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Except where otherwise indicated, all information contained in this Official Statement has been
provided by the District and the City. No dealer, broker, salesperson or other person has been authorized by
the District or the City to give any information or to make any representations in connection with the offer or
sale of the Bonds other than those contained in this Official Statement and, if given or made, such other
information or representations must not be relied upon as having been authorized by the District or the City.
This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor shall there
be any sale of the Bonds by a person in any jurisdiction in which it is unlawful for such person to make such
an offer, solicitation or sale.

The information contained in this Official Statement has been obtained from sources that are believed
to be reliable, but this information 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 this information.

Certain statements included or incorporated by reference in this Official Statement constitute
“forward-looking statements” within the meaning of the United States Private Securities Litigation Reform Act
of 1995, Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A of
the United States Securities Act of 1933, as amended. Such statements are generally identifiable by the
terminology used such as “plan,” “expect,” “estimate,” “project,” “budget,” “believe,” “anticipate” or other
similar words. Such forward-looking statements include, but are not limited to, certain statements contained in
the information under the caption “IMPROVEMENT AREA NO. 2.”

LR N3 LR N3 LR N3

The achievement of certain results or other expectations contained in such forward-looking
statements involves known and unknown risks, uncertainties and other factors that may cause actual
results, performance or achievements described in this Official Statement to be materially different
from any future results, performance or achievements expressed or implied by such forward-looking
statements. The City does not plan to issue any updates or revisions to the forward-looking statements
set forth in this Official Statement. In evaluating such statements, potential investors should specifically
consider the various factors that could cause actual events or results to differ materially from those
indicated by such forward-looking statements.

In connection with the offering of the Bonds, the Underwriter may overallot or effect transactions that
stabilize or maintain the market price of the Bonds at a level above that which might otherwise prevail in the
open market. Such stabilizing, if commenced, may be discontinued at any time. The Underwriter may offer
and sell the Bonds to certain dealers and dealer banks and banks acting as agent and others at prices lower than
the public offering prices stated on the inside cover page of this Official Statement, and the Underwriter may
change those public offering prices from time to time.

The Bonds have not been registered under the Securities Act of 1933, as amended, in reliance
upon an exemption contained in such act, and have not been registered or qualified under the securities
laws of any state.

The City maintains a website. However, the information presented on such website is not a part of
this Official Statement and should not be relied upon in making an investment decision with respect to the
Bonds.



TABLE OF CONTENTS

INTRODUCTION .....coeiiieiieiinie et 1
GENEIAL....ouiiiiieiiiicee s 1
The DIStHCE .o 1
APPraiSal .....c.ooviiiiiieie e 2
Sources of Payment for the Bonds...........ccccceeueee 3
Description of the Bonds............ccoccoeviiineincnenns 4
TaX MAEIS ..o 5
Professionals Involved in the Offering................... 5
Continuing DISCIOSUIE.........ccccveveveiesece e 5
Bond Owners’ RisKS .......cccovvviiiiniiiiiinnic e, 5
Other INfOrmation .........ccccccvvevvciiieneinienese e 5

THE PROJECT ...ooviviieecie et 6
GENEIAl....oeiiii e 6
Estimated Sources and Uses of Funds.................... 6

THE BONDS .....ooorrnririennresnssssesssesssesssessnenes 7
General Provisions...........c.cococviiiiiiiinins 7
Book-Entry Only System .........cccoeviienineiencnenens 7
Authority for ISSUANCE.........ccoereiiiirceeeee 7
Redemption ... 8
Registration, Transfer and Exchange ................... 11
Debt Service Schedule ... 11

SOURCES OF PAYMENT FOR THE BONDS......13
Limited Obligations ...........ccooevviininnieninie e 13
SPECIAl TAXES .eviveiiceieeerie s 13
Reserve Account of the Special Tax Fund............ 18
Issuance of Parity Bonds Solely for Refunding
PUIPOSES ..t 19
NO ACCEIEratioN .......ccvvieieiiiriie e 20

IMPROVEMENT AREANO. 2 ....ccooooomrrirriininns 20
General DesCription .........ccoccoeeiereienencieseneens 20
Status of Development ..., 21
Summary of Development ..........cccocovveevievnenen, 24
Description of Authorized Facilities..................... 24
The DeVEIOPET ......ccveieeie e 24
Estimated Direct and Overlapping Indebtedness .27
Expected Tax Burden.........cccccoevieveeveeveececnee, 28
Estimated Value-to-Lien Ratio .........c.cccoceveenene 30
Appraised Property Values .........c.ccocoeveinenennn. 32
Delinquency HiStory ........ccccooevevninninenccnee 32

SPECIAL RISK FACTORS......cccoovniirriecseniens 33
Concentration of Ownership .........cccccoeeiiveivennnns 33
Limited Obligations .........ccccvevvviieviiniie e 33
Insufficiency of Special Taxes........ccoevvrvrivrennnn 34
Risks of Real Estate Secured Investments
GeNErally......coveiiiiiiiiec e 35
Failure to Develop Properties...........ccccooeveienennnn. 35
Endangered SPecies .........cccvvveieneneineneienee 36
Natural DiSaSters........ccoovevererierieseseeeerereseneens 36
Hazardous SubStances..........ccocvvevirenicieneienne 37
Shapiro DeCiSioN .........ccooieievini e 38
Parity Taxes and Special Assessments................. 38
Disclosures to Future Purchasers ..........ccccoceeeeee 39
Special Tax Delinquencies...........ccocveereeeenenenn 39

Non-Cash Payments of Special Taxes ................ 40

Payment of the Special Tax is Not a Personal

Obligation of the OWNErs.........cccceveiivirciiiinieas 40
Land Values ..o 40
Billing of Special TaXesS........c.ccoevvvvviveiveienerennens 41
Value-to-Lien Ratios.......ccccovvirienernienenecsieee 41
IRS Audit of Tax-Exempt Bond Issues................ 41
FDIC/Federal Government Interests in Properties42
Bankruptcy and FOreclosure .........ccccceeeveveiennns 43
No Acceleration Provision .........cc.ccoeeeeeveneienens 44
Loss of Tax EXemption .........cccccovvereiinencicnennn. 44
Limitations on Remedies ...........ccocvvveiiieneiennns 45
Limited Secondary Market............ccccccereneiinennnn. 45
Proposition 218 .........cccoceveineneiineneseeee 45
Ballot INitiatiVes........cccooeveveieiisieeceee e 46
Tax Cuts and JObS ACt .......ccervvrvrviieecseene 46
Potential Early Redemption of Bonds from
Prepayments or Other SOUrces...........cccevvevvenrene. 47
CONTINUING DISCLOSURE..........ccoecvevivieieennn 47
DISHCE oot 47
DEVEIOPEN ..ot 47
LEGAL MATTERS ..ot 48
TAX EXEMPTION ....coooviiiiiieieese e 48
NO LITIGATION. ...t 50
NO RATING ...ooveiitieise e 50
UNDERWRITING ......ooeiiiviecee e 50
FINANCIAL INTERESTS.....ovvvimrrireeieneieenneonns 50
PENDING LEGISLATION.....ccccooviiiiiierieisieienes 50
ADDITIONAL INFORMATION.......cceccveiiieiiees 50
APPENDIX A RATE AND METHOD OF
APPORTIONMENT OF
SPECIAL TAX .oovviiieieieine, A-1
APPENDIX B SUPPLEMENTAL
INFORMATION
CONCERNING THE CITY
OF SALINAS AND THE
COUNTY OF MONTEREY .....B-1
APPENDIXC SUMMARY OF
INDENTURE.......cccoveiiiree C-1
APPENDIX D-1 FORM OF DISTRICT
CONTINUING
DISCLOSURE
CERTIFICATE ......ccceoveunnen. D-1-1
APPENDIX D-2 FORM OF DEVELOPER
CONTINUING
DISCLOSURE
CERTIFICATE ......ccceoveunnnn. D-2-1
APPENDIX E FORM OF OPINION OF
BOND COUNSEL ..........c........ E-1
APPENDIX F BOOK-ENTRY ONLY
SYSTEM....cocoovvieiii e, F-1
APPENDIX G APPRAISAL........ccoevvveiirennn, G-1



[MAP]



$1,955,000
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE
CITY OF SALINAS
2019 SPECIAL TAX BONDS
(IMPROVEMENT AREA NO. 2)

INTRODUCTION
General

The purpose of this Official Statement, which includes the front cover page, the inside front cover
page, the table of contents and the attached appendices (collectively, the “Official Statement”), is to provide
certain information concerning the issuance of the $1,955,000° Community Facilities District No. 2016-1
(Monte Bella) of the City of Salinas 2019 Special Tax Bonds (Improvement Area No. 2) (the “Bonds”). The
proceeds of the Bonds will be used: (i) to finance the acquisition of certain public facilities and improvements
authorized to be financed by Improvement Area No. 2 of the District (the “Project”); (ii) to fund a deposit to
the Reserve Account; (iii) to capitalize interest on the Bonds through September 1, 2020; and (iv) to pay the
costs of issuance of the Bonds. See the captions “THE PROJECT,” “ESTIMATED SOURCES AND USES
OF FUNDS” and “SOURCES OF PAYMENT FOR THE BONDS—Reserve Account of the Special Tax
Fund.”

This introduction is not a summary of this Official Statement. It is only a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire Official
Statement, including the appendices, and the documents summarized or described in this Official Statement. A
full review should be made of the entire Official Statement. The sale and delivery of Bonds to potential
investors is made only by means of the entire Official Statement. All capitalized terms which are used in this
Official Statement and not defined have the meanings set forth in Appendix C.

The Bonds are authorized to be issued pursuant to the Mello-Roos Community Facilities Act of 1982,
as amended (Section 53311 et seq. of the Government Code of the State of California) (the “Act”), and a Bond
Indenture dated as of December 1, 2019 (the “Indenture”) by and between Community Facilities District No.
2016-1 (Monte Bella) of the City of Salinas (the “District”) and The Bank of New York Mellon Trust
Company, N.A., as trustee (the “Trustee”™).

The Bonds are secured under the Indenture by a pledge of and lien upon certain Net Taxes (as such
term is defined in this Official Statement) and all moneys in the Special Tax Fund (other than the
Administrative Expenses Account) as described under the Indenture.

The District

Formation Proceedings. The District was formed by the City of Salinas (the “City”) pursuant to the
Act.

The Act was enacted by the State of California (the “State”) Legislature to provide an alternative
method of financing certain public capital facilities and services, especially in developing areas of the State.
Any local agency (as such term is defined in the Act) may establish a district to provide for and finance the
cost of eligible public facilities and services. Generally, the legislative body of the local agency that forms a
district acts on behalf of such district as its legislative body. Subject to approval by two-thirds of the votes cast
at an election and compliance with the other provisions of the Act, a legislative body of a local agency may
issue bonds for a district and may levy and collect a special tax within such district to repay such indebtedness.

" Preliminary; subject to change.



Pursuant to the Act, the City Council adopted the necessary resolutions stating its intent to establish
the District, to authorize the levy of Special Taxes (as such term is defined in this Official Statement) on
taxable property within the boundaries of the District, and to have the District incur bonded indebtedness.
Following public hearings conducted pursuant to the provisions of the Act, the City Council adopted
resolutions establishing the District and calling special elections to submit the authorization of the levy of the
Special Taxes and the incurring of bonded indebtedness to the qualified voters of the District, including: (i)
Resolution No. 21082 adopted by the City Council of the City on November 29, 2016, pursuant to which the
City formed the District and designated Improvement Area No. 2 (the “Resolution of Formation”); and
(i) Ordinance No. 2582 adopted by the legislative body of the District on November 29, 2016, providing for
the levying of the Special Taxes (the “Ordinance”).

On November 29, 2016, at an election held pursuant to the Act, the landowners who comprised the
qualified voters of Improvement Area No. 2 of the District authorized the District to incur bonded indebtedness
in an aggregate principal amount not to exceed $3,025,000 and approved the rate and method of apportionment
of the Special Taxes (the “Rate and Method”) for Improvement Area No. 2 of the District to pay the principal
of and interest on the bonds of the District. See the caption “THE BONDS—Authority for Issuance.” The
City Council of the City acts as the legislative body of the District.

Description of the City, the District and Improvement Area No. 2. The City serves as the county seat
of the County of Monterey (the “County”) in the Central Coast region of California, 17 miles inland from
Monterey Bay, 325 miles north of Los Angeles and 105 miles south of San Francisco. The City was
incorporated as a charter city in 1874 and has an area of approximately 24 square miles. The population of the
City is estimated to be approximately 162,470. See Appendix B for general information relating to the City.
No funds of the City are available for payment of the Bonds.

The District, which is located entirely within the City, consists of Improvement Area Nos. 1, 2 and 3.
Special taxes or other moneys derived from Improvement Area Nos. 2 and 3 are not available for payment of
debt service on the Bonds.

Improvement Area No. 2 of the District consists of approximately 11.10 gross acres. Excluding
public streets, open space and other public improvements, the 63 lots within Improvement Area No. 2 that will
be subject to the Special Tax comprise approximately 7.53 acres. As of September 15, 2019 (the “Date of
Value”), the date of value of the Appraisal (as described under the caption “—Appraisal”), excluding below-
market rate units which will not be subject to the Special Tax, the developer of Improvement Area No. 2, KB
Home South Bay, Inc., a California corporation (the “Developer”), had completed approximately 6 single
family residences, 2 of which are utilized as model homes and 4 of which have been sold and closed to
individual homeowners. As of [ ], 2019: (i) a total of [__] single family residences were constructed,
sold and closed; (ii) [__] single family residences (including [__] model homes) were completed but unsold;
(iii) [__] single family residences were under construction with building permits received (of which [__] are
currently under contract); and (iv) [__] parcels were in a finished lot condition with construction yet to begin.
The property owners within Improvement Area No. 2, including the Developer, are referred to in this Official
Statement as the “Property Owners.” Sece the caption “IMPROVEMENT AREA NO. 2—General
Description.” Improvement Area No. 2 is located in the southeastern portion of the City near the City limits
on the east side of Monte Bella Boulevard near Palermo Drive.

Appraisal

An Appraisal of the parcels within Improvement Area No. 2 dated [ ], 2019 and updated [
_1, 2019 was prepared by BBG Inc. in connection with issuance of the Bonds. The purpose of the Appraisal
was to estimate the fee simple market value of the parcels in Improvement Area No. 2 by ownership and the
aggregate value of all taxable property as of the Date of Value, September 15, 2019 which represents the date
of inspection. The values are subject to a hypothetical condition that the Bonds have sold and such values



represent not-less-than estimates. According to the Appraisal, the value of the parcels within Improvement
Area No. 2 is as follows:

Owner Description Appraised Value
Developer 2 Model Homes, 29 Partially Completed Homes and 28 Finished Lots $11,499,000
Individual Homeowners 4 Completed Homes 2,120,000
TOTAL $13,619,000

See the caption “IMPROVEMENT AREA NO. 2—Appraised Property Value” and Appendix G.
None of the City, the District or the Underwriter makes any representation as to the accuracy or completeness
of the Appraisal.

Sources of Payment for the Bonds

Special Taxes. As used in this Official Statement, the term “Special Taxes” means the taxes
authorized to be levied by the District on property within Improvement Area No. 2 in accordance with the
Ordinance, the Resolution of Formation, the Act and the voter approval obtained at the November 29, 2016
election in Improvement Area No. 2, including any scheduled payments and any Prepayments (as such term is
defined in the Indenture) of Special Taxes, and the net proceeds of the redemption or sale of property sold as a
result of foreclosure of the lien of the Special Taxes to the amount of said lien and penalties and interest on
such Special Taxes. See the caption “SOURCES OF PAYMENT FOR THE BONDS—Special Taxes” and
Appendix A.

Under the Indenture, the District has pledged to repay the Bonds from: (i) the “Net Taxes,” which
consist of the Special Taxes less amounts set aside to pay Administrative Expenses not to exceed $15,000 (the
“Administrative Expenses Cap”); and (ii) amounts in the Special Tax Fund (other than the Administrative
Expenses Account) established under the Indenture.

The Net Taxes are the primary security for the repayment of the Bonds. In the event that the Special
Taxes are not paid when due, the only sources of funds available to pay the debt service on the Bonds are
amounts held by the Trustee in the Special Tax Fund, including amounts held in the Reserve Account. See the
caption “SOURCES OF PAYMENT FOR THE BONDS—Reserve Account of the Special Tax Fund.”

Foreclosure Proceedings. The District has covenanted for the benefit of the Owners of the Bonds
that it will: (i) commence judicial foreclosure proceedings against parcels with delinquent Special Taxes in
excess of $10,000 by the October 1 following the close of each fiscal year of the District ending June 30 (each,
a “Fiscal Year”) in which such Special Taxes were due; (i) commence judicial foreclosure proceedings
against all parcels with delinquent Special Taxes by the October 1 following the close of each Fiscal Year in
which it receives Special Taxes in an amount which is less than 95% of the total Special Tax levied and the
amount on deposit in the Reserve Account is at less than the Reserve Requirement; and (iii) diligently pursue
such foreclosure proceedings until the delinquent Special Taxes are paid. See the caption “SOURCES OF
PAYMENT FOR THE BONDS—Special Taxes—Proceeds of Foreclosure Sales.” There is no assurance that
the taxable property within Improvement Area No. 2 can be sold for the appraised values described in this
Official Statement, or for a price sufficient to pay the delinquent Special Taxes (plus related penalties and
interest) in the event of a default in payment of Special Taxes by the current or future landowners within
Improvement Area No. 2. See the caption “SPECIAL RISK FACTORS—Land Values.”

Neither the faith and credit nor the taxing power of the City, the State or any political
subdivision of the State other than the District is pledged to the payment of the Bonds or any Parity
Bonds (as such term is defined in this Official Statement). Except for the Net Taxes, no other taxes are
pledged to the payment of the Bonds or any Parity Bonds. The Bonds and any Parity Bonds are neither
general or special obligations of the City nor general obligations of the District, but are limited
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obligations of the District payable solely from certain amounts deposited by the District in the Special
Tax Fund (exclusive of the Administrative Expenses Account), as more fully described in this Official
Statement.

Issuance of Parity Bonds Solely for Refunding Purposes. The District may, without the consent of
the Owners of the Bonds, issue additional indebtedness secured by the Net Taxes on a parity with the Bonds
(“Parity Bonds”), provided that: (i) such Parity Bonds may be issued solely to refund the Bonds or other
Parity Bonds for debt service savings; and (ii) the total aggregate principal amount of the Bonds and all Parity
Bonds shall not exceed $3,025,000 (the amount authorized by the Property Owners under the Rate and
Method) at any time. See the caption “SOURCES OF PAYMENT FOR THE BONDS—Issuance of Parity
Bonds Solely for Refunding Purposes.”

Other taxes and/or special assessments with liens that are equal in priority to the continuing lien of the
Special Taxes have been levied as described under the captions “IMPROVEMENT AREA NO. 2—Estimated
Direct and Overlapping Indebtedness” and “IMPROVEMENT AREA NO. 2—Expected Tax Burden.”
Additional other taxes and/or special assessments may also be levied in the future on the property within
Improvement Area No. 2, which could adversely affect the willingness of the Property Owners to pay the
Special Taxes when due. See the caption “SPECIAL RISK FACTORS—Parity Taxes and Special
Assessments.”

No Teeter Plan. To date, the Special Taxes have not been levied in Improvement Area No. 2, so there
are no current or prior delinquencies in Special Tax payments. Special Taxes are expected to be levied for the
first time in Fiscal Year 2019-20. Because the County’s “Teeter Plan” (which is the Alternative Method of
Distribution of Tax Levies and Collections and of Tax Sale Proceeds, as provided for in Section 4701 et seq. of
the Revenue and Taxation Code of the State of California) is not available for community facilities districts
such as the District, collections of Special Taxes will reflect actual delinquencies. Neither the City, the
Underwriter nor the District can predict the willingness or ability of the Property Owners to pay the Special
Taxes when the levy thereof commences in or about Fiscal Year 2019-20.

Description of the Bonds

The Bonds will be issued and delivered as fully registered Bonds, registered in the name of Cede &
Co., as nominee of The Depository Trust Company, New York, New York (“DTC”), and will be available to
actual purchasers of the Bonds (the “Beneficial Owners”) in the integral multiples of $5,000, under the book-
entry system maintained by DTC, only through brokers and dealers who are or act through DTC Participants as
described in this Official Statement. Beneficial Owners will not be entitled to receive physical delivery of the
Bonds. In the event that the book-entry only system described in this Official Statement is no longer used with
respect to the Bonds, the Bonds will be registered and transferred in accordance with the Indenture. See
Appendix C.

Principal of, premium, if any, and interest on the Bonds is payable by the Trustee to DTC.
Disbursement of such payments to DTC Participants is the responsibility of DTC and disbursement of such
payments to the Beneficial Owners is the responsibility of DTC Participants. In the event that the book-entry
only system is no longer used with respect to the Bonds, the Beneficial Owners will become the registered
owners of the Bonds and will be paid principal and interest by the Trustee, all as described in this Official
Statement. See Appendix F.

The Bonds are subject to optional redemption, mandatory sinking fund redemption and extraordinary
redemption from Special Tax Prepayments as described under the caption “THE BONDS—Redemption.” For
a more complete description of the Bonds and the basic documentation pursuant to which they are being sold
and delivered, see the caption “THE BONDS” and Appendix C.



Tax Matters

In the opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach,
California (“Bond Counsel”), under existing statutes, regulations, rulings and judicial decisions and assuming
compliance with certain covenants and requirements described in this Official Statement, interest (and original
issue discount) on the Bonds is excluded from gross income for federal income tax purposes and is not an item
of tax preference for purposes of calculating the federal alternative minimum tax imposed on individuals. It is
the further opinion of Bond Counsel that interest (and original issue discount) on the Bonds is exempt from
State personal income tax. See the caption “TAX EXEMPTION.”

Professionals Involved in the Offering

The Bank of New York Mellon Trust Company, N.A. will act as Trustee under the Indenture. Harris
& Associates (the “Special Tax Consultant”) has acted as Special Tax consultant to the District. BBG Inc.
(the “Appraiser”), has undertaken an appraisal of the parcels within Improvement Area No. 2 (the
“Appraisal”). See Appendix G. Stifel, Nicolaus & Company, Incorporated is the Underwriter of the Bonds.
Certain proceedings in connection with the issuance and delivery of the Bonds are subject to the approval of
Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, California, as Bond Counsel
and Disclosure Counsel to the District. Certain legal matters will be passed on for the City and the District by
the City Attorney, for the Underwriter by Jones Hall, A Professional Law Corporation, San Francisco,
California, for the Trustee by its counsel and for the Developer by its in-house counsel.

For information concerning the respects in which certain of the above-mentioned professionals,
advisors, counsel and agents may have a financial or other interest in the offering of the Bonds, see the caption
“FINANCIAL INTERESTS.”

Continuing Disclosure

The District has agreed to provide, or cause to be provided, to the Municipal Securities Rulemaking
Board certain annual financial information and operating data and notice of certain enumerated events. The
District’s covenants have been made in order to assist the Underwriter in complying with the Securities and
Exchange Commission’s Rule 15¢2-12 (“Rule 15¢2-12”). In addition, although not an obligated party under
Rule 15c2-12, the Developer has agreed to provide, or cause to be provided, to the Municipal Securities
Rulemaking Board certain annual information and notice of certain enumerated events. See the caption
“CONTINUING DISCLOSURE” and Appendices D-1 and D-2 for a description of the specific nature of the
annual reports and notices of enumerated events to be filed by the District and the Developer.

Bond Owners’ Risks

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

Other Information

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

Brief descriptions of the Bonds and the Indenture are included in this Official Statement. Such
descriptions and information do not purport to be comprehensive or definitive. All references to the Indenture,
the Bonds and the Constitution and laws of the State as well as the proceedings of the City Council, acting as



the legislative body of the District, are qualified in their entirety by references to such documents, laws and
proceedings, and with respect to the Bonds, by reference to the Indenture.

Copies of the Indenture, the District Disclosure Certificate, the Developer Disclosure Certificate and
other documents and information that are referred to in this Official Statement are available for inspection and
(upon request and payment to the City of a charge for copying, mailing and handling) for delivery from the
City at the Office of the City Clerk at 200 Lincoln Avenue, Salinas, California 93901, Attention: City Clerk.

THE PROJECT

General

A portion of the Bond proceeds will be used by the District to design, construct and/or acquire certain
authorized City facilities (collectively, the “Project”). The Project components authorized to be financed from
Bond proceeds consist of water and sewer improvements, storm drain improvements, joint trench utility
improvements, street facilities, curb, gutter and sidewalk improvements, including streetlights and traffic
signals, as well as incidental expenses related to the planning, design and completion of such facilities. Such
backbone infrastructure has been completed by the Developer and its predecessors and a portion of the
proceeds of the Bonds will be used to reimburse the Developer for a portion of the costs thereof.
Estimated Sources and Uses of Funds

The following table sets forth the expected sources and uses of Bond proceeds:

Sources of Funds®

Principal Amount of Bonds $
Plus Net Original Issue Premium
TOTAL SOURCES $

Uses of Funds®

Deposit in Project Fund $
Deposit in Capitalized Interest Account®
Deposit in Administrative Expenses Account
Deposit in Reserve Account
Costs of Issuance®
TOTAL USES $

@ Amounts rounded to the nearest dollar. Totals may not add.

@ To be applied to pay interest on the Bonds through September 1, 2020.

@ Includes fees of the Trustee, the Special Tax Consultant, the Appraiser, legal fees, printing costs, Underwriter’s discount and
other costs of issuance.



THE BONDS
General Provisions

The Bonds will be dated their date of delivery and will bear interest at the rates per annum set forth on
the inside front cover page of this Official Statement, payable semiannually on March 1 and September 1 of
each year, commencing March 1, 2020 (each, an “Interest Payment Date”), and will mature in the amounts
and on the dates set forth on the inside cover page of this Official Statement. The Bonds will be issued in fully
registered form in integral multiples of $5,000.

Interest will be calculated on the basis of a 360-day year comprised of twelve 30-day months. Interest
on any Bond will be payable from the Interest Payment Date next preceding the date of authentication of such
Bond, unless: (i) such date of authentication is an Interest Payment Date, in which event interest will be
payable from such date of authentication; (ii) the date of authentication is after a Record Date but prior to the
immediately succeeding Interest Payment Date, in which event interest will be payable from the Interest
Payment Date immediately succeeding the date of authentication; or (iii) the date of authentication is prior to
the close of business on the first Record Date, in which event interest will be payable from the dated date of
the Bonds; provided, however, that if at the time of authentication of a Bond, interest is in default, interest on
such Bond will be payable from the last Interest Payment Date to which the interest has been paid or made
available for payment or, if no interest has been paid or made available for payment on such Bond, interest on
such Bond will be payable from its dated date. The term “Record Date” is defined to mean the fifteenth day
of the month preceding an Interest Payment Date, regardless of whether such day is a Business Day.

Interest on any Bond will be paid to the person whose name appears as its owner in the registration
books held by the Trustee on the close of business on the Record Date. Interest will be paid by check of the
Trustee mailed by first class mail, postage prepaid, to the Owner at its address on the registration books.
Pursuant to a written request prior to the Record Date of an Owner of at least $1,000,000 in aggregate principal
amount of Bonds, payment will be made by wire transfer in immediately available funds to a designated
account in the United States.

Principal of the Bonds and any premium due upon redemption is payable upon presentation and
surrender of the Bonds at the principal corporate trust office of the Trustee in Los Angeles, California.

Book-Entry Only System

The Bonds are issued as fully registered bonds and will be registered in the name of Cede & Co., as
nominee of DTC. DTC will act as securities depository of the Bonds. Ownership interests in the Bonds may
be purchased in book-entry form only in integral multiples of $5,000. The Trustee will make payments due
with respect to the Bonds to DTC but assumes no responsibility for DTC’s disbursement of funds to its
principals. See Appendix F.

Authority for Issuance

The Bonds are issued pursuant to the Act and the Indenture. As required by the Act, the City Council
of the City has taken the following actions with respect to establishing the District (including Improvement
Area No. 2) and the Bonds:

Resolutions of Intention. On October 18, 2016 the City Council adopted Resolution No. 595 stating
its intention to establish the District, including Improvement Area No. 2, and to authorize the levy of a special
tax in the District, including Improvement Area No. 2. On October 18, 2016, the City Council adopted
Resolution No. 596 stating its intention to incur bonded indebtedness in the District, including an amount not
to exceed $3,025,000 in Improvement Area No. 2.



Resolution of Formation. Following a noticed public hearing on November 29, 2016, the City
Council, acting as legislative body of the District, adopted the Resolution of Formation, which established the
District, including Improvement Area No. 2, and authorized the levy of a special tax within the District.

Resolution of Necessity. On November 29, 2016, the City Council adopted Resolution No. 21083,
declaring the necessity to incur bonded indebtedness in an aggregate amount not to exceed $3,025,000 within
Improvement Area No. 2.

Landowner Election and Declaration of Results. On November 29, 2016, an election was held
within each improvement area of the District in which the then-qualified electors within Improvement Area
No. 2 approved a ballot proposition: (i) authorizing Improvement Area No. 2 to incur bonded indebtedness in
an amount not to exceed $3,025,000 to finance the acquisition and construction of various public capital
improvements; (ii) approving the levy of a special tax; and (iii) establishing an appropriations limit for
Improvement Area No. 2. On November 29, 2016, the City Council adopted Resolution No. 21084 pursuant to
which the City Council, acting as the legislative body of the District, approved the canvass of the votes and
declared Improvement Area No. 2 to be fully formed with the authority to levy Special Taxes, to incur bonded
indebtedness and to maintain an appropriations limit.

Ordinance Levying Special Taxes. On November 29, 2016, the City Council, acting as legislative
body of the District, adopted the Ordinance levying the Special Tax within Improvement Area No. 2 in
accordance with the Rate and Method. To date, the District has not levied Special Taxes within Improvement
Area No. 2. The District intends to begin levying Special Taxes within Improvement Area No. 2 beginning in
Fiscal Year 2019-20.

