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EXECUTIVE SUMMARY

The following summary provides a brief overview of the main points from this report regarding
the City of Atwater Community Facilities District No. 1-90 (“CFD No. 1-90”):

Fiscal Year 2009-10 Special Tax Levy

Total Special Tax Levy
$1,872,512.72

Number of Parcels

1,168

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

Development Status for Fiscal Year 2009-10

Land Use Unit Square Footage Units or Acres
Single Family Detached Greatezr’(;g%nsglr ?tc.}ual o 118 Units
Single Family Detached Betvlv,%%rglsglogland 226 Units
Single Family Detached Less than 1,700 sq. ft. 692 Units
Single Family Attached Not Applicable 0 Units
Commercial Not Applicable 4.20 Acres

For more information regarding the development status of CFD No. 1-90, please see Section V
of this report.

Delinquency Summary

Delinquent Amount for | Number of
FY 2008-09 Parcels Total Levy for Delinquency
(as of July 22, 2009) Delinquent FY 2008-09 Rate
$202,920.45 67 $1,866,937.34 10.87%

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

Fiscal Year 2009-10
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Outstanding Bonds Summary

Special Tax Bonds, Series 1995B (Junior Lien)

Original Amount Current Amount
Issuance Date Principal Retired Outstanding
July 1995 $6,900,000 $3,680,000 * $3,220,000 *

* As of September 30, 2009.

Refunding Special Tax Bonds, Series 2008 (Senior Lien)

Original Amount Current Amount
Issuance Date Principal Retired Outstanding
June 2008 $6,590,000 $825,000 * $5,765,000 *

* As of September 30, 2009.

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

Community Facilities District No. 1-90

On July 9, 1990, the City Council of the City of Atwater (the “City”) adopted Resolution No.
895-90 establishing Community Facilities District No. 1-90 (“CFD No. 1-90” or the “CFD”).
The CFD was formed to provide financing for specific offsite improvements. An election held
on July 9, 1990, authorized the CFD to levy and collect a special tax for the purpose of servicing
bonded indebtedness of $20,000,000 to pay for the facilities and improvements. In July 1990,
the City issued special tax bonds in the amount of $17,750,000 on behalf of the CFD.
Construction of the infrastructure financed by these bonds is now complete. In July 1995 the
City issued $10,600,000 of Series 1995A (Senior Lien) bonds (the “Series 1995A Bonds™) and
$6,900,000 of Series 1995B (Junior Lien) bonds (the “Series 1995B Bonds”) to refund the prior
1990 bonds. Series 1995A Bonds have a senior claim to the special taxes over Series 1995B
Bonds, which means special tax revenue will first be applied to debt service on the Series 1995A
Bonds, and any remainder will be applied to Series 1995B Bonds debt service.

The CFD had defaulted on payments of the Series 1995A Bond principal and interest beginning
in August 1998. However, special tax revenues continued to increase with development in the
CFD to the point that the City was able to repay all past due and current interest and principal on
outstanding bonds by February 2005.

In June 2008, the City issued $6,590,000 of Refunding Special Tax Bonds, Series 2008 (Senior
Lien) (“Series 2008 Bonds”), to refund the outstanding Series 1995A Bonds. The CFD tax
revenue collected during the past fiscal year, along with surplus revenue in CFD accounts, has
been sufficient to pay the debt service on both the Series 2008 Bonds and Series 1995B Bonds in
February and August 2009. Thus, no bonds associated with CFD No. 1-90 are in default as of
the date of this report. Both the Series 2008 Bonds and the Series 1995B Bonds (collectively,
the “Bonds”) will be fully retired in August 2015, at which point CFD No. 1-90 will terminate
and the CFD tax will no longer be levied.

The CFD is comprised of approximately 309 acres of land situated in the southeast portion of the
City and lies adjacent to Highway 99 stretching north toward Castle Air Force Base. Forty five
acres of land within CFD No. 1-90 at the time the CFD was formed was owned by Situs
Investments, Inc., with the remainder of the property owned by Richard C. Price Companies, Inc.

