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MATURITY SCHEDULE

Base CUSIP': 587625

Maturity Principal Interest
(September 1) Amount Rate Yield cuslIP!
2010 $ 170,000 3.000% 3.180% CS1
2011 175,000 3.500 3.670 CT9
2012 180,000 3.750 3.970 CuU6
2013 185,000 4.000 4.200 Cv4
2014 200,000 4.375 4.570 Ccw2
2015 210,000 4.500 4.790 CX0
2021 275,000 5.600 5.790 DD3
2022 290,000 5.625 5.880 DE1
2023 300,000 5.750 5.970 DF8
2024 325,000 5.875 6.050 DG6

$1,190,000 5.250% Term Bonds Maturing September 1, 2020; Yield: 5.350%; CUSIP™: DC5
$1,915,000 6.250% Term Bonds Maturing September 1, 2029; Yield: 6.440%; CUSIP": DM3

$7,705,000 6.500% Term Bonds Maturing September 1, 2039; Yield: 6.720%; CUSIP": DP6

1 Copyright 2009, American Bankers Association. CUSIP data herein are provided by Standard & Poor's CUSIP Service Bureau, a division of The
McGraw-Hill Companies, Inc., and are provided for convenience of reference only. Neither the Agency nor the Underwriter assumes any responsibility
for the accuracy of these CUSIP data.



GENERAL INFORMATION ABOUT THIS 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.

Estimates and Forecasts. When used in this Official Statement and in any continuing disclosure
by the Agency in any press release and in any oral statement made with the approval of an authorized
officer of the Agency 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. 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.

Limit of Offering. No dealer, broker, salesperson or other person has been authorized by the
Agency 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 Agency 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 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 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 Agency 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 overallot 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 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 exception from the registration requirements contained in such act. The Bonds have not been
registered or qualified under the securities laws of any state.

PIPER JAFFRAY & CO. SINCE 1895. MEMBER SIPC AND FINRA.
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$13,120,000
REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Merced Gateways Redevelopment Project
2009 Tax Allocation Bonds, Series A

INTRODUCTION

This introduction does not purport to be complete, and reference is made to the body of
this Official Statement, appendices and the documents referred to herein for more complete
information with respect to the matters concerning the Bonds. Potential investors are
encouraged to read the entire Official Statement. Definitions of certain terms used in this
Official Statement are set forth in “APPENDIX A — Summary of Certain Provisions of the
Indenture.”

General

This Official Statement, including the cover page and appendices hereto, is provided to
furnish information in connection with the sale by the Redevelopment Agency of the City of
Merced (the “Agency”) of $13,120,000 aggregate initial principal amount of its Merced
Gateways Redevelopment Project, 2009 Tax Allocation Bonds, Series A (the “Bonds”).

The Agency is a redevelopment agency existing under the California Community
Redevelopment Law (codified in Part 1 of Division 24 of the California Health and Safety Code)
(the “Law”). The Bonds are being issued pursuant to the Constitution and the laws of the State
of California (the “State”), including the Law, a resolution of the Agency adopted on
November 17, 2008, and an Indenture of Trust, dated as of December 1, 2001 (the “2001
Bonds Indenture”), by and between the Agency and U.S. Bank Trust National Association, as
predecessor trustee, as supplemented and amended by a First Supplement to Indenture of
Trust, dated as of May 1, 2009 (the “First Supplement”) by and between the Agency and U.S.
Bank National Association, as trustee (the “Trustee”) (the 2001 Bonds Indenture as so
supplemented being herein referred to as the “Indenture”).

The Bonds are payable from and secured by Tax Revenues (as defined herein). The
Indenture permits, upon satisfaction of certain conditions, the issuance of additional
indebtedness (“Parity Debt”) payable from the Tax Revenues and secured by a lien on and
security interest in the Tax Revenues equal to the lien and security interest securing the Bonds.
The Bonds are being issued as Parity Debt on a parity with the Agency’s outstanding
Redevelopment Agency of the City of Merced, Merced Gateways Redevelopment Project, 2001
Tax Allocation Bonds, Series A (the “2001 Bonds”), originally issued in the principal amount of
$2,400,000 and currently outstanding in the principal amount of $2,145,000. See
“‘DESCRIPTION OF THE BONDS - Parity Debt and Subordinate Debt”

Proceeds of the Bonds will be used to (i) fund certain additional redevelopment activities
of benefit to the Gateways Project Area, (ii) finance redevelopment housing activities with
respect to the Agency, (iii) fund an additional deposit into the debt service reserve fund for the
Bonds to cause the amount on deposit to equal the maximum annual debt service on the Bonds
and the 2001 Bonds (being the amount of the Reserve Requirement) and (iv) pay costs incurred
in connection with the issuance, sale and delivery of the Bonds.



The City, the Agency, and the Redevelopment Plan

The City of Merced, California (the “City”) is located in the eastern portion of Merced
County (the “County”). The City was incorporated in 1889 and operates as a charter city. It
maintains a council-manager form of government with the Mayor elected at-large for a two year
term and Council Members elected at-large for four-year terms. The City Manager is appointed
by the City Council to manage the City’s staff and generally implement policies established by
the City Council. See “APPENDIX C - GENERAL INFORMATION RELATING TO THE CITY
OF MERCED?” for a more complete description of the City and the surrounding region.

The Agency was established pursuant to the Law and was activated by the City Council
in 1957 by a resolution of the City Council. Subsequently, the City Council declared itself to be
the governing board of the Agency. The Agency is a legal entity separate from the City.

The Gateways Project Area consists of the original Gateways Redevelopment Project
(the “Original Area”) and two areas that were subsequently annexed to the Original Area
(herein referred to as “Annex 1’ and “Annex 2"). The Gateways Project Area covers
approximately 3,107.9 acres, with land uses consisting primarily of residential uses, with
commercial and some industrial land use. The assessed value, including secured and
unsecured value, of the Original Area in the Base Year, was $188 million compared to its 2008-
09 secured and unsecured assessed value (including utilities) of $623 million (which now
includes the Original Area, Annex 1 and Annex 2). The Gateways Project Area is one of the
Agency’s two active project areas. See “THE GATEWAYS PROJECT AREA” for additional
information on land use and property ownership within the Gateways Project Area.

The Agency’s audited financial statements for the fiscal year ended June 30, 2008, are
included in “APPENDIX B” and should be read in their entirety. The Agency’s financial
statements were audited by the independent accounting firm of Caporicci & Larson, Oakland,
California (the “Auditor”). No post-audit review has been requested nor will be performed. The
Agency’s audited financial statements for the year ended June 30, 2008, and prior years are on
file for public inspection with the Secretary of the Agency. Copies can also be obtained from
Bradley Grant, City Finance Officer, at 678 W. 18" Street, Merced, CA 95340.

Tax Allocation Financing

The Law provides a means for financing redevelopment projects based upon an
allocation of taxes collected within a redevelopment project area. The taxable valuation of a
redevelopment project area last equalized prior to adoption of the redevelopment plan (the base
roll) is established and, except for any period during which the taxable valuation drops below the
base year level, the taxing agencies thereafter receive the taxes produced by the levy of the
then current tax rate upon the base roll. With limited exceptions, taxes collected upon any
increase in taxable valuation over the base roll are allocated to a redevelopment agency and
may be pledged by a redevelopment agency to the repayment of any loans, advances and
indebtedness incurred in financing or refinancing a redevelopment project. Redevelopment
agencies themselves have no authority to levy property taxes and must look specifically to the
allocation of tax revenues described above.

Security for the Bonds

The Bonds are special obligations of the Agency payable solely from “Tax Revenues”
(see “SECURITY FOR THE BONDS - Allocation of Taxes”) and other funds and accounts



pledged pursuant to the Indenture. The Bonds will be secured by the Tax Revenues on a parity
with the 2001 Bonds and any additional Parity Debt.

For additional information regarding security for the Bonds, see “SECURITY FOR THE
BONDS” herein. The Agency’s receipt of Tax Revenues is subject to certain risks and
limitations. See “BONDOWNERS’ RISKS” and “LIMITATIONS ON TAX REVENUES” herein.

Professionals Involved in the Offering

U.S. Bank National Association, San Francisco, California, will act as Trustee with
respect to the Bonds.

Fieldman, Rolapp & Associates, Irvine, California, has served as Financial Advisor to the
Agency in connection with the Bonds and has assisted the Agency in structuring the Bonds.

All proceedings in connection with the issuance of the Bonds are subject to the approval
of Fulbright & Jaworski L.L.P., Los Angeles, California, Bond Counsel. Certain matters will be
passed on for the Agency by Jones Hall, A Professional Law Corporation, Disclosure Counsel to
the Agency. The fees and expenses of Bond Counsel, Disclosure Counsel and the Financial
Advisor are contingent upon the sale and delivery of the Bonds.

Summaries of Documents

There follow in this Official Statement, descriptions of the Bonds, the Indenture, the 2001
Bonds, the Agency, the City, the Gateways Project Area, the Law, and various agreements.
The descriptions and summaries of documents herein do not purport to be comprehensive or
definitive, and reference is made to each such document for the complete details of all terms
and conditions. All statements herein are qualified in their entirety by reference to each such
document and, with respect to certain rights and remedies, to laws and principles of equity
relating to or affecting creditors’ rights generally. Capitalized terms not defined herein shall
have the meanings set forth in the Indenture. Copies of the Indenture are available for
inspection during business hours at the corporate trust office of the Trustee in San Francisco,
California.