Special Tax Lien and Levy. A Notice of Special Tax Lien encumbering the property within
Improvement Area No. 2 was filed with the County Recorder on December 12, 2016 as Document No.
2016075814.

No Prior Bond Issuances. The City has not previously issued bonds secured by Special Taxes levied
within Improvement Area No. 2.

Resolution of Issuance. On November 19, 2019, the City Council of the City, acting as legislative
body of the District, adopted a resolution authorizing the issuance of the Bonds for the purpose of financing
the Project.

Redemption

Optional Redemption®. The Bonds are subject to redemption prior to their stated maturity dates at the
option of the District on September 1, 20 or any Interest Payment Date thereafter, from such maturities as
selected by the District (and by lot within any one maturity), in integral multiples of $5,000, from moneys
derived by the District from any source, at a redemption price (expressed as a percentage of the principal
amount of the Bonds to be redeemed), together with accrued interest to the date of redemption, as follows:

" Preliminary, subject to change.



Redemption Date Redemption Price

September 1,20 and March 1,20 103%
September 1, 20__and March 1, 20__ 102
September 1, 20__and March 1, 20__ 101
September 1, 20 and any Interest Payment Date thereafter 100

Mandatory Sinking Fund Redemption®. The Bonds maturing on September 1, 20__ (the “20__
Term Bonds”) will be called before maturity and redeemed, from the Sinking Fund Payments that have been
deposited into the Redemption Account, on September 1, 20__, and on each September 1 thereafter prior to
maturity, in accordance with the schedule of Sinking Fund Payments set forth below. The 20__ Term Bonds
so called for redemption will be selected by the Trustee by lot and will be redeemed at a redemption price for
each redeemed 20 Term Bond equal to the principal amount thereof, plus accrued interest to the redemption
date, without premium, as follows:

TERM BONDS MATURING SEPTEMBER 1, 20__

Redemption Date
(September 1) Principal Amount

* Maturity.

If, during the Fiscal Year immediately preceding one of the redemption dates specified above, the
District purchases Bonds, at least 45 days prior to the redemption date the District will notify the Trustee as to
the principal amount purchased and the amount of Bonds so purchased will be credited at the time of purchase,
to the extent of the full principal amount thereof, to reduce such upcoming Sinking Fund Payment for the
Bonds so purchased. All Bonds purchased pursuant to the foregoing sentence will be cancelled pursuant to the
Indenture.

In the event of a partial optional redemption or extraordinary redemption of the Bonds, each of the
remaining Sinking Fund Payments for such Bonds, as described above, will be reduced, as nearly as
practicable, on a pro rata basis, in integral multiples of $5,000, as directed by the District.

Extraordinary Redemption. The Bonds are subject to extraordinary redemption as a whole, or in part
by lot, on any Interest Payment Date, and will be redeemed by the Trustee, from amounts paid by the District
to the Trustee and designated by the District as a prepayment of Special Taxes for one or more parcels in
Improvement Area No. 2 made in accordance with the Rate and Method (“Prepayments”) deposited to the
Redemption Account, plus amounts transferred from the Reserve Account, among maturities as directed in
writing by the District, at the following redemption prices, expressed as a percentage of the principal amount to
be redeemed, together with accrued interest to the redemption date:




Redemption Date Redemption Price

Any Interest Payment Date from (and including) 1,20__, through 103%
(and including) 1,20
1,20 _and 1,20 102
1,20 and 1,20 101
1,20__ and any Interest Payment Date thereafter 100

Such Special Tax Prepayments could be made by any of the owners of any of the property within
Improvement Area No. 2, including the Developer or any individual owner, and they could also be made from
the proceeds of bonds issued by or on behalf of an overlapping special assessment district or community
facilities district. The resulting extraordinary redemption of Bonds that were purchased at a price greater than
the applicable redemption price could reduce the otherwise expected yield on such Bonds. See the caption
“SPECIAL RISK FACTORS— Potential Early Redemption of Bonds from Prepayments or Other Sources.”

Notice of Redemption. So long as the Bonds are held in book-entry form, notice of redemption will
be mailed by the Trustee to DTC and not to the Beneficial Owners of the Bonds under the DTC book-entry
only system. Neither the District nor the Trustee is responsible for notifying the Beneficial Owners, who are to
be notified in accordance with the procedures in effect for the DTC book-entry system. See Appendix F.

The Trustee shall give notice, in the name of the District, of the redemption of Bonds; provided,
however, that a notice of a redemption to be made from other than from Sinking Fund Payments will be
conditioned on there being on deposit on the redemption date sufficient money to pay the redemption price of
the Bonds to be redeemed. Such notice of redemption will: (a) specify the CUSIP numbers (if any), the bond
numbers and the maturity date or dates of the Bonds selected for redemption, except that where all of the
Bonds are subject to redemption, or all of the Bonds of one maturity, are to be redeemed, the bond numbers of
such issue need not be specified; (b) state the date fixed for redemption and surrender of the Bonds to be
redeemed; (c) state the redemption price; (d) state the place or places where the Bonds are to be redeemed;
(e) in the case of Bonds to be redeemed only in part, state the portion of such Bond that is to be redeemed;
() state the date of issue of the Bonds as originally issued; (g) state the rate of interest borne by each Bond
being redeemed; and (h) state any other descriptive information needed to identify accurately the Bonds being
redeemed as specified by the Trustee. Such notice will further state that on the date fixed for redemption, there
will become due and payable on each Bond or portion thereof called for redemption, the principal thereof,
together with any premium, and interest accrued to the redemption date, and that from and after such date,
interest thereon will cease to accrue and be payable. At least 20 days but no more than 60 days prior to the
redemption date, the Trustee will mail a copy of such notice, by first class mail, postage prepaid, to the
respective Owners thereof at their addresses appearing on the Bond Register. The actual receipt by the Owner
of any Bond or the original purchaser of any Bond of notice of such redemption is not a condition precedent to
redemption, and neither the failure to receive nor any defect in such notice will affect the validity of the
proceedings for the redemption of such Bonds, or the cessation of interest on the redemption date. A
certificate by the Trustee that notice of such redemption has been given as provided in the Indenture will be
conclusive as against all parties, and the Owner will not be entitled to show that he or she failed to receive
notice of such redemption.

In addition to the foregoing notice, further notice will be given by the Trustee as set out below, but no
defect in said further notice nor any failure to give all or any portion of such further notice will in any manner
defeat the effectiveness of a call for redemption if notice thereof is given as above prescribed. In addition to
providing any notice of redemption to the Owners, if the Bonds are held in book-entry form, each further
notice of redemption will be sent not later than the date that notice of redemption is mailed to the Owners by
registered or certified mail or overnight delivery service to the Depository and by electronic notice to the
Municipal Securities Rulemaking Board.
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Upon the payment of the redemption price of any Bonds being redeemed, each check or other transfer
of funds issued for such purpose will to the extent practicable bear the CUSIP number (if any) identifying, by
issue and maturity, the Bonds being redeemed with the proceeds of such check or other transfer.

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

Registration, Transfer and Exchange

Registration. The Trustee will keep sufficient books for the registration and transfer of the Bonds.
The ownership of the Bonds will be established by the Bond registration books held by the Trustee.

Transfer or Exchange. The registration of any Bond may, in accordance with its terms, be
transferred upon the Bond registration books by the person in whose name it is registered, in person or by his
or her duly authorized attorney, upon surrender of such Bond for cancellation at the Principal Office of the
Trustee, accompanied by delivery of a written instrument of transfer in a form acceptable to the Trustee and
duly executed by the Owner or his or her duly authorized attorney. The transferor will also provide or cause to
be provided to the Trustee all information necessary to allow the Trustee to comply with any applicable tax
reporting obligations, including without limitation any cost basis reporting obligations under Internal Revenue
Code Section 6045. The Trustee may rely on the information provided to it and has no responsibility to verify
or ensure the accuracy of such information.

Bonds may be exchanged at the Principal Office of the Trustee for a like aggregate principal amount
of Bonds for other authorized denominations of the same maturity and issue. The Trustee will not collect from
the Owner any charge for any new Bond issued upon any exchange or transfer, but will require the Owner
requesting such exchange or transfer to pay any tax or other governmental charge required to be paid with
respect to such exchange or transfer. Whenever any Bonds are surrendered for registration of transfer or
exchange, the District will execute and the Trustee will authenticate and deliver a new Bond or Bonds, as
applicable, of the same issue and maturity, for a like aggregate principal amount; provided that the Trustee is
not required to register transfers or make exchanges of: (a) Bonds for a period of 15 days next preceding any
selection of the Bonds to be redeemed; or (b) any Bonds chosen for redemption.

Debt Service Schedule

The following table presents the annual debt service on the Bonds (including sinking fund
redemptions), assuming that there are no early redemptions. See the caption “—Redemption.”

Date
(September 1) Principal Interest Total

@ $ $ $
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TOTAL $ $ $

@ The amount payable in this period will be paid from moneys held in the Capitalized Interest Account. See the caption “THE
PROJECT—Estimated Sources and Uses of Funds.”
Source: Stifel, Nicolaus & Company, Incorporated.
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SOURCES OF PAYMENT FOR THE BONDS
Limited Obligations

The Bonds are special, limited obligations of the District payable only from amounts pledged under
the Indenture and from no other sources.

The Net Taxes are the primary security for the repayment of the Bonds. Under the Indenture, the
District has pledged to repay the Bonds and any Parity Bonds from the Net Taxes (which are Special Taxes
less amounts set aside to pay Administrative Expenses not to exceed the $15,000 Administrative Expenses Cap
(as such term is defined in Appendix C)). Special Tax revenues include the proceeds of the taxes authorized to
be levied by the District on property within Improvement Area No. 2 in accordance with the Ordinance, the
Resolution of Formation, the Act and the voter approval obtained at the November 29, 2016 election in
Improvement Area No. 2, including any scheduled payments and any Prepayments of Special Taxes, and the
net proceeds of the redemption or sale of property sold as a result of foreclosure of the lien of the Special
Taxes to the amount of said lien and penalties and interest on such Special Taxes.

In the event that the Special Tax revenues are not received when due, the only sources of funds
available to pay the debt service on the Bonds and any Parity Bonds are amounts held by the Trustee in the
Special Tax Fund (other than the Administrative Expenses Account), including amounts held in the Reserve
Account, for the exclusive benefit of the Owners of the Bonds and any Parity Bonds.

Neither the faith and credit nor the taxing power of the City, the State or any political
subdivision of the State other than the District is pledged to the payment of the Bonds or any Parity
Bonds. Except for the Net Taxes, no other taxes are pledged to the payment of the Bonds or any Parity
Bonds. The Bonds and any Parity Bonds are neither general or special obligations of the City nor
general obligations of the District, but are limited obligations of the District payable solely from certain
amounts deposited by the District in the Special Tax Fund (exclusive of the Administrative Expenses
Account), as more fully described in this Official Statement.

Special Taxes

Authorization and Pledge. In accordance with the provisions of the Act, the City Council established
the District on November 29, 2016 for the purpose of financing the acquisition, construction and installation of
various public improvements required in connection with the proposed development within the District. At a
special election held on November 29, 2016, the owners of the property within Improvement Area No. 2
authorized the District to incur indebtedness in an amount not to exceed $3,025,000 for Improvement Area No.
2, and approved the Rate and Method, which authorized the Special Tax to be levied to repay District
indebtedness, including the Bonds.

The District has covenanted in the Indenture that, beginning in Fiscal Year 2019-20 and continuing so
long as any Bonds or Parity Bonds issued under the Indenture are Outstanding, the legislative body of the
District will levy the Special Tax in an amount sufficient, together with other amounts on deposit in the
Special Tax Fund and available for such purpose, to pay: (i) the principal of and interest on the Bonds and any
Parity Bonds when due; (ii) the Administrative Expenses; and (iii) any amounts required to replenish the
Reserve Account of the Special Tax Fund to the Reserve Requirement. The District has further covenanted in
the Indenture that it will take no actions that would discontinue or cause the discontinuance of the Special Tax
levy or the District’s authority to levy the Special Tax for so long as the Bonds and any Parity Bonds are
Outstanding. See the caption “—Special Taxes—Collection and Application of Special Taxes.”
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The Special Taxes levied in any fiscal year may not exceed the maximum rates authorized pursuant to
the Rate and Method. See Appendix A. There is no assurance that the Net Taxes will, in all circumstances, be
sufficient to pay the principal of and interest on the Bonds and any Parity Bonds when due. See the caption
“SPECIAL RISK FACTORS—Insufficiency of Special Taxes.”

Rate and Method of Apportionment of Special Taxes. The Special Taxes will be levied in
accordance with the terms of the Rate and Method, the text of which is set forth in Appendix A. All
capitalized terms used in this section shall have the meaning set forth in Appendix A. This section provides
only a summary of the Rate and Method, and is qualified by more complete and detailed information contained
in the entire Rate and Method.

Classification of Assessor’s Parcels. FEach Fiscal Year, each Assessor’s Parcel within
Improvement Area No. 2 shall be classified as Taxable Property or Exempt Property. In addition, each
Assessor’s Parcel of Taxable Property shall be further classified as Developed Property, Approved Property,
Undeveloped Property or Provisional Undeveloped Property. In addition, each Assessor’s Parcel of
Developed Property shall further be classified as Residential Property or Non-Residential Property. Lastly,
each Assessor’s Parcel of Residential Property shall further be classified as a Single Family Property or
Affordable Housing Property, and each Assessor’s Parcel of Single Family Property shall be assigned to its
appropriate Assigned Special Tax rate based on its Building Square Footage.

“Affordable Housing Property” means up to, but no more than, eight Assessor’s Parcels of
Residential Property within Improvement Area No. 2 for which the City has designated such property as
Affordable Housing Property. See the caption “IMPROVEMENT AREA NO. 2—General Description.”

“Approved Property” means all Assessor’s Parcels of Taxable Property: (i) that are included in a
Final Map that was recorded prior to the January 1st preceding the Fiscal Year in which the Special Tax is
being levied; and (ii) that have not been issued a building permit on or before May 1st preceding the Fiscal
Year in which the Special Tax is being levied.

“Developed Property” means all Assessor’s Parcels of Taxable Property for which a building permit
for new construction was issued on or before May 1st preceding the Fiscal Year in which the Special Tax is
being levied.

“Exempt Property” means all Assessor’s Parcels designated as being exempt from Special Taxes as
provided for in Section J of the Rate and Method. See Appendix A.

“Taxable Property” means all Assessor’s Parcels within CFD No. 2016-1 IA No. 2, which are not
Exempt Property.

“Undeveloped Property” means all Assessor’s Parcels of Taxable Property which are not Developed
Property, Approved Property or Provisional Undeveloped Property.

Maximum Special Tax. As described in Section C of the Rate and Method, the Maximum
Special Tax for each Assessor’s Parcel of Single Family Property in any Fiscal Year is the greater of: (i) the
Assigned Special Tax; or (ii) the Backup Special Tax. See Appendix A, Section E, for a description of the
Backup Special Tax.

The anticipated Maximum Special Tax for Fiscal Year 2020-21 for all Taxable Property is set forth
below.

14



Land Use Type Building Square Footage Rate
Single Family Property Up to 1,800 SF $2,337 per Single Family Unit
Single Family Property 1,801 SF to 2,000 SF $2,427 per Single Family Unit
Single Family Property 2,001 SF to 2,200 SF $2,524 per Single Family Unit
Single Family Property 2,201 SF to 2,400 SF $2,623 per Single Family Unit
Single Family Property Greater than 2,400 SF $2,720 per Single Family Unit
Non-Residential Property N/A $24,007 per Acre

“Single Family Unit” means a residential dwelling unit other than an Affordable Housing Unit.

Method of Apportionment of the Special Tax. For each Fiscal Year, the City Council will
levy Special Taxes on all Taxable Property in accordance with the following steps:

Step One: The Special Tax will be levied Proportionately on each Assessor’s Parcel of
Developed Property at up to 100% of the applicable Assigned Special Tax rates in the table above to satisfy the
Special Tax Requirement.

Step Two: If additional moneys are needed to satisfy the Special Tax Requirement after
the first step has been completed, the Special Tax will be levied Proportionately on each Assessor’s Parcel of
Approved Property at up to 100% of the Maximum Special Tax applicable to each such Assessor’s Parcel as
needed to satisfy the Special Tax Requirement.

Step Three: If additional moneys are needed to satisfy the Special Tax Requirement after
the first two steps have been completed, the Special Tax will be levied Proportionately on each Assessor’s
Parcel of Undeveloped Property up to 100% of the Maximum Special Tax applicable to each such Assessor’s
Parcel as needed to satisfy the Special Tax Requirement.

Step Four: If additional moneys are needed to satisfy the Special Tax Requirement after
the first three steps have been completed, then the Special Tax on each Assessor’s Parcel of Developed
Property whose Maximum Special Tax is the Backup Special Tax will be increased Proportionately from the
Assigned Special Tax up to 100% of the Backup Special Tax as needed to satisfy the Special Tax
Requirement. See Appendix A, Section E, for a description of the Backup Special Tax.

Step Five: If additional moneys are needed to satisfy the Special Tax Requirement after
the first four steps have been completed, the Special Tax will be levied Proportionately on each Assessor’s
Parcel of Provisional Undeveloped Property up to 100% of the Maximum Special Tax applicable to each such
Assessor’s Parcel as needed to satisfy the Special Tax Requirement.

Notwithstanding the above, under no circumstances will the Special Tax levied against any Assessor’s
Parcel of Residential Property for which an occupancy permit for private residential use has been issued be
increased by more than 10% as a consequence of delinquency or default by the owner of any other Assessor’s
Parcel within Improvement Area No. 2.

Exemptions. The City will classify as Exempt Property, in order of priority: (i) Assessor’s
Parcels which are owned by, irrevocably offered for dedication, encumbered by or restricted in use by the State
of California, federal or other local governments, including school districts; (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 which are owned by, irrevocably offered for dedication,
encumbered by or restricted in use by a homeowners’ association; (iv) Assessor’s Parcels with public or utility
easements making impractical their utilization for other than the purposes set forth in the easement; (v)
Assessor’s Parcels which are privately owned and are encumbered by or restricted solely for public uses; (vi)
Assessor’s Parcels restricted to other types of public uses determined by the City Council, provided that no
such classification would reduce the sum of all Taxable Property to less than 6.64 Acres; or (vii) up to, but no
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more than, eight Assessor’s Parcels within Improvement Area No. 2 that have been designated as Affordable
Housing Property by the City.

Notwithstanding the above, the City Council may not classify an Assessor’s Parcel as Exempt
Property if such classification would reduce the sum of all Taxable Property to less than 6.64 Acres.
Assessor’s Parcels which cannot be classified as Exempt Property because such classification would reduce the
Acreage of all Taxable Property to less than 6.64 Acres will be classified as Provisional Undeveloped
Property, and will be subject to Special Taxes pursuant to Step Five under the caption “Method of
Apportionment of the Special Tax.”

Prepayment of Special Taxes. The Special Tax obligation of an Assessor’s Parcel of
Developed Property, or an Assessor’s Parcel of Approved Property or Undeveloped Property for which a
building permit has been issued or is expected to be issued, or an Assessor’s Parcel of Provisional
Undeveloped Property, may be prepaid in full or in part, provided that there are no delinquent Special Taxes,
penalties, or interest charges outstanding with respect to such Assessor’s Parcel at the time the Special Tax
obligation would be prepaid. The Prepayment Amount for an Assessor’s Parcel eligible for prepayment will
be determined as described in Sections G and H of Appendix A.

Collection and Application of Special Taxes. The Special Taxes are levied and collected by the
Treasurer-Tax Collector of the County in the same manner and at the same time as ad valorem property taxes.
The District may, however, collect the Special Taxes at a different time or in a different manner if necessary to
meet its financial obligations.

The District has made certain covenants in the Indenture for the purpose of ensuring that the current
Maximum Special Tax rates and method of collection of the Special Taxes are not altered in a manner that
would impair the District’s ability to collect sufficient Special Taxes to pay debt service on the Bonds, any
Parity Bonds and Administrative Expenses when due. In particular, the District has covenanted that it will not
initiate proceedings to reduce the maximum Special Tax rates for Improvement Area No. 2.

See the captions “SPECIAL RISK FACTORS—Proposition 218 and “SPECIAL RISK FACTORS—
Non-Cash Payments of Special Taxes.”

Although the Special Taxes constitute liens on taxable parcels within Improvement Area No. 2, they
do not constitute a personal indebtedness of the owners of property within Improvement Area No. 2.
Moreover, other liens for taxes and assessments already exist on the property located within Improvement
Area No. 2 and others could come into existence in the future in certain situations without the consent or
knowledge of the City, the District or the Property Owners. See the captions “SPECIAL RISK FACTORS—
Parity Taxes and Special Assessments.”

Under the terms of the Indenture, all Special Tax revenues received by the District on behalf of
Improvement Area No. 2 are to be deposited in the Special Tax Fund. Special Tax revenues deposited in the
Special Tax Fund each Fiscal Year are to be applied by the Trustee under the Indenture in the following order
of priority: (i) to deposit an amount up to the Administrative Expenses Cap in the Administrative Expense
Fund to pay Administrative Expenses (although a greater amount may be deposited in the Administrative
Expense Fund if necessary to collect Delinquent Special Taxes); (ii) to pay the interest on, the principal of and
redemption premium on the Bonds and any Parity Bonds when due; (iii) to replenish the Reserve Account to
the Reserve Requirement; (iv) to make any required transfers to the Rebate Fund; (v) to pay Administrative
Expenses of the District above the Administrative Expenses Cap referenced in clause (i) above; and (vi) for
any other lawful purpose of the District, including the acquisition and construction of authorized facilities. See
Appendix C.

Pursuant to Section 53321(d) of the Act, the Special Tax levied against any parcel for which an
occupancy permit for private residential use has been issued may not be increased as a consequence of
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delinquency or default by the owner of any other parcel within Improvement Area No. 2 by more than
10% above the amount that would have been levied in such Fiscal Year had there never been any such
delinquencies or defaults. Consequently, although the maximum Special Tax prescribed by the Rate
and Method could be materially higher than the expected Special Tax levy in a given year, the Special
Tax levy cannot be increased for residential property by more than 10% in such year.

Debt Service Coverage from Net Special Taxes. The table below shows the estimated debt service
coverage on the Bonds for the Bond Year ending September 1, 2020. Debt service coverage is expected to be
at least 110% through the scheduled maturity of the Bonds. See the caption “THE BONDS—Debt Service
Schedule” for scheduled debt service on the Bonds.

ESTIMATED DEBT SERVICE COVERAGEW*
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE
CITY OF SALINAS

Bond Year Assigned Annual Assigned Net
Ending Special Tax Administrative Special Tax Bond Debt Debt Service
September 1 Revenues® Expenses® Revenues Service Coverage
2020 $160,555 $15,000 $145,555 $[_1 [ 1%

@ Dollar amounts rounded to the nearest dollar.

@ Represents Assigned Special Tax on all property within Improvement Area No. 2 that is classified as Taxable Property, as
such term is defined in the Rate and Method. As described in Section C of the Rate and Method, the Maximum Special Tax
could be higher than the Assigned Special Tax shown if the Backup Special Tax is applied for each Assessor’s Parcel of
Single Family Property. See Appendix A, Section E, for a description of the Backup Special Tax.

@) Based on the Administrative Expenses Cap of $15,000.

Sources: Harris & Associates (Special Tax information); Stifel, Nicolaus & Company, Incorporated (debt service information).

Covenant to Foreclose; Proceeds of Foreclosure Sales. The net proceeds received following a
judicial foreclosure sale of land within the District resulting from a Property Owner’s failure to pay the Special
Taxes when due are included within the Net Taxes pledged to the payment of principal of and interest on the
Bonds under the Indenture.

Pursuant to Section 53356.1 of the Act, in the event of any delinquency in the payment of any Special
Tax or receipt by the District of Special Taxes in an amount which is less than the Special Tax levied, the City
Council, as the legislative body of the District, may order that Special Taxes be collected by a superior court
action to foreclose the lien within specified time limits. In such an action, the real property subject to the
unpaid amount may be sold at a judicial foreclosure sale. Under the Act, the commencement of judicial
foreclosure following the nonpayment of a Special Tax is not mandatory. However, the District has
covenanted for the benefit of the Owners of the Bonds and any Parity Bonds that it will: (i) commence judicial
foreclosure proceedings against parcels with delinquent Special Taxes in excess of $10,000 by the October 1
following the close of each Fiscal Year in which such Special Taxes were due; (ii) commence judicial
foreclosure proceedings against all parcels with delinquent Special Taxes by the October 1 following the close
of each Fiscal Year in which it receives Special Taxes in an amount which is less than 95% of the total Special
Tax levied and the amount on deposit in the Reserve Account is at less than the Reserve Requirement; and (iii)
diligently pursue such foreclosure proceedings until the delinquent Special Taxes are paid.

The District covenants that it will deposit the net proceeds of any foreclosure to the Special Tax Fund
and will apply such proceeds remaining after the payment of Administrative Expenses to make current
payments of principal of and interest on the Bonds and any Parity Bonds, to bring the amount on deposit in the
Reserve Account up to the Reserve Requirement and to pay any delinquent installments of principal or interest
due on the Bonds and any Parity Bonds.

" Preliminary; subject to change.
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If foreclosure is necessary and other funds (including amounts in the Reserve Account) have been
exhausted, debt service payments on the Bonds could be delayed until the foreclosure proceedings have ended
with the receipt of any foreclosure sale proceeds. Judicial foreclosure actions are subject to the normal delays
associated with court cases and may be further slowed by bankruptcy actions, involvement by agencies of the
federal government and other factors beyond the control of the City and the District. See the captions
“SPECIAL RISK FACTORS—Bankruptcy and Foreclosure” and “SPECIAL RISK FACTORS—
FDIC/Federal Government Interests in Properties.”

Moreover, no assurances can be given that the real property that is subject to foreclosure and sale at a
judicial foreclosure sale will be sold or, if sold, that the proceeds of such sale will be sufficient to pay any
delinquent Special Tax installment. See the caption “SPECIAL RISK FACTORS—Land Values.” Although
the Act authorizes the District to cause such an action to be commenced and diligently pursued to completion,
the Act does not impose on the District or the City any obligation to purchase or acquire any lot or parcel of
property sold at a foreclosure sale if there is no other purchaser at such sale. Moreover, if the District chooses
to purchase the property sold at foreclosure using a “credit bid” (where the District submits a bid crediting all
or part of the amount required to satisfy the judgment for the delinquent amount of the Special Tax), as
permitted under Section 53356.5 of the Act, the District must pay the amount of its credit bid into the
redemption fund established for the Bonds, but this payment may be made up to 24 months after the date of the
foreclosure sale. The Act provides that, in the case of a delinquency, the Special Tax will have the same lien
priority as is provided for ad valorem taxes. See the caption “SPECIAL RISK FACTORS—Parity Taxes and
Special Assessments.”

Because the County’s “Teeter Plan” (which is the Alternative Method of Distribution of Tax Levies
and Collections and of Tax Sale Proceeds, as provided for in Section 4701 et seq. of the Revenue and Taxation
Code of the State of California), is not available for community facilities districts such as the District,
collections of Special Taxes will reflect actual delinquencies. To date, the Special Taxes have not been levied
in Improvement Area No. 2, so there are no current or historical delinquencies.

Reserve Account of the Special Tax Fund

In order to secure further the payment of principal of and interest on the Bonds and any Parity Bonds,
the District will maintain in the Reserve Account an amount equal to the least of: (a) Maximum Annual Debt
Service (as such term is defined in Appendix C) on the Bonds and any Parity Bonds; (b) 125% of average
Annual Debt Service (as such term is defined in Appendix C) on the then-Outstanding Bonds and any Parity
Bonds; or (c) 10% of the initial outstanding principal amount of the Bonds and any Parity Bonds (the “Reserve
Requirement”). The initial Reserve Requirement is $

Moneys in the Reserve Account will be used solely for the purpose of paying the principal of,
including Sinking Fund Payments, and interest on the Bonds and any Parity Bonds when due in the event that
the moneys in the Interest Account and the Principal Account of the Special Tax Fund are insufficient or
moneys in the Redemption Account of the Special Tax Fund are insufficient to make a Sinking Fund Payment
when due, and for the purpose of making any required transfer to the Rebate Fund pursuant to the Indenture
upon written direction from the District. If the amounts in the Interest Account, the Principal Account or the
Redemption Account of the Special Tax Fund are insufficient to pay the principal of, including Sinking Fund
Payments, or interest on any Bonds and Parity Bonds when due, or amounts in the Special Tax Fund are
insufficient to make transfers to the Rebate Fund when required, the Trustee will withdraw from the Reserve
Account for deposit in the Interest Account, the Principal Account or the Redemption Account of the Special
Tax Fund or the Rebate Fund, as applicable, moneys necessary for such purposes.

Whenever moneys are withdrawn from the Reserve Account, after making the required transfers to the
Administrative Expenses Account, the Interest Account, the Principal Account or the Redemption Account of
the Special Tax Fund, the Trustee will transfer to the Reserve Account from available moneys in the Special
Tax Fund, or from any other legally available funds that the District elects to apply to such purpose, the
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amount needed to restore the amount of such Reserve Account to the Reserve Requirement. Moneys in the
Special Tax Fund will be deemed available for transfer to the Reserve Account only if the Trustee determines
that such amounts will not be needed to make the deposits required to be made to the Administrative Expenses
Account, the Interest Account, the Principal Account or the Redemption Account of the Special Tax Fund on
or before the next September 1. If amounts in the Special Tax Fund, together with any other amounts
transferred to replenish the Reserve Account, are inadequate to restore the Reserve Account to the Reserve
Requirement, then the District will include the amount necessary fully to restore the Reserve Account to the
Reserve Requirement in the next annual Special Tax levy to the extent of the maximum permitted Special Tax
rates.