The Mello-Roos Community Facilities Act of 1982

The reduction in property tax revenue that resulted from the passage of Proposition 13 in 1978
required public agencies and real estate developers to look for other means to fund public
infrastructure. The funding available from traditional assessment districts was limited by certain
requirements of the assessment acts, and it became clear that a more flexible funding tool was
needed. In response, the California State Legislature (the “Legislature”) approved the Mello-
Roos Community Facilities Act of 1982 (the “Act”), which provides for the levy of a special tax
within a defined geographic area, namely a community facilities district, if such a levy is
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approved by two-thirds of the qualified electors in the area. Community facilities districts can
generate funding for a broad range of facilities, and special taxes can be allocated to property in
any reasonable manner other than on an ad valorem basis.

A community facilities district is authorized to issue tax-exempt bonds that are secured by land
within the district. If a parcel does not pay the special tax levied on it, a public agency can
foreclose on the parcel and use the proceeds of the foreclosure sale to ensure that bondholders
receive interest and principal payments on the bonds. Because bonds issued by a community
facilities district are land-secured, there is no risk to a public agency’s general fund or taxing
capacity. In addition, because the bonds are tax-exempt, they typically carry an interest rate that
is lower than conventional construction financing.
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/1.

PURPOSE OF REPORT

This CFD Tax Administration Report (the “Report”) presents findings from research and
financial analysis performed by Goodwin Consulting Group, Inc. to determine the fiscal year
2009-10 special tax levy for CFD No. 1-90. The Report is intended to provide information to
interested parties regarding CFD No0.1-90, including the current financial obligations of the CFD,
special taxes to be levied in fiscal year 2009-10, development status, and a description of public
facilities being funded by CFD No. 1-90.

The remainder of the Report is organized as follows:

Section I11 identifies financial obligations of CFD No. 1-90 for fiscal year 2009-10.
Section 1V presents a summary of the special tax levy. Additionally, it identifies the
method used to apportion special taxes among parcels in CFD No.1-90 and the assigned
and actual special tax rates for fiscal year 2009-10.

Section V provides an update of the development activity occurring within CFD No. 1-
90.

Section VI provides a description of public improvements funded by CFD No. 1-90.

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

Section V111 provides information regarding special tax delinquencies in CFD No. 1-90.

Section IX provides information on bond foreclosure covenants and related proceedings
on delingquent parcels.
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/1l. SPECIAL TAX REQUIREMENT

Pursuant to the Rate and Method of Apportionment of Special Tax (the “RMA?”), which was
adopted as an exhibit to the Resolution of Formation of CFD No. 1-90, the amount of special tax
revenue to be collected from taxable property in any given fiscal year, shall include the sums
necessary to (i) pay for current debt service on indebtedness of CFD No. 1-90, (ii) create or
replenish reserve funds if necessary, and (iii) pay administrative expenses and construction
expenses, not to exceed fifteen percent (15%) of the special taxes collected from Developed
Property to pay net debt service in such fiscal year. The net debt service is defined as the gross
debt service for the current fiscal year, including replenishment of the Reserve Fund to the
reserve requirement, plus administrative expenses minus interest earnings on the Reserve Fund.
For fiscal year 2009-10, the special tax requirement is $1,872,513 and is calculated in the table
below.

Community Facilities District No. 1-90
Special Tax Requirement

Debt Service Payments for FY 2009-10
Series 2008 Bonds Debt Service (Senior Lien)

Interest Payment Due February 1, 2010 $141,256
Interest Payment Due August 1, 2010 $141,256
Principal Payment Due August 1, 2010 $880,000
Subtotal $1,162,513
Series 1995B Bonds Debt Service (Junior Lien)
Interest Payment Due February 1, 2010 $80,500
Interest Payment Due August 1, 2010 $80,500
Principal Payment Due August 1, 2010 $450,000
Subtotal $611,000
Total Series 2008 and 1995B Debt Service for FY 2009-10 $1,773,513
Administrative Expenses for Fiscal Year 2009-10
Legal Fees $55,000
City Staff and Special Tax Administrator Services $28,000
Accounting Services $6,000
Fiscal Agent $5,000
Audit $5,000
Total Administrative Expenses $99,000
Total FY 2009-10 Special Tax Requirement $1,872,513
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V. SPECIAL TAXLEVvY

Special Tax Classifications

Special taxes within CFD No. 1-90 are levied pursuant to the methodology set forth in the RMA.
The RMA defines two categories of property, namely Developed Property and Undeveloped
Property. The category of Developed Property is further divided into five separate rate
classifications which vary based on land use and, within the residential land use category, based
on the size of the residential unit. The land use classifications are identified on the table below.

