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CARTER A. MUDGE

ATTORNEY
Mailing address:
668 N. Coast Highway, #1223 FACSIMILE
Laguna Beach, CA 92651 (949) 315-3067
(949) 715-3417 CARTER MUDGE@COX.NET
June 22,2018
Via email only email: chuck.posner@coastal.ca.gov
Chuck Posner
Supervisor of Planning
California Coastal Commission,
South Coast Area Office
200 Oceangate, 10th Floor
Long Beach, CA 90802-4302
Re: Appeal No. A-5-DPT-17-0063 (Wave Resort at the Stand, Dana Point)
Property Address: 34075 Pacific Coast Highway, Dana Point, CA 92629
My client: Surfrider Foundation, South Orange County Chapter

Project Applicant: Headlands Investments, LLC
Dear Mr. Posner:

At its December 15, 2017 meeting, the Commission found a “substantial issue” with the City of
Dana Point’s approval of this project and ordered de novo review. One of the critical issues focused
on by the appeal (and by the Commissioners during the hearing) was whether the certified
Headlands Development and Conservation Plan (“HDCP”) permits construction of a hotel in
addition to a hostel in Planning Area 4 (where the proposed project is located)

The HDCP allows for development of one hotel and does not permit a second hotel in Planning
Area 4. The prior owner of the property comprising Planning Area 4 knew this and didn’t even try
when it entitled the property for retail/restaurant/office space in 2008. The City of Dana Point
knew this too when, in 2014, its bond proposal for a Facilities Maintenance District repeatedly
distinguished between the “commercial/office” lots of Planning Area 4 and the “hotel/luxury inn”
lots of Planning Area 9.

The HDCP does not permit development of a second hotel in Planning Area 4, and upon this de
novo review the Coastal Commission must reject the Project Applicant’s application for a hotel.

DISCUSSION

2008 Project and Entitlements In 2008, on the eve of the Great Recession, a prior developer,
Strand Village Partners, LLC, sought and obtained approval of Coastal Development Permit
CDPO07-21 for a commercial building with retail and office space, two small cafés, a restaurant and
a 40-bed hostel with visitor’s information center and 170 parking spaces. There was no proposal

Exhibit No. 3
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Re: Appeal No. A-5-DPT-17-0063 (Wave Resort at the Stand, Dana Point)al.
06/22/2018

for a hotel because Strand Village Partners and the City understood the HDCP did not permit a
hotel in Planning Area 4 where the project is located. The HDCP permits a hotel only in Planning
Area 9, just down the road. A copy of the City of Dana Point’s Planning Commission’s Regular
Meeting Action Agenda from its March 11, 2008 meeting approving the project are attached as
Exhibit 1, the meeting minutes as Exhibit 2.

The meeting minutes show the Planning Commissioners unanimously approved the
commercial/retail project. They enthusiastically endorsed Strand Village Partners’ plan. Strand
Village Partners did not propose a hotel because plainly a hotel is not permitted in that Planning
Area.

The current project applicant, Headlands Investments, LLC, states that the project “doesn’t pencil
out” unless there is a hotel. Presumably Strand Village Partners wanted to maximize its profit just
as much as Headlands Investments, LLC, and if the zoning had permitted a hotel and that was the
only way to make the development profitable, then Strand Village Partners would have proposed
a hotel. It did not because it recognized the economic reality that a hotel is not permitted in
Planning Area 4.

Strand Village Partners proposed a commercial project that was consistent with HDCP and the
Surfrider Foundation did not oppose that project. The City of Dana Point is being inconsistent in
its treatment of the zoning for this project. The Planning Commission and prior developer plainly
understood in 2008 that a Planning Area 4 is not zoned for a hotel. The passage of a decade has
not changed the zoning.

2014 City of Dana Point Bond Proposal In 2014 the City of Dana Point reaffirmed that
Planning Area 4 was not hotel property. In 2014 the City was considering an Authorization To
Issue City Of Dana Point Community Facilities District No. 2006-1 (CFD 2006-1), 2014 Special
Tax Bonds (Headlands). The February 14, 2014 Agenda Report attached as Exhibit 3 contains the
following elements which show the City considered the zoning for Planning Area 4 as being
limited to commercial/retail use and as excluding a second hotel:

1. P.2/165: the Headlands Development contains “1.5 acres of commercial property [Planning
Area 4] and 2.8 acres of hotel property [Planning Area 9] (“Tax Area 27).”

Comment: if the City of Dana Point considered Planning Area 4 to allow zoning for a more
profitable hotel, it would have referred to it as “commercial and hotel property.” The City
did not and has never considered the property to be zoned for a hotel until the current
submittal by Headlands Investments, LLC.

2. P.7/165: The 3 lots in Planning Area 4 (owned by an entity other than Headlands Reserve,
LLC) are referred to as “commercial parcels,” while the 3 lots in Planning Area 9 (owned
by Headlands Reserve, LLC) are referred to as “commercial (hotel) lots.” Clearly, the City
of Dana Point distinguished between the retail/commercial lots and the purely hotel lots
and considered them to have distinct zoning requirements that did not include a second
hotel in Planning area 4
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3.

P.17/165 marks the start of the proposed Bond Purchase Contract. This is an exhaustive
document analyzing the proposed bond issue and the development of the Dana Point
Headlands. At P.86/165 [p.87] the document identifies “an approximately 1.5-acre
commercial site and an approximately 2.8-acre hotel site.”! It does not identify two hotel
sites.

P.87/165 (p.88) the Bond Purchase Contract again distinguishes between “residential,
commercial and hotel property.” If all commercial property were hotel property, there
would be no need to distinguish between the two. There is express acknowledgment that
the hotel parcel is a hotel parcel, and the commercial parcel is not for hotels.

P. 88/165 (p. 89) reinforces the distinction between “commercial property” and “hotel
property”’: “The property in the District is proposed for development into 118 custom
residential homes comprising Tax Zone No. 1, and approximately 1.5 acres of commercial
property and approximately 2.8 acres of hotel property comprising Tax Zone No. 2.”

P.107/165 (p.107) comments on the failed effort by Strand Village Partners to develop a
mixed commercial property on Planning Area 4, while the hotel/resort property (Planning
Area 9) was still owned by the original developer or related entities:

“Additionally, approximately 1.5 acres of property was sold to Strand Village
Partners LLC (an entity unrelated to the Developer) for construction of an up to
35,000 square-foot mixed commercial project. Development of the mixed
commercial project did not proceed and the approximately 1.5 acres is currently
owned by Arcus Private Capital Solutions LLC. The remaining 49 custom
residential lots and approximately 2.8 acres of hotel/resort property are owned by
the Developer or related entities.” [Emphasis added.]

P.124/165 (p.125) highlights this succinctly: “The commercial site (Strand Village) is
permitted for up to 35,000 square feet of building and the [separate] hotel site is permitted
for up to 100,750 square feet of building, including up to 90 hotel rooms that can include
fractional interest/hotel condominiums.”

Comment: The City of Dana Point is flip-flopping on its determination that Planning
Area 4 (Strand Village) is permitted for commercial/retail and not for hotels. The hotel is
supposed to be in Planning Area 9 only.

P.125/185 (p.126) Commenting on the compromises made during the Environmental
Review process, the document notes the Local Coastal Plan and Land Use Plans were
modified “to allow development of up to 125 single-family residential lots, visitor-serving
commercial land use, including a 65-90-room inn, an approximately 35,000-square-foot

1 The document is missing page 84 which throws the pagination off by one page.
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commercial site and 68.5 acres of public parks, conserved habitat, coastal trails and open
space.”

Comment: The bond contract acknowledges there supposed to be one seaside inn and
one commercial site in the two separate planning areas.

9. PP.129-130 (pp.130-131) This section describes the “commercial parcels” as follows:

“Commercial Parcels. There are six commercial/hotel parcels on the site. Three
contiguous parcels are located on the southwest corner of Pacific Coast Highway
and Street of the Green Lantern and are zoned to permit construction of an
approximately 35,000 square foot, two-story commercial building with shared
parking. The 1.5 acre-site was sold by the Developer to a non-Developer related
entity and that purchaser did not proceed with its proposed development of the site.
The property is currently owned by another non- Developer related entity, which is
not expected to develop the property itself, but which is expected to market the
property for sale in its current condition.

The three remaining commercial/hotel parcels are contiguous and are located on
the Street of the Green Lantern on the southwest portion of the site adjacent to the
Headlands Reserve. The parcels are owned by Headlands Reserve LLC and may be
developed as a 90-unit boutique hotel, spa and resort commercial facility. The
finished project will likely be operated by an experienced national resort operator.
The Developer cannot predict the time period at which development will proceed.”

Comment: It could not be clearer that the 1.5 acre site in Planning Area 4 has never
previously been considered as a “hotel” parcel.

CONCLUSION

Consistency of position and plain meaning are important. The HDCP does not permit a second
hotel in Planning Area 4 and the City of Dana Point has never thought it did, until now. The project
applicant is “looking for zebras in a herd of horses” when it attempts to find such permission in
the certified plan. The proposal must be rejected upon this de novo review.

Very truly yours,

CARTER A. MUDGE

/gus
Encls.

CC:
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1. South Coast Staff Area Staff SouthCoast@coastal.ca.gov

2. Karl Schwing, Director SD and South Coast
Karl.Schwing(@coastal.ca.gov
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING ACTION AGENDA

City Hall Offices

March 11, 2008 Council Chamber (#210)
5:05-5:50 p.m. 33282 Golden Lantern
7:00 — 8:15 p.m. Dana Point, CA 92629

CALL TO ORDER - Chairwoman Fitzgerald called the meeting to order.

Commissioners Present: Commissioner Michelle Brough, Commissioner Ed Conway,
Vice-Chairman Norman Denton, Chairwoman Liz Anderson Fitzgerald, Commissioner J.
Scott Schoeffel, and Alternate Michael Dec

Staff Present: Kyle Butterwick (Director), John Tilton (Architect/Planning Manager), and
Erica Demkowicz (Senior Planner)

A. FIELD TRIP TO THE HEADLANDS COMMERCIAL SITE LOCATED AT THE
CORNER OF PACIFIC COAST HIGHWAY AND STREET OF THE GREEN
LANTERN .

B. ADJOURNMENT

Chairwoman Fitzgerald announced the next regular meeting of the Planning
Commission will be held on Tuesday, March 11, 2008, beginning at 7:00 p.m. (or
as soon thereafter) in the Council Chamber located at 33282 Golden Lantern,
Suite 210, Dana Point, California.

CALL TO ORDER - Chairwoman Fitzgerald called the meeting to order.

PLEDGE OF ALLEGIANCE - Kyle Butterwick (Director) led the Pledge of Allegiance.

ROLL CALL

Commissioners Present: Commissioner Michelle Brough, Commissioner Ed Conway,
Vice-Chairman Norman Denton, Chairwoman Liz Anderson Fitzgerald, Commissioner J.
Scott Schoeffel, and Alternate Michael Dec
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING ACTION AGENDA

March 11, 2008 PAGE 2
5:05-5:50 p.m.
7:00 — 8:15 p.m.

Staff Present: Kyle Butterwick (Director), John Tilton (Architect/Planning Manager), Mal
Richardson (Deputy City Attorney), Erica Demkowicz (Senior Planner), and Denise
Jacobo (Planning Secretary)

C. APPROVAL OF MINUTES

ITEM 1: Minutes of the regular Planning Commission Meeting of
February 26, 2008.

ACTION: Motion made (Denton) and seconded (Brough) to approve the Minutes
of the reqular Planning Commission Meeting of
February 26, 2008. Motion carried 5-0. (AYES: Brough, Conway, Denton,
Fitzgerald, Schoeffel NOES: None ABSENT: None ABSTAIN: None)

D. PUBLIC COMMENTS

There were no Public Comments.

E. CONSENT CALENDAR

There were no items on the Consent Calendar.

F. PUBLIC HEARINGS

ITEM 2: Request for Sign Program Permit SPP07-06 to allow the creation of a
sign _program _in__conjunction with various site improvements,
including an increase in the height of an existing gas-pump canopy to
18 feet and new landscaping improvements at 34306 Pacific Coast
Highway. (Continued from the regular Planning Commission meeting
of February 26, 2008)

Recommendation: That the Planning Commission table the request for Sign
Program Permit SPP07-06.

ACTION: Motion made (Schoeffel) and seconded (Conway) to table the request
for Sign Program Permit SPP07-06. Motion carried 5-0. (AYES:
Brough, Conway, Denton, Fitzgerald, Schoeffel NOES: None ABSENT:
None ABSTAIN: None)
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING ACTION AGENDA

March 11, 2008 PAGE 3
5:05-5:50 p.m.
7:00 — 8:15 p.m.
ITEM 3: Coastal Development Permit CDP07-21 and Site Development Permit

SDP07-61 to allow a 35,000 square foot, two-story commercial
development. A Conditional Use Permit CUP07-33 to allow a shared
parking program is also required in _conjunction with the proposed
development. The commercial building will include retail and office
space, two small cafés, a restaurant, a 40-bed hostel with visitor’s
information center and 170 parking spaces. The proposed
commercial development was originally included in the City
approved Headlands Development and Conservation Plan (HDCP)
and the final Environmental Impact Report (EIR) for the project.

Applicant/
Owner: David Hudson/Strand Village Partners, LLC

Location: The project site is located at the southwest corner of Pacific Coast
Highway and Street of the Green Lantern in Dana Point, California.

Request: The applicant is requesting a Coastal Development Permit and Site
Development Permit to allow the construction of a 35,000 square foot, two-story
commercial building. The applicant is also requesting a Conditional Use Permit
to allow a shared parking program in conjunction with the proposed development.
The commercial building will include approximately 21,950 square feet of retail
and office space, two small cafés, a restaurant, a 40-bed hostel with visitor’s
information center and 170 parking spaces.

Environmental: Pursuant to the provisions of the California Environmental Quality
Act (CEQA), Environmental Impact Report (SCH#2001071015) was prepared and
certified for the development.

Recommendation: That the Planning Commission adopt the attached Draft
Resolution approving Coastal Development Permit (CDP07-21), Site Development
Permit (SDP07-61) and Conditional Use Permit (CUPQ7-33).

There were five (5) requests to speak on this item.

ACTION: Motion made (Fitzgerald) and seconded (Denton) to approve
Resolution No. 08-03-11-06 approving Coastal Development Permit
CDPO07-21 and Site Development Permit SDP07-61 to allow a 35,000
square foot, two-story commercial development and a Conditional
Use Permit CUP07-33 to allow a shared parking program in
conjunction with the proposed development. Motion to approve with
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING ACTION AGENDA

March 11, 2008 PAGE 4
5:05-5:50 p.m.
7:00 — 8:15 p.m.

G.

one added condition carried 5-0. (AYES: Brough, Conway, Denton,
Fitzgerald, Schoeffel NOES: None ABSENT: None ABSTAIN: None)

NEW BUSINESS

There was no New Business.

STAFF REPORTS

Kyle Butterwick (Director) addressed the Wicked Garden’s noise activities and
stated that Code Enforcement will follow up on the matter.

He reported that the Mitigated Negative Declaration for the Mobile Home Park
site has been in circulation. He added that Staff is preparing their written
responses received on the Environmental document to be part of the Staff Report
coming to the Planning Commission Public Hearing in approximately six weeks.

He reported that he appeared and testified before the Coastal Commission last
week concerning the proposed extension of time for proposed modifications to
the Headlands trails and mid-strand accessway. The Coastal Commission did
continue it for twelve (12) months, but they will try to bring this item to a hearing
within 60-90 days.

He reported the Town Center Plan is getting closer; the Coastal Commission is
meeting at Santa Barbara in April.

John Tilton (Architect/Planning Manager) stated that Wicked Garden would
need to apply for a special use permit for its activities.

COMMISSIONER COMMENTS

Commissioner Schoeffel congratulated Staff for an outstanding presentation on
such an important project (Item #3).

Vice-Chairman Denton concurred with Commissioner Schoeffel. He announced
that a Harbor Meeting will be held on Wednesday, March 12, 2008 at 7:00 p.m.
to see the Marina layout of the Harbor.
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING ACTION AGENDA

March 11, 2008 PAGE 5
5:05-5:50 p.m.
7:00 — 8:15 p.m.

Commissioner Conway stated that he has lived in Dana Point nearly 30 years,
and was happy to see the Headlands developing nicely.

Chairwoman Fitzgerald commended Erica Demkowicz (Senior Planner) on
handling the finest presentation on a very difficult project.

J. ADJOURNMENT

Chairwoman Fitzgerald adjourned the meeting to the next regular meeting of
the Planning Commission will be held on Tuesday, March 25, 2008, beginning at
7:00 p.m. (or as soon thereafter) in the Council Chamber located at 33282
Golden Lantern, Suite 210, Dana Point, California.

The meeting adjourned at 8:15 p.m.

dj/H:\MINUTES\03-11-08A.doc
FF#0120-10/PC Minutes
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING MINUTES

City Hall Offices

March 11, 2008 Council Chamber (#210)
5:05 - 5:50 p.m. 33282 Golden Lantern
7:00 — 8:15 p.m. Dana Point, CA 92629

CALL TO ORDER - Chairwoman Fitzgerald called the meeting to order.

Commissioners Present:. Commissioner Michelle Brough, Commissioner Ed Conway,
Vice-Chairman Norman Denton, Chairwoman Liz Anderson Fitzgerald,
Commissioner J. Scott Schoeffel, and Alternate Michael Dec

Staff Present: Kyle Butterwick (Director of Community Development), John Tilton
(City Architect/Planning Manager), and Erica Demkowicz (Senior Planner)

A. FIELD TRIP TO THE HEADLANDS COMMERCIAL SITE LOCATED AT THE
CORNER OF PACIFIC COAST HIGHWAY AND STREET OF THE GREEN
LANTERN .

B. ADJOURNMENT

Chairwoman Fitzgerald announced the next regular meeting of the Planning
Commission will be held on Tuesday, March 11, 2008, beginning at 7:00 p.m. (or
as soon thereafter) in the Council Chamber located at 33282 Golden Lantern,
Suite 210, Dana Point, California.

CALL TO ORDER - Chairwoman Fitzgerald called the meeting to order.

PLEDGE OF ALLEGIANCE — Kyle Butterwick (Director) led the Pledge of Allegiance.

ROLL CALL

Commissioners Present:  Commissioner Michelle Brough, Commissioner Ed Conway,
Vice-Chairman Norman Denton, Chairwoman Liz Anderson Fitzgerald,
Commissioner J. Scott Schoeffel, and Alternate Michael Dec
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING MINUTES

March 11, 2008 PAGE 2
5:05 — 5:50 p.m.
7:00 — 8:15 p.m.
Staff Present: Kyle Butterwick (Director of Community Development), John Tilton

(City Architect/Planning Manager), Mal Richardson (Deputy City Attorney), Erica
Demkowicz (Senior Planner), and Denise Jacobo (Planning Secretary)

C. APPROVAL OF MINUTES

ITEM 1: Minutes of the reqular Planning Commission Meeting of
February 26, 2008.

ACTION: Motion made (Denton) and seconded (Brough) to approve the Minutes
of the reqular_Planning Commission Meeting of February 26, 2008.
Motion carried 5-0. (AYES: Brough, Conway, Denton, Fitzgerald, Schoeffel
NOES: None ABSENT: None ABSTAIN: None)

D. PUBLIC COMMENTS

There were no Public Comments.

E. CONSENT CALENDAR

There were no items on the Consent Calendar.

F. PUBLIC HEARINGS

ITEM 2: Request for Sign Program Permit SPP07-06 to allow the creation of a
sign__program __in__conjunction _with various _site improvements,
including an increase in the height of an existing gas-pump _canopy to
18 feet and new landscaping improvements at 34306 Pacific Coast
Highway. (Continued from the regular Planning Commission meeting of
February 26, 2008)

Recommendation: That the Planning Commission table the request for Sign
Program Permit SPP07-06.

Kyle Butterwick (Director) noted that the Applicant was still working out the
details and recommend the Planning Commission table the item.
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING MINUTES

March 11, 2008 PAGE 3
5:05 — 5:50 p.m.
7:00 — 8:15 p.m.

There being no requests to speak on this item, Chairwoman Fitzgerald opened
and closed the Public Hearing.

ACTION: Motion made (Schoeffel) and seconded (Conway) to table the request
for_Sign Program Permit SPP07-06. Motion carried 5-0. (AYES:
Brough, Conway, Denton, Fitzgerald, Schoeffel NOES: None ABSENT:
None ABSTAIN: None)

ITEM 3: Coastal Development Permit CDP07-21 and Site Development Permit
SDP07-61 to allow a 35,000 square foot, two-story commercial
development. A Conditional Use Permit CUPQ7-33 to allow a shared
parking program is also required in _conjunction with the proposed
development. The commercial building will include retail and office
space, two small cafés, a restaurant, a 40-bed hostel with visitor’s
information center _and 170 parking spaces. The proposed
| commercial _development |was originally _included in the City
approved Headlands Development and Conservation Plan (HDCP)
and the final Environmental Impact Report (EIR) for the project.

Applicant/

Owner: David Hudson/Strand Village Partners, LLC

Location: The project site is located at the southwest corner of Pacific Coast
Highway and Street of the Green Lantern in Dana Point, California.

Request: The applicant is requesting a Coastal Development Permit and Site
Development Permit to allow the construction of a 35,000 square foot, two-story
commercial building. The applicant is also requesting a Conditional Use Permit
to allow a shared parking program in conjunction with the proposed development.
The commercial building will include approximately 21,950 square feet of retalil
and office space, two small cafés, a restaurant, a 40-bed hostel with visitor's
information center and 170 parking spaces.

|No hotel |

Environmental: Pursuant to the provisions of the California Environmental Quality
Act (CEQA), Environmental Impact Report (SCH#2001071015) was prepared and
certified for the development.

Recommendation: That the Planning Commission adopt the attached Draft
Resolution approving Coastal Development Permit (CDP07-21), Site Development
Permit (SDP07-61) and Conditional Use Permit (CUPQ7-33).
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING MINUTES

March 11, 2008 PAGE 4
5:05 — 5:50 p.m.
7:00 — 8:15 p.m.

Erica Demkowicz (Senior Planner) presented the staff report.
Chairwoman Fitzgerald opened the Public Hearing.

David Hudson (Strand Village Partners, LLC - Applicant) thanked the Staff for
thoroughly covering the project. He stated that the development team focused
on the site as being a landmark destination. He described their intent to provide
a lively pedestrian atmosphere, the right services, parking, hostel and information
center and follow the resident’s concerns. He stated he was available to answer
any questions.

John Grofik (Dana Point — Regatta Homeowners Association Representative)
stated that the project was exciting and he commended the design team for
contacting the neighboring residents to address their concerns. He stated the
potential concern of noise from the structure’s roof garden. He noted the Wicked
Garden Restaurant, which entertains as a night club, has been a major
disturbance to nearby homeowners. He asked the Planning Commission to
require proper sound barriers and limit the use of alcohol on the outdoor patios.

Craig Williamson (Dana Point) stated that he liked the amenities offered and he
looks forward to visiting the project for dining and shopping.

Steve Cary (Dana Point) stated his concern about the parking lot’s right-turn exit
to Green Lantern. He also stated that the roof top gardens landscape material
should not exceed the buildings height limit. He added that the development
looks great.

Richard Dietmeier (Dana Point — South Coast Water District Representative)
stated the project’s shape and form were nice. He highlighted on the importance
of restaurants installing grease interceptors. He encouraged the Planning
Commission to establish retrofitting grease interceptors in the new development.

David Hudson (Strand Village Partners, LLC - Applicant) addressed the
community’s concerns. He stated that to buffer noise, the team designed a
planter wall made with a glass partition in conformance with noise standards. He
stated that the roof top garden is comprised to create a garden setting. He noted
the plumbing issue as a familiar topic and assured they would install grease
interceptors. He stated that the parking lot exits are both right turns on Green
Lantern and Shoreline Drive.
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING MINUTES

March 11, 2008 PAGE 5
5:05 — 5:50 p.m.
7:00 — 8:15 p.m.

Vice Chairman Denton asked if there would be limited use of the Eco Garden
after hours.

David Hudson (Strand Village Partners, LLC - Applicant) replied that the hostel
will retain a live-in manager to help monitor and secure the open space above
the hostel. He also mentioned that they are in the process of drafting a security
plan for the site, which will include securing all eco garden/deck areas upon
closure of the restaurant.

Chairwoman Fitzgerald asked Staff to describe the traffic signal configuration.

Erica Demkowicz (Senior Planner) stated that the traffic signal configuration
serves two purposes, commercial and residential traffic. She added that the signal
on Shoreline Drive would also serve to slow traffic on Pacific Coast Highway
entering the Town Center.

Chairwoman Fitzgerald closed the Public Hearing.

Commissioner Conway stated that he toured the site and verified that the
height, lighting, and noise concerns were addressed. He felt it was a magnificent
site and he see’s the project as a gateway to Town Center.

Commissioner Brough concurred with Commissioner Conway and commended
the developer for creating a cordial relationship while addressing many of the
neighbors’ concerns. She added it was a nice job.

Vice Chairman Denton concurred and commended the developer for
addressing the neighbors’ and being a good neighbor to nearby residents. He
stated that it's a beautiful and exciting project, the beginning of a landmark in
years to come and the entrance and gateway to Town Center. He stated it is a
job well done and supported the project.

Commissioner Schoeffel agrees with all that's been said. He expressed the
concerns and fears heard from the citizens during the evening, based on
amplified music. He was pleased to hear from the proponent about not utilizing
live music and securing the open space after businesses are closed. He noted
the good points made about grease interceptors. He added that he would be
happy to endorse the project.
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING MINUTES

March 11, 2008 PAGE 6
5:05 — 5:50 p.m.
7:00 — 8:15 p.m.

Chairwoman Fitzgerald concurred with her fellow Commissioners, and she
motioned in support of the project with the assumption that the grease and noise
issue would be added in the conditions.

Commissioner Schoeffel suggested a condition of approval to be securing the
publicly accessible spaces after the business hours of the establishment. He
added that this would go a long way to assist the operator.

ACTION: Motion made (Fitzgerald) and seconded (Denton) to approve

G.

Resolution No. 08-03-11-06 approving Coastal Development Permit
CDP07-21 and Site Development Permit SDP07-61 to allow a 35,000
square foot, two-story commercial development and a Conditional
Use Permit CUPO07-33 to allow a shared parking program in
conjunction with the proposed development with the added
condition that the upper public deck areas be secured after hours.
Motion to _approve with one added condition carried 5-0. (AYES:
Brough, Conway, Denton, Fitzgerald, Schoeffel NOES: None ABSENT.:
None ABSTAIN: None)

NEW BUSINESS

There were no New Business items.

STAFF REPORTS

Kyle Butterwick (Director) addressed the Wicked Garden’s noise activities and
stated that Code Enforcement will follow up on the matter.

He reported that the Mitigated Negative Declaration for the Mobile Home Park
site has been in circulation. He added that Staff is preparing their written
responses received on the Environmental document to be part of the Staff Report
coming to the Planning Commission Public Hearing in approximately six weeks.

He reported that he appeared and testified before the Coastal Commission last
week concerning the proposed extension of time for proposed modifications to
the Headlands trails and mid-strand accessway. The Coastal Commission did
continue it for twelve (12) months, but they will try to bring this item to a hearing
within 60-90 days.
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CITY OF DANA POINT

PLANNING COMMISSION
REGULAR MEETING MINUTES

March 11, 2008 PAGE 7
5:05 — 5:50 p.m.
7:00 — 8:15 p.m.

He reported the Town Center Plan is getting closer; the Coastal Commission is
meeting in Santa Barbara in April.

John Tilton (City Architect/Planning Manager) stated that Wicked Garden
would need to apply for a special use permit for its activities.

COMMISSIONER COMMENTS

Commissioner Schoeffel congratulated Staff for an outstanding presentation on
such an important project (Item #3).

Vice-Chairman Denton concurred with Commissioner Schoeffel. He reported
that the Harbor Plan Meeting is scheduled to present an update of the Marina
layout at 7:00 p.m. on Wednesday, March 12, 2008.

Commissioner Conway stated that he has lived in Dana Point nearly 30 years,
and was happy to see the Headlands developing nicely.

Chairwoman Fitzgerald commended Erica Demkowicz (Senior Planner) on
handling the finest presentation on a very difficult project.

J. ADJOURNMENT

Chairwoman Fitzgerald adjourned the meeting to the next regular meeting of
the Planning Commission will be held on Tuesday, March 25, 2008, beginning at
7:00 p.m. (or as soon thereafter) in the Council Chamber located at 33282
Golden Lantern, Suite 210, Dana Point, California.

The meeting adjourned at 8:15 p.m.