In connection with an optional redemption of Bonds or Parity Bonds, an extraordinary redemption of
Bonds or Parity Bonds from Prepayments or a partial defeasance of Bonds or Parity Bonds, amounts in the
Reserve Account may be applied to such redemption or partial defeasance so long as the amount on deposit in
the Reserve Account following such redemption or partial defeasance equals the Reserve Requirement. The
District will set forth in a Certificate of an Authorized Representative the amount in the Reserve Account to be
transferred to the Redemption Account on a redemption date or to be transferred to partially defease Bonds,
and the Trustee will make such transfer on the applicable redemption or defeasance date, subject to the
limitation in the preceding sentence.

To the extent that the Reserve Account is at the Reserve Requirement as of the first day of the final
Bond Year for the Bonds or an issue of Parity Bonds, amounts in the Reserve Account may be applied to pay
the principal of and interest due on the Bonds and Parity Bonds, as applicable, in the final Bond Year for such
issue. Moneys in the Reserve Account in excess of the Reserve Requirement that are not transferred in
accordance with the preceding provisions will be withdrawn from the Reserve Account on the Business Day
before each March 1 and September 1 and transferred to the Interest Account of the Special Tax Fund.

The Reserve Requirement may be initially satisfied in whole or part by the deposit of a reserve fund
surety policy or similar instrument therein. The District will have no obligation to replace such a policy or
similar instrument or to fund the Reserve Account with cash if, at any time that the Bonds are Outstanding, any
rating assigned to the provider of the policy or similar instrument is downgraded, suspended or withdrawn, or
amounts are not available under such policy or similar instrument other than as a result of a draw thereon.

Issuance of Parity Bonds Solely for Refunding Purposes

The District may at any time after the issuance and delivery of the Bonds under the Indenture issue
Parity Bonds payable from the Net Taxes and other amounts deposited in the Special Tax Fund (other than in
the Administrative Expenses Account therein) and secured by a lien and charge upon such amounts equal to
the lien and charge securing the Outstanding Bonds and any other Parity Bonds theretofore issued hereunder or
under any Supplemental Indenture solely for the purpose of refunding Bonds or other Parity Bonds. Parity
Bonds may be issued subject to the following additional specific conditions, which are conditions precedent to
the issuance of any such Parity Bonds:

@ The District is in compliance with all covenants set forth in the Indenture and any
Supplemental Indenture then in effect, and a certificate of the District to that effect has been filed with the
Trustee; provided, however, that Parity Bonds may be issued notwithstanding the fact that the District is not in
compliance with all such covenants so long as immediately following the issuance of such Parity Bonds the
District will be in compliance with all such covenants.

(b) The issuance of such Parity Bonds has been duly authorized pursuant to the Act and all
applicable laws, and the issuance of such Parity Bonds has been provided for by a Supplemental Indenture
duly adopted by the District which specifies the following:

Q) the authorized principal amount of such Parity Bonds;
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2 the date and the maturity date or dates of such Parity Bonds; provided that: (i) each
maturity date falls on a September 1; (ii) all such Parity Bonds of like maturity are identical in all respects,
except as to number; and (iii) fixed serial maturities or Sinking Fund Payments, or any combination thereof,
are established to provide for the retirement of all such Parity Bonds on or before their respective maturity
dates;

3) the description of the Parity Bonds, the place of payment thereof and the procedure
for execution and authentication;

4 the denominations and method of numbering of such Parity Bonds;

(5) the amount and due date of each mandatory Sinking Fund Payment, if any, for such
Parity Bonds;

(6) the amount, if any, to be deposited from the proceeds of such Parity Bonds in the
Reserve Account of the Special Tax Fund to increase the amount therein to the Reserve Requirement;

@) the form of such Parity Bonds; and

(8) such other provisions as are necessary or appropriate and not inconsistent with the
Indenture.

In addition, the District must provide a certificate of an Independent Financial Consultant or
Participating Underwriter (as such term is defined in the Continuing Disclosure Certificate related to such
Parity Bonds, or, if none, in the Continuing Disclosure Certificate related to the Bonds) certifying that in each
Bond Year the Annual Debt Service on the Bonds and Parity Bonds to remain Outstanding following the
issuance of the Parity Bonds proposed to be issued is less than the Annual Debt Service on the Bonds and
Parity Bonds Outstanding prior to the issuance of such Parity Bonds.

The maximum amount of bonded indebtedness that has been approved by the Property Owners within
Improvement Area No. 2 is $3,025,000.

No Acceleration

The principal of and interest on the Bonds are not subject to acceleration under the Indenture in the
event of a default relating to the Bonds. See Appendix C under the caption “EVENTS OF DEFAULT—
Remedies of Owners” for a description of remedies that are available to the Bond Owner if the District defaults
under the Indenture.

IMPROVEMENT AREA NO. 2
General Description

The District, which is located entirely within the City, consists of Improvement Area Nos. 1, 2 and 3.
Special taxes or other moneys derived from the City or Improvement Area Nos. 1 and 3 are not available for
payment of debt service on the Bonds.

Improvement Area No. 2 of the District is located in the southeastern portion of the City near the City
limits on the east side of Monte Bella Boulevard near Palermo Drive on land that was previously used for
agricultural purposes. Improvement Area No. 2 consists of approximately 11.10 gross acres. Improvement
Area No. 2 is included within Tract Map No. 1538 (Monte Bella Phase 5-B) and is planned for 71 residential
units at buildout, of which eight units will be below market rate units that will not be subject to the Special
Taxes. Such eight units constitute Affordable Housing Property under the Rate and Method. See the caption
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“SOURCES OF PAYMENT FOR THE BONDS—Special Taxes—Rate and Method of Apportionment of
Special Taxes” and Appendix A. The backbone infrastructure necessary to undertake residential development
within the District, including streets, curbs, gutters, sidewalks, streetlights and storm drains, is complete.

Excluding public streets, open space and other public improvements, the 63 lots within Improvement
Area No. 2 that will be subject to the Special Tax comprise approximately 7.53 acres. As of September 15,
2019, the Date of Value of the Appraisal, excluding below-market rate units which will not be subject to the
Special Tax, the Developer had completed 6 single family residences, 2 of which are utilized as model homes
and 4 of which have been sold to individual homeowners.

Improvement Area No. 2 is part of an approximately 200-acre development known as Monte Bella,
which was approved by the City in 2003 for, among other uses, approximately 751 single-family homes, 30
acres for a community park site and elementary school site (Monte Bella Community Park and Monte Bella
Elementary School, respectively), 2 acres for the expansion of a previously existing elementary school (Bardin
Elementary School), 3 well sites, a detention basin for flood protection purposes and associated infrastructure.
Monte Bella is generally bounded by Williams Road on the north, Freedom Park Way and its extension on the
east, Sconberg Parkway and its extension on the south, and Monte Bella Boulevard, Piazza Drive and Verona
Court on the west. With the exception of homes planned to the south and east of Improvement Area No. 2
(Phases 5-A (85 lots)) and 6 (78 lots)) and certain infrastructure improvements, the development of Monte
Bella is complete.

Phase 5-A is owned by BMCH California, LLC (a Century Communities entity) and sales of homes
have commenced, with 10 homes remaining to be sold, while Phase 6 consists of unimproved land as of the
Date of Value. Neither Phase 5-A nor Phase 6 are part of Improvement Area No. 2.

Status of Development

As of the Date of Value: (i) 4 of the 63 planned residential market-rate units that will be subject to the
Special Taxes had been completed and conveyed to individual homeowners; and (ii) the Developer owned: ()
2 completed model homes; (b) 29 homes under construction; and (c) 28 finished lots. Of the homes under
construction, 26 were under contract for sale to individual homeowners as of the Date of Value.

Asof [ 1, 2019: (i) a total of [__] single family residences were constructed, sold and closed; (ii)
[__] single family residences (including [__] model homes) were completed but unsold; (iii) [__] single family
residences were under construction with building permits received (of which [__] are currently under contract);
and (iv) [__] parcels were in a finished lot condition with construction yet to begin. The Developer currently
anticipates that building permits for all 63 lots will be granted by the end of December 2019 and that the final
home closing will occur in or about May 2021. The Developer acquired the property in Improvement Area
No. 2 in April 2018.

The development within Improvement Area No. 2 consists of a single product line of detached single

family homes being marketed by the Developer as “Monte Bella” on lots ranging in size from 4,244 square
feet to 7,884 square feet. A summary of the product line is set forth below.
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TABLE1
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE CITY OF SALINAS
IMPROVEMENT AREA NO. 2
SUMMARY OF PRODUCT LINES

Expected
Number of
Living Area Bedrooms/ Garage Size Market Rate Estimated Base
Plan  (square feet) Stories Bathrooms (Cars) Units® Sale Price®
1 1,529 1 3/2 2 19 $508,000
2 2,076 2 4+/3 2 18 556,000
3 2,418 2 4+/3 2 16 583,000
4 2,775 2 5+/3 2 10 589,000
TOTAL 63

@ As September 15, 2019. Subject to change based upon market conditions.

@  As of September 15, 2019. Subject to change based upon market conditions. Excludes any lot premiums, options,
upgrades, incentives and any selling concessions or price reductions which may be offered.

Source: KB Home South Bay, Inc.

A final map for 71 residential lots was recorded at the office of the County Recorder on August 1,
2018. As of the Date of Value, the Developer had obtained building permits for [__] of the 63 lots within
Improvement Area No. 2 that will be subject to the Special Tax; (as discussed elsewhere in this Official
Statement, eight units within Improvement Area No. 2 will be below-market rate units that will not be subject
to the Special Taxes). Asof [ 1], 2019, the Developer had obtained a total of [ __] building permits within
Improvement Area No. 2. The Developer currently anticipates that building permits for the remaining [__] lots
will be granted by the end of December 2019 and that the final home closing will be in or about May 2021.
Accordingly, the Developer anticipates that most if not all 63 lots will be classified as Developed Property by
the May 1 deadline set forth in the Rate and Method for purposes of the Fiscal Year 2020-21 Special Tax levy.
See Appendix A.
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TABLE 2
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE CITY OF SALINAS
IMPROVEMENT AREA NO. 2
ASSIGNED SPECIAL TAXES

Estimated
Fiscal Year Aggregate
Residential 2019-20 Estimated Fiscal

Floor Area Assigned Special Special Tax Number of Year 2020-21 Percent of Assigned
Land Use Type (square feet) Tax Rates Rates” Units Special Levy®® Total® Special Tax
Single Family Residential®) Up to 1,800 $ 2,337 $ 2,337 19 $ 44,403 27.7% [$ 44,403
Single Family Residential®® 1,801-2,000 2,427 2,427 0 - - -
Single Family Residential®) 2,001-2,200 2,524 2,524 18 45,432 28.3 45,432
Single Family Residential®® 2,201-2,400 2,623 2,623 0 - - -
Single Family Residential®) >2,400 2,720 2,720 26 70,720 44.0 70,720
Non-Residential® N/A 24,911 24,911 0 - - -
Total 63 $160,555 100.0% $160,555]

@ Excludes Administrative Expenses.

@ May not total due to rounding.

@ Reflects Special Tax rate per single family residence.

@ The Developer does not anticipate constructing any homes in this size range. See Table 1 above.
®)  Reflects Special Tax rate per acre.

Source: Harris & Associates.

" Preliminary; subject to change. Assumes that all units will be designated as Developed Property under the Rate and Method at the time that the Special Tax is levied.
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Summary of Development

The following table presents a summary of the status of development within Improvement Area No. 2
as of the Date of Value.

TABLE 3
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE CITY OF SALINAS
IMPROVEMENT AREA NO. 2
SUMMARY OF DEVELOPMENT AS OF DATE OF VALUE®

Completed
Expected Homes Homes Under Finished
Number of Estimated Closed to Owned by Construction Lots Owned Estimated
Homes at Square Individual the Owned by the by the Base Sale
Plan® Buildout Footage®  Homeowners  Developer®  Developer® Developer Price®
1 19 1,529 1 0 16 2 $508,000
2 18 2,076 1 3 12 2 556,000
3 16 2,418 2 2 10 2 583,000
4 10 2,775 0 1 a 2 589,000
TOTAL 63 4 6 45 8

@ Although not shown in the table, as of [ 1, 2019: (i) a total of [__] single family residences were constructed, sold and
closed; (ii) [__] single family residences (including [__] model homes) were completed but unsold; (iii) [__] single family
residences were under construction with building permits received (of which [__] are currently under contract); and (iv) [__]
parcels were in a finished lot condition with construction yet to begin.

@ See Table 1 under the caption “—General Description” for a description of the features of each plan.

@ Actual square footage may vary based on options selected.

@ Includes 2 model homes.

® Includes 26 homes which were under contract to be sold as of the Date of Value.

©®  As of September 15, 2019. Subject to change based upon market conditions. Excludes any lot premiums, options,
upgrades, incentives and any selling concessions or price reductions which may be offered.

Sources: Developer; Harris & Associates.

Description of Authorized Facilities

The facilities authorized to be financed from Bond proceeds consist of water and sewer improvements,
storm drain improvements, joint trench utility improvements, street facilities, curb, gutter and sidewalk
improvements, including streetlights, as well as incidental expenses related to the planning, design and
completion of such facilities. Such backbone infrastructure has been completed by the Developer and its
predecessors and proceeds of the Bonds will be used to reimburse the Developer for a portion of the costs
thereof.

The Developer

The information about the Developer contained in this Official Statement has been provided by
representatives of the Developer and has not been independently confirmed or verified by the Underwriter, the
City or the District. None of the Underwriter, the City or the District makes any representation as to the
accuracy or adequacy of the information contained in this section. There may be material adverse changes to
this information after the date of this Official Statement.

No assurance can be given that the proposed development within Improvement Area No. 2 will occur
as described below. As the proposed development progresses and homes are sold, it is expected that the
ownership of the land within Improvement Area No. 2 will become more diversified. No assurance can be
given that development within Improvement Area No. 2 will occur in a timely manner or in the configuration
described herein, or that any Property Owner described herein will obtain or retain ownership of any of the
land within Improvement Area No. 2. The Bonds and the Special Taxes are not personal obligations of any
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Property Owners, including the Developer and, in the event that a Property Owner defaults in the payment of
the Special Taxes, the City may proceed with judicial foreclosure against the delinquent property but has no
direct recourse to the assets of any Property Owner. As a result, other than as provided herein, no financial
statements or information is, or will be, provided about the Developer or any other Property Owner. The
Bonds are secured solely by the Net Taxes and other amounts pledged under the Indenture. See the caption
“SOURCES OF PAYMENT FOR THE BONDS.”

The information under this caption includes forward-looking statements. See the cautionary
information regarding forward-looking statements in this Official Statement on the page immediately
preceding the Table of Contents. As previously discussed, such forward-looking statements are subject to risks
and uncertainties that could cause actual results to differ materially from those expressed in or implied by
such statements. Readers are cautioned not to place undue reliance on such forward-looking statements,
which only speak as of the date of this Official Statement.

General. The Developer, KB Home South Bay, Inc., a California corporation, is engaged in the
design, construction and sale of single-family homes throughout California.

The Developer is a wholly owned subsidiary of KB Home Corp., a Delaware corporation that is
headquartered in Los Angeles, California (the “Parent”). The Parent is engaged in the design, construction
and sale of master planned communities throughout the United States.

The Parent is a publicly traded company listed on the New York Stock Exchange under the ticker
symbol “KBH.” The Parent is subject to the informational requirements of the Securities Exchange Act of
1934, and in accordance therewith is obligated to file reports, proxy statements, and other information,
including financial statements, with the Securities and Exchange Commission (the “SEC”). Such filings set
forth, among other things, certain data relative to the consolidated results of operations and financial position
of the Parent and its subsidiaries. The SEC maintains an Internet website that contains reports, proxy and
information statements and other information regarding registrants that file electronically with the SEC,
including the Parent. The address of such Internet web site is www.sec.gov. All documents subsequently filed
by the Parent pursuant to the requirements of the Securities Exchange Act of 1934 after the date of this Official
Statement will be available for inspection in such manner as the SEC prescribes. Copies of the Developer’s
annual report, quarterly reports and current reports, including any amendments, are available from the Parent’s
website at https://investor.kbhome.com/.

The foregoing Internet addresses and references to filings with the SEC are included for reference
only, and the information on these Internet sites and on file with the SEC are not a part of this Official
Statement and are not 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 these Internet sites.

Representations. In connection with the issuance of the Bonds, an authorized representative or officer
of the Developer will execute a certificate (the “Developer Letter of Representations”) containing the
following representations (among others) as of its date:

Q) Except as set forth in this Official Statement, no action, suit, proceeding, inquiry or
investigation at law or in equity, before or by any court, regulatory agency, or public board or body is pending
against the Developer (with proper service of process to the Developer having been accomplished) or, to the
Actual Knowledge of the Developer,” is pending against any current Affiliate™ (with proper service of process

*

“Actual Knowledge of the Developer” means, as of the date of signing the Developer Letter of Representations, the knowledge that the
individual signing on behalf of the Developer currently has or has obtained through: (i) interviews with such current officers and responsible
employees of the Developer and its Affiliates as such individual has determined are reasonably likely, in the ordinary course of their respective
duties, to have knowledge of the matters set forth in the Developer Letter of Representations; and/or (ii) review of documents that were
reasonably available to such individual and which such individual has reasonably deemed necessary for such individual to sign the Developer
Letter of Representations. Such individual has not conducted any extraordinary inspection or inquiry other than such inspections or inquiries as
are prudent and customary in connection with the ordinary course of the Developer’s current business and operations. The individual signing
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to such Affiliate having been accomplished) or to the Actual Knowledge of the Developer is threatened in
writing against the Developer or any such Affiliate: (a) to restrain or enjoin the collection of Special Taxes
levied on the property within the Improvement Area that is held in the name of the Developer (the “Property”)
by the District or other sums pledged or to be pledged to pay the principal of and interest on the Bonds (e.g.,
the Reserve Account of the Special Tax Fund established under the Indenture); (b) to restrain or enjoin the
development of the Property as described in this Official Statement; (c) in any way contesting or affecting the
validity of the Special Taxes; or (d) which, if successful, is reasonably likely to materially and adversely affect
the Developer’s ability to develop and sell the Property as described in this Official Statement or to pay the
Special Taxes levied against the portion of the Property then-owned by the Developer (to the extent the
responsibility of the Developer) prior to delinquency.

2 Except as described in this Official Statement, there are no material loans outstanding and
unpaid and no material lines of credit of the Developer or its Affiliates, that are secured by an interest in the
Property. Neither the Developer nor, to the Actual Knowledge of the Developer, any of its Affiliates is
currently in material default on any loans, lines of credit or other obligation related to the development of the
Property or any other project which default is reasonably likely to materially and adversely affect the
Developer’s ability to develop the Property as described in this Official Statement or to pay the Special Taxes
due with respect to the Property prior to delinquency or to perform its obligations under the Developer
Disclosure Certificate (as such term is defined under the caption “CONTINUING DISCLOSURE—
Developer™).

3) To the Actual Knowledge of the Developer, the Developer is able to pay its bills as they
become due and no legal proceedings are pending against the Developer (with proper service of process having
been accomplished) or, to the Actual Knowledge of the Developer, threatened in writing in which the
Developer may be adjudicated as bankrupt or discharged from any and all of its debts or obligations, or granted
an extension of time to pay its debts or obligations, or be allowed to reorganize or readjust its debts, or be
subject to control or supervision of the Federal Deposit Insurance Corporation.

(@) To the Actual Knowledge of the Developer, during the last five years, neither the Developer
nor any current Affiliate has, during the period of its ownership, been delinquent to any material extent in the
payment of any ad valorem property tax, special assessment or special tax on property in California owned by
the Developer or any such Affiliate (during the period of their ownership) included within the boundaries of a
community facilities district or an assessment district in California that: (a) caused a draw on a reserve fund
relating to such assessment district or community facilities district financing; or (b) resulted in a foreclosure
action being commenced against the delinquent Developer or Affiliate by a court filing.

(5) To the Actual Knowledge of the Developer, there are no claims, disputes, suits, actions or
contingent liabilities by and among the Developer, its Affiliates or any contractors working on the
development of the Property which are reasonably likely to materially and adversely affect the Developer’s
ability to develop the Property as described in this Official Statement or to pay the Special Taxes levied against
the portion of the Property then-owned by the Developer (to the extent the responsibility of the Developer)
prior to delinquency.

the Developer Letter of Representations has not contacted any individuals who are no longer employed by or associated with the Developer or its
Affiliates.

* “Affiliate ” means, with respect to the Developer, any other Person: (i) who directly, or indirectly through one or more intermediaries, is
currently controlling, controlled by or under common control with the Developer; and (ii) for whom information, including financial information
or operating data, concerning such Person is material to potential investors in their evaluation of the Improvement Area and investment decision
regarding the Bonds (i.e., information regarding such Person’s assets or funds that would materially affect the Developer’s ability to develop the
Property as described in this Official Statement or to pay its Special Taxes on the portion of the property then-owned by the Developer (to the
extent the responsibility of the Developer) prior to delinquency). “Person” means an individual, a corporation, a partnership, a limited liability
company, an association, a joint stock company, a trust, any unincorporated organization or a government or political subdivision thereof. For
purposes hereof, the term “control” (including the terms “controlling,” “controlled by” or “under common control with”) means the
possession, direct or indirect, of the power to direct or cause the direction of the management and policies of a Person, whether through the
ownership of voting securities, by contract or otherwise.
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(6) Based upon the current development plans, including, without limitation, the current budget
and subject to economic conditions and risks generally inherent in the development of real property, including,
but not limited to, the risks described under the caption “SPECIAL RISK FACTORS,” the Developer
presently anticipates that it will have sufficient funds to develop the Property as described in this Official
Statement and to pay the Special Taxes levied against the portion of the Property then-owned by the Developer
(to the extent the responsibility of the Developer) prior to delinquency and does not anticipate that the City or
the District will be required to resort to a draw on the Reserve Account of the Special Tax Fund for payment of
principal of or interest on the Bonds due to the Developer’s nonpayment of Special Taxes. However, neither
the Developer nor any of its Affiliates are obligated to make any additional capital contribution or loan to the
Developer at any time, and the Developer reserves the right to change its respective development plan and
financing plan for the Property at any time without notice, and there is no recourse against the Developer for
the failure to pay the Special Taxes other than the filing of a foreclosure action.

Financing Plan. As of August 31, 2019, the Developer has expended approximately $22 million in
land acquisition, infrastructure work, site development costs, home construction costs and other development,
marketing and sales costs (exclusive of internal financing payment, corporate overhead allocation and other
carrying costs) related to its property in Improvement Area No. 2. The Developer estimates that it will require
approximately an additional $5 million to complete the development, sale and conveyance to individual
homebuyers of the remaining residences that the Developer plans to construct on its remaining property in
Improvement Area No. 2.

The Developer plans to finance its development activities within the District with a combination of
internal sources and home sales proceeds. The Developer has used, or intends to use, some or all of these
sources of funds to finance the acquisition of the property within the District, the development costs required
as a condition of development and the construction, marketing and carrying costs of residential home
construction, including property taxes and the Special Taxes while it owns property in Improvement Area No.
2. The Developer has not drawn upon and does not intend to draw upon any third party financing in order to
complete the development of Improvement Area No. 2.

Notwithstanding the Developer’s belief that it will have sufficient funds to complete its planned
development in Improvement Area No. 2, no assurance can be given that sources of financing available to the
Developer will be sufficient to complete the property development and home construction as currently
anticipated. While the Developer 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. Neither the Developer nor any of its
affiliates has any legal obligation of any kind to make any such funds available or to obtain loans. Other than
pointing out the willingness of the Developer to provide internal financing in the past, the Developer has not
represented in any way that it will do so in the future. If and to the extent that internal financing, Bond
proceeds and home sales revenues are inadequate to pay the costs that are required to complete the
Developer’s planned development in Improvement Area No. 2 and other financing by the Developer is not put
into place, there could be a shortfall in the funds required to complete the proposed development by the
Developer and portions of the project may not be developed.

The development and financing plans that are discussed above are solely projections as of the dates
indicated in this Official Statement. Such plans are subject to change. No assurance can be given that such
plans will remain in their current state or that the plans will ultimately be carried out according to the
discussions set forth above.

Estimated Direct and Overlapping Indebtedness
Within the boundaries of Improvement Area No. 2 are other overlapping local agencies providing

public services. The approximate amount of the direct and overlapping debt on the parcels within
Improvement Area No. 2 as of January 1, 2019 is shown in the table below.
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TABLE 4
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE CITY OF SALINAS
IMPROVEMENT AREA NO. 2
DIRECT AND OVERLAPPING DEBT

Fiscal Year 2020-21 Assessed Valuation: $ 3,966,6231
DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT: % Applicable Debt as of 1/1/19
Hartnell Joint Community College District General Obligation Bonds 0.028% $ 57,645
Salinas Union High School District General Obligation Bonds 0.047 43,119
Salinas Union High School District School Facilities Improvement District
General Obligation Bonds 0.077 3,445

Alisal Union School District General Obligation Bonds 0.254 152,196
Community Facilities District No. 2016-1 (Monte Bella) of the City of Salinas 100.000 1,955,000

TOTAL OVERLAPPING TAX AND ASSESSMENT DEBT $ 2,211,405
Ratios to Fiscal Year 2020-21 Assessed Valuation:

Direct Debt ($1,955,000) 49.29%

Total Direct and Overlapping Tax and Assessment Debt 55.75

@ Reflects increases in assessed valuation resulting from sales of homes after January 1, 2019.
@ Reflects the Bonds to be sold.
Source: California Municipal Statistics, Inc.

Expected Tax Burden

Based on the appraised values within Improvement Area No. 2 set forth in the Appraisal and the
projected debt service on the Bonds, the City expects that, in Fiscal Year 2020-21, the projected effective tax
rates levied on taxable property in Improvement Area No. 2 will range from approximately 1.910% to 1.930%
of the average appraised value of homes within each Land Use Type (as such term is defined in the Rate and
Method). Subject to the limitations established by the Rate and Method and the provisions of the Act, the
District will covenant in the Indenture to levy Special Taxes on parcels of taxable property in Improvement
Area No. 2 in each Fiscal Year in an amount sufficient to pay debt service on the outstanding Bonds.

The table below describes the estimated Fiscal Year 2020-21 effective tax burden for sample units of
Developed Property within Improvement Area No. 2, assuming that Special Taxes levied in Fiscal Year
2019-20 are levied at the Assigned Special Tax (as such term is defined in the Rate and Method) rate and
Fiscal Year 2019-20 actual levies for all other overlapping taxing jurisdictions.

The estimated tax rates and amounts presented in this Official Statement are based on currently
available information. The actual amounts charged may vary and may increase in future years depending on
the amount of Bonds and Parity Bonds outstanding, and the number of delinquencies in Improvement Area No.
2, among other factors.
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TABLE 5
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE CITY OF SALINAS
IMPROVEMENT AREA NO. 2
PROJECTED FISCAL YEAR 2020-21 EFFECTIVE TAX RATES
FOR SAMPLE DEVELOPED UNITS

Plan Type 1 2 3 4
Up to 1,801 to 2,201 to Greater
Land Use Category (Square Feet) 1,800 2,200 2,600 than 2,601
Home Size (Square Feet) 1,529 2,076 2,418 2,775
Estimated Base Sales Price $508,000 $556,000 $583,000 $589,000
Ad Valorem Property Taxes® Tax Rate
General Purpose 1.000000% $5,080 $5,560 $5,830 $5,890
Alisal Union School District Bonds, Series 1990B, 1990C, 0.239826 1,218 1,333 1,398 1,413
1999A, 1999D, 2006B, 2016A and 2017
Salinas Union High School District Bonds, Series 2014A and 0.033890 172 188 198 200
2017
Hartnell Community College District Bonds, Series 2002C, 0.035605 181 198 208 210
2002D, 2014A, 2014B, 2015A, 2015B and 2016A
Total Ad Valorem Property Taxes: 1.309321% $6,651 $7,280 $7,633 $7,712
Assessments, Special Taxes and Parcel Charges®
City of Salinas CFD 2016-1 (Monte Bella) Special Taxes $2,337 $2,524 $2,720 $2,720
Total Assessments, Special Taxes and Parcel Charges: $2.337 $2,524 $2,720 $2,720
Projected Total Property Taxes: $8,988 $9,804 $10,353 $10,432
Total Assessments, Special Taxes and Parcel Charges: 1.769% 1.763% 1.776% 1.771%

@ Source: Monterey County Auditor-Controller Tax Rate Book for Fiscal Year 2019-20.
@ Source: Harris & Associates.
Source: Harris & Associates.
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Estimated Value-to-Lien Ratio

The appraised value of the property within Improvement Area No. 2 as of the Date of Value is
$13,619,000. Dividing the appraised value by the principal amount of the Bonds ($1,955,000) results in a
value-to-lien ratio of 6.97-to-1" for Improvement Area No. 2. Dividing the appraised value by the principal
amount of the Bonds plus all overlapping general obligation debt ($2,211,405") results in an estimated
appraised value-to-lien ratio of 6.16-to-1" for Improvement Area No. 2. As of the date of issuance of the
Bonds, the District expects that the only land-secured debt applicable to parcels within Improvement Area No.
2 will be the debt that is described in Table 4 above. However, additional land-secured special tax or
assessment debt could be applicable to the parcels within Improvement Area No. 2 in the future. See the
captions “—Description of Authorized Facilities” and “—Estimated Direct and Overlapping Indebtedness.”

The table below shows the estimated appraised value-to-lien ratios within Improvement Area No. 2
allocated by property ownership and based on the estimated Fiscal Year 2020-21 tax levy.