Pursuant to the RMA, Developed Property is distinguished from Undeveloped Property by the
issuance of a building permit. Specifically, property for which a building permit was issued by
March 1 of the prior fiscal year will be classified and taxed as Developed Property in the
following fiscal year.

Special Tax Rates

The annual special tax rates applicable to each category of property in CFD No. 1-90 are
determined pursuant to Section C of the RMA. Each category of Developed Property has an
assigned special tax rate and a backup special tax rate, as defined in the RMA. For fiscal year
2009-10, only the assigned special tax will be used to levy the special tax on Developed
Property.

The maximum special tax that can be levied on Undeveloped Property for fiscal year 2009-10 is
$17,424.60 per acre. The actual special tax that will be levied on each parcel of Undeveloped
Property in fiscal year 2009-10 is determined by the method of apportionment included in
Section D of the RMA.

Community Facilities District No. 1-90
Maximum Special Tax Rates

Sq Ft of Unit Fiscal Year 2009-10
Class Land Use (if applicable) Maximum Special Tax

1 Single Family Detached >= 2,000 sq. ft. $2,126.66 per unit
2 Single Family Detached 1,700-1,999 sq. ft. $1,708.18 per unit
3 Single Family Detached < 1,700 sq. ft. $1,552.50 per unit
4 Single Family Attached N/A $854.10 per unit

5 Commercial/Industrial N/A $5,684.42 per acre
6 Undeveloped Property N/A $17,424.60 per acre

City of Atwater 7 Fiscal Year 2009-10
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Apportionment of Special Taxes

Each fiscal year, the special tax shall be levied as follows until the amount of the levy is equal to
the special tax requirement for that fiscal year:

First, levy the special tax proportionately on all parcels of Developed Property up to 100% of the
assigned special tax for each class of Developed Property. If additional monies are needed after
the first step has been completed, the special tax shall be levied proportionately on each parcel of
Undeveloped Property up to 100% of the maximum special tax for Undeveloped Property. If
additional monies are needed after the first two steps have been completed, there are three
additional steps of apportionment that may be carried out if needed. These additional steps are
included in Section D of the RMA and are unlikely to ever be used as the first two steps will
most likely generate enough revenue to meet the special tax requirement.

Application of the assigned special tax rates to parcels of Developed Property will generate
special tax revenue equal to $1,735,199, assuming no tax delinquencies. This amount is
insufficient to fund the full special tax requirement for fiscal year 2009-10, which is $1,872,513.
As a result of this, Undeveloped Property will be levied a special tax of $2,634.74 per acre to
generate the remaining $137,314 needed to fund the special tax requirement.

The actual special tax rates and the number of units and/or acres of taxable property are shown in

the table below.

Community Facilities District No. 1-90
Actual Special Tax Rates for Fiscal Year 2009-10

FY 2009-10 Special
Sq. Ft. of Unit Actual Special Units/ Tax

Class Land Use (if applicable) Tax Acres Revenue
1 Single Family Detached | >=2,000 sq. ft. | $2,126.66 per unit 118 units $250,946
2 Single Family Detached 1’700'#’999 3G $1,708.18 per unit 226 units $386,049
3 Single Family Detached | <1,700sq. ft. | $1,552.50 per unit 692 units $1,074,330
4 Single Family Attached N/A $854.10 per unit 0 units $0
5 Commercial/Industrial N/A $5,684.42 per acre | 4.20 acres $23,875
6 Undeveloped Property N/A $2,634.74 per acre | 52.12 acres $137,314
Total Special Tax Revenue for Fiscal Year 2009-10 $1,872,513
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V. DEVELOPMENT STATUS

Since formation of the CFD, twenty-two (22) final subdivision maps have been recorded,
creating a total of 1,165 residential lots. Two large unsubdivided parcels totaling 29.4 acres, and
129 individual single family lots totaling 22.72 acres, combine to create the entire 52.12 acres of
remaining undeveloped property. The special tax roll in Appendix B provides a list of the
Assessor’s parcel numbers and the special tax levied on each parcel for fiscal year 2009-10.

Approximately 88.9% of the total residential units planned for CFD No. 1-90 have had building
permits issued. No final maps were recorded in the past year and no residential building permits
were issued.