Liz Anderson Fitzgerald, Chairwoman
Planning Commission

dj/H:\MINUTES\03-11-08.doc
FF#0120-10/PC Minutes
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02/18/14 Page 1 Item #22

Reviewed By:
CITY OF DANA POINT DH X
CM X
AGENDA REPORT cA X
DATE: FEBRUARY 18, 2014
TO: CITY MANAGER/ HONORABLE MAYOR AND CITY COUNCIL
FROM: MIKE KILLEBREW, ASSISTANT CITY MANAGER

SUBJECT: AUTHORIZATION TO ISSUE CITY OF DANA POINT COMMUNITY
FACILITIES DISTRICT NO. 2006-1 (CFD 2006-1), 2014 SPECIAL TAX
BONDS (Headlands)

RECOMMENDED ACTION:

That the City Council adopt a resolution entitled:

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF DANA POINT ACTING AS
THE LEGISLATIVE BODY OF COMMUNITY FACILITIES DISTRICT NO. 2006-1 OF THE
CITY OF DANA POINT AUTHORIZING THE ISSUANCE OF ITS 2014 SPECIAL TAX
BONDS IN A PRINCIPAL AMOUNT NOT TO EXCEED TWENTY SIX MILLION TWO
HUNDRED FOURTY-FIVE THOUSAND DOLLARS ($26,245,000) AND APPROVING
CERTAIN DOCUMENTS AND TAKING CERTAIN OTHER ACTIONS IN CONNECTION
THEREWITH.

BACKGROUND:

Twelve years ago, on February 12, 2002 the City adopted Ordinance No. 02-02
approving the Headlands Development Agreement (“DA01-01") between the City and
Headlands Reserve LLC (“HRLLC”). DA01-01 contains provisions which state that upon
the request of HRLLC, both parties shall cooperate in establishing a financing district to
fund construction of public facilities, public parks and open space in conjunction with the
Headlands development.

On April 26, 2006, the City approved and adopted documents necessary to initiate the
Community Facilities District No. 2006-1 (“CFD 2006-1") legal proceedings under the
Mello-Roos Act, and scheduled a public hearing for June 14, 2006 to consider the official
formation of CFD 2006-1. The documents necessary to establish CFD 2006-1 included
the City of Dana Point Statement of Goals and Policies for the Use of the Mello-Roos
Community Facilities Act of 1982 and, a Resolution declaring the City’s intention to incur
bonded indebtedness for proposed CFD 2006-1.
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Areas identified seperatly- one is hotel
and one is commercial

The City Council held a public hearing pursuant to the above referenced documents on
June 14, 2006. Following the hearing, the City Council determined to form CFD 2006-1
and the necessity to incur bonded indebtedness by adopting Resolutions No. 06-06-14-
11, No. 06-06-14-12 and No. 06-06-14-13, thus establishing CFD 2006-1. A proposition
was then submitted to the qualified electors of CFD 2006-1 in order to finance the
acquisition, construction and installation of certain public facilities, and to pay for the
maintenance, operation, replacement and repair of certain of those public facilities.

The City Council then called the special election and submitted the levy of the special
taxes, the incurring of bonded indebtedness and the establishment of an appropriations
limit to the qualified electors of CFD 2006-1 (at the time there was a single landowner,
HRLLC). The City Clerk publicly read the ballot as being in favor of levying the special
tax, incurring bonded indebtedness and establishing an appropriations limit. The City
Council then adopted Resolution 06-06-14-14 declaring the results of the special election
and directing the recording of a notice of special tax lien on parcels within CFD 2006-1.

In total, the development encompasses 121.3 gross acres located east of and bordered
by the Pacific Ocean, north of Scenic Drive, and west of Pacific Coast Highway and
Street of the Green Lantern. Property in CFD 2006-1 includes 33 acres for 118 custom
residential lots (“Tax Area 17) and for which a map is attached as (Supporting
Document B); and, 1.5 acres of commercial property and 2.8 acres of hotel property
(“Tax Area 2”). Additional property that is not subject to the special tax, yet is still part of
the overall development, includes approximately 34.7 acres of recreation open space,
34.0 acres of conservation open space and 2.5 acres of public right-of-way.

Public facilities constructed and paid for by the developer in accordance with the above
mentioned DAO01-01 include, but are not limited to: City’s Nature Interpretive Center;
Center for Natural Land Management Conservation Park; the City’s Hilltop, Harbor Point
and Strand Vista Parks; Funicular; revetment and revetment walkway; new City- and
County-owned restrooms at the Strand; Strand Vista Park Veteran’s Memorial; County
North Strand stairs; Switch Back trail; in addition to streets, medians, storm drains, storm
water treatment, sewer and water system upgrades.

CFD 2006-1 is legally authorized to issue up to $45 million of bonds, proceeds of which
are eligible to reimburse HRLLC for costs incurred in constructing the above mentioned
public improvements. However, the amount was reduced administratively to not more
than $40 million of bonds as documented in the 1% Amendment to the Acquisition
Agreement between the City and HRLLC, dated November 8, 2006. The City has
reviewed costs incurred by HRLLC to construct the public improvements covered by CFD
2006-1, and has approved $43,593,307 as being eligible for reimbursement. To date,
HRLLC has been reimbursed $17,416,174 from prior bond proceeds and also from
special tax prepayments by 4 property owners. Remaining approved costs eligible for
reimbursement total $26,177,133.

The 1% Amendment to the Acquisition Agreement states that “The Developer agrees to
lower the maximum Bond authorization from $45 million to $40 million, and to condition
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the sale of the Bond, among other things, to the sale of at least 18 lots (consisting of at
least 10 different owners), and an aggregate appraised value of at least 5 times the
amount of the CFD bond debt.” These conditions are more restrictive than is provided for
in the City’s adopted Statement of Goals and Policies.

It is important to note that the action to reduce the maximum debt amount, though legally
binding between the City and HRLLC, was not formalized by proceedings under the
Mello-Roos Act which requires submission to the qualified CFD electors; therefore, the
reduction in the debt authorization level could, and is recommended to be rescinded by
City Council action.

On December 14, 2009, the City and HRLLC entered into the 2™ Amendment to the
Acquisition Agreement which addressed concerns expressed regarding the aesthetics of
proposed structural improvements (e.g. coin/currency collection equipment) to the
Funicular necessary to collect fares from the public for riding the funicular. The fare was
contemplated in the CFD 2006-1 as an offset to required special maintenance taxes. The
2" Amendment provided the option for the City to not charge fares, but in exchange for
not charging fares the City was required to contribute $30,000 per year toward funicular
maintenance costs.

A 3" Amendment to the Acquisition Agreement is proposed for City Council approval, and
if approved would raise the debt authorization level back to $45 million; in exchange for
this consideration by the City, the requirement that the City pay $30,000 per year for
Funicular maintenance would be amended to be not more than $30,000 per year, and
only required if the City does not charge fares and the maintenance tax collected from
CFD 2006-1 is not sufficient to cover funicular maintenance costs in any given year (See
Supporting Document G).
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The City and other public agencies have accepted the public facilities included in the
CFD, and have approved certain associated costs incurred by the developer that are
eligible for reimbursement from proceeds of CFD 2006-1 issued debt, as follows:

CFD 2006-1
Cost of Public Facilities
Total Approved Facility Value
and Reimbursements To Date

Entity / Component Cost

City of Dana Point:

Storm Drain System $ 6,184,584.43

Street-related Improvements 3,152,304.51

Park-related Improvements® 14,480,803.17

Dry Utilities 4,097,145.55

Masonry Walls / Concrete Improvements 7,014,469.21
Subtotal 34,929,306.87

County of Orange:

Harbor Parking Lot Strom Water Treatment 692,404.62
Subtotal 692,404.62

South Coast Water District:

Sewer/Water Systems, including Lift Station 7,384,625.25

SCWD Sewer Fees 586,970.02
Subtotal 7,971,595.27

Total Approved Costs 43,593,306.76

Reimbursements to Date (17,416,173.71)

Eligible Costs Remaining $ 26,177,133.05

* Includes County North Strand Beach Access
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The following table lists the maximum special taxes that may be levied per year on each
parcel located in CFD 2006-1 as prescribed by the rate and method of apportionment
approved in the special election:

CFD 2006-1 Maximum Annual Special Tax
July 1, 2013 to June 30, 2014

Land Use Class Facilities Tax(1) Maintenance Tax(1)(2)
Residential Property $ 25,700 per parcel $ 2,463 per parcel
Non-Residential Property $ 15,000 per acre $ 880 per acre

(1) Special Taxes apply to non-Developer owned parcels deemed “Custom Lot Property” first; if additional
revenue is necessary then special taxes will be levied on other parcels deemed “Final Map Property” in
accordance with the Rate & Method of Apportionment.

(2) The initial maximum annual Maintenance Special Tax for residential property ($2,100/parcel) and non-
residential property ($750/acre) have been adjusted by the Consumer Price Index (CPI-U).

2008 Bonds

On June 3, 2008 the City Council authorized the issuance of the 2008 Special Tax Bonds
(“2008 Bonds”) as the first series of CFD 2006-1 bonds. On July 2, 2008, the 2008
Bonds with a par value of $8,710,000 were sold, with uses as shown below:

2008 Bond Proceeds
Use Amount
Project Proceeds to Improvement Fund ~ $ 7,282,872.85
Debt Service Reserve Fund 608,707.50
Costs of Issuance 570,000.00
Underwriter’s Discount 142,987.50
Original Issue Discount 55,432.15
First Year CFD Administration Costs 50,000.00
Principal Amount of 2008 Bonds $ 8,710,000.00
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On May 7, 2013, the City Council authorized the issuance of the 2013 Special Tax
Bonds (“2013 Bonds”), as the second series of CFD 2006-1 bonds, and included
additional Project Proceeds and monies to defease the 2008 Bonds that were still
outstanding at lower interest rates. The net present value savings provided by the 2008
Bonds’ defeasance was over $750,000. The uses of the 2013 Bonds were as follows:

Use

Project Proceeds to Improvement Fund
Escrow Fund for 2008 Bonds
Debt Service Reserve Fund
Underwriter’s Discount

Costs of Issuance

Capitalized Interest

Net Original Issue Discount
Administrative Expenses

Special Tax Fund

Less:

Funds Available from 2008 Bonds
Principal Amount of 2013 Bonds

2013 Bond Proceeds
Amount Toward Max (1)

$ 9,068,955.48 $ 9,068,955.48
8,323,064.38 -
1,079,850.00 606,491.10
209,458.15 119,402.20
170,699.35 95,872.25
192,158.03 129,026.78
51,944.20 36,692.30
23,068.14 5,857.21
81,579.62 (17,297.32)

(1,315,777.35)
$ 17,885,000.00 $ 10,045,000.00

(1) The $10,045,000 shown here is applied toward CFD 2006-1’s Legally Authorized maximum
bond issuance of $45 million. Coupled with the 2008 Bond amount of $8,710,000, total
issued to date is $18,755,000, leaving $26,245,000 of bonds allowed to be issued.

The size of the 2013 Bonds was based on the amount of special taxes to be paid from
45 custom residential lots sold and owned by non-HRLLC related entities (i.e. 3"
parties) and 2 custom residential lots still owned by HRLLC and for which building

permits had been issued.
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2014 Bonds (Proposed)

It is recommended that the $26,245,000 remaining authorization of CFD 2006-1 bonds
be exercised at this time. Property sales at the development have been occurring
consistently the past year, and the number of 3™ party owners now available to make
special tax payments has increased to a point where staff is comfortable recommending
issuance of bonds up to the maximum debt authorization level of $45 million.

Property ownership, and related proportion of maximum annual special taxes, is
currently as follows:

Percent of
Maximum Maximum
No. of Annual Annual
Property Owner Acreage Lots Special Tax Special Tax
Residential
Non-HRLLC Entities n/a 65 $ 1,670,500 55.79%
HRLLC Entities n/a 49 1,259,300 42.06
Subtotal n/a 114 $ 2,929,800 97.85
Commercial Lots
Non-HRLLC Entity 1.49 3 $ 22,350 0.75
HRLLC 2.80 3 42,000 1.40
Subtotal 4.29 6 $ 64,350 2.15
Total Taxable Property n/a 120 $ 2,994,150 100.00%

Property Values and City CFD Goals & Policies Commercial lots- distinguished from
commercial (hotel) lots

Non-HRLLC Owned Parcels
A total of 69 residential parcels have been sold to-date, from which, Specidl taxes have
been prepaid on 4 of the parcels (lots 51, 62, 105 and 110), ledving/65 non-HRLLC
residential parcels subject to the special tax. In addition, 3 cgmmercial parcels have
been sold to Arcus Private Capital Solutions LLC and will be“subject to the special tax
beginning December 2014.

HRLLC Owned Parcels
A total of 49 residential parcels are still owned by’HRLLC, with HRLLC having pulled
building permits on 2 of the parcels. The 2 parcgls with building permits are considered
Developed Property per CFD 2006-1’s Rat Method of Apportionment, and began
paying special taxes in December 2013. The remaining 47 residential parcels owned by
HRLLC, in addition to the 3 commercial (hotel) lots, will be subject to the special tax
beginning December 2014.

Combined, the 68 non-Developer owned parcels and the 52 Developer owned parcels
mentioned above, make up the total of 120 parcels from which the amount of special
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tax, net of the amount necessary to service the 2013 bonds, is being used to size the
proposed 2014 bonds. The 120 properties have in aggregate an annual maximum
special tax of $2,994,150; they also have an aggregate appraised value of
approximately $486.7 million.

The 2013 bonds outstanding par amount of $17,885,000, coupled with the proposed
2014 Bonds not to exceed par amount of $26,245,000, would result in $44,130,000 of
outstanding bonds. Comparing the $44,130,000 of outstanding bonds to the appraised
value of $486.7 million mentioned above, would result in a value to lien ratio of just over
11 to 1 (i.e. $486.7 million appraised value divided by a $44.13 million bond issue
amount). Note that the City Council adopted CFD Statement of Goals and Policies
(“CFD Goals & Policies”) requires at least a 3 to 1 value to lien ratio, and the 1%
Amendment to the Acquisition Agreement mentioned above sets the minimum ratio at 5
to 1.

In order to proceed with the issuance and sale of the 2014 bonds, the City Council must
adopt a resolution (Action Document A) authorizing their issuance and authorize
execution of the legal and financing documents required for bond issuance. The related
financing and legal documents include the Bond Purchase Contract, First Supplemental
Fiscal Agent Agreement, Preliminary Official Statement, Continuing Disclosure
Agreement, Third Amendment to Acquisition Agreement, and Letter Agreement between
HRLLC and City related to expediting foreclosure proceedings.

Attached is a Letter Agreement (Action Document B) proposed between HRLLC and
the City, whereby HRLLC is required to provide timely notice of special taxes paid on
parcels still under HRLLC ownership. The Letter Agreement is proposed in order to
expedite foreclosure proceedings to the extent possible should HRLLC miss a special tax
payment, and addresses matters regarding the concentration of ownership due to the
number of parcels subject to the special tax that are still owned by HRLLC, and special
tax payment cash flows necessary to make timely bond payments.

DISCUSSION:

The following paragraphs provide a layman’s summary of each of the legal and
financing documents to assist with seeing the overall picture of this financing, and in no
way serves as an adequate substitute for the full review necessary to make an informed
decision as to moving forward with the CFD 2014 Bond offering:

FINANCING AND LEGAL DOCUMENTS

Authorizing Resolution

The Authorizing Resolution provides for the issuance and sale of the CFD 2014
Bonds, authorizes execution and delivery of necessary documents, and directs staff
to take other actions necessary to complete the financing.
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Bond Purchase Contract

Provides for the sale of the CFD 2014 Bonds to the underwriter, Stifel (formerly Stone
& Youngberg), and specifies the underwriter’s discount, interest rates, and terms for
payment of the purchase price. It also contains representations by the City, has
conditions precedent to the underwriter's obligation to purchase the bonds at closing,
specifies documents to be delivered when the bonds are sold, and identifies the
sources of funds to pay expenses.

First Supplemental Fiscal Agent Agreement

The First Supplemental Fiscal Agent Agreement amends the Fiscal Agent Agreement
approved with the 2013 bonds between the City and Wells Fargo, with Wells Fargo
acting as the fiscal agent for CFD 2006-1. This first supplemental agreement is the
basic issuance document for the 2014 bonds, which are on parity with the 2013 bonds,
and lists the terms of the bonds, including payment dates, maturities, redemption
provisions, registration, transfer, exchange, etc. The agreement creates the legal
structure for the security for the bonds, including:

- Creates and grants the fiscal agency;

- Defines specifically what revenues (i.e. the Facilities Special Tax) and other
collateral are pledged/committed to the payment of interest and repayment of
the bonds;

- Establishes and describes the various bond funds and accounts in which the
bond proceeds are to be deposited and held by the fiscal agent, and the
procedure for disbursement and investment of moneys in those funds and
accounts;

- Describes the flow of funds (establishes the priority for uses of the pledged
Facilities Special Tax);

« Describes the provisions for defeasance of the bonds (to allow for refunding of
the bonds); and,

- Specifies various fiscal agent-related provisions—providing for removal of the
fiscal agent and appointment of a new fiscal agent, as well as compensation,
indemnification, and rights and obligations of the fiscal agent.

Preliminary Official Statement (POS)

The Preliminary Official Statement is intended to provide sufficient disclosure to
potential investors as to the structure of the financing. Under federal securities laws,
the issuer is obligated to disclose all information that a "reasonable investor" would
consider materially important in deciding whether to purchase the CFD 2014 Bonds.
This includes terms of bonds, security, risk factors, as well as financial, operating and
background information. The final “Official Statement” will be dated when the bonds
are sold and will contain the final terms of the bonds. The Preliminary Official
Statement is complete except for interest rates and final bond maturities, since those
are not established until the bonds actually sell.
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Continuing Disclosure Agreement

The continuing disclosure agreement lists information the issuer agrees to provide each
year, and more often if/when necessary, as long as the CFD 2014 Bonds are outstanding.
The information to be reported is deemed important to keeping investors informed, and is
required by the Securities & Exchange Commission (SEC).

CONCLUSION:

If authorized by the City Council, CFD 2006-1's 2014 Bonds will be sized to coincide with
the Facilities Special Tax revenue anticipated from 114 residential lots and 6 commercial
lots. CFD 2006-1 has an appraised value of $486.7 million, and taken together the
outstanding 2013 Bonds and proposed 2014 Bonds are estimated to have an over 11 to 1
value-to-debt ratio, which is much better than the 3 to 1 minimum ratio required by the
City’s CFD Goals & Policies.

Presently, the par amount of the bonds to be sold is estimated at approximately
$26,245,000, which is also the not to exceed authorization being requested.
However, the actual amount of the bonds will not be determined until the time of pricing
in March. The then current bond market conditions and investor interest in purchasing
the 2014 Bonds will determine the actual interest rates the CFD will pay on the
bonds, and thus the actual principal amount of the 2014 Bonds.

Subject to the City Council's approval of the 2014 Bond'’s requisite legal and financing
documents, and authorization of the sale of the bonds, it is currently contemplated that
the Preliminary Official Statement for the bonds will be printed and mailed to potential
investors on February 19, 2014. At present, it is anticipated that the 2014 Bonds will be
offered for sale by the underwriter on or about February 27, 2014, if not earlier, and that
bond proceeds will be available at the closing, currently expected to occur in early
March 2014.

ACTION DOCUMENT:

A. Resolution Authorizing Issuance of CFD 2006-1's 2014 Special Tax Bonds...11

SUPPORTING DOCUMENTS:

B. Map of Headlands Development Area...........ccoeeeeeieiieiieiiaiiaeieeannne... 16

C. Bond Purchase Contract..........oeuuuueiuiieiiiiee e eeeeeeeeaaea, 17

D. First Supplemental Fiscal Agent Agreement............ccoeveveeieiieieiieieiennnn. .. 52

E. Preliminary Official Statement (POS).......ocvuieeiiiiieiieeieieeeeeeeeaen, 79

F. Continuing Disclosure Agreement (CDA).....cooeeeieiiiiiiieiieeeiiieeaeaaen 153

G. 3" Amendment to AcQUISItion AQreemMEeNt. ..........eeeeeeieiiiiieeeeeeeeeeeennes 165
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ACTION DOCUMENT A

RESOLUTION NO.

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF
DANA POINT ACTING AS THE LEGISLATIVE BODY OF
COMMUNITY FACILITIES DISTRICT NO. 2006-1 OF THE
CITY OF DANA POINT AUTHORIZING THE ISSUANCE
OF ITS 2014 SPECIAL TAX BONDS IN A PRINCIPAL
AMOUNT NOT TO EXCEED TWENTY-SIX MILLION TWO
HUNDRED FORTY-FIVE  THOUSAND DOLLARS
($26,245,000) AND APPROVING CERTAIN DOCUMENTS
AND TAKING CERTAIN OTHER ACTIONS IN
CONNECTION THEREWITH

THE CITY COUNCIL OF THE CITY OF DANA POINT, CALIFORNIA, DOES HEREBY
RESOLVE AS FOLLOWS:

WHEREAS, the City Council of the City of Dana Point (hereinafter sometimes referred
to as the “legislative body of the District”), has heretofore undertaken proceedings and declared
the necessity to issue bonds (the “2008 Special Tax Bonds™) on behalf of Community Facilities
District No. 2006-1 of the City of Dana Point (the “District”) pursuant to the terms and
provisions of the Mello-Roos Community Facilities Act of 1982, as amended, being Chapter 2.5,
Part 1, Division 2, Title 5 of the Government Code of the State of California (the “Act”); and

WHEREAS, pursuant to Resolution Nos. 06-06-14-12 and 06-06-14-13 adopted by the
legislative body of the District on June 14, 2006, the bond proposition (the “Proposition’) was
submitted to the qualified electors within the District and was unanimously approved at an
election held on June 14, 2006; and

WHEREAS, based upon Resolution Nos. 06-06-14-12 and 06-06-14-13 and the election,
the District was authorized to issue bonds in one or more series, pursuant to the Act in the
maximum amount of Forty-Five Million Dollars ($45,000,000), as reduced by contract pursuant
to the First Amendment to Acquisition Agreement, dated November 8, 2006, to an aggregate
principal amount not to exceed Forty Million Dollars ($40,000,000); and

WHEREAS, the legislative body of the District has determined that it would be in the
public interest to issue Parity Bonds (the “2014 Special Tax Bonds”) pursuant to Section 2.14 of
the Fiscal Agent Agreement, dated as of June 1, 2013, by and between the District and Wells
Fargo Bank, National Association (the “2013 Fiscal Agent Agreement”) to provide additional
funds to the District; and

WHEREAS, the legislative body of the District has determined in accordance with
Government Code Section 53360.4 that a negotiated sale of the 2014 Special Tax Bonds to
Stifel, Nicolaus & Company, Incorporated (the “Underwriter”) in accordance with the terms of
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the Bond Purchase Contract approved as to form by this legislative body herein will result in a
lower overall cost to the District than a public sale; and

NOW, THEREFORE, BE IT RESOLVED, that the City Council of the City of Dana
Point, acting as the legislative body of Community Facilities District No. 2006-1 of the City of
Dana Point, hereby resolves as follows:

Each of the above recitals is true and correct and is adopted by the legislative body of
the District.

The City of Dana Point, by its Resolution No. 06-06-14-14 adopted on June 14, 2006,
has declared that the Proposition presented to the qualified electors of the District on June
14, 2006 had received a favorable vote of more than two-thirds of the qualified electors
voting at said election, and that said Proposition has carried, and accordingly, the legislative
body of the District is presently authorized to issue from time to time, as determined by the
legislative body, bonds for the benefit of the District for the purposes set forth in the
Proposition and to take the necessary steps to levy the special tax authorized by the
Proposition.

The issuance of the 2014 Special Tax Bonds in a principal amount not to exceed
$26,245,000 is hereby authorized with the exact principal amount to be determined by the
official signing of the Bond Purchase Contract in accordance with Section 6 below. The
legislative body of the District hereby determines that it is prudent in the management of its
fiscal affairs to issue the 2014 Special Tax Bonds. The 2014 Special Tax Bonds shall mature
on the dates and pay interest at the rates set forth in the Bond Purchase Contract to be
executed on behalf of the District in accordance with Section 6 hereof. All other provisions of
the 2014 Special Tax Bonds shall be governed by the terms and conditions set forth in the
First Supplemental Fiscal Agent Agreement dated, as of January 1, 2014 (the “First
Supplemental Fiscal Agent Agreement” together with the 2013 Fiscal Agent Agreement, the
“Fiscal Agent Agreement”), by and between the District and Wells Fargo Bank, National
Association, as Fiscal Agent (the “Fiscal Agent”), on file with the City Clerk and to be
executed by the Mayor, Mayor Pro Tem, City Manager, Director of Administrative Services
or City Clerk (collectively, the “Designated Officials”), with such additions thereto and
changes therein as the officers executing the same deem necessary to cure any ambiguity or
defect therein if such addition or change does not materially alter the substance or content
thereof, to insert the offering price(s), interest rate(s), selling compensation, principal amount
per maturity, redemption dates and prices and such other related terms and provisions as
limited by Section 6 hereof, or to conform any provisions therein to the Bond Purchase
Contract or the Official Statement delivered to the purchasers of any bonds to be issued by
the District. Approval of such changes shall be conclusively evidenced by the execution and
delivery of the First Supplemental Fiscal Agent Agreement by any such officers. Capitalized
terms used in this Resolution which are not defined herein have the meanings ascribed to
them in the Fiscal Agent Agreement.

The 2014 Special Tax Bonds shall be executed on behalf of the District by the manual
or facsimile signature of the Mayor acting ex officio as the chair of the legislative body of the
District, and the seal of the District, if any, shall be impressed or imprinted thereon and
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attested with the manual or facsimile signature of the Clerk of the legislative body of the
District.

The covenants set forth in the Fiscal Agent Agreement are hereby approved, shall be
deemed to be covenants of the City Council in its capacity as the legislative body of the
District, and shall be complied with by the District and its officers and shall apply to the 2014
Special Tax Bonds. The Fiscal Agent Agreement, as supplemented by the First
Supplemental Fiscal Agent Agreement, shall constitute a contract between the District and
the owners of the 2014 Special Tax Bonds.

The form of the Bond Purchase Contract presented at this meeting is hereby
approved and any one of the Designated Officials is hereby authorized to execute the Bond
Purchase Contract on behalf of the District, with such additions thereto and changes therein
relating to dates and numbers as are necessary to conform the Bond Purchase Contract to
the dates, amounts and interest rates applicable to the 2014 Special Tax Bonds as of the sale
date. Approval of such additions and changes shall be conclusively evidenced by the
execution and delivery of the Bond Purchase Contract; provided, however, that the Bond
Purchase Contract shall be signed only if the 2014 Special Tax Bonds are to be purchased at
a price equal to the principal amount thereof less the Underwriter’s discount and original
issue discount or plus original issue premium, if any, set forth in the Bond Purchase
Contract. The City Manager, his designee, or the Director of Administrative Services is
authorized to determine the day on which the 2014 Special Tax Bonds are to be priced in
order to attempt to produce the lowest borrowing cost for the District and may reject any
terms if determined not to be in the best interests of the District.

The form of the Preliminary Official Statement presented at this meeting is hereby
approved, and the Underwriter is hereby authorized to distribute the Preliminary Official
Statement to prospective purchasers of the 2014 Special Tax Bonds in the form hereby
approved, together with such additions thereto and changes therein as are determined
necessary by the City Manager, or his designee, with the advice of bond counsel, to make
such Preliminary Official Statement final as of its date for purposes of Rule 15¢2-12 of the
Securities and Exchange Commission. The Designated Officials are each hereby authorized
to execute a final Official Statement in the form of the Preliminary Official Statement,
together with such changes as are determined necessary by the City Manager, or his
designee, to make such Official Statement complete and accurate as of its date. The
Underwriter is further authorized to distribute the final Official Statement for the 2014
Special Tax Bonds and any supplement thereto to the purchasers thereof upon its execution
on behalf of the District as described above.

The form of the Continuing Disclosure Agreement (the “Continuing Disclosure
Agreement”) on file with the Clerk is hereby approved and the City Manager or Director of
Administrative Services, is hereby authorized and directed, for and in the name of and on
behalf of the City, to execute, acknowledge and deliver said Continuing Disclosure
Agreement in substantially the form presented at this meeting with such changes therein as
the City Manager or Director of Administrative Services may approve, such approval to be
conclusively evidenced by the execution and delivery thereof.
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The form of the Third Amendment to Acquisition Agreement and the Foreclosure
Letter Agreement presented at this meeting is hereby approved and any of the Designated
Officers is hereby authorized to execute the Third Amendment to Acquisition Agreement
and the Foreclosure Letter Agreement.

In accordance with the requirements of Section 53345.8 of the Act, the legislative
body of the District hereby determines that the value of the real property in the District
subject to the special tax to pay debt service on the 2014 Special Tax Bonds is at least three
times the principal amount of all bonds outstanding that are secured by a special tax levied
pursuant to the Act or a special assessment levied on property within the District. This
determination is based on the full cash value of such property as shown on the ad valorem
assessment roll or upon an appraisal of the property within the District by a state certified
real estate appraiser, as defined in Business and Professions Code Section 11340(c¢).

For purposes of Section 53363.2 of the Act, the legislative body of the District hereby
further finds and determines that: (i) it is expected that the purchase of the 2014 Special Tax
Bonds will occur on the Closing Date (as such term is defined in the First Supplemental
Fiscal Agent Agreement); (ii) the date, denomination, maturity dates, places of payment and
form of each series of such Bonds shall be as set forth in the First Supplemental Fiscal Agent
Agreement, as executed; (iii) the not to exceed interest rate to be paid on the 2014 Special
Tax Bonds shall be 7%; (iv) the maturity date of the bond shall not be later than September
1, 2045; (v) the place of payment for the 2014 Special Tax Bonds shall be as set forth in the
First Supplemental Fiscal Agent Agreement; and (vi) the designated costs of issuing the 2014
Special Tax Bonds shall be as described in Section 53363.8(a) of the Act, and as otherwise
described in the First Supplemental Fiscal Agent Agreement, in the Official Statement for
the 2014 Special Tax Bonds and the closing certificates for the 2014 Special Tax Bonds,
including but not limited to, Bond Counsel fees and expenses, underwriter’s discount,
printing costs for the Official Statement, Special Tax Consultant fees and expenses, Financial
Adyvisor fees and expenses, initial Fiscal Agent fees, costs of issuance of the 2014 Special Tax
Bonds, and costs of City staff incurred in connection with the sale and issuance of the 2014
Special Tax Bonds.

The Designated Officials and the other officers and staff of the City of Dana Point and
the District responsible for the fiscal affairs of the District are each hereby authorized and
directed to take any actions and execute and deliver any and all documents (including a
Continuing Disclosure Agreement) as are necessary to accomplish the issuance, sale and
delivery of the 2014 Special Tax Bonds in accordance with the provisions of this Resolution
and the fulfillment of the purposes of the 2014 Special Tax Bonds as described in the First
Supplemental Fiscal Agent Agreement, including providing certificates to the Underwriter as
to the accuracy of any information relating to the City of Dana Point and the District which
is included within the Official Statement of the District. In the event that all Designated
Officials are unavailable to sign any document authorized for execution herein, any other
member of the legislative body of the District, or his/her written designee, may sign such
document. Any document authorized herein to be signed by the City Clerk may be signed by
a duly appointed deputy clerk.
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Fieldman, Rolapp & Associates, Inc. is hereby designated as financial advisor to the
City and Rutan & Tucker, LLP is hereby designated as bond counsel to the City in
connection with the issuance and sale of the 2014 Special Tax Bonds. The City Manager or
the Director of Administrative Services is hereby authorized and directed to execute
agreements with such firms for their services with respect to the 2014 Special Tax Bonds, in
forms acceptable to the City Manager, the Director of Administrative Services and the City
Attorney; provided that any and all compensation payable to such firms shall be contingent
upon the sale and issuance of the 2014 Special Tax Bonds.

PASSED, APPROVED AND ADOPTED this 18" day of February, 2014.

CITY COUNCIL OF THE CITY OF DANA POINT
ACTING IN ITS CAPACITY AS THE
LEGISLATIVE BODY OF COMMUNITY
FACILITIES DISTRICT 2006-1 OF THE CITY OF
DANA POINT

By:
Its:

ATTEST:

STATE OF CALIFORNIA )
COUNTY OF ORANGE ) ss
CITY OF DANA POINT )

|, Kathy M. Ward, City Clerk of the City of Dana Point, do hereby certify
that the foregoing Resolution No. was duly adopted and passed at a
regular meeting of the City Council on the 18th day of February, 2014, by the following
roll-call vote, to wit:

AYES:
NOES:
ABSENT:
ABSTAIN:

KATHY M. WARD, CITY CLERK

Exhibit No. 3
Page 35 of 185



02/18/14 Page 16 Item #22

SUPPORTING DOCUMENT B
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SUPPORTING DOCUMENT C

$[Principal Amount]
COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

BOND PURCHASE CONTRACT

[Purchase Date], 2014

Community Facilities District No. 2006-1
of the City of Dana Point

33282 Golden Lantern

Dana Point, California 92629

Honorable Members of the City Council of the City of Dana Point as the legislative body of Community
Facilities District No. 2006-1 of the City of Dana Point:

The undersigned, Stifel, Nicolaus & Company, Incorporated (the “Underwriter”), offers to enter
into this Bond Purchase Contract (this “Purchase Contract”) with the Community Facilities District No.
2006-1 of the City of Dana Point (the “District” and the “City,” respectively), which Purchase Contract
will be binding upon the District and the Underwriter upon the acceptance hereof by the District. This
offer is made subject to its acceptance by the District by execution of this Purchase Contract and its
delivery of this Purchase Contract to the Underwriter on or before 11:00 p.m., California time, on the date
hereof and, if not so accepted, will be subject to withdrawal by the Underwriter upon written notice
delivered to the District at any time prior to the acceptance hereof by the District. All capitalized terms
used herein and not otherwise defined shall have the meanings ascribed to such terms in the Fiscal Agent
Agreement, dated as of June 1, 2013 (the “Original Fiscal Agent Agreement”), by and between the
District and Wells Fargo Bank, National Association, as fiscal agent (the “Fiscal Agent”) as supplemented
by a First Supplemental Fiscal Agent Agreement, dated as of [Authorization Month] 1, 2014, by and
between the District and the Fiscal Agent (the “Supplemental Fiscal Agent Agreement” and together,
with the Original Fiscal Agent Agreement, the “Fiscal Agent Agreement”).

The District acknowledges and agrees that (i) the purchase and sale of the Bonds (as hercinafter
defined) pursuant to this Purchase Contract is an arm’s-length commercial transaction between the
District and the Underwriter, (ii) in connection therewith and with the discussions, undertakings and
procedures leading up to the consummation of such transaction, the Underwriter is and has been acting
solely as principal and not as the agent or fiduciary of the District, (iii) the Underwriter has not assumed
an advisory or fiduciary responsibility in favor of the District with respect to (a) the offering of the Bonds
or the process leading thereto (whether or not the Underwriter, or any affiliate of the Underwriter, has
advised or is currently advising the District on other matters) or (b) any other obligation to the District
with respect to the offering contemplated hereby, except the obligations expressly set forth in this
Purchase Contract or otherwise imposed by law, (iv) the Underwriter has financial interests that differ
from those of the District, and (v) the District has consulted its own legal, financial and other advisors to
the extent it has deemed appropriate in connection with this transaction. The District acknowledges that it
has previously provided the Underwriter with an acknowledgement of receipt of the required Underwriter
disclosure under Rule G-17 of the Municipal Securities Rulemaking Board (“MSRB”).
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1. Purchase and Sale. Upon the terms and conditions and upon the basis of
representations, warranties and agreements hereinafter set forth, the Underwriter hereby agrees to
purchase from the District for offering to the public, and the District hereby agrees to sell to the
Underwriter for such purpose, all (but not less than all) of $[Principal Amount] aggregate principal
amount of Community Facilities District No. 2006-1 of the City of Dana Point 2014 Special Tax Bonds
(the “Bonds™), at an aggregate purchase price of $ (constituting the aggregate principal
amount of the Bonds, less a net original issue discount of $ , and less an Underwriter’s
discount of § ). The Bonds shall be dated the Closing Date (as defined herein) and shall have
the maturities, shall bear interest at the rates per annum and shall be subject to redemption as set forth in
Appendix A attached hereto. The Bonds shall be in book-entry form, shall bear CUSIP® numbers and
shall be in fully-registered form, initially registered in the name of Cede & Co., as nominee of The
Depository Trust Company (“DTC”), New York, New York. The Bonds shall initially be in authorized
denominations of $5,000 principal or maturity amount or any integral multiple thereof.

Payment for and delivery of the Bonds, and the other actions contemplated hereby, shall take
place on [Closing Date], 2014, or such other date as may be agreed to between the District and the
Underwriter (the “Closing Date”).

2. Authorization and Purpose. 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 California
Government Code) (the “Act”), and are being issued pursuant to a resolution adopted on [February ],
2014, by the City Council, acting as the legislative body of the District (the “Authorizing Resolution”),
and the Fiscal Agent Agreement. The Bonds are payable from the revenues generated by a special tax to
be levied on the taxable real property within the District (the “Special Tax”) pursuant to a Rate and
Method of Apportionment of Special Tax (the “Rate and Method of Apportionment”) approved by the
legislative body of the District and the qualified electors within the District.

The proceeds of the Bonds shall be used by the District as described in the Official Statement (as
defined below) (i) to finance, either directly or indirectly, the acquisition and construction of certain
public infrastructure facilities, (ii) to increase the amount on deposit in the reserve fund to the Reserve
Requirement applicable upon issuance of the Bonds, (iii) to pay capitalized interest on the Bonds through
September 1, 2014, and (iv) to pay the costs related to issuing the Bonds. The Bonds constitute a special,
limited obligation of the District payable from the Special Tax Revenues and all moneys deposited in the
Bond Fund and the Reserve Fund and, until disbursed as provided in the Fiscal Agent Agreement, in the
Special Tax Fund (as such funds shall be established under the Fiscal Agent Agreement). The Bonds are
subject to redemption prior to maturity as provided in the Fiscal Agent Agreement.

This Purchase Contract, the Fiscal Agent Agreement and the Continuing Disclosure Agreement,
[dated as of the Closing Date], substantially in the form set forth in Appendix E to the Official Statement
(the “Continuing Disclosure Agreement”), by and among the District, Willdan Financial Services
Incorporated, as dissemination agent (the “Dissemination Agent”), and the Fiscal Agent, are collectively
referred to herein as the “Community Facilities District Documents.”

3. Public Offering. The Underwriter agrees to make a bona fide public offering of all the
Bonds initially at the public offering prices (or yields) set forth in Appendix A attached hereto and by this
reference incorporated herein. Subsequent to the initial public offering, the Underwriter reserves the right
to change the public offering prices (or yields) as it deems necessary in connection with the marketing of
the Bonds; provided that the Underwriter shall not change the interest rates set forth in Appendix A. The
Bonds may be offered and sold to certain dealers at prices lower than such initial public offering prices.
The Underwriter reserves the right to: (i) over-allot or effect transactions which stabilize or maintain the
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market price of the Bonds at levels above those that might otherwise prevail in the open market; and (ii)
discontinue such stabilizing, if commenced, at any time without prior notice.

4. Delivery of Official Statement. As soon as practicable, and no later than seven (7)
business days after its acceptance hereof, but in no event less than three days prior to the Closing, and in
sufficient time to accompany any confirmation that requests payment from a purchaser, the District shall
deliver (or cause to be delivered) to the Underwriter (i) one copy of the Official Statement dated the date
hereof relating to the Bonds (which, together with all appendices attached thereto and such amendments
or supplements thereto as shall be approved by the Underwriter and the District, is hereinafter called the
“Official Statement”), manually executed on behalf of the District by its duly authorized officer, and
(i1) such reasonable number of certified or conformed copies of the Official Statement as the Underwriter
may request in order to comply with Rule 15¢2-12 of the Securities and Exchange Commission (“Rule
15¢2-12”), applicable MSRB rules and other regulatory requirements relating to the issuance and sale of
the Bonds.

The District hereby authorizes the use of the Official Statement in connection with the public
offering and sale of the Bonds. The District also consents to and ratifies the use by the Underwriter prior to
the date hereof of the Preliminary Official Statement dated [POS Date], 2014, relating to the Bonds (which,
together with the cover page and all appendices, exhibits, maps, reports and statements included therein and
attached thereto, is herein called the “Preliminary Official Statement”) in connection with the public
offering of the Bonds and the use by the Underwriter of the Preliminary Official Statement and the Fiscal
Agent Agreement and other documents or contracts to which the District or the City is a party, including this
Purchase Contract, and all information contained therein, and all other documents, certificates and written
statements furnished by the District to the Underwriter in connection with the transactions contemplated by
this Purchase Contract or in connection with the offer and sale of the Bonds by the Underwriter.

The District represents that it has deemed the Preliminary Official Statement to be “final” as of its
date within the meaning of Rule 15¢2-12, except for the omission of no more than the following
information: the offering price(s), interest rate(s), selling compensation, aggregate principal amount,
principal amount per maturity and delivery dates, and any other matters permitted to be omitted under
Rule 15¢2-12. It is an express condition of the offer of the Underwriter made hereby that the District
deliver the Official Statement, in a form deemed by the District to be final, and without omissions, within
seven (7) business days of the date hereof but in no event less than three days prior to the Closing; and the
delivery of an Official Statement executed by an authorized representative of the District shall
conclusively establish that the District deems the document so delivered to be final. A failure of the
District to comply with the requirements of the preceding sentence shall entitle the Underwriter to rescind
its offer hereunder.

The Underwriter agrees that prior to the time the Official Statement relating to the Bonds is
available, the Underwriter will send to any potential purchaser of the Bonds, upon the request of such
potential purchaser, a copy of the most recent Preliminary Official Statement. The Preliminary Official
Statement and/or the Official Statement may be delivered in printed and/or electronic form to the extent
permitted by applicable rules of the MSRB and as may be agreed to by the District and the Underwriter.
The District confirms that it does not object to distribution of the Preliminary Official Statement or the
Official Statement in electronic form. A copy of the most recent Preliminary Official Statement sent to a
potential purchaser shall be sent by first-class mail or electronically (or other equally prompt means) not
later than the first business day following the day upon which each such request is received.

The District authorizes the Underwriter to file, and the Underwriter agrees to file or cause to be
filed on or before the Closing Date, the Official Statement with the MSRB or its designee (including the
MSRB’s Electronic Municipal Market Access system) or other repositories approved from time to time
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by the Securities and Exchange Commission (either in addition to or in lieu of the filings referred to
above). The Underwriter hereby represents that it will provide, consistent with the requirements of
MSRB Rule G-32, for the delivery of a copy of the Official Statement to each customer who purchases
any Bonds during the underwriting period (as such term is defined in MSRB Rule G-11), and that it will
otherwise comply with all applicable statutes and regulations in connection with the offering and sale of
the Bonds, including, without limitation, Rule 15¢2-12 and MSRB Rule G-32.

To assist the Underwriter in complying with Securities and Exchange Commission Rule 15¢2-
12(b)(5), the District will undertake, pursuant to the Fiscal Agent Agreement and pursuant to that certain
Continuing Disclosure Agreement, by the Community Facilities District and agreed to and accepted by
Willdan Financial Services Incorporated, as Dissemination Agent, in the form attached to the Official
Statement as Appendix E (the “Continuing Disclosure Agreement”), to provide annual reports and notices
of certain events. A description of this undertaking is set forth in the Preliminary Official Statement and
will also be set forth in the Official Statement.

5. District Representations, Warranties, and Covenants. The District represents,
warrants and covenants to the Underwriter that:

(a) Due Organization, Existence, and Authority of City and the District. The City is duly
organized and existing as a general law city under the laws of the State of California (the “State”). The
District is a community facilities district duly organized and validly existing under the Act. The City has,
and at the Closing Date will have, the requisite legal right, power and authority (i) to enter into the
Community Facilities District Documents, on behalf of itself and the District, as applicable, (ii) to adopt
the Authorizing Resolution, (iii) to levy the Special Tax and (iv) to carry out and consummate the
transactions on its part contemplated by the Community Facilities District Documents, the Authorizing
Resolution and the Official Statement.

The Special Tax has been duly and lawfully authorized and may be levied under the Act and,
pursuant to the Act, the Special Tax constitutes a valid and legally binding lien on the properties upon
which it has been levied.

(b) Due Authorization and Approval of Community Facilities District Documents. By all
necessary official action, the City has, for itself or on behalf of the District, duly authorized and approved
the adoption or execution and delivery by the District or the City of, and the performance by the District
or the City of, the obligations on its respective part contained in the Authorizing Resolution and the
Community Facilities District Documents and has approved the use by the Underwriter of the Preliminary
Official Statement and the Official Statement and, as of the date hereof, such authorizations and approvals
are in full force and effect and have not been amended, modified or rescinded. The City Council, as the
legislative body of the District, has duly and validly called, held and conducted an election within the
District to approve the levy of the Special Taxes and the issuance of bonds, including the Bonds. When
executed and delivered by the parties thereto, the Community Facilities District Documents will constitute
the legal, valid and binding obligations of the District or the City, as applicable, enforceable against the
District or the City, as applicable, in accordance with their respective terms, except as enforcement may
be limited by bankruptcy, insolvency, reorganization, moratorium or similar laws or equitable principles
relating to or affecting creditors’ rights generally. The District and the City have complied, and will at the
Closing Date be in compliance in all respects, with the terms of the Authorizing Resolution and the
Community Facilities District Documents.

(c) Official Statement Accurate. The information with respect to the District, the City, the
Authorizing Resolution and the Community Facilities District Documents in the Official Statement is,
and at all times subsequent to the date of the Official Statement up to and including the Closing Date will
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be, true and correct in all material respects, and the Official Statement does not and will not contain any
untrue statement of a material fact or omit to state a material fact necessary to make the statements
therein, in the light of the circumstances under which they were made, not misleading.

(d) Proceedings Affecting Use of Official Statement. The District will advise the
Underwriter promptly of the institution of any proceedings known to it by any governmental agency
prohibiting or otherwise affecting the use of the Official Statement in connection with the offering, sale or
distribution of the Bonds.

(e) Agreement to Amend or Supplement Official Statement. During the period ending on the
25th day after the End of the Underwriting Period (as defined below), the District (i) shall not adopt any
amendment of or supplement to the Official Statement to which, after having been furnished with a copy,
the Underwriter objects in writing or which is disapproved by the Underwriter (the Underwriter’s approval
of such amendment or supplement may not be unreasonably withheld) and (ii) shall notify the Underwriter
promptly if any event shall occur, or information comes to the attention of the District that is reasonably
likely to cause the Official Statement (whether or not previously supplemented or amended) to contain any
untrue statement of a material fact or to omit to state a material fact necessary to make the statements
therein, in the light of the circumstances under which they were made, not misleading. If, in the opinion of
the Underwriter, such event requires the preparation and distribution of a supplement or amendment to the
Official Statement, the District shall immediately prepare and furnish the Underwriter (at the expense of the
District) a reasonable number of copies of an amendment or supplement to the Official Statement (in form
and substance satisfactory to the Underwriter) which will amend or supplement the Official Statement so
that it will not contain an untrue statement of a material fact or omit to state a material fact necessary in
order to make the statements therein, in the light of the circumstances existing at the time such supplemental
Official Statement is delivered to a purchaser, not misleading. If any such amendment or supplement of the
Official Statement shall occur after the Closing Date, the District also shall furnish, or cause to be furnished,
such additional legal opinions, certificates, instruments and other documents as the Underwriter may
reasonably deem necessary to evidence the truth and accuracy of any such amendment or supplement to the
Official Statement. For purposes hereof, the phrase “End of the Underwriting Period” shall occur on the
later of () the Closing Date or (b) when the Underwriter no longer retains an unsold balance of the Bonds;
unless otherwise advised in writing by the Underwriter on or prior to the Closing Date, or otherwise agreed
to by the Underwriter, the District may assume that the End of the Underwriting Period is the Closing Date.

® No Breach or Default. As of the time of acceptance hereof and as of the Closing Date,
except as otherwise disclosed in the Official Statement, the District and the City are not, nor will either
be, in breach of or in default under any applicable constitutional provision, law or administrative rule or
regulation of the State or the United States of America, or any applicable judgment or decree or any trust
agreement, loan agreement, bond, note, resolution, ordinance, agreement or other instrument to which the
District or the City is a party or is otherwise subject; and no event has occurred and is continuing which,
with the passage of time or the giving of notice, or both, would constitute a default or event of default
under any such instrument which breach, default or event could have a material adverse effect on the
ability of the District or the City to perform its obligations under the Authorizing Resolution or the
Community Facilities District Documents and, as of such times, except as disclosed in the Official
Statement, the authorization, execution and delivery of the Community Facilities District Documents and
compliance by the District or the City with the provisions of each of such agreements or instruments does
not and will not conflict with or constitute a breach of or default under any applicable constitutional
provision, law or administrative rule or regulation of the State or the United States of America, or any
applicable judgment, decree, license, permit, trust agreement, loan agreement, bond, note, resolution,
ordinance, agreement or other instrument to which the District or the City (or any of their respective
officers) is subject, or by which it or any of its properties are bound, nor will any such authorization,
execution, delivery or compliance result in the creation or imposition of any lien, charge or other security
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interest or encumbrance of any nature whatsoever upon any of its assets or properties or under the terms
of any such law, regulation or instrument, except as may be provided by the Authorizing Resolution or
the Community Facilities District Documents.

(2) No Litigation. At the time of acceptance hereof and as of the Closing Date, there is not
and will be no action, suit, proceeding, inquiry or investigation, at law or in equity, before or by any
court, government agency, public board or body (collectively and individually, an “Action”) pending with
respect to which the District or the City has been served with process or, to the best knowledge of the
District, threatened, in which any such Action (i) questions the creation, organization, existence, authority
or powers of the District or the City or the titles of the officers of the District or the City to their
respective offices; (ii) in any way questions the formation or existence of the District or the titles of the
City Council of the City as the legislative body of the District, (iii) affects, contests or seeks to prohibit,
restrain or enjoin the issuance, sale or delivery of any of the Bonds, the lien, the levy or the collection of
the Special Tax, or the payment or collection of any amounts pledged or to be pledged to pay the principal
of and interest on the Bonds, or in any way contests or affects the validity of the Authorizing Resolution,
the Bonds or the Community Facilities District Documents or the consummation of the transactions on
the part of the District or the City contemplated thereby or by the Official Statement, or contests the
exclusion of the interest on the Bonds from federal or State income taxation; (iv) may result in any
material adverse change relating to the financial condition of the District or the City; or (v) contests the
completeness or accuracy of the Preliminary Official Statement or the Official Statement or any
supplement or amendment thereto or asserts that the Preliminary Official Statement or the Official
Statement contained any untrue statement of a material fact or omitted to state any material fact necessary
to make the statements therein, in the light of the circumstances under which they were made, not
misleading; and as of the time of acceptance hereof and as of the Closing Date, to the knowledge of the
officer of the District executing this Purchase Contract, there is no basis for any action, suit, proceeding,
inquiry or investigation of the nature described in clauses (i) through (iv) of this sentence.

(h) Further Cooperation; “Blue Sky”. The District will furnish such information, execute such
instruments and take such other action at the expense of and in cooperation with the Underwriter as the
Underwriter may reasonably request at the sole cost and expense of the Underwriter in order (i) to qualify
the Bonds for offer and sale under the “Blue Sky” or other securities laws and regulations of such states and
other jurisdictions of the United States of America as the Underwriter may designate and (ii) to determine
the eligibility of the Bonds for investment under the laws of such states and other jurisdictions and will use
its best efforts to continue such qualifications in effect so long as is required for the distribution of the
Bonds; provided, however, that the District will not be required to execute a special or general consent to
service of process or qualify as a foreign corporation in connection with any such qualification in any
jurisdiction.

@A) Bonds Issued Pursuant to the Fiscal Agent Agreement. The Bonds, the Fiscal Agent
Agreement, the Resolution of Formation and the Community Facilities District Documents conform as to
form and tenor to the descriptions thereof contained in the Official Statement. The District represents that
the Bonds, when issued, executed and delivered in accordance with the Fiscal Agent Agreement and sold to
the Underwriter as provided herein, will be validly issued and outstanding obligations of the District,
entitled to the benefits of the Fiscal Agent Agreement and the security of the pledge of the proceeds of the
levy of the Special Taxes received by the Community Facilities District. The Fiscal Agent Agreement
creates a valid pledge of the moneys in certain funds and accounts established pursuant to such Fiscal Agent
Agreement, including the investments thereof, subject in all cases to the provisions of such Fiscal Agent
Agreement permitting the application thereof for the purposes and on the terms and conditions set forth
therein.
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) Special Taxes. The Special Taxes of the District, constituting the security for the Bonds,
have been duly and lawfully authorized and may be levied under the Act and the Constitution and the
applicable laws of the State; and, pursuant to the Act, such Special Taxes, when levied, will constitute a
valid and legally binding lien on the properties upon which they have been levied.

(k) Consents and Approvals. All authorizations, approvals, licenses, permits, consents,
elections and orders of or filings with any governmental authority, legislative body, board, agency or
commission having jurisdiction in the matters which are required by the Closing Date that would
constitute a condition precedent to or the absence of which would materially adversely affect the due
performance by the District or the City of its obligations in connection with the Authorizing Resolution or
the Community Facilities District Documents have been duly obtained or made and are in full force and
effect, except the filing of Form 8038-G with the Internal Revenue Service; however, such form shall be
filed by the District in a timely manner so as to ensure the tax-exempt status of the Bonds.

Q) No Other Obligations. Between the date of this Purchase Contract and the Closing Date,
neither the City nor the District will offer or issue any bonds, notes or other obligations for borrowed
money not previously disclosed to the Underwriter.

(m) No Transfer Taxes. The issuance and sale of the Bonds are not subject to any transfer or
other documentary stamp taxes of the State or any political subdivision thereof.

(n) Certificates. Any certificate signed by any authorized officer of the City, on behalf of the
District or the City, and delivered to the Underwriter in connection with the issuance and sale of the
Bonds shall be deemed to be a representation and covenant by the District or the City, as applicable, to
the Underwriter as to the statements made therein.

(0) Covenants and Cooperation. The District will faithfully perform and abide by all of its
covenants and undertakings contained in the Authorizing Resolution and the Community Facilities
District Documents, as the same may be amended from time to time, until such time as the Bonds have
been paid in full or moneys have been set aside in an amount sufficient to pay all then outstanding Bonds
at maturity or to the date of redemption if redeemed prior to maturity, plus unpaid interest thereon and
premium, if any.

(p) Public Debt. Except as disclosed in the Official Statement as of the date of this Purchase
Contract, to the best of the District’s knowledge and without investigation of any kind, no other public
debt secured by the Special Tax or any other tax or assessment levied by the District or the City on the
land in the District is in the process of being authorized and no assessment districts or community
facilities districts have been or are in the process of being formed by the City which include any portion
of the land within the District. All outstanding debt and all authorized but unissued debt of the District or
the City which is applicable to the property within the District is accurately described in the Official
Statement.

(@) Tax-Exempt Status. The District shall not take or omit to take, as is appropriate, any
action which would adversely affect the exclusion from gross income under federal tax law of the interest
on the Bonds or which would cause the Bonds to become arbitrage bonds under Section 148 of the Code
and the regulations thereunder.

(r) Continuing Disclosure. The District will undertake, pursuant to the Continuing
Disclosure Agreement, to provide annual reports and notices of certain events to certain information
repositories. A description of this undertaking is set forth in the Preliminary Official Statement and will
also be set forth in the Official Statement. The City will promptly prepare and distribute all documents or
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reports as required now or in the future to be prepared and distributed pursuant to the Continuing
Disclosure Agreement. Neither the City nor the District, nor any other community facilities districts
formed by the City, have failed to comply with any continuing disclosure undertaking previously entered
into pursuant to the provisions of Rule 15¢2-12.

(s) Compliance with Goals and Policies. The issuance of the Bonds complies with the
policies for management of community facilities districts adopted by the City, pursuant to Section
53312.7 of the Act.

6. The Closing. At 9:00 a.m., Pacific time, on the Closing Date, or at such other time or on
such earlier or later business day as shall have been mutually agreed upon by the District and the
Underwriter, (i) the District will deliver the Bonds to the Underwriter through the facilities of DTC utilizing
DTC’s FAST delivery system, in definitive form bearing CUSIP® numbers, or such other place as the
District and the Underwriter shall mutually agree upon, and (ii) the District will deliver the closing
documents hereinafter mentioned at the offices of Rutan & Tucker, LLP, Costa Mesa, California (“Bond
Counsel”), or another place to be mutually agreed upon by the District and the Underwriter. The
Underwriter will accept delivery and pay the purchase price of the Bonds as set forth in Section 1 hereof in
immediately available funds by wire transfer to or upon the order of the District or its designee. These
payments and deliveries, together with the delivery of the aforementioned documents, are herein called the
“Closing.”

7. Closing Conditions. The Underwriter has entered into this Purchase Contract in reliance
upon the representations and covenants herein and the performance by the District of its obligations
hereunder, both as of the date hereof and as of the Closing Date and in reliance upon the representations and
covenants set forth in the various documents and certificates referenced in Section 8 hereof. The
Underwriter’s obligations under this Purchase Contract are and shall be subject to the following additional
conditions:

(a) City/District Bring-Down Representations. The representations and covenants of the
District contained herein shall be true and correct as of the date hereof and at the time of the Closing, as if
made on the Closing Date.

(b) Executed Agreements and Performance Thereunder. At the time of the Closing, (i) the
Community Facilities District Documents shall be in full force and effect and shall not have been
amended, modified or supplemented, except with the written consent of the Underwriter, (ii) there shall
be in full force and effect such resolutions and ordinances, including the Authorizing Resolution
(collectively, the “Resolutions™), as, in the opinion of Bond Counsel, shall be necessary in connection
with the transactions on the part of the District or the City contemplated by the Official Statement and the
Community Facilities District Documents, (iii) the District or the City shall perform or have performed its
respective obligations required or specified in the Community Facilities District Documents to be
performed at or prior to Closing, and (iv) the Official Statement shall not have been supplemented or
amended except as otherwise may have been agreed to in writing by the Underwriter.

() No Default. At the time of the Closing, no default shall have occurred or be existing
under this Purchase Contract, the Resolutions or the Community Facilities District Documents; and the
District shall not be in default in the payment of principal or interest on any of its bonded indebtedness
which default shall materially adversely impact the ability of the District or the City to make payments on
the Bonds.

(d) Closing Documents. At or prior to the Closing, the Underwriter shall have received each
of the documents (which may be in electronic form) required under Section 8 below.
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(e) Termination Events. The Underwriter shall have the right to terminate this Purchase
Contract, without liability therefor, by written notification to the District if at any time at or prior to the
Closing:

(@) any event or circumstance shall occur which causes any statement
contained in the Official Statement to be materially misleading or results in a failure
of the Official Statement to state a material fact necessary to make the statements in
the Official Statement, in the light of the circumstances under which they were
made, not misleading and, in either such event, the District or the City refuse to
permit the Official Statement to be supplemented to supply such statement or
information, or the effect of the Official Statement as so supplemented is to
materially adversely affect the market price or marketability of the Bonds or the
ability of the Underwriter to enforce contracts for the sale of the Bonds; or

(ii) the marketability of the Bonds or the market price thereof, or the
ability of the Underwriter to enforce contracts for the sale of the Bonds in the
reasonable opinion of the Underwriter, has been materially adversely affected by an
amendment to the Constitution of the United States of America or by any legislation
in or by the Congress of the United States of America or by the State, or the
amendment of legislation pending as of the date of this Purchase Contract in the
Congress of the United States of America, or the recommendation to Congress or
endorsement for passage (by press release, other form of notice or otherwise) of
legislation by the President of the United States of America, any member of the
President’s Cabinet, the Treasury Department of the United States of America, the
Internal Revenue Service or the Chairman or ranking minority member of the
Committee on Finance of the United States Senate or the Committee on Ways and
Means of the United States House of Representatives, or the proposal for
consideration of legislation by either such Committee, or the presentment of
legislation for consideration as an option by either such Committee, or by the staff
of the Joint Committee on Taxation of the Congress of the United States of America,
or the favorable reporting for passage of legislation to either House of the Congress
of the United States of America by a Committee of such House to which such
legislation has been referred for consideration, or any decision of any federal or
State court or any ruling or regulation (final, temporary or proposed) or official
statement on behalf of the United States Treasury Department, the Internal
Revenue Service or other federal or State authority materially adversely affecting
the federal or State tax status of the District or the City, the interest on bonds or
notes or obligations of the general character of the Bonds or the market price of the
Bonds; or

(iii) legislation shall be enacted by or introduced in the Congress of the
United States of America, or shall have been favorably reported out of committee or
be pending in committee, or shall have been recommended to the Congress for
passage by the President of the United States of America or a member of the
President’s Cabinet, or a decision by a court of the United States of America shall be
rendered, or a stop order, ruling, regulation or official statement by, or on behalf of,
the Securities and Exchange Commission or any other governmental agency having
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jurisdiction of the subject matter shall be issued or made to the effect that the
issuance, offering or sale of obligations of the general character of the Bonds, or the
issuance, offering or sale of the Bonds, including all underlying obligations, as
contemplated hereby or by the Official Statement, is in violation or would be in
violation of, or that obligations of the general character of the Bonds, or the Bonds,
are not exempt from registration under, any provision of the federal securities laws,
including the Securities Act of 1933, as amended and as then in effect, or that the
Fiscal Agent Agreement is required to be qualified under the Trust Indenture Act
of 1939, as amended and as then in effect; or

>iv) additional material restrictions not in force as of the date hereof,
including minimum or maximum prices for trading, having been fixed and in force,
or maximum ranges for prices for securities having been required and in force shall
have been imposed upon trading in securities generally by any governmental
authority or by any national securities exchange which restrictions materially
adversely affect the Underwriter’s ability to market the Bonds; or

v) a material disruption in securities settlement, payment or clearance services
affecting the Bonds shall have occurred; or

(vi) any new restriction on transactions in securities materially affecting the market for
securities (including the imposition of any limitation or interest rates) or the extension of
credit by, or a charge to the net capital requirements of credit by, or a charge to net capital
requirements of, underwriters shall have been established by the New York Stock
Exchange, the SEC, any other federal or State agency or the Congress of the United States
of America, or by Executive Order; or

(vil)  a general suspension of trading in securities on the New York Stock Exchange or
other major exchange of a general banking moratorium shall have been established by
federal, State of New York or State authorities; or

(viii) a general banking moratorium shall have been established by federal
or State authorities; or

(ix) the United States of America has become engaged in hostilities which
have resulted in a declaration of war or a national emergency or there has occurred
any other outbreak or escalation of hostilities or a national or international calamity
or crisis, financial or otherwise, the effect of such outbreak, calamity or crisis on the
financial markets of the United States of America, being such as, in the reasonable
opinion of the Underwriter, would affect materially and adversely the ability of the
Underwriter to market the Bonds or the ability of the Underwriter to enforce
contracts for the sale of the Bonds (it being agreed by the Underwriter that there is
no outbreak, calamity or crisis of such character as of the date hereof); or

(x) except as disclosed in or contemplated by the Official Statement, any material
adverse change in the affairs of the District or the City shall have occurred; or
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(xi) a decision by a court of the United States of America shall be rendered, or a stop
order, release, regulation or no-action letter by or on behalf of the SEC or any other
governmental agency having jurisdiction of the subject matter shall have been issued or
made, to the effect that the issuance, offering or sale of the Bonds, including the underlying
obligations as contemplated by this Purchase Contract or by the Official Statement, or any
document relating to the issuance, offering or sale of the Bonds, is or would be in violation
of any provision of the federal securities laws at the Closing Date, including the Securities
Act, the Exchange Act and the Trust Indenture Act; or

(xii)  the commencement of any action, suit or proceeding described in Section 5(g).

8. Closing Documents. At or prior to the Closing, the Underwriter
shall receive two copies (which may be in electronic format) of each of the following documents:

(a) Bond Opinion. An approving opinion of Bond Counsel, dated the Closing Date and
substantially in the form included as Appendix F to the Official Statement, together with a letter from
such counsel, dated the Closing Date and addressed to the Underwriter, to the effect that such opinion
addressed to the District may be relied upon by the Underwriter to the same extent as if such opinion were
addressed to the Underwriter;

(b) Supplemental Opinion. A supplemental opinion of Bond Counsel, dated the Closing Date
and addressed to the Underwriter, and dated the Closing Date, in form and substance acceptable to counsel
for the Underwriter to the following effect:

(@) the Community Facilities District Documents have been duly
authorized, executed, and delivered by the District and constitute legal, valid and
binding obligations of the District, enforceable in accordance with their respective
terms, except as enforcement thereof may be limited by bankruptcy, insolvency,
moratorium or other laws affecting enforcement of creditors’ rights or by the
application of equitable principles if equitable remedies are sought;

(ii) the City is duly organized and existing as a general law city under
the laws of the State, and the District is duly organized and validly existing as a
community facilities district under the Act;

(iii) the Special Tax constitutes a valid and legally binding lien on the
properties upon which it has been levied;

(iv) the execution and delivery of the Community Facilities District
Documents by the City, for itself or acting on behalf of the District, and compliance
with the provisions thereof under the circumstances contemplated thereby, do not in
any material respect conflict with or constitute on the part of the District or the City
a violation or breach of, or default under, any existing law or regulation to which
the District or the City is subject;
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) the Bonds conform as to form and tenor to the descriptions thereof
contained under the caption “THE BONDS” in the Official Statement, and the
statements contained in the Official Statement under the captions
“INTRODUCTION,” “THE BONDS,” “SECURITY FOR THE BONDS,” “TAX
MATTERS,” APPENDIX A — “Summary of Certain Provisions of the Fiscal Agent
Agreement,” and APPENDIXF — “Proposed Form of Bond Counsel Opinion,”
insofar as such statements purport to summarize certain provisions of the Act, the
Bonds, the Community Facilities District Documents, the Resolutions or applicable
provisions of the United States Internal Revenue Code of 1986, are accurate in all
material respects; and

(vi) the Bonds are not subject to the registration requirements of the
Securities Act of 1933, as amended, and the Fiscal Agent Agreement is exempt from
qualification pursuant to the Trust Indenture Act of 1939, as amended;

(©) Opinion of City Attorney. An opinion of the City Attorney, dated the
Closing Date and addressed to the Underwriter, substantially in the form of Appendix B hereto;

() Opinion of Counsel to Fiscal Agent. An opinion of counsel to the Fiscal Agent, dated the
Closing Date and addressed to District, the City and the Underwriter, substantially in the form of
Appendix C hereto;

(e) Opinion of Counsel to Underwriter. An opinion of McFarlin & Anderson LLP, Laguna
Hills, California, as counsel to the Underwriter (“Underwriter’s Counsel”), dated the Closing Date and
addressed to the Underwriter and the District concerning such matters as the Underwriter may request,
substantially in the form of Appendix D hereto,

) Closing Certificate of City and District. A certificate of the City, for itself and on behalf of
the District, dated the Closing Date, signed by a duly authorized representative of the City, substantially in
the form of Appendix E hereto;

(g) Closing Certificate of Bank. A certificate of the Bank, dated the Closing Date, substantially
in the form of Appendix F hereto;

(h) Bank Incumbency Certificate. A certified copy of a certificate of an
officer of Wells Fargo Bank, National Association, certifying as to the incumbency, signature and signing
authority of the officers who have executed and delivered the Fiscal Agent Agreement and agreed to accept
the duties of the Fiscal Agent under the Fiscal Agent Agreement;
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(i) Closing Certificate of Special Tax Consultant. A certificate of Willdan Financial Services
Incorporated, as Special Tax Consultant (the “Special Tax Consultant”), dated the Closing Date,
substantially in the form of Appendix G hereto;

G) Certificate Regarding Boundaries of the District. A certificate of the Special Tax
Consultant dated the Closing Date, substantially in the form of Appendix H hereto,

(k) Tax Certificate. A tax certificate dated the Closing Date and prepared by Bond Counsel,
executed by the City for itself and the District and satisfactory to the Underwriter;

() City/District Documents. Fully executed copies of each of the Community Facilities
District Documents,

(m) Official Statement. One copy of the Official Statement and each supplement or amendment,
if any thereto, manually executed on behalf of the District, by their respective authorized officers, and such
reasonable number of certified or conformed copies of the foregoing as the Underwriter may request in
order to comply with Rule 15¢2-12, applicable MSRB rules and other regulatory requirements relating to
the issuance and sale of the Bonds;

n) Resolutions and Ordinance. Copies certified by the City Clerk of the City of each
Resolution and Ordinance of the District or the City relating to the Community Facilities District
Documents (the “Formation Documents”), the transactions contemplated thereby, the formation of the
District, the levy of the Special Tax or the issuance of the Bonds,

(o) Form 8038-G. Evidence that the federal tax information form 8038-G has been prepared
by Bond Counsel for filing in connection with the Bonds;

(p) Issue Price Certificate. The certification of the Underwriter regarding the prices at which
the Bonds have been reoffered to the public, in substantially the form attached as Appendix I;

(q) CDIAC Statements. Copies of the statements with respect to the sale of the Bonds required
to be delivered to the California Debt and Investment Advisory Committee pursuant to Sections 53583 and
8855(g) of the California Government Code,

(r) Certificate of Developer. A certificate of Headlands Reserve LLC (the “Developer”),
dated the Closing Date, pledging to provide to the City by December 15 of each year, commencing
December 15, 2014, information about the development status of the parcels in the District, including
information regarding the number of custom residential lots sold, the number of custom residential lots
remaining to be sold and the status of ownership and development of the commercial parcels, as of
November 1 of each year, until the ownership of the residential lots by the Developer and related entities is
less than ten (10) lots;

(s) Letter of Representations. A copy of the Blanket Letter of Representations to DTC relating
to the Bonds signed by the District;

) Certificate Regarding Review of Disclosure Compliance. A certificate of Willdan
Financial Services Incorporated, substantially in the form of Appendix J hereto, dated the Closing Date and
addressed to the Underwriter, the District and the City;

Exhibit No. 3
Page 49 of 185



02/18/14 Page 30 Item #22

(w) Certificate of the Appraiser. A certificate of Harris Realty Appraisal, as Appraiser (the
“Appraiser”), dated the Closing Date, substantially in the form of Appendix K hereto.

v) Local Goals and Policies. A copy of the local goals and policies adopted pursuant to
Section 53312.7 of the Act;

(W) Boundary Map. A copy of the recorded Boundary Map of the Community Facilities
District;

(x) Notice of Special Tax Lien. A copy of the Notice of Special Tax Lien recorded with the
County Recorder; and

() Additional Documents. Such additional legal opinions, certificates, instruments and other
documents as the Underwriter or their counsel may reasonably deem necessary.

If the District shall be unable to satisfy the conditions contained in this Purchase Contract, or if the
obligations of the Underwriter shall be terminated for any reason permitted by this Purchase Contract, this
Purchase Contract shall terminate and neither the Underwriter nor the District shall be under further
obligation hereunder, except as further set forth in Section 8 hereof.

Three transcripts (which may be in electronic form for the Underwriter and Underwriter’s
Counsel) containing the documents listed in this Section, together with any other documents relating to
the authorization and issuance of the Bonds, will be provided to the Underwriter, Underwriter’s Counsel
and the Fiscal Agent within a reasonable time of the Closing Date.

9. Costs and Expenses.

(a) The Underwriter shall be under no obligation to pay, and the District shall pay or cause to
be paid from any legally available funds, the following expenses incident to the issuance of the Bonds and
performance of the obligations of the District hereunder: (i) the costs of the preparation and printing of
the Bonds; (ii) the fees and disbursements of Bond Counsel; (iii) the cost of printing and mailing of the
Preliminary Official Statement and Official Statement and any supplements and amendments thereto,
including a reasonable number of copies thereof for distribution by the Underwriter; (iv) the fees and
disbursements of the City Attorney, (v) the fee of $2,500 to McFarlin & Anderson LLP to address their
opinion to the District, and (vi) the fees and disbursements of accountants, advisers, appraisers and any
other experts or consultants retained by the District or the City, including, without limitation, the fees and
expenses of the Fiscal Agent and its counsel, the Financial Advisor and the Special Tax Consultant.

(b) The Underwriter shall pay the following expenses: (i) all advertising expenses in
connection with the public offering of the Bonds; (ii) the CDIAC fee; (iii) the CUSIP® Service Bureau
fee; and (iv) all other expenses incurred by the Underwriter in connection with its public offering and
distribution of the Bonds, including the fees and disbursements of Underwriter’s Counsel and “Blue Sky”
fees, except as noted in Section 8(a) above.

10. Notices. Any notice or other communication to be given to the District or the City under
this Purchase Contract may be given by delivering the same in writing to such entities at 33282 Golden
Lantern, Dana Point, California 92629, Attention: Director of Administrative Services.

Any notice or other communication to be given to the Underwriter under this Purchase Contract
may be given by delivering the same in writing to Stifel, Nicolaus & Company, Incorporated, One
Montgomery Street, 35" Floor, San Francisco, California 94104 Attention: Sara Brown. Notices may be

Exhibit No. 3
Page 50 of 185



02/18/14 Page 31 Item #22

given by personal or courier delivery, registered or certified mail, facsimile transmission or
electronic communication, provided that delivery by facsimile transmission or electronic communication
must be confirmed by the sender.

1. enire Agreement. This Purchase Contract is made solely for the benefit of the District and
the Underwriter (including their respective successors and assigns), and no other person shall acquire or
have any right hereunder or by virtue hereof. The term “successor” shall not include any owner of any
Bonds merely by virtue of such holding. All of the representations, warranties and agreements of the
City, for itself and as the legislative body of the District, contained in this Purchase Contract shall remain
operative and in full force and effect regardless of (i) any investigations made by or on behalf of the
Underwriter, or (ii) delivery of any payment for the Bonds pursuant to this Purchase Contract. The
agreements contained in this section and in Section 12 shall survive any termination of this Purchase
Contract.

12. Survival of Representations and Warranties. All representations and warranties of the
parties made in, pursuant to, or in connection with this Purchase Contract shall survive the execution and

delivery of this Purchase Contract, notwithstanding any investigation by the parties. All
statements contained in any certificate, instrument or other writing delivered by a party to this Purchase
Contract or in connection with the transactions contemplated by this Purchase Contract constitute
representations and warranties by such party under this Purchase Contract.

13. Counterparts. This Purchase Contract may be executed by the parties hereto in separate
counterparts, each of which when so executed and delivered shall be an original, but all such counterparts
shall together constitute but one and the same instrument.

14. 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.

15. Governing Law. The validity, interpretation and performance of this Purchase Contract
shall be governed by the laws of the State of California.

16. No Assignment. The rights and obligations created by this Purchase Contract shall not
be subject to assignment by the Underwriter or the District without the prior written consent of the other
party hereto.

STIFEL, NICOLAUS & COMPANY,
INCORPORATED
By:

Title: Managing Director
Accepted as of the date first stated above:

COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT

By:

Mayor

Time of Execution: [Purchase Date], 2014
__ pm.PST
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APPENDIX A

MATURITY SCHEDULE

Maturity Date Principal Interest
(September 1) Amount Rate Yield Price
Serial Bonds:
2014 $ % %
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033 .
Subtotal

Term Bonds:
2038 $ % %
2045

€ Priced to call on March 1,20 __ ata price of 103.
€€ Priced to call on September 1, 20__ at price of 100.

REDEMPTION TERMS

Optional Redemption. The Bonds maturing on or prior to September 1, 2023, are not subject to optional
redemption. The Bonds maturing on or after September 1, 2024, are subject to optional call and
redemption prior to maturity, as a whole or in part, with maturities to be determined by the District and by
lot within a maturity, on any Interest Payment Date on or after September 1, 2023, from funds derived by
the District from any source, at a redemption price equal to the principal amount of the Bonds to be
redeemed, together with accrued interest thereon to the date fixed for redemption, without premium.

Special Mandatory Redemption from Special Tax Prepayments. The Bonds are subject to special
mandatory redemption prior to maturity, as a whole or in part, to be determined by the District and by lot
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within a maturity, on any Interest Payment Date on or after September 1, 2014 from prepayments of the
Special Tax deposited in the Special Tax Prepayments Subaccount established under the Fiscal Agent
Agreement, at a redemption price (expressed as a percentage of the principal amount of Bonds called for
redemption) as set forth below, together with accrued interest thereon to the date fixed for redemption:

Redemption Dates Redemption Prices
September 1, 2014 to and including March 1, 2021 103%
September 1, 2021 and March 1, 2022 102
September 1, 2022 and March 1, 2023 101
September 1, 2023 and thereafter 100

Mandatory Sinking Payment Redemption. The Bonds maturing on September 1, 2045 (the “2045
Term Bonds”), are subject to mandatory sinking payment redemption in part on September 1, 20, and
on each September 1 thereafter to maturity, by lot at a redemption price equal to the principal amount
thereof to be redeemed, together with accrued interest to the date fixed for redemption, without premium,
from sinking payments as follows:

Redemption Date
(September 1) Sinking Payments

20 $
2041

2042

2045

2044

2045 (maturity)

The amounts in the foregoing tables shall be reduced as a result of any prior partial redemption of the
Bonds pursuant to optional redemption or special mandatory redemption as specified in writing from an
authorized officer to the Fiscal Agent.
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APPENDIX B

FORM OF OPINION OF CITY ATTORNEY

[LETTERHEAD OF CITY ATTORNEY]
[Closing Date], 2014

Community Facilities District No. 2006-1
of the City of Dana Point

33282 Golden Lantern

Dana Point, California 92629

Stifel, Nicolaus & Company, Incorporated
One Montgomery Street, 35" Floor
San Francisco, California 94104

Re: Community Facilities District No. 2006-1
of the City of Dana Point
2014 Special Tax Bonds

Ladies and Gentlemen:

We are the City Attorney for the City of Dana Point (the “City”) and have represented the City
and Community Facilities District No. 2006-1 of the City of Dana Point (the “District”) in connection
with the issuance of Community Facilities District No. 2006-1 of the City of Dana Point 2014 Special Tax
Bonds (the “Bonds”). This opinion is provided pursuant to Section 8(c) of that certain Bond Purchase
Contract, dated [Purchase Date], 2014 (the “Purchase Contract”), by and between the City, for itself and
on behalf of the District, and Stifel, Nicolaus & Company, Incorporated, as underwriter. Capitalized
terms used herein and not otherwise defined shall have the meanings ascribed to them in the Purchase
Contract.

As counsel to the District and the City in connection with the issuance, sale and delivery of the
Bonds, we have examined the record of proceedings submitted to me relative to the issuance, sale and
delivery of the Bonds, including, but not limited to, the form of the Bonds, the Resolutions, the
Community Facilities District Documents, the Official Statement, various certifications provided by the
District, the City and the Fiscal Agent, and documents and certifications relating to the Bonds and such
other documents as are in our opinion necessary to enable me to express an informed opinion as to the
matters discussed below.

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings and
court decisions. The opinions may be affected by actions or events occurring (or not occurring) after the
date hereof. We have not undertaken to determine, or to inform any person, whether or not any such
actions or events have occurred. As to questions of fact material to our opinions, we have relied upon the
documents and matters referred to above, and have not undertaken any independent investigation to verify
the authenticity of signatures (other than those of the District or the City) or the accuracy of the factual
matters represented, warranted or certified therein. In making our examination of the documents
referenced herein, we have assumed that each party to the documents referenced herein, other than the
District and the City, has the power to enter into and perform its obligations thereunder, has duly
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authorized, executed and delivered such documents and that such documents constitute legal, valid and
binding obligations of such party.

Based on the foregoing, we are of the opinion that:

(D) The City is a municipal corporation duly organized and existing under the laws of the
State of California.

2) The District is duly organized and validly existing as a community facilities district under
the laws of the State, with full legal right, power and authority to issue the Bonds and to perform all of its
obligations under the Bonds and the Community Facilities District Documents.

3) The representations of the District and the City set forth in the Community Facilities
District Documents are, as to all matters of law, true and accurate in all material respects on and as of the
date hereof as though made on such date.

4 The resolutions and ordinance adopted by the City Council of the City (the “City
Council”) (i) authorizing the formation of the District, (ii) authorizing the levy of the Special Tax, and
(iii) approving the execution and delivery of the Bonds and the Community Facilities District Documents,
were duly adopted at meetings of the City Council, which were called and held pursuant to law and with
all public notice required by law and at which a quorum was present and acting throughout; and such
resolutions and ordinance are in full force and effect and have not been modified, amended or rescinded
as of the date hereof.

(5) The Special Tax constitutes a valid and legally binding lien on the properties upon which
it has been levied.

(6) The City has full right and lawful authority to execute and deliver, individually or on
behalf of the District, as applicable, the Community Facilities District Documents and the Official
Statement; the Community Facilities District Documents and the Official Statement have been duly
authorized, executed and delivered by the City for itself or on behalf of the District, as applicable; and the
Community Facilities District Documents are legal, valid, and binding obligations of the District or the
City, as applicable, enforceable in accordance with their respective terms, except as such enforcement
may be limited by bankruptcy, insolvency, reorganization, moratorium, and other similar laws relating to
or limiting creditors’ rights generally and by the principles of equity if equitable remedies are sought.

(7 The execution and delivery of the Community Facilities District Documents and
compliance by the District or the City with the provisions thereof, under the circumstances contemplated
thereby, do not and will not in any material respect conflict with or constitute on the part of the District or
the City a breach of or default under any agreement or other instrument applicable to or binding upon the
District or the City or any existing law, regulation, court order or consent decree to which the District or
the City is subject.

®) The Official Statement has been duly executed and delivered on behalf of the City, acting
for itself and on behalf of the District, by an authorized officer of the City.

9 Except as stated in the Official Statement, there is no action, suit, proceeding or
investigation before or by any court, public board or body pending with respect to which the District or
the City has been served with process, or, to our knowledge, threatened, wherein an unfavorable decision,
ruling or finding would: (a) affect the creation, organization, existence or powers of the District or the
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City, or the titles of their respective officers or the City Council members to their respective offices;
(b) enjoin or restrain the issuance, sale and delivery of the Bonds, the lien, the levy and the collection of
the Special Tax, or the pledge thereof; (c) in any way question or affect any of the rights, powers, duties
or obligations of the District or the City with respect to the Special Tax or the moneys and assets pledged
or to be pledged to pay the principal of, premium, if any, or interest on the Bonds; (d) in any way question
or affect any authority for the issuance of the Bonds, the validity or enforceability of the Bonds or the
Community Facilities District Documents; (e) in any way question or affect the transactions contemplated
by the Community Facilities District Documents or the Official Statement); (f) contesting in any way the
completeness or accuracy of the Preliminary Official Statement or the Official Statement, or any
amendment or supplement thereto; (g) except as disclosed in the Official Statement, wherein an
unfavorable decision, ruling or finding would result in any material adverse change in the ability of the
District to pledge the Net Taxes or to pay debt service on the Bonds; or (h) contesting the status of the
interest on the Bonds as excludable from gross income for federal income tax purposes or as exempt from
any applicable State tax.

(10)  The statements in the Official Statement that purport to summarize the Formation
Documents, the Community Facilities District Documents, the Rate and Method of Apportionment and
the Special Tax fairly and accurately summarize the content thereof (excluding any financial or statistical
data and forecasts included therein, as to which no opinion need be expressed).

We do not purport to express any opinion herein concerning any law other than the laws of the
United States of America and the laws of the State of California.

We have not undertaken any duty and expressly disclaim any responsibility to advise you as to
events occurring after the date hereof with respect to the Bonds or other matters discussed in the Official
Statement.

This opinion is limited to the matters expressly set forth above, and no opinion is implied or may
be inferred beyond the matters expressly so stated. This opinion is issued with all the exclusions and

limitations set forth herein.

Respectfully submitted,

Rutan & Tucker, LLP
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APPENDIX C
FORM OF OPINION OF COUNSEL TO FISCAL AGENT
[LETTERHEAD OF FISCAL AGENT’S COUNSEL]
[Closing Date], 2014

Community Facilities District No. 2006-1
of the City of Dana Point

33282 Golden Lantern

Dana Point, California 92629

Stifel, Nicolaus & Company, Incorporated
One Montgomery Street, 35" Floor
San Francisco, California 94104

Re: Community Facilities District No. 2006-1
of the City of Dana Point
2014 Special Tax Bonds

Ladies and Gentlemen:

I am Senior Counsel for Wells Fargo & Company, the parent corporation of Wells Fargo Bank,
National Association, a national banking association. As such, I have reviewed, or have had reviewed on
my behalf, the provisions of (i) the Fiscal Agent Agreement, dated as of June 1, 2013 (the “Original Fiscal
Agent Agreement”), by and between Community Facilities District No. 2006-1 of the City of Dana Point
(the “District” and the “City,” respectively) and Wells Fargo Bank, National Association, as fiscal agent
(the “Fiscal Agent”) as supplemented by a First Supplemental Fiscal Agent Agreement, dated as of
[Authorization Month] 1, 2014, each by and between the District and the Fiscal Agent (the “Supplemental
Fiscal Agent Agreement” and together, with the Original Fiscal Agent Agreement, the “Fiscal Agent
Agreement”) and the Bank, as Fiscal Agent, (ii) the Continuing Disclosure Agreement, dated as of
[Authorization Month] 1, 2014 (the “Continuing Disclosure Agreement” and together with the Fiscal
Agent Agreement, the “Agreements”), by and among the District, Willdan Financial Services, in its
capacity as Dissemination Agent, and the Bank. In addition, I am generally familiar with the Articles of
Association and the Bylaws of the Bank and am also familiar with the corporate proceedings of the Bank
with regard to its authorization, execution and delivery of the Fiscal Agent Agreement and the Continuing
Disclosure Agreement, which documents shall be collectively referred to hereinafter as the “Agreements.”
Capitalized terms used herein shall have the respective meanings ascribed to them in the Agreements,
except as otherwise defined herein.

For purposes of this opinion, I have assumed the genuineness of all signatures, the authenticity of
all documents submitted to me as originals and the conformity with originals of all documents submitted to
me as copies (other than those of the Bank). In making my examination of documents executed by entities
other than the Bank, I have assumed that each such other entity had the power to enter into and perform all
its obligations thereunder and also have assumed the due authorization of all requisite action and due
execution of such documents by each such entity. Where questions of fact material to my opinions
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expressed below were not established independently, I have relied upon statements of officers of the Bank
as contained in their certificates.
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Based upon the foregoing, I am of the opinion that:

1. The Bank is a national banking association validly existing and in good standing under the
laws of the United States of America.

2. The Bank is duly eligible and qualified to act as Fiscal Agent under the Fiscal Agent
Agreement.

3. The Bank has all requisite power, authority and legal right to execute and deliver the

Agreements and to perform its obligations under the Agreements and has taken all necessary corporate
action to authorize the execution and delivery of and the performance of its obligations under the
Agreements.

4, The Bank has duly executed and delivered the Agreements. Assuming the due
authorization, execution and delivery thereof by the other parties thereto, the Agreements are the legal,
valid and binding agreements of the Bank, enforceable in accordance with their terms, except to the extent
enforceability thereof may be subject to (i) bankruptcy, insolvency, reorganization, moratorium, fraudulent
conveyance and other similar laws affecting creditors’ rights and remedies heretofore or hereinafter
enacted, and (ii) the application of equitable principles and the exercise of judicial discretion in appropriate
cases.

5. The District’s Bonds have been duly authenticated by the Bank.

6. The execution, delivery and performance of the Agreements does not now, and will not
upon consummation of the transactions contemplated thereby in accordance with the existing terms thereof
conflict with, result in a breach of or constitute a default under, any term or provision of the Articles of
Association or Bylaws of the Bank, any existing term or provision of any agreement, contract, instrument
or indenture of any nature whatsoever, known to me, to which the Bank is a party or by which it is bound,
or, to my knowledge, any existing order, judgment, writ, injunction or decree of any court or governmental
authority having jurisdiction over the Bank, nor will it, to my knowledge, conflict with or constitute a
breach of or default under any law or administrative regulation to which the Bank is subject (except that no
representation, warranty or agreement is made herein with respect to any federal or state securities or Blue
Sky laws or regulations) or result in the creation or imposition of any lien, charge or other security interest
or encumbrance of any nature whatsoever upon any of the property or assets of the Bank.

7. To my knowledge, there are no actions, proceedings or investigations pending or
threatened against the Bank before any court, administrative agency or tribunal (i) asserting the invalidity
of the Agreements, (ii) seeking to prevent the consummation of any of the transactions contemplated
thereby, or (iii) that might materially and adversely affect the performance by the Bank of its obligations
under, or the validity or enforceability of, the Agreements. For purposes of the foregoing, I have not
regarded any actions, proceedings or investigations “threatened” unless the potential litigants or
governmental authority has manifested to a member of the Wells Fargo & Company Law Department
having responsibility for litigation matters involving the corporate trust activities of the Bank present
intention to initiate such proceedings.

I advise you that I am admitted to practice in the State of Utah (the “State”), and do not purport to
be an expert in or generally familiar with or qualified to express legal opinions based on the laws of any
jurisdiction other than the federal laws of the United States (“Federal”) and the State. In giving these
opinions, I have assumed with your permission that the applicable laws of the State of California do not
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differ in any material respect from applicable Federal and State laws. These opinions are further limited to
such State and Federal laws in effect as of the date hereof.

The foregoing opinions are being furnished to you solely for your benefit and that of your counsel
and may not be relied upon by, nor may copies be delivered to, any other person without my prior written
consent, except that a copy of the opinion may be include in the transcript of the financing.

Very truly yours,

APPENDIX D
FORM OF OPINION OF COUNSEL TO UNDERWRITER
[Closing Date], 2014

Stifel, Nicolaus & Company, Incorporated
One Montgomery Street, 35" Floor
San Francisco, California 94104

Community Facilities District No. 2006-1
of the City of Dana Point

33282 Golden Lantern

Dana Point, California 92629

Re: Community Facilities District No. 2006-1
of the City of Dana Point
2014 Special Tax Bonds

Ladies and Gentlemen:

We have acted as counsel for Stifel, Nicolaus & Company, Incorporated, as Underwriter, in connection with
the Underwriter’s purchase from the City of Dana Point, California (the “City”), for itself and as the
legislative body of Community Facilities District No. 2006-1 of the City of Dana Point (the “District”), of its
2014 Special Tax Bonds in the aggregate principal amount of $[Principal Amount] (the “Bonds”), pursuant
to the Bond Purchase Contract, dated [Purchase Date], 2014 (the “Bond Purchase Contract’), between the
City, for itself and as the legislative body of the District, and the Underwriter. The Bonds are being issued
pursuant to a Fiscal Agent Agreement, dated as of June 1, 2013 (the “Original Fiscal Agent Agreement”), by
and between the District and Wells Fargo Bank, National Association, as fiscal agent (the “Fiscal Agent”) as
supplemented by a First Supplemental Fiscal Agent Agreement, dated as of [ Authorization Month] 1, 2014,
by and between the District and the Fiscal Agent (the “Supplemental Fiscal Agent Agreement” and together,
with the Original Fiscal Agent Agreement, the “Fiscal Agent Agreement”). Capitalized terms not otherwise
defined herein shall have the meanings ascribed thereto in the Bond Purchase Contract.

In that connection, we have been furnished with and have reviewed certain portions of the Fiscal Agent
Agreement, the Official Statement of the District dated [Purchase Date], 2014, the Bond Purchase Contract,
certificates of the City, the District, the Fiscal Agent and others, the opinions referred to in Section 8 of the
Bond Purchase Contract and such other records, opinions and documents as we have deemed appropriate as a
basis for the conclusions hereinafter expressed. As to questions of fact material to the statements made
below, we have relied upon representations and information supplied to us by representatives of the City, the
District and upon representations and certificates of various other public officials. In the course of our
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representation, nothing has come to our attention that caused us to believe that any of the factual
representations upon which we have relied are untrue; but we have made no other factual investigations. We
assume that any electronic version of the Official Statement is identical in all respects to the printed version.

In arriving at the conclusions hereinafter expressed, we are not expressing any opinion or view on, and with
your permission are assuming and relying on, the validity, accuracy and sufficiency of the records,
documents, certificates and opinions referred to above (including the accuracy of all factual matters
represented and legal conclusions contained therein), including, without limitation, representations and legal
conclusions regarding the due authorization, issuance, delivery, validity and enforceability of the Bonds, the
exclusion of interest on the Bonds from gross income for federal income tax purposes, that interest on the
Bonds is exempt from State of California personal income taxes, and the legality, validity and enforceability
of the special taxes, the payments with respect to which are, pledged to the payment of the Bonds. We have
assumed that all records, documents, certificates and opinions that we reviewed, and the signatures thereto,
are genuine.

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of the opinion
that the Bonds are not subject to the registration requirements of the Securities Act of 1933, as amended, and
the Fiscal Agent Agreement is exempt from qualification pursuant to the Trust Indenture Act of 1939, as
amended.

We are not passing upon and do not assume any responsibility for the accuracy, completeness or fairness of
any of the statements contained in the Official Statement and make no representation that we have
independently verified the accuracy, completeness or fairness of any such statements. However, in our
capacity as Underwriter’s counsel, to assist the Underwriter in part of its responsibility with respect to the
Official Statement, we participated in telephone conferences with representatives of the Underwriter, the
City, the District, Rutan & Tucker, LLP, as bond counsel, Willdan Financial Services Incorporated, as special
tax consultant, and others, during which conferences the contents of the Official Statement and related
matters were discussed. No inquiry was made of other attorneys in our firm not working directly on the
issuance of the Bonds who may have information material to the issuance. Based on our participation in the
above-mentioned conferences (which did not extend beyond the date of the Official Statement) and in
reliance thereon and on the records, documents, certificates and opinions herein mentioned (as set forth
above), we advise you that, during the course of our representation of the Underwriter on this matter, no facts
came to the attention of the attorneys in our firm rendering legal services to the Underwriter in connection
with such representation which caused us to believe that the Official Statement as of its date and as of the
Closing Date (except that no opinion is expressed as to any financial, statistical, economic, engineering or
demographic data or forecasts, numbers, charts, tables, graphs, estimates, projections, assumptions or
expressions of opinion, any information about feasibility, valuation, appraisals, market absorption, real estate,
archaeological or environmental matters, the Appendices thereto or any information about debt service
requirements, book-entry, The Depository Trust Company, any letter of credit or tax exemption included or
referred to therein, which we expressly exclude from the scope of this paragraph and as to which we express
no opinion or view) contained any untrue statement of a material fact or omitted to state any material fact
necessary to make the statements therein, in the light of the circumstances under which they were made, not
misleading.

By acceptance of this letter you acknowledge that the preceding paragraph is neither a legal opinion nor a
guarantee regarding the Official Statement; rather it is a statement of negative assurance regarding our view
as to any material misstatements or omissions in the Official Statement based on the limited activities
discussed above performed by the attorneys in our firm working on this matter as underwriter’s counsel. We
advise you that, other than reviewing the various certificates and opinions required by Section 8 of the Bond
Purchase Contract regarding the Official Statement, we have not taken any steps since the date of the Official
Statement to verify the accuracy of the statements contained in the Official Statement as of the date hereof.
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We are furnishing this letter to you pursuant to Section 8(e) of the Bond Purchase Contract. Our engagement
with respect to this matter has terminated as of the date hereof and we disclaim any obligation to update this
letter. This letter is not to be used, circulated, quoted or otherwise referred to or relied upon for any other
purpose or by any other person or to be filed with any governmental or other administrative agency or other
person or entity for any purpose without our prior written consent. We express no opinion herein with
respect to compliance with, or applicability of, any “blue sky” laws of any state as they relate to the offer or
sale of the Bonds. This letter is not intended to, and may not, be relied upon by the owners of the Bonds or
by any other party to whom it is not specifically addressed.

The foregoing represent our interpretation of applicable law to the facts as described herein. We bring to
your attention that our legal opinion and conclusions are an expression of professional judgment and are not a
guarantee of a result.

Very truly yours,

MCFARLIN & ANDERSON LLP
APPENDIX E

$[Principal Amount]
COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

CLOSING CERTIFICATE OF CITY AND DISTRICT

The undersigned, on behalf of the City of Dana Point, California (the “City”), for itself and on behalf of
Community Facilities District No. 2006-1 of the City of Dana Point (the “District”), hereby makes the
following certifications pursuant to Section 8(f) of the Bond Purchase Contract, dated [Purchase Date],
2014 (the “Purchase Contract”), by and between the City, for itself and on behalf of the District, and Stifel,
Nicolaus & Company, Incorporated, as underwriter. Capitalized terms used herein and not otherwise
defined shall have the meanings ascribed to them in the Purchase Contract.

) I am a duly authorized officer of the City and, as such, I am familiar with the facts herein certified
and authorized and qualified to certify the same.

2) The representations and warranties of the District and the City contained in the Purchase Contract
are true and correct in all material respects on and as of the Closing Date as if made on the Closing Date.

3) The District and the City have complied with all agreements and covenants and satisfied all
conditions on their part to be complied with or satisfied under the Purchase Contract at or prior to the
Closing Date.

4) The resolutions adopted by the City Council of the City (the “City Council”) (i) authorizing the
formation of the District, (ii) authorizing the levy of the Special Tax and (iii) approving the execution and
delivery of the Bonds and the Community Facilities District Documents, were duly adopted at meetings of
the City Council, which were called and held pursuant to law and with all public notice required by law
and at which a quorum was present and acting throughout; and such resolutions are in full force and effect
and have not been modified, amended or rescinded as of the date hereof.
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®)) No authorization, approval, consent or other order of any governmental entity or regulatory
authority having jurisdiction over the activities of the District or the City that has not been obtained is or
will be required for the valid authorization, execution and delivery of the Community Facilities District
Documents by the City or the performance by the City of its obligations under the Community Facilities
District Documents.

(6) No event affecting the District or the City has occurred since the date of the Official Statement
which should be disclosed in the Official Statement in order to make the statements therein with respect to
the District or the City not misleading in any material respect.

Dated: [Closing Date], 2014 COMMUNITY FACILITIES DISTRICT NO.
2006-1 OF THE CITY OF DANA POINT

By:
Authorized Signatory
APPENDIX F
$[Principal Amount]

COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

CLOSING CERTIFICATE OF BANK

The undersigned, on behalf of Wells Fargo Bank, National Association (the “Bank™), acting as fiscal agent
under that certain Fiscal Agent Agreement, dated as of June 1, 2013 (the “Original Fiscal Agent
Agreement”), by and between the Community Facilities District No. 2006-1 of the City of Dana Point (the
“District”) and the Bank as supplemented by a First Supplemental Fiscal Agent Agreement, dated as of
[Authorization Month] 1, 2014, by and between the District and the Bank (the “Supplemental Fiscal Agent
Agreement” and together, with the Original Fiscal Agent Agreement, the “Fiscal Agent Agreement”). and
the Continuing Disclosure Agreement, dated as of [Closing Month] 1, 2014 (the “Continuing Disclosure
Agreement”), by and among the District, Willdan Financial Services Incorporated, in its capacity as
Dissemination Agent, and the Bank, hereby makes the following certifications pursuant to Section 8(g) of
the Bond Purchase Contract, dated [Purchase Date], 2014 (the “Purchase Contract”), by and between the
District and Stifel, Nicolaus & Company, Incorporated, as underwriter. Capitalized terms used herein and
not otherwise defined shall have the meanings ascribed to them in the Purchase Contract.

(1) I am a duly authorized officer of the Bank and, as such, I am familiar with the facts herein
certified and authorized and qualified to certify the same.

2) The Bank has been duly organized and is validly existing and in good standing as a
national banking association under the laws of the United States of America, with full corporate power to
undertake its obligations under each of the Fiscal Agent Agreement and the Continuing Disclosure
Agreement (collectively, the “Agreements”).
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3) The Bank has duly authorized, executed and delivered each of the Agreements and by all
proper corporate action has authorized the acceptance of its respective obligations thereunder.

4) The Bonds have been validly authenticated and delivered by the Bank in accordance with
the terms of the Fiscal Agent Agreement.

) Pursuant to the Fiscal Agent Agreement, the Bank will apply the proceeds from the Bonds
to the purposes specified in the Fiscal Agent Agreement.

(6) No authorization, approval, consent, or other order of any governmental entity or
regulatory authority having jurisdiction over the banking and trust activities of the Bank that has not been
obtained is or will be required for the valid authorization, execution and delivery of the Agreements by the
Bank or the performance by the Bank of its obligations under the Agreements.

) The execution and delivery by the Bank of the Agreements, and compliance with the
respective provisions thereof, will not conflict with or constitute a breach of or default under, the Bank’s
duties or obligations under any law, administrative regulation, court decree, resolution, charter, bylaws,
agreement, instrument or commitment applicable to or binding upon the Bank.

() The Bank is duly authorized to accept the obligations created by the Agreements and to

authenticate the Bonds pursuant to the terms of the Fiscal Agent Agreement, and the Bank has
authenticated and delivered the Bonds in accordance with the terms of the Fiscal Agent Agreement.

Dated: [Closing Date], 2014 WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Fiscal Agent

By:

Authorized Signatory
APPENDIX G

$[Principal Amount]
COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

CLOSING CERTIFICATE OF SPECIAL TAX CONSULTANT

The undersigned, on behalf of Willdan Financial Services Incorporated (the “Special Tax Consultant”),
hereby makes the following certifications pursuant to Section 8(i) of the Bond Purchase Contract, dated
[Purchase Date], 2014 (the “Purchase Contract”), by and between Community Facilities District No. 2006-1
of the City of Dana Point (the “District” and the “City,” respectively), and Stifel, Nicolaus & Company,
Incorporated, as underwriter. Capitalized terms used herein and not otherwise defined shall have the
meanings ascribed to them in the Purchase Contract.
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) The undersigned is an authorized officer of the Special Tax Consultant and, as such, is
familiar with the facts herein certified and is authorized and qualified to certify the same.

2) The Special Tax Consultant assisted the City, acting as the legislative body of the District,
in the administration of the Rate and Method of Apportionment of Special Tax (the “Rate and Method”) as
set forth in Appendix B to the Official Statement for the Bonds.

3) The Special Tax, if levied and collected in accordance with the Rate and Method, will
annually yield sufficient revenue to make timely payments of the principal of and interest on the Bonds and
to pay annual administrative expenses of the District and the City related to the levy and collection of the
Special Tax (no representation is made as to the actual amounts that will be collected in future years).

4) That the Special Taxes, if collected in the maximum amounts permitted pursuant to the
Rate and Method, would generate estimated administrative expense of $50,000 (escalating each year in
accordance with the Fiscal Agent Agreement), plus at least 110% of the maximum debt service payable
with respect to the Bonds, payable from such Special Taxes, assuming that the debt service schedule
shown in the Official Statement is true and correct.

%) All information supplied by the Special Tax Consultant for use in the Official Statement is
true and correct, and, as of the date of the Official Statement and as of the date hereof, the information
contained in the Official Statement relating to the District, the Special Tax and the Rate and Method, and
any other data or information provided by the Special Tax Consultant and included in the Official
Statement, does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made therein, in the light of the circumstances under which they were
made, not misleading,.

[UPDATE]

(6) As of the date of the Official Statement and as of the date hereof, the information
contained in those portions of the Official Statement entitled “INTRODUCTION — Professionals Involved
in the Offering,” “SECURITY FOR THE BONDS — Rate and Method,” “THE DISTRICT — Property
Ownership,” “ — Value-to-Lien Ratio; Fiscal Year 2013-14 Special Tax Levy,” “ — Special Tax Levy by
Land Use Category,” “ — Special Tax Collections,” “ — Top Owners of Taxable Property,” * — Estimated
Assessed Values,” and “ — Estimated Value to Lien Ratios,” “PROFESSIONAL FEES,” Appendix B and
Appendix E, and the other data provided by the Special Tax Consultant and included in the Official
Statement, does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made therein, in the light of the circumstances under which they were
made, not misleading.

EEINA3

The District and Stifel, Nicolaus & Company, Incorporated, are entitled to rely on this Certificate.

WILLDAN FINANCIAL SERVICES

Dated: [Closing Date], 2014 INCORPORATED

By:

Authorized Representative
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APPENDIX H

CERTIFICATE REGARDING BOUNDARIES
OF THE COMMUNITY FACILITIES DISTRICT

Community Facilities District No. 2006-1
of the City of Dana Point

33282 Golden Lantern

Dana Point, California 92629

Stifel, Nicolaus & Company, Incorporated

One Montgomery Street, 35" Floor
San Francisco, California 94104

The undersigned authorized representative of Willdan Financial Services Incorporated hereby certifies the
following:

The parcels set forth on Exhibit A hereto have been included within the boundaries of
Community Facilities District No. 2006-1 of the City of Dana Point (the “District”).

There have been no lot line adjustments affecting the boundaries of the District which would
affect the taxability of parcels included within such District.

Dated: [Closing Date], 2014 WILLDAN FINANCIAL SERVICES
INCORPORATED

By:

Authorized Representative
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EXHIBIT A

COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

List of Parcels Included Within
the Boundaries of

the Community Facilities District
Orange County

Note: Acreages are based on Assessor’s Parcel Map information and are approximate.

APPENDIX I

COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

UNDERWRITER ISSUE PRICE CERTIFICATE
The undersigned, on behalf of Stifel, Nicolaus & Company, Incorporated, as Underwriter (“Underwriter’)
of the $[Principal Amount] Community Facilities District No. 2006-1 of the City of Dana Point 2014

Special Tax Bonds (the “Bonds”), hereby makes the representations, and provides the certifications,
contained in this certificate based on the information available to it concerning the Bonds to the City of
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Dana Point Community Facilities District No. 2006-1 (the “Community Facilities District”) and Rutan &
Tucker, LLP, Bond Counsel, as follows:

1. Issue Price.

1.1 As of the date a purchase contract was signed with respect to the Bonds (the “Sale Date”),
we reasonably expected to sell a substantial amount of each maturity (i.e., at least 10%) of the Bonds to the
general public (excluding bond houses, brokers, or similar persons acting in the capacity of underwriter or
wholesalers) in a bona fide public offering at the prices listed on Attachment A (the “Initial Offering
Prices”).

1.2 In our opinion, and based upon our estimate as of the Sale Date, the Initial Offering Prices
of the Bonds set forth in Schedule A are within a reasonable range of, and should reflect, the fair market
prices of the Bonds as of the Sale Date.

1.3 As of the date of execution of the attached Tax Exemption Certificate, all of the Bonds
have actually been offered to the general public at the prices listed in Attachment A.

1.4 As of the Sale Date, at least 10% of each maturity of the Bonds [(excluding the Bond
maturities for )] was initially sold to the general public for the respective Initial Offering Prices.

2. Reserve Fund.
The funding of the Reserve Fund as provided in the Tax Certificate is reasonably required, was a
vital factor in marketing the Bonds, facilitated the marketing of the Bonds at an interest rate comparable to

that of bonds and other tax-exempt obligations of a similar type and is not in excess of the amount necessary
for such purpose.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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3. Defined Terms

Capitalized terms used in this certificate, unless otherwise defined herein or in the Fiscal Agent
Agreement, dated as of June 1, 2013 (the “Original Fiscal Agent Agreement”), by and between the District
and Wells Fargo Bank, National Association, as fiscal agent (the “Fiscal Agent”) as supplemented by a First
Supplemental Fiscal Agent Agreement, dated as of [Authorization Month] 1, 2014, by and between the
District and the Fiscal Agent (the “Supplemental Fiscal Agent Agreement” and together, with the Original
Fiscal Agent Agreement, the “Fiscal Agent Agreement”). shall have the meaning(s) given to such terms in
the Tax Certificate provided in connection with the execution and delivery of the Bonds.

Dated: [Closing Date], 2014 STIFEL, NICOLAUS & COMPANY,
INCORPORATED, as Underwriter

By:

Managing Director
APPENDIX J

CERTIFICATE REGARDING COMPLIANCE WITH
CONTINUING DISCLOSURE OBLIGATIONS

Community Facilities District No. 2006-1
of the City of Dana Point

33282 Golden Lantern

Dana Point, California 92629

Stifel, Nicolaus & Company, Incorporated
One Montgomery Street, 35" Floor
San Francisco, California 94104

The undersigned authorized representative of Willdan Financial Services Incorporated hereby certifies the
following:

1. Willdan Financial Services Incorporated has served as dissemination agent
with respect to an existing continuing disclosure undertaking of the City of Dana Point (the
“City”) with respect to Community Facilities District No. 2006-1 of the City of Dana Point
(the “District”) for more than five years. During the last five years, the City has no other
outstanding obligations whether for itself or with respect to an assessment district, a
reassessment district or a community facilities district financing.

2. In our role as dissemination agent, we assist in the preparation of the
annual reports required under the undertaking with respect to the District’s outstanding
bonds, and it is our practice to review the content of the filings and the requirements of the
disclosure undertaking to assure that required information is included in each annual report.
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3. The annual reports made for each of the past five years have been made in
a timely manner consistent with the requirements of the applicable undertaking.

4, For the past five years, with respect to significant event notices, such as

those relating to redemption of bonds, notices of the applicable event have been made
within a reasonable time period.

Dated: [Closing Date], 2014 WILLDAN FINANCIAL SERVICES
INCORPORATED

By:

Authorized Representative
APPENDIX K

COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

CLOSING CERTIFICATE OF APPRAISER

The undersigned, on behalf of Harris Realty Appraisal (the “Appraiser”), hereby makes the following
certifications pursuant to Section 8(u) of the Bond Purchase Contract, dated [Purchase Date], 2014 (the
“Purchase Agreement”), by and between the Community Facilities District No. 2006-1 of the City of Dana
Point (the “District”), and Stifel, Nicolaus & Company, Incorporated, as underwriter. Capitalized terms
used herein and not otherwise defined shall have the meanings ascribed to them in the Purchase Agreement.

1. The Appraiser has prepared the appraisal report on the property located within the District, dated
November 10, 2013 (the “Appraisal”).

2. The form of the Appraisal set forth in Appendix C of the Official Statement may be included by the
Underwriter in the Preliminary Official Statement and the Official Statement.

3. All information supplied by the Appraiser for use in the Official Statement is true and correct, and,
as of the date of the Official Statement and as of the date hereof, neither the Appraisal nor the information
under the captions “INTRODUCTION — Appraisal,” and “Professionals Involved in the Offering,”
“SECURITY FOR THE BONDS — Appraised Property Values,” “THE DISTRICT — Value to Lien Ratios;
Fiscal Year 2014-15 Special Tax Levy,” “— Special Tax Levy by Land Use Category,” “— Top Owners of
Taxable Property,” “— Appraised Value to Burden Ratio,” and “— Estimated Value to Lien Ratios,” “RISK
FACTORS — Assessed Property Values and Value-to-Lien Ratios” and “PROFESSIONAL FEES,” contains
any untrue statement of a material fact or omits to state a material fact necessary in order to make the
statements therein, in light of the circumstances under which they were made, not misleading.

4. No events or occurrences have been ascertained by the Appraiser or have come to its attention that
would materially change the opinion set forth in its Appraisal.

Dated: [Closing Date], 2014 HARRIS REALTY APPRAISAL
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By:

Authorized Signatory
COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

RULE 15¢2-12 CERTIFICATE

The undersigned hereby certifies and represents that he is the City Manager of the City of Dana
Point (the “City”), and, as such, is duly authorized pursuant to Resolution No. 13-05-07-03 to execute and
deliver this Certificate and further hereby certifies and reconfirms on behalf of Community Facilities
District No. 2006-1 of the City of Dana Point (the “District”) as follows:

1. This Certificate is delivered in connection with the offering and sale of the
COMMUNITY FACILITIES DISTRICT NO. 2006-1 OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS (the “Bonds”), in order to enable the underwriter of the
Bonds to comply with Securities and Exchange Commission Rule 15¢2-12 under the
Securities Exchange Act of 1934 (the “Rule”).

2. In connection with the offering and sale of the Bonds there has been prepared a
Preliminary Official Statement, setting forth information concerning the Bonds, the District
and the City (the “Preliminary Official Statement”).

3. As used herein, “Permitted Omissions” shall mean the offering price(s), interest
rate(s), selling compensation, aggregate principal amount, principal amount per maturity,
dates of mandatory sinking fund redemption, delivery dates, ratings and other terms of the
Bonds depending on such matters, all with respect to the Bonds.

4. The Preliminary Official Statement is, except for the Permitted Omissions, deemed
final as of its date within the meaning of Rule 15¢2-12.

IN WITNESS WHEREOF, I have hereunto set my hand as of [POS Date], 2014.

COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT

Name:
Title:
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SUPPORTING DOCUMENT D

FIRST SUPPLEMENTAL FISCAL AGENT AGREEMENT

Dated as of January 1, 2014

by and between the

COMMUNITY FACILITIES DISTRICT NO. 2006-1 OF THE
CITY OF DANA POINT

and

WELLS FARGO BANK, NATIONAL ASSOCIATION

as Fiscal Agent
Relating to:
$

Community Facilities District No. 2006-1 of the
City of Dana Point
2014 Special Tax Bonds
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FIRST SUPPLEMENTAL FISCAL AGENT AGREEMENT
$

Community Facilities District No. 2006-1 of the
City of Dana Point
2014 Special Tax Bonds

THIS FIRST SUPPLEMENTAL FISCAL AGENT AGREEMENT (the
“Agreement”) is made and entered into as of January 1, 2014, by and between the Community
Facilities District No. 2006-1 of the City of Dana Point (the “District”), and Wells Fargo Bank,
National Association, a national banking association duly organized and existing under the laws
of the United States of America, as fiscal agent (the “Fiscal Agent”).

RECITALS

A. The City Council of the City of Dana Point (the “City Council”) has formed the
District under the provisions of the Mello-Roos Community Facilities Act of 1982, as amended
(Section 53311, et seq. of the California Government Code) (the “Act”) and Resolution No. 06-
06-14-11 of the City Council of the City of Dana Point adopted on June 14, 2006 (the
“Resolution of Formation”);

B. The City Council, as the legislative body of the District, is authorized under the
Act to levy special taxes to pay for the costs of facilities and services within the District and to
authorize the issuance of bonds secured by said special taxes levied for facilities under the Act;

C. Under the provisions of the Act, on May 7, 2013, the City Council adopted its
Resolution No. 13-05-07-03, which authorized the issuance and sale of the Community Facilities
District No. 2006-1 of the City of Dana Point 2013 Special Tax Bonds (the “2013 Bonds”), in
the aggregate principal amount of not to exceed $17,885,000, provided that such issuance would
be in accordance with the Act and the Fiscal Agent Agreement, and raised funds to pay
additional costs of the project and authorized the execution thereof;

D. The 2013 Bonds refunded the District’s 2008 Special Tax Bonds (the “2008
Bonds”) and raised funds to pay additional costs of the Project;

E. The City Council has determined that it is in the public interest to provide
additional funds to the District through the issuance of the 2014 Special Tax Bonds (the “2014
Bonds”) on parity with the 2013 Bonds;

F. It is in the public interest and for the benefit of the City, the District and the
owners of the 2014 Bonds (the “Owners”) that the District enter into this Agreement to provide
for the issuance of the 2014 Bonds, the disbursement of proceeds of the Bonds, the disposition of
the special taxes securing the 2014 Bonds and the administration and payment of the 2014
Bonds; and
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G. The District has determined that all things necessary to cause the 2014 Bonds,
when executed by the District and issued as in the Act, the Resolution and this Agreement to be
legal, valid and binding, and special obligations of the District in accordance with their terms,
and all things necessary to cause the creation, authorization, execution and delivery of this
Agreement and the creation, authorization, execution and issuance of the 2014 Bonds, subject to
the terms hereof, have in all respects been duly authorized.

NOW, THEREFORE, IN CONSIDERATION of the covenants and provisions herein
set forth and for other valuable consideration the receipt and sufficiency of which are hereby
acknowledged, the parties hereto do hereby agree as follows:

ARTICLE I
STATUTORY AUTHORITY AND DEFINITIONS

Section 1.01 Authority for this Agreement.
This Agreement is entered into pursuant to the provisions of the Act and the Resolution.
Section 1.02 Agreement for Benefit of Owners.

The provisions, covenants and agreements herein set forth to be performed by or on
behalf of the District are for the equal benefit, protection and security of the Owners. All of the
Bonds, without regard to the time or times of their issuance or maturity, will be of equal rank
without preference, priority or distinction of any of the Bonds over any other thereof, except as
expressly provided in or permitted by this Agreement. The Fiscal Agent may become the Owner
of any of the Bonds in its own or any other capacity with the same rights it would have if it were
not Fiscal Agent.

Section 1.03 Definitions.

Unless the context otherwise requires, for all purposes of this Agreement, of any
Supplemental Agreement, and of any certificate, opinion or other document herein mentioned,
the terms defined in this Section 9.03 have the meanings herein specified. All references herein
to “Articles,” “Sections” and other subdivisions are to the corresponding Articles, Sections or
subdivisions of this Agreement, and the words “herein,” “hereof,” “hereunder” and other words
of similar import refer to this Agreement as a whole and not to any particular Article, Section or
subdivision hereof.

“Acquisition Agreement” means that certain Acquisition Agreement by and between the
City of Dana Point and Headlands Reserve LLC, dated as of June 1, 2006, as amended on
November 8, 2006, December 14, 2009 and February 18, 2014 and as it may be further amended
from time to time.

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

“Administrative Expenses” means the following actual or reasonably estimated costs
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directly related to the administration of the District: the costs of computing the Special Taxes
and of preparing the annual Special Tax collection schedules (whether by the Director of
Administrative Services or designee thereof or both); the costs of collecting the Special Taxes
(whether by the County or otherwise); the costs of remitting the Special Taxes to the Fiscal
Agent for the Bonds; the costs of the Fiscal Agent (including its legal counsel) in the discharge
of the duties required of it under this Fiscal Agent Agreement; the costs of the District or its
designee in complying with the disclosure requirements of applicable federal and state securities
laws and of the Act, the District’s Continuing Disclosure Certificate and this Agreement
including those related to public inquiries regarding the Special Tax and disclosures to Owners
and the Original Purchaser; the costs of the District or its designee related to any appeal of the
Special Tax; any amounts required to be rebated to the federal government in order for the City
to comply with Section 5.12; and an allocable share of the salaries of the City staff directly
relating to the foregoing. Administrative Expenses shall also include amounts advanced by the
City for any other administrative purposes of the District, including, but not limited to, costs
related to prepayments of Special Taxes; recordings related to the prepayment, discharge or
satisfaction of Special Taxes; amounts advanced to ensure compliance with Section 5.12; and the
costs of commencing and pursuing to completion any foreclosure action arising from delinquent
Special Taxes.

“Administrative Expense Fund” means the fund by that name established by Section
4.07(A) hereof.

“Agreement” means this First Supplemental Fiscal Agent Agreement, as it may be
amended or supplemented from time to time by any additional Supplemental Agreement adopted
pursuant to the provisions hereof.

“Annual Debt Service” means, for each Bond Year, the sum of (i) the interest due on the
Outstanding Bonds in such Bond Year, assuming that the Outstanding Bonds are retired as
scheduled (including by reason of the provisions of Sections 2.03(A)(iii) and (iv), providing for
mandatory sinking payments), and (ii) the principal amount of the Outstanding Bonds due in
such Bond Year (including any mandatory sinking payment due in such Bond Year pursuant to
Sections 2.03(A)(iii) and (iv).

“Auditor” means the auditor/controller of the County of Orange.

“Authorized Investments” or “Qualified Investments” means, subject to applicable
law:

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

2. Federal Housing Administration debentures.

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

. Federal Home Loan Mortgage Corporation (FHLMC)
Participation certificates (excluded are stripped mortgage securities which
are purchased at prices exceeding their principal amounts)
Senior Debt obligations

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

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

. Federal National Mortgage Association (FNMA)
Senior debt obligations

. Mortgage-backed securities (excluded are stripped mortgage securities
which are purchased at prices exceeding their principal amounts)

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

. Financing Corporation (FICO)
Debt obligations
. Resolution Funding Corporation (REFCORP)
Debt obligations
4. Unsecured certificates of deposit, time deposits, deposit accounts and bankers’

acceptances (having maturities of not more than 30 days) of any bank the short-term obligations
of which are rated “A-1” or better by S&P, including the Fiscal Agent and its affiliates.

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

6. Commercial paper (having original maturities of not more than 270 days rated at
least “A-1+" by S&P and “Prime-1" by Moody’s.
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7. Money market funds rated “AAm” or “Aam-G” by S&P, or better (including
funds for which the Fiscal Agent and its affiliates provide investment advisory or other
management services).

8. “State Obligations,” which means:

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

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

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

0. Pre-refunded municipal obligations rated “AAA” by S & P and “Aaa” by
Moody’s meeting the following requirements:

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

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

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

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

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

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

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

A. The market value of the collateral is maintained at levels and upon such
conditions as would be acceptable to S&P and Moody’s to maintain an “A” rating in an “A”
rated structured financing (with a market value approach);

B. The Fiscal Agent or a third party acting solely as agent therefor or for the
District (the “Holder of the Collateral”) has possession of the collateral or the collateral has been
transferred to the Holder of the Collateral in accordance with applicable state and federal laws
(other than by means of entries on the transferees books);

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

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

E. In the case of Public Securities Association Master Repurchase
Agreements, the repurchase agreement shall provide that if during its term the provider’s rating
by either Moody’s or S&P is withdrawn or suspended or falls below “A-" by S&P or “A3” by
Moody’s, as appropriate, the provider must, at the direction of the District or the Fiscal Agent,
within 10 days of receipt of such direction, repurchase all collateral and terminate the agreement,
with no penalty or premium to the District or Fiscal Agent.

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

11.  Investment agreements with a domestic or foreign bank or corporation the long-
term debt of which or, in the case of a guaranteed corporation the long-term debt, or, in the case
of an insurance company, the long-term debt paying ability, of the guarantor is rated at least
“AA” by S&P and “Aa” by Moody’s; provided that, by the terms of the investment agreement:

A. interest payments are to be made to the Fiscal Agent at times and in
amounts as necessary to pay debt service (or, if the investment agreement is for the Improvement
Fund, construction draws) on the Bonds;
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B. the invested funds are available for withdrawal without penalty or
premium, at any time upon not more than seven days’ prior notice; the District and the Fiscal
Agent hereby agree to give or cause to be given notice in accordance with the terms of the
investment agreement so as to receive funds thereunder with no penalty or premium paid;

C. the investment agreement shall state that it is the unconditional and
general obligation of, and is not subordinated to any other obligation of, the provider thereof;

D. the District and the Fiscal Agent receives the opinion of domestic counsel
(which opinion shall be addressed to the District and the Fiscal Agent) that such investment
agreement is legal, valid, binding and enforceable upon the provider in accordance with its terms
and of foreign counsel (if applicable) in form and substance acceptable, and addressed to the
District, and the Fiscal Agent;

E. the investment agreement shall provide that if during its term

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

(2) the provider’s rating by either S&P or Moody’s is withdrawn or
suspended or falls below “A-" or “A3”, respectively, the provider must, at the direction of the
District or the Fiscal Agent, within 10 days of receipt of such direction, repay the principal of
and accrued but unpaid interest on the investment, in either case with no penalty or premium to
the District or Fiscal Agent;

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

G. The investment agreement must provide that if during its term

(1) the provider shall default in its payment obligations, the provider’s
obligations under the investment agreement shall, at the direction of the District or the Fiscal
Agent be accelerated and amounts invested and accrued, but unpaid interest thereon shall be
repaid to the District or Fiscal Agent, as appropriate; and

(2) the provider shall become insolvent, not pay its debts as they
become due, be declared or petition to be declared bankrupt, etc. (“event of insolvency”), the
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provider’s obligations shall automatically be accelerated and amounts invested and accrued, but
unpaid interest thereon shall be repaid to the District or Fiscal Agent, as appropriate.

12. The State of California’s Local Agency Investment Fund (“LAIF”) established by
Government Code Section 16429.1. The Fiscal Agent may restrict investments in LAIF if
required to keep money available for the purposes of this Agreement.

“Authorized Amount” means the $45,000,000 principal amount of Bonds provided for
in the Acquisition Agreement.

“Authorized Officer” means the City Manager, the Assistant City Manager, the Director
of Administrative Services, or any other officer or employee authorized by the City Council of
the City or by an Authorized Officer to undertake the action referred to in this Agreement as
required to be undertaken by an Authorized Officer.

“Bond Counsel” means Rutan & Tucker, LLP or any attorney or firm of attorneys
selected by the District with expertise in rendering opinions as to the legality and tax-exempt
status of securities issued by public entities.

“Bond Fund” means the fund by that name established by Section 4.05(A).

“Bond Register” means the books for the registration and transfer of Bonds maintained
by the Fiscal Agent under Section 10.08 of the Fiscal Agent Agreement.

“Bond Year” with respect to the 2014 Bonds means the one-year period beginning on
September 2nd in each year and ending on September Ist in the following year, except that the
first Bond Year will begin on the Closing Date and end on September 1, 2014.

“Bonds” means the 2013 Bonds and the 2014 Bonds and any Parity Bonds issued
hereunder.

“2014 Bonds” means Community Facilities District No. 2006-1 of the City of Dana
Point, 2014 Special Tax Bonds.

“2013 Bonds” means the Community Facilities District No. 2006-1 of the City of Dana
Point 2013 Special Tax Bonds.

“Business Day” means any day other than (i) a Saturday or a Sunday, or (ii) a day on
which banking institutions in the state in which the Fiscal Agent has its principal corporate trust
office are authorized or obligated by law or executive order to be closed.

“Capitalized Interest Account” means the fund by that name established as a
subaccount of the Bond Fund by Section 4.05(A).

“CDIAC” means the California Debt and Investment Advisory Commission of the office
of the State Treasurer of the State of California or any successor agency or bureau thereto.

“City” means the City of Dana Point, California.
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“Closing Date” with respect to the 2014 Bonds, means , 2014, being the
date upon which there is delivery of the Bonds in exchange for the amount representing the
purchase price of the 2014 Bonds by the Original Purchaser.

“Code” means the Internal Revenue Code of 1986 as in effect on the date of issuance of
the Bonds or (except as otherwise referenced herein) as it may be amended to apply to
obligations issued on the date of issuance of the Bonds, together with applicable temporary and
final regulations promulgated, and applicable official public guidance published, under the Code.

“Continuing Disclosure Agreement” means the Continuing Disclosure Agreement by
and among the District, Willdan Financial Services as dissemination agent, and the Fiscal Agent,
as Fiscal Agent, dated the Closing Date, as originally executed and as it may be amended from
time to time in accordance with the terms thereof.

“Costs of Issuance” means items of expense payable or reimbursable directly or
indirectly by the District or City and related to the authorization, sale and issuance of the 2014
Bonds, which items of expense include, but are not limited to, printing costs, costs of
reproducing and binding documents, closing costs, filing and recording fees, initial fees and
charges of the Fiscal Agent including its first annual administration fee and fees and expenses of
its counsel, expenses incurred by the District or City in connection with the issuance of the 2014
Bonds and the establishment of the District including costs related to any mitigation agreement
or other agreement related to establishment of the District, special tax consultant fees and
expenses, preliminary engineering fees and expenses, bond underwriter’s discount, legal fees and
charges, including bond counsel, disclosure counsel, financial consultants’ fees, charges for
execution, transportation and safekeeping of the 2014 Bonds and other costs, charges and fees in
connection with the foregoing.

“Costs of Issuance Fund” means the fund by that name established by Section 4.03(A).
“County” means the County of Orange, California.

“DTC” means The Depository Trust Company, New York, New York, and its successors
and assigns.

“Debt Service” means the scheduled amount of interest and amortization of principal
payable by reason of Sections 2.02(D) and 2.03(A)(iii) and (iv) of the Fiscal Agent Agreement
on the Outstanding Bonds during the period of computation, excluding amounts scheduled
during such period which relate to principal which has been retired before the beginning of such
period.

“Depository” means (a) initially, DTC, and (b) any other Securities Depository acting as
Depository pursuant to Section 10.13.

“Developed Property” has the meaning given such term in the Rate and Method of
Apportionment.

“District” means the Community Facilities District No. 2006-1 of the City of Dana Point
formed by the City under the Act and the Resolution of Formation.
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“District Value” means the market value of all parcels of real property in the District
that are subject to the levy of the Special Taxes and not delinquent in the payment of any Special
Taxes then due and owing, including with respect to such nondelinquent parcels, the value of the
then-existing improvements, as determined by reference to (i) an appraisal performed within
three (3) months of the date of issuance of any proposed Parity Bonds by an MAI appraiser (the
“Appraiser”) selected by the City, and/or (ii) the assessed value of nondelinquent parcels and
improvements thereon as shown on the then current County real property tax roll available to the
Authorized Officer, as set forth in the Authorized Officer’s Certificate required in Section
10.14(f) hereof. The City shall not be liable to the Owners, the Original Purchaser or any other
person or entity in respect of any appraisal provided for purposes of this definition or by reason
of any exercise of discretion made by any Appraiser pursuant to this definition.

“Federal Securities” means any of the following which are non-callable and which at
the time of investment are legal investments under the laws of the State of California for funds
held by the Fiscal Agent:

i) direct general obligations of the United States of America (including
obligations issued or held in book entry form on the books of the United States Department of
the Treasury) and obligations, the payment of principal of and interest on which are directly or
indirectly guaranteed by the United States of America, including, without limitation, such of the
foregoing which are commonly referred to as “stripped” obligations and coupons; or

(ii) any of the following obligations of the following agencies of the United
States of America: (a) direct obligations of the Export-Import Bank, (b) certificates of beneficial
ownership issued by the Farmers Home Administration, (c) participation certificates issued by
the General Services Administration, (d) mortgage-backed bonds or pass-through obligations
issued and guaranteed by the Government National Mortgage Association, (e) project notes
issued by the United States Department of Housing and Urban Development, and (f) public
housing notes and bonds guaranteed by the United States of America.

“Final Map Property” has the meaning given such term in the Rate and Method of
Apportionment.

“First Supplement Fiscal Agent Agreement” or “Agreement” means this First
Supplemental Fiscal Agent Agreement, dated as of January 1, 2014, supplementing the Fiscal
Agent Agreement, both by and between the District and the Fiscal Agent.

“Fiscal Agent” means Wells Fargo Bank, National Association, as the Fiscal Agent
appointed by the District and acting as an independent fiscal agent with the duties and powers
herein provided, its successors and assigns, and any other corporation or association which may
at any time be substituted in its place, as provided in Section 7.01.

“Fiscal Agent Agreement” means that Fiscal Agent Agreement, dated as of June 1,
2013, by and between the District and the Fiscal Agent, as amended by this First Supplemental
Fiscal Agent Agreement and future supplemental agreements.

“Fiscal Year” means the twelve-month period extending from July 1 in a calendar year
to June 30 of the succeeding year, both dates inclusive.
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“Improvement Fund” means the fund by that name established pursuant to Section
4.02(A) of the Fiscal Agent Agreement.

“Independent Financial Consultant” means any consultant or firm of such consultants
appointed by an Authorized Officer, and who, or each of whom: (i) is judged by the Authorized
Officer to have experience in matters relating to the issuance and/or administration of bonds
under the Act; (ii) is in fact independent and not under the domination of the City or the District;
(ii1) does not have any substantial interest, direct or indirect, with or in the City or the District, or
any owner of real property in the City or the District, or any real property in the District; and
(iv) is not connected with the District as an officer or employee of the City, but who may be
regularly retained to make reports to the City or the District.

“Information Services” means the Municipal Securities Rulemaking Board Electronic
Municipal Market Access (EMMA) system accessible at the emma.msrb.org website, and, in
accordance with then current guidelines of the Securities and Exchange Commission, such other
services providing information with respect to called bonds as the Authority may designate in a
Written Request delivered to the Fiscal Agent.

“Interest Payment Dates” means March 1 and September 1 of each year, commencing
September 1, 2014.

“Master Developer” means Headlands Reserve LLC, a Delaware limited liability
company, or its assignee pursuant to the Acquisition Agreement.

“Maximum Annual Debt Service” means the largest Annual Debt Service for any Bond
Year after the calculation is made through the final maturity date of any Outstanding Bonds.

“Moody’s” means Moody’s Investors Service, and any successor thereto.

“Ordinance” means any ordinance adopted by the legislative body of District providing
for the levy of the Special Taxes.

“Original Purchaser” means the first purchaser of the Bonds from the District.

“Outstanding”, when used as of any particular time with reference to Bonds and Parity
Bonds, means (subject to the provisions of Section 8.04 of the Fiscal Agent Agreement) all
Bonds except: (i) Bonds and Parity Bonds theretofore canceled by the Fiscal Agent or
surrendered to the Fiscal Agent for cancellation; (ii) Bonds and Parity Bonds paid or deemed to
have been paid within the meaning of Section 9.03 of the Fiscal Agent Agreement; and (iii)
Bonds and Parity Bonds in lieu of or in substitution for which other Parity Bonds have been
authorized, executed, issued and delivered by the District pursuant to this Agreement or any
Supplemental Agreement.

“Owner” means any person who is the registered owner of any Outstanding Bond.

“Parity Bonds” means any bonds issued by the District on a parity with any then
Outstanding Bonds, pursuant to Section 12.14 of the Fiscal Agent Agreement.
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“Participating Underwriter” has the meaning ascribed thereto in the Continuing
Disclosure Agreement.

“Principal Office” means the principal corporate trust office of the Fiscal Agent set forth
in Section 9.06 of the Fiscal Agent Agreement or such other or additional offices as may be
designated by the Fiscal Agent. In the case of registration, payment, transfer, and presentation of
Bonds, such principal corporate trust office located in Minneapolis, Minnesota.

“Project” means the facilities more particularly described in the Resolution of
Formation.

“Rate and Method of Apportionment” or “RMA” means the Rate and Method of
Apportionment approved by the qualified electors of the District on June 14, 2006 and attached
as Exhibit B to the Notice of Special Tax Lien recorded in the Official Records of the County of
Orange on June 20, 2006 as Doc. No. 2006000411690.

“Record Date” means the fifteenth day of the month preceding the month of the
applicable Interest Payment Date, whether or not such day is a Business Day.

“Reserve Fund” means the fund by that name established pursuant to Section 4.04(A) of
the Fiscal Agent Agreement.

“Reserve Requirement” means, as of any date of calculation by the District, an amount
equal to the least of (i) the then Maximum Annual Debt Service, (ii) one hundred twenty-five
percent (125%) of the then average Annual Debt Service, or (iii) ten percent (10%) of the initial
principal amount of the Bonds issued hereunder and initially shall mean an amount equal to

$

“Resolution” means Resolution No. , adopted by the City Council of the City
on January 21, 2014, authorizing issuance of the Bonds.

“Resolution of Formation” means Resolution No. 06-06-14-11 adopted by the City
Council on June 14, 2006.

“S&P” means Standard & Poor’s Ratings Service, a division of The McGraw-Hill
Companies, Inc, and any successor thereto.

“Securities Depositories” means The Depository Trust Company, 55 Water Street, New
York, New York 10041-0099, Fax (212) 855-3274; and, in accordance with then current
guidelines of the Securities and Exchange Commission, such other addresses and such other
securities depositories as the District may designate in a written direction of an Authorized
Officer delivered to the Fiscal Agent.

“Special Tax Fund” means the fund by that name established by Section 4.06(A) of the
Fiscal Agent Agreement.

“Special Tax Prepayments” means the proceeds of any Special Tax prepayments
received by the District, as calculated pursuant to the Rate and Method of Apportionment, less
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any administrative fees or penalties collected as part of any such prepayment.

“Special Tax Prepayments Subaccount” means the account by that name established
by Section 4.05(A) of the Fiscal Agent Agreement.

“Special Tax Revenues” means the proceeds of the Special Taxes received by the
District, including any scheduled payments and any prepayments thereof, interest and penalties
thereon and proceeds of the redemption or sale of property sold as a result of foreclosure of the
lien of the Special Taxes to the amount of said lien, penalties and interest thereon.

“Special Taxes” means the Facilities Maximum Annual Special Tax (as defined in the
Rate and Method of Apportionment) levied within the District pursuant to the Act, the
Ordinance, the Rate and Method of Apportionment and this Agreement.

“Supplemental Agreement” means an agreement the execution of which is authorized
by a resolution that has been duly adopted by the legislative body of the District under the Act
and which agreement amends or supplements this Agreement, but only if and to the extent that
such agreement is specifically authorized under this Agreement.

“Tax Consultant” means any independent financial or tax consultant retained by the
District for the purpose of computing the Special Taxes.

ARTICLE X
2014 BONDS

Section 10.01 Principal Amount; Designation.

2014 Bonds in the aggregate principal amount of Million Hundred

Thousand Dollars ($ ) are hereby authorized to be issued by the District

under and subject to the terms of the Resolution and this Agreement, the Act and other

applicable laws of the State of California. The Bonds shall be designated as the “Community
Facilities District No. 2006-1 of the City of Dana Point 2014 Special Tax Bonds.”

Section 10.02 Terms of the Bonds.
(A) Form; Denominations.

The 2014 Bonds shall be issued as fully registered Bonds without coupons in the
denomination of $5,000 or any integral multiple in excess thereof

(B) Date of 2014 Bonds.
The 2014 Bonds shall be dated the Closing Date.
© CUSIP Identification Numbers.

“CUSIP” identification numbers shall be imprinted on the 2014 Bonds, but such numbers
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will not constitute a part of the contract evidenced by the 2014 Bonds and any error or omission
with respect thereto shall not constitute cause for refusal of any purchaser to accept delivery of
and pay for the 2014 Bonds. In addition, failure on the part of the District or the Fiscal Agent to
use such CUSIP numbers in any notice to Owners shall not constitute an event of default or any
violation of the District’s contract with such Owners and shall not impair the effectiveness of any
such notice.

(D) Maturities, Interest Rates.

The 2014 Bonds shall mature and become payable on September 1 in each of the years,
and shall bear interest at the rates per annum, as follows:

Maturity Date
Bond Component (September 1) Principal Amount Interest Rate
Serial Bond:
Term Bond:
Term Bond 2045:
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(E) Interest.

The Bonds shall bear interest at the rates set forth above payable on the Interest Payment
Dates in each year. Interest shall be calculated on the basis of a 360-day year composed of
twelve 30-day months. Each Bond shall bear interest from the Interest Payment Date preceding
the date of authentication thereof unless (i) it is authenticated on an Interest Payment Date, in
which event it shall bear interest from such date of authentication, or (i) it is authenticated prior
to an Interest Payment Date and after the close of business on the Record Date preceding such
Interest Payment Date, in which event it shall bear interest from such Interest Payment Date, or
(ii1) it is authenticated prior to the Record Date preceding the first Interest Payment Date, in
which event it shall bear interest from the Closing Date; provided, however, that if at the time of
authentication of a Bond, interest is in default thereon, such Bond shall bear interest from the
Interest Payment Date to which interest has previously been paid or made available for payment
thereon.

) Method of Payment.

Interest on the Bonds (including the final interest payment upon maturity or earlier
redemption) is payable by check of the Fiscal Agent mailed on the Interest Payment Dates by
first class mail to the registered Owner thereof at the registered Owner’s address as it appears on
the registration books maintained by the Fiscal Agent at the close of business on the Record Date
preceding the Interest Payment Date, or by wire transfer (i) to the Depository (so long as the
Bonds are in book-entry form pursuant to Section 10.13), or (ii) to an account within the United
States made on such Interest Payment Date upon written instructions of any Owner of
$1,000,000 or more in aggregate principal amount of Bonds, which instructions shall continue in
effect until revoked in writing, or until such Bonds are transferred to a new Owner. The
principal of the Bonds and any premium on the Bonds are payable by check in lawful money of
the United States of America upon surrender of the Bonds at the Principal Office of the Fiscal
Agent. All Bonds paid by the Fiscal Agent pursuant to this Section shall be canceled by the
Fiscal Agent. The Fiscal Agent shall destroy the canceled Bonds and issue a certificate of
destruction thereof to the District, if it so requests.

Section 10.03 Redemption.
(A) Redemption Dates.
(i) Optional Redemption.

The 2014 Bonds are subject to optional call and redemption prior to maturity, as a whole
or in part, with maturities to be determined by the District and by lot within a maturity, on any
Interest Payment Date on or after , from funds derived by the District from any
source, at a redemption price (expressed as a percentage of the principal amount of the 2014
Bonds to be redeemed), as set forth below, together with accrued interest thereon to the date
fixed for redemption:

Redemption Dates Redemption Prices
March 1, 20 to and including 103%
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March 1,20

September 1, 20 and March 1, 102
20

September 1, 20  and March 1, 101
20

September 1, 20 and thereafter 100

(ii) Special Mandatory Redemption from Special Tax Prepayments.

The 2014 Bonds are subject to special mandatory redemption prior to maturity, as a
whole or in part, to be determined by the District and by lot within a maturity, on any Interest
Payment Date on or after March 1, 20 from prepayments of the Special Tax deposited in the
Special Tax Prepayments Subaccount established under the Fiscal Agent Agreement, at a
redemption price (expressed as a percentage of the principal amount of Bonds called for
redemption) as set forth below, together with accrued interest thereon to the date fixed for
redemption:

Redemption Dates Redemption Prices

March 1,20 to and including 103%
March 1,20

September 1, 20 and March 1, 102
20

September 1, 20  and March 1, 101
20

September 1, 20 and thereafter 100

(iii) Mandatory Sinking Payment Redemption.

The 2014 Bonds maturing on September 1, 20 (the “20  Term Bonds”), are subject to
mandatory sinking payment redemption in part on September 1, 20, and on each September 1
thereafter to maturity, by lot, at a redemption price equal to the principal amount thereof to be
redeemed, together with accrued interest to the date fixed for redemption, without premium,
from sinking payments as follows:

Redemption Date
(September 1) Sinking Payments

The 2014 Bonds maturing on September 1, 2045 (the “2045 Term Bonds”™), are subject to
mandatory sinking payment redemption in part on September 1, 20, and on each September 1
thereafter to maturity, by lot at a redemption price equal to the principal amount thereof to be
redeemed, together with accrued interest to the date fixed for redemption, without premium,
from sinking payments as follows:
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Redemption Date
(September 1) Sinking Payments

The amounts in the foregoing tables shall be reduced as a result of any prior partial
redemption of the Bonds pursuant to Section 10.03(A)(i) or (ii) above as specified in writing by
an Authorized Officer to the Fiscal Agent, pro rata among sinking fund payments.

Section 10.04 Form of 2014 Bonds.

The 2014 Bonds, the form of Fiscal Agent’s certificate of authentication and the form of
assignment, to appear thereon, shall be substantially in the forms, respectively, set forth in
Exhibit A attached hereto and by this reference incorporated herein, with necessary or
appropriate variations, omissions and insertions, as permitted or required by this Agreement, the
Resolution and the Act.

ARTICLE XI
FUNDS AND ACCOUNTS

Section 11.01 Deposits of 2014 Bond Proceeds.

The proceeds of the purchase of the 2014 Bonds by the Original Purchaser in the amount
of § thereof shall be paid to the Fiscal Agent, who shall forthwith set aside, pay over
and deposit such proceeds on the Closing Date as follows:

A § to the Reserve Fund (being an amount necessary to bring the balance in
the Reserve Fund up to the Reserve Requirement as of the Closing Date);

B $ to the Costs of Issuance Fund;

< 9 to the Capitalized Interest Account of the Bond Fund (being an
amount sufficient to cover interest payments due on the 2014 Bonds through September 1, 2014).

D)y § to the Administrative Expense Fund; and

(E) $ to the Improvement Fund.

The Fiscal Agent may, in its discretion, establish a temporary fund or account in its books
and records to facilitate such transfers.
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ARTICLE XII
EFFECT OF SUPPLEMENTAL INDENTURE

Section 12.01 Effect of Supplemental Indenture

This Agreement constitutes a Supplemental Agreement within the meaning of the
Fiscal Agent Agreement. The 2014 Bonds constitute parity bonds within the meaning of
Section 2.14 of the Fiscal Agent Agreement. Unless stated otherwise herein, all provisions
of the Fiscal Agent Agreement shall apply in full force to the 2013 Bonds and the 2014
Bonds. If, and to the extent, the Indenture refers to any fund, account, subaccount, or
other accounting classification where money or funds are deposited or placed in reference
to the 2013 Bonds, said provisions shall equally apply, except as expressly provided herein,
to the 2014 Bonds.

[Signature Page Follows]
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IN WITNESS WHEREOF, the District and the Fiscal Agent have caused this Fiscal
Agent Agreement to be executed as of the date first above written.

COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT

By:

Steven H. Weinberg,

Mayor of the City of Dana Point on behalf of
Community Facilities District No. 2006-1 of the
City of Dana Point

WELLS FARGO BANK, NATIONAL
ASSOCIATION, as Fiscal Agent

By:
Authorized Officer

EXHIBIT A
FORM OF BOND

No. $

UNITED STATES OF AMERICA

STATE OF CALIFORNIA
COMMUNITY FACILITIES DISTRICT NO. 2006-1 OF THE
CITY OF DANA POINT
2014 SPECIAL TAX BOND
INTEREST RATE MATURITY DATE DATED CUSIP
% September 1, ,2014 235839

REGISTERED OWNER: CEDE & CO.
PRINCIPAL AMOUNT: THOUSAND DOLLARS

The Community Facilities District No. 2006-1 of the City of Dana Point (the “District”),
for value received, hereby promises to pay solely from the Special Tax (as hereinafter defined) to
be collected in the District or from amounts in the funds and accounts held under the Agreement
(as hereinafter defined), to the registered owner named above, or registered assigns, on the
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maturity date set forth above, unless redeemed prior thereto as hereinafter provided, the principal
amount set forth above, and to pay interest on such principal amount from the Dated Date set
forth above, or from the most recent interest payment date to which interest has been paid or duly
provided for, semiannually on March 1 and September 1, commencing September 1, 2014 (each
an “Interest Payment Date”), at the interest rate set forth above, until the principal amount hereof
is paid or made available for payment. The principal of this Bond is payable to the registered
owner hereof in lawful money of the United States of America upon presentation and surrender
of this Bond at the Principal Office (as defined in the Agreement referred to below) of Wells
Fargo Bank, National Association (the “Fiscal Agent”) in Minneapolis, Minnesota. Interest on
this Bond shall be paid by check of the Fiscal Agent mailed on each interest payment date to the
registered owner hereof as of the close of business on the 15th day of the month preceding the
month in which the interest payment date occurs whether or not such day is a Business Day (the
“Record Date”) at such registered owner’s address as it appears on the registration books
maintained by the Fiscal Agent, or (i) to the Depository Trust Company (so long as the Bonds
are in book-entry-only form), or (ii) otherwise upon written request filed with the Fiscal Agent
prior to any Record Date by a registered owner of at least $1,000,000 in aggregate principal
amount of Bonds, by wire transfer in immediately available funds to the depository for the bonds
or to an account in the United States designated by such registered owner in such written request,
respectively.

The issuance of this Bond was authorized by the qualified electors of the District
pursuant to the Mello-Roos Community Facilities Act of 1982, as amended, Sections 53311, et
seq., of the California Government Code (the “Mello-Roos Act”) for the purpose of financing
and refinancing the construction and acquisition of certain public facilities within and in the
vicinity of the District (the “Project”), and is one of the Bonds designated “Community Facilities
District No. 2006-1 of the City of Dana Point 2014 Special Tax Bonds” (the “Bonds”) in the
aggregate principal amount of $ . The creation of the Bonds and the terms and
conditions thereof are provided for by resolution adopted by the City Council of the City on
May 7, 2013 (the “Resolution”), and the Fiscal Agent Agreement, dated as of June 1, 2013,
between the District and the Fiscal Agent, as amended and supplemented by the First
Supplemental Fiscal Agent Agreement, dated as of January 1, 2014, by and between the District
and the Fiscal Agent, and this reference incorporates the Resolution and the Agreement herein,
and by acceptance hereof the owner of this Bond assents to said terms and conditions. The
Resolution is adopted and the Agreement is entered into under, and this Bond is issued under,
and all are to be construed in accordance with, the laws of the State of California. All capitalized
terms used herein, unless defined herein, shall have the meaning given such terms in the
Agreement.

Pursuant to the Mello-Roos Act, the Agreement and the Resolution, the principal of and
interest on this Bond are payable solely from the annual facilities special tax authorized under
the Mello-Roos Act to be collected within the District (the “Special Tax’’) and certain funds held
under the Agreement.

Interest shall be calculated on the basis of a 360 day year composed of twelve 30 days
months. Interest on this Bond shall be payable from the interest payment date preceding the date
of authentication hereof, unless (i) it is authenticated on an interest payment date, in which event
it shall bear interest from such date of authentication, or (ii) it is authenticated prior to an Interest
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Payment Date and after the close of business on the Record Date preceding such Interest
Payment Date, in which event it shall bear interest from such Interest Payment Date, or (ii1) such
date of authentication is prior to the Record Date preceding the first Interest Payment Date, in
which event interest will be payable from the Dated Date set forth above; provided however, that
if at the time of authentication of this Bond, interest is in default hereon, this Bond shall bear
interest from the Interest Payment Date to which interest has previously been paid or made
available for payment hereon.

Payment hereof shall be limited to the Special Tax, except to the extent that provision for
payment has been made by the District, as may be permitted by law. The Bonds do not
constitute obligations of the District for which the District is obligated to levy or pledge, or has
levied or pledged, general or special taxation other than described hereinabove.

The Bonds are subject to optional call and redemption prior to maturity, as a whole or in
part, with maturities to be determined by the District and by lot within a maturity, on any Interest
Payment Date on or after , from funds 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), as set forth below, together with accrued interest thereon to the date fixed for
redemption:

Redemption Dates Redemption Prices

March 1, 20 to and including 103%
March 1,20

September 1, 20 and March 1, 102
20

September 1, 20  and March 1, 101
20

September 1,20 and thereafter 100

The Bonds are subject to special mandatory redemption prior to maturity, as a whole or in
part, to be determined by the District and by lot within a maturity, on any Interest Payment Date
on or after from prepayments of the Special Tax deposited in the Special Tax
Prepayments Subaccount established under the Fiscal Agent Agreement, at a redemption price
(expressed as a percentage of the principal amount of Bonds called for redemption) as set forth
below, together with accrued interest thereon to the date fixed for redemption:

Redemption Dates Redemption Prices

March 1, 20 to and including 103%
March 1,20

September 1, 20 and March 1, 102
20

September 1, 20  and March 1, 101
20

September 1, 20 and thereafter 100

The Bonds maturing on September 1, 20 (the “20_ Term Bonds”), are subject to
mandatory sinking payment redemption in part on September 1, 20, and on each September 1
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thereafter to maturity, by lot at a redemption price equal to the principal amount thereof to be
redeemed, together with accrued interest to the date fixed for redemption, without premium,
from sinking payments as follows:

Redemption Date
(September 1) Sinking Payments

The Bonds maturing on September 1, 20 (the “20  Term Bonds”), are subject to
mandatory sinking payment redemption in part on September 1, 20, and on each September 1
thereafter to maturity, by lot at a redemption price equal to the principal amount thereof to be
redeemed, together with accrued interest to the date fixed for redemption, without premium,
from sinking payments as follows:

Redemption Date
(September 1) Sinking Payments

In the event of a redemption of less than all of the Bonds, the Bonds shall be redeemed by
lot within a maturity, and among maturities in the manner specified in the Agreement. Notice of
redemption with respect to the Bonds to be redeemed shall be given to the registered owners
thereof, in the manner, to the extent and subject to the provisions of the Agreement.

This Bond shall be registered in the name of the owner hereof, as to both principal and
interest. Each registration and transfer of registration of this Bond shall be entered by the Fiscal
Agent in books kept by it for this purpose and authenticated by its manual signature upon the
certificate of authentication endorsed hereon.

No transfer or exchange hereof shall be valid for any purpose unless made by the
registered owner, by execution of the form of assignment endorsed hereon, and authenticated as
herein provided, and the principal hereof, interest hereon and any redemption premium shall be
payable only to the registered owner or to such owners order. The Fiscal Agent shall require the
registered owner requesting transfer or exchange to pay any tax or other governmental charge
required to be paid with respect to such transfer or exchange. No transfer or exchange hereof
shall be required to be made (i) fifteen days prior to the date established by the Fiscal Agent for
selection of Bonds for redemption, (ii) with respect to a Bond after such Bond has been selected
for redemption, or (iii) between a Record Date and the succeeding interest Payment Date.
Exchanges may only be made for Bonds in authorized denominations as provided in the
Agreement.
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The Agreement and the rights and obligations of the District thereunder may be modified
or amended as set forth therein.

The Agreement contains provisions permitting the District to make provision for the
payment of the interest on, and the principal and premium, if any, of any of the Bonds so that the
Bonds shall no longer be deemed to be outstanding under the terms of the Agreement.

The Bonds are not general obligations of the District, but are special obligations of the
District payable solely from the Special Tax Revenues and funds pledged therefor under the
Agreement. Neither the faith and credit nor the taxing power of the City (except to the limited
extent set forth therein), the County or the State of California or any political subdivision thereof
is pledged to the payment of the Bonds.

This Bond shall not become valid or obligatory for any purpose until the certificate of
authentication and registration hereon endorsed have been dated and signed by the Fiscal Agent.

UNLESS THIS BOND IS PRESENTED BY AN AUTHORIZED REPRESENTATIVE
OF THE DEPOSITORY TRUST COMPANY TO THE FISCAL AGENT FOR
REGISTRATION OF TRANSFER, EXCHANGE OR PAYMENT, AND ANY BOND ISSUED
IS REGISTERED IN THE NAME OF CEDE & CO. OR SUCH OTHER NAME AS
REQUESTED BY AN AUTHORIZED REPRESENTATIVE OF THE DEPOSITORY TRUST
COMPANY AND ANY PAYMENT IS MADE TO CEDE & CO., ANY TRANSFER, PLEDGE
OR OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY PERSON IS
WRONGFUL SINCE THE REGISTERED OWNER HEREOF, CEDE & CO., HAS AN
INTEREST HEREIN.

IT IS HEREBY CERTIFIED, RECITED AND DECLARED that all acts, conditions and
things required by law to exist, happen and be performed precedent to and in the issuance of this
Bond have existed, happened and been performed in due time, form and manner as required by
law, and that the amount of this Bond does not exceed any debt limit prescribed by the laws or
Constitution of the State of California.

[Signature Page Follows]
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IN WITNESS WHEREOF, Community Facilities District No. 2006-1 of the City of Dana
Point has caused this Bond to be signed on behalf of the District by the Mayor of the City of
Dana Point by his manual signature and countersigned by the manual signature of the City Clerk.

COMMUNITY FACILITIES DISTRICT NO.
2006-1 OF THE CITY OF DANA POINT

By:
Steven H. Weinberg,
Mayor of the City of Dana Point on behalf
of Community Facilities District No. 2006-
1 of the City of Dana Point
ATTEST:
By:
Kathy M. Ward,
City Clerk of the City of Dana Point
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FISCAL AGENT’S CERTIFICATE OF AUTHENTICATION

This is one of the Bonds described in the Resolution and in the Agreement which has
been authenticated on

WELLS FARGO BANK, NATIONAL ASSOCIATION,
as Fiscal Agent
By:

Authorized Officer
ASSIGNMENT

For value received the wundersigned hereby sells, assigns and transfers unto

(Name, Address
and Tax Identification or Social security Number Of Assignee) the within-registered Bond and
hereby Irrevocably constitutes and appoints(s)
attorney, to transfer the same on the registration books
of the Fiscal Agent with full power of substitution in the premises.

Dated:

Signature Guaranteed:

Note: Signature(s) Note: The signatures on
must be guaranteed by an eligible this Assignment must correspond with the
guarantor. name(s) as written on the face of the within

Bond in every particular without alteration or
enlargement or any change whatsoever
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SUPPORTING DOCUMENT E
PRELIMINARY OFFICIAL STATEMENT DATED , 2014
NEW ISSUE - FULL BOOK-ENTRY NO RATING APPLIED FOR

In the opinion of Rutan & Tucker, LLP, Costa Mesa, California (“Bond Counsel”), based upon an analysis of existing
laws, regulations, rulings and court decisions, and assuming, among other matters, the accuracy of certain representations and
compliance with certain covenants and agreements, interest on the Bonds is excluded from gross income for federal income tax
purposes under Section 103 of the Internal Revenue Code of 1986 and is exempt from State of California personal income taxes. In
the opinion of Bond Counsel, interest on the Bonds is not a specific preference item for purposes of the federal individual or
corporate alternative minimum taxes, although Bond Counsel observes that such interest is included in adjusted current earnings
when calculating corporate alternative minimum taxable income. Bond Counsel expresses no opinion regarding any other tax
consequences related to the ownership or disposition of, or the accrual or receipt of interest on, the Bonds. See “TAX MATTERS.”

$[Principal Amount - 24,625,000]
COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

Dated: Date of Delivery Due: September 1, as shown below

This cover page contains certain information for general reference only. It is not a summary of this issue. Investors are advised to
read the entire Official Statement to obtain information essential to the making of an informed investment decision.

The Community Facilities District No. 2006-1 of the City of Dana Point (the “District”) 2014 Special Tax Bonds (the “Bonds”) are
being issued in the aggregate principal amount of $[Principal Amount - 24,625,000]." The Bonds are being issued by the District in order to
(1) finance the acquisition and/or construction of certain public improvements serving the property within the District (the “Facilities™), (ii)
increase the amount on deposit in the reserve fund to the Reserve Requirement applicable upon issuance of the Bonds, (iii) pay capitalized
interest on the Bonds through September 1, 2014, and (iv) pay the costs related to the issuance of the Bonds. See “ESTIMATED SOURCES
AND USES OF PROCEEDS,” “FACILITIES FINANCED WITH BOND PROCEEDS” and “THE HEADLANDS RESERVE
DEVELOPMENT.”

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 California Government Code) (the “Act”). The Bonds are being issued pursuant to a resolution (the “Authorizing Resolution”)
of the City Council (the “City Council”) of the City of Dana Point (the “City”), acting as the legislative body of the District, and a Fiscal
Agent Agreement, dated as of June 1, 2013 (the “Original Fiscal Agent Agreement”), as supplemented by a First Supplemental Fiscal Agent
Agreement, dated as of [Authorization Month] 1, 2014, by and between the District and Wells Fargo Bank, National Association, as fiscal
agent (the “Fiscal Agent”) (the “Supplemental Fiscal Agent Agreement” and together, with the Original Fiscal Agent Agreement, the “Fiscal
Agent Agreement”). The Bonds are payable from the revenues generated by a Special Tax (as defined herein) to be levied on the taxable real
property within the District. The Special Tax will be levied in accordance with the rate and method of apportionment approved by the City
Council, acting as the legislative body of the District, and the qualified electors within the District. The Bonds are payable on a basis co-
equal to the District’s 2013 Bonds presently outstanding in the amount of $17,885,000. See “THE BONDS,” “SECURITY FOR THE
BONDS — Pledge Under Fiscal Agent Agreement; Special Tax Revenues,” and APPENDIX B — “Rate and Method of Apportionment.”

The Bonds will be dated the date of their delivery, will be available in denominations of $5,000 or integral multiples thereof (the
“Authorized Denominations”), and will mature in the years and amounts as set forth in the Maturity Schedule on the inside cover. Interest on
the Bonds is payable on March 1 and September 1 of each year, commencing September 1, 2014.

%reliminary, subject to change.
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The Bonds are subject to optional redemption, special mandatory redemption from prepayment of Special Taxes and
mandatory sinking payment redemption as described herein.

The Bonds will be delivered in fully-registered form only and, when executed and delivered, will be registered in the name of
Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities depository for the
Bonds. Beneficial ownership interests in the Bonds may be purchased in book-entry form only in the Authorized Denominations, as
described in this Official Statement. See APPENDIX G — “Book-Entry-Only System.”

EXCEPT WITH RESPECT TO THE SPECIAL TAXES OF THE DISTRICT, NEITHER THE FULL FAITH AND
CREDIT NOR THE TAXING POWER OF THE CITY, THE DISTRICT, THE STATE OF CALIFORNIA (THE “STATE”), OR
ANY POLITICAL SUBDIVISION OF THE STATE IS PLEDGED TO THE PAYMENT OF THE BONDS. THE BONDS ARE
NOT GENERAL OBLIGATIONS OF THE CITY OR THE DISTRICT, BUT ARE SPECIAL OBLIGATIONS OF THE
DISTRICT PAYABLE SOLELY FROM SPECIAL TAXES AND FROM AMOUNTS IN CERTAIN OF THE FUNDS CREATED
UNDER THE FISCAL AGENT AGREEMENT, ALL AS MORE FULLY DESCRIBED HEREIN.

The Bonds are offered when, as, and if issued by the District and accepted by the Underwriter, subject to the approval as to their
legality of Rutan & Tucker, LLP, Costa Mesa, California, Bond Counsel, and certain other conditions. Certain legal matters will be passed
upon for the Underwriter by McFarlin & Anderson LLP, Laguna Hills, California, and for the City and the District by Rutan & Tucker, LLP,
as City Attorney. It is anticipated that the Bonds will be available in book-entry form for delivery through the facilities of DTC on or about
[Closing Date], 2014.

[INSERT LOGO:

STIFEL

Dated: [Purchase Date], 2014
MATURITY SCHEDULE

$[Principal Amount - 24,625,000 —
COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

$  Serial Bonds
Base CUSIP® No. 235839

Maturity Principal ~ Interest CuUsIP® Maturity Principal Interest CUSIP®
(September 1) Amount Rate Yield No. ' (September 1) Amount Rate Yield No. '
2015 $ % % 2025 $ % %
2016 2026
2017 2027
2018 2028
2019 2029
2020 2030
2021 2031
2022 2032
2023 2033
2024 20
$ % 2014 Term Bonds due September 1,20 Yield % CUSIP® No. 235839 ¥

%reliminary, subject to change.
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$ % 2014 Term Bonds due September 1, 2045 Yield % CUSIP®No.235839 '

T CUSIP" is a registered trademark of the American Bankers Association. Copyright 1999-2014 by Standard & Poor’s CUSIP Service

Bureau, a division of The McGraw-Hill Companies, Inc. CUSIP® data herein is provided by CUSIP Global Services, managed by Standard
& Poor’s Financial Services LLC on behalf of The American Bankers Association. This data is not intended to create a database and does
not serve in any way as a substitute for CUSIP Global Services. Neither the Underwriter nor the District is responsible for the selection or
correctness of the CUSIP® numbers set forth herein.

CITY OF DANA POINT
City Council

Lisa A. Bartlett, Mayor
Steven H. Weinberg, Mayor Pro Tem
William P. Brough, Council Member

Carlos N. Olvera, Council Member
Scott Schoeffel, Council Member

City Officials and Staff

Douglas C. Chotkevys, City Manager
Mike Killebrew, Assistant City Manager
A. Patrick Munoz, City Attorney
Kathy M. Ward, City Clerk

SPECIAL SERVICES
Bond Counsel

Rutan & Tucker, LLP
Costa Mesa, California

Underwriter’s Counsel

McFarlin & Anderson LLP
Laguna Hills, California

Financial Advisor

Fieldman, Rolapp & Associates, Inc.
Irvine, California

Special Tax Consultant

Willdan Financial Services Incorporated
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Temecula, California
Appraiser

Harris Realty Appraisal
Newport Beach, California

Fiscal Agent

Wells Fargo Bank, National Association
Los Angeles, California
GENERAL INFORMATION ABOUT THE OFFICIAL STATEMENT

Use of Official Statement. This Official Statement is submitted in connection with the offer and
sale of the Bonds referred to herein and may not be reproduced or used, in whole or in part, for any other
purpose. This Official Statement is not to be construed as a contract with the purchasers of the Bonds.
All information for investors regarding the District and the Bonds is contained in this Official Statement.
While the City maintains an internet website for various purposes, none of the information on this
website is intended to assist investors in making any investment decision or to provide any continuing
information with respect to the Bonds or any other bonds or obligations of the District or the City.

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

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

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

provisions.

Stabilization of Prices. In connection with this offering, the Underwriter may over allot or
effect transactions which 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 others at prices lower than the
public offering prices set forth on the inside cover page hereof and said public offering prices may be

changed from time to time by the Underwriter.

THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, IN RELIANCE UPON AN EXEMPTION FROM THE REGISTRATION
REQUIREMENTS CONTAINED IN SUCH ACT. THE BONDS HAVE NOT BEEN REGISTERED
OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE.
TABLE OF CONTENTS

INTRODUCTION .....ooiiiieieiieieieeeeee 86
General.......ooeeverieniii 86
The District and Property Ownership ......... 86
Authorization and Purpose of Bonds........... 88
Future Series of Bonds........c.cccooeeviinenee. 89
The Development...........cccoevveeiieniieniennnnne 89
Security for the Bonds .........ccceevvvvieieennnen. 89
APPraisal ........cceevieviieiiienieeieeeee e 90
Continuing Disclosure ..........ccceecvveeenennee. 90
Forward Looking Statements...................... 91
Special Obligations...........cccccveeeevveerveeenneen. 91
Professionals Involved in the Offering ....... 92
ESTIMATED SOURCES AND

USES OF PROCEEDS ......ccccoovviiniiiennne 92
THE BONDS ..ot 93
General Provisions..........ccceeeveeeveenieenvennnen. 93
Redemption Provisions............cccceeevveennennne 93
Debt Service for the Bonds............cc.......... 96
SECURITY FOR THE BONDS................. 97
Pledge @ Under  Fiscal = Agent

Agreement; Special Tax Revenues............. 97
Rate and Method..........ccoevveiiiiiiiniienen. 98

Error! Unknown document property name./Error! Unknown
document property name.-Error! Unknown document property
name.

Error! Unknown document property name..Error! Unknown
document property name. a02/13/14

Limited Liability of Property Owners;
NO ASSUTANCES ....veenereeieeiieeiieeeeeeeieene 102
Reserve Fund.........coccooiiiiiiniiiiini, 102
Covenant to Commence Superior
Court Foreclosure for Delinquent

A-83

Special TaXes......ccoevveevvereieriienieeiieieene 102
No Obligation of the City Upon
Delinquency........coccveeeiienienieeniienieeieenee. 103
Prepayment of Special Tax....................... 104
Appraised Property Values.............c......... 104
Parity Bonds .......cccoeevveviiiieiieieeceee 105
Debt Service Coverage for the Bonds ...... 106
THE DISTRICT ...oviieieeeeeeeee 107
General Description...........ccceeeeeieeieenene 107
Property Ownership..........cccccevevveeeenveennee. 107
Value-to-Lien Ratio; Fiscal Year
2014-15 Special Tax Levy .....ccccvveuvennnee. 109
Sales of Residential Lots;
Development Restrictions ........................ 111
Special Tax Levy by Land Use
OF:1c1200) o /2RSS 114
Special Tax Collections...........ccceevuvenenne. 115
Top Owners of Taxable Property ............. 116
Estimated Assessed Values...................... 118
Appraised Value to Burden Ratio................. 32
Exhibit No. 3

Page 103 of 185



84 IS MISSING

02/18/14

Assessed Value to Burden Ratio.................

Direct and Overlapping Debt....................
Overlapping Assessment

Community Facilities Districts
Estimated Value-to-Lien Ratios................
UtIIHES. o
Zoning/Governmental Approvals
Drainage/Flood Hazard................c............
Soil/Geologic Conditions...........cccceeuvennee.
Environmental Review...........ccccceneeninn

FACILITIES FINANCED WITH

BOND PROCEEDS.......ccccoiiiiiiiiieene
The Facilities......c.coveveeneenenieninieeee
Acquisition Agreement............ccceeeeveeneen.
Joint Community
Agreement — SCWD ......ccccoovviiiiiiniinnn,
Joint Community Facilities

Agreement — County of Orange................

THE HEADLANDS RESERVE
DEVELOPMENT ......cociiiiiiieieeee,
The Developer........ccoocvevieecieenieeieeieenen,
Headlands Reserve
Experience/No Legal Challenges..............
Limited Liability of Headlands
Reserve LLC and Affiliates; No
ASSUTANCES ....eevniieeiiieiiiieeiiee e
Headlands Reserve
Development Plan...........cccccoeeeveviieennenn.
Headlands Reserve LLC’s Financing

RISK FACTORS ....cccooiiiiiiieieieeee,
Risks of Real Estate Secured

Investments Generally
Property Ownership
Failure to Develop Property; Final
Map Property
Payment of Special Taxes by Public
Entities
Assessed Property Values and Value-

to- Lien Ratios......ccccevieiiiiniiniiiccee
Limited Obligation...........ccceecveeveenieennnnnne.
Bankruptcy and Foreclosure Delay...........

Page 85 Item #22

.32 Payments by FDIC and other Federal

120 AGENCIES ..ottt 135
Billing of Special Taxes ......c..ccoceevvereennens 136

122 Collection of Special Tax;

122 Foreclosure .........coooveevienieniieiieieeieeee, 136

125 Maximum Rates .........ccccevveeriiininniicnien, 137

125 Exempt Properties ..........cccceevvienienieennnne 137

125 Special Taxes Are Not Personal

125 ODblIgAtiONS ....oeveeeieeiieeiieiie e 138

126 Depletion of Reserve Fund....................... 138
Risks Related to Current Real Estate
Market Conditions..........cccceeeveenieniennene 138

127 Economic Uncertainty; State Budget ....... 138

127 Future Land Use Regulations and

127 Growth Control Initiatives........................ 138
Geology and Soils ......cccccveeveieeeiieeiee, 139

128 Earthquakes ..........ococoevevevevevereeeeeerenenne, 139
Hazardous Substances.........c..ccceceeeueennene 140

129 Disclosure to Future Purchasers................ 141
Limited Secondary Market....................... 141
Loss of Tax Exemption ...........ccccceeveeneen. 141

129 IRS Audit of Tax-Exempt Bond

129 ISSUES ..eeeiiieeiiieeieee e 142
Impact of Legislative Proposals,

130 Clarifications of the Code and Court
Decisions on Tax Exemption ................... 142
Constitutional Limitations on

130 Taxation and Appropriations.................... 142
Future Initiatives.........ccoocveevveenieeieeieennen. 143

130 No Acceleration Provision .............c...c..... 144
Cumulative Burden of Overlapping

131 Indebtedness and Development Costs...... 144
Private Indebtedness..........ccccecveeieenennen. 144

131 Limitations on Remedies..........cccccerueenneee. 144

Bi TAX MATTERS ..o 145
CERTAIN LEGAL MATTERS................ 146

132
ABSENCE OF LITIGATION................... 147

132
NO RATING ..o 147

132

133 UNDERWRITING.......cccverieireiieiieenen 147

133 CONTINUING DISCLOSURE. ................ 147

-85-

Exhibit No. 3
Page 104 of 185


Carter Mudge
Text Box
84 IS MISSING


02/18/14 Page 86 Item #22

PROFESSIONAL FEES........cccoviiiennen. 148
MISCELLANEOUS ......ccciiiiieiiieeee 148
APPENDIX A —  Summary of Certain Provisions of the Fiscal Agent Agreement ............cc.ccecvrverveennene A-1
APPENDIX B — Rate and Method of APPOTtIONMENL........c..ccveiririeieieirieieieeeeseieeeeeee e sseeeseeseeeens B-1
APPENDIX C — APPTAISAL ..ttt et b e sae st st enbeereensebanraans C-1
APPENDIX D — General, Economic and Demographic Information Regarding the City of

DANA POINL. ...ttt ettt sttt sttt be e ee et D-1
APPENDIX E — Form of Continuing DiSclosure Agreement.............ccveeveeeeerreriereeresresressesseseeesessesseees E-1
APPENDIX F —  Proposed Form of Bond Counsel Opinion ...........cc.cceeiviivieeeeeininieeeeeesenseeeeeeenenns F-1
APPENDIX G —  BOOK-Entry-Only SYStEM.......ccceveieiiiiiriierierietiiteteseereetest et ess e stestessesseve e svessesseeesens G-1
APPENDIX H — Boundary Map of Community Facilities District No. 2006-1.............cccocvrererierrrcennens H-1

[INSERT VICINITY MAP]

[INSERT AERIAL PHOTOGRAPH]
OFFICIAL STATEMENT

$[Principal Amount - 24,625,000] =
COMMUNITY FACILITIES DISTRICT NO. 2006-1
OF THE CITY OF DANA POINT
2014 SPECIAL TAX BONDS

INTRODUCTION

This introduction contains only a brief summary of certain of the terms of the Bonds being offered.
A full review should be made of the entire Official Statement, including the cover page and the appendices.
All statements contained in this introduction are qualified in their entirety by reference to the entire Official
Statement. References to and summaries of provisions of the laws of the State of California or any
documents referred to herein do not purport to be complete and such references are qualified in their
entirety by reference to the complete provisions thereof. Capitalized terms used herein and not otherwise
defined shall have the definitions ascribed to them in the Fiscal Agent Agreement, some of which are set
forth in Appendix A hereto.

General

This Official Statement, which includes the cover page and appendices hereto, provides information
concerning the issuance by the Community Facilities District No. 2006-1 of the City of Dana Point (the

“District”) of $[Principal Amount - 24,625,000] aggregate principal amount of its 2014 Special Tax Bonds
(the “Bonds™).

The District and Property Ownership

%reliminary, subject to change.
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The District was formed pursuant to the Mello-Roos Community Facilities Act of 1982, as
amended (Section 53311 et seq. of the California Government Code) (the “Act”), and Resolution No. 06-06-
14-11 (the “Resolution of Formation”), adopted on June 14, 2006, by the City Council of the City (the “City
Council”), acting as the legislative body of the District, in order to finance the acquisition and/or
construction of certain public improvements (the “Facilities”). The land within the District has been
developed with a total of 118 custom residential lots, an approximately 1.5-acre commercial site and an
approximately 2.8-acre hotel site. The western portion of the District south of Selva Road, comprising 70
residential lots and the private beach club, is referred to as the “North Strand” and the eastern portion of the
District, comprising 48 residential lots, is referred to as the “South Strand.” The residential portion is
generally referred to herein as “The Strand at Headlands.” All property within the District, comprising
approximately 33.0 acres of Custom Lot residential property and approximately 4.3 acres of non-residential
property, is subject to the Special Tax (as defined herein). The residential lots are all in a finished condition,
with all utilities stubbed to each lot. The District consists of two separate tax zones: Tax Zone No. 1
consisting of the 118 custom residential lots and Tax Zone No.2 consisting of the non-residential
properties. See “THE DISTRICT” and “FACILITIES FINANCED WITH BOND PROCEEDS.”

The project site, of which the District is a portion, is comprised of approximately 121.3 gross acres
within Tract No. 16331 (the “Project Site”) located east of and generally bordered by the Pacific Ocean,
north of Scenic Drive, and west of Pacific Coast Highway and Street of the Green Lantern in the City of
Dana Point (the “City”). The Project Site includes approximately 12.74 acres of property on which the
beach club and the private streets are located that are owned by the homeowners’ association (the
“Association”) and not subject to the Special Tax. The Project Site also includes approximately 34.7 acres
of recreation open space, 34.0 acres of conservation open space and 2.5 acres of public right-of-way which
is not subject to the Special Tax.

At the time the District was formed, Headlands Reserve LLC, a Delaware limited liability company
(“Headlands Reserve LL.C”), owned all of the land within the Project Site, including the 37.4 acres of land
within the District. Since formation, Headlands Reserve LLC (the “Developer”) and its related entities have
completed the grading and subdivision of the site into custom residential lots and commercial/hotel parcels.
As of January 24, 2014, 69 custom residential lots and 1.5 acres of commercial property have been sold to
non-Developer related entities. In addition, the Developer has obtained building permits for two residential
lots. (The residential property becomes Developed Property under the Rate and Method for a fiscal year (a)
when a residential parcel has been conveyed by the Developer to an unrelated third party prior to May 1 of
the prior fiscal year or (b) when a building permit for new construction was issued prior to May 1 of the
prior fiscal year.) The commercial property will become Developed Property under the Rate and Method of
Apportionment of Special Tax for the District (the “Rate and Method”) for a fiscal year when a building
permit is issued for development of such property prior to May 1 of the preceding fiscal year. As of the date
hereof, no building permits have been issued for the commercial property. The Rate and Method describes
a special tax that may be levied for facilities (the “Special Tax”) and a special tax that may be levied for
maintenance (the “Maintenance Special Tax”) and the methodology for determining the amount of the
Special Tax and the Maintenance Special Tax on each parcel of taxable property. Only the Special Tax is
pledged to repayment of the Bonds though both are collected on the real property tax bill.

Of the 69 residential lots sold to non-Developer related entities as of January 24, 2014, 4 lots have
been cleared of the Special Tax by prepayment and thus are no longer subject to levy of the Special Tax. As
of such date, the Developer and its related entities owned 49 residential lots." Since the January 24, 2014
date of value, an additional _ residential lots have been sold to non-developer related third parties.

'[Confirm:] In October and December 2007, Headlands Reserve LLC transferred title of 12 lots in the North Strand to related
entities. All but 4 of the 12 lots have since been sold to non-Developer related entities. For convenience of reference, 43 lots owned
by the Developer and 4 lots owned by Developer related entities (lots 45, 52, 64 and 65) are aggregated and referenced herein as
owned by the Developer.
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All residential, commercial and hotel property (except any parcels that have prepaid) is subject to
the Special Tax pursuant to the Rate and Method. The Bonds were sized from the Special Tax Revenues
anticipated from all of the lots subject to the Special Tax.

Authorization and Purpose of Bonds

The Bonds were authorized to be issued pursuant to the Act and pursuant to a resolution, adopted
on , 2014, by the City Council, acting as the legislative body of the District (the “Authorizing
Resolution™), and a Fiscal Agent Agreement, dated as of June 1, 2013 the “Original Fiscal Agent
Agreement”), as supplemented by a First Supplemental Fiscal Agent Agreement, dated as of [Authorization
Month] 1, 2014, by and between the District and Wells Fargo Bank, National Association, as fiscal agent
(the “Fiscal Agent”) (the “Supplemental Fiscal Agent Agreement” and together, with the Original Fiscal
Agent Agreement, the “Fiscal Agent Agreement”). The District has authorized a not-to-exceed amount of
$45,000,000" of bonded indebtedness. The District issued its first series of bonds, the 2008 Special Tax
Bonds (the 2008 Bonds”), in the aggregate amount of $8,710,000 on July 2, 2008. The District issued its
second series of bonds, the 2013 Special Tax Bonds (the “2013 Bonds”) in the aggregate amount of
$17,885,000 on June 13, 2013 which refunded the 2008 Bonds and financed the acquisition and/or
construction of Facilities. Taking into account the non-refunding portion of the principal amount of the
2013 Bonds, together with the Bonds in the aggregate amount of $[Principal Amount — 24,625,000, the
remaining bonded indebtedness of the District is $1,620,000."

The Bonds are payable from the revenues generated by the Special Tax to be levied on the taxable
real property within the District pursuant to the Rate and Method approved by the City Council, acting as
the legislative body of the District, and the qualified electors within the District on June 14, 2006. See
“THE BONDS,” “SECURITY FOR THE BONDS - Pledge Under Fiscal Agent Agreement; Special Tax
Revenues,” and APPENDIX B — “Rate and Method of Apportionment.”

The Bonds are being issued to provide moneys (i) to finance the acquisition and/or construction of
the Facilities, (ii) to fund a Reserve Fund for the Bonds established pursuant to the Fiscal Agent Agreement,
(iii) to fund capitalized interest on the Bonds through September 1, 2014 and (iv) to pay the costs related to
the issuance of the Bonds. See “ESTIMATED SOURCES AND USES OF PROCEEDS” and
“FACILITIES FINANCED WITH BOND PROCEEDS.”

! The authorized bonded indebtedness was contractually reduced to $40,000,000 by operation of the First Amendment to Acquisition
Agreement entered into by Headlands Reserve LLC and the City on November 8, 2006; however, pursuant to the Third Amendment
to Acquisition Agreement to be entered into by Headlands Reserve LLC and the City in connection with the issuance of the Bonds,
the contractual reduction will be eliminated.
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Future Series of Bonds

The District may issue up to an additional $1,620,000" aggregate principal amount of bonds (“Parity
Bonds”) on a parity with the Bonds to fund authorized facilities. See “SECURITY FOR THE BONDS —
Parity Bonds” below.

The Development commercial lots distinguished from hotel lots

The property in the District is proposed for development into 118 custom residential homes
comprising Tax Zone No. 1, and approximately 1.5 acres of commercial property and approximately 2.8
acres of hotel property comprising Tax Zone No. 2. The Project Site, in addition to the property in the
District, includes approximately 12.74 acres of Association property (beach club and private streets), 34.7
acres of recreation open space, 34.0 acres of conservation open space and 2.5 acres of public right-of-way.
The Association property, the open space and public right-of-way are not included in the District and not
subject to the Special Tax. More information regarding the location, ownership and land uses of property
within the District is set forth in “THE DISTRICT” and “THE HEADLANDS RESERVE
DEVELOPMENT.”

Security for the Bonds

Special Taxes. Principal of and interest on the Bonds, the 2013 Bonds and any Parity Bonds are
payable on a parity basis from the Special Tax, which is defined in the Rate and Method as the Facilities
Maximum Annual Special Tax, to be levied and collected within the District and moneys held in certain
funds and accounts established under the Fiscal Agent Agreement. The District has covenanted to comply
with all requirements of the Act and the Fiscal Agent Agreement to assure the timely collection of the
Special Tax, including, without limitation, the enforcement of delinquent Special Taxes. Any Special Taxes
received by the District, including, but not limited to, proceeds from the sale of property collected pursuant
to the foreclosure provisions of the Fiscal Agent Agreement for the delinquency of Special Taxes and
proceeds from any security for payment of Special Taxes taken in lieu of foreclosure, will be deposited into
the Special Tax Fund in accordance with the terms of the Fiscal Agent Agreement. See “SECURITY FOR
THE BONDS — Pledge Under Fiscal Agent Agreement; Special Tax Revenues” and APPENDIX B — “Rate
and Method of Apportionment.”

Reserve Fund. In order to further secure the payment of principal of and interest and premium, if
any, on the Bonds, a Reserve Fund has been established in accordance with the provisions of the Fiscal
Agent Agreement. The Fiscal Agent Agreement provides that there be maintained in the Reserve Fund an
amount equal to the Reserve Requirement (as defined therein) so long as any Bonds remain outstanding.
Amounts on deposit in the Reserve Fund will be used and withdrawn by the Fiscal Agent for the purpose of
making transfers to the Bond Fund in the event of any deficiency at any time in the Bond Fund of the
amount then required for the payment of the principal of, and interest and any premium on, the Bonds or for
the purpose of redeeming Bonds, all in accordance with the Fiscal Agent Agreement. In no event shall
amounts in the Reserve Fund be used to pay fees or expenses of the Fiscal Agent or its counsel. See
“SECURITY FOR THE BONDS — Reserve Fund.”

Covenant to Commence Superior Court Foreclosure. The District has covenanted with and for the
benefit of the registered owners of the Bonds that it will order, and cause to be commenced as provided in
the Fiscal Agent Agreement, and thereafter diligently prosecute to judgment (unless such delinquency is
theretofore brought current), an action in the superior court to foreclose the lien of any Special Tax or
installment thereof not paid when due as provided in the Fiscal Agent Agreement. See “SECURITY FOR
THE BONDS — Covenant to Commence Superior Court Foreclosure for Delinquent Special Taxes.”

i Preliminary, subject to change.
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Appraisal

An appraisal of the land and existing improvements for the development within the District, dated
November 10, 2013 (the “Narrative Appraisal Report”), was prepared by Harris Realty Appraisal, Newport
Beach, California (the “Appraiser”) in connection with the issuance of the Bonds. An appraisal report, in
summary format (the “Summary Appraisal Report,” and collectively, with the Narrative Appraisal Report,
the “Appraisal”), that must be read in conjunction with the Narrative Appraisal Report which had a
November 1, 2013, date of value, has a January 24, 2014, date of value, and provides sufficient information
to state that if the property were to be appraised as of January 24, 2014, the value would “Not Be Less
Than” the value reported as of November 1, 2013. The purpose of the Narrative Appraisal Report was to
estimate the aggregate market value of the “as is” condition of the property as of the November 1, 2013 date
of value, allocated to the 120 residential and commercial lots subject to the levy of Special Taxes, which as
of November 1, 2013, consisted of the following: 62 Custom Lots individually owned (including 18
completed dwellings, six lots with dwellings under construction and 38 parcels with no improvements
completed or underway), 52 Custom Lots owned by the Developer or related entities (including two lots
with construction underway) and six non-residential parcels consisting of 4.3 acres. The Summary
Appraisal Report notes that 3 additional Custom Lot sales occurred between November 1, 2013, and
January 24, 2014, resulting in 65 individual ownerships and 49 Custom Lots owned by the Developer or
related entities and that one additional custom home was under construction. Four Custom Lots have
prepaid their Special Tax and were not included in the Appraisal and one lot has been developed with a
community beach club, is not subject to the levy of Special Taxes and has not been included in the
Appraisal. The Appraisal also reflects the proposed District bond financing, together with the effective tax
rate which ranges from approximately 1.23% to 1.73% based on recent base sale prices of the lots and
including special taxes for the District and other overlapping debt. The Appraisal is based on certain
assumptions expressed therein. Subject to these assumptions, the Appraiser estimated in the Narrative
Appraisal Report that the fee simple market value of the Taxable Property within the District (subject to the
lien of the Special Taxes), as of November 1, 2013, was $486,700,000 and in the Summary Appraisal
Report stated that if the property were to be appraised as of January 24, 2014, the value would not be less
than that reported as of November 1, 2013.

The market values reported in the Appraisal result in an approximate value-to-lien ratio of 11.45:1,~
calculated with respect to the Bonds and the 2013 Bonds. There was no other direct and overlapping
bonded debt as of the Assessor’s equalized assessment roll for Fiscal Year 2013-14. The value-to-lien ratios
of individual parcels will differ from the foregoing aggregate values. See “THE DISTRICT — Direct and
Overlapping Debt.” See also “RISK FACTORS — Assessed Property Values and Value-to-Lien Ratios”
herein and APPENDIX C — “APPRAISAL” appended hereto for further information on the Appraisal and
for limiting conditions relating to the Appraisal.

Continuing Disclosure

The District will covenant in its Continuing Disclosure Agreement, for the benefit of the Owners
and Beneficial Owners of the Bonds, to provide an annual report (each, an “Annual Report”) containing
certain financial information and operating data relating to the District and the Bonds for each fiscal year.
The specific nature of the information to be contained in the Annual Reports and certain other terms of this
continuing disclosure obligation are summarized in APPENDIX E — “Form of Continuing Disclosure
Agreement.” The District and the City have never failed to comply with any previous undertaking to
provide Annual Reports and notices of listed events.

%reliminary, subject to change.
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Forward Looking Statements

Certain statements included or incorporated by reference in this Official Statement constitute
forward-looking statements within the meaning of the United States Private Securities Litigation Reform
Act of 1995, Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section
27A of the United States Securities Act of 1933, as amended. Such statements are generally identifiable by
the terminology used such as “plan,” “expect,” “estimate,” “project,” “budget” or similar words. Such
forward-looking statements include, but are not limited to, certain statements contained in the sections of
this Official Statement entitled “THE DISTRICT” and “THE HEADLANDS RESERVE
DEVELOPMENT.”

THE ACHIEVEMENT OF CERTAIN RESULTS OR OTHER EXPECTATIONS CONTAINED
IN SUCH FORWARD-LOOKING STATEMENTS INVOLVES KNOWN AND UNKNOWN RISKS,
UNCERTAINTIES AND OTHER FACTORS WHICH MAY CAUSE ACTUAL RESULTS,
PERFORMANCE OR ACHIEVEMENTS DESCRIBED TO BE MATERIALLY DIFFERENT FROM
ANY FUTURE RESULTS, PERFORMANCE OR ACHIEVEMENTS EXPRESSED OR IMPLIED BY
SUCH FORWARD-LOOKING STATEMENTS. THE DISTRICT DOES NOT PLAN TO ISSUE ANY
UPDATES OR REVISIONS TO THE FORWARD-LOOKING STATEMENTS SET FORTH IN THIS
OFFICIAL STATEMENT.

Special Obligations

THE BONDS ARE SPECIAL OBLIGATIONS OF THE DISTRICT AND ARE PAYABLE
SOLELY FROM AND SECURED SOLELY BY A PLEDGE OF SPECIAL TAXES AND OF MONEYS
ON DEPOSIT IN CERTAIN FUNDS AND ACCOUNTS ESTABLISHED UNDER THE FISCAL
AGENT AGREEMENT. NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE
CITY, THE DISTRICT (EXCEPT TO THE LIMITED EXTENT DESCRIBED HEREIN), THE STATE
OF CALIFORNIA (THE “STATE”), OR ANY POLITICAL SUBDIVISION OF THE STATE IS
PLEDGED TO THE PAYMENT OF THE BONDS. OTHER THAN THE SPECIAL TAXES WITHIN
THE DISTRICT, NO TAXES ARE PLEDGED TO THE PAYMENT OF THE BONDS. THE BONDS
ARE NOT A GENERAL OBLIGATION OF THE DISTRICT, BUT ARE LIMITED OBLIGATIONS OF
THE DISTRICT PAYABLE SOLELY FROM THE NET SPECIAL TAXES LEVIED IN THE
DISTRICT, AS MORE FULLY DESCRIBED HEREIN.

Certain risk factors should be considered, in addition to other matters described herein, in
evaluating the investment quality of the Bonds. See “RISK FACTORS.”

This Official Statement contains brief descriptions of, among other things, the City, the District, the
Bonds and the Fiscal Agent Agreement. Such descriptions do not purport to be comprehensive or
definitive. All references in this Official Statement to any documents are qualified in their entirety by
reference to such documents, and references to the Bonds are qualified in their entirety by reference to the
form of the Bonds included in the Fiscal Agent Agreement. Copies of the Fiscal Agent Agreement and
other documents described in this Official Statement may be obtained from the District or from the Fiscal
Agent. The District may charge a fee for copying and mailing any documents requested.
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Professionals Involved in the Offering

Wells Fargo Bank, National Association, Los Angeles, California, will serve as the Fiscal Agent,
paying agent, registrar, authentication and transfer agent for the Bonds and will perform the functions
required of it under the Fiscal Agent Agreement for the payment of the principal of and interest and any
premium on the Bonds. Rutan & Tucker, LLP, Costa Mesa, California, is serving as Bond Counsel to the
District. Fieldman, Rolapp & Associates, Inc., Irvine, California, is serving as Financial Advisor to the
District. Stifel, Nicolaus & Company, Incorporated, San Francisco, California, is acting as Underwriter in
connection with the issuance and delivery of the Bonds. McFarlin & Anderson LLP, Laguna Hills,
California, is acting as Underwriter’s Counsel. Rutan & Tucker, LLP, Costa Mesa, California, is serving as
counsel to the City and the District.

The appraisal work was done and the appraisal report provided by Harris Realty Appraisal,
Newport Beach, California. Willdan Financial Services Incorporated (“Willdan Financial Services”),
Temecula, California, acted as Special Tax Consultant and will serve as administrator and dissemination
agent to the District.

Except for some Special Tax Consultant fees paid from Special Taxes, payment of the fees and
expenses of Bond Counsel, Rutan & Tucker, LLP, in its role as counsel to the District (“District Counsel”),
the Underwriter, the Underwriter’s Counsel, the Financial Advisor and the Fiscal Agent is contingent upon
the sale and delivery of the Bonds. Fees of the Appraiser are not contingent upon the sale and delivery of
the Bonds but are expected to be paid from proceeds of the Bonds.

ESTIMATED SOURCES AND USES OF PROCEEDS

The following table describes the estimated sources and application of funds in connection with the
sale of the Bonds.

Sources of Funds:
Principal Amount of Bonds $
Less: Net Original Issue Discount
Less: Underwriter’s Discount

Total Sources $
Uses of Funds:
Deposit to Improvement Fund $

Deposit to Capitalized Interest Account of the Bond Fund"”
Deposit to Debt Service Reserve Fund®
Deposit to Costs of Issuance Fund"”’
Total Uses $

DInterest is funded for a portion of debt service due through September 1, 2014.
@ Amounts required to increase the deposit in the Reserve Fund to the Reserve Requirement.
© Includes legal fees, printing costs, consulting fees, the Appraisal and other costs of issuance.
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THE BONDS
General Provisions

The Bonds are authorized to be issued pursuant to the Act and are being issued pursuant to the
Authorizing Resolution and the Fiscal Agent Agreement. The Bonds will be issued in fully-registered form
without coupons and when issued will be registered in the name of Cede & Co., as nominee of The
Depository Trust Company, New York, New York (“DTC”). See APPENDIX G — “Book-Entry-Only
System.” So long as the Bonds are in book-entry-only form, “Owners” or “Bond Owners” means DTC and
not the Beneficial Owners (as defined in Appendix G) of the Bonds.

The District has authorized bonds secured by the Special Tax in a total principal amount not to
exceed $45,000,000."

The Bonds will be issued in the aggregate principal amount of $[Principal Amount - 24,625,000 F'in
denominations of $5,000 or any integral multiple thereof. Principal of the Bonds will be payable on
September 1 in the years and in the principal amounts set forth on the inside cover page hereof. Interest on
the Bonds will accrue from the date of original issuance of the Bonds (the date of delivery) at the rates per
annum set forth on the inside cover page hereof (computed on the basis of a 360-day year consisting of
twelve 30-day months) and will be payable semi-annually on March 1 and September 1, commencing
September 1, 2014 (each, an “Interest Payment Date”). Each Bond bears interest from the Interest Payment
Date next preceding the date of authentication thereof, unless (i) such Bond is authenticated on an Interest
Payment Date, in which event such Bond shall bear interest from such date of authentication, or (ii) such
Bond is authenticated prior to an Interest Payment Date and after the close of business on the Record Date
preceding such Interest Payment Date, in which event such Bond shall bear interest from such Interest
Payment Date, or (iii) such Bond is authenticated prior to the Record Date preceding the first Interest
Payment Date, in which event such Bond shall bear interest from the date of the Bonds; provided, however,
that if at the time of authentication of a Bond, interest is in default thereon, such Bond shall bear interest
from the Interest Payment Date to which interest has previously been paid or made available for payment
thereon. The term “Record Date” means the fifteenth day of the month next preceding an Interest Payment
Date, whether or not such day is a business day.

Interest on the Bonds will be payable by check of Wells Fargo Bank, National Association, Los
Angeles, California, as Fiscal Agent, mailed to the registered owner thereof (the “Owner”) at the address of
such Owner shown on the Bond registration books maintained by the Fiscal Agent, or by wire transfer at the
written request of any Owner of Bonds in the aggregate principal amount of $1,000,000 or more. Principal
of the Bonds and any premium is payable upon presentation and surrender at the principal corporate trust
office of the Fiscal Agent in Minneapolis, Minnesota. While the Bonds are held in DTC book-entry form,
all such payments will be made to Cede & Co. as the Owner of the Bonds for subsequent transmittal to the
Beneficial Owners. See APPENDIX G — “Book-Entry-Only System.”

Redemption Provisions

Optional Redemption.The Bonds maturing on or prior to September 1, 2023, are not subject to
optional redemption. The Bonds maturing on or after September 1, 2024, are subject to optional call and
redemption prior to maturity, as a whole or in part, with maturities to be determined by the District and by
lot within a maturity, on any Interest Payment Date on or after September 1, 2023, from funds derived by
the District from any source, at a redemption price equal to the principal amount of the Bonds to be
redeemed, together with accrued interest thereon to the date fixed for redemption, without premium.

' See footnote 1 on page 2 regarding the Third Amendment to the Acquisition Agreement which reinstated the authorization in the
amount of bonds that can be issued by the District to $45,000,000.

%reliminary, subject to change.
%reliminary, subject to change.
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Special Mandatory Redemption from Special Tax Prepayments.” The Bonds are subject to special
mandatory redemption prior to maturity, as a whole or in part, to be determined by the District, and by lot
within a maturity, on any Interest Payment Date on or after September 1, 2014, from prepayments of the
Special Tax deposited in the Special Tax Prepayments Subaccount established under the Fiscal Agent
Agreement, at a redemption price (expressed as a percentage of the principal amount of Bonds called for
redemption) as set forth below, together with accrued interest thereon to the date fixed for redemption:

Redemption Dates Redemption Prices
September 1, 2014 to and including 103%
March 1, 2021
September 1, 2021 and March 1, 2022 102
September 1, 2022 and March 1, 2023 101
September 1, 2023 and thereafter 100

Mandatory Sinking Payment Redemption. The Bonds maturing on September 1, 20 (the “20
Term Bonds™), are subject to mandatory sinking payment redemption in part on September 1, 20, and on
each September 1 thereafter to maturity, by lot at a redemption price equal to the principal amount thereof to
be redeemed, together with accrued interest to the date fixed for redemption, without premium, from sinking
payments as follows:

Redemption Date
(September 1) Sinking Payments
20 $
20
20
20

20 (Maturity)

The Bonds maturing on September 1, 2045 (the “2045 Term Bonds”), are subject to mandatory
sinking payment redemption in part on September 1, 20, and on each September 1 thereafter to maturity,
by lot at a redemption price equal to the principal amount thereof to be redeemed, together with accrued
interest to the date fixed for redemption, without premium, from sinking payments as follows:

Redemption Date
(September 1) Sinking Payments

20 $

20

20

20
2045 (Maturity)

To the extent there is a redemption of the 20 Term Bonds or the 20 Term Bonds pursuant to
optional redemption or special mandatory redemption, the Sinking Payment schedules indicated above shall
be reduced pro rata pursuant to written instructions from an authorized officer to the Fiscal Agent.

Purchase of Bonds in Lieu of Redemption. In lieu of any redemption under the Fiscal Agent
Agreement, moneys in the Bond Fund may be used and withdrawn by the Fiscal Agent for purchase of
outstanding Bonds, upon the filing with the Fiscal Agent of a written direction of an Authorized Officer
requesting such purchase, at public or private sale as and when, and at such prices (including brokerage and
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other charges) as such written direction may provide, but in no event may Bonds be purchased at a price in
excess of the principal amount thereof, plus interest accrued to the date of purchase and any premium which
would otherwise be due if such Bonds were to be redeemed in accordance with the Fiscal Agent Agreement.

Selection of Bonds for Partial Redemption. If less than all of the outstanding Bonds or any given
portion thereof are to be redeemed, the Fiscal Agent shall select the Bonds to be redeemed from all Bonds
or such given portion thereof not previously called for redemption, from such maturities as selected by the
District as directed in writing by an authorized officer (who shall specify Bonds to be redeemed so as to
maintain, as much as practicable, the same debt service profile for the Bonds and all Parity Bonds as in
effect prior to such redemption) and by lot within a maturity, such selection within a maturity to be done in
any manner which the Fiscal Agent deems appropriate; provided, however, that the portion of any Bond of a
denomination of more than $5,000 to be redeemed shall be in the principal amount of $5,000 or a multiple
thereof, and that in selecting portions of such Bonds for redemption, the Fiscal Agent shall treat each such
Bond as representing that number of Bonds of $5,000 denominations which is contained by dividing the
principal amount of such Bond to be redeemed in part by $5,000.

Notice of Redemption. So long as the Bonds are in book-entry form registered in the name of Cede
& Co., as nominee for DTC, the Fiscal Agent will give any notice of redemption or any other notices
required to be given to Owners only to DTC. Any failure of DTC to advise any Participant (as defined in
Appendix G), or of any Participant to notify the applicable Beneficial Owner, of any such notice and its
content or effect will not affect the validity of the redemption of the Bonds called for redemption or any
other action premised on such notice. See APPENDIX G — “Book-Entry-Only System.”

Under the Fiscal Agent Agreement, the Fiscal Agent shall cause notice of any redemption to be
mailed by first-class mail, postage prepaid, at least thirty (30) days but not more than sixty (60) days prior to
the date fixed for redemption, to the Original Purchaser, to the Securities Depository, to one or more
Information Services and to the respective registered Owners of any Bonds designated for redemption, at
their addresses appearing on the Bond registration books in the Principal Office of the Fiscal Agent; but
such mailing shall not be a condition precedent to such redemption and failure to mail or to receive any such
notice, or any defect therein, shall not affect the validity of the proceedings for the redemption of suc