" Preliminary; subject to change.
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TABLE 6
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE CITY OF SALINAS
IMPROVEMENT AREA NO. 2
ESTIMATED VALUE-TO-LIEN RATIOS ALLOCATED BY PROPERTY OWNERSHIP

Percentage of Estimated Fiscal ~ Percentage of Allocable Direct Debt

Number Appraised Percentage Year 2020-21 Estimated Principal Value-to-
of Appraised Property Maximum of Assigned Special Tax Fiscal Year Amount of Lien

Property Owner® Parcels  Property Value® Value Special Tax  Special Tax Levy®" 2019-20 Levy" Bonds®* Ratio®)”
Developed — Individually Owned 4 $ 2,120,000 15.6% $ 10,301 6.4% $ 10,301 6.4% $ 125,430 16.90:1
Developed — Developer-Owned 51 9,650,192 70.9 129,652 80.8 129,652 80.8 1,578,709 6.11:1
Approved — Developer-Owned 8 1,848,808 13.6 20,602 12.8 20,602 12.8 250,861 7.37:1
Total® 63 $13,619,000 100.0% $160,555 100.0% $160,555 100.0% $1,955,000 6.97:1

@ Based on ownership as of the Date of Value.

@ Based on Appraisal as of the Date of Value.

@ Excludes Administrative Expenses.

@ Allocated based on the projected Fiscal Year 2020-21 Special Tax levy.
®)  Appraised Property Value divided by Allocable Debt Service on Bonds.
©  Totals may not add due to rounding.

Source: Harris & Associates.

As of the Date of Value, all 55 parcels of Developed Property (as such term is defined in the Rate and Method) had a value-to-lien ratio of
6.11:1" or greater, for an aggregate value-to-lien ratio of approximately 6.91:1" based on an estimated Fiscal Year 2020-21 Special Tax levy of
approximately $139,953" and aggregate debt service on the Bonds of approximately $1,704,139."

" Preliminary; subject to change.
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Appraised Property Values

The following is a summary of certain provisions of the Appraisal, which should be read in
conjunction with the full text of the Appraisal set forth in Appendix G. None of the City, the District or the
Underwriter makes any representation as to the accuracy or completeness of the Appraisal.

Appraisal. An Appraisal of all parcels within Improvement Area No. 2 that will be subject to the
Special Taxes dated [ ], 2019 was prepared by the Appraiser in connection with issuance of the Bonds.
The purpose of the Appraisal was to estimate the fee simple market value of the parcels in Improvement Area
No. 2 by ownership and the aggregate value of all taxable property as of the Date of Value, September 15,
2019, which represents the date of inspection. The values are subject to a hypothetical condition that the
Bonds have sold and such values represent not less-than estimates. The conclusions in the Appraisal were
updatedasof [ ], 2019.

The Appraisal was based on certain assumptions and limiting conditions as described in detail in the
Appraisal under the caption “Standard Assumptions and Limiting Conditions.” See Appendix G. The
Appraisal does not cover eight below market rate units that will not be subject to the Special Taxes, as well as
certain other land within Improvement Area No. 2 (such as public or quasi-public land) that will not be subject
to the Special Taxes.

Valuation Methods. The Appraisal determined the market value of the parcels within Improvement
Area No. 2 using the Sales Comparison Approach (for the completed homes and the undeveloped lots) and the
Income Capitalization Approach (for the undeveloped lots only), each of which are discussed below.

Under the Sales Comparison Approach, market value is estimated by comparing properties that are
similar to the subject which have recently been sold, are listed for sale or are under contract for sale.
Adjustments are made to account for differences between the subject and comparable properties. Sales are
compared on a per-square foot basis.

Under the Income Capitalization Approach, a discounted cash flow analysis which reflects anticipated
home prices and costs over an absorption period is used, leading to an estimate of residual land value. This
approach reflects the income-producing potential of a property, converting the anticipated net income from
ownership of the property into a value indication through capitalization. The projected income stream is
calculated through the expected date upon which the owner sells the property. For Improvement Area No. 2,
the Appraiser employed a bifurcated discounted cash flow model in which the overall discount rate imputed
was 29.58%.

Value Estimate. Subject to the various conditions and assumptions set forth in the Appraisal, the
Appraiser estimated that, as of the September 15, 2019 Date of Value, the fee simple interest in the parcels
within Improvement Area No. 2 had the following value:

Owner Description Appraised Value
Developer 2 Model Homes, 29 Partially Completed Homes and 28 Finished Lots $11,499,000
Individual Homeowners 4 Completed Homes 2,120,000
TOTAL $13,619,000

The Appraisal is set forth in full in Appendix G.
Delinquency History
Under the provisions of the Act, the Special Taxes, from which funds necessary for the payment of

principal of, and interest on, the Bonds are derived, will be billed to the Property Owners on their regular
property tax bills. Such Special Tax installments are due and payable, and bear the same penalties and interest

32



for non-payment, as do regular property tax installments. Special Tax installment payments cannot generally
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 Special Tax installment payments in the future. See the
caption “SPECIAL RISK FACTORS—Special Tax Delinquencies.”

To date, the Special Taxes have not been levied in Improvement Area No. 2, so there are no current or
prior delinquencies. Special Taxes are expected to be levied for the first time in Fiscal Year 2019-20. Because
the County’s “Teeter Plan” (which is the Alternative Method of Distribution of Tax Levies and Collections and
of Tax Sale Proceeds, as provided for in Section 4701 et seq. of the Revenue and Taxation Code of the State of
California) is not available for community facilities districts such as the District, collections of Special Taxes
will reflect actual delinquencies. None of the City, the Underwriter or the District can predict the willingness
or ability of the Property Owners to pay the Special Taxes when the levy thereof commences in or about Fiscal
Year 2019-20.

See the caption “SOURCES OF PAYMENT FOR THE BONDS—Special Taxes—Covenant to
Foreclose; Proceeds of Foreclosure Sales” for a discussion of the provisions that apply, and procedures that the
District is obligated to follow, in the event of delinquency in the payment of Special Tax installments.

SPECIAL RISK FACTORS

The following is a discussion of certain risk factors that should be considered, in addition to other
matters set forth in this Official Statement, in evaluating the investment quality of the Bonds. This discussion
does not purport to be comprehensive or definitive. In addition, the order in which the following information
is presented is not intended to reflect the relative importance of any such risks. The occurrence of one or more
events discussed below could adversely affect the value of the property in Improvement Area No. 2. Moreover,
the occurrence of one or more of the events discussed below could adversely affect the ability or willingness of
property owners in Improvement Area No. 2 to pay their Special Taxes when due. Such a failure to pay
Special Taxes could result in the inability of the District to make full and punctual payments on the Bonds.

Concentration of Ownership

Improvement Area No. 2 has a significant concentration of ownership. As of [ ], 2019, [ ] of the
63 parcels in Improvement Area No. 2 that will be subject to the Special Tax are owned by the Developer,
although this number is expected to be reduced when the levy commences as the Developer sells completed
homes to individual homeowners. See the caption “IMPROVEMENT AREA NO. 2.” Failure of the Property
Owners, or any successor, to pay the annual Special Taxes when due could result in a default in payments of
the principal of, and interest on, the Bonds, when due.

None of the Property Owners is obligated in any manner to continue to own, or (in the case of the
Developer) to develop, any of such property. The Special Taxes are not a personal obligation of the owners of
the property on which such Special Taxes are levied, and no assurances can be given that the current Property
Owners within Improvement Area No. 2 will be financially able to pay the Special Taxes levied on such
property or that they will choose to pay even if financially able to do so. See the caption “—Payment of the
Special Tax is Not a Personal Obligation of the Owners.” Such risk is greater and its consequence more severe
when ownership is concentrated and may be expected to decrease when ownership is diversified.

Limited Obligations
The Bonds are revenue bonds, payable exclusively from Net Taxes and other funds provided in the
Indenture. The Bonds are not payable from the general fund or other moneys of the City or moneys derived

from Improvement Area No. 2 of the District. Except with respect to the Net Taxes from Improvement Area
No. 2, neither the credit nor the taxing power of the District or the City is pledged for the payment of the
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Bonds or the interest on the Bonds, and, except as provided in the Indenture, no Owner of the Bonds may
compel the exercise of any taxing power by the District or the City or force the forfeiture of any City or
District property. The principal of, premium, if any, and interest on the Bonds are not a debt of the City or a
legal or equitable pledge, charge, lien or encumbrance upon any of the City’s or the District’s property or upon
any of the City’s or the District’s income, receipts or revenues, except the Net Taxes and other amounts
pledged under the Indenture. See the caption “SOURCES OF PAYMENT FOR THE BONDS—Limited
Obligations.”

Insufficiency of Special Taxes

Based on current projections, the maximum Special Taxes that may be levied within Improvement
Area No. 2 exceed Maximum Annual Debt Service on the Bonds plus the Administrative Expenses Cap. See
the caption “SOURCES OF PAYMENT FOR THE BONDS—Special Taxes—Debt Service Coverage from
Net Special Taxes.” Notwithstanding the fact that the maximum Special Taxes that may be levied in
Improvement Area No. 2 exceed debt service on the Bonds, the Special Taxes collected could be inadequate to
make timely payment of debt service either because of nonpayment or, as described under the caption
“SOURCES OF PAYMENT FOR THE BONDS—Special Taxes—Rate and Method of Apportionment of
Special Taxes,” because property becomes exempt from taxation.

The Special Taxes will be billed to the properties within the District on the ad valorem property tax
bills sent to owners of such properties. The Act provides that such Special Tax installments are due and
payable, and bear the same penalties and interest for non-payment, as do ad valorem property tax installments.
Significant delinquencies in the payment of Special Tax installments, or delays in the prosecution of
foreclosure proceedings to collect such Special Taxes, could result in depletion of the Reserve Account and a
default in the payment of the Bonds. See the caption “SOURCES OF PAYMENT FOR THE BONDS—
Special Taxes—Covenant to Foreclose; Proceeds of Foreclosure Sales” for a discussion of the provisions that
apply, and the procedures that the District has covenanted to follow, in the event of delinquencies in the
payment of Special Taxes. See the captions “—FDIC/Federal Government Interests in Properties” and “—
Bankruptcy and Foreclosure” for a discussion of the policy of the Federal Deposit Insurance Corporation (the
“FDIC”) regarding the payment of special taxes and assessments and limitations on the District’s ability to
foreclose on the lien of the Special Taxes in certain circumstances.

The annual levy of the Special Tax 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 Special Tax, together with other available funds, will not be sufficient to pay debt service on
the Bonds. Other funds that might be available include moneys and reserve fund surety policies or similar
instruments deposited in the Reserve Account, funds derived from the payment of penalties on delinquent
Special Taxes and funds derived from the tax sale or foreclosure and sale of parcels on which levies of the
Special Tax are delinquent.

In addition, the District may not be able to levy the Special Tax up to the maximum authorized rates.
Pursuant to Section 53321(d) of the Act, the Special Tax levied against any parcel for which an occupancy
permit for private residential use has been issued may not be increased as a consequence of delinquency or
default by the owner of any other parcel within Improvement Area No. 2 by more than 10% above the amount
that would have been levied in such Fiscal Year had there never been any such delinquencies or defaults.
Consequently, although the maximum Special Tax prescribed by the Rate and Method could be materially
higher than the expected Special Tax levy in a given year, the Special Tax levy cannot be increased for
residential property by more than 10% in such year.

The levy of the Special Tax will rarely, if ever, result in a uniform relationship between the value of
particular property and the amount of the levy of the Special Tax against such property. Thus, there will
rarely, if ever, be a uniform relationship between the value of such property and the proportionate share of debt
service on the Bonds, and certainly not a direct relationship.

34



Certain parcels, including those that are owned by public entities, religious organizations,
homeowners’ associations and up to eight Affordable Housing Property (as such term is defined in Appendix
A) parcels, are currently exempt from Special Taxes.

The Act provides that if any property within Improvement Area No. 2 that is not otherwise exempt
from the Special Tax is acquired by a public entity through a negotiated transaction, or by gift or devise, the
Special Taxes will continue to be levied on and enforceable against the public entity that acquired the property.
In addition, the Act provides that if property that is subject to the Special Tax is acquired by a public entity
through eminent domain proceedings, the obligation to pay the Special Tax with respect to such property is to
be treated as if it were a special assessment and paid from the eminent domain award. The constitutionality
and operative effect of these provisions has not been tested in the courts. If for any reason property subject to
the Special Tax becomes exempt from taxation by reason of ownership by a nontaxable entity such as the
federal government, or another public agency that asserts immunity from the Special Tax, subject to the
limitation of the maximum Special Tax rates, the Special Taxes will be reallocated to the remaining properties
within Improvement Area No. 2. This would result in the owners of such properties paying a greater amount
of the Special Tax and could have an adverse effect on the timely payment of the Special Tax. Due to the
problems associated with collecting taxes from public agencies, if a substantial portion of land within
Improvement Area No. 2 were to become owned by public agencies, collection of the Special Tax might
become more difficult and could result in collections of the Special Tax which might not be sufficient to pay
principal of and interest on the Bonds when due, and a default could occur with respect to the payment of such
principal and interest.

Risks of Real Estate Secured Investments Generally

The Special Taxes, which are the source of repayment for the Bonds, are ultimately secured by real
property in Improvement Area No. 2. Bondowners are therefore subject to the risks generally incident to an
investment secured by real estate, including, without limitation: (i) adverse changes in local market conditions,
such as changes in the market value of real property in the vicinity of the District, the supply of or demand for
competitive properties in such area and the market value of comparable residential property in the event of sale
or foreclosure; (ii) changes in real estate tax rates and other operating expenses, governmental rules (including,
without limitation, zoning laws and laws relating to threatened and endangered species and hazardous
materials) and fiscal policies; and (iii) natural disasters (including, without limitation, earthquakes, tsunamis,
fires, high winds, landslides and floods), which may result in uninsured losses.

Because assessed values do not necessarily indicate fair market values, decreases in fair market values
may be even greater than decreases in assessed valuations. No assurance can be given that individual
homeowners will pay Special Taxes in the future or that they will be able to pay such Special Taxes on a
timely basis. See the caption “—Bankruptcy and Foreclosure Delays” for a discussion of certain limitations on
the District’s ability to pursue judicial proceedings with respect to delinquent parcels.

Failure to Develop Properties

As of [ 1], 2019, [__] of the 63 parcels within Improvement Area No. 2 that will be subject to the
Special Taxes had completed structures on them, with an additional [__] parcels under construction. The
remaining [__] parcels are in a finished lot condition awaiting building permits, which the Developer expects
to receive by the end of December 2019.

Unimproved or partially improved land is inherently less valuable than land with improvements on it,
especially if there are restrictions on development, and provides less security to the Owners should it be
necessary for the District to foreclose on the property due to the nonpayment of Special Taxes. Any delays in
developing unimproved property, or the decision not to construct improvements on such property, may affect
the willingness and ability of the owners of property within Improvement Area No. 2 to pay the Special Taxes
when due.
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Land development is subject to comprehensive federal, State and local regulations. Approval is
required from various agencies in connection with the layout and design of developments, the nature and
extent of improvements, construction activity, land use, zoning, school and health requirements, as well as
numerous other matters. There is always the possibility that such approvals will not be obtained or, if
obtained, will not be obtained on a timely basis. Failure to obtain any such agency approval or to satisfy such
governmental requirements could adversely affect planned land development. In addition, there is a risk that
future governmental restrictions, including, but not limited to, governmental policies restricting or controlling
development within Improvement Area No. 2, will be enacted, and a risk that future voter approved land use
initiatives could add more restrictions and requirements on development within Improvement Area No. 2.

Moreover, there can be no assurance that the means and incentive to conduct land development
operations within Improvement Area No. 2 will not be adversely affected by a deterioration of the real estate
market and economic conditions or future local, State and federal governmental policies relating to real estate
development, the income tax treatment of real property ownership or the national economy.

The Developer may need continued financing to complete the development of the property within
Improvement Area No. 2. No assurance can be given that the required funding will be secured or that the
proposed development will be partially or fully completed, and it is possible that cost overruns will be incurred
that will require additional funding beyond what the Developer has projected, which may or may not be
available. See the caption “IMPROVEMENT AREA NO. 2—The Developer—Financing Plan” for a
discussion of the Developer’s available cash and access to additional capital.

Owners of the Bonds should assume that any event that significantly impacts the ability to complete
the development of the land in Improvement Area No. 2 would cause the property values within Improvement
Area No. 2 to decrease substantially and could affect the willingness and ability of the Property Owners to pay
the Special Taxes when due.

Endangered Species

In recent years, there has been an increase in activity at the State and federal level related to the
possible listing of certain plant and animal species found in the Southern California area as endangered or
threatened species. An increase in the number of endangered or threatened species is expected to curtail
development in a number of areas. At present, none of the unimproved property within Improvement Area No.
2 is known to be inhabited by any plant or animal species that any State or federal agency has listed or has
proposed for listing on the endangered or threatened species lists. The City is not aware of the current
existence of any endangered species within Improvement Area No. 2. Notwithstanding this fact, new species
are proposed to be added to the State and federal protected lists on a regular basis. Any action by the State or
federal government to protect species located on or adjacent to the property within Improvement Area No. 2
could have an adverse effect on the ability of the owners of unimproved property to construct improvements on
such property. Any such action could reduce the likelihood of timely payment of the Special Taxes which
might be levied upon such property and would likely reduce the market value of such property and, therefore,
the potential revenues available at foreclosure sales for delinquent Special Tax installments. See the caption
“—Land Values.”

Natural Disasters

The District, like all California communities, may be subject to unpredictable seismic activity,
drought, wildfires, high winds, landslides, floods or other natural disasters. According to the Safety Element
of the City’s General Plan, the City lies in a seismically active area, and the District is approximately 6 miles
northeast of the Rinconada Fault and approximately 11 miles southwest of the San Andreas Fault (Pajaro
segment), although Improvement Area No. 2 is not within an Alquist-Priolo Earthquake Fault Special Studies
Zone, as determined by the State of California. In addition, there are likely to be unmapped faults in or near
the City. Seismically induced ground shaking has affected the City in the past and is expected to affect the
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City in the future. Seismic activity represents a potential risk for damage to buildings, roads, bridges and
property within Improvement Area No. 2. In addition, land susceptible to seismic activity may be subject to
liquefaction during the occurrence of such event.

Portions of the City are located within floodways as defined by the Federal Emergency Management
Agency, although, according to the Appraisal, Improvement Area No. 2 has been determined to be outside the
100-year and 500-year floodplains. See Appendix G.

The State is periodically subject to wildfires, particularly in areas of wildland-urban interface (zones
of transition between unoccupied land and human development) and mountainous or hilly terrain.
Improvement Area No. 2 is not in a wildland-urban interface zone and is located is on level terrain;
accordingly, it is not believed that Improvement Area No. 2 is in an area of elevated wildfire risk in
comparison to surrounding areas.

In the event of a natural disaster, there may be significant damage to both property and infrastructure
in Improvement Area No. 2. As a result, a substantial portion of the Property Owners may be unable or
unwilling to pay the Special Taxes when due. In addition, the value of land in Improvement Area No. 2 could
be diminished in the aftermath of such a natural disaster, reducing the resulting proceeds of foreclosure sales in
the event of delinquencies in the payment of the Special Taxes.

Hazardous Substances

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

The District is within one mile of the former site of the Salinas Army Airfield, a Word War Two-era
military base, and was formerly used for agricultural purposes, including the application of pesticides. In
2017, a consultant that was retained by the previous owner of the land within Improvement Area No. 2
analyzed the potential risks to Improvement Area No. 2 residents of direct exposure to contaminants in soil and
concluded that such risks are on the very low range and, based on the criteria of the California Department of
Toxic Substances Control, are considered acceptable for residential use.

It is possible that liabilities may arise in the future with respect to any of the parcels within
Improvement Area No. 2 resulting from the existence, currently, on the parcel of a substance that is 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 that is not presently
classified as hazardous but which may in the future be so classified. Further, such liabilities may arise not
simply from the existence of a hazardous substance but from the method of handling it. Any of these
possibilities could significantly affect the willingness or ability of the owner of any parcel to pay the Special
Taxes or the value of a parcel that is realizable upon a delinquency.

As described under the caption “IMPROVEMENT AREA NO. 2—Appraised Property Values,” the
Appraisal assumes that no hazardous materials exist on the property. Accordingly, the Appraisal does not take
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into account the possible reduction in marketability and value of any of the parcels within Improvement Area
No. 2 by reason of the possible liability of the owner or operator for hazardous materials on such parcels.

Shapiro Decision

On August 1, 2014, the California Court of Appeal, Fourth Appellate District, Division One (the
“Court”), issued its opinion in City of San Diego v. Melvin Shapiro, et al. (D063997). The case involved a
Convention Center Facilities District (the “CCFD”) established by the City of San Diego. The CCFD was a
financing district established under the City of San Diego’s charter (the “Charter”) and was intended to
function much like a community facilities district established under the provisions of the Act. The CCFD was
comprised of all of the real property in the entire City of San Diego. However, the special tax to be levied
within the CCFD was to be levied only on properties improved with a hotel located within the CCFD.

At the election to authorize such special tax, the Charter proceeding limited the electorate to owners of
hotel properties and lessees of real property owned by a governmental entity on which a hotel is located. Thus,
the election was an election limited to owners and lessees of properties on which the special tax would be
levied, and not a registered voter election. Such approach to determining who would constitute the qualified
electors of the CCFD was based on Section 53326(c) of the Act, which generally provides that, if a special tax
will not be apportioned in any tax year on residential property, the legislative body may provide that the vote
will be by the landowners of the proposed district whose property would be subject to the special tax. The
Court held that the CCFD special tax election did not comply with applicable requirements of Article XIIIA,
Section 4, and Article XIIIC, Section 2, of the State Constitution, or with applicable provisions of the Charter,
because the electors in such an election were not the registered voters residing within the district.

In the case of the CCFD, at the time of the election there were several hundred thousand registered
voters within the CCFD (viz., all of the registered voters in the City of San Diego). In the case of Improvement
Area No. 2, there were no registered voters within Improvement Area No. 2 at the time of the elections to
authorize the special tax levy for Improvement Area No. 2. In City of San Diego, the Court expressly stated
that it was not addressing the validity of landowner voting to impose special taxes pursuant to the Act in
situations where there are fewer than 12 registered voters. Thus, by its terms, the Court’s holding does not
apply to the special tax election in Improvement Area No. 2. Moreover, Section 53341 of the Act provides
that any “action or proceeding to attack, review, set aside, void or annul the levy of a special tax ... shall be
commenced within 30 days after the special tax is approved by the voters.” Similarly, Section 53359 of the
Act provides that any action to determine the validity of bonds issued pursuant to the Act or the levy of special
taxes authorized pursuant to the Act be brought within 30 days of the voters approving the issuance of such
bonds or the special tax. Voters approved the Special Tax and the issuance of bonds for Improvement Area
No. 2 in compliance with all applicable requirements of the Act at the time of formation of the District in 2016.
Therefore, under the provisions of Sections 53341 and 53359 of the Act, the statute of limitations period to
challenge the validity of the Special Tax for Improvement Area No. 2 has expired.

Parity Taxes and Special Assessments

Property within Improvement Area No. 2 is subject to taxes and assessments imposed by other public
agencies that have jurisdiction over the land within Improvement Area No. 2. See the caption
“IMPROVEMENT AREA NO. 2—Estimated Direct and Overlapping Indebtedness.”

The Special Taxes and any penalties thereon constitute a lien against the lots and parcels of land on
which they have been levied. Such lien is on a parity with all special taxes and special assessments levied by
the City and other agencies and is co-equal to and independent of the lien for general property taxes, regardless
of when they are imposed upon the same property. The Special Taxes have priority over all existing and future
private liens imposed on the property except, possibly, for liens or security interests held by the Federal
Deposit Insurance Corporation and other federal government entities. See the captions “—Bankruptcy and

3

Foreclosure” and “—FDIC/Federal Government Interests in Properties” below.
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Neither the City nor the District has control over the ability of other entities and districts to
issue indebtedness secured by special taxes, ad valorem taxes or assessments that are payable from all or
a portion of the property within Improvement Area No. 2. In addition, the Property Owners within the
District may, without the consent or knowledge of the District, petition other public agencies to issue
public indebtedness secured by special taxes, ad valorem taxes or assessments. Any such special taxes,
ad valorem taxes or assessments may have a lien on such property on a parity with the Special Taxes and
could reduce the estimated value-to-lien ratios for property within Improvement Area No. 2 or the
willingness of Property Owners to pay the Special Tax.

Disclosures to Future Purchasers

The willingness or ability of an owner of a parcel to pay the Special Tax even if the value of the parcel
is sufficient may be affected by whether or not the owner was given due notice of the Special Tax
authorization when the owner purchased the parcel, was informed of the amount of the Special Tax on the
parcel should the Special Tax be levied at the maximum rate and the risk of such a levy, and, at the time of
such a levy, has the ability to pay it as well as pay other expenses and obligations. The District has caused a
notice of the Special Tax lien to be recorded in the Office of the Recorder for the County against each parcel.
While title companies normally refer to such notices in title reports, there can be no guarantee that such
reference will be made or, if made, that a prospective purchaser or lender will consider such Special Tax
obligation in the purchase of a property within Improvement Area No. 2 or lending of money secured by such

property.

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

Special Tax Delinquencies

Under provisions of the Act, the Special Taxes, from which funds necessary for the payment of
principal of and interest on the Bonds and any Parity Bonds are derived, are customarily billed to the properties
within Improvement Area No. 2 on the ad valorem property tax bills sent to owners of such properties. The
Act currently provides that such Special Tax installments are due and payable, and bear the same penalties and
interest for non-payment, as do ad valorem property tax installments.

Significant delinquencies in the payment of annual Special Tax installments, or delays in the
prosecution of foreclosure proceedings to collect such Special Taxes, could result in depletion of the Reserve
Account and default in payment of debt service on the Bonds. See the caption “SOURCES OF PAYMENT
FOR THE BONDS—Special Taxes—Covenant to Foreclose; Proceeds of Foreclosure Sales” for a discussion
of the provisions that apply, and the procedures that the District is obligated to follow under the Indenture, in
the event of delinquencies in the payment of Special Taxes. See the captions “—FDIC/Federal Government
Interests in Properties” and “—Bankruptcy and Foreclosure” for a discussion of the policy of the FDIC and the
rights of federal government entities regarding the payment of special taxes and assessment and limitations on
the District’s ability to foreclosure on the lien of the Special Taxes in certain circumstances.

The Alternative Method of Distribution of Tax Levies and Collections and of Tax Sale Proceeds

(known as the Teeter Plan), as provided for in Section 4701 et seq. of the State Revenue and Taxation Code, is
not available for community facilities districts such as the District. The collection of Special Taxes is therefore
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subject to the risk of delinquency, while the District is also entitled to collect penalties and interest on
delinquent Special Taxes.

Non-Cash Payments of Special Taxes

Under the Act, the City Council, as the legislative body of the District, may reserve to itself the right
and authority to allow the owner of any taxable parcel to tender a Bond or Parity Bond in full or partial
payment of any installment of the Special Taxes or the interest or penalties thereon. A Bond or Parity Bond so
tendered is to be accepted at par and credit is to be given for any interest accrued thereon to the date of the
tender. Thus, if Bonds or Parity Bonds can be purchased in the secondary market at a discount, it may be to
the advantage of an owner of a taxable parcel to pay the Special Taxes applicable thereto by tendering a Bond
or Parity Bond. Such a practice would decrease the cash flow available to the District to make payments with
respect to other Bonds or Parity Bonds then outstanding; and, unless the practice was limited by the District,
the Special Taxes paid in cash could be insufficient to pay the debt service due with respect to such other
Bonds or Parity Bonds.

In order to provide some protection against the potential adverse impact on cash flows that might be
caused by the tender of Bonds or Parity Bonds in payment of Special Taxes, the Indenture includes a covenant
pursuant to which the District will not adopt any policy pursuant to Section 53341.1 of the Act permitting the
tender of Bonds or Parity Bonds in full payment or partial payment of any Special Taxes unless the District has
first received a certificate from an Independent Financial Consultant that the acceptance of such a tender will
not result in the District having insufficient Special Tax revenues to pay the principal of and interest on the
Bonds and Parity Bonds when due.

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

The obligation to pay Special Taxes levied within Improvement Area No. 2 does not constitute a
personal obligation of the current or subsequent owners of the property in Improvement Area No. 2.
Enforcement of Special Tax payment obligations by the District is limited to judicial foreclosure in the County
Superior Court. See the caption “SOURCES OF PAYMENT FOR THE BONDS—Special Taxes—Covenant
to Foreclose; Proceeds of Foreclosure Sales.” There is no assurance that any current or subsequent owner of a
parcel that is subject to Special Taxes will be able to pay the Special Taxes, or that such owner will choose to
pay such installments even though it is financially able to do so.

Land Values

General. The value of the property within Improvement Area No. 2 is a critical factor in determining
the investment quality of the Bonds. If a property owner is delinquent in the payment of Special Taxes, the
District’s only remedy is to commence foreclosure proceedings against the delinquent parcel in an attempt to
obtain funds to pay the Special Taxes. Reductions in property values due to a downturn in the economy,
natural disasters, stricter land use regulations, delays in development or other events could adversely impact
the security underlying the Special Taxes. See the caption “IMPROVEMENT AREA NO. 2—Estimated
Value-to-Lien Ratio.”

Appraised Values. The Appraisal set forth in Appendix G estimates the aggregate value overall and
the market value by ownership of the parcels within Improvement Area No. 2. This market value is merely the
present opinion of the Appraiser and is subject to the assumptions and limiting conditions (and hypothetical
conditions) that are stated in the Appraisal. The District has not sought the present opinion of any other
appraiser of the value of the taxed parcels. A different present opinion of value might be rendered by a
different appraiser.

The opinion of value that is set forth in the Appraisal relates to sale by a willing seller to a willing
buyer, each having similar information and neither being forced by other circumstances to sell or to buy.
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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, based upon present facts and circumstances. Differing facts and circumstances may lead to differing
opinions of value. The appraised value is not evidence of future value because future facts and circumstances
may differ significantly from those that are in existence as of the date of the Appraisal.