City of Atwater CFD No. 1-90
Development Status

Fiscal Year 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10
Total Parcels in CFD 960 993 1,180 | 1,181 | 1,183 | 1,183
Developed Residential Parcels 945 968 1,020 1,027 1,036 1,036
Developed Commercial Parcels 1 1 1 1 1 1
Undeveloped Parcels 5 13 146 140 131 131
Exempt Parcels 9 11 13 13 15 15
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VII. DESCRIPTION OF FACILITIES

CFD No. 1-90 was formed to provide financing for costs associated with the construction of off-
site improvements required to facilitate connections to the proposed development. The facilities
consist of street improvements, water and sewer main extensions, and underground utility main
extensions including power, natural gas, cable TV, and telecommunications facilities.

Bellevue Road:  curb, gutter, sidewalks, and overlay pavement along
approximately 950 lineal feet of this existing major arterial.

Juniper Avenue: various upgrades along approximately 3,350 lineal feet of this
existing collector; extension of water and sewer mains, natural gas, cable TV, and
telecommunications are required.

Buhach Road: various improvements to upgrade to arterial standards along
approximately 5,700 lineal feet of this existing major arterial, water main
installation to be tied into the main extension at Juniper Avenue and sewer main
installation to run along approximately 7,000 lineal feet.

Broadway Avenue: includes various improvements to upgrade to collector
standards along approximately 1,300 lineal feet of this existing collector; water
and sewer main installation is required, as is natural gas.

Green Sands Avenue: various upgrades to City standards along approximately
2,500 lineal feet of this existing local street; water and sewer main installation is
required, as are underground utility extensions.

Other_Improvements: two storm drainage basins and a well site will be located
within or near the CFD boundaries.

City of Atwater
CFD No. 1-90
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Vil. CFD FUNDS

The bond Indenture and First Supplemental Indenture established multiple funds and accounts
for CFD No. 1-90 to be maintained by The Bank of New York Trust Company, N. A. (the
“Fiscal Agent”). In addition, one account is to be maintained by the City. These funds and
accounts are described briefly below:

Special Tax Fund: All receipts from the annual collection of special taxes for CFD No. 1-90
are deposited in the Special Tax Fund. From the Special Tax Fund, the Fiscal Agent will deposit
the required amounts into the following funds in order of priority:

1. Senior Lien Bonds Redemption Subaccount
2. Senior Lien Bonds Reserve Subaccount

3. Junior Lien Bonds Redemption Subaccount
4. Expense Account

Redemption Account: The Redemption Account consists of two subaccounts: the Senior Lien
Bonds Redemption Subaccount and the Junior Lien Bonds Redemption Subaccount. These
subaccounts will be maintained separately and segregated from each other for the exclusive
benefit of their respective bondholders. The principal and interest payments due on the bonds
each fiscal year are paid by the Fiscal Agent from proceeds on deposit in the separate redemption
subaccounts.

Reserve Account: The Reserve Account consists of two subaccounts: the Series 1995A Bonds
Senior Lien Bonds Reserve Subaccount and the Series 2008 Senior Lien Bonds Reserve
Subaccount. These subaccounts will be maintained separately and segregated from each other
for the exclusive benefit of their respective bondholders. To further secure bond payments, the
Fiscal Agent maintains an amount equal to the bond reserve requirement for the Series 2008
Bonds, which is $659,000. The Series 1995B Bonds do not have a reserve requirement or a
reserve account. Amounts in the separate reserve subaccounts can be used solely to pay
principal and interest only on their respective bond issues to the extent that monies in the
respective Redemption Subaccounts are not available.

Expense Account: This account is used to defray the City's cost of administering CFD No. 1-90
each fiscal year.

Project Fund: Currently held by the Fiscal Agent, this fund was established for payment of
costs of the authorized facilities; provided that any remaining amount after completion of such
purpose shall be transferred to the applicable subaccount of the Redemption Account.

Costs of Issuance Fund: This fund is maintained by the Fiscal Agent and is used for the
payment or reimbursement of costs of issuance. This fund shall be closed after 90 days from the
date of delivery of the Series 2008 Bonds, and all remaining moneys shall be transferred to the
Senior Lien Bonds Redemption Subaccount. The Cost of Issuance Fund has been closed.

