tax shall additionally be levied on every Assessor’s Parcel of
Undeveloped Property located in Zone A at the same amount per acre of Acreage as
necessary to satisfy the Special Tax Requirement A, up to the Zone A Assigned Annual
Special Tax applicable to each such Assessor’s Parcel.

SECTION G
PREPAYMENT OF ANNUAL SPECIAL TAX

The Annual Special Tax obligation of an Assessor’s Parcel of Developed Property or an Assessor’s
Parcel of Undeveloped Property for which a Building Permit has been issued may be prepaid. An
owner of an Assessor's Parcel intending to prepay the Annual Special Tax obligation shall provide
CFD No. 6 with written notice of intent to prepay. Within thirty (30) days of receipt of such written
notice, the Assistant Superintendent shall reasonably determine the Prepayment Amount of such
Assessor's Parcel and shall notify such owner of such Prepayment Amount.

1.

Bond Proceeds Allocation

Prior to the calculation of any Prepayment Amount, a calculation shall be performed to
determine the amount of Bond proceeds that are allocable to the Assessor’s Parcel for which
the Annual Special Tax obligation is to be prepaid, if any. For purposes of this analysis,
Bond proceeds shall equal the par amount of Bonds. For each series of Bonds, Bond
proceeds of such series shall be allocated to each Assessor’s Parcel in an amount equal to the
Bond proceeds times the Prepayment Ratio applicable to such Assessor's Parcel for such
series of Bonds. For each series of Bonds, an amount of Regularly Retired Principal shall
also be allocated to each Assessor’s Parcel, to be calculated pursuant to Section G.3.E.
below. If, after such allocations, the amount of Bond proceeds allocated to the Assessor’s
Parcel for which the Annual Special Tax obligation is to be prepaid less the amount of
Regularly Retired Principal allocated to such Assessor’s Parcel is less than the sum of all the
Gross Prepayment Amounts applicable to such Assessor's Parcel pursuant to Section G.2.,
then the Prepayment Amount for such Assessor's Parcel shall be calculated pursuant to
Section G.2. Otherwise, the Prepayment Amount shall be calculated pursuant to Section G.3.
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Prepavment Amount for Assessor’s Parcel with Allocation of Bonds Less than
Applicable Gross Prepayment Amounts

The Prepayment Amount for each Assessor’s Parcel for which the Prepayment Amount is to
be calculated pursuant to this Section G.2. shall be calculated by (i) counting all the Units of
each Land Use Class applicable to such Assessor's Parcel, (i1) multiplying the sum of the
Units for each Land Use Class for such Assessor's Parcel by the applicable Gross Prepayment
Amount per Unit, and (i11) adding all the products derived from the immediately preceding
step which are applicable to such Assessor's Parcel. This sum is the Prepayment Amount for
the Assessor's Parcel. The Gross Prepayment Amounts for Calendar Year 1997 shall be
determined by reference to Table 2 below.

TABLE 2
GROSS PREPAYMENT AMOUNT
Land Unit Gross Prepayment

Use Class Type Amount 1997
Residential Property Detached Unit $16,328.43 per Unit
Residential Property Attached Unit $7,011.61 per Unit
Residential Property Affordable Unit $0.00 per Unit

Commercial/Industrial
Property NA $0.00 per GFA

On each January 1, commencing January 1, 1998, the Gross Prepayment Amounts applicable
to each Assessor's Parcel shall be increased by the greater of the annual percentage change in
the Index or two percent (2.00%) of the amount in effect in the prior Fiscal Year. The annual
percentage change in the Index shall be calculated for the twelve (12) months ending
November 30 of the prior Calendar Year.

Prepayment Amount for Assessor’s Parcel with Allocation of Bonds Equal to or More
than Applicable Gross Prepayment Amounts

The Prepayment Amount for each Assessor’s Parcel for which the Prepayment Amount is to
be calculated pursuant to this Section G.3. shall be the amount calculated as shown below.

Bond proceeds allocated to Assessor's Parcel

plus A. Redemption Premium

plus B. Defeasance

plus C. Prepayment Fees and Expenses
less D. Reserve Fund Credit

less E. Regularly Retired Principal
less F. Partial Prepayment Credit
equals Prepayment Amount
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Detailed explanations of items A through F follow:
Redemption Premium

The Redemption Premium is calculated by multiplying (i) the principal
amount of the Bonds to be redeemed with the proceeds of the Prepayment
Amount by (i1) the applicable redemption premium, if any, on the Bonds to
be redeemed.