No assurance can be given that any of the parcels in Improvement Area No. 2 could be sold for the
estimated market value that is contained in the Appraisal if such parcels should become delinquent in the
payment of Special Taxes and be foreclosed upon.

Billing of 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 (although not in the
District), taxpayers have refused to pay the special tax and have commenced litigation challenging the special
tax, the community facilities district and bonds issued by the community facilities district.

Under provisions of the Act, the Special Taxes are to be billed to the properties within Improvement
Area No. 2 that were entered on the Assessment Roll of the County Assessor by January 1 of the previous
Fiscal Year. Such Special Tax installments are due and payable, and bear the same penalties and interest for
non-payment, as do regular property tax installments. These Special Tax installment payments cannot be made
separately from property tax payments. Therefore, the unwillingness or inability of a property owner to pay
regular property tax bills may also indicate an unwillingness or inability to make regular property tax payments
and installment payments of Special Taxes in the future. See the caption “SOURCES OF PAYMENT FOR
THE BONDS—Special Taxes—Covenant to Foreclose; Proceeds of Foreclosure Sales” for a discussion of the
provisions that apply, and that procedures that the District is obligated to follow, in the event of delinquency in
the payment of installments of Special Taxes.

Value-to-Lien Ratios

The estimated value-to-lien ratios that are set forth under the caption “IMPROVEMENT AREA NO.
2—Estimated Value-to-Lien Ratio” are based on the appraised values of property in Improvement Area No. 2
and the direct and overlapping debt that is currently allocable to such property, as of January 1, 2019. No
assurance can be given that such value-to-lien ratios will be maintained over time. As discussed herein, many
factors that are beyond the control of the City and the District could adversely affect the property values within
Improvement Area No. 2. Neither the City nor the District has any control over the amount of additional
indebtedness that may be issued by other public agencies, the payment of which, through the levy of a tax or
an assessment, is on a parity with the Special Taxes. See the captions “—Parity Taxes and Special
Assessments” and “IMPROVEMENT AREA NO. 2—Estimated Direct and Overlapping Indebtedness.” A
decrease in the property values in Improvement Area No. 2 or an increase in the parity liens on property in
Improvement Area No. 2, or both, could result in a lowering of the value-to-lien ratios of the property in
Improvement Area No. 2.

IRS Audit of Tax-Exempt Bond Issues
The Internal Revenue Service (the “IRS”) has initiated an expanded program for the auditing of
tax-exempt bond issues, including both random and targeted audits. It is possible that the Bonds will be

selected for audit by the IRS. It is also possible that the market value of the Bonds might be affected as a
result of such an audit (or by an audit of similar bonds or securities).
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FDIC/Federal Government Interests in Properties

General. The ability of the District to collect the Special Taxes and 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 FDIC, the Federal National Mortgage Association (“FNMA”), the IRS, the Drug
Enforcement Administration or other similar federal governmental agencies has or obtains an interest.

Federal courts have held that, based on the supremacy clause of the United States Constitution, in the
absence of Congressional intent to the contrary, a state or local agency cannot foreclose to collect delinquent
taxes or assessments if foreclosure would impair the federal government’s interest. This means that, unless the
United States Congress has otherwise provided, if a federal government entity owns a parcel of taxable
property but does not pay taxes (including Special Taxes) and assessments levied on the parcel, the applicable
state and local governments cannot foreclose on the parcel to collect the delinquent taxes and assessments.

Moreover, unless the United States Congress has otherwise provided, if the federal government has a
mortgage interest in the parcel and the District wishes to foreclose on the parcel as a result of delinquent
Special Taxes, the property cannot be sold at a foreclosure sale unless it can be sold for an amount that is
sufficient to pay delinquent taxes and assessments on a parity with the Special Taxes and preserve the federal
government’s mortgage interest. In Rust v. Johnson, 597 F.2d 174 (9th Cir. 1979), the United States Court of
Appeal, Ninth Circuit (the “Ninth Circuit”), held that FNMA is a federal instrumentality for purposes of this
doctrine, and not a private entity, and that, as a result, an exercise of state power over a mortgage interest held
by FNMA constitutes an exercise of state power over property of the United States. For a discussion of risks
associated with taxable parcels within the District becoming owned by the federal government, federal
government entities or federal government sponsored entities, see the caption “—Insufficiency of Special
Taxes.”

The District has not undertaken to determine whether any federal governmental entity currently has, or
is likely to acquire, any interest (including a mortgage interest) in any of the parcels subject to the Special
Taxes, and therefore expresses no view concerning the likelihood that the risks described above will
materialize while the Bonds are outstanding.

FDIC. In the event that any financial institution making any loan which is secured by real property
within the District is taken over by the FDIC, and prior thereto or thereafter the loan or loans go into default,
resulting in ownership of the property by the FDIC, then the ability of the District to collect interest and
penalties specified by State law and to foreclose the lien of delinquent unpaid Special Taxes may be limited.
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 a new
Policy Statement effective January 9, 1997 (the “Policy Statement”). The Policy Statement provides that real
property that is owned by the FDIC is subject to state and local real property taxes only if those taxes are
assessed according to the property’s value, and that the FDIC is immune from real property taxes assessed on
any basis other than property value. According to the Policy Statement, the FDIC will pay its property tax
obligations when they become due and payable and will pay claims for delinquent property taxes as promptly
as is consistent with sound business practice and the orderly administration of the institution’s affairs, unless
abandonment of the FDIC’s interest in the property is appropriate. The FDIC will pay claims for interest on
delinquent property taxes owed at the rate provided under state law, to the extent that 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 neither pay nor recognize liens for such amounts. If any property taxes (including interest) on
FDIC-owned property are secured by a valid lien (in effect before the property became owned by the FDIC),
the FDIC will pay those claims. The Policy Statement further provides that no property of the FDIC is subject
to levy, attachment, garnishment, foreclosure or sale without the FDIC’s consent. In addition, the FDIC will
not permit a lien or security interest held by the FDIC to be eliminated by foreclosure without the FDIC’s
consent.
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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 that
such lien purports to secure the payment of any such amounts. Special taxes imposed under the Act and a
special tax formula that determines the special tax due each year are specifically identified in the Policy
Statement as being imposed each year and therefore covered by the FDIC’s federal immunity. The Ninth
Circuit issued a ruling on August 28, 2001 in which it determined that the FDIC, as a federal agency, is exempt
from special taxes under the Act. With respect to property in the State owned by the FDIC on January 9, 1997
and that was owned by the Resolution Trust Company (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 City and the District are unable to predict what effect the FDIC’s application of the Policy
Statement would have in the event of a delinquency on a parcel within the District in which the FDIC has 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 Bonds should assume
that the District will be unable to foreclose on any parcel owned by the FDIC. Such an outcome could cause a
draw on the Reserve Account and perhaps, ultimately, a default in payment on the Bonds.

Bankruptcy and Foreclosure

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

The payment of Special Taxes and the ability of the District to foreclose the lien of a delinquent
Special Tax may be limited by bankruptcy, insolvency or other laws generally affecting creditors’ rights or by
the laws of the State relating to judicial foreclosure.

Bankruptcy, insolvency and other laws generally affecting creditors’ rights could adversely impact the
interests of owners of the Bonds in at least two ways. First, the payment of property owners’ taxes and the
ability of the District to foreclose the lien of delinquent unpaid Special Taxes pursuant to its covenant to
pursue judicial foreclosure proceedings may be limited by bankruptcy, insolvency or other laws generally
affecting creditors’ rights (such as the Soldiers’ and Sailors’ Relief Act of 1940 discussed below) or by the
laws of the State relating to judicial foreclosure. See the caption “SOURCES OF PAYMENT FOR THE
BONDS—Special Taxes—Covenant to Foreclose; Proceeds of Foreclosure Sales.” In addition, the
prosecution of a foreclosure could be delayed for many reasons, including crowded local court calendars or
lengthy procedural delays.

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

Although bankruptcy proceedings would not cause the Special Taxes to become extinguished, the
amount and priority of any lien on property securing the payment of delinquent Special Taxes could be
reduced or modified if the value of the property were determined by the bankruptcy court to have become less
than the amount of the lien, and the amount of the delinquent Special Taxes in excess of the reduced lien
would then be treated as an unsecured claim by the court. Further, bankruptcy of a property owner could result
in an unwillingness to pay Special Taxes, a stay or other delay in prosecuting Superior Court foreclosure
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proceedings. Such a delay would increase the likelihood of a delay or default in payment of the principal of,
and interest on, the Bonds and the possibility of delinquent Special Tax installments not being paid in full.

On July 30, 1992, the Ninth Circuit issued its opinion in a bankruptcy case entitled In re Glasply
Marine Industries (“Glasply”). 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. Although the
court upheld the priority of unpaid taxes imposed before the bankruptcy petition, unpaid taxes imposed after
the filing of the bankruptcy petition were declared to be “administrative expenses” of the bankruptcy estate,
payable after all secured creditors. As a result, the secured creditor was able to foreclose on the property and
retain all the proceeds of the sale except the amount of the pre-petition taxes.

The Bankruptcy Reform Act of 1994 included a provision which excepts from the United States
Bankruptcy Code’s automatic stay provisions, “the creation of a statutory lien for an ad valorem property tax
imposed by . .. a political subdivision of a state if such tax comes due after the filing of the petition [by a
debtor in bankruptcy court].” This amendment effectively makes the Glasply holding inoperative as it relates
to ad valorem real property taxes. However, it is possible that the original rationale of the Glasply ruling could
still result in the treatment of post-petition special taxes as “administrative expenses,” rather than as tax liens
secured by real property, at least during the pendency of bankruptcy proceedings.

According to the court’s ruling, as administrative expenses, post-petition taxes would be paid,
assuming that the debtor had 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.

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

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 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 a court concludes that the ability to pay such taxes or assessments is materially
affected by reason of such service.

No Acceleration Provision

The Bonds do not contain a provision allowing for the acceleration of the Bonds in the event of a
payment default or other default under the Bonds or the Indenture. See Appendix C under the caption
“EVENTS OF DEFAULT—Remedies of Owners” for a description of remedies that are available to the Bond
Owner if the District defaults under the Indenture.

Loss of Tax Exemption
As discussed under the caption “TAX EXEMPTION,” the interest on the Bonds could become
includable in gross income for federal income tax purposes retroactive to the date of issuance of the Bonds as a

result of a failure of the District to comply with certain provisions of the Internal Revenue Code of 1986, as
amended, or certain legislative changes that occur subsequent to the issuance of the Bonds. The introduction
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or enactment of any such future legislative proposals or court decisions may also affect the market price for, or
marketability of, the Bonds. Prospective purchasers of the Bonds should consult their own tax advisors
regarding any pending or proposed federal or state tax legislation, regulations or litigation, as to which Bond
Counsel expresses no opinion. Should an event of taxability occur, the Bonds are not subject to early
redemption and will remain outstanding to maturity or until redeemed under the redemption provisions of the
Indenture.

Limitations on Remedies

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

Bond Counsel has limited its opinion as to the enforceability of the Bonds and of the Indenture to the
extent that enforceability may be limited by bankruptcy, insolvency, reorganization, fraudulent conveyance or
transfer, moratorium, or other similar laws affecting generally the enforcement of creditors’ rights, by
equitable principles and by the exercise of judicial discretion. The lack of availability of certain remedies or
the limitation of remedies may entail risks of delay, limitation or modification of the rights of the owners of the
Bonds.

Limited Secondary Market

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

Proposition 218

An initiative measure, Proposition 218, which is commonly referred to as the “Right to Vote on Taxes
Act” (the “Initiative”), was approved by the voters of the State at the November 5, 1996 general election. The
Initiative added Articles XIIIC and XIIID to the State Constitution. According to the “Title and Summary” of
the Initiative prepared by the State 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 several lawsuits have been filed requesting that the courts interpret
various aspects of the Initiative. The Initiative could potentially impact the Special Taxes available to the
District to pay the principal of and interest on the Bonds as described below.

Among other things, Section 3 of Article XIIIC states that “...the initiative power shall not be
prohibited or otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge.”
The Act provides for a procedure which includes notice, hearing, protest and voting requirements to alter the
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 not interfere with the timely retirement of that debt. On
July 1, 1997, a bill was signed into law by the Governor of the State enacting Government Code Section 5854,
which states that:
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“Section 3 of Article XIIIC of the California Constitution, as adopted at the November 5,
1996, general election, shall not be construed to mean that any owner or beneficial owner of a
municipal security, purchased before or after that date, assumes the risk of, or in any way
consents to, any action by initiative measure that constitutes an impairment of contractual
rights protected by Section 10 of Article I of the United States Constitution.”

Accordingly, although the matter is not free from doubt, it is likely that the Initiative has not conferred
on the voters the power to repeal or reduce the Special Taxes if such reduction would interfere with the timely
retirement of the Bonds. The provisions of the Initiative relating to the exercise of the initiative power have
not been fully interpreted by the courts, and no assurance can be given as to the outcome of any such litigation.

It may be possible, however, for voters or the City Council, acting as the legislative body of the
District, to reduce the Special Taxes in a manner that does not interfere with the timely repayment of the
Bonds, but which does reduce the maximum amount of Special Taxes that may be levied in any year below the
existing levels. Furthermore, no assurance can be given with respect to the future levy of the Special Taxes in
amounts greater than the amount necessary for the timely retirement of the Bonds. Therefore, no assurance
can be given with respect to the levy of Special Taxes for Administrative Expenses.

Nevertheless, to the maximum extent that the law permits it to do so, the District has covenanted that
it will not initiate proceedings to reduce the maximum Special Tax rates for the District. However, no
assurance can be given as to the enforceability of the foregoing covenants.

The interpretation and application of Articles XI1IC and XIIID will ultimately be determined by the
courts with respect to a number of the matters discussed above, and it is not possible at this time to predict with
certainty the outcome of such determination or the timeliness of any remedy afforded by the courts. See the
caption “—Limitations on Remedies.”

Ballot Initiatives

Article XIIIC was adopted pursuant to a measure that qualified for the ballot pursuant to the State’s
Constitutional initiative process, and the State Legislature has in the past enacted legislation that has altered the
spending limitation or established minimum funding provisions for particular activities. On March 6, 1995, in
the case of Rossi v. Brown, the State Supreme Court held that an initiative can repeal a tax ordinance and
prohibit the imposition of further such taxes and that the exemption from the referendum requirements does
not apply to initiative. From time to time, other initiative measures could be adopted by State 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 or local districts to increase revenues or
appropriations or on the ability of a property owner to complete the development of property within the
District.

Tax Cuts and Jobs Act

H.R. 1 of the 115th U.S. Congress, known as the “Tax Cuts and Jobs Act,” was enacted into law on
December 22, 2017 (the “Tax Act”). The Tax Act makes significant changes to many aspects of the Internal
Revenue Code of 1986, as amended. For example, the Tax Act reduces the amount of mortgage interest
expense and state and local income tax and property tax expense that individuals may deduct from their gross
income for federal income tax purposes. These changes could increase the cost of home ownership within
Improvement Area No. 2 and could slow the pace of home sales by the Developer or result in reductions of
sales price below the currently expected levels. However, the City cannot predict the effect that the Tax Act
may have on the cost of home ownership or the price of homes in Improvement Area No. 2, the pace at which
homes in Improvement Area No. 2 are sold to individual homeowners, or the ability or willingness of
homeowners to pay Special Taxes or property taxes.
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Potential Early Redemption of Bonds from Prepayments or Other Sources

Property owners within Improvement Area No. 2, including the Developer and any individual
property owner, are permitted to prepay their Special Taxes at any time. Such Prepayments could also be
made from the proceeds of bonds issued by or on behalf of an overlapping special assessment district or
community facilities district. Such Prepayments will result in an extraordinary redemption of the Bonds on the
Interest Payment Date for which timely notice may be given under the Indenture following the receipt of the
Prepayment. The resulting extraordinary redemption of Bonds that were purchased at a price greater than par
could reduce the otherwise expected yield on such Bonds. See the caption “THE BONDS—Redemption—
Extraordinary Redemption.”

CONTINUING DISCLOSURE
District

Pursuant to a Continuing Disclosure Certificate, dated the date of issuance of the Bonds (the “District
Disclosure Certificate”), the District has agreed to provide, or cause to be provided, to the Municipal
Securities Rulemaking Board’s Electronic Municipal Market Access (“EMMA?”) system: (a) certain annual
financial information and operating data concerning the District (the “District Annual Report™); and (b)
notice of certain enumerated events within ten business days after they occur. The District Annual Report is to
be filed not later than April 1 of each year, beginning April 1, 2020 (provided that the first District Annual
Report will consist solely of this Official Statement). The District Disclosure Certificate has been entered into
in order to assist the Underwriter in complying with Section (b)(5) of Rule 15¢2-12.

It should be noted that the District is required to file certain financial statements with the District
Annual Report. This requirement has been included in the District Disclosure Certificate solely to satisfy the
provisions of Rule 15¢2-12. The inclusion of this information does not mean that the Bonds are secured by
any resources or property of the District or the City other than as described in this Official Statement. See the
caption “SPECIAL RISK FACTORS—Limited Obligations.”

In the past five years, the District has complied in all material respects with its continuing disclosure
undertakings under Rule 15¢2-12. Although the City is not an obligated party under the District Disclosure
Certificate, City staff will be responsible for filing the District Annual Reports on behalf of the District. In the
past five years, the City filed notices of ratings changes with respect to certain of its outstanding obligations
after the time by which such notices were required to be filed under prior continuing disclosure undertakings of
the City. Except as disclosed in the previous sentence, the City has not failed to comply in all material respects
with its continuing disclosure obligations in the past five years.

In order to ensure compliance with its continuing disclosure obligations in the future, the City has
engaged Willdan Financial Services to assist the City and the District with their respective continuing
disclosure filings. In addition, in June 2019, the City adopted a comprehensive continuing disclosure policy,
including provisions addressing the amendments to Rule 15¢2-12 that went into effect in February 2019.

The proposed form of the District Disclosure Certificate is set forth in Appendix D-1.
Developer

The Developer is not an obligated party under Rule 15¢2-12. However, pursuant to a continuing
disclosure certificate, dated the date of issuance of the Bonds (the “Developer Disclosure Certificate”), the
Developer has voluntarily agreed to provide, or cause to be provided, to the EMMA system: (a) certain
information concerning the Developer and the parcels that it owns within Improvement Area No. 2 (the
“Developer Annual Report”); (b) and notice of certain enumerated events. Each Developer Annual Report is
to be filed not later than October 31 of each year, beginning October 31, 2020.
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The obligations of the Developer under the Developer Disclosure Certificate will terminate upon the
earlier of: (i) legal defeasance, prior redemption or payment in full of all of the Bonds; (ii) the date on which
the Developer owns fewer than 8 parcels in Improvement Area No. 2; (iii) the date on which the Developer has
no obligations under the Developer Disclosure Certificate with respect to any property because such
obligations have been assumed by one or more Major Property Owners or Affiliates thereof pursuant to an
Assumption Agreement (as such terms are defined in the Developer Disclosure Certificate); (iv) the date on
which the Developer prepays in full all of the Special Taxes that are attributable to its property in Improvement
Area No. 2.

[DISCUSSION OF PRIOR COMPLIANCE TO COME].
The proposed form of the Developer Disclosure Certificate is set forth in Appendix D-2.
LEGAL MATTERS

The validity of the Bonds and certain other legal matters are subject to the approving opinion of
Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, California, Bond Counsel. The
form of Bond Counsel’s opinion with respect to the Bonds is set forth in Appendix E. In addition to serving as
Bond Counsel in connection with the issuance and sale of the Bonds, Stradling Yocca Carlson & Rauth, a
Professional Corporation, has served as Disclosure Counsel to the District. Certain legal matters will be
passed on for the City and the District by the City Attorney, for the Underwriter by Jones Hall, A Professional
Law Corporation, San Francisco, for the Trustee by its counsel, and for the Developer by its in-house counsel.

TAX EXEMPTION

In the opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach,
California, Bond Counsel, under existing statutes, regulations, rulings and judicial decisions, and assuming the
accuracy of certain representations and compliance with certain covenants and requirements described herein,
interest (and original issue discount) on the Bonds is excluded from gross income for federal income tax
purposes and is not an item of tax preference for purposes of calculating the federal alternative minimum tax
imposed on individuals. In the further opinion of Bond Counsel, interest (and original issue discount) on the
Bonds is exempt from State of California personal income tax.

Bond Counsel’s opinion as to the exclusion from gross income for federal income tax purposes of
interest (and original issue discount) on the Bonds is based upon certain representations of fact and
certifications made by the District, the Underwriter and others and is subject to the condition that the District
complies with all requirements of the Internal Revenue Code of 1986, as amended (the “Code”) that must be
satisfied subsequent to the issuance of the Bonds to assure that interest (and original issue discount) on the
Bonds will not become includable in gross income for federal income tax purposes. Failure to comply with
such requirements of the Code might cause interest (and original issue discount) on the Bonds to be included in
gross income for federal income tax purposes retroactive to the date of issuance of the Bonds. The District has
covenanted to comply with all such requirements.

In the opinion of Bond Counsel, the difference between the issue price of a Bond (the first price at
which a substantial amount of the Bonds of a maturity is to be sold to the public) and the stated redemption
price at maturity of such Bond constitutes original issue discount. Original issue discount accrues under a
constant yield method, and original issue discount will accrue to a Beneficial Owner before receipt of cash
attributable to such excludable income. The amount of original issue discount deemed received by a
Beneficial Owner will increase the Beneficial Owner basis in the applicable Bond. The amount of original
issue discount that accrues to the Beneficial Owner of a Bond is excluded from the gross income of such
Beneficial Owner for federal income tax purposes, is not an item of tax preference for purposes of the federal
alternative minimum tax imposed on individuals, and is exempt from State of California personal income tax.
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The amount by which an Owner’s original basis for determining loss on sale or exchange in the
applicable Bond (generally, the purchase price) exceeds the amount payable on maturity (or on an earlier call
date) constitutes amortizable bond premium, which must be amortized under Section 171 of the Code; such
amortizable bond premium reduces the Owner’s basis in the applicable Bond (and the amount of tax-exempt
interest received), and is not deductible for federal income tax purposes. The basis reduction as a result of the
amortization of bond premium may result in an Owner realizing a taxable gain when a Bond is sold by the
Owner for an amount equal to or less (under certain circumstances) than the original cost of the Bond to the
Owner. Purchasers of the Bonds should consult their own tax advisors as to the treatment, computation and
collateral consequences of amortizable bond premium.

The IRS has initiated an expanded program for the auditing of tax-exempt bond issues, including both
random and targeted audits. It is possible that the Bonds will be selected for audit by the IRS. It is also
possible that the market value of the Bonds might be affected as a result of such an audit of the Bonds (or by
an audit of similar municipal obligations). No assurance can be given that in the course of an audit, as a result
of an audit, or otherwise, Congress or the IRS might not change the Code (or interpretation thereof) subsequent
to the issuance of the Bonds to the extent that it adversely affects the exclusion from gross income of interest
(and original issue discount) on the Bonds or their market value.

SUBSEQUENT TO THE ISSUANCE OF THE BONDS THERE MIGHT BE FEDERAL, STATE
OR LOCAL STATUTORY CHANGES (OR JUDICIAL OR REGULATORY CHANGES TO OR
INTERPRETATIONS OF FEDERAL, STATE OR LOCAL LAW) THAT AFFECT THE FEDERAL, STATE
OR LOCAL TAX TREATMENT OF THE BONDS, INCLUDING THE IMPOSITION OF ADDITIONAL
FEDERAL INCOME OR STATE TAXES BEING IMPOSED ON OWNERS OF TAX-EXEMPT STATE OR
LOCAL OBLIGATIONS, SUCH AS THE BONDS. THESE CHANGES COULD ADVERSELY AFFECT
THE MARKET VALUE OR LIQUIDITY OF THE BONDS. NO ASSURANCE CAN BE GIVEN THAT
SUBSEQUENT TO THE ISSUANCE OF THE BONDS STATUTORY CHANGES WILL NOT BE
INTRODUCED OR ENACTED OR JUDICIAL OR REGULATORY INTERPRETATIONS WILL NOT
OCCUR HAVING THE EFFECTS DESCRIBED ABOVE. BEFORE PURCHASING ANY OF THE
BONDS, ALL POTENTIAL PURCHASERS SHOULD CONSULT THEIR TAX ADVISORS REGARDING
POSSIBLE STATUTORY CHANGES OR JUDICIAL OR REGULATORY CHANGES OR
INTERPRETATIONS, AND THEIR COLLATERAL TAX CONSEQUENCES RELATING TO THE
BONDS.

Bond Counsel’s opinion may be affected by actions taken (or not taken) or events occurring (or not
occurring) after the date hereof. Bond Counsel has not undertaken to determine, or to inform any person,
whether any such actions or events are taken or do occur. The Indenture and the Tax Certificate relating to the
Bonds permit certain actions to be taken or to be omitted if a favorable opinion of Bond Counsel is provided
with respect thereto. Bond Counsel expresses no opinion as to the effect on the exclusion from gross income
for federal income tax purposes of interest (and original issue discount) with respect to any Bond if any such
action is taken or omitted based upon the advice of counsel other than Stradling Yocca Carlson & Rauth, a
Professional Corporation.

Although Bond Counsel will render an opinion that interest (and original issue discount) on the Bonds
is excluded from gross income for federal income tax purposes provided that the District continues to comply
with certain requirements of the Code, ownership of the Bonds and the accrual or receipt of interest (and
original issue discount) on the Bonds may otherwise affect the tax liability of certain persons. Bond Counsel
expresses no opinion regarding any such tax consequences. Accordingly, before purchasing any of the Bonds,
all potential purchasers should consult their tax advisors with respect to collateral tax consequences relating to
the Bonds.

Should interest (and original issue discount) on the Bonds become includable in gross income for

federal income tax purposes, the Bonds are not subject to early redemption and will remain outstanding until
maturity or until redeemed in accordance with the Indenture.
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A copy of the proposed form of opinion of Bond Counsel for the Bonds is set forth in Appendix E.
NO LITIGATION

At the time of delivery of and payment for the Bonds, the District will certify that there is no action,
suit, proceeding, inquiry or investigation, at law or in equity, before or by any court, regulatory agency, public
board or body, pending or, to the knowledge of the District, threatened against the District affecting the
existence of the District or the titles of its directors or officers to their respective offices or seeking to restrain
or to enjoin the sale or delivery of the Bonds, the application of the proceeds thereof in accordance with the
Indenture, or in any way contesting or affecting the validity or enforceability of the Bonds, the Indenture, or
any action of the District contemplated by any of said documents, or in any way contesting the completeness or
accuracy of this Official Statement or any amendment or supplement thereto, or contesting the powers of the
District or its authority with respect to the Bonds or any action of the District contemplated by any of said
documents, nor to the knowledge of the District, is there any basis therefor.

NO RATING
The Bonds have not been rated by any credit rating agency.
UNDERWRITING

The Bonds are being purchased by Stifel, Nicolaus & Company, Incorporated (the “Underwriter”).
The Underwriter has agreed to purchase the Bonds at a price of $ (being $ aggregate
principal amount of the Bonds, less Underwriter’s discount of $ and plus a net original issue
premium of $ ). The purchase agreement relating to the Bonds provides that the Underwriter will
purchase all of the Bonds if any are purchased. The obligation to make such purchase is subject to certain
terms and conditions set forth in such purchase agreement, the approval of certain legal matters by counsel and
certain other conditions.

The initial offering prices stated on the inside front cover page of this Official Statement may be
changed from time to time by the Underwriter. The Underwriter may offer and sell the Bonds to certain
dealers (including dealers depositing Bonds into investment trusts), dealer banks, banks acting as agent and
others at prices lower than said public offering prices.

FINANCIAL INTERESTS

The fees being paid to the Underwriter, Underwriter’s Counsel and Bond Counsel/Disclosure Counsel
are contingent upon the issuance and delivery of the Bonds. From time to time, Bond Counsel represents the
Underwriter on matters unrelated to the Bonds.

PENDING LEGISLATION
The District is not aware of any significant pending legislation that would have material adverse

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

ADDITIONAL INFORMATION
The purpose of this Official Statement is to supply information to prospective buyers of the Bonds.
Quotations and summaries and explanations of the Bonds and documents contained in this Official Statement

do not purport to be complete, and reference is made to such documents for full and complete statements and
their provisions.
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This Official Statement is submitted only in connection with the sale of the Bonds by the District.
This Official Statement does not constitute a contract with the purchasers of the Bonds.

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

COMMUNITY FACILITIES DISTRICT NO. 2016-1
(MONTE BELLA) OF THE CITY OF SALINAS

By:

City Manager
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APPENDIX A

RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAX

COMMUNITY FACILITIES DISTRICT NO. 2016-1
(MONTE BELLA) OF THE CITY OF SALINAS
(IMPROVEMENT AREA NO. 2)

The following sets forth the Rate and Method of Apportionment for the levy and collection of Special Taxes in
the City of Salinas (“City”) Community Facilities District No. 2016-1 (“CFD No. 2016-1"), Improvement
Area No. 2 (“TIA No. 2”). The Special Tax shall be levied on and collected in CFD No. 2016-1 IA No. 2 each
Fiscal Year, in an amount determined through the application of the Rate and Method of Apportionment
described below. All of the real property within CFD No. 2016-1 1A No. 2, 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:

“Acre or 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 map,
parcel map, condominium plan, or other recorded County parcel map or instrument. The square footage of an
Assessor’s Parcel is equal to the Acreage multiplied by 43,560.

“Act” means the Mello-Roos Communities Facilities Act of 1982, as amended, being Chapter 2.5, Part 1 of
Division 2 of Title 5 of the Government Code of the State of California.