City of Atwater 13 Fiscal Year 2009-10
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Escrow Fund: This fund was established to assure the timely redemption of the Series 1995A
Bonds. Any moneys remaining in this fund after making all payments to redeem the Series
1995A Bonds shall be deposited into the Senior Lien Bonds Redemption Subaccount and used to
pay debt service on bonds.

Fund Balances
As of June 30, 2009, the funds and accounts for CFD No. 1-90 had the following balances:
Community Facilities District No. 1-90

Account Balances
As of June 30, 2009

Account
Fund Balance
Series 2008 Reserve Fund $1,360,580
Series 2008 Project Fund $2,695,673
Escrow Fund $4
Series 1995A Senior Lien Bond $0
Redemption Account
Series 1995B Junior Lien Bond $147
Redemption Account
City of Atwater 14 Fiscal Year 2009-10

CFD No. 1-90 CFD Tax Administration Report



VIll. DELINQUENCIES

As of July 22, 2009, the Merced County Auditor’s Office reports the following delinquency
amounts for CFD No. 1-90:

Community Facilities District No. 1-90
Delinquencies as of July 22, 2009

Parcels Delinquent CFD Tax Percent
Fiscal Year  Delinquent Amount Levied Delinquent
2006-07 5 $6,072 $1,758,068 0.35%
2007-08 22 $95,202 $1,780,413 5.35%
2008-09 67 $202,920 $1,866,937 10.87%
City of Atwater 15 Fiscal Year 2009-10
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IX. FORECLOSURE COVENANTS

Covenants of the City

Under the Master Indenture and the First Supplemental Indenture, the City may order the
institution of a court action to foreclose the lien on a parcel within specified time limits if any
payment of the special tax is delinquent. In such an action, the real property subject to the
unpaid amount may be sold at a judicial foreclosure sale. The City has covenanted for the
benefit of the owners of the Series 2008 Bonds as follows: the Finance Director will, on or
before each March 1 and each July 1, review the public records of the County of Merced related
to the collection of the special tax collected in the preceding six month period and will report any
delinquencies to the City Council. The City will, within 60 days thereafter, institute foreclosure
proceedings as authorized by the Act in the following instances:

(i) in the event that the Bond Reserve Account, after all transfer necessitated by any
such delinquencies have been made, will be less than the Required Bond Reserve,
against all delinquent parcels, or

(i) in the event that the Bond Reserve Account, after all transfer necessitated by any
such delinquencies have been made, will remain at least equal to the Required
Bond Reserve, against each parcel delinquent in the amount of $3,000 or more.
At such time as there are no Series 1995B Bonds outstanding under the Master Indenture, the

City’s obligations regarding delinquencies and foreclosure shall be amended as stated in the First
Supplemental Indenture.

Foreclosure Proceedings

Fiscal Year 2008-09 CFD No. 1-90 Special Tax Levy

In regards to the fiscal year 2008-09 CFD taxes, the delinquency rate was 10.87% as of July 22,
2009. Since the Bond Reserve Account was at least equal to the Required Bond Reserve, the
City was only required to initiate foreclosure proceedings on parcels delinquent in excess of
$3,000. In 2009, the City Council approved Resolution No. 2456-09, which ordered judicial
foreclosure of delinquent special taxes for parcels delinquent more than $3,000 in CFD No. 1-90
taxes. Following the Resolution, a Notice of Intent to Remove Delinquent Special Installment
from Tax Roll (the “Notice”) was recorded and all the parcels listed in the Notice were removed
from the tax roll.

On behalf of the City, the law firm of Sherman & Feller was hired to collect delinquent special
taxes and, if necessary, file foreclosure lawsuits on individual property owners. As of the date of
this Report, none of the nine parcels that had their CFD tax stripped from the County tax roll
have paid their delinquent CFD No. 1-90 taxes. Therefore, approximately $52,680 in delinquent
special tax installments remain outstanding. Of this total, $36,451 represents fiscal year 2008-09

City of Atwater 17 Fiscal Year 2009-10
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special tax delinquencies, while the remaining amount represents all prior fiscal year
delinquencies.

Prior Fiscal Years

In 2008, 13 parcels that were delinquent more than $3,000 were removed from the tax roll. As
of September 1, 2009, all 13 parcels have paid their delinquent special taxes.
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