Defeasance

The Defeasance is the amount needed to pay interest on the portion of the
Bonds to be redeemed with the proceeds of the Prepayment Amount until the
earliest call date of the Bonds to be redeemed, net of interest earnings to be
derived from the reinvestment of the Prepayment Amount until the
redemption date of the portion of the Bonds to be redeemed with the
Prepayment Amount. Such amount of interest eamnings will be calculated
reasonably by the Assistant Superintendent.

Prepayment Fees and Expenses

The Prepayment Fees and Expenses are the costs of the computation of the
Prepayment Amount and an allocable p ortion o f the costs o f r edeeming
Bonds and recording any notices to evidence the prepayment and the
redemption, as calculated reasonably by the Assistant Superintendent.

Reserve Fund Credit

The Reserve Fund credit, if any, shall be calculated as the sum of (i) the
reduction in the applicable reserve fund r equirements resulting from the
redemption of Bonds with the Prepayment Amount, plus (ii) the reduction in
the applicable reserve fund requirements attributable to the allocable portion
of regularly scheduled retirement of principal that has occurred, as well as
any other allocable portion of principal retired not related to Prepayment
Amounts or Partial Prepayment Amounts. The allocable portion of regularly
scheduled retirement of principal that has occurred means the total regularly
scheduled retirement of principal that has occurred with respect to each series
of Bonds times the applicable Prepayment Ratio for each such series of
Bonds. The allocable portion of principal retired not related to Prepayment
Amounts or Partial Prepayment Amounts means the total principal retired not
related to Prepayment Amounts or Partial Prepayment Amounts with respect
to each series of Bonds times the applicable Prepayment Ratio for each such
series of Bonds.
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E. Regularly Retired Principal

The Regularly Retired Principal is the total regularly scheduled retirement of
principal that has occurred with respect to each series of Bonds times the
applicable Prepayment Ratio for each such series of Bonds.

F. Partial Prepayment Credit

Partial prepayments of the Annual Special Tax obligation occurring prior to
the issuance of Bonds will be credited in full. Partial prepayments of the
Annual Special Tax obligation occurring subsequent to the issuance of Bonds
will be credited in an amount equal to the greatest amount of principal of the
Bonds that could have been redeemed with the Partial Prepayment
Amount(s), taking into account Redemption Premium, Defeasance,
Prepayment Fees and Expenses, and Reserve Fund Credit, if any, but
exclusive of restrictions limiting early redemption on the basis of dollar
increments, i.e., the full amount of the Partial Prepayment Amount(s) will be
taken into account in the calculation. T he sum o f all applicable p artial
prepayment credits is the Partial Prepayment Credit.

With respect to an Annual Special Tax obligation that has been prepaid, the Assistant Superintendent
shall reasonably indicate in the records of CFD No. 6 that there has been a prepayment of the Annual
Special Tax and shall reasonably cause a suitable notice to be recorded in compliance with the Act
within thirty (30) days of receipt of such prepayment of Annual Special Taxes, to indicate reasonably
the prepayment of Annual Special Taxes and the release of the Annual Special Tax lien on such
Assessor’s Parcel, and the obligation of such Assessor’s Parcel to pay such Annual Special Tax shall
cease.

Notwithstanding the foregoing, no prepayment shall be allowed unless the amount of Annual Special
Taxes that may be levied on Taxable Property both prior to and after the proposed prepayment is at
least 1.1 times annual debt service on all outstanding Bonds.

SECTION H
PARTIAL PREPAYMENT OF ANNUAL SPECIAL TAX

At the time a Fipal Map is recorded for any Taxable Property, the owner filing said Final Map for
recordation concurrently may elect for all of the Assessor’s Parcels created by said Final Map to
prepay a portion of the applicable Annual Special Tax obligation, provided that the Final Map
contains at least 15 Detached Units or 30 Attached Units. The partial prepayment of the Annual
Special Tax obligation for every Assessor's Parcel shall be collected prior to the issuance of a
Building Permit. The Partial Prepayment Amount shall be calculated according to the following
formula:
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PP=PsxF.
These terms have the following meanings:

PP = the Partial Prepayment Amount
P;= the Prepayment Amount calculated according to Section G
= the percent by which the owner of the Assessor’s Parcel is partially prepaying the
Annual Special Tax obligation.

The owner of any Assessor’s Parcel who desires such partial prepayment shall notify the Assistant
Superintendent of (i) such owner’s intent to partially prepay the Annual Special Tax obligation and,
(i) the percentage by which the Annual Special Tax obligation shall be prepaid. The Assistant
Superintendent shall reasonably provide the owner with a statement of the amount required for the
partial prepayment of the Annual Special Tax obligation for an Assessor’s Parcel within thirty (30)
days of the request and may reasonably charge a reasonable fee for providing this service.