This Official Statement speaks only as of its date, as set forth on the cover hereof, and
the information and expressions of opinion herein are subject to change without notice, and
neither the delivery of this Official Statement nor any sale made hereunder shall under any
circumstances create any implication that there has been no change in the affairs of the Agency
or the City or the Gateways Project Area since the date hereof.

Continuing Disclosure

Pursuant to Rule 15¢2-12 of the Securities and Exchange Commission (the “Rule”), the
Agency has undertaken for the benefit of holders of the Bonds to provide certain financial
information and operating data relating to the Agency by not later than nine (9) months following
the end of the Agency’s fiscal year (which currently would be March 31 each year based upon
the June 30 end of the Agency’s fiscal year), commencing March 31, 2010 with the report for
the 2008-09 fiscal year (the “Annual Information”), and to provide notices of the occurrence of
certain enumerated events, if deemed by the Agency to be material. The Annual Information
will be filed by the Agency or on behalf of the Agency by Willdan Financial Services, as
Dissemination Agent, with the Municipal Securities Rulemaking Board. Notices of material



events will be filed by or on behalf of the Agency with the Municipal Securities Rulemaking
Board. The nature of the information to be provided in the Annual Information and the notices of
material events is set forth under the caption “APPENDIX F — FORM OF CONTINUING
DISCLOSURE AGREEMENT.” The Agency has complied in all material respects with its prior
continuing disclosure undertakings pursuant to the Rule.

THE FINANCING PLAN
The Project

Proceeds from the sale of the Bonds will be used to (i) fund additional redevelopment
activities of benefit to the Gateways Project Area, (ii) finance redevelopment housing activities
of the Agency, (iii) fund an additional required deposit into the debt service reserve fund for the
Bonds and the 2001 Bonds and (iv) pay costs incurred in connection with the issuance, sale,
and delivery of the Bonds. The redevelopment activities being funded with the Bond proceeds
consist of land acquisitions, grant assistance, improvements with respect to low and moderate
income housing and public improvements of benefit to the Gateways Project Area, including
right-of-way acquisition, street widening, street resurfacing, signalization, beautification, curbs,
gutters, sidewalks, drainage and alley improvements (the “Project”). The Project also includes
land acquisition and grant assistance for low and moderate income housing projects.

Specific projects identified by the Agency include:

* North Highway 59 Improvements: Acquire right-of-way, widen Highway 59
segments from 16th Street to Burlington Northern Santa Fe Railroad;
signalization;

* Parsons Avenue Improvements: Acquire right-of-way, complete segments from
Childs Avenue to Stretch Road;

e G Street Improvements: Acquire right-of-way, construction of railroad
undercrossing at Burlington North Santa Fe Railroad ($9 million in State
Transportation matching funds have been approved);

« East 16" Street Improvements;
* South King Way/Highway 59 beautification and improvements;
* Commercial Development South 59: Land acquisition and grant assistance;

* Midtown Public Improvements: 18th Street G to N, curb/gutter/sidewalk selected
areas, traffic calming;

* South Merced Alley Improvements;
*  Willowbrook Cooper Ave Housing Project: property, public improvements, grant;
* Midtown Housing, purchases and improvements; and
* South Merced Housing acquisitions.
The actual projects financed with proceeds of the Bonds may be different than those

currently contemplated by the Agency. None of the projects financed with proceeds of the
Bonds represent security for the Bonds.



Sources and Uses of Funds

The following table shows the estimated sources and uses of the proceeds from the sale
of the Bonds:

SOURCES AND USES OF FUNDS

Sources:
Principal Amount of the Bonds $13,120,000.00
Less: Underwriter's Discount (180,400.00)
Less: Net Original Issue Discount (302,455.40)
Total Sources $12,637,144.60
Uses:
2009 Account of the Redevelopment Fund $9,490,133.83
2009 Account of the Low and Moderate
Income Housing Fund 2,003,240.20
Reserve Account!” 943,770.57
2009 Costs of Issuance Fund? 200,000.00
Total Uses $12,637,144.60

(1) An amount sufficient to cause the amount on deposit in the Reserve Account to be not less than
the Reserve Requirement.

(2) Costs of Issuance include Bond Counsel, Disclosure Counsel, Financial Advisor and Trustee fees
and expenses, rating agency fees and other costs related to the issuance of the Bonds.



Annual Debt Service

The following table shows the scheduled annual debt service for the Bonds and the 2001

Bonds.
TABLE 1
REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Merced Gateways Redevelopment Project
ANNUAL DEBT SERVICE SCHEDULE

Aggregate 2001
Bond Year Total 2001 Total 2009 Bonds and 2009

Ending Bonds 2009 Bonds 2009 Bonds Bonds Bonds Debt

September Debt Service Principal Interest Debt Service Service
1

2009 $165,347.50 $ 205,276.51 $ 370,624.01
2010 168,097.50 $ 170,000 794,618.76 964,618.76 1,132,716.26
2011 165,597.50 175,000 789,518.76 964,518.76 1,130,116.26
2012 168,097.50 180,000 783,393.76 963,393.76 1,131,491.26
2013 165,292.50 185,000 776,643.76 961,643.76 1,126,936.26
2014 167,432.50 200,000 769,243.76 969,243.76 1,136,676.26
2015 169,252.50 210,000 760,493.76 970,493.76 1,139,746.26
2016 170,742.50 210,000 751,043.76 961,043.76 1,131,786.26
2017 171,892.50 230,000 740,018.76 970,018.76 1,141,911.26
2018 172,692.50 235,000 727,943.76 962,943.76 1,135,636.26
2019 168,212.50 255,000 715,606.26 970,606.26 1,138,818.76
2020 168,652.50 260,000 702,218.76 962,218.76 1,130,871.26
2021 168,807.50 275,000 688,568.76 963,568.76 1,132,376.26
2022 168,677.50 290,000 673,168.76 963,168.76 1,131,846.26
2023 168,262.50 300,000 656,856.26 956,856.26 1,125,118.76
2024 172,562.50 325,000 639,606.26 964,606.26 1,137,168.76
2025 171,292.50 340,000 620,512.50 960,512.50 1,131,805.00
2026 174,737.50 360,000 599,262.50 959,262.50 1,134,000.00
2027 172,550.00 380,000 576,762.50 956,762.50 1,129,312.50
2028 175,075.00 405,000 553,012.50 958,012.50 1,133,087.50
2029 172,025.00 430,000 527,700.00 957,700.00 1,129,725.00
2030 178,687.50 455,000 500,825.00 955,825.00 1,134,512.50
2031 174,487.50 485,000 471,250.00 956,250.00 1,130,737.50
2032 675,000 439,725.00 1,114,725.00 1,114,725.00
2033 715,000 395,850.00 1,110,850.00 1,110,850.00
2034 760,000 349,375.00 1,109,375.00 1,109,375.00
2035 805,000 299,975.00 1,104,975.00 1,104,975.00
2036 865,000 247,650.00 1,112,650.00 1,112,650.00
2037 915,000 191,425.00 1,106,425.00 1,106,425.00
2038 980,000 131,950.00 1,111,950.00 1,111,950.00
2039 1,050,000 68,250.00 1,118,250.00 1,118,250.00
Total $3,918,475.00 $13,120,000 $17,147,745.41 $30,267,745.41  $34,186,220.41



THE BONDS
Authority for Issuance

The Bonds are issued pursuant to the Constitution and laws of the State and under
authority granted to the Agency by the Law constituting Part 1 of Division 24 of the California
Heath and Safety Code, as amended, and a resolution of the Agency adopted on November 17,
2009, and the Indenture.

The Bonds are being issued for sale to the City of Merced Public Financing Authority
(the “Authority”) pursuant to the Marks-Roos Local Bond Pooling Act of 1985, constituting Article
4 of Chapter 5 of Division 7 of Title 1 (commencing with Section 6584) of the California
Government Code (the “JPA Law”). The Bonds purchased by the Authority will be immediately
resold to Piper Jaffray & Co., as underwriter (the “Underwriter”).

The Bonds are special obligations of the Agency and as such are not a debt of the City,
the State, or any of their political subdivisions, and neither the City, the State, nor any of their
political subdivisions is liable for the payment thereof. In no event shall the Bonds be payable
out of any funds or properties other than those of the Agency as set forth in the Indenture. The
Bonds do not constitute an indebtedness in contravention of any constitutional or statutory debt
limit or restriction. For a discussion of some of the risks associated with the purchase of the
Bonds, see “BONDOWNERS’ RISKS” herein. The Agency has no taxing powers.

DESCRIPTION OF THE BONDS
General

Interest on the Bonds is payable on September 1, 2009 and each March 1 and
September 1 thereafter (an “Interest Payment Date”) to maturity or redemption thereof to the
person whose name appears on the Registration Books as the Owner thereof as of the close of
business on the fifteenth (15™) calendar day of the month preceding such Interest Payment
Date (a “Record Date”), such interest to be paid by check of the Trustee mailed by first class
mail on the Interest Payment Date to the Owner at the address of such Owner as its appears on
the Registration Books as of the preceding Record Date or, upon written request filed with the
Trustee prior to the Record Date by an Owner of at least $1,000,000 in aggregate principal
amount of Bonds, by wire transfer in immediately available funds to an account in the United
States designated by such Owner in such written request.