“Administrative Expenses” means the following actual or reasonably estimated costs directly related to the
administration of CFD No. 2016-1 IA No. 2: the costs of computing the Special Taxes and preparing the
Special Tax collection schedules (whether by the City or designee thereof or both); the costs of collecting the
Special Taxes (whether by the City or otherwise); the costs of remitting the Special Taxes to the Trustee; the
costs of the Trustee (including legal counsel) in the discharge of the duties required of it under the Indenture;
the costs to the City, CFD No. 2016-1 IA No. 2 or any designee thereof of complying with arbitrage rebate
requirements; the costs to the City, CFD No. 2016-1 IA No. 2 or any designee thereof of complying with
disclosure requirements of the City, CFD No. 2016-1 1A No. 2 or obligated persons associated with applicable
federal and state securities laws and the Act; the costs associated with preparing Special Tax disclosure
statements and responding to public inquiries regarding the Special Taxes; the costs of the City, CFD
No. 2016-1 IA No. 2 or any designee thereof related to an appeal of the Special Tax; the costs associated with
the release of funds from an escrow account; and the City’s annual administration fees and third party
expenses. Administration Expenses shall also include amounts estimated by the CFD Administrator or
advanced by the City or CFD No. 2016-1 IA No. 2 for any other administrative purposes of CFD No. 2016-1
IA No. 2, including attorney’s fees and other costs related to commencing and pursuing to completion any
foreclosure of delinquent Special Taxes.

“Affordable Housing Property” means up to, but no more than, eight Assessor’s Parcels of Residential
Property within CFD No. 2016-1 IA No. 2 for which the City has designated such property as Affordable
Housing Property.

“Approved Property” means all Assessor’s Parcels of Taxable Property: (i) that are included in a Final Map
that was recorded prior to the January 1st preceding the Fiscal Year in which the Special Tax is being levied,
and (ii) that have not been issued a building permit on or before May 1st preceding the Fiscal Year in which
the Special Tax is being levied.
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“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.

“Assessor’s Parcel Number” means that number assigned to an Assessor’s Parcel by the County for purposes
of identification.

“Assigned Special Tax” means the Special Tax of that name described in Section D below.

“Backup Special Tax” means the Special Tax of that name described in Section E below.

“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, to
which Special Taxes within CFD No. 2016-1 IA No. 2 have been pledged.

“Building Square Footage” or “BSF” means the square footage of assessable internal living space, exclusive
of garages or other structures not used as living space, as determined by reference to the building permit

application for such Assessor’s Parcel.

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

“CFD Administrator” means an official of the City, or designee thereof, responsible for (i) determining the
Special Tax Requirement and providing for the levy and collection of the Special Taxes.

“CFD No. 2016-1” means Community Facilities District No. 2016-1 established by the City under the Act.
“City” means the City of Salinas.

“City Council” means the City Council of the City of Salinas, acting as the Legislative Body of CFD
No. 2016-1, or its designee.

“County” means the County of Monterey.
“Developed Property” means all Assessor’s Parcels of Taxable for which a building permit for new
construction was issued on or before May 1st preceding the Fiscal Year in which the Special Tax is being

levied.

“Exempt Property” means all Assessor’s Parcels designated as being exempt from Special Taxes as provided
for in Section J.

“Final Map” means a subdivision of property by recordation of a final map, parcel map, or lot line
adjustment, pursuant to the Subdivision Map Act (California Government Code Section 66410 et seq.) or
recordation of a condominium plan pursuant to California Civil Code 1352 that creates individual lots for
which building permits may be issued without further subdivision.

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

“IA No. 2” means Improvement Area No. 2 of CFD No. 2016-1, as identified on the most recent boundary
map for CFD No. 2016-1 on file with the County of Monterey Recorder’s Office.

“Land Use Type” means any of the types listed in Table 1 of Section D.

“Maximum Special Tax” means the Maximum Special Tax, determined in accordance with Section C, that
can be levied within CFD No. 2016-1 IA No. 2 in any Fiscal Year on any Assessor’s Parcel.

“Non-Residential Property” means all Assessor’s Parcels of Developed Property for which a building permit
was issued for any type of non-residential use.

“Partial Prepayment Amount” means the amount required to prepay a portion of the Special Tax obligation
for an Assessor’s Parcel, as described in Section H.

“Prepayment Amount” means the amount required to prepay the Special Tax obligation in full for an
Assessor’s Parcel, as described in Section G.

“Proportionately” means that the ratio of the actual Special Tax levy to the applicable Assigned Special Tax
is equal for all applicable Assessor’s Parcels. In case of Developed Property subject to the apportionment of
the Special Tax under step four of Section F, “Proportionately” in step four means that the quotient of
(a) actual Special Tax less the Assigned Special Tax divided by (b) the Backup Special Tax less the Assigned
Special Tax, is equal for all applicable Assessor’s Parcels.

“Provisional Undeveloped Property” means all Assessor’s Parcels of Taxable Property that would otherwise
be classified as Exempt Property pursuant to the provisions of Section J, but cannot be classified as Exempt
Property because to do so would reduce the Acreage of all Taxable Property below the required minimum
Acreage set forth in Section J.

“Residential Property” means all Assessor’s Parcels of Developed Property for which a building permit has
been issued for purposes of constructing one or more residential dwelling units.

“Single Family Property” means all Assessor’s Parcels of Residential Property other than Affordable
Housing Property.

“Single Family Unit” means a residential dwelling unit other than an Affordable Housing Unit.

“Special Tax” means any of the special taxes authorized to be levied within CFD No. 2016-1 IA No. 2
pursuant to the Act.

“Special Tax Requirement” means the amount required in any Fiscal Year to pay: (i) the debt service or the
periodic costs on all outstanding Bonds due in the Calendar Year that commences in such Fiscal Year,
(if) Administrative Expenses, (iii) the 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,
(v) an amount equal to any anticipated shortfall due to Special Tax delinquencies in the prior Fiscal Year, and
(vi) the collection or accumulation of funds for the acquisition or construction of facilities authorized by CFD
No. 2016-1 provided that the inclusion of such amount does not cause an increase in the levy of Special Tax
on Approved Property or Undeveloped Property as set forth in Step Two and Step Three of Section F., less
(vii) any amounts available to pay debt service or other periodic costs on the Bonds pursuant to the Indenture.
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“Taxable Property” means all Assessor’s Parcels within CFD No. 2016-1 IA No. 2, which are not Exempt
Property.

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

“Undeveloped Property” means all Assessor’s Parcels of Taxable Property which are not Developed
Property, Approved Property or Provisional Undeveloped Property.

SECTION B
CLASSIFICATION OF ASSESSOR’S PARCELS

Each Fiscal Year, beginning with Fiscal Year 2016-17, each Assessor’s Parcel within Improvement Area No. 2
shall be classified as Taxable Property or Exempt Property. In addition, each Assessor’s Parcel of Taxable
Property shall be further classified as Developed Property, Approved Property, Undeveloped Property or
Provisional Undeveloped Property. In addition, each Assessor’s Parcel of Developed Property shall further be
classified as Residential Property or Non-Residential Property. Lastly, each Assessor’s Parcel of Residential
Property shall further be classified as a Single Family Property or Affordable Housing Property, and each
Assessor’s Parcel of Single Family Property shall be assigned to its appropriate Assigned Special Tax rate
based on its Building Square Footage.

SECTION C
MAXIMUM SPECIAL TAX

1. Developed Property

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

The Maximum Special Tax for each Assessor’s Parcel of Non-Residential Property shall be the
applicable Assigned Special Tax described in Table 1 of Section D.

Prior to the issuance of Bonds, the Assigned Special Tax on Developed Property set forth in Table 1
may be reduced in accordance with, and subject to the conditions set forth in this paragraph. If it is
reasonably determined by the CFD Administrator that the overlapping debt burden (as defined in the
Statement of Goals and Policies for the Use of the Mello-Roos Community Facilities Act of 1982
adopted by the City Council as of the date of formation of CFD No. 2016-1, the “Goals and Policies™)
calculated pursuant to the Goals and Policies exceeds the City’s maximum level objective set forth in
such document, the Maximum Special Tax on Developed Property may be reduced (by modifying
Table 1) to the amount necessary to satisfy the City’s objective with respect to the maximum
overlapping debt burden level with the written consent of the CFD Administrator. In order to reduce
the Maximum Special Tax on Developed Property it may be necessary to reduce the Maximum
Special Tax for Undeveloped Property. The reductions permitted pursuant to this paragraph shall be
reflected in an amended Notice of Special Tax Lien which the City shall cause to be recorded by
executing a certificate in substantially the form attached hereto as Exhibit “A”.

2. Multiple Land Use Type

In some instances an Assessor’s Parcel of Developed Property may contain more than one Land Use
Type. The Maximum Special Tax levied on an Assessor’s Parcel shall be the sum of the Maximum
Special Tax for all Land Use Types located on the Assessor’s Parcel. The CFD Administrator’s
allocation to each type of property shall be final.
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3. Approved Property, Undeveloped Property and Provisional Undeveloped Property

The Maximum Special Tax for each Assessor’s Parcel classified as Approved Property, Undeveloped
Property, or Provisional Undeveloped Property in any Fiscal Year shall be the applicable Assigned
Special Tax.

SECTION D
ASSIGNED SPECIAL TAX

1. Developed Property

Each Fiscal Year, each Assessor’s Parcel of Single Family Property or Non-Residential Property shall
be subject to an Assigned Special Tax. The Assigned Special Tax applicable to an Assessor’s Parcel
of Developed Property for Fiscal Year 2016-17 shall be determined pursuant to Table 1 below.

TABLE 1
Improvement Area No. 2

For Fiscal Year 2016-17
Assigned Special Tax for Developed Property

Land Use Type Building Square Footage Rate
Single Family Property Up to 1,800 SF $2,337 per Single Family Unit
Single Family Property 1,801 SF to 2,000 SF $2,427 per Single Family Unit
Single Family Property 2,001 SF to 2,200 SF $2,524 per Single Family Unit
Single Family Property 2,201 SF to 2,400 SF $2,623 per Single Family Unit
Single Family Property Greater than 2,400 SF $2,720 per Single Family Unit

Non-Residential Property N/A $24,007 per Acre
2. Approved Property, Undeveloped Property and Provisional Undeveloped Property

Each Fiscal Year, each Assessor’s Parcel of Approved Property, Undeveloped Property and
Provisional Undeveloped Property shall be subject to an Assigned Special Tax. The Assigned Special
Tax rate for an Assessor’s Parcel classified as Approved Property, Undeveloped Property and
Provisional Undeveloped Property for Fiscal Year 2016-17 shall be $24,007 per Acre.

SECTION E
BACKUP SPECIAL TAX

At the time a Final Map is recorded, the Backup Special Tax for all Assessor’s Parcels of Developed Property
classified or reasonably expected to be classified as a Single Family Property within such Final Map area shall
be determined by (i) multiplying (a) the Maximum Special Tax rate for Undeveloped Property by (b) the total
Acreage of Taxable Property in such Final Map area, excluding Acreage classified as Provisional Undeveloped
Property, Acreage classified or reasonably expected to be classified as Non-Residential Property, and any
Acreage reasonably expected to be classified as Exempt Property in such Final Map area, and (ii) dividing the
results in (i) by the total number of Single Family Units reasonably expected to be constructed within such
Final Map area less the number of Affordable Housing Property units within CFD No. 2016-1 IA No. 2. The
resulting quotient shall be the Backup Special Tax for each Assessor’s Parcel of Single Family Property within
such Final Map area.

The Backup Special Tax shall not apply to Non-Residential Property.
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Notwithstanding the foregoing, if Assessor’s Parcels of Developed Property which are classified or to be
classified as Single Family Property are subsequently changed or modified by recordation of a lot line
adjustment or similar instrument, then the Backup Special Tax for the area that has been changed or modified
shall be recalculated, based on the methodology above, to equal the amount of Backup Special Tax that would
have been generated if such change did not take place.

SECTION F
METHOD OF APPORTIONMENT OF THE SPECIAL TAX

Commencing Fiscal Year 2016-17 and for each subsequent Fiscal Year, the City Council shall levy Special
Taxes on all Taxable Property in accordance with the following steps:

Step One: The Special Tax shall be levied Proportionately on each Assessor’s Parcel of Developed
Property at up to 100% of the applicable Assigned Special Tax rates in Table 1 to satisfy the
Special Tax Requirement.

Step Two: If additional moneys are needed to satisfy the Special Tax Requirement after the first step has
been completed, the Special Tax shall be levied Proportionately on each Assessor’s Parcel of
Approved Property at up to 100% of the Maximum Special Tax applicable to each such
Assessor’s Parcel as needed to satisfy the Special Tax Requirement.

Step Three: If additional moneys are needed to satisfy the Special Tax Requirement after the first two
steps have been completed, the Special Tax shall be levied Proportionately on each
Assessor’s Parcel of Undeveloped Property up to 100% of the Maximum Special Tax
applicable to each such Assessor’s Parcel as needed to satisfy the Special Tax Requirement.

Step Four: If additional moneys are needed to satisfy the Special Tax Requirement after the first three
steps have been completed, then the Special Tax on each Assessor’s Parcel of Developed
Property whose Maximum Special Tax is the Backup Special Tax shall be increased
Proportionately from the Assigned Special Tax up to 100% of the Backup Special Tax as
needed to satisfy the Special Tax Requirement.

Step Five: If additional moneys are needed to satisfy the Special Tax Requirement after the first four
steps have been completed, the Special Tax shall be levied Proportionately on each
Assessor’s Parcel of Provisional Undeveloped Property up to 100% of the Maximum Special
Tax applicable to each such Assessor’s Parcel as needed to satisfy the Special Tax
Requirement.

Notwithstanding the above, under no circumstances will the Special Tax levied against any Assessor’s Parcel
of Residential Property for which an occupancy permit for private residential use has been issued be increased
by more than ten percent as a consequence of delinquency or default by the owner of any other Assessor’s
Parcel within CFD No. 2016-1 IA No. 2.

SECTION G
PREPAYMENT OF SPECIAL TAX

The following additional definitions apply to this Section G:
“CFD Public Facilities” means $1,938,924 expressed in 2016 dollars, which shall increase by the
Construction Inflation Index on July 1, 2017, and on each July 1 thereafter, or such lower amount

(i) determined by the City Council as sufficient to provide the public facilities under the authorized bonding
program for CFD No. 2016-1 1A No. 2, or (ii) determined by the City Council concurrently with a covenant
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that it will not issue any more Bonds to be supported by Special Taxes levied under this Rate and Method of
Apportionment.

“Construction Fund” means an account specifically identified in the Indenture or functionally equivalent to
hold funds, which are currently available for expenditure to acquire or construct public facilities eligible under
CFD No. 2016-1 1A No. 2.

“Construction Inflation Index” means the annual percentage change in the Engineering News-Record
Building Cost Index 20-City average measured as of the Calendar Year which ends in the previous Fiscal
Year. In the event this index ceases to be published, the Construction Inflation Index shall be another index as
determined by the City that is reasonably comparable to the Engineering News-Record Building Cost Index.

“Future Facilities Costs” means the CFD Public Facilities minus public facility costs available to be funded,
or which have been funded by the Outstanding Bonds, and minus public facility costs funded by interest
earnings on the Construction Fund actually earned prior to the date of prepayment.

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

The Special Tax obligation of an Assessor’s Parcel of Developed Property, or an Assessor’s Parcel of
Approved Property or Undeveloped Property for which a building permit has been issued or is expected to be
issued, or an Assessor’s Parcel of Provisional Undeveloped Property may be prepaid in full, provided that
there are no delinquent Special Taxes, penalties, or interest charges outstanding with respect to such Assessor’s
Parcel at the time the Special Tax obligation would be prepaid. The Prepayment Amount for an Assessor’s
Parcel eligible for prepayment shall be determined as described below.

An owner of an Assessor’s Parcel intending to prepay the Special Tax obligation shall provide the CFD
Administrator with written notice of intent to prepay. Within 30 days of receipt of such notice the CFD
Administrator shall notify such owner of the Prepayment Amount of such Assessor’s Parcel. The CFD
Administrator may charge a reasonable fee for providing this service. Prepayment must be made not less than
45 days prior to the next occurring date that notice of redemption of Bonds from the proceeds of such
prepayment may be given by the Trustee pursuant to the Indenture.

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 Future Facilities Amount
plus Defeasance Cost

plus Administrative Fee

less Reserve Fund Credit

less Capitalized Interest Credit
equals Prepayment Amount

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

1. For an Assessor’s Parcel of Developed Property, compute the Assigned Special Tax and
Backup Special Tax, if any, applicable to the Assessor’s Parcel. For an Assessor’s Parcel of
Approved Property or Undeveloped Property, compute the Assigned Special Tax and the
Backup Special Tax as though it was already designated as Developed Property based upon
the building permit issued or expected to be issued for that Assessor’s Parcel. For an
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10.

11.

12.

Assessor’s Parcel of Provisional Undeveloped Property compute the Assigned Special Tax
for that Assessor’s Parcel.

For each Assessor’s Parcel of Developed Property, Approved Property, Undeveloped
Property or Provisional Undeveloped Property to be prepaid, (a) divide the Assigned Special
Tax computed pursuant to paragraph 1 for such Assessor’s Parcel by the sum of the estimated
Assigned Special Tax applicable to all Assessor’s Parcels of Taxable Property at buildout, as
reasonably determined by the City, and (b) divide the Backup Special Tax computed pursuant
to paragraph 1 for such Assessor’s Parcel by the sum of the estimated Backup Special Tax
applicable to all Assessor’s Parcels of Taxable Property at buildout, as reasonably determined
by the City.

Multiply the larger quotient computed pursuant to paragraph 2(a) or 2(b) by the Outstanding
Bonds. The product shall be the “Bond Redemption Amount”.

Multiply the Bond Redemption Amount by the applicable redemption premium, 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 Future Facilities Cost.

Multiply the larger quotient computed pursuant to paragraph 2(a) or 2(b) by the amount
determined pursuant to paragraph 5 to determine the Future Facilities Cost to be prepaid (the
“Future Facilities Amount”).

Compute the amount needed to pay interest on the Bond Redemption Amount to be redeemed
with the proceeds of the Prepayment Amount until the earliest redemption date for the
Outstanding Bonds.

Determine the actual Special Tax levied on the Assessor’s Parcel in the current Fiscal Year
which has not yet been paid.

Estimate the amount of interest earnings to be derived from the reinvestment of the Bond
Redemption Amount plus the Redemption Premium until the earliest redemption date for the
Outstanding Bonds.

Add the amounts computed pursuant to paragraph 7 and 8 and subtract the amount computed
pursuant to paragraph 9. This difference is the “Defeasance Cost.”

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.”

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 in the applicable reserve funds on the prepayment date.
Notwithstanding the foregoing, if the reserve fund requirement is satisfied by a surety bond or
other instrument at the time of the prepayment, then no Reserve Fund Credit shall be given.
Notwithstanding the foregoing, the Reserve Fund Credit shall in no event be less than 0.
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13. If any capitalized interest for the Outstanding Bonds will not have been expended as of the
date immediately following the first interest and/or principal payment following the current
Fiscal Year, a capitalized interest credit shall be calculated by multiplying the larger quotient
computed pursuant to paragraph 2(a) or 2(b) by the expected balance in the capitalized
interest fund or account under the Indenture after such first interest and/or principal payment.
This amount is the “Capitalized Interest Credit.”

14. The Prepayment Amount is equal to the sum of the Bond Redemption Amount, the
Redemption Premium, the Future Facilities Amount, the Defeasance Cost, and the
Administrative Fee, less the Reserve Fund Credit and the Capitalized Interest Credit.

15. From the Prepayment Amount, the amounts computed pursuant to paragraphs 3, 4, 10, 12,
and 13 shall be deposited into the appropriate fund as established under the Indenture and
used to retire Outstanding Bonds or make debt service payments. The amount computed
pursuant to paragraph 6 shall be deposited into the Construction Fund. The amount computed
pursuant to paragraph 11 shall be retained by Improvement Area No. 2.

The Special Tax prepayment amount may be insufficient to redeem a full $5,000 increment of Bonds. In such
cases, the increment above $5,000 or integral multiple thereof will be retained in the appropriate fund
established under the Indenture to be used with the next prepayment of Bonds or to make debt service
payments.

With respect to a Special Tax obligation that is prepaid pursuant to this Section G, the CFD Administrator
shall indicate in the records of CFD No. 2016-1 IA No. 2 that there has been a prepayment of the 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 Special Tax obligation and the release of the
Special Tax lien on such Assessor’s Parcel, and the obligation of such Assessor’s Parcel to pay such Special
Taxes shall cease.

Notwithstanding the foregoing, no prepayment will be allowed unless the amount of Special Tax that may be
levied on Taxable Property, net 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.

SECTIONH
PARTIAL PREPAYMENT OF SPECIAL TAX

The Special Tax obligation of an Assessor’s Parcel of Developed Property, or an Assessor’s Parcel of
Approved Property or Undeveloped Property for which a building permit has been issued or is expected to be
issued, or and Assessor’s Parcel of Provisional Undeveloped Property, as calculated in this Section H below,
may be partially prepaid, provided that there are no delinquent Special Taxes, penalties, or interest charges
outstanding with respect to such Assessor’s Parcel at the time the Special Tax obligation would be prepaid.

The Partial Prepayment Amount shall be calculated according to the following formula:
PP=(Pc-A)XF+A

The terms above have the following meanings:

PP = the Partial Prepayment Amount.

Pc=  the Prepayment Amount calculated according to Section G.

F= the percent by which the owner of the Assessor’s Parcel is partially prepaying the

Special Tax obligation.
= the Administrative Fee calculated according to Section G.
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The owner of any Assessor’s Parcel who desires such prepayment shall notify the CFD Administrator of such
owner’s intent to partially prepay the Special Tax and the percentage by which the Special Tax shall be
prepaid. The CFD Administrator shall provide the owner with a statement of the amount required for the
partial prepayment of the Special Tax for an Assessor’s Parcel within 30 days of the request and may charge a
reasonable fee for providing this service. With respect to any Assessor’s Parcel that is partially prepaid, the
City Council shall (i) distribute the funds remitted to it according to Section G, and (ii) indicate in the records
of CFD No. 2016-1 that there has been a partial prepayment of the 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 partial
prepayment of the Special Tax obligation to indicate the obligation of such Assessor’s Parcel to pay such
prepaid portion of the Special Tax shall cease.

Notwithstanding the foregoing, no partial prepayment will be allowed unless the amount of Special Tax that
may be levied on Taxable Property after such partial prepayment, net 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.

SECTION I
TERMINATION OF SPECIAL TAX

For each Fiscal Year that any Bonds are outstanding the Special Tax shall be levied on all Assessor’s Parcels
subject to the Special Tax. The Special Tax shall cease not later than the 2056-57 Fiscal Year, provided
however that the Special Taxes will cease to be levied in an earlier Fiscal Year if the CFD Administrator has
determined (i) that all required interest and principal payments on the CFD No. 2016-1 1A No. 2 Bonds have
been paid; (ii) all authorized facilities for CFD No. 2016-1 have been acquired and all reimbursements for
eligible facilities have been paid, (iii) no delinquent Special Taxes remain uncollected and (iv) all other
obligations of Improvement Area No. 2 have been satisfied.

SECTIONJ
EXEMPTIONS

The City shall classify as Exempt Property, in order of priority, (i) Assessor’s Parcels which are owned by,
irrevocably offered for dedication, encumbered by or restricted in use by the State of California, Federal or
other local governments, including school districts, (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 which are owned by, irrevocably offered for dedication, encumbered by or restricted in
use by a homeowners’ association, (iv) Assessor’s Parcels with public or utility easements making impractical
their utilization for other than the purposes set forth in the easement, (v) Assessor’s Parcels which are privately
owned and are encumbered by or restricted solely for public uses, (vi) Assessor’s Parcels restricted to other
types of public uses determined by the City Council, provided that no such classification would reduce the sum
of all Taxable Property to less than 6.64 Acres, or (Vvii) up to, but no more than, eight Assessor’s Parcels within
CFD No. 2016-1 IA No. 2 that have been designated as Affordable Housing Property by the City.

Notwithstanding the above, the City Council shall not classify an Assessor’s Parcel as Exempt Property if such
classification would reduce the sum of all Taxable Property to less than 6.64 Acres. Assessor’s Parcels which
cannot be classified as Exempt Property because such classification would reduce the Acreage of all Taxable
Property to less than 6.64 Acres will be classified as Provisional Undeveloped Property, and will be subject to
Special Taxes pursuant to Step Five in Section F.

SECTION K
MANNER OF COLLECTION OF SPECIAL TAX

The Special Tax shall be collected in the same manner and at the same time as ordinary ad valorem property
taxes, provided, however, that CFD No. 2016-1 may collect Special Taxes at a different time or in a different
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manner if necessary to meet its financial obligations, and may covenant to foreclose and may actually foreclose
on delinquent Assessor’s Parcels as permitted by the Act.

SECTION L
APPEALS

Any property owner claiming that the amount or application of the Special Tax is not correct may file a written
notice of appeal with the CFD Administrator not later than thirty-six (36) months after having paid the first
installment of the Special Tax that is disputed. The CFD Administrator shall promptly review the appeal, and
if necessary, meet with the property owner, consider written and oral evidence regarding the amount of the
Special Tax, and rule on the appeal. If the CFD Administrator’s decision requires that the Special Tax for an
Assessor’s Parcel be modified or changed in favor of the property owner, the CFD Administrator shall take
one of the following actions, in order of priority, in order to correct the error:

i amend the Special Tax levy for the current fiscal year prior to the payment date;

ii. require CFD No. 2016-1 to reimburse the taxpayer the amount of the overpayment to the
extent of available funds; or

iii. grant a credit against, eliminate, or reduce the future Special Tax levied on the taxpayer’s
property in the amount of the overpayment.

The City Council may interpret this Rate and Method of Apportionment for purposes of clarifying any

ambiguity and make determinations relative to the annual administration of the Special Tax and any landowner
or residents appeals. Any decision of the City Council shall be final and binding as to all persons.
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EXHIBIT “A”

CITY OF SALINAS AND CFD NO. 2016-1, IMPROVEMENT AREA NO. 2 CERTIFICATE

1. Pursuant to Section C of the Rate and Method of Apportionment of Special Tax (the “RMA”), the
City of Salinas (the “City”) and Community Facilities District No. 2016-1, Improvement Area No. 2
of the City of Salinas (“CFD No. 2016-1 IA No. 2”) hereby agree to a reduction in the Maximum
Special es:

@ The information in Table 1 relating to the Maximum Special Tax for Developed Property,
Approved Property, and/or Undeveloped Property within CFD No. 2016-1 IA No. 2 shall be
modified as follows:

[insert Table 1 showing effective change to special tax]

2. Table 1 may only be modified prior to the issuance of Bonds.

3. Upon execution of the Certificate by the City and CFD No. 2016-1 IA No. 2 the City shall cause an
amended Notice of Special Tax Lien for CFD No. 2016-1 IA No. 2 to be recorded reflecting the
modifications set forth herein.

By execution hereof, the undersigned acknowledges, on behalf of the City of Salinas and CFD No. 2016-1 IA

No. 2 receipt of this Certificate and modification of the RMA as set forth in this Certificate.

CITY OF SALINAS

By: Date:
CFD Administrator

COMMUNITY FACILITIES DISTRICT NO. 2016-1
IMPROVEMENT AREA NO. 2
OF THE CITY OF SALINAS

By: Date:
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APPENDIX B

SUPPLEMENTAL INFORMATION CONCERNING THE CITY OF SALINAS AND THE COUNTY
OF MONTEREY

The following information is presented as general background data. The Bonds are payable solely
from the Net Taxes as described in the Official Statement. The taxing power of the City of Salinas, the County
of Monterey, the State of California or any political subdivision thereof other than the District is not pledged
to the payment of the Bonds.

General

The City of Salinas (the “City”) is located in the County of Monterey (the “County”) in the Central
Coast region of California, 17 miles inland from the Monterey Bay, 325 miles north of Los Angeles and 106
miles south of San Francisco. The City was incorporated as a charter city in 1874. The City has an area of
approximately twenty-four square miles.

The City provides a wide range of municipal services, including public safety (police and fire), public
works-maintenance services (streets, lighting, signals, facilities, parks and trees), development and permit
services, current and advanced planning and traffic and facilities engineering, library, recreation and general
administrative services. Business-type services include a municipal airport, industrial waste system, two
municipal golf courses, sanitary sewer and storm drain systems, water utility and a parking district.

Government

The City operates under a Council/Manager form of government. Councilmembers are elected by
districts for four year alternating terms and a mayor is elected at large for a two year term. The City Council
appoints the City Attorney and the City Manager who is responsible for day-to-day administration of the City
under the policy direction of the City Council. The population of the City is estimated to be approximately
161,784,

The City Council members and the expiration dates of their respective terms are as follows:

Name Office Term Expires
Joe Gunter Mayor November 2018
Scott Davis Council Member November 2020
Tony Barrera Council Member December 2018
Steve McShane Council Member December 2018
Gloria De La Rosa Council Member November 2020
Kimbley Craig Council Member December 2018
John “Tony” Villegas Council Member November 2020
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Retail Sales

The table below present taxable sales for the years 2007 through 2016, the latest date for which such
information is available, for the County.

Year

2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

COUNTY OF MONTEREY
TAXABLE SALES
(DOLLARS IN THOUSANDS)

Permits

11,161
11,168
10,125
10,204
10,268
10,184
10,389
10,535
11,534
11,725

Taxable Transactions

$5,680,652
5,399,594
4,705,845
4,955,562
5,312,732
5,637,445
5,910,531
6,200,747
6,406,116
6,665,936

Source: California State Board of Equalization, Research and Statistics Division.

Percentage
Change

N/A
(4.9)%
(12.8)
5.3
7.2
6.1
48
4.9
33
3.9

The table below present taxable sales for the years 2007 through 2016, the latest date for which such

information is available, for the City.

Year

2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

CITY OF SALINAS
TAXABLE SALES
(DOLLARS IN THOUSANDS)

Permits

2,879
2,900
2,589
2,641
2,665
2,661
2,703
2,759
3,030
3,053

Taxable Transactions

$2,147,060
2,014,337
1,725,730
1,791,469
1,984,048
2,089,040
2,174,732
2,265,218
2,340,849
2,458,354

Source: California State Board of Equalization, Research and Statistics Division.
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Change

N/A
(6.1)%
(14.3)
3.8
10.7
5.2
4.1
4.1
33
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Population
Historic population information for the City, the County and the State of California is set forth below.

SALINAS, COUNTY OF MONTEREY, STATE OF CALIFORNIA

POPULATION
Area 2010 2015 2016 2017 2018
City of Salinas 150,441 159,308 161,273 161,521 161,784
County of Monterey 415,057 432,740 438,175 442,149 443,281
State of California 37,253,956 38,912,464 39,179,627 39,500,973 39,809,693

Source: State of California, Department of Finance E-4 Population Estimates for Cities, Counties and State, 2011-2018, with
2010 Benchmark, Sacramento, California, May 2018.

Employment

Residents of the City find employment throughout the Salinas Metropolitan Division (the
“Metropolitan Division”). The following tables set forth certain employment data for the Metropolitan
Division.

The following table represents the Annual Average Labor Force and Industry Employment for the
Metropolitan Division for the years 2013 through 2017.
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SALINAS MSA

2016

53,300
136,200
11,400
200
5,800
5,400
124,800
26,100
5,300
16,500

4,200
1,100
4,200
13,400
18,800
24,300
5,100
31,900
189,500

(MONTEREY COUNTY)
ANNUAL AVERAGE INDUSTRY EMPLOYMENT 2012-2017
2013 2014 2015
Total Farm 50,100 52,200 53,000
Total Nonfarm 126,600 129,800 133,100
Goods Producing 10,000 10,400 11,100
Natural Resources and Mining 200 200 300
Construction 4,500 4,900 5,200
Manufacturing 5,300 5,400 5,500
Service Providing 116,600 119,400 122,100
Trade, Transportation and Utilities 25,400 25,700 26,000
Wholesale Trade 5,200 5,400 5,300
Retail Trade 16,200 16,200 16,400
Transportation, Warehousing and
Utilities 4,000 4,000 4,300
Information 1,500 1,400 1,300
Financial Activities 4,000 4,000 4,100
Professional and Business Services 11,300 12,100 12,800
Educational and Health Services 17,500 18,000 18,400
Leisure and Hospitality 21,900 22,800 23,400
Other Services 4,800 4,900 5,000
Government 30,200 30,600 31,100
Total, All Industries 176,700 182,000 186,100
Note: The “Total, All Industries” data is not directly comparable to the employment data found herein.

2017

52,500
138,600
11,800
200
6,000
5,600
126,800
26,100
5,700
16,400

4,100
1,100
4,300
13,200
19,600
24,500
5,200
33,000
191,100

Source:  State of California, Employment Development Department, Labor Market Information Division, Salinas Metropolitan Division,

Industry Employment & Labor Force - by Annual Average, March 2017 Benchmark.
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The following table summarizes the labor force, employment and unemployment figures for the years

2012 through 2017 for the City, the County, the State and the nation as a whole.

SALINAS, COUNTY OF MONTEREY, STATE OF CALIFORNIA AND UNITED STATES
AVERAGE ANNUAL CIVILIAN LABOR FORCE, EMPLOYMENT AND UNEMPLOYMENT

Unemployment

Year and Area Labor Force® Employment® Unemployment® Rate
2012
Salinas 78,900 69,300 9,600 12.2%
Monterey County 218,100 192,900 25,300 11.6
California 18,523,800 16,602,700 1,921,100 10.4
United States 154,975,000 142,469,000 12,506,000 8.1
2013
Salinas 78,400 69,900 8,500 10.8%
Monterey County 216,900 194,600 22,400 10.3
California 18,624,300 16,958,700 1,665,600 8.9
United States 155,389,000 143,929,000 11,460,000 7.4
2014
Salinas 79,000 71,400 7,500 9.5%
Monterey County 219,000 199,200 19,800 9.0
California 18,755,000 17,348,600 1,406,400 7.5
United States 155,922,000 146,305,000 9,617,000 6.2
2015
Salinas 79,100 72,400 6,700 8.5%
Monterey County 221,400 203,500 17,900 8.1
California 18,893,200 17,723,300 1,169,900 6.2
United States 157,130,000 148,834,000 8,296,000 5.3
2016
Salinas 79,700 73,400 6,400 8.0%
Monterey County 220,400 203,800 16,700 7.6
California 19,102,700 18,065,000 1,037,700 5.4
United States 159,187,000 151,436,000 7,751,000 4.9
20174
Salinas 80,500 74,300 6,200 7.6%
Monterey County 223,200 212,900 10,300 4.6
California 19,353,400 18,516,000 837,400 4.3
United States 160,381,000 153,861,000 6,520,000 4.1

(Y]
@
®

©

Includes persons involved in labor-management trade disputes.

Includes all persons without jobs who are actively seeking work.

The unemployment rate is computed from unrounded data; therefore, it may differ from rates computed from rounded
figures in this table.

Not strictly comparable with data for prior years.

Source: California Employment Development Department, March 2017 Benchmark and U.S. Department of Labor, Bureau of

Labor Statistics.



Largest Employers

The table below sets forth the largest employers within the City as of February 27, 2018, the latest
date for which such information is available. Employers are presented in alphabetical order.

CITY OF SALINAS

LARGEST EMPLOYERS

Number of

Rank Name of Business Employees
1. Cardiology Clinic 500-999
2. Hilltown Packing Co. 500-999
3. Mann Packing Co. 500-999
4. Monterey County Social Services Community 500-999

Benefits Division

5. Monterey County Social Services Department 500-999
6. Monterey County Office of Education 500-999
7. Natividad Medical Center 500-999
8. Salinas Valley Memorial Healthcare 1,000-4,999
9. Salinas Valley Memorial Hospital 1,000-4,999
10.  Taylor Farms 1,000-4,999

Source: State of California Employment Development Department.

Type of Business

Nurse Practitioners

Harvesting-Contract

Fruits and Vegetables-Growers/Shippers
Government

Government

Education

Hospital

Hospital

Hospital

Fruits and Vegetables-Growers/Shippers

The following table show the largest industries located in the County as of June 30, 2017.

COUNTY OF MONTEREY
LARGEST INDUSTRIES®

Py
Q
>
x

Industry

Agriculture

Other Services

Retail Trade

Construction & Mining
Wholesale Trade
Manufacturing
Transportation & Warehousing
Finance & Insurance

Real Estate, Rental & Leasing
Information

Utilities

PFCQovow~NouprwnE

o

Employees

66,347
60,652
16,356
6,067
5,548
5,529
3,817
2,354
1,803
1,126
784

@ Employment by industry presented because County has been unable to obtain employment numbers for individual

employers.

Source: County of Monterey Comprehensive Annual Financial Report for the year ending June 30, 2017.

Personal Income

Personal income is the income that is received by all persons from all sources. It is calculated as the
sum of wage and salary disbursements, supplements to wages and salaries, proprietors’ income with inventory
valuation and capital consumption adjustments, rental income of persons with capital consumption adjustment,
personal dividend income, personal interest income, and personal current transfer receipts, less contributions

for government social insurance.
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The personal income of an area is the income that is received by, or on behalf of, all the individuals
who live in the area; therefore, the estimates of personal income are presented by the place of residence of the
income recipients.

Total personal income in the County increased by approximately 78% between 2002 and 2016. The
following tables summarize personal income for the County for the years 2002 through 2016.

MONTEREY COUNTY
PERSONAL INCOME
(DOLLARS IN THOUSANDS)

Annual
Year Personal Income Percent Change
2002 $13,041,166 --
2003 13,743,587 5.4%
2004 14,287,740 4.0
2005 14,856,269 4.0
2006 16,082,793 8.3
2007 16,613,668 3.3
2008 16,836,670 1.3
2009 16,801,573 0.2)
2010 17,246,851 2.7
2011 17,866,246 3.6
2012 18,651,438 4.4
2013 19,184,163 2.9
2014 20,251,502 5.6
2015 22,142,878 9.3
2016 22,827,059 3.1

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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The following tables summarizes per capita personal income for the County, the State of California
and the United States for the years 2001 through 2016. This measure of income is calculated as the personal
income of the residents of the area divided by the resident population of the area.

MONTEREY COUNTY, STATE OF CALIFORNIA AND THE UNITED STATES
PER CAPITA PERSONAL INCOME

Year Monterey County California United States
2001 $31,554 $33,671 $31,540
2002 31,887 33,901 31,815
2003 33,543 35,234 32,692
2004 34,956 37,551 34,316
2005 36,670 39,521 35,904
2006 40,024 42,334 38,144
2007 41,289 43,692 39,821
2008 41,467 44,162 41,082
2009 40,953 42,224 39,376
2010 41,417 43,315 40,277
2011 42,422 45,820 42,453
2012 43,803 48,312 44,267
2013 44,816 48,471 44,462
2014 47,107 50,988 46,414
2015 51,256 53,741 48,112
2016 52,448 56,374 49,246

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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APPENDIX C

SUMMARY OF BOND INDENTURE

The following is a summary of certain provisions of the Indenture that are not described elsewhere.
This summary does not purport to be comprehensive and reference should be made to the Indenture for a full
and complete statement of the provisions thereof.

[TO COME FROM BOND COUNSEL]
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APPENDIX D-1

FORM OF DISTRICT CONTINUING DISCLOSURE CERTIFICATE

Upon issuance of the Bonds, the District proposes to enter into a Continuing Disclosure Certificate in
substantially the following form:

This Continuing Disclosure Certificate, dated December _ , 2019 (the “Disclosure Agreement”) is
executed and delivered by Community Facilities District No. 2016-1 (Monte Bella) of the City of Salinas (the
“Issuer”) in connection with the issuance of the Issuer’s $ 2019 Special Tax Bonds (Improvement Area
No. 2) (the “Bonds”). The Bonds are being issued pursuant to a Bond Indenture, dated as of December 1, 2019 (the
“Bond Indenture”), by and between the Issuer and The Bank of New York Mellon Trust Company, N.A. The
Issuer covenants as follows:

SECTION 1. Purpose of the Disclosure Agreement. This Disclosure Agreement is being executed and
delivered by the Issuer for the benefit of the Owners and Beneficial Owners of the Bonds and in order to assist the
Underwriter in complying with the Rule.

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

“Annual Report” means any annual report provided by the Issuer pursuant to, and as described in,
Sections 3 and 4 of this Disclosure Agreement.

“Beneficial Owner” means any person which: (a) has the power, directly or indirectly, to vote or consent
with respect to, or to dispose of ownership of, any Bonds (including persons holding Bonds through nominees,
depositories or other intermediaries); or (b) is treated as the owner of any Bonds for federal income tax purposes.

“City” means the City of Salinas, California.

“Disclosure Representative” means the City Manager of the City, the Finance Director of the City, or the
designee thereof, or such other officer or employee as the Issuer shall designate in writing from time to time.

“Dissemination Agent” means, initially, the Issuer, or any successor Dissemination Agent designated in
writing by the Issuer and which has filed with the Issuer a written acceptance of such designation.

“Financial Obligation” means: (a) a debt obligation; (b) a derivative instrument entered into in connection
with, or pledged as security or a source of payment for, an existing or planned debt obligation; or (c) guarantee of (a)
or (b). The term “Financial Obligation” does not include municipal securities as to which a final official statement
has been provided to the MSRB consistent with the Rule and the issuer thereof has entered into a continuing
disclosure undertaking for such municipal securities.

“Fiscal Year” means the period from July 1 to June 30, or any other period selected by the Issuer as its
fiscal year.

“Improvement Area” means Improvement Area No. 2 of the Issuer.

“Listed Events” means any of the events listed in Section 5(a) and (b) of this Disclosure Agreement.

“MSRB” means the Municipal Securities Rulemaking Board, which has been designated by the Securities
and Exchange Commission as the sole repository of disclosure information for purposes of the Rule, or any other

repository of disclosure information that may be designated by the Securities and Exchange Commission as such for
purposes of the Rule in the future.
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“Official Statement” means the Official Statement relating to the Bonds, dated December __, 2019.

“RMA” means the Rate and Method of Apportionment of Special Tax approved by the qualified electors of
the Improvement Area.

“Rule” means Rule 15¢2-12 adopted by the Securities and Exchange Commission under the Securities
Exchange Act of 1934, as the same may be amended from time to time.

“State” means the State of California.

“Underwriter” means the original underwriters of the Bonds that are required to comply with the Rule in
connection with the offering of the Bonds.

SECTION 3. Provision of Annual Reports.

€)] The Issuer shall, or, upon delivery of the Annual Report to the Dissemination Agent (if
other than the Issuer), shall cause the Dissemination Agent to, not later than April 1 of each year, commencing April
1, 2020, provide to the MSRB an Annual Report that is consistent with the requirements of Section 4 of this
Disclosure Agreement; provided that the first Annual Report due by April 1, 2020 shall consist solely of the Official
Statement. The Annual Report may be submitted as a single document or as separate documents comprising a
package, and may cross-reference other information as provided in Section 4 of this Disclosure Agreement;
provided that the audited financial statements of the Issuer may be submitted separately from the balance of the
Annual Report and later than the date required above for the filing of the Annual Report if they are not available by
that date. If the Issuer’s Fiscal Year changes, it shall give notice of such change in the same manner as for a Listed
Event under Section 5(a).

(b) Not later than fifteen (15) business days prior to each April 1, the Issuer shall provide the
Annual Report to the Dissemination Agent (if other than the Issuer). If the Issuer is unable to provide to the MSRB
an Annual Report by the date required in subsection (), the Issuer shall send a notice to the MSRB in a timely
manner in substantially the form attached as Exhibit A.

(© The Dissemination Agent shall:

0] determine each year prior to April 1 the then-applicable rules and electronic
format prescribed by the MSRB for the filing of annual continuing disclosure reports; and

(i) if the Dissemination Agent is other than the Issuer, certify to the Issuer that the
Annual Report has been filed with the MSRB pursuant to this Disclosure Agreement, and stating, to the extent that it
can confirm such filing of the Annual Report, the date that it was filed.

SECTION 4. Content of Annual Reports. The Issuer’s Annual Report shall contain or include by
reference the following:

€)] The audited financial statements of the Issuer, if any have been prepared, for the most
recent Fiscal Year of the Issuer then ended. If the audited financial statements are being prepared and are not
available by the time that the Annual Report is required to be filed pursuant to Section 3(a), the Annual Report shall
contain any available unaudited financial statements, and the audited financial statements shall be filed in the same
manner as the Annual Report when they become available. Audited financial statements, if any, of the Issuer shall
be audited by such auditor as shall then be required or permitted by State law or the Bond Indenture. Audited
financial statements, if prepared by the Issuer, shall be prepared in accordance with generally accepted accounting
principles as prescribed for governmental units by the Governmental Accounting Standards Board; provided,
however, that the Issuer may from time to time, if required by federal or state legal requirements, modify the basis
upon which its financial statements are prepared. In the event that the Issuer shall modify the basis upon which its
financial statements are prepared, the Issuer shall provide a notice of such modification to EMMA, including a
reference to the specific federal or state law or regulation specifically describing the legal requirements for the
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change in accounting basis. The financial statements of the City shall be filed to the extent that the Issuer does not
prepare audited financial statements, but the financial statements of the City shall not be deemed to be the financial
statements of the Issuer unless such audited financial statements contain specific information as to the Issuer, its
revenues, expenses and account balances. If the City’s audited financial statements contain specific information as
to the Issuer, its revenues, expenses and account balances, the Issuer’s Annual Report shall contain or incorporate by
reference the City’s audited financial statements. If the City’s audited financial statements contain specific
information as to the Issuer, its revenues, expenses and account balances, but are not available at the time required
for filing, unaudited financial statements of the City that contain specific information as to the Issuer, its revenues,
expenses and account balances shall be submitted with the Annual Report and the City’s audited financial
statements shall be submitted once available.

(b) To the extent not contained in the audited financial statements filed pursuant to
subsection (a):

(i) The total dollar amount of delinquencies in the Improvement Area as of each
October 1 preceding to the April 1 Annual Report due date and, in the event that the total delinquencies within the
Improvement Area as of such October 1 in any year exceed 5% of the Special Tax for the previous year,
delinquency information for each parcel, including the amounts of delinquencies, length of delinquency and status of
any foreclosure of each such parcel.

(i) The amount of prepayments of the Special Tax with respect to the Improvement
Area for the prior Fiscal Year.

(iii) A land ownership summary listing property owners responsible for more than
5% of the annual Special Tax levy, as shown on the Monterey County Assessor’s last equalized tax roll prior to each
September preceding the April 1 Annual Report due date.

(iv) The principal amount of the Bonds outstanding and the balance in the Reserve
Account (along with a statement of the Reserve Requirement) as of each September 30 preceding the April 1 Annual
Report due date.

(v) The total assessed value (per the Monterey County Assessor’s records) of all
parcels currently subject to the Special Tax within the Improvement Area, showing the total assessed valuation for
all parcels within the Improvement Area and with separate columns showing the assessed value of improved and
unimproved parcels. Parcels are considered improved if there is an assessed value for the improvements in the
Monterey County Assessor’s records.

(vi) An updated table in substantially the form of Table [6] in the Official Statement
entitled “Estimated Value-to-Lien Ratios Allocated by Property Ownership” based upon the most recent information
available, provided that assessed values shown on the Monterey County Assessor’s most recent equalized tax roll
prior to each September preceding the April 1 Annual Report due date may be substituted for appraised values.

(vii) Any changes to the RMA since the filing of the prior Annual Report.

(viii) A copy of the annual information required to be filed by the City with the
California Debt and Investment Advisory Commission pursuant to the Mello-Roos Community Facilities Act of
1982, as amended and relating generally to outstanding Issuer bond amounts, fund balances, assessed values, special
tax delinquencies and foreclosure information.

(ix) In addition to any of the information expressly required to be provided under
paragraphs (i) through (viii) of this Section, the Issuer shall provide such further information, if any, as may be
necessary to make the specifically required statements, in the light of the circumstances under which they are made,
not misleading.
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Any or all of the items listed above may be included by specific reference to other documents, including
official statements for debt issues of the Issuer or related public entities, which have been submitted to the MSRB or
the Securities and Exchange Commission. If the document included by reference is a final official statement, it must
be available from the MSRB. The Issuer shall clearly identify each such other document so included by reference.

SECTION 5. Reporting of Significant Events.

@ Pursuant to the provisions of this Section 5, the Issuer shall give, or cause to be given,
notice of the occurrence of any of the following events with respect to the Bonds in a timely manner not more than
ten (10) Business Days after the event:

(i) Principal and interest payment delinquencies.

(ii) Unscheduled draws on debt service reserves reflecting financial difficulties.
(iii) Unscheduled draws on credit enhancements reflecting financial difficulties.
(iv) Substitution of credit or liquidity providers, or their failure to perform.

(v) Adverse tax opinions, the issuance by the Internal Revenue Service of proposed
or final determinations of taxability or Notices of Proposed Issue (IRS Form 5701 TEB).

(vi) Tender offers.
(vii) Defeasances.
(viii)  Rating changes.

(ix) Default, event of acceleration, termination event, modification of terms or other
similar events under the terms of a Financial Obligation of the Issuer, any of which reflect financial difficulties.”

(x) Bankruptcy, insolvency, receivership or similar proceedings.

Note: For the purposes of the event identified in subparagraph (xi), the event is considered to occur when
any of the following occur: the appointment of a receiver, fiscal agent or similar officer for an obligated person in a
proceeding under the U.S. Bankruptcy Code or in any other proceeding under state or federal law in which a court or
governmental authority has assumed jurisdiction over substantially all of the assets or business of the obligated
person, or if such jurisdiction has been assumed by leaving the existing governmental body and officials or officers
in possession but subject to the supervision and orders of a court or governmental authority, or the entry of an order
confirming a plan of reorganization, arrangement or liquidation by a court or governmental authority having
supervision or jurisdiction over substantially all of the assets or business of the obligated person.

(b) Pursuant to the provisions of this Section 5, the Issuer shall give, or cause to be given,
notice of the occurrence of any of the following events with respect to the Bonds, if material, in a timely manner not
more than ten (10) Business Days after occurrence:

Q) Unless described in Section 5(a)(v), other notices or determinations by the
Internal Revenue Service with respect to the tax status of the Bonds or other events affecting the tax status of the
Bonds.

(i) Modifications to the rights of Bondholders.

" The Issuer shall interpret the events identified in Section 5(a)(ix) in accordance with Release No. 34-83885 adopted by the Securities and
Exchange Commission on August 20, 2018 and or any future guidance or releases provided by the Securities and Exchange Commission.
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(iii) Bond calls.
(iv) Release, substitution or sale of property securing repayment of the Bonds.
(v) Non-payment related defaults.

(vi) The consummation of a merger, consolidation or acquisition involving the Issuer
or the sale of all or substantially all of the assets of the Issuer, other than in the ordinary course of business, the entry
into a definitive agreement to undertake such an action or the termination of a definitive agreement relating to any
such actions, other than pursuant to its terms.

(vii) Appointment of a successor or additional trustee or the change of the name of a
trustee.

(viii)  Incurrence of a Financial Obligation of the Issuer or agreement to covenants,
events of default, remedies, priority rights or other similar terms of a Financial Obligation of the Issuer, any of
which affect security holders.”

(© If the Issuer determines that knowledge of the occurrence of a Listed Event under
subsection (b) would be material under applicable federal securities laws, and if the Dissemination Agent is other
than the Issuer, the Issuer shall promptly notify the Dissemination Agent in writing. Such notice shall instruct the
Dissemination Agent to file a notice of such occurrence with the MSRB in an electronic format as prescribed by the
MSRB in a timely manner not more than ten (10) Business Days after the event. Notwithstanding the foregoing,
notice of Listed Events described in subsection (b)(iii) need not be given under this subsection any earlier than the
notice (if any) of the underlying event is given to Owners of affected Bonds pursuant to the Bond Indenture.

(d) If the Issuer determines that a Listed Event under subsection (b) would not be material
under applicable federal securities laws and if the Dissemination Agent is other than the Issuer, the Issuer shall so
notify the Dissemination Agent in writing and instruct the Dissemination Agent not to report the occurrence.

(e The Issuer hereby agrees that the undertaking set forth in this Disclosure Agreement is
the responsibility of the Issuer and, if the Dissemination Agent is other than the Issuer, the Dissemination Agent
shall not be responsible for determining whether the Issuer’s instructions to the Dissemination Agent under this
Section 5 comply with the requirements of the Rule.

SECTION 6. Termination of Reporting Obligation. The Issuer’s obligations under this Disclosure
Agreement shall terminate upon the legal defeasance, prior redemption or payment in full of all of the Bonds. If
such termination occurs prior to the final maturity of the Bonds, the Issuer shall give notice of such termination in
the same manner as for a Listed Event under Section 5(a).

SECTION 7. Dissemination Agent. The Issuer may, from time to time, appoint or engage a
Dissemination Agent to assist it in carrying out its obligations under this Disclosure Agreement, and may discharge
any such Dissemination Agent, with or without appointing a successor Dissemination Agent. The Dissemination
Agent shall not be responsible in any manner for the form or content of any notice or report prepared by the Issuer
pursuant to this Disclosure Agreement. The Dissemination Agent may resign by providing thirty days’ written
notice to the Issuer and the Trustee. The Dissemination Agent shall have no duty to review any information
provided to it by the Issuer. The Dissemination Agent shall have no duty to prepare any information report, nor
shall the Dissemination Agent be responsible for filing any report not provided to it by the Issuer in a timely manner
and in a form suitable for filing.

SECTION 8. Amendment; Waiver.  Notwithstanding any other provision of this Disclosure
Agreement, the Issuer may amend this Disclosure Agreement, and any provision of this Disclosure Agreement may
be waived, provided that, in the opinion of nationally recognized bond counsel, such amendment or waiver is

" The Issuer shall interpret the events identified in Section 5(b)(viii) in accordance with Release No. 34-83885 adopted by the Securities and
Exchange Commission on August 20, 2018 and or any future guidance or releases provided by the Securities and Exchange Commission.
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permitted by the Rule, and provided further that the Dissemination Agent shall have first consented to any
amendment that modifies or increases its duties or obligations hereunder. In the event of any amendment or waiver
of a provision of this Disclosure Agreement, the Issuer shall describe such amendment in the next Annual Report,
and shall include, as applicable, a narrative explanation of the reason for the amendment or waiver and its impact on
the type (or in the case of a change of accounting principles, on the presentation) of financial information or
operating data being presented by the Issuer. In addition, if the amendment relates to the accounting principles to be
followed in preparing financial statements: (a) notice of such change shall be given in the same manner as for a
Listed Event under Section 5(a); and (b) the Annual Report for the year in which the change is made shall present a
comparison (in narrative form and also, if feasible, in quantitative form) between the financial statements as
prepared on the basis of the new accounting principles and those prepared on the basis of the former accounting
principles.

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

SECTION 10. Default. In the event of a failure by the Issuer to comply with any provision of this
Disclosure Agreement, any Owner or Beneficial Owner of the Bonds may take such actions as may be necessary and
appropriate, including seeking mandate or specific performance by court order, to cause the Issuer to comply with its
obligations under this Disclosure Agreement. A default under this Disclosure Agreement shall not be deemed an
Event of Default under the Bond Indenture, and the sole remedy under this Disclosure Agreement in the event of
any failure of the Issuer or the Dissemination Agent to comply with this Disclosure Agreement shall be an action to
compel performance.

No Owner or Beneficial Owner may institute such action, suit or proceeding to compel performance unless
they shall have first delivered to the Issuer satisfactory written evidence of their status as such, and a written notice
of and request to cure such failure, and the Issuer shall have refused to comply therewith within a reasonable time.

SECTION 11.  Duties, Immunities and Liabilities of Dissemination Agent. The Dissemination Agent
shall have only such duties as are specifically set forth in this Disclosure Agreement, and the Issuer agrees, to the
extent permitted by law, to indemnify and save the Dissemination Agent, its officers, directors, employees and
agents, harmless against any loss, expense and liabilities which it may incur arising out of or in the exercise or
performance of its powers and duties hereunder, including the costs and expenses (including attorney’s fees) of
defending against any claim of liability, but excluding liabilities due to the Dissemination Agent’s negligence or
willful misconduct. The Dissemination Agent shall be paid compensation by the Issuer for its services provided
hereunder in accordance with its schedule of fees as amended from time to time and all expenses, legal fees and
advances made or incurred by the Dissemination Agent in the performance of its duties hereunder. In performing its
duties hereunder, the Dissemination Agent shall not be deemed to be acting in any fiduciary capacity for the Issuer,
the Owners, or any other party. The obligations of the Issuer under this Section shall survive resignation or removal
of the Dissemination Agent and payment of the Bonds.

SECTION 12.  Notices. Any notices or communications to or among any of the parties to this
Disclosure Agreement may be given to the Dissemination Agent (if other than the Issuer) at such address provided
by the Dissemination to the Issuer, and to the Issuer as follows:

Disclosure Representative: City of Salinas
200 Lincoln Avenue
Salinas, California 93901
Attention: Finance Director
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SECTION 13.  Beneficiaries. This Disclosure Agreement inures solely to the benefit of the Issuer, the
Dissemination Agent, the Underwriter and the Owners and Beneficial Owners from time to time of the Bonds, and
shall create no rights in any other person or entity.

SECTION 14.  Signature. This Disclosure Agreement has been executed by the undersigned on the date
hereof, and such signature binds the Issuer to the undertaking herein provided.

COMMUNITY FACILITIES DISTRICT NO. 2016-1
(MONTE BELLA) OF THE CITY OF SALINAS

By:
Its: City Manager of the City of Salinas
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EXHIBIT A

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT

Name of Issuer: Community Facilities District No. 2016-1 (Monte Bella) of the City of Salinas
Name of Issue: 2019 Special Tax Bonds (Improvement Area No. 2)
Date of Issuance: December _, 2019

NOTICE IS HEREBY GIVEN that the Issuer has not provided an Annual Report with respect to the above-
named Bonds as required by the Continuing Disclosure Certificate executed by the Issuer on the date of issuance of
the Bonds. The Issuer anticipates that the Annual Report will be filed by

Dated: Dissemination Agent

By:
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APPENDIX D-2

FORM OF DEVELOPER CONTINUING DISCLOSURE CERTIFICATE

Upon issuance of the Bonds, the Developer proposes to enter into a Continuing Disclosure Certificate
in substantially the following form:

$
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE
CITY OF SALINAS
2019 SPECIAL TAX BONDS
(IMPROVEMENT AREA NO. 2)

This Developer Continuing Disclosure Certificate, dated December _ , 2019 (the “Disclosure
Certificate™), is made and entered into by KB Home South Bay, Inc., a California corporation (the “Property
Owner”), in connection with the issuance by Community Facilities District No. 2016-1 (Monte Bella) of the City of
Salinas (the “District”) of its 2019 Special Tax Bonds (Improvement Area No. 2) (the “Bonds”). The Bonds are
being issued pursuant to the Mello-Roos Community Facilities Act of 1982, as amended, and a Bond Indenture,
dated as of December 1, 2019 (the “Indenture”), by and between the District and The Bank of New York Mellon
Trust Company, N.A., as trustee (the “Trustee”).

The Property Owner covenants and agrees as follows:

SECTION 1. Purpose of the Disclosure Certificate. This Disclosure Certificate is being executed and
delivered by the Property Owner for the benefit of the holders and beneficial owners of the Bonds.

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

“Affiliate” of another Person 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; (b) any Person 5% or more of
whose outstanding voting securities are directly or indirectly owned, controlled, or held with power to vote, by such
other Person; and (c) 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.

“Annual Report” means any Annual Report provided pursuant to, and as described in, Sections 3 and 4 of
this Disclosure Certificate.

“Annual Report Date” means October 31 of each year. The first Annual Report Date shall be October 31,
2020.

“Assumption Agreement” means an agreement or certificate of a Major Property Owner or an Affiliate
thereof for the benefit of the holders and beneficial owners of the Bonds containing terms that are substantially
similar to this Disclosure Certificate, whereby such Major Property Owner or Affiliate agrees to provide Annual
Reports and notices of Listed Events with respect to the portion of the Property owned by such Major Property
Owner and its Affiliates.

“Bond Counsel” means an attorney or a firm of attorneys whose experience in matters relating to the

issuance of obligations by the states and their political subdivisions and the tax-exempt status of the interest thereon
is recognized nationally.
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“Dissemination Agent” means the Property Owner or any other dissemination agent designated in writing
by the Property Owner and which has filed with the District a written acceptance of such designation.

“Improvement Area” means Improvement Area No. 2 of the District.
“Listed Event” means any of the events listed in Section 5(a) of this Disclosure Certificate.

“Major Property Owner” means, as of any date, an owner of eight or more parcels in the Improvement
Area which are subject to the Special Taxes in the Improvement Area.

“MSRB” means the Municipal Securities Rulemaking Board.
“Official Statement” means the Official Statement relating to the Bonds, dated December __, 2019.
“Participating Underwriter” means Stifel, Nicolaus & Company, Incorporated.

“Person” means an individual, a corporation, a partnership, an association, a joint stock company, a trust, a
limited liability company, any unincorporated organization or a government or political subdivision thereof.

“Property” means the parcels within the boundaries of the Improvement Area that are owned by the
Property Owner as of the date of this Disclosure Certificate.

“Repository” means the MSRB or any other entity designated or authorized by the Securities and
Exchange Commission to receive continuing disclosure annual reports in connection with municipal securities.
Unless otherwise designated by the MSRB or the Securities and Exchange Commission, filings with the MSRB are
to be made through the Electronic Municipal Market Access (EMMA) website of the MSRB, currently located at
http://emma.msrb.org.

SECTION 3. Provision of Annual Reports.

€)] Not later than each Annual Report Date, the Property Owner shall (or shall cause the
Dissemination Agent to) file an Annual Report which is consistent with the requirements of Section 4 with the
Repository. The Annual Report may be submitted as a single document or as separate documents comprising a
package and may cross-reference other information as provided in Section 4. The Property Owner shall provide a
written certification with each Annual Report furnished to the Dissemination Agent to the effect that such Annual
Report constitutes the Annual Report required to be furnished by the Property Owner hereunder. The Dissemination
Agent may conclusively rely upon such certification of the Property Owner and shall have no duty or obligation to
review such Annual Report.

(b) If the Dissemination Agent, if other than the Property Owner, has not received a copy of
the Annual Report by fifteen (15) calendar days prior to an Annual Report Date, the Dissemination Agent shall
notify the Property Owner of such failure to receive the Annual Report. If the Dissemination Agent is unable to
verify that an Annual Report has been provided to the Repository and the Participating Underwriter by the Annual
Report Date, the Dissemination Agent shall send a notice to the Repository in substantially the form attached as
Exhibit A.

(© The Property Owner, or the Dissemination Agent (if other than the Property Owner),
shall: (i) provide each Annual Report to the Repository as provided herein; and (ii) if it has provided the applicable
report pursuant to clause (i) above, file a report with the District (and the Property Owner, if the Dissemination
Agent is other than the Property Owner) certifying that it provided the Annual Report pursuant to this Disclosure
Certificate and stating the date when it was provided to the Repository.

SECTION 4. Content of Annual Reports. Each Annual Report shall contain or incorporate by
reference the information set forth in Exhibit B, any or all of which may be included by specific reference to other
documents, including official statements of debt issues of the Property Owner or public entities, which have been
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submitted to the Repository or the Securities and Exchange Commission. If the document included by reference is a
final official statement, it must be available from the MSRB. The Property Owner shall clearly identify each such
other document so included by reference.

In addition to any of the information that is expressly required to be provided in Exhibit B, each Annual
Report shall include such further information, if any, as may be necessary to make the specifically required
statements, in the light of the circumstances under which they are made, not misleading.

Major Property Owners that are Affiliates of each other may file either separate Annual Reports or
combined Annual Reports covering all such entities.

SECTION 5. Reporting of Listed Events.

€)] The Property Owner shall give, or cause to be given, notice of the occurrence of any of
the following Listed Events with respect to itself or the Property it owns at the time of the report, if material:

(i bankruptcy or insolvency proceedings commenced by or against the Property
Owner and, if known, any bankruptcy or insolvency proceedings commenced by or against any Affiliate of the
Property Owner which are reasonably likely to have a significant impact on the Property Owner’s ability to pay
Special Taxes or to sell or develop the Property;

(i) failure to pay any taxes, special taxes (including the Special Taxes) or
assessments due with respect to the Property (to the extent the responsibility of the Property Owner) prior to the
delinquency date;

(iii) filing of a lawsuit of which the Property Owner is aware against the Property
Owner or an Affiliate of the Property Owner seeking damages which is reasonably likely to have a significant
impact on the Property Owner’s ability to pay Special Taxes or to sell or develop the Property;

(iv) damage to or destruction of any of the improvements on the Property; and

(v) any payment default or other default by the Property Owner on any loan with
respect to the construction of improvements on the Property.

(b) Whenever the Property Owner obtains knowledge of the occurrence of a Listed Event,
the Property Owner shall as soon as possible determine if such event would be material under applicable Federal
securities law.

(© If the Property Owner determines that knowledge of the occurrence of a Listed Event
would be material under applicable Federal securities law, the Property Owner shall, or shall cause the
Dissemination Agent to, promptly file a notice of such occurrence with the Repository, if any, with a copy to the
Trustee, the City and the Participating Underwriter.

SECTION 6. Assumption of Obligations. If a portion of the Property owned by the Property Owner, or
any Affiliate of the Property Owner, is conveyed to a Person that, upon such conveyance, will be a Major Property
Owner, the obligations of the Property Owner hereunder with respect to the Property owned by such Major Property
Owner and its Affiliates may be assumed by such Major Property Owner or by an Affiliate thereof. In order to
effect such assumption, such Major Property Owner or Affiliate shall enter into an Assumption Agreement.

SECTION 7. Termination of Reporting Obligation. The Property Owner’s obligations hereunder shall
terminate (except as provided in Section 12 hereof) upon the earliest to occur of: (a) the legal defeasance, prior
redemption or payment in full of all the Bonds; or (b) the first date on which the Property Owner: (i) is no longer a
Major Property Owner; (ii) has no obligations hereunder with respect to any property because such obligations have
been assumed by one or more Major Property Owners or Affiliates thereof pursuant to an Assumption Agreement;
or (iii) prepays in full all of the Special Taxes attributable to its Property in the Improvement Area.
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Upon the occurrence of any such termination prior to the final maturity of the Bonds, the Property Owner
shall, or shall cause the Dissemination Agent to, give notice of such termination in the same manner as for a Listed
Event under Section 5(c).

SECTION 8. Dissemination Agent. The Property Owner may, from time to time, appoint a
Dissemination Agent or discharge a Dissemination Agent with or without appointing a successor Dissemination
Agent. The Dissemination Agent may resign by providing thirty (30) days’ written notice to the Property Owner
and the District. If at any time there is no other designated Dissemination Agent, the Property Owner shall be the
Dissemination Agent. If the Dissemination Agent is an entity other than the Property Owner, the Property Owner
shall be responsible for paying the fees and expenses of such Dissemination Agent for its services provided
hereunder.

SECTION 9. Amendment; Waiver. Notwithstanding any other provision of this Disclosure Certificate,
neither the Property Owner nor the Dissemination Agent, if other than the Property Owner, may amend this
Disclosure Certificate without the consent of the Participating Underwriter.

SECTION 10.  Additional Information. Nothing in this Disclosure Certificate shall be deemed to
prevent the Property Owner from disseminating any other information, using the means of dissemination set forth in
this Disclosure Certificate or any other means of communication, or including any other information in any Annual
Report or notice of occurrence of a Listed Event, in addition to that which is required by this Disclosure Certificate.
If the Property Owner chooses to include any information in any Annual Report or notice of occurrence of a Listed
Event in addition to that which is specifically required by this Disclosure Certificate, the Property Owner shall have
no obligation under this Disclosure Certificate to update such information or include it in any future Annual Report
or notice of occurrence of a Listed Event.

SECTION 11.  Default. In the event of a failure of the Property Owner or the Dissemination Agent to
comply with any provision of this Disclosure Certificate, the Dissemination Agent may (and, at the written request
of the Participating Underwriter or the Bondowners of at least 25% of the aggregate principal amount of
Outstanding Bonds, and upon being indemnified to its reasonable satisfaction against the costs, expenses and
liabilities to be incurred in compliance with such request, shall), or the Participating Underwriter or any holder or
beneficial owner of the Bonds may, take such actions as may be necessary and appropriate, including seeking
mandate or specific performance by court order, to cause the Property Owner or the Dissemination Agent, as the
case may be, to comply with its obligations under this Disclosure Certificate. A default under this Disclosure
Certificate shall not be deemed an Event of Default under the Indenture, and the sole remedy under this Disclosure
Certificate in the event of any failure of the Property Owner or the Dissemination Agent to comply with this
Disclosure Certificate shall be an action to compel performance.

SECTION 12.  Duties, Immunities and Liabilities of Dissemination Agent. The Dissemination Agent
shall not have any responsibility for the content of any Annual Report or notice of a Listed Event or any duty to
review any Annual Report. The Dissemination Agent shall have only such duties as are specifically set forth in this
Disclosure Certificate, and the Property Owner agrees to indemnify and save the Dissemination Agent, including its
officers, directors, employees and agents (each, an “Indemnified Party”), harmless against any loss, expense and
liabilities which it may incur arising out of or in the exercise or performance of its powers and duties hereunder,
including the reasonable costs and expenses (including attorneys’ fees) of defending against any claim of liability,
but excluding losses, expenses and liabilities due to such Indemnified Party’s negligence or willful misconduct. The
obligations of the Property Owner under this Section shall survive resignation or removal of the Dissemination
Agent and payment of the Bonds.

The Dissemination Agent will not, without the Property Owner’s prior written consent, settle, compromise
or consent to the entry of any judgment in any pending or threatened claim, action or proceeding in respect of which
indemnification may be sought hereunder unless such settlement, compromise or consent includes an unconditional
release of the Property Owner and its Affiliates from all liability arising out of any such claim, action or
proceedings. A request by the Dissemination Agent for the Property Owner’s written consent shall be answered
within a reasonable amount of time to allow the Dissemination Agent to act in a timely manner. If any claim, action
or proceeding is settled with the consent of the Property Owner or if there is a judgment (other than a stipulated final
judgment without the approval of the Property Owner) for the plaintiff in any such claim, action or proceeding, with
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or without the consent of the Property Owner, the Property Owner agrees to indemnify and hold harmless the
Dissemination Agent to the extent described herein.

SECTION 13.  Notices. Any notices or communications to or among any of the parties to this
Disclosure Certificate may be given by electronic mail, regular mail, or overnight mail as follows:

District; City of Salinas
Community Facilities District No. 2016-1 (Monte Bella) of the
City of Salinas
200 Lincoln Avenue
Salinas, California 93901
Email: mattp@ci.salinas.ca.us

Property Owner: KB Home South Bay, Inc.
c/o KB Home
5000 Executive Parkway #125
San Ramon, California 94583
Attn: Jeffrey P. McMillen, Senior Vice President

Participating Underwriter: Stifel, Nicolaus & Company, Incorporated
One Montgomery Street, 35th Floor
San Francisco, California 94104
Attn: Public Finance Department
jcervantes@stifel.com

SECTION 14.  Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of the District,
the Dissemination Agent, the Property Owner (and its successors and assigns), the Participating Underwriter and
holders and beneficial owners from time to time of the Bonds, and shall create no rights in any other person or
entity. All obligations of the Property Owner hereunder shall be assumed by any legal successor to the obligations
of the Property Owner as a result of a sale, merger, consolidation or other reorganization.

SECTION 15.  Assignability. The Property Owner shall not assign this Disclosure Certificate or any
right or obligation hereunder except to the extent permitted to do so under the provisions of Section 6 hereof. The
Dissemination Agent may, with prior written notice to the Property Owner and the District, assign this Disclosure
Certificate and the Dissemination Agent’s rights and obligations hereunder to a successor Dissemination Agent.

SECTION 16.  Merger. Any person succeeding to all or substantially all of the Dissemination Agent’s
corporate trust business shall be the successor Dissemination Agent without the filing of any paper or any further
act.

SECTION 17.  Severability. In case any one or more of the provisions contained herein shall for any
reason be held to be invalid, illegal or unenforceable in any respect, such invalidity, illegality or unenforceability
shall not affect any other provision hereof.

SECTION 18. Governing Law. The validity, interpretation and performance of this Disclosure
Certificate shall be governed by the laws of the State of California.

SECTION 19.  Counterparts. This Disclosure Certificate may be executed in several counterparts, each
of which shall be an original and all of which shall constitute but one and the same instrument.

KB Home South Bay, a California corporation

By:
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Name:

Its:
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EXHIBIT A

NOTICE TO MUNICIPAL SECURITIES RULEMAKING BOARD OF FAILURE TO
FILE ANNUAL REPORT

Name of Obligated Person: KB Home South Bay, Inc. (the “Property Owner”)

Name of Bond Issue: Community Facilities District No. 2016-1 (Monte Bella) of the City of
Salinas 2019 Special Tax Bonds (Improvement Area No. 2) (the
“Bonds”)

Date of Issuance: December _, 2019

NOTICE IS HEREBY GIVEN that the Property Owner has not provided an Annual Report with respect to
the Bonds as required by Section 3 of the Developer Continuing Disclosure Certificate dated December __, 2019.
The Property Owner anticipates that the required report will be filed by _,20_.

Dated: , 20

[DISSEMINATION AGENT]

cc: City of Salinas
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EXHIBIT B
ANNUAL REPORT

$ *
COMMUNITY FACILITIES DISTRICT NO. 2016-1 (MONTE BELLA) OF THE
CITY OF SALINAS
2019 SPECIAL TAX BONDS
(IMPROVEMENT AREA NO. 2)

This Annual Report is hereby submitted under Section 4 of the Developer Continuing Disclosure
Certificate (the “Disclosure Certificate”) dated December __, 2019 executed by the undersigned (the “Property
Owner”) in connection with the issuance of the above-captioned obligations (the “Bonds”).

Capitalized terms used in this Annual Report but not otherwise defined have the meanings given to them in
the Disclosure Certificate.

l. Property Ownership and Development

The information in this section is provided as of __, 20__, which date is not more than 60 days
before the date of this Annual Report.

A Property currently owned by the Property Owner in the Improvement Area (the “Property”):

Development name:

Number of lots:

B. Status of land development or construction activities:

C. Status of building permits and any significant amendments to land use or development

entitlements:

D. Aggregate property sold by the Property Owner to end users or merchant builders:
Since the Date of Issuance of the Bonds Since the Date of the Last Annual Report
Lots Lots
E. Status of any land purchase contracts with regard to the Property, whether acquisition of land in

the Improvement Area by the Property Owner or sales of land in the Improvement Area to other property owners,
distinguishing between: (i) end users (e.g., condominiums); (ii) developers; and (iii) merchant builders.

" Preliminary, subject to change.
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1. Legal and Financial Status of Property Owner

Unless such information has previously been included or incorporated by reference in an Annual Report,
describe any change in the legal structure of the Property Owner or the financial condition and financing plan of the
Property Owner that would materially and adversely interfere with its ability to complete its development plan
described in the Official Statement, if any.

11, Change in Development or Financing Plans

Unless such information has previously been included or incorporated by reference in an Annual Report,
describe any development plans or financing plans relating to the Property that are materially different from the
proposed development plans or financing plans described in the Official Statement, if any.

(AVA Official Statement Updates

Unless such information has previously been included or incorporated by reference in an Annual Report,
describe any other significant changes in the information relating to the Property Owner or the Property contained in
the Official Statement under the heading “IMPROVEMENT AREA NO. 2—The Developer” that would materially
and adversely interfere with the Property Owner’s ability to develop and sell the Property as described in the
Official Statement.

V. Other Material Information

In addition to any of the information expressly required above, provide such further information, if any, as
may be necessary to make the specifically required statements, in the light of the circumstances under which they
are made, not misleading.

Certification

The undersigned Property Owner hereby certifies that this Annual Report constitutes the Annual Report
required to be furnished by the Property Owner under the Disclosure Certificate.

ANY OTHER STATEMENTS REGARDING THE PROPERTY OWNER, THE DEVELOPMENT OF
THE PROPERTY, THE PROPERTY OWNER’S FINANCING PLAN OR FINANCIAL CONDITION, OR THE
BONDS, OTHER THAN STATEMENTS MADE BY THE PROPERTY OWNER IN AN OFFICIAL RELEASE,
OR FILED WITH THE MUNICIPAL SECURITIES RULEMAKING BOARD OR A NATIONALLY
RECOGNIZED MUNICIPAL SECURITIES INFORMATION REPOSITORY, ARE NOT AUTHORIZED BY
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THE PROPERTY OWNER. THE PROPERTY OWNER IS NOT RESPONSIBLE FOR THE ACCURACY,
COMPLETENESS OR FAIRNESS OF ANY SUCH UNAUTHORIZED STATEMENTS. THE PROPERTY
OWNER HAS NO OBLIGATION TO UPDATE THIS ANNUAL REPORT OTHER THAN AS EXPRESSLY
PROVIDED IN THE DISCLOSURE CERTIFICATE.

Dated: _,20

KB Home South Bay, Inc.
a California corporation

By:
Name:
Title:
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APPENDIX E

FORM OF OPINION OF BOND COUNSEL

Upon issuance of the Bonds, Stradling Yocca Carlson & Rauth, a Professional Corporation, Bond
Counsel, proposes to render its final approving opinions with respect to the Bonds in substantially the
following form:

December __, 2019

Community Facilities District No. 2016-1 (Monte Bella) of the City of Salinas
Salinas, California

Re: $ Community Facilities District No. 2016-1 (Monte Bella) of the City of Salinas
Special Tax Bonds (Improvement Area No. 2)

Ladies and Gentlemen:

We have examined the Constitution and the laws of the State of California (the “State”), a certified
record of the proceedings of the City of Salinas (the “City”) taken in connection with the formation of
Community Facilities District No. 2016-1 (Monte Bella) of the City of Salinas (the “District”) and the
authorization and issuance of the District’s 2019 Special Tax Bonds (Improvement Area No. 2) in the
aggregate principal amount of $ (the “Bonds”) and such other information and documents as we
consider necessary to render this opinion. In rendering this opinion, we have relied upon certain
representations of fact and certifications made by the City, the District, the initial purchasers of the Bonds and
others.  We have not undertaken to verify through independent investigation the accuracy of the
representations and certifications relied upon by us.

The Bonds have been issued pursuant to the Mello-Roos Community Facilities Act of 1982, as
amended (comprising Chapter 2.5 of Part 1 of Division 2 of Title 5 of the Government Code of the State of
California), and a Bond Indenture dated as of December 1, 2019 (the “Indenture”), by and between the District
and The Bank of New York Mellon Trust Company, N.A., as trustee (the “Trustee”). All capitalized terms not
defined herein have the meanings set forth in the Indenture.

The Bonds are dated their date of delivery and mature on the dates and in the amounts set forth in the
Indenture. The Bonds bear interest payable semiannually on March 1 and September 1 of each year,
commencing March 1, 2020, at the rates per annum set forth in the Indenture. The Bonds are registered Bonds
in the form set forth in the Indenture, redeemable in the amounts, at the times and in the manner provided for
in the Indenture.

Based upon our examination of the foregoing, and in reliance thereon and on all matters of fact as we
deem relevant under the circumstances, and upon consideration of applicable laws, we are of the opinion that:

Q) The Bonds have been duly and validly authorized by the District and are legal, valid and
binding limited obligations of the District, enforceable in accordance with their terms and the terms of the
Indenture. The Bonds are limited obligations of the District but are not a debt of the City, the State or any
other political subdivision thereof within the meaning of any constitutional or statutory limitation, and, except
for the Special Taxes, neither the faith and credit nor the taxing power of the City, the State or any of its
political subdivisions is pledged for the payment thereof.
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2 The execution and delivery of the Indenture has been duly authorized by the District, and the
Indenture is valid and binding upon the District and is enforceable in accordance with its terms, provided,
however, that we express no opinion as to the enforceability of the covenant of the District contained in the
Indenture to levy Special Taxes for the payment of Administrative Expenses or as to any indemnification,
penalty, choice of law, choice of forum or waiver provisions contained therein.

3) The Indenture creates a valid pledge of that which the Indenture purports to pledge, subject to
the provisions of the Indenture.

4 Under existing statutes, regulations, rulings and judicial decisions, interest (and original issue
discount) on the Bonds is excluded from gross income for federal income tax purposes and is not an item of
tax preference for purposes of calculating the federal alternative minimum tax imposed on individuals.

(5) Interest (and original issue discount) on the Bonds is exempt from State personal income tax.

(6) The difference between the issue price of a Bond (the first price at which a substantial amount
of the Bonds of a maturity is to be sold to the public) and the stated redemption price at maturity with respect
to such Bond constitutes original issue discount. Original issue discount accrues under a constant yield
method, and original issue discount will accrue to a Bond owner before receipt of cash attributable to such
excludable income. The amount of original issue discount deemed received by a Bond owner will increase the
Bond owner’s basis in the applicable Bond. The amount of original issue discount that accrues to the Bond
owner is excluded from the gross income of such owner for federal income tax purposes, is not an item of tax
preference for purposes of calculating the federal alternative minimum tax imposed on individuals or
corporations and is exempt from State personal income tax.

@) The amount by which a Bond owner’s original basis for determining loss on sale or exchange
in the applicable Bond (generally the purchase price) exceeds the amount payable on maturity (or on an earlier
call date) constitutes amortizable Bond premium which must be amortized under Section 171 of the Internal
Revenue Code of 1986, as amended (the “Code”); such amortizable Bond premium reduces the Bond owner’s
basis in the applicable Bond (and the amount of tax-exempt interest received), and is not deductible for federal
income tax purposes. The basis reduction as a result of the amortization of Bond premium may result in a
Bond owner realizing a taxable gain when a Bond is sold by the owner for an amount equal to or less (under
certain circumstances) than the original cost of the Bond to the owner. Purchasers of the Bonds should consult
their own tax advisors as to the treatment, computation and collateral consequences of amortizable bond
premium.

The opinions expressed in paragraphs (4) and (6) above as to the exclusion from gross income for
federal income tax purposes of interest (and original issue discount) on the Bonds are based upon certain
representations of fact and certifications made by the District and are subject to the condition that the District
comply with certain covenants and all requirements of the Code that must be satisfied subsequent to the
issuance of the Bonds to assure that such interest (and original issue discount) will not become includable in
gross income for federal income tax purposes. Failure to comply with such covenants and requirements of the
Code may cause interest (and original issue discount) on the Bonds to be included in gross income for federal
income tax purposes retroactive to the date of issuance of the Bonds. The District has covenanted to comply
with all such requirements. Except as set forth in paragraphs (4), (5), (6) and (7) above, we express no opinion
as to any tax consequences related to the Bonds.

The opinions expressed herein are based upon our analysis and interpretation of existing laws,
regulations, rulings and judicial decisions and cover certain matters not directly addressed by such authorities.
We call attention to the fact that the rights and obligations of the District under the Indenture and the Bonds are
subject to and may be limited by bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance
and other similar laws affecting creditors’ rights, to the application of equitable principles if equitable remedies
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are sought, to the exercise of judicial discretion in appropriate cases and to limitations on legal remedies
against public agencies in the State.

Our opinion is limited to matters governed by the laws of the State of California and federal law. We
assume no responsibility with respect to the applicability or the effect of the laws of any other jurisdiction and
express no opinion as to the enforceability of the choice of law provisions contained in the Indenture.

We express no opinion herein as to the accuracy, completeness or sufficiency of the Official
Statement relating to the Bonds or other offering material relating to the Bonds and expressly disclaim any
duty to advise the owners of the Bonds with respect to matters contained in the Official Statement.

Certain requirements and procedures contained or referred to in the Indenture and Tax Certificate may
be changed, and certain actions may be taken or omitted, under the circumstances and subject to the terms and
conditions set forth in the Indenture and Tax Certificate relating to the Bonds, upon the advice or with the
approving opinion of counsel nationally recognized in the area of tax-exempt obligations. We express no
opinion as to the effect on the exclusion from gross income for federal income tax purposes of the interest (and
original issue discount) on any Bonds if any such change occurs or action is taken or omitted upon the advice
or approval of counsel other than Stradling Yocca Carlson & Rauth, a Professional Corporation.

We call attention to the fact that the foregoing opinions may be affected by actions taken (or not
taken) or events occurring (or not occurring) after the date hereof. We have not undertaken to determine, or to
inform any person, whether such actions or events are taken (or not taken) or do occur (or do not occur). Our
engagement as bond counsel to the District terminates upon the issuance of the Bonds.

Respectfully submitted,
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APPENDIX F

BOOK-ENTRY ONLY SYSTEM

The information in this Appendix concerning DTC and DTC’s book-entry only system has been
obtained from sources that the District and the Underwriter believe to be reliable, but neither the District nor
the Underwriter takes any responsibility for the completeness or accuracy thereof. The following description
of the procedures and record keeping with respect to beneficial ownership interests in the Bonds, payment of
principal, premium, if any, accreted value and interest on the Bonds to DTC Participants or Beneficial
Owners, confirmation and transfers of beneficial ownership interests in the Bonds and other related
transactions by and between DTC, the DTC Participants and the Beneficial Owners is based solely on
information provided by DTC.

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the Bonds.
The Bonds 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 will be issued for each annual maturity of the Bonds, each in the aggregate principal amount of such annual
maturity, and will be deposited with DTC.

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under the New
York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code,
and a “clearing agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act of
1934. DTC holds and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues,
corporate and municipal debt issues, and money market instruments (from over 100 countries) that DTC’s
participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade settlement among Direct
Participants of sales and other securities transactions in deposited securities, through electronic computerized
book-entry transfers and pledges between Direct Participants’ accounts. This eliminates the need for physical
movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and
dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned
subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the holding company for DTC,
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are registered
clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC system is also
available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and
clearing corporations that clear through or maintain a custodial relationship with a Direct Participant, either directly
or indirectly (“Indirect Participants”). DTC has a Standard & Poor’s rating of AA+. The DTC Rules applicable to
its Participants are on file with the Securities and Exchange Commission. More information about DTC can be
found at www.dtcc.com.

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

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered in the
name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an authorized
representative of DTC. The deposit of Bonds with DTC and their registration in the name of Cede & Co. or such
other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual
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Beneficial Owners of the Bonds; DTC’s records reflect only the identity of the Direct Participants to whose accounts
such Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will
remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.
Beneficial Owners of Bonds may wish to take certain steps to augment the transmission to them of notices of
significant events with respect to the Bonds, such as redemptions, tenders, defaults, and proposed amendments to the
Bond documents. For example, Beneficial Owners of Bonds may wish to ascertain that the nominee holding the
Bonds for their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial
Owners may wish to provide their names and addresses to the registrar and request that copies of notices be
provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds within a maturity are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such
maturity to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Bonds
unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its usual procedures,
DTC mails an Omnibus Proxy to the Authority as soon as possible after the record date. The Omnibus Proxy
assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts Bonds are credited
on the record date (identified in a listing attached to the Omnibus Proxy).

Redemption proceeds, distributions, and dividend payments on the Bonds will be made to Cede & Co., or
such other nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit Direct
Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the Authority or the
Trustee, on payable date in accordance with their respective holdings shown on DTC’s records. Payments by
Participants to Beneficial Owners will be governed by standing instructions and customary practices, as is the case
with securities held for the accounts of customers in bearer form or registered in “street name,” and will be the
responsibility of such Participant and not of DTC, the Trustee, or the Authority, subject to any statutory or
regulatory requirements as may be in effect from time to time. Payment of redemption proceeds, distributions, and
dividend payments to Cede & Co. (or such other nominee as may be requested by an authorized representative of
DTC) is the responsibility of the Authority or the Trustee, disbursement of such payments to Direct Participants will
be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the responsibility
of Direct and Indirect Participants.

A Bond Owner shall give notice to elect to have its Bonds purchased or tendered, through its Participant, to
the Trustee, and shall effect delivery of such Bonds by causing the Direct Participant to transfer the Participant’s
interest in the Bonds, on DTC’s records, to the Trustee. The requirement for physical delivery of Bonds in
connection with an optional tender or a mandatory purchase will be deemed satisfied when the ownership rights in
the Bonds are transferred by Direct Participants on DTC’s records and followed by a book-entry credit of tendered
Bonds to the Trustee’s DTC account. DTC may discontinue providing its services as depository with respect to the
Bonds at any time by giving reasonable notice to the Authority or the Trustee. Under such circumstances, in the
event that a successor depository is not obtained, physical certificates are required to be printed and delivered.

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

THE TRUSTEE, AS LONG AS A BOOK-ENTRY ONLY SYSTEM IS USED FOR THE BONDS, WILL
SEND ANY NOTICE OF REDEMPTION OR OTHER NOTICES TO OWNERS ONLY TO DTC. ANY
FAILURE OF DTC TO ADVISE ANY DTC PARTICIPANT, OR OF ANY DTC PARTICIPANT TO NOTIFY
ANY BENEFICIAL OWNER, OF ANY NOTICE AND ITS CONTENT OR EFFECT WILL NOT AFFECT THE
VALIDITY OF SUFFICIENCY OF THE PROCEEDINGS RELATING TO THE REDEMPTION OF THE
BONDS CALLED FOR REDEMPTION OR OF ANY OTHER ACTION PREMISED ON SUCH NOTICE.
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