With respect to an Annual Special Tax obligation that is partially prepaid, the Assistant
Superintendent shall reasonably indicate in the records of CFD No. 6 that there has been a partial
prepayment of the Annual Special Tax and shall reasonably cause a suitable notice to be recorded in
compliance with the Act within thirty (30) days of receipt of such partial prepayment of Annual
Special Taxes, to indicate reasonably the partial prepayment of Annual Special Taxes and the partial
release of the Annual Special T ax lien on such A ssessor’s P arcel, and the obligation o f such
Assessor’s Parcel to pay such prepaid portion of the Annual Special Tax shall cease.

Notwithstanding the foregoing, no partial prepayment shall be allowed unless the amount of Annual
Special Taxes that may be levied on Taxable Property both prior to and after the proposed partial
prepayment is at least 1.1 times annual debt service on all outstanding Bonds.

SECTION I
TERMINATION OF ANNUAL SPECIAL TAX

The Annual Special Tax shall be levied for a term of twenty-five (25) Fiscal Years after the last bond
series is issued, but in no event shall the Annual Special Tax be levied later than Fiscal Year 2045-
46.

SECTIONJ
EXEMPTIONS

The Assistant Superintendent shall not levy a special tax on Assessor’s Parcels owned by the State of
California, Federal or other local governments except as otherwise provided in Sections 53317.3,
53317.5 and 53340.1 of the Government Code or on Assessor’s Parcels within the boundaries of
CFD No. 6 which are used as places of worship and are exempt from ad valorem property taxes
because they are owned by a religious organization. Notwithstanding the above, the Assistant
Superintendent shall not levy a special tax on Assessor’s Parcels owned by a homeowners'
association, Assessor’s Parcels with public or utility easements making impractical their use for
purposes other than those set forth in the easements, and Assessor’s Parcels identified entirely as
open space on a Final Map.

Page 12 of 13



SECTION K
APPEALS

Any owner of an Assessor's Parcel claiming that the amount or application of the special tax is not
correct may file a written notice of appeal with the Assistant Superintendent not later than one (1)
calendar year after having paid the first installment of the special tax that is being disputed. The
Assistant Superintendent shall reasonably and promptly review the appeal, and if necessary,
reasonably meet with the property owner, reasonably consider written and oral evidence regarding
the amount of the special tax, and reasonably rule on the appeal. If the Assistant Superintendent's
decision reasonably requires that the special tax for an Assessor’s Parcel be reasonably modified or
reasonably changed in favor of the property owner, a cash refund shall not be made (except for the
last year of levy), but an adjustment shall be made to the Annual Special Tax on that Assessor’s
Parcel in the subsequent Fiscal Year(s).

SECTION L
MANNER OF COLLECTION

The One-Time Special Tax shall be collected on or before the date a Building Permit is issued,
provided that any portion of the One-Time Special Tax that is not collected at the issuance of a
Building Permit may be levied on such Assessor's Parcel in any following Fiscal Year. The Annual
Special Tax shall be collected in the same manner and at the same time as ordinary ad valorem
property taxes, provided that CFD No. 6 may collect Annual Special Taxes at a different time orina
different manner if necessary to meet its financial obligations.
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SUMMARY APPRAISAL REPORT
COVERING

Poway Unified School District
CFD No. 6 — Improvement Area A

(4S Ranch/Neighborhood Two)
DATE OF VALUE: SUBMITTED TO:
October 23, 2002 Sandra G. Burgoyne
Poway Unified School District
13626 Twin Peaks Rd.

Poway, CA 92064-3098

DATE OF REPORT: SUBMITTED BY:

October 25, 2002 Stephen G. White, MAI
1370 N. Brea Blvd., Suite 205
Fullerton, CA 92835



Stephen G. White, MAI

Real Estate Appraiser

1370 N. BREA BLVD., SUITE 205 - FULLERTON, CALIFORNIA 92835-4128
(714) 738-1595 *- FAX (714) 738-4371

October 25, 2002

Sandra G. Burgoyne Re: CFD No. 6 — Improvement Area A
Poway Unified School District (4S Ranch/Neighborhood Two)
13626 Twin Peaks Rd.

Poway, CA 92064-3098
Dear Ms. Burgoyne:

In accordance with your request and the District’s authorization, I have completed a
Complete Appraisal of the taxable properties within Neighborhood Two of 45 Ranch. The
taxable properties include the vacant land for 8 residential tracts (Planning Areas) which are
planned for a total of 565 detached homes on lots ranging from 4,500 s.f. to 16,000 s.f.
minimum. The land ranges from raw condition to near finished lots, plus there are 13 homes
which are just now in the early stage of construction.

