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In the opinion of Jones Hall, A Professional Law Corporation, San Francisco, California, Bond Counsel, subject, however to
certain qualifications described herein, under existing law, the interest on the Bonds is excluded from gross income for federal
income tax purposes, and such interest is not an item of tax preference for purposes of the federal alternative minimum tax
imposed on individuals and corporations, although for the purpose of computing the alternative minimum tax imposed on certain
corporations, such interest is taken into account in determining certain income and earnings. In the further opinion of Bond
Counsel, such interest is exempt from California personal income taxes. See “TAX MATTERS” herein.

$9,520,000
REDEVELOPMENT AGENCY OF THE CITY OF NOVATO
Hamilton Field Redevelopment Project
2005 Tax Allocation Housing Bonds, Series A

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

The bonds referenced above (the “Bonds”) are being issued by the Redevelopment Agency of the City of Novato (the
“Agency”) pursuant to the Community Redevelopment Law of the State of California (described herein) and an Indenture of
Trust, dated as of February 1, 2005 (the “Indenture”). Proceeds of the Bonds will be used by the Agency to (i) pay a portion of an
obligation incurred by the Agency under an owner participation agreement with respect to the “Original Area” of the Agency’s
Hamilton Field Redevelopment Project (the “Project Area”), (ii) fund a reserve account for the Bonds; and (iii) pay the costs of
issuing the Bonds.

The Bonds will be delivered as fully registered bonds, registered in the name of Cede & Co. as nominee of The Depository
Trust Company, New York, New York (“DTC”), and will be available to ultimate purchasers (“Beneficial Owners”) in the
denomination of $5,000 or any integral multiple thereof, under the book-entry system maintained by DTC. Beneficial Owners
will not be entitled to receive delivery of certificates representing their ownership interest in the Bonds. Interest on the Bonds
is payable on March 1 and September 1 of each year, commencing September 1, 2005, by U.S. Bank National Association, as
trustee (the “Trustee”), to DTC for subsequent disbursement to DTC participants, so long as DTC or its nominee remains the
registered owner of the Bonds.

The Bonds are subject to optional and mandatory sinking fund redemption prior to maturity as described herein.

The Bonds are special obligations of the Agency and are payable exclusively from Housing Tax Revenues (as defined herein)
to be derived from the Project Area (initially, the Original Area only) and from amounts on deposit in certain funds and accounts
established pursuant to the Indenture. Housing Tax Revenues consist of the 20 percent of tax increment allocated to the Agency
from the Project Area which the Agency is obligated to deposit into its Low and Moderate Income Housing Fund (the “Housing
Set-Aside”). As discussed more fully in this Official Statement, the “Added Area” of the Project Area has not been activated as
a redevelopment project. If the Agency were to activate the Added Area, tax increment generated in the Added Area would not
constitute security for the Bonds unless the Agency affirmatively elected to pledge it.

The receipt of Housing Tax Revenues is subject to certain risks and limitations, including risks associated with the fact
that ownership of property in the Project Area is currently concentrated within a small number of property owners and that the
Agency’s right to receive Housing Tax Revenues is subject to certain limitations. See “RISK FACTORS” and “LIMITATIONS
ON HOUSING TAX REVENUES AND POSSIBLE SPENDING LIMITATIONS” herein.

THE BONDS ARE NOT A DEBT, LIABILITY OR OBLIGATION OF THE CITY OF NOVATO, THE COUNTY
OF MARIN, THE STATE OF CALIFORNIA, OR ANY OF ITS POLITICAL SUBDIVISIONS OTHER THAN THE
AGENCY, AND NEITHER THE CITY, THE COUNTY, THE STATE NOR ANY OF ITS POLITICAL SUBDIVISIONS,
OTHER THAN THE AGENCY, IS LIABLE THEREFOR. THE PRINCIPAL OF, PREMIUM, IF ANY, AND
INTEREST ON THE BONDS ARE PAYABLE SOLELY FROM HOUSING TAX REVENUES ALLOCATED TO THE
AGENCY FROM THE PROJECT AREA AND AMOUNTS IN CERTAIN FUNDS AND ACCOUNTS HELD UNDER
THE INDENTURE. NEITHER THE AGENCY, THE CITY NOR ANY PERSONS EXECUTING THE BONDS ARE
LIABLE PERSONALLY ON THE BONDS BY REASON OF THEIR ISSUANCE.

This cover page contains certain information for quick reference only. It is not intended to be a summary of all factors relating
to an investment in the Bonds. Investors should review the entire Official Statement before making any investment decision.

MATURITY SCHEDULE
See Inside Front Cover

The Bonds are offered when, as and if delivered and received by the Underwriter, subject to the approval as to their legality
by Jones Hall, A Professional Law Corporation, San Francisco, California, Bond Counsel. Jones Hall is also serving as
Disclosure Counsel to the Agency. Certain legal matters will be passed upon for the Agency by McDonough Holland & Allen PC,
Sacramento, California. It is anticipated that the Bonds will be available for delivery to DTC on or about February 17, 2005.

February 8, 2005



MATURITY SCHEDULE

(Base CUSIP:T 66988T)
$7,335,000 Serial Bonds

Maturity Principal Maturity Principal
(September 1) Amount Interest Yield CUSIPT (September 1) Amount Interest Yield cusipt
2005 $100,000 4.500% 2.000% BF9 2018 $275,000 4.200% 4.200% BU6
2006 80,000 4.500 2.400 BG7 2019 285,000 4.300 4.300 BV4
2007 185,000  4.500 2.650 BHS5 2020 300,000 4.300 4.350 BW2
2008 190,000  4.500 2.800 BJ1 2021 310,000 4.350 4.375 BXO0
2009 195,000  4.500 2.900 BK8 2022 325,000 4.375 4.400 BY8
2010 200,000  3.250 3.100 BL6 2023 340,000 4.400 4.500 BZ5
2011 210,000  3.250 3.250 BM4 2024 360,000 4.500 4.500 CA9
2012 215,000  3.400 3.400 BN2 2025 375,000 4.600 4.600 CB7
2013 225,000  3.500 3.500 BP7 2026 395,000 4.625 4.625 CC5
2014 230,000  3.625 3.700 BQ5 2027 415,000 4.625 4.700 CD3
2015 240,000  3.875 3.875 BR3 2028 435,000 4.750 4.750 CEl
2016 250,000  3.900 3.900 BS1 2029 460,000 4.750 4.800 CF8
2017 260,000  4.000 4.000 BT9 2030 480,000 4.750 4.850 CG6

$1,035,000 4.875% Term Bond due September 1, 2032, Priced to Yield 4.975% CUSIPT No. CH4
$1,150,000 4.875% Term Bond due September 1, 2034, Priced to Yield 5.000% CUSIPT No. CJO

f Copyright 2003, American Bankers Association. CUSIP data herein is provided by Standard & Poor’s CUSIP Service Bureau, a division of The McGraw-Hill
Companies, Inc.



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, 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.
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
Agency or any other entity described or referenced herein since the date hereof.

Limit of Offering. No dealer, broker, salesperson or other person has been authorized
by the Agency or the Underwriter 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 provided the following sentence for
inclusion in this Official Statement: The Underwriter has reviewed the information in this Official
Statement in accordance with and as part of its responsibilities to investors under the federal
securities laws as applied to the facts and circumstances of this transaction, but the Underwriter
does not guarantee the accuracy or completeness of such information. The information and
expressions of 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 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.

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.
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OFFICIAL STATEMENT

$9,520,000
REDEVELOPMENT AGENCY OF THE CITY OF NOVATO
Hamilton Field Redevelopment Project
2005 Tax Allocation Housing Bonds, Series A

This Official Statement (which includes the cover page and Appendices hereto) (the
"Official Statement"), provides certain information in connection with the sale by the
Redevelopment Agency of the City of Novato (the "Agency") of its Hamilton Field
Redevelopment Project 2005 Tax Allocation Housing Bonds, Series A (the "Bonds").

Any statements made in this Official Statement involving matters of opinion or of
estimates, whether or not so expressly stated, are set forth as such and not as representations
of fact, and no representation is made that any of the estimates will be realized. Definitions of
certain terms used herein and not defined herein have the meaning set forth in the Indenture.
See "APPENDIX B — Summary of Certain Provisions of the Indenture."

INTRODUCTION

This Introduction contains a brief summary of certain information contained in this
Official Statement. It is not intended to be complete and is qualified by the more detailed
information contained elsewhere in this Official Statement.

Authority for Issuance. The Agency is a redevelopment agency existing under the
Community Redevelopment Law of the State of California (the "State"), constituting Part 1 of
Division 24 (commencing with Section 33000) of the California Health and Safety Code, as
amended (the "Redevelopment Law"). The Bonds are being issued under the Redevelopment
Law and pursuant to an Indenture of Trust dated as of February 1, 2005 (the "Indenture") by
and between the Agency and U.S. Bank National Association, as trustee (the “Trustee”).

Use of Proceeds. Proceeds of the Bonds will be used to (i) pay a portion of an
obligation incurred by the Agency under an owner participation agreement with respect to the
Original Area (defined below) of the Agency’s Hamilton Field Redevelopment Project (the
“Project Area”), (ii) establish a reserve account for the Bonds and (iii) pay the costs of issuing
the Bonds. See “PLAN OF FINANCE; SOURCES AND USES” below.

Security for the Bonds. The Bonds are payable from and secured by Housing Tax
Revenues (as defined herein) allocated to the Agency from the Project Area.

Generally in California, the financing and refinancing of redevelopment projects may be
provided by the issuance of tax allocation bonds. Tax allocation bonds are payable from
property taxes collected within a redevelopment project area attributable to the increase in
assessed valuation of property over the valuation as of the date of establishment of the
redevelopment project area, as described in greater detail herein.

The term “Housing Tax Revenues” is defined in the Indenture as the 20 percent portion
of tax increment revenues derived from the Project Area which, pursuant to the Redevelopment



Law, must be deposited in the Agency's Low and Moderate Income Housing Fund (the
"Housing Set-Aside").

Housing Tax Revenues initially is composed only of tax increment generated in the
Original Area of the Project Area; although the Agency has adopted an amendment to the
Redevelopment Plan adding additional territory to the Project Area (the "Added Area", as
defined below), it has not yet activated the Added Area as part of the Project Area. If the Agency
were to activate the Added Area, tax increment generated in the Added Area would not
constitute security for the Bonds unless the Agency affirmatively elected to pledge it.

Housing Tax Revenues are more completely discussed under the caption "SECURITY
FOR THE BONDS -- Housing Tax Revenues".

Risk Factors. Risks of investment in the Bonds include the possibility of future
decreases in the taxable valuation of property in the Project Area, or failure of certain large
property owners in the Project Area to accomplish their proposed development plans (see
“‘RISK FACTORS - Concentration of Property Ownership"), either of which could reduce the
Housing Tax Revenues allocated to the Agency and adversely impact the Agency’s ability to
pay debt service on the Bonds. In addition, changes in the Redevelopment Law (including, but
not limited to, those instituted by the State to reduce State budget deficits) could reduce the
amount of Housing Tax Revenues received by the Agency. See "RISK FACTORS" herein.

The City. The City of Novato (the "City") is the northernmost city in Marin County,
approximately 29 miles north of the City of San Francisco and 37 miles northwest of the City of
Oakland. The City covers 28 square miles. The State estimated the City’s population to be
49,400 as of January 1, 2004.

The City was incorporated on January 20, 1960 as a general law city. The City Council
is made up of five members, elected at large, serving four-year terms. The Mayor is selected
for a one-year term from among the members of the City Council. The City operates under a
council-manager form of government. The City Council appoints the City Manager, City
Attorney and City Clerk.

For additional information regarding the City, see "APPENDIX C — General Information
About the City of Novato and Marin County." The Bonds are not an obligation of the City.

The Agency. The Agency was established in 1983. The five members of the City
Council serve as the members of the Agency and exercise all rights, powers, duties and
privileges of the Agency. See "THE AGENCY" herein.

The Redevelopment Plan and the Project Area. The Bonds are secured by Housing
Tax Revenues generated in the Agency’s Hamilton Field Redevelopment Project, one of three
project areas (along with the Downtown Redevelopment Project and the Novato Redevelopment
Project) merged by the City into a single merged redevelopment project (the “Merged Project
Area”) on May 13, 2003 (Ordinance No. 1470). Although the Project Area has been merged
with the Downtown Redevelopment Project and the Novato Redevelopment Project,
Housing Tax Revenues consist only of tax increment generated in the Project Area. Tax
increment generated in the Downtown Redevelopment Project and the Novato
Redevelopment Project is not pledged to payment of debt service on the Bonds.



The Redevelopment Plan for the Project Area (the “Redevelopment Plan”) consists of a
redevelopment plan adopted by the City Council of the City (the “City Council”) on July 14,
1998 by Ordinance No. 1394, as amended by the following (see “THE AGENCY - The
Redevelopment Plan” herein):

* First Amendment: Ordinance No. 1401 adopted by the City Council on November
24, 1998, for the purpose of providing for the addition of certain area (the "Added
Area") to the original territory affected by the redevelopment plan (the "Original
Area") and correcting a technical error in the description of the Original Area.
However, the Added Area has not been activated by the Agency; as a
result, the tax increment revenue constituting Housing Tax Revenues is
currently generated solely in the Original Area.

*» Second Amendment: Ordinance No. 1451 adopted by the City Council on
January 8, 2002, for the purpose of increasing the tax increment limit and the
bonded indebtedness limit for the Original Area.

* Third Amendment: Ordinance No. 1472 adopted by the City Council on May 13,
2003 for the purpose of merging the Agency’s three project areas, subject to the
agreements and tax increment limitations applicable to each of the merged
project areas.

In addition, pursuant to Ordinance No. 1420 adopted by the City Council on November
9, 1999, the City Council adopted certain findings to the effect that the Redevelopment Plan was
consistent with the City's general plan (including the Hamilton Field Reuse Plan incorporated
therein); the findings were required for the Agency to expend tax increment funds allocated to
the Agency for expenses related to carrying out the project.

The Project Area encompasses approximately 430.76 acres, all in the Original Area (an
additional 416.77 acres are in the Added Area, which has not been activated as part of the
Project Area). Housing Tax Revenues does not initially include any tax increment
generated in the Added Area. If the Agency were to activate the Added Area, tax increment
generated in the Added Area would not constitute security for the Bonds unless the Agency
affirmatively elected to pledge it.

The Project Area lies on both sides of Highway 101 (with the exception of 67 affordable
housing units located west of Highway 101, the affordable housing units are generally east of
Highway 101, in an area formerly known as the Capehart/Hillside area, and the market-rate
housing units are generally west of Highway 101) and is comprised of a portion of former Navy
property (the “Navy Property”) at the former Hamilton Army Airfield.

Three affiliated developers are developing a portion of the Project Area as residential
property and related uses (see "THE PROJECT AREA - Largest Taxpayers"):

* Novato Community Partners, LLC (“NCP”) is a limited liability company whose
members are Centex Homes and Shea Homes Limited Partnership (“Shea
Homes”). NCP is charged with development of the property in the Project Area
for a mix of housing and related uses in accordance with the Master Plan for the
Navy Property. Based on property ownership as of January 1, 2004 (the lien date
for the fiscal year 2004-05 secured property tax roll), NCP owned 397 assessor’s



parcels responsible for 15.37% ($24,693,695) of the 2004-05 Project Area
secured assessed value ($160,635,315).

* Centex Homes and Shea Homes are merchant builders engaged in the
development of market-rate residential units in the Project Area. As of January 1,
2004, Centex Homes owned 48 assessor’s parcels responsible for 12.84%
($20,619,645) of the 2004-05 Project Area assessed value. As of January 1,
2004, Shea Homes owned 84 assessor’s parcels responsible for 10.25%
($16,472,178) of the 2004-05 Project Area assessed value.

Further information about NCP, Centex Homes and Shea Homes and their property
ownership and development activities in the Project Area is set forth in “THE PROJECT AREA —
Largest Taxpayers”.

Assessed Values of Land in the Project Area. The total assessed valuation of taxable
property in the Project Area in fiscal year 2004-05 is estimated to be $161,346,515 and, based
on the Base Year Value of $0, the corresponding incremental assessed valuation is estimated
to be $161,346,515. See “THE PROJECT AREA”.

Miscellaneous. There follows in this Official Statement, which includes the cover page
and Appendices hereto, a brief description of the Bonds, the Agency, Housing Tax Revenues,
the Project Area, the Indenture, security for the Bonds, risk factors, limitations on Housing Tax
Revenues and certain other information relevant to the issuance of the Bonds. All references
herein to the Indenture are qualified in their entirety by reference to the definitive form thereof,
and all references to the Bonds are further qualified by references to the information with
respect thereto contained in the Indenture.

The audited financial statements of the Agency for the fiscal year ended June 30, 2003
are included in APPENDIX A. A summary of certain provisions of the Indenture is included in
APPENDIX B.

The information and expressions of opinion herein speak only as of the date of this
Official Statement and are subject to change without notice. Neither delivery of this Official
Statement nor any sale made hereunder nor any future use of this Official Statement shall,
under any circumstances, create any implication that there has been no change in the affairs of
the Agency since the date hereof.

All financial and other information presented in this Official Statement has been provided
by the Agency or the City from their records, except for information expressly attributed to other
sources. The presentation of information, including table of receipts from tax increment
revenues, is intended to show recent historic information and is not intended to indicate future or
continuing trends in the financial or other affairs of the Agency or the City. No representation is
made that past experience, as it might be shown by such financial and other information, will
necessarily continue or be repeated in the future.



THE BONDS
Description

Each Bond will bear interest from the Interest Payment Date next preceding the date of
authentication thereof, unless:

(a) it is authenticated after a Record Date (which is defined in the Indenture
as the close of business on the 15th calendar day of the month preceding an Interest
Payment Date, whether or not such 15th calendar day is a Business Day) and on or
before the following Interest Payment Date, in which event it shall bear interest from
such Interest Payment Date; or

(b) it is authenticated on or before August 15, 2005, in which event it shall bear
interest from the date the Bonds are originally issued;

provided, however, that if, as of the date of authentication of any Bond, interest thereon
is in default, the Bond will bear interest from the Interest Payment Date to which interest
has previously been paid or made available for payment thereon.

Interest on the Bonds (including the final interest payment upon maturity or redemption)
is payable when due by check of the Trustee mailed to the Owner at the Owner’s address as it
appears on the Registration Books at the close of business on the preceding Record Date;
provided that at the written request of the Owner of at least $1,000,000 aggregate principal
amount of Bonds, which written request is on file with the Trustee as of any Record Date,
interest on such Bonds will be paid on the succeeding Interest Payment Date to the account in
the United States specified in the request.

The principal of the Bonds and any premium upon redemption, are payable in lawful
money of the United States of America upon presentation and surrender thereof at the Principal
Corporate Trust Office of the Trustee.

Notwithstanding the preceding paragraphs, while the Bonds are held in the book-
entry only system of DTC, all such payments will be made to Cede & Co., as the
registered Owner of the Bonds. See "APPENDIX F — Book Entry Only System".



Optional Redemption

The Bonds maturing on or before September 1, 2012 are not subject to optional
redemption prior to maturity.

The Bonds maturing on and after September 1, 2013, are subject to redemption, at the
option of the Agency on any date on or after September 1, 2012, as a whole or in part, by such
maturities as shall be determined by the Agency, and by lot within a maturity, from any available
source of funds, at the following redemption prices (expressed as percentages of the principal
amount of the Bonds to be redeemed) together with accrued interest thereon to the date fixed
for redemption.

Redemption Redemption
Periods Price
September 1, 2012 through August 31, 2013 102%
September 1, 2013 through August 31, 2014 101
September 1, 2014 and thereafter 100

Mandatory Sinking Fund Redemption

The Bonds maturing on September 1, 2032 and September 1, 2034 (collectively, the
“Term Bonds”) are subject to mandatory redemption in whole, or in part by lot, on September 1
in each year set forth below, at a redemption price equal to the principal amount of the Term
Bonds to be redeemed, without premium, in the aggregate respective principal amounts and on
September 1 in the years set forth in the following table; provided however, that (1) in lieu of
redemption thereof the Term Bonds may be purchased by the Agency, and (2) if some but not
all of the Term Bonds have been redeemed as described in “Optional Redemption” above , the
total amount of all future sinking fund payments will be reduced by the aggregate principal
amount of the Term Bonds so redeemed, to be allocated among such sinking fund payments on
a pro rata basis in integral multiples of $5,000 as determined by the Agency.

Term Bonds of 2032

September 1 Principal Amount
2031 $505,000
2032 (maturity) 530,000

Term Bonds of 2034

September 1 Principal Amount
2033 $560,000
2034 (maturity) 590,000



General Redemption Provisions

Notice of Redemption; Rescission. The Trustee will mail a redemption notice at least 30
but not more than 60 days prior to the redemption date, to (i) the Owners of any Bonds
designated for redemption at their respective addresses appearing on the Registration Books,
and (ii) the Securities Depositories and to one or more Information Services designated in a
Written Request of the Agency filed with the Trustee, although failure to mail the redemption
notice will not affect the validity of the redemption or the cessation of the accrual of interest
thereon.

The redemption notice will state, among other things, the redemption date and the
redemption price, that interest on the Bonds to be redeemed will not accrue from and after the
redemption date, that optional redemption is conditioned upon the timely delivery of available
moneys by the Agency, and that Bonds to be redeemed must be surrendered at the Principal
Corporate Trust Office of the Trustee.

The Agency may rescind any optional redemption by written notice to the Trustee on or
before the redemption date.

Partial Redemption. In the event only a portion of any Bond is called for redemption,
then upon surrender of such Bond the Owner will receive, at the expense of the Agency, a new
Bond or Bonds of the same interest rate and maturity, of authorized denominations, in
aggregate principal amount equal to the unredeemed portion of the Bond to be redeemed.

Effect of Redemption. From and after the date fixed for redemption, if funds available for
the payment of the redemption price of and interest on the Bonds so called for redemption have
been duly deposited with the Trustee, Bonds called for redemption will cease to be entitled to
any benefit under the Indenture other than the right to receive payment of the redemption price
and accrued interest to the redemption date, and no interest will accrue thereon from and after
the redemption date specified in such notice.

Purchase in Lieu of Redemption. In lieu of redemption of the Term Bonds, amounts on
deposit in the Special Fund or in the Principal Account may be used by the Agency at any for
the purchase of the Term Bonds at public or private sale as and when and at such prices
(including brokerage and other charges, but excluding accrued interest, which is payable from
the Interest Account) as the Agency may in its discretion determine. The par amount of any
Term Bonds purchased by the Agency in any twelve-month period ending on July 1 in any year
shall be credited towards and will reduce the par amount of the Term Bonds required to be
redeemed on September 1 in each year.

Registration, Transfer and Exchange

So long as the Bonds are registered in the name of Cede & Co., as nominee of DTC,
transfers and exchanges of Bonds will be made in accordance with DTC procedures. See
"APPENDIX F" below.

In the event the Bonds are not, at any time, registered in the name of Cede & Co., the
Trustee will keep or cause to be kept, at its Principal Corporate Trust Office (as defined in the
Indenture), sufficient records for the registration and registration of transfer of the Bonds.



PLAN OF FINANCE; SOURCES AND USES

Proceeds of the Bonds will be used to by the Agency (i) pay a portion of an obligation
incurred by the Agency under an owner participation agreement with respect to the Project Area
(see “ — Payment of Tax Increment Funding Obligation” below), (ii) fund a reserve fund for the
Bonds; and (iii) pay the costs of issuing the Bonds.

Prepayment of Tax Increment Funding Obligation

As noted above, a portion of the proceeds of the Bonds will be used to pay a portion of
an obligation (the “Tax Increment Funding Obligation”) incurred by the Agency under (i) an
Owner Participation Agreement dated December 13, 1999 between the Agency and Novato
Community Partners, LLC, Shea Homes Limited Partnership and Centex Homes (collectively,
the “Participant”), (ii) a Development Agreement between the City and Novato Community
Partners effective December 13, 1999 and (iii) a Final Affordable Housing Plan approved by the
City Council pursuant to the Development Agreement on April 10, 2001, as revised on
September 18, 2003 (the "Final Affordable Housing Plan").

The Tax Increment Funding Obligation was incurred by the Agency to reimburse the
Participant for costs of demolition and construction of all infrastructure serving affordable
housing units and related costs incurred with respect to the construction of affordable housing in
portions of the Project Area, as required by the Final Affordable Housing Plan.

The Agency is obligated to pay the Tax Increment Funding Obligation in the following
manner: (1) $30,510,000 from tax increment generated in the Project Area and bond proceeds
and (2) thereafter, $250,000 annually from tax increment generated in the Project Area until the
Participant has received a combined total of $33,260,000.

Prior to issuance of the Bonds, the Agency has paid the Participant $874,693, and will
pay the Participant another $30,510,000 from the proceeds of the Bonds and the Agency’s Tax
Allocation Bonds, Series 2005 (the “2005 Non-Housing Bonds”) being issued by the Agency
concurrently with the Bonds. As a result, the Agency will owe the Participant $1,875,307, which
it expects to repay from fiscal year 2009-10 through fiscal year 2016-17 in annual payments of
$250,000 (except the fiscal year 2009-10 payment is expected to be $125,307).



Estimated Sources and Uses of Funds
The anticipated sources and uses of funds relating to the Bonds are as follows:

Table 1
REDEVELOPMENT AGENCY OF THE CITY OF NOVATO
Hamilton Field Redevelopment Project
Estimated Sources and Uses of Funds

Sources:

Principal Amount of the Bonds $9,520,000.00

Less: Original Issue Discount (23,686.90)

Less: Underwriter's Discount (95,313.10)
Total Sources: $9,401,000.00

Uses:

Payment of Tax Increment Funding Obligation $8,510,000.00

Deposit to Reserve Account 618,762.50

Costs of Issuance (1) 272,237.50
Total Uses: $9,401,000.00

(1) Includes fees of the Financial Advisor, Trustee fees, Bond Counsel fees, Disclosure Counsel

fees, printing costs and other related costs.



Scheduled debt service on the Bonds, assuming no optional redemption, is shown in the

following table.

DEBT SERVICE SCHEDULE

Table 2
REDEVELOPMENT AGENCY OF THE CITY OF NOVATO

Hamilton Field Redevelopment Project

2005 Tax Allocation Housing Bonds, Series A

Fiscal
Year

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034

Total

Debt Service Schedule
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Principal Interest Total
$ 100,000.00 $ 227,497.33 $ 327,497.33
80,000.00 417,660.00 497,660.00
185,000.00 414,060.00 599,060.00
190,000.00 405,735.00 595,735.00
195,000.00 397,185.00 592,185.00
200,000.00 388,410.00 588,410.00
210,000.00 381,910.00 591,910.00
215,000.00 375,085.00 590,085.00
225,000.00 367,775.00 592,775.00
230,000.00 359,900.00 589,900.00
240,000.00 351,562.50 591,562.50
250,000.00 342,262.50 592,262.50
260,000.00 332,512.50 592,512.50
275,000.00 322,112.50 597,112.50
285,000.00 310,562.50 595,562.50
300,000.00 298,307.50 598,307.50
310,000.00 285,407.50 595,407.50
325,000.00 271,922.50 596,922.50
340,000.00 257,703.76 597,703.76
360,000.00 242,743.76 602,743.76
375,000.00 226,543.76 601,543.76
395,000.00 209,293.76 604,293.76
415,000.00 191,025.00 606,025.00
435,000.00 171,831.26 606,831.26
460,000.00 151,168.76 611,168.76
480,000.00 129,318.76 609,318.76
505,000.00 106,518.76 611,518.76
530,000.00 81,900.00 611,900.00
560,000.00 56,062.50 616,062.50
590,000.00 28,762.50 618,762.50
$9,520,000.00 $8,102,739.91  $17,622,739.91



SECURITY FOR THE BONDS
Tax Allocation Financing

The Redevelopment Law provides a means for financing redevelopment projects based
upon an allocation of taxes collected by a redevelopment agency within a redevelopment 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. 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 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 taxes produced
as above indicated.

As provided in the redevelopment plan for the Project Area (see “THE AGENCY — The
Redevelopment Plan”) and pursuant to Article 6 of Chapter 6 of the Redevelopment Law, and
Section 16 of Article XVI of the Constitution of the State, taxes levied upon taxable property in
the Project Area each year by or for the benefit of the State, for cities, counties, districts or other
public corporations (collectively, the "Taxing Agencies") for fiscal years beginning after the
effective dates of the redevelopment plan, will be divided as follows:

1. To Taxing Agencies: The portion of the taxes which would be produced by the
rate upon which the tax is levied each year by or for each of said Taxing Agencies upon the total
sum of the assessed value of the taxable property in the Project Area as shown upon the
assessment roll used in connection with the taxation of such property by such Taxing Agency
last equalized prior to the establishment of the Project Area will be allocated to, and when
collected will be paid into, the funds of the respective Taxing Agencies as taxes by or for said
Taxing Agencies; and

2. To the Agency: The portion of such levied taxes each year in excess of such
amount will be allocated to, and when collected, will be paid into a special fund of the Agency to
the extent necessary to pay indebtedness of the Agency, including but not limited to its
obligation under the Indenture, to pay the principal of, prepayment premium (if any) and interest
on the Bonds and to replenish the Reserve Account established under the Indenture.

The Legislature has implemented these provisions with additional requirements and
authorizations referred to below.
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Pledge of Housing Tax Revenues

Under the Indenture, “Housing Tax Revenues” are pledged to payment of the Bonds,
along with moneys in the Special Fund, the Reserve Account, the Debt Service Fund, the
Interest Account, the Principal Account and the Redemption Account.

Housing Tax Revenues. "Housing Tax Revenues" is defined in the Indenture as that
portion of "Tax Revenues" required by Section 33334.3 of the Redevelopment Law to be
deposited in the Agency’s Low and Moderate Income Housing Fund.

"Tax Revenues" is defined in the Indenture as all taxes pledged and annually allocated
within the Plan Limits, following the Closing Date, and paid to the Agency with respect to the
Project Area pursuant to Article 6 of Chapter 6 (commencing with Section 33670) of the
Redevelopment Law and Section 16 of Article XVI of the Constitution of the State, or pursuant
to other applicable State laws, and as provided in the Redevelopment Plan, and all payments,
subventions and reimbursements, if any, to the Agency specifically attributable to ad valorem
taxes lost by reason of tax exemptions and tax rate limitations, but excluding

(i) 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 Code,

(i) amounts payable by the Agency pursuant to Sections 33492.15, 33607.5 and
33607.7 of the Law, except and to the extent that any amounts so payable are
not on a basis subordinate to the payment of the Bonds or to the payment of
Parity Debt, as applicable,

(iii) any tax increment derived from the Novato Redevelopment Project and the
Downtown Redevelopment Project, the other two redevelopment projects that,
along with the Project Area, comprise the Merged Project Area, and

(iv) any tax increment derived from the Added Area unless the Agency, in its sole

discretion, determines to include such tax increment in this definition of Tax
Revenues.
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Plan Limit. “Plan Limit’ is defined in the Indenture as the limitation contained in the
Redevelopment Plan on the number of dollars of taxes which may be divided and allocated to
the Agency pursuant to the Redevelopment Plan, as such limitation is prescribed by Section
33492.13 (applicable to redevelopment agencies formed to convert former military bases) of the
Redevelopment Law. Under the Redevelopment Plan, the Plan Limit for the Original Area is
$400 million. See “THE AGENCY — The Redevelopment Plan” herein.

The Agency has covenanted in the Indenture to annually review the total amount of tax
increment revenue remaining available under the Plan Limit and future debt service on the
Bonds and Parity Debt (if any), fees of the Trustee, and other obligations of the Agency payable
from tax increment revenues (whether senior or subordinate to the Bonds), and to take certain
actions, depending upon the nature of its findings, including redemption of the Bonds prior to
their final maturity, to ensure that it will be able to pay debt service on the Bonds without
violating the Plan Limit. See “APPENDIX B — SUMMARY OF CERTAIN PROVISIONS OF THE
INDENTURE”.

The Bonds are not a debt of the Agency, the City, the State or any of its political
subdivisions, and neither the Agency, the City, the State nor any of its political
subdivisions is liable therefor, except the Agency to the extent described herein. The
Agency's obligation under the Bonds is a special obligation payable solely from Housing
Tax Revenues allocated to the Agency from the Project Area (initially, only the Original
Area) and from the other amounts pledged under the Indenture. The Bonds do not
constitute an indebtedness within the meaning of any constitutional or statutory debt
limit or restriction.

Deposit of Housing Tax Revenues in Special Fund

Deposit into the Special Fund. The Indenture establishes a Special Fund to be held by
the Agency, and requires the Agency to transfer all of the Housing Tax Revenues received in
any Bond Year to the Special Fund promptly upon receipt, until such time as the amounts on
deposit in the Special Fund equal the aggregate amounts required to be transferred to the
Trustee for deposit in such Bond Year into the Interest Account, the Principal Account, and the
Reserve Account with respect to the Bonds and any Parity Debt (see “ — Parity Debt” below).

If the amount of Housing Tax Revenues available in a Bond Year are insufficient to
deposit the full amount required to be deposited into the Interest Account and the Principal
Account (as described in the previous sentence) for the Bonds and any Parity Debt, then the
Agency must transfer Housing Tax Revenues for deposit into the various accounts described
above for the Bonds and any Parity Bonds on a pro rata basis based upon the full amounts
required to be deposited into the respective accounts.

All Housing Tax Revenues received by the Agency during any Bond Year in excess of
the amount required to be deposited in the Special Fund during such Bond Year by the
Indenture may be released from the pledge, security interest and lien under the Indenture for
the security of the Bonds (and any Parity Debt) and may be applied by the Agency for any lawful
purpose of the Agency, including but not limited to the payment of Subordinate Debt.

Transfers from the Special Fund. Moneys in the Special Fund will be transferred by
the Agency to the Trustee in the following amounts, at the following times, and deposited by the
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Trustee in the following respective accounts in the Debt Service Fund established under the
Indenture:

Interest Account. On or before the fourth Business Day preceding each Interest
Payment Date, the Agency will withdraw from the Special Fund and transfer to the
Trustee, for deposit in the Interest Account an amount which when added to the amount
contained in the Interest Account on that date, will be equal to the aggregate amount of
the interest becoming due and payable on the Outstanding Bonds on such Interest
Payment Date.

Principal Account. On or before the fourth Business Day preceding September 1
in each year beginning September 1, 2005, the Agency will withdraw from the Special
Fund and transfer to the Trustee for deposit in the Principal Account an amount which,
when added to the amount then contained in the Principal Account, will be equal to the
principal becoming due and payable on the Outstanding Serial Bonds and Outstanding
Term Bonds, including pursuant to mandatory sinking account redemption, on the next
September 1. Moneys in the Principal Account will be used solely for the purpose of
paying the principal of the Serial Bonds, as the same becomes due and payable, the
maturing principal of the Term Bonds as the same become due and payable, and the
principal of the Term Bonds coming due as described in “THE BONDS — Mandatory
Sinking Fund Redemption” herein.

Reserve Account. In the event that the amount on deposit in the Reserve
Account at any time becomes less than the Reserve Requirement, the Trustee will notify
the Agency, and the Agency will transfer to the Trustee, an amount sufficient to maintain
the Reserve Requirement on deposit in the Reserve Account. If there are not sufficient
Housing Tax Revenues to transfer an amount sufficient to maintain the Reserve
Requirement, the Agency will be obligated to continue making transfers as Housing Tax
Revenues become available in the Special Fund until there is an amount sufficient to
maintain the Reserve Requirement. See “ - Reserve Account” below.

Redemption Account. On or before the Business Day preceding any optional
redemption date, the Agency shall transfer to the Trustee for deposit in the Redemption
Account the amounts required to pay principal (and premium, if any) on Bonds to be
redeemed. Interest due on Bonds to be redeemed will, if applicable, be paid from funds
available in the Interest Account.

Parity Debt

In addition to the Bonds, the Agency may, by Supplemental Indenture, issue additional
bonds or incur other loans, advances or indebtedness payable from Housing Tax Revenues on
a parity with the Bonds to finance redevelopment activities with respect to the Project Area in
such principal amount as shall be determined by the Agency. The Agency may issue and
deliver any such Parity Debt subject to the following specific conditions all of which are
conditions precedent to the issuance and delivery of such Parity Debt:

(a) No event of default under the Indenture, under any instrument pursuant to
which Parity Debt has been issued (a “Parity Debt Instrument”) or under the instrument
pursuant to which Subordinate Debt has been issued (a “Subordinate Debt
Instrument”) shall have occurred and be continuing, and the Agency shall otherwise be
in compliance with all covenants set forth in the Indenture;
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(b) The Housing Tax Revenues estimated to be received for the then current
Fiscal Year, based on the most recent assessed valuation of property in the Project Area
(excluding taxes attributable to a tax rate levied by a taxing agency after January 1, 1989
for the purpose of producing revenues in an amount sufficient to make annual
repayments of the principal of, and the interest on, any bonded indebtedness of such
taxing agency), as evidenced in writing from the County Assessor or other appropriate
official of the County, plus any Additional Revenues (defined below), shall be at least
equal to 125% of Maximum Annual Debt Service, including annual debt service on the
proposed Parity Debt;

(c) In the case of Parity Debt issued as additional Bonds under a
Supplemental Indenture, the amount on deposit in the Reserve Account (and any
subaccounts therein) shall be increased to the Reserve Requirement taking into account
the additional Bonds to be issued;

(d) Principal with respect to such Parity Debt will be required to be paid on
September 1 in any year in which such principal is payable; and

(e) The Agency shall deliver to the Trustee a Written Certificate of the
Agency certifying that the conditions precedent to the issuance of such Parity Debt
summarized in paragraphs (a) and (b) above have been satisfied.

For purposes of the condition described in paragraph (b) above, “Additional Revenues”
is defined in the Indenture to mean, as of the date of calculation, the amount of Housing Tax
Revenues which, as shown in a report of an Independent Redevelopment Consultant, is
estimated to be receivable by the Agency within the Fiscal Year following the Fiscal Year in
which such calculation is made as a result of increases in the assessed valuation of taxable
property in the Project Area due to either (a) construction which has been completed and for
which a certificate of occupancy has been issued by the County or other appropriate
governmental entity but which is not then reflected on the tax rolls, or (b) transfer of ownership
or any other interest in real property which has been recorded but which is not then reflected on
the tax rolls. For purposes of this definition, the term "increases in the assessed valuation"
means the amount by which the assessed valuation of taxable property in the Project Area is
estimated to increase above the assessed valuation of taxable property in the Project Area (as
evidenced in the written records of the County) as of the date on which such calculation is
made.

Subordinate Debt

Existing Subordinate Debt. The only outstanding subordinate debt payable from tax
increment generated in the Project Area is a portion of debt owed by the Agency to the City. As
of December 1, 2004, the portion of the debt attributable to the Project Area equaled
$5,021,910. The Agency expects to pay off the debt to the City over the next 10 years.

Future Subordinate Debt. The Indenture authorizes the Agency to issue or incur
“Subordinate Debt” (defined in the Indenture as any loans, advances or indebtedness issued
or incurred by the Agency which are either (a) payable from, but not secured by a pledge of or
lien upon, the Housing Tax Revenues or (b) secured by a pledge of or lien upon the Housing
Tax Revenues which is expressly subordinate to the pledge of and lien upon the Housing Tax
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Revenues under the Indenture for the security of the Bonds), in such principal amount as it
determines.

Reserve Account

Reserve Requirement. Pursuant to the Indenture, a Reserve Account is established
and is held by the Trustee for the benefit of the owners of the Bonds. Upon issuance of the
Bonds, an amount of proceeds of the Bonds equal to the Reserve Requirement will be
deposited in the Reserve Account. The term Reserve Requirement is defined in the Indenture
to mean, as of the date of any calculation by the Agency, the lesser of (i) the amount of
Maximum Annual Debt Service on the Bonds (including any Parity Debt issued as additional
Bonds under a Supplemental Indenture) (i.e., as of the date of calculation, the largest annual
debt service for the current or any future Bond Year), and (ii) 125 percent of average Annual
Debt Service on the Bonds (including any Parity Debt issued as additional Bonds under a
Supplemental Indenture); provided, however, that the Agency is not obligated to deposit an
amount in the Reserve Account which is in excess of the amount permitted by the applicable
provisions of the Internal Revenue Code of 1986 to be deposited from the proceeds of tax-
exempt bonds without having to restrict the yield of any investment purchased with any portion
of the deposit.

Uses of Moneys in the Reserve Account. All money in the Reserve Account will be
used and withdrawn by the Trustee solely for the purpose of making transfers to the Interest
Account and the Principal Account, in such order of priority, in the event of any deficiency at any
time in any of such accounts or for the retirement of all the Bonds then Outstanding (including
any Parity Debt issued as additional Bonds under a Supplemental Indenture). So long as the
Agency is not in default under the Indenture, any amount in the Reserve Account in excess of
the Reserve Requirement may be withdrawn from the Reserve Account semiannually on or
before five (5) Business Days preceding each March 1 and September 1 by the Trustee and
deposited in the Interest Account.

Qualified Reserve Account Credit Instrument. The Agency has the right under the
Indenture to release funds from the Reserve Account, in whole or in part, by tendering to the
Trustee a Qualified Reserve Account Credit Instrument. See “APPENDIX B — SUMMARY OF
CERTAIN PROVISIONS OF THE INDENTURE”.

LIMITATIONS ON HOUSING TAX REVENUES AND POSSIBLE SPENDING LIMITATIONS
Property Tax Limitations - Article XIIIA

California voters, on June 6, 1978, approved an amendment (commonly known as both
Proposition 13 and the Jarvis-Gann Initiative) to the California Constitution. This amendment,
which added Article XIIIA to the California Constitution, among other things, affects the valuation
of real property for the purpose of taxation in that it defines the full cash value of property to
mean “the county assessor’s valuation of real property as shown on the 1975/76 tax bill under
full cash value, or thereafter, the appraised value of real property when purchased, newly
constructed, or a change in ownership has occurred after the 1975 assessment.” The full cash
value may be adjusted annually to reflect inflation at a rate not to exceed 2% per year, or any
reduction in the consumer price index or comparable local data, or any reduction in the event of
declining property value caused by damage, destruction or other factors. The amendment
further limits the amount of any ad valorem tax on real property to 1% of the full cash value
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except that additional taxes may be levied to pay debt service on indebtedness approved by the
voters prior to July 1, 1978. In addition, an amendment to Article XlIl was adopted in June 1986
by initiative which exempts any bonded indebtedness approved by two-thirds of the votes cast
by voters for the acquisition or improvement of real property from the 1 percent limitation.

In the general election held November 4, 1986, voters of the State of California approved
two measures, Propositions 58 and 60, which further amend Article XIIIA. Proposition 58
amends Article XIlIA to provide that the terms “purchased” and “change of ownership,” for
purposes of determining full cash value of property under Article XIIIA, do not include the
purchase or transfer of (1) real property between spouses and (2) the principal residence and
the first $1,000,000 of other property between parents and children.

Proposition 60 amends Article XIIIA to permit the Legislature to allow persons over age
55 who sell their residence to buy or build another of equal or lesser value within two years in
the same county, to transfer the old residence’s assessed value to the new residence. Pursuant
to Proposition 60, the Legislature has enacted legislation permitting counties to implement the
provisions of Proposition 60.

Challenges to Article XIIIA

There have been many challenges to Article XIIIA of the California Constitution. In
Nordlinger v. Hahn, the United States Supreme Court heard an appeal relating to residential
property. Based upon the facts presented in Nordlinger, the United States Supreme Court held
that the method of property tax assessment under Article XIIIA did not violate the federal
Constitution. The Agency cannot predict whether there will be any future challenges to
California’s present system of property tax assessment and cannot evaluate the ultimate effect
on the Agency’s receipt of tax increment revenues should a future decision hold unconstitutional
the method of assessing property.

Implementing Legislation

Legislation enacted by the California Legislature to implement Article XIIIA (Statutes of
1978, Chapter 292, as amended) provides that, notwithstanding any other law, local agencies
may not levy any property tax, except to pay debt service on indebtedness approved by the
voters prior to July 1, 1978, and that each county will levy the maximum tax permitted by Article
XHIA.

The apportionment of property taxes in fiscal years after 1978/79 has been revised
pursuant to Statutes of 1979, Chapter 282 which provides relief funds from State moneys
beginning in fiscal year 1978/79 and is designed to provide a permanent system for sharing
State taxes and budget surplus funds with local agencies. Under Chapter 282, cities and
counties receive about one-third more of the remaining property tax revenues collected under
Proposition 13 instead of direct State aid. School districts receive a correspondingly reduced
amount of property taxes, but receive compensation directly from the State and are given
additional relief.

Future assessed valuation growth allowed under Article XIIIA (new construction, change
of ownership, 2% annual value growth) will be allocated on the basis of “situs” among the
jurisdictions that serve the tax rate area within which the growth occurs (except for certain utility
property assessed by the State Board of Equalization which is allocated by a different method).
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Property Tax Collection Procedures

Classifications. In California, property which is subject to ad valorem taxes is classified
as “secured” or “unsecured.” Secured and unsecured property are entered on separate parts
of the assessment roll maintained by the county assessor. The secured classification includes
property on which any property tax levied by the County becomes a lien on that property
sufficient, in the opinion of the county assessor, to secure payment of the taxes. Every tax
which becomes a lien on secured property has priority over all other liens on the secured
property, regardless of the time of the creation of other liens. A tax levied on unsecured
property does not become a lien against unsecured property, but may become a lien on certain
other property owned by the taxpayer.

Collections. The method of collecting delinquent taxes is substantially different for the
two classifications of property. The taxing authority has four ways of collecting unsecured
property taxes in the absence of timely payment by the taxpayer: (1) a civil action against the
taxpayer; (2) filing a certificate in the office of the county clerk specifying certain facts in order to
obtain a judgment lien on certain property of the taxpayer; (3) filing a certificate of delinquency
for record in the county recorder’s office, in order to obtain a lien on certain property of the
taxpayer; and (4) seizure and sale of the personal property, improvements or possessory
interests belonging or assessed to the assessee.

The exclusive means of enforcing the payment of delinquent taxes with respect to
property on the secured roll is the sale of property securing the taxes to the State for the amount
of taxes which are delinquent.

Two factors should be noted with respect to delinquent property taxes in the Project
Area:

1. With respect to delinquencies in payment of secured property taxes in the Project
Area, the County has implemented the Alternative Method of Distribution of Tax Levies and
Collections and of Tax Sale Proceeds (the "Teeter Plan"), as provided for in Section 4701 et
seq. of the California Revenue and Taxation Code (which allows each entity in the County to
draw on the amount of secured property taxes levied on its behalf rather than the amount
actually collected). The Agency participates in the Teeter Plan. As a result, the Agency’s
secured property tax revenues reflect total levies, rather than the actual amount collected
(unsecured taxes, supplemental taxes and unitary revenue are not allocated under the Teeter
Plan). Tax increment remitted to the Agency is adjusted for taxable value adjustments, refunds
due to successful assessment appeals and tax roll corrections. See “RISK FACTORS - Levy
and Collection”.

2. A portion of the Project Area (342 market-rate, non-age-restricted, single-family
detached residential units) overlaps Community Facilities District No. 2002-1 (Pointe Marin)
(“CFD No. 2002-1”), with respect to which the City issued Special Tax Bonds, Series 2002 (the
"Special Tax Bonds") in mid-2002. Under the Fiscal Agent Agreement pursuant to which the
Special Tax Bonds were issued, the City covenanted to review special tax receipts and
determine delinquencies on or about March 30 and June 30 of each year and to pursue
foreclosure with respect special tax delinquencies in CFD 2002-1 as follows:

(A) Individual Delinquencies. If the City's Director of Finance determines that
any single parcel is delinquent in the payment of special taxes in the aggregate amount
of $5,000 or more, then the Director of Finance will send a notice of delinquency (and a
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demand for immediate payment of delinquent amounts) to the property owner within 15
days of identifying the delinquency, and (if the delinquency remains uncured) commence
foreclosure proceedings within 45 days of identifying the delinquency.

(B) Aggregate Delinquencies. If the Director of Finance determines that (i) the
total amount of delinquent special taxes for the prior fiscal year for the entire CFD No.
2002-1 exceeds 5% of the total special taxes due and payable for the prior fiscal year, or
(ii) there are 10 or fewer owners of real property within CFD No. 2002-1, determined by
reference to the latest available secured property tax roll of the County, the City will
notify property owners who are delinquent in the payment of special taxes (and demand
immediate payment of the delinquency) within 15 days of identifying the delinquencies,
and commence foreclosure proceedings within 45 days of identifying the delinquencies
against each delinquent parcel of land.

Because the lien of CFD No. 2002-1 special taxes is co-equal with the lien of property
taxes from which Housing Tax Revenues are derived, the owners of the Bonds are likely to
benefit from more rapid foreclosure with respect to the parcels in CFD No. 2002-1.

Penalties. A 10% penalty is added to delinquent taxes which have been levied with
respect to property on the secured roll. In addition, property on the secured roll on which taxes
are delinquent is declared in default on or about June 30 of the fiscal year. Such property may
thereafter be redeemed by payment of the delinquent taxes and a delinquency penalty, plus a
redemption penalty of 1.5% per month to the time of redemption and a $15 Redemption Fee. If
taxes are unpaid for a period of five years or more, the property is recorded in a “Power to Sell”
status and is subject to sale by the county tax collector. A 10% penalty also applies to the
delinquent taxes on property on the unsecured roll, and further, an additional penalty of 1.5%
per month accrues with respect to such taxes beginning the first day of the third month following
the delinquency date.

Delinquencies. The valuation of property is determined as of January 1 each year and
equal installments of taxes levied upon secured property become delinquent on the following
December 10 and April 10. Taxes on unsecured property are due January 1. Unsecured taxes
enrolled by July 31, if unpaid, are delinquent August 31 at 5:00 p.m. and are subject to penalty;
unsecured taxes added to roll after July 31, if unpaid, are delinquent on the last day of the
month succeeding the month of enroliment.

Supplemental Assessments. A bill enacted in 1983, SB 813 (Statutes of 1983,
Chapter 498), provides for the supplemental assessment and taxation of property as of the
occurrence of a change in ownership or completion of new construction. The statute may
provide increased revenue to redevelopment agencies to the extent that supplemental
assessments as a result of new construction or changes of ownership occur within the
boundaries of redevelopment projects subsequent to the lien date. To the extent such
supplemental assessments occur within the Project Area, Housing Tax Revenues may increase.

Tax Collection Fees. SB 2557 (Chapter 466, Statutes of 1990) authorizes county
auditors to determine property tax administration costs proportionately attributable to local
jurisdictions and to submit invoices to the jurisdictions for such costs. Subsequent legislation
specifically includes redevelopment agencies among the entities which are subject to a property
tax administration charge.
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Appropriations Limitations - Article XIIIB

On November 6, 1979, California voters approved Proposition 4, the so-called Gann
Initiative, which added Article XIIIB to the California Constitution. The principal effect of Article
XIIIB is to limit the annual appropriations of the State and any city, county, school district,
authority or other political subdivision of the State to the level of appropriations for the prior
fiscal year, as adjusted for changes in the cost of living, population and services rendered by the
government entity.

Effective November 30, 1980, the California Legislature added Section 33678 to the
Redevelopment Law which provided that the allocation of taxes to a redevelopment agency for
the purpose of paying principal of, or interest on, loans, advances, or indebtedness will not be
deemed the receipt by such agency of proceeds of taxes levied by or on behalf of the agency
within the meaning of Article XIIIB, nor will such portion of taxes be deemed receipt of taxes by,
or an appropriation subject to the limitation of, any other public body within the meaning or for
the purpose of the Constitution and laws of the State, including Section 33678 of the
Redevelopment Law.

State Board of Equalization and Property Assessment Practices

On December 10, 1998, the State Board of Equalization (“SBOE”) approved revisions to
its guidelines regarding the valuation of intangible business and commercial property for
property tax purposes. The SBOE approved these revisions over the strong objections of the
California Assessors Association (“CAA”), an organization representing all 58 County Assessors
in California.

The Agency is not able to predict whether the revised SBOE guidelines will cause any
reductions in tax increment revenues and, hence, in Housing Tax Revenues. However, the
Agency does not believe that the SBOE’s adoption of the revised guidelines will affect its ability
to pay debt service on the Bonds.

Exclusion of Housing Tax Revenues for General Obligation Bonds Debt Service

An initiative to amend the California Constitution entitled “Property Tax Revenues
Redevelopment Agencies” was approved by California voters at the November 8, 1988 general
election. Under prior law, a redevelopment agency using tax increment revenue received
additional property tax revenue whenever a local government increased its property tax rate to
pay off its general obligation bonds. This initiative amended the California Constitution to allow
the California Legislature to prohibit redevelopment agencies from receiving any of the property
tax revenues raised by increased property tax rates imposed by local governments to make
payments on their bonded indebtedness.

The initiative only applies to tax rates levied to finance general obligation bonds
approved by the voters on or after January 1, 1989. Any revenue reduction to redevelopment
agencies would depend on the number and value of the general obligation bonds approved by
voters in prior years, which tax rate will reduce due to increased valuation subject to the tax or
the retirement of the indebtedness. The Agency did not experience a revenue loss as a result
of the initiative.
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Proposition 218

On November 5, 1996, California voters approved Proposition 218—Voter Approval for
Local Government Taxes — Limitation on Fees, Assessments, and Charges—Initiative
Constitutional Amendment. Proposition 218 added Articles XIIIC and XIIID to the California
Constitution, imposing certain vote requirements and other limitations on the imposition of new
or increased taxes, assessments and property-related fees and charges. Housing Tax
Revenues securing the Bonds are derived from property taxes which are outside