Each Bond bears interest from the Interest Payment Date next preceding the date of
authentication thereof, unless (a) it is authenticated after a Record Date and on or before the
following Interest Payment Date, in which event it will bear interest from such Interest Payment
Date; or (b) it is authenticated on or before August 15, 2009, in which event it will bear interest
from the date of initial delivery of the Bonds; provided, however, that if, as of the date of
authentication of any Bond, interest thereon is in default, such Bond will bear interest from the
Interest Payment Date to which interest has previously been paid or made available for payment
thereon.

Payment of the Bonds

The principal of and redemption premium, if any, on the Bonds shall be payable in lawful
money of the United States of America by check of the Trustee upon presentation and



surrender thereof, at maturity or prior redemption thereof, at the principal corporate trust office
of the Trustee.

The Bonds will be issued as one fully registered bond without coupons for each maturity
and, when issued, will be registered in the name of Cede & Co., as nominee of The Depository
Trust Company, New York, New York (the “DTC”). DTC will act as securities depository of the
Bonds. Individual purchases may be made in book-entry form only, in the principal amount of
$5,000 and integral multiples thereof. Purchasers will not receive certificates representing their
interest in the Bonds purchased. Principal and interest will be paid to DTC, which will in turn
remit such principal and interest to its participants for subsequent disbursement to the beneficial
owners of the Bonds as described herein. See “APPENDIX G - BOOK-ENTRY ONLY
SYSTEM?” herein.

Redemption

Optional Redemption. The Bonds are subject to redemption prior to maturity, at the
option of the Agency, in whole or in part among maturities on such basis as designated by the
Agency and by lot within a maturity, from any available source of funds, on September 1, 2019,
and on any date thereafter, at a redemption price equal to 100% of the principal amount of
Bonds to be redeemed, together with accrued interest thereon to the date fixed for redemption,
without premium.

Mandatory Sinking Fund Redemption. The Bonds maturing on September 1, 2020,
September 1, 2029 and September 1, 2039 are subject to redemption prior to their stated
maturity date, without premium, in part by lot, from mandatory sinking fund payments on each
September 1, in the principal amounts as set forth in the following schedules:

$1,190,000 Term Bonds Due September 1, 2020

Payment Date Payment
(September 1) Amount
2016 $210,000
2017 230,000
2018 235,000
2019 255,000
2020 (Maturity) 260,000

$1,915,000 Term Bonds Due September 1, 2029

Payment Date Payment
(September 1) Amount
2025 340,000
2026 360,000
2027 380,000
2028 405,000
2029 (Maturity) 430,000



$7.705,000 Term Bonds Due September 1, 2039

Payment Date Payment
(September 1) Amount
2030 455,000
2031 485,000
2032 675,000
2033 715,000
2034 760,000
2035 805,000
2036 865,000
2037 915,000
2038 980,000
2039 (Maturity) 1,050,000

If some but not all of the Bonds have been redeemed pursuant to the optional
redemption provisions described above, the total amount of all future sinking fund payments will
be reduced by the aggregate principal amount of the Bonds so redeemed, to be allocated
among such sinking fund payments on a pro rata basis as determined by the Agency, which
shall notify the Trustee in writing of such determination.

Transfer and Exchange

Any Bond may, in accordance with its terms, be transferred, upon the registration books
of the Trustee, upon surrender of such Bond to the Trustee at its corporate trust office for
cancellation, accompanied by delivery of a written instrument of transfer in a form acceptable to
the Trustee, duly executed. Whenever any Bond or Bonds shall be surrendered for registration
of transfer, the Agency shall execute and the Trustee shall authenticate and deliver a new Bond
or Bonds, of like series, interest rate, maturity and principal amount of authorized denomination.

Parity Debt and Subordinate Debt

Issuance of Parity Debt. In addition to the Bonds and the 2001 Bonds, the Agency may
issue or incur Parity Debt in such principal amount as shall be determined by the Agency,
pursuant to a Supplemental Indenture entered into by the Agency. The Agency may issue or
incur such Parity Debt subject to the specific conditions set forth in the Indenture, including the
following:

(a) The Agency shall be in compliance with all covenants set forth in the Indenture and
all Supplemental Indentures.

(b) The Tax Revenues received in the immediately preceding Bond Year based on the
most recent assessed valuation of taxable property in the Project Area (as shown in the records
of Merced County), shall be at least equal to one hundred forty-five percent (145%) of Maximum
Annual Debt Service on all Bonds which will be Outstanding immediately following the issuance
of such Parity Debt.

(c) The Supplemental Indenture providing for the issuance of such Parity Debt shall
provide that interest thereon shall not be payable on any dates other than March 1 and



September 1, and principal thereof shall be payable on September 1 in any year in which
principal is payable.

(d) The Supplemental Indenture providing for the issuance of such Parity Debt shall
provide for the deposit into the Reserve Account of an amount required to cause the balance
therein to equal the full amount of the Reserve Requirement (as described herein, see
“SECURITY FOR THE BONDS - Reserve Account”).

(e) The Agency shall deliver to the Trustee a Certificate of the Agency certifying that the
conditions precedent to the issuance of such Parity Debt have been satisfied.

Issuance of Subordinate Debt. The Agency may issue or incur Subordinate Debt in such
principal amount as shall be determined by the Agency.

Book-Entry Only System

The Depository Trust Company (“DTC”) will act as securities depository for the Bonds.
The ownership of each such separate single fully registered Bond shall be registered in the
bond register in the name of Cede & Co., as nominee of DTC. For further information regarding
DTC, please refer to “APPENDIX G” hereto.

SECURITY FOR THE BONDS
Tax Allocation Financing

The Law provides a means for financing redevelopment projects based upon an
allocation of taxes collected within a project area. The taxable valuation of a project area last
equalized prior to adoption of the redevelopment plan, or base roll, is established and except for
any period during which the taxable valuation drops below the base year level, the taxing
agencies thereafter receive the taxes produced by the levy of the then current tax rate upon the
base roll. With certain limited exceptions, taxes collected upon any increase in taxable
valuation over the base roll are allocated to a redevelopment agency and may be pledged to a
bond issue by a redevelopment project. Redevelopment agencies themselves have no
authority to levy property taxes and must look specifically to the allocation of tax revenues
produced as indicated above.

Allocation of Taxes

As provided in the Redevelopment Plan, and pursuant to Article 6 of Chapter 6 of the
Law and Section 16 of Article XVI of the Constitution of the State, taxes levied upon taxable
property in the Gateways Project Area each year by or for the benefit of the State, any city,
county, city and county, district or other public corporation (the “taxing agencies”) for fiscal
years beginning after the effective date of Ordinance No. 1939, adopted by the City Council of
the City on July 15, 1996, approving the Redevelopment Plan for the Gateways Project Area,
shall be divided as follows:

(a) The portion equal to the amount of taxes produced by the then current tax rate,

applied to the assessed valuation of such property in the Gateways Project Area as shown on
the applicable base year assessment roll as last equalized prior to the establishment of the
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Gateways Project Area shall be, when collected, paid into the funds of those respective taxing
agencies;

(b) Except for taxes which are attributable to a tax levy by a taxing agency for the
purpose of producing revenues to repay bonded indebtedness approved by the voters of the
taxing agency on or after January 1, 1989, which shall be allocated to and when collected shall
be paid to the respective taxing agency, that portion of levied taxes each year in excess of such
amount, including (to the extent permitted by law) all payments and reimbursements, if any, to
the Agency specifically attributable to ad valorem taxes lost by reason of tax exemptions and tax
rate limitations, will be allocated to, and when collected, will be paid to the Agency to pay the
principal of and interest on loans to, money advanced to, or indebtedness incurred by the
Agency to finance redevelopment projects.

Revenues generated as set forth above and allocated to the Agency are generally
referred to as tax increment revenues. Tax Revenues (as defined below) that secure the Bonds
and the 2001 Bonds and any additional Parity Debt are a portion of such tax increment
revenues. Tax Revenues are generally those tax increment revenues received by the Agency
within limitations set forth in the Redevelopment Plan (“Plan Limitations,” as described herein)
and remaining after certain deductions for payments required by law to be made to the Agency’s
Low and Moderate Income Housing Fund and payments to taxing entities pursuant to Health
and Safety Code Section 33607.5 or 33607.7 and referred to herein as “Tax Sharing Statutes”
(as described herein under “THE GATEWAYS PROJECT AREA — Tax Sharing Statutes”).

The term “Plan Limitations” means the limitations contained or incorporated in the
Redevelopment Plan on (a) the aggregate principal amount of bonded indebtedness payable
from tax increment revenues which may be outstanding at any time, (b) the duration of the
Redevelopment Plan, (c) the period of time for establishing or incurring indebtedness payable
from tax increment revenues and (d) the period of time for receiving tax increment revenues and
repaying indebtedness, in each case established pursuant to Section 33333.2 of the Law. See
“‘“APPENDIX D - Fiscal Consultant’s Report — B. Redevelopment Plan Limits.”

Pursuant to the provisions of the Indenture, the Agency has pledged that portion of the
tax increment revenues that constitute the Tax Revenues. The Bonds, the 2001 Bonds and any
other Parity Debt are secured by a first and prior lien on and security interest in Tax Revenues
and by a pledge of all of the moneys in the Special Fund and the Debt Service Fund and the
accounts therein established under the Indenture, including all amounts derived from the
investment of such moneys, subject to application in accordance with the Indenture. Except for
the Tax Revenues and such moneys, no funds or properties of the Agency are pledged to, or
otherwise liable for, the payment of principal of or interest or redemption premium, if any, on the
Bonds.

Tax Revenues are defined in the Indenture to include all tax increment revenues
allocated and paid to the Agency in the Gateways Project Area, including that portion of such
taxes otherwise required by Section 33334.3 of the Law to be deposited in the Low and
Moderate Income Housing Fund, but only to the extent necessary to repay that portion of the
Bonds, the 2001 Bonds and that portion of any Parity Debt (including applicable reserves and
financing costs) issued to finance or refinance amounts deposited in the Low and Moderate
Income Housing Fund for use pursuant to Section 33334.2 of the Law to increase or improve
the supply of low and moderate income housing within or of benefit to the Gateways Project
Area; but excluding all other amounts of such taxes (if any) (i) required to be deposited into the
Low and Moderate Income Housing Fund of the Agency pursuant to the Law for increasing and

-11-



improving the supply of low and moderate income housing, (ii) amounts payable by the State to
the Agency under and pursuant to Chapter 1.5 of Part 1 of Division 4 of Title 2 (commencing
with Section 16110) of the California Government Tax Code, and (iii)) amounts payable by the
Agency under the Tax Sharing Statutes, except and to the extent that any amounts so payable
are payable on a basis subordinate to the payment of the Bonds or to the payment of Parity
Debt, as applicable.

The portion of Tax Revenues that may be used to repay that portion of the Bonds, the
2001 Bonds and that portion of any Parity Debt issued to finance low and moderate income
housing within or of benefit to the Gateways Project Area constitute “Housing Tax Revenues”.

Any Tax Revenues received following deposit in the Special Fund of an amount equal to
the aggregate amount required to be transferred to the Interest Account, the Principal Account,
the Sinking Account and the Reserve Account during such Bond Year pursuant to the Indenture
will be released from the pledge and lien under the Indenture and may be used for any lawful
purpose of the Agency. See “APPENDIX A - SUMMARY OF CERTAIN PROVISIONS OF THE
INDENTURE” contained herein.

In consideration of the acceptance of the Bonds by those who hold the same from time
to time, the Indenture is deemed to be and constitutes a contract between the Agency and the
Owners from time to time of the Bonds and the covenants and agreements therein set forth to
be performed on behalf of the Agency will be for the equal and proportionate benefit, security
and protection of all Owners of the Bonds without preference, priority or distinction as to security
or otherwise of any of the Bonds over any of the other Bonds, or of the Bonds over any other
Parity Debt, by reason of the number or date thereof or the time of sale, execution and delivery
thereof, or otherwise for any cause whatsoever, except as expressly provided therein.

Housing Tax Revenues

The Law requires redevelopment agencies to annually set aside not less than 20 percent
of all tax increment revenues into a Low and Moderate Income Housing Fund to be expended
for authorized low and moderate income housing. Amounts on deposit in the Low and Moderate
Income Housing Fund may also be applied to pay debt service on bonds, loans or advances of
redevelopment agencies to provide financing for such low and moderate income housing
purposes. Approximately 17.4% of the proceeds of the Bonds are allocable to the Low and
Moderate Income Housing Fund and, therefore, 17.4% of the debt service on the Bonds is
payable from Housing Tax Revenues. In addition, approximately 11.5% of the proceeds of the
2001 Bonds were deposited in the Low and Moderate Income Housing Fund and, therefore,
11.5% of the debt service on the 2001 Bonds is payable from Housing Tax Revenues. See
Table 8 for a calculation of the amounts so payable from Housing Tax Revenues. Under the
Law, the amount of tax increment revenues required to be deposited in the Low and Moderate
Income Housing Fund could be reduced if the redevelopment agency finds that (1) no need
exists in the community to improve or increase the supply of low and moderate income housing
or (2) that some stated percentage less than 20 percent of the tax increment is sufficient to meet
the housing need. The Agency has no expectation of making such findings.

Limited Liability
THE BONDS ARE SPECIAL OBLIGATIONS OF THE AGENCY AND AS SUCH ARE

NOT A DEBT OF THE CITY, THE STATE OF CALIFORNIA OR ANY OF ITS POLITICAL
SUBDIVISIONS (OTHER THAN THE AGENCY) AND NEITHER THE CITY, THE STATE, NOR
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ANY OF ITS POLITICAL SUBDIVISIONS (OTHER THAN THE AGENCY) IS LIABLE FOR THE
PAYMENT THEREOF. IN NO EVENT SHALL THE BONDS BE PAYABLE OUT OF ANY
FUNDS OR PROPERTIES OTHER THAN THOSE OF THE AGENCY SET FORTH IN THE
INDENTURE.

Any future decrease in the taxable valuation of property in the Gateways Project Area or
in the applicable tax rates relating thereto will reduce the Tax Revenues allocated to the Agency
from the Gateways Project Area and correspondingly will have an adverse impact on the ability
of the Agency to pay the principal of and interest on the Bonds. Except for the Tax Revenues
and the amounts held in trust under the Indenture, no funds or properties of the Agency shall be
pledged to, or otherwise liable for, the Bonds.

The Agency has no power to levy and collect property taxes, and any property tax
limitation, legislative measures, voter initiative or provisions or additional sources of income to
taxing agencies having the effect of reducing the property tax could reduce the amount of Tax
Revenues that would otherwise be available to pay debt service on the Bonds. Likewise,
broadened property tax exemptions could have a similar effect. See “BONDOWNERS’ RISKS”
herein.

Reserve Account

On the Closing Date, the Trustee shall deposit in the existing Reserve Account an
amount which when taken together with moneys currently on deposit in the Reserve Account
equals the Reserve Account Requirement upon delivery of the Bonds. Moneys held in the
Reserve Account are to be used by the Trustee solely for the purpose of replenishing the
Interest Account, the Principal Account or the Sinking Account in such order of priority, in the
event of any deficiency at any time in any of such accounts, or for the purpose of paying the
interest on, the principal of or the redemption premiums, if any, on the Bonds, the 2001 Bonds
and any additional Parity Debt in the event that no other money of the Agency is lawfully
available therefor, or for the retirement of all Bonds then Outstanding, except that for so long as
the Agency is not in default under the Indenture, any amount in the Reserve Account in excess
of the Reserve Requirement shall be transferred from the Reserve Account to the Interest
Account.

The indenture defines the term “Reserve Requirement’ to mean, as of the date of

calculation, the lesser of the amount of Maximum Annual Debt Service or the amount then
permitted by the Internal Revenue Code of 1986 to be deposited in the Reserve Account.
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THE REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Agency Members

The Agency was established pursuant to the Law and was activated by the City Council
in 1957. Subsequently, the City Council declared itself to be the governing board of the Agency.
The Agency is charged with the authority and responsibility of redeveloping and upgrading
blighted areas of the City. The Agency is a separate public body and exercises governmental
functions in planning and carrying out redevelopment projects. The Agency can build public
improvements, facilitate the development of on and off-site improvements for private
development projects, acquire and resell property, and provide services of special benefit to the
Gateways Project Area.

Members of the Agency and the expiration of their terms of office are shown below:

Member Term Expires
Ellie Wooten, Chair/Mayor November 2009
John Carlisle, Vice Chair/Mayor Pro Tempore November 2011
Michele Gabriault-Acosta, Agency Member/Council Member  November 2011
Noah Lor, Agency Member/Council Member November 2011
Joseph Cortez, Agency Member/Council Member November 2009
James Sanders, Agency Member/Council Member November 2009
William Spriggs, Agency Member/Council Member November 2009

Agency Administration

The Agency each year adopts a budget. A portion of salaries and benefits of certain City
staff members are budgeted and paid for by the Agency. Such payments by the Agency to the
City are subordinate to the payment of debt service on the Bonds, the 2001 Bonds and any
additional Parity Debt.

The Law requires redevelopment agencies to have an independent financial audit
conducted each year. The financial audit is also required to include an opinion of the Agency's
compliance with laws, regulations and administrative requirements governing activities of the
Agency. The firm of Caporicci & Larson, Oakland, California, audited the financial statement for
the Agency for the fiscal year ended June 30, 2008. The firm’s examination was made in
accordance with generally accepted auditing standards. The Agency follows fund accounting
principles reflecting the accrual basis of accounting in which revenue is recognized when
earned or otherwise becomes available, and expenditures are recognized when incurred. The
firm reported after their examination that they noted no instances of noncompliance for the fiscal
year ended June 30, 2008. See “APPENDIX B - Audited Financial Statements of the Agency
for Fiscal Year Ended June 30, 2008.”

Agency Powers
All powers of the Agency are vested in its members. Pursuant to the Law, the Agency is

a separate public body and exercises governmental functions, including planning and
implementing redevelopment projects.
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The Agency may exercise the right to issue bonds for authorized purposes and to
expend their proceeds, and the right to acquire, sell, rehabilitate, develop, administer or lease
property. The Agency may demolish buildings, clear land and cause to be constructed certain
improvements, including streets, sidewalks, and utilities, and can further prepare for use as a
building site any real property which it owns or administers.

The Agency may, from any funds made available to it for such purposes, pay for all or
part of the value of land and the cost of buildings, facilities or other improvements to be publicly
owned, provided that such improvements are expressly found to be of benefit to a
redevelopment project and cannot be financed by any other reasonable method. The Agency
may not construct or develop buildings, with the exception of public buildings and housing, and
generally must sell or lease cleared property which it acquires within a redevelopment project
for redevelopment in conformity with a particular redevelopment plan, and may further specify a
period within which such redevelopment must begin and be completed.

Factors Affecting Redevelopment Agencies Generally

Other features of the Law that bear on redevelopment agencies include general
provisions which require public agencies to award contracts for construction only after
competitive bidding. The Law provides that construction in excess of a minimum amount
undertaken by the Agency shall be done only after competitive bidding. California statutes also
provide for offenses punishable as felonies that involve direct or indirect interest of a public
official in a contract made by such official in his official capacity. In addition, the Law generally
prohibits any Agency or City official or employee who, in the course of his duties, is required to
participate in the formulation or approval of plans or policies, from acquiring any interest in
property in the Gateways Project Area.

Under a State initiative enacted in 1974, public officials are required to make extensive
disclosures regarding their financial interests by filing such disclosures as public records. As of
the date of this Official Statement, the members of the City Council and the Agency, and other
City and Agency officials have made the required filings. California also has strict laws
regarding public meetings (known as the Ralph M. Brown Act) that make all Agency and City
meetings open to the public, with certain exceptions not applicable here.

Filing of Statement of Indebtedness

Section 33675 was added to the Law in 1976, providing for the filing not later than the
first day of October of each year with the county auditor of a statement of indebtedness certified
by the chief fiscal officer of the agency for each redevelopment project that receives tax
increment. As described below, the statement of indebtedness controls the amount of tax
increment revenue that will be paid to the Agency in each fiscal year.

Each statement of indebtedness is filed on a form prescribed by the State Controller and
specifies, among other things: (a) the total amount of principal and interest payable on all loans,
advances or indebtedness (including the 2001 Bonds, the Bonds and any Parity Debt) (the
“‘Debt”), both over the life of the Debt and for the current fiscal year, and (b) the amount of
“available revenue” as of the end of the previous fiscal year. “Available revenue” is calculated
by subtracting the total payments on Debt during the previous fiscal year from the total revenues
(both tax increment revenue and other revenues) received during the previous fiscal year, plus
any carry-forward from the prior fiscal year. Available revenue includes amounts held by the
Agency and irrevocably pledged to the payment of Debt.
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The County Auditor may only pay tax increment revenue to the Agency in any fiscal year
to the extent that the total remaining principal and interest on all Debt exceeds the amount of
available revenue as shown on the statement of indebtedness.

The statement of indebtedness constitutes prima facie evidence of the debt of the
Agency; however, the County Auditor may dispute the statement of indebtedness in certain
cases. Section 33675 provides for certain time limits controlling any dispute of the statement of
indebtedness, and allows for Superior Court determination of such dispute in the event it cannot
be resolved by the Agency and the County Auditor. Any such action may only challenge the
amount of the Debt as shown on the statement, and not the validity of any Debt or related
contract or the expenditures related thereto. No challenge can be made to payments to a
trustee in connection with a bond issue or payments to a public agency in connection with
payments by that public agency with respect to a lease or bond issue.

The Agency's October 1, 2008 Statement of Indebtedness included outstanding
obligations sufficient to collect all of the tax increment currently generated in the Gateways
Project Area for Fiscal Year 2008-09. The Agency expects that its future Statement of
Indebtedness will also include outstanding obligations sufficient to collect all of the tax increment
generated in the Gateways Project Area during the applicable fiscal year.

Regulatory Issues
The Agency is in material compliance with the provisions of the California Environmental

Quality Act, constituting Division 13 (commencing with Section 21000) of the California Public
Resources Code, with respect to the Gateways Project Area.
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THE GATEWAYS PROJECT AREA
General

General. On July 15, 1996, by the City Council’'s adoption of Ordinance No. 1939, the
Original Area was created. The Original Area encompassed 1,699 acres and consists of
several irregular areas. The Original Area is located primarily south of State Highway 99 and
north of Childs Avenue. The portions of the Original Area located north of State Highway 99
include several blocks immediately adjacent to the State Highway and between Martin Luther
King Way and R Street. Also located north of the State Highway are areas that are south of
Yosemite Parkway. One additional area is located at the southeast corner of Yosemite Parkway
and Kibby Road.

On July 17, 2000 the City Council adopted Ordinance No. 2043 that amended the
Project Area redevelopment plan to add territory (“Annex 1”). This first amendment added 46
acres to the Original Area. Annex 1 is located adjacent to the northeast side of the Merced
Municipal Airport and south of Grogan Avenue. This area is adjacent to the Original Area
boundary.

On July 18, 2005 the City Council adopted Ordinance No. 2201 that further amended the
Project Area redevelopment plan to add 1,362.9 acres of additional territory (“Annex 2”). Annex
2 consists of ten irregular sub-areas that are located within the downtown area that is north of
State Highway 99 between M Street on the west and extending as far east as McKee Road. The
subareas also include areas south of State Highway 99 that are generally bounded by Childs
Avenue on the north, Gerard Avenue on the south, West Avenue on the west and State
Highway 99 on the east. The territory added by this amendment includes 504 parcels located
within the County unincorporated area. These parcels were added with the permission of the
County Board of Supervisors granted to the City and the Agency pursuant to Ordinance No.
1754 adopted by the County Board of Supervisors on July 19, 2005. The Gateways Project
Area now encompasses a total of 3,107.9 acres.

Redevelopment Plan. The Redevelopment Plan was amended twice more by
ordinances as discussed above. The Redevelopment Plan is designed to enable the Agency to,
among other things, eliminate blighting influences; encourage existing owners, businesses and
tenants within the Gateways Project Area to participate in redevelopment activities; to sustain
the existing residential, commercial and industrial base of the community; to provide required
public improvements so as to encourage new construction by private enterprise; to mitigate
development limitations which have and will continue to result in the lack of optimum utilization
of the Gateways Project Area; and provide construction and employment opportunities in the
development of these facilities.

The Redevelopment Plan allows for commercial, industrial, residential and public uses,
as consistent with the general plan of the City. The Redevelopment Plan emphasizes
revitalization of residential neighborhoods through housing rehabilitation and construction of
new single-family and low-density housing, as well as construction of amenities such as parks.
The Redevelopment Plan also encourages commercial development along two predominant
linear commercial "strips”, Yosemite Park Way and Martin Luther King, Jr. Way. Development of
a significant shopping center in the Gateways Project Area is emphasized. Finally, the
Redevelopment Plan anticipates encouragement of industrial development in the two industrial
parks in the Area: the Airport Industrial Park, which is municipally owned, and the University
Industrial Park, which is privately owned.
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Other Project Areas. In addition to the Gateways Project Area, the Agency has
established two other redevelopment project areas in the City of Merced. The first project area,
a six-square block area (“Project Area No. 1”), terminated in December 1991 after a 30-year
life. The second project area (“Project Area No. 2”) is effective for 42 years, and terminates in
August 2016.

Land Use in the Gateways Project Area

Shown in the table below are land uses in the Gateways Project Area, according to
Fiscal Year 2008-09 assessed value. Unsecured and non-unitary values are connected with
parcels that are already accounted for in other categories. Of the parcels listed in Table 2, 501
parcels are located outside of the city limits of the City of Merced. These parcels were
incorporated into the areas added by Annex 2 with permission of the County and have a net
taxable value of $66.9 million for 2008-09.

TABLE 2
REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Merced Gateways Redevelopment Project
Land Use by Assessed Value
Fiscal Year 2008-09

Category No. of Parcels Net Taxable Value % of Total
Residential 2,733 $327,529,227 52.50%
Commercial 271 171,278,911 27.46
Industrial 35 31,994,898 513
Irrigated 18 12,424,039 1.99
Institutional 40 1,074,968 0.17
Governmental 121 0 0.00
Miscellaneous 18 2,828,986 0.45
Vacant Land 168 18,653,663 2.99

Subtotal 3,404 $565,784,692 90.70
Possessory Interest 1,104,211 0.18
Unsecured 56,935,155 9.16

Subtotal $58,039,366 9.30

Totals $623,824,058 100.00%

Source: HdL Coren & Cone.

Redevelopment Plan Limitations

AB 1290. In 1993, the California Legislature made significant changes in the Law by the
adoption of AB 1290, Chapter 942, statutes of 1993 (“AB 1290”). Among the changes to the
Law accomplished by the enactment of AB 1290 was a provision that specified that the
effectiveness of a redevelopment plan adopted after 1993 (which is the case for the
Redevelopment Plan for the Gateways Project Area) shall expire 30 years from the date of
adoption of the Redevelopment Plan. The time limit for establishing indebtedness is 20 years
from the date of adoption of the redevelopment plan and the Agency may repay indebtedness
for a total of 45 years from the date of the adoption of the redevelopment plan. Any eminent
domain proceedings undertaken by the Agency must be initiated within 12 years of the adoption
date of the redevelopment plan.
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Senate Bill 1045. The California Legislature adopted Senate Bill 1045 requiring the
Agency during the Fiscal Year 2003-04 to make a payment for deposit in the Educational
Revenue Augmentation Fund (“ERAF”) and provided that when an agency is required to make
such a payment, the City Council may amend the redevelopment plan to extend the time limit of
the effectiveness of the redevelopment plan and the time limit to repay indebtedness by one
year by adoption of an ordinance. Pursuant to Senate Bill 1045 the Agency has extended the
term of redevelopment plan effectiveness of the Gateways Project Area by one year with the
adoption of Ordinance No. 2149 on March 15, 2004. This extension extends the terms of the
Redevelopment Plan’s effectiveness and the period within which the Gateways Project Area
may repay indebtedness by one year, namely, until July 14, 2027 and August 4, 2042,
respectively.

Senate Bill 1096. After the State’s budget for 2004-05 was approved by the legislature
and signed by the Governor, Senate Bill 1096 was adopted. Based on SB 1096, redevelopment
agencies within the State were required to pay a total of $250 million into ERAF in each of fiscal
years 2004-05 and 2005-06. The Agency'’s portion of the statewide ERAF requirement for 2004-
05 was $489,910 and for 2005-06 was $461,910. Under SB 1096, the Gateways Project Area is
not eligible for two one-year extensions of the redevelopment plan time limits based on its ERAF
payments.

The following table summarizes the limits in the Redevelopment Plan.

TABLE 3
REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Merced Gateways Redevelopment Project
Redevelopment Plan Limits

Component Plan Last Date to Last Date to Limit on Tax Limit on
Area Expiration Incur New Debt ~ Repay Debt with Increment Outstanding
Tax Increment Allocated to the Bonded Debt
Agency
Original Area 07/15/2027 07/15/2016 07/15/2042
Annex 1 07/17/2031 07/17/2020 07/17/2046
Annex 2 07/18/2035 07/18/2025 07/18/2050
Project Area $400 million* $50 million

* Redevelopment plans adopted after January 1, 1994 are not required to contain limitations on the amount of tax
increment revenue that may be divided and allocated to the Agency. This limitation of $400 million was included in
the text of the redevelopment plan.

Allocation of Taxes

Secured taxes are due in two equal installments. Installments of taxes levied upon
secured property become delinquent on December 10 and April 10. Taxes on unsecured
property are due March 1 and become delinquent August 31.

The County Auditor-Controller is responsible for the aggregation of the taxable values
assigned by the Assessor as of the January 1 lien date for property within the boundaries of the
Gateways Project Area. This results in the reported total current year Gateways Project Area
taxable value and becomes the basis of determining tax increment revenues due to the Agency.
Although adjustments to taxable values for property within the Gateways Project Area may
occur throughout the fiscal year to reflect escaped assessments, roll corrections, etc., such
adjustments are not assumed on the tax increment projection. Current tax payment practices
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by the County provide for payment to the Agency of tax increment revenues in mid-January and
mid-May. A final reconciliation is made after the close of the fiscal year to incorporate all
adjustments to previously reported current year taxable values. The difference between the
final reconciliation and tax increment revenues previously allocated to the Agency is paid in late
July.

Merced County has implemented the Alternative Method of Distribution of Tax Levies
and Collections and of Tax Sale Proceeds (the “Teeter Plan”), which allows each entity levying
property taxes in the County to draw on the amount of property taxes levied rather than the
amount actually collected. Therefore, the Agency’s tax increment revenues reflect actual levies
rather than the total amount of taxes collected.

Assessed Valuation Information

Assessed Valuations. Taxable values are prepared and reported by the County
Auditor-Controller each fiscal year and represent the aggregation of all locally assessed
properties, which are part of the Gateways Project Area. The assessments are assigned to Tax
Rate Areas (TRA) that are coterminous to the boundaries of the Gateways Project Area.

Historically, growth in Original Area assessed value has primarily occurred within
residential and commercial properties. Annex 1 first produced incremental value in fiscal year
2002-03. Annex 2 first produced incremental value in fiscal year 2006-07. See “APPENDIX D -
Fiscal Consultant’'s Report — Ill. Project Area Assessed Values” for a description of the growth
patterns in the three component areas.

In response to the down-turn in real estate values state-wide, the Merced County
Assessor recently has been reviewing the values of many of the parcel values within the
County. Some properties in the Gateways Project Area have been reduced in value. See
“Appeals to Assessed Value” below.

The tables below show the historical assessed values for fiscal years 2004-05 to 2008-
09 based upon the County Auditor/Controller's equalized rolls.
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REDEVELOPMENT AGENCY OF THE CITY OF MERCED

TABLE 4

Merced Gateways Redevelopment Project
Historical Assessed Valuation Growth

Secured 2004-05 2005-06 2006-07"" 2007-08 2008-09
Land $ 69,548,083 $ 80,213,440 $161,125817  $ 187,443,223 $194,836,854
Impts 182,611,948 222,823,663 389,751,369 420,463,130 440,944,695
Pers Prop 6,991,805 7,286,237 13,312,594 14,374,491 15,520,137
Exemptions (19,929.080) (35,067.463) (77.947.489) (79,587,374) (84,412,783)
Total Secured 239,222,756 275,255,877 486,242,291 542,693,470 566,888,903
Unsecured
Land 3,312,913 3,382,855 3,334,152 4,870,143 4,539,728
Impts 45,834,266 47,415,823 48,260,482 55,336,542 60,376,354
Pers Prop 28,597,322 24,885,365 33,131,134 29,726,085 38,611,150
Exemptions (44,108,591) (43,633,061) (44,184,751) (45,069,936) (46,592,077)
Total Unsecured 33,635,910 32,050,982 40,541,017 44,862,834 56,935,155
GRAND TOTAL 272,858,666 307,306,859 526,783,308 587,556,304 623,824,058
Incremental Value 71,380,494 105,828,687 181,114,298 241,887,294 278,155,048
Percent Change - 12.62% n/a " 11.54% 6.17%

(1) After 2005-06 the base year value was revised due to the addition of Annex 2.

Source: HdL Coren & Cone.

Largest Taxpayers. The following table lists the ten largest payers of property taxes in
the Gateways Project Area for fiscal year 2008-09. Within the Gateways Project Area, the
aggregate total taxable value for the ten largest taxpayers is $83,102,335. This amount is 29.9%
of the $278,155,048 Gateways Project Area incremental value. The properties owned by the
ten largest taxpayers represent 13.32% of the Gateways Project Area’s total assessed value of
$623,824,058.

The top taxpayer in the Gateways Project Area is the New Werner Holding Company
Inc. This company operates as Keller Extrusions of California which has unsecured values of
$14,458,210. This company occupies parcels owned by Lyons Investments, another of the top
ten taxpayers. Werner Holding Company is a leading manufacturer of ladders and other
climbing devices. It has two manufacturing facilities in the United States, including the Merced
facility, and one in Juarez, Mexico. The Werner Holding Company is the world’s leading
manufacturer and distributor of fiberglass, aluminum and wood climbing products.

The second largest taxpayer in the Gateways Project Area is Catholic Healthcare West,
the operating entity for Mercy Hospital of Merced. The majority of the hospital’s value is exempt
from property taxes, however, the medical offices and retail operations within the facility are
subject to taxation. These taxable activities are assessed at $11,779,491 in secured value.
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Catholic Healthcare West’'s property represents 1.89% of the Gateways Project Area’s total
value for 2008-09 and 5.21% of the Gateways Project Area’s incremental value.

The following table shows the ten largest taxpayers in the Gateways Project Area.

TABLE 5
REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Merced Gateways Redevelopment Project
Largest Fiscal Year 2008-09 Property Taxpayers

Percent of
Assessed Number of Percent of Incremental
Property Owner Valued Parcels Total Value Value
New Werner Holding Company $14,458,210 2 2.32% 5.20%
Catholic Healthcare West 11,779,491 4 1.89 4.23
Wal Mart Stores East LP 9,238,752 2 1.48 3.32
Fornia Hospitality Group LLC 8,271,710 2 1.33 2.97
Playa Merced LLC 7,647,460 3 1.23 2.75
Gagan Ringo Gulai 7,566,386 1 1.21 2.72
Maxs Partnership 7,059,678 2 1.13 2.54
Savemart of Modesto 6,553,680 1 1.05 2.36
Lyons Investment, A Partnership 5,741,318 4 0.92 2.06
CVP Acquisition Corp. 4,785,650 1 0.77 1.72
Total $83,102,335 22 13.34 29.88%

Source: HdL Coren & Cone.

Tax Rates. The Gateways Project Area consists of a total of 24 Tax Rate Areas
(“TRAs”). A TRA is a geographic area within which the taxes on all property are levied by a
certain set of taxing entities. These taxing entities each receive a prorated share of the general
levy and those taxing entities with voter approved over-ride tax rates receive the revenue
resulting from that tax rate.

A Constitutional amendment approved in June 1983 allows the levy of over-ride tax rates
to repay indebtedness for the acquisition and improvement of real property, upon approval by a
two-thirds vote. A subsequent amendment of the Constitution prohibits the allocation to
redevelopment agencies of tax revenues derived from over-ride tax rates levied for repayment
of indebtedness approved by the voters after December 31, 1988. The over-ride tax rates
typically decline each year as a result of (1) increasing property values (which would reduce the
over-ride rate that must be levied to meet debt service) and (2) the eventual retirement of debt
over time.

Within the various TRAs there are two tax rates levied. After eliminating all override tax
rates that received approval by voters after January 1, 1989 there are no override tax rates that
are applicable to Agency revenues within the Gateways Project Area. Therefore, the tax rate
used in the projections shown on Table 6 is 1% per $100 of incremental value. See
“‘“APPENDIX D - Fiscal Consultant’s Report — V. Tax Allocation and Disbursement”.

Appeals to Assessed Value
Proposition 8 Appeals. Most of the appeals that might be filed in the Gateways Project

Area would be based on Section 51 of the Revenue and Taxation Code, which requires that for
each lien date the value of real property shall be the lesser of its base year value annually
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adjusted by the inflation factor under Article XIIIA of the State Constitution or its full cash value,
taking into account reductions in value due to damage, destruction, depreciation, obsolescence,
removal of property or other factors causing a decline in value. Under California law, property
owners may apply for a reduction of their property tax assessment by filing a written application,
in form prescribed by the State Board of Equalization, with the appropriate county board of
equalization or assessment appeals board. In most cases, the appeal is filed because the
applicant believes that present market conditions (such as residential home prices) cause the
property to be worth less than its current assessed value. These market-driven appeals are
known as Proposition 8 appeals.

Any reduction in the assessment ultimately granted as a Proposition 8 appeal applies to
the year for which application is made and during which the written application was filed. These
reductions are often temporary and are adjusted back to their original values when market
conditions improve. Once the property has regained its prior value, adjusted for inflation, it once
again is subject to the annual inflationary factor growth rate allowed under Article XIlIA. The
State Board of Equalization has approved this reassessment formula and such formula has
been used by county assessors statewide. The reassessment formula was approved by the
California Court of Appeal, Fourth District, in the recent case of County of Orange et al. v
Bezaire, petition for review to the California Supreme Court denied.

Within the assessment rolls for 2007-08, there were a number of properties in the
Gateways Project Area that had already been reduced in value under Proposition 8. The
assessment rolls for 2008-09 include a greater number of such properties. Within the Gateways
Project Area, 512 parcels have had an aggregate downward adjustment of $24 million for fiscal
year 2007-08 and 2008-09. These parcels that were reduced in value were all residential
properties. See “APPENDIX D - Fiscal Consultant’s Report — Ill. Project Area Assessed Values”
for a description of the Proposition 8 reductions in the Gateways Project Area.

Base Year Appeals. A second type of assessment appeal is called a Base Year appeal,
where the property owners challenge the original (basis) value of their property. Appeals for
reduction in the “base year” value of an assessment, if successful, reduce the assessment for
the year in which the appeal is taken and prospectively thereafter. The base year is determined
by the completion date of new construction or the date of change of ownership. Any base year
appeal must be made within four years of the change of ownership or new construction date.

Appeals in the Project Area. As discussed in the Fiscal Consultant’s Report, assessment
appeals data is not readily available from the County. As a result, a review was made of the
assessment appeals status of each of the top ten taxpayers for the Gateways Project Area. The
Clerk of the Board of Supervisors has reviewed a listing of all properties owned by the top ten
taxpayers in the Gateways Project Area. According to the Clerk of the Board, as of March 2,
2009 there are no assessment appeals pending on any of the properties listed.

Outstanding Indebtedness of the Gateways Project Area

Currently, the Gateways Project Area has $2,145,000 of its 2001 Bonds outstanding. For
a summary of other outstanding debt of the Agency, see “APPENDIX B — Audited Financial
Statements of the Agency For The Fiscal Year Ended June 30, 2008 — Note 6. Long-Term
Debt”.

Included in this Official Statement, as APPENDIX B, are the audited financial statements
of the Agency for the Fiscal Year ended June 30, 2008. No post-audit review has been
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requested or will be performed. Prior years audited financial statements can be obtained from
the Agency by contacting Bradley R. Grant, Finance Officer, at 678 W 18th Street, Merced, CA
95340.

As of June 30, 2008 there was $61,620, in advances by the City to the Agency with
respect to the Gateways Project Area. These advances represent moneys owed by the Agency
to the City. Repayment of these amounts are subordinate to other indebtedness of the
Gateways Project Area, including the Bonds, with respect to application of Tax Revenues.

Major Development Activities

All properties in the Gateways Project Area are subject to the Agency's approved
development standards and guidelines. The Redevelopment Plan requires that new
construction comply with all applicable State statutes and local laws in effect, including City
zoning ordinances and City codes for building, electrical, heating, ventilating and plumbing. The
Redevelopment Plan further provides that no new improvement shall be substantially modified,
altered, repaired or rehabilitated, except in accordance with development standards and/or
architectural, landscape and site plans submitted to and approved by the Agency.

The Fiscal Consultant has identified a number of construction projects that are underway
or have been recently completed within the Gateways Project Area. These include single family
residential in-fill construction as well as commercial, hotel and industrial buildings.
Developments that were completed after the January 1, 2008 lien date or that are currently
under construction are expected to add $18 million in new value to the 2009-10 tax rolls. These
additional values have been factored into the Fiscal Consultant’s projections of assessed value
and revenue.

From January 1, 2008 lien date for the 2008-09 tax-roll through December 31, 2008, 101
properties within the Gateways Project Area transferred ownership. The sales prices on these
transfers were $5,114,964 less than the enrolled values on these properties. As a result, this
decreased value is reflected in the projected values for 2009-10 in the projection of tax revenue
shown on Table 6 herein.

Wal-Mart has proposed a major distribution center within the Gateways Project Area,
totaling about 1.2 million square feet in size, representing an investment over $70 million, with a
projected initial hiring of over 600 jobs. Wal-Mart has made application for development, and a
Draft Environmental Impact Report has been published and is in its public comment period.
Following the close of the comment period, a final EIR will be completed, and the application will
be processed through the Merced Planning Commission and City Council. The application
hearings are expected in July through September 2009. Although none of the new assessed
value which may be attributable to the Wal-Mart project has been included in the projections of
assessed valuation contained elsewhere herein, the Wal-Mart project, if and when completed,
would create significant additional assessed valuation in the Gateways Project Area and could
permit the issuance of additional parity debt by the Agency.

Tax Sharing Statutes
Each of the three component areas of the Gateways Project Area was adopted after
January 1, 1994 and is therefore, subject to the Law as it was amended by passage of AB 1290.

As amended, the Law requires that for project areas adopted or for territory added to an existing
project area after January 1, 1994, a prescribed portion of the Agency’s tax increment revenue
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must be shared with all taxing entities within the project area. This defined tax-sharing amount
has three tiers. The first tier begins with the first year that the project area receives tax
increment revenue and continues for the life of the project area. This first tier tax-sharing
amount is 25% of the Agency’s gross tax increment revenue net of the Housing Tax Revenues.

The second tier begins in the eleventh year after the Agency first receives tax increment
revenue. This second tier is 21% of the tax increment revenue, net of the Housing Tax
Revenues, that is derived from the growth in assessed value that is in excess of the assessed
value of the project area in year ten.

The third tier begins in the 31st year after the Agency first receives tax increment
revenue. This third tier is 14% of the tax increment revenue, net of the Housing Tax Revenues
that is derived from the growth in assessed value that is in excess of the assessed value of the
project area in the 30th year. These three tiers of tax sharing are calculated independent of one
another and continue from their inception through the life of the project area.

Section 33607.5(e) of the Law specifies a procedure whereby the Agency may request
subordination of the statutory tax sharing payments to payment of debt service on the Bonds by
all of the Gateways Project Area’s taxing entities. As part of this request, the Agency must
provide substantial evidence to the taxing entities that it will have sufficient funds to make the
debt service payments on the Bonds as well as making the required statutory tax sharing
payments.

The taxing entities may respond and agree to the subordination request, they may do
nothing and after 45 days be deemed to have agreed to the subordination or they may
disapprove the subordination request. A taxing entity may disapprove a subordination request
only if it believes based on substantial evidence that the Agency’s financial estimates are
incorrect and that the Agency will not be able to make debt service and the tax sharing
payments. The Agency has provided sufficient evidence to warrant subordination of the tax
sharing payments and, therefore, the tax sharing payments are subordinate to the payment of
debt service on the Bonds. The Agency has obtained subordination of the statutory payments
with respect to the 2001 Bonds by agreements with such taxing entities, excepting the Merced
Community College District and the Weaver Elementary School District. See Table 7 “Debt-
Service Coverage — Non-Housing Portion of Bonds and 2001 Bonds”.

Projected Tax Revenues; Debt Service Coverage
The tax increment revenue projections for the Gateways Project Area, as prepared by
Agency and the Fiscal Consultant, are summarized below. All of the projections commence

with the reported values for Fiscal Year 2008-09, plus unitary revenues for Fiscal Year 2007-08.

In projecting Tax Revenues and debt service coverage, the Fiscal Consultant assumed
the following:

Tax Rate: The projections assume a 1% tax rate.

Assessed Value: The projections utilize fiscal year 2008-09 assessed values as reported
by the County as the baseline value.

Personal Property: Held constant at the 2008-09 level.
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Unitary Revenue: Held constant at the estimated 2008-09 level.

Inflation Rate: In California, real property values (land and improvements) are subject to
an annual inflationary increase, as allowed under Proposition 13. The projection table assumes,
with respect to secured and unsecured property, a 2.0% inflation factor in fiscal year 2008-09
and thereafter. See “BONDOWNERS’ RISKS — Reduction in Inflationary Rate and Changes in
Legislation; Further Initiatives.” Assessed values of personal property and state-assessed (non-
unitary property) are assumed to remain at their estimated fiscal year 2008-09 levels.

Property Transfers: The projections do not assume there will be any impact from
property transfers.

New Development: The projections include in the fiscal year 2009-10 values the
projected value ($18,554) of (i) new construction that was underway and (ii) new construction
that had been completed but had not been reflected on the tax rolls.

Appeals: The projections assume assessed values are not reduced in fiscal year 2008-
09 as a result of the resolution of pending appeals.

Housing Set-Aside: The projections assume 20% of Tax Increment generated in the
Gateways Project Area will be deducted as part of the calculation of Tax Revenues. A portion of
the Housing Tax Revenues will be used to pay debt service on the Bonds and the 2001 Bonds.
See “SECURITY FOR THE BONDS - Housing Tax Revenues”.

County Administrative Charge. The projections assume a County administrative charge
equal to 1.32% of gross tax increment generated in the Gateways Project Area will be deducted
as part of the calculation of Tax Revenues.

Tax-Sharing Obligations: The projections assume all Statutory Tax Sharing payments
will be subordinate to payment of debt service on the Bonds.
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TABLE 6
REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Merced Gateways Redevelopment Project
Projected Tax Increment Revenues (Dollars in Thousands)

Total Taxable County Project Area Projected
Taxable Value over Gross Tax Housing Admin Share of Tax

Value Base Revenue® Set Aside® Fee ™ ERAF Revenues
2008-09 $623,824 $278,155 $2,787 $(557) $(37) $(188) $2,005
2009-10 649,034 303,365 3,039 (608) (40) . 2,391
2010-11 661,864 316,195 3,167 (633) (42) . 2,492
2011-12 674,950 329,281 3,298 (660) (44) . 2,595
2012-13 688,299 342,630 3,432 (686) (45) . 2,700
2013-14 701,914 356,245 3,568 (714) (47) . 2,807
2014-15 715,801 370,132 3,707 (741) (49) . 2,916
2015-16 729,967 384,298 3,848 (770) (51) . 3,018
2016-17 744,415 398,746 3,993 (799) (53) . 3,142
2017-18 759,153 413,484 4,140 (828) (55) . 3,257

(1) Base year value is $345,359.

(2) The tax rate utilized for the projection is $1.00 per $100 of taxable assessed valuation.
(3) Housing Set Aside calculated at 20% of Gross Revenue.

(4) County administration fee is calculated at 1.32% of gross tax increment.

Source: HdL Coren & Cone.

The following table shows projected debt service coverage on the portion of Bonds and
2001 Bonds that are payable from Tax Revenues other than Housing Tax Revenues.

TABLE 7
REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Merced Gateways Redevelopment Project
Debt Service Coverage- Non-Housing Portion of Bonds and 2001 Bonds
(Dollars in Thousands)

Non-Housing Non-Housing Total Non-

Fiscal Projected Tax 2009 Bonds 2001 Bonds Housing Debt Non-Housing

Year Revenues!”  Debt Service®  Debt Service Service® Coverage®
2009-10 $2,391 $499 $ 145 $644 371%
2010-11 2,492 790 148 938 266%
2011-12 2,595 791 146 937 277%
2012-13 2,700 791 149 940 287%
2013-14 2,807 790 146 936 300%
2014-15 2,916 794 148 942 310%
2015-16 3,018 796 145 941 321%
2016-17 3,142 788 147 935 336%
2017-18 3,257 794 149 943 345%

(1) Excluding the 20% Housing Set-Aside amount.
(2) $10,835,000 Non-Housing Bonds. Minimum coverage required for Additional Bonds is 145%.
Source: HdL Coren & Cone.

-27-



Table 8 shows projected debt service coverage on the portion of Bonds and 2001 Bonds
that are payable from Housing Tax Revenues.

TABLE 8
REDEVELOPMENT AGENCY OF THE CITY OF MERCED
Merced Gateways Redevelopment Project
Debt Service Coverage- Housing Portion of Bonds and 2001 Bonds
(Dollars in Thousands)

Projected Housing Housing

Fiscal Housing Tax 2009 Bopds 2001 Bonds Total Hougin% Housing

Year Revenues!”  Debt Service®  Debt Service  Debt Service” Coverage®
2009-10 $608 $104 $19 $123 494%
2010-11 633 172 19 191 331%
2011-12 660 170 18 188 351%
2012-13 686 169 18 187 367%
2013-14 714 168 18 186 384%
2014-15 741 171 18 189 392%
2015-16 770 169 22 191 403%
2016-17 799 168 22 190 421%
2017-18 828 170 21 191 434%

(1) 20% Housing Set-Aside amount.
(2) $2,285,000 Housing Bonds; preliminary. Minimum coverage required for Additional Bonds is 145%.
Source: HdL Coren & Cone.
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BONDOWNERS’ RISKS

The following section describes certain risk factors affecting the payment and security of
the Bonds. The following discussion of risks is not meant to be an exhaustive list of the risks
associated with the purchase of the Bonds and does not necessarily reflect the relative
importance of the various risks. Potential investors are advised to consider the following factors
along with all other information in this Official Statement in evaluating the Bonds. There can be
no assurance that other risk factors will not become material in the future.

Bonds Are Limited Obligations and Not General Obligations

The Bonds and the interest thereon are limited obligations of the Agency and do not
constitute a general obligation of the Agency. See “SECURITY FOR THE BONDS” herein. No
Owner of the Bonds may compel exercise of the taxing power of the State or any of its political
subdivisions or agencies to pay the principal of, premium, if any, or interest due on the Bonds.

The Bonds do not evidence a debt of the Agency or the City within the meaning of any
constitutional or statutory debt limitation provision.

Reduction in Taxable Value; Plan Limitations

Tax Revenues allocated to the Agency are determined by the amount of incremental
taxable value in the Gateways Project Area and the current rate or rates at which property in the
Gateways Project Area is taxed. The reduction of taxable values of property in the Gateways
Project Area caused by economic factors beyond the Agency’s control, such as a relocation out
of the Gateways Project Area by one or more major property owners, successful appeals by
property owners for a reduction in property’s assessed value, blanket reductions in assessed
value due to general reductions in property values or the complete or partial destruction of such
property caused by, among other eventualities, an earthquake or other natural disaster, could
cause a reduction in Tax Revenues securing the Bonds. The Fiscal Consultant’s Report
presents an analysis of Proposition 8 reductions (applicable when a property’s market value is
less than its current assessed value) in the Gateways Project Area. The 2008-09 tax roll was
reduced by approximately $24 million due to Proposition 8 reductions. See “APPENDIX D -
Fiscal Consultant’s Report — Ill. Project Area Assessed Values”.

These risks and risks of delinquent payments may generally be exacerbated by the
relatively high concentration of ownership in the Gateways Project Area. See “THE
GATEWAYS PROJECT AREA - Assessed Valuation Information.” Such reduction of Tax
Revenues could have an adverse effect on the Agency’s ability to make timely payments of
principal of and interest on the Bonds.

In addition, limitations on the Agency’s receipt and use of tax increment revenues may
also affect the availability of Tax Revenues. See “SECURITY FOR THE BONDS - Housing Tax
Revenues” and “LIMITATIONS ON TAX REVENUES - Plan Limitations.”

Reduction in Inflationary Rate and Changes in Legislation; Further Initiatives
As described in greater detail below (see “LIMITATIONS ON TAX REVENUES”),
Article XIIIA of the California Constitution provides that the full cash value base of real property

used in determining taxable value may be adjusted from year to year to reflect the inflationary
rate, not to exceed a two percent increase for any given year, or may be reduced to reflect a
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reduction in the consumer price index or comparable local data. Such measure is computed on
a calendar year basis.

Article XIIIA of the California Constitution, which significantly affected the rate of property
taxation, was adopted pursuant to California’s constitutional initiative process. From time to
time, other initiative measures could be adopted by California voters. The adoption of any such
initiative might alter the calculation of tax increment revenues, reduce the property tax rate, or
broaden property tax exemptions. Future legislative reallocation of the 1% basic levy among
the affected taxing entities could increase the taxes retained by certain taxing entities with a
corresponding reduction in Tax Revenues. See “LIMITATIONS ON TAX REVENUES - Property
Tax Limitations - Article IIIA.”

Factors Relating to Sub-Prime Loans

In recent years, many homeowners have financed the purchase of their new homes
using loans with little or no down-payment and with adjustable interest rates that are subject to
being reset at higher rates on a specified date or on the occurrence of specified conditions.
Many of these loans (often referred to as “sub-prime loans”) allow the borrower to pay only
interest for an initial period, which may extend in some loans up to 10 years. In the opinion of
some economists, the significant increase in home “affordability” in recent years while home
prices increased significantly in most California real estate markets, was caused, in part, by the
ability of home purchasers to access loans with little or no down-payment. Homeowners who
purchased their homes with sub-prime loans have begun to experience difficulty in making their
loan payments due to automatic rate increases on their adjustable loans, rising interest rates in
the market, and the inability to refinance due to decreasing residential market values.

The Fiscal Consultant Report includes information on the number of notices of default,
notices of trustee sales and bank-owned properties (all predecessors to foreclosures) by
Gateways Project Area ZIP codes. The data presented in the Fiscal Consultant's Report
indicates that approximately 2.12% of the assessed value in the Gateways Project Area has
been affected by this activity. See “APPENDIX D - Fiscal Consultant’s Report - Trended
Taxable Value Growth”.

Increased delinquency rates could have an adverse effect on the Agency’s ability to
make timely payments of principal of and interest on the Bonds. Moreover, if mortgage loan
defaults continue to increase, bankruptcy filings by homeowners are also likely to increase.
Bankruptcy filings by homeowners with delinquent property taxes would delay the
commencement and completion of foreclosure proceedings to collect delinquent property taxes.
In addition, foreclosures can affect taxable values and tax revenues for the Gateways Project
Areas directly and indirectly. If the assessed value of the property is higher than the market
value of the property when the bank takes over ownership, the Assessor’s office will reduce the
as