The purpose of this appraisal is to estimate the market value of the as is condition of each of

the two merchant builder ownerships and the remaining ownership of the master developer

comprising Neighborhood Two. This appraisal also reflects the proposed public bond

financing, as well as the tax rates of +1.9%, including special taxes, to the homeowners.

Based on the inspections of the properties and analysis of matters pertinent to value, the

following conclusions of market value have been arrived at, subject to the Assumptions and
~ Limiting Conditions, and as of October 23, 2002:

Ownership Market Value
Centex Homes $ 6,640,000
Belle Rive Development Co. $13,530,000
4S Kelwood General Partnership $52.650.000
$72,820,000

The following is the balance of this 37-page Summary Appraisal Report which includes the
Certification, Assumptions and Limiting Conditions, definitions, property data, exhibits,
valuation and market data from which the value conclusions were derived.

Sincerely,

ke AL Wl

Stephen G. White, MAI
SGW:sw (State Certified General Real Estate
Ref: 02054 Appraiser No. AG 013311)
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CERTIFICATION

I certify that, to the best of my knowledge and belief:

1.

2.

10.

The statements of fact contained in this report are true and correct.

The reported analyses, opinions and conclusions are limited only by the reported
assumptions and limiting conditions, and are my personal, impartial, and unbiased
professional analyses, opinions and conclusions.

I have no present or prospective interest in the property that is the subject of this
report, and no personal interest with respect to the parties involved.

I have no bias with respect to the property that is the subject of this report or to the
parties involved with this assignment.

My engagement in this assignment was not contingent upon developing or reporting
predetermined results.

My compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that favors
the cause of the client, the amount of the value opinion, the attainment of a stipulated
result, or the occurrence of a subsequent event directly related to the intended use of
this appraisal.

My analyses, opinions and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice.

I have made a personal inspection of the property that is the subject of this report.

No one provided significant professional assistance to the person signing this report,
other than data research by my associate, John Hockman.

The use of this report is subject to the requirements of the Appraisal Institute relating
to review by its duly authorized representatives.

As of the date of this report, I have completed the requirements of the continuing education
program of the Appraisal Institute.

Ut A wke

Stephen G. White, MAI
(State Certified General Real Estate
Appraiser No. AG013311)




ASSUMPTIONS AND LIMITING CONDITIONS

This appraisal has been based upon the following assumptions and limiting conditions:

1.

10.

11.

No responsibility is assumed for the legal description provided or for matters
pertaining to legal or title considerations. Title to the property is assumed to be good
and marketable unless otherwise stated.

The property is appraised free and clear of any or all liens or encumbrances unless
otherwise stated.

Responsible ownership and competent property management are assumed.

The information furnished by others is believed to be reliable, but no warranty is
given for its accuracy.

All engineering studies, if applicable, are assumed to be correct. Any plot plans or
other illustrative material in this report are included only to help the reader visualize

the property.

It is assumed that there are no hidden or unapparent conditions of the property,
subsoil, or structures that render it more or less valuable. No responsibility is
assumed for such conditions or for obtaining the engineering studies that may be
required to discover them.

It is assumed that the property is in full compliance with all applicable federal, state
and local environmental regulations and laws unless the lack of compliance is stated,
described and considered in the appraisal report.

It is assumed that the property conforms to all applicable zoning and use regulations
and restrictions unless a nonconformity has been identified, described and considered
in the appraisal report.

It is assumed that all required licenses, certificates of occupancy, consents and other
legislative or administrative authority from any local, state or national government or
private entity or organization have been or can be obtained or renewed for any use on
which the value estimate contained in the report is based.

It is assumed that the use of the land and improvements is confined within the
boundaries or property lines of the property described and that there is no
encroachment or trespass unless noted in the report.

Unless otherwise stated in this report, the existence of hazardous materials, which
may or may not be present on the property, was not observed by the appraiser.
However, the appraiser is not qualified to detect such substances. The presence of
such substances may affect the value of the property, but the value estimated in this



ASSUMPTIONS AND LIMITING CONDITIONS, Continuing

12.

13.

14.

appraisal is based on the assumption that there is no such material on or in the
property that would cause a loss in value. No responsibility is assumed for such
conditions or for any expertise or engineering knowledge required to discover them.
The client should retain an expert in this field, if desired.

Any allocation of the total value estimated in this report between the land and the
improvements applies only under the stated program of utilization. The separate
values allocated to the land and buildings must not be used in conjunction with any
other appraisal and are invalid if so used.

Possession of this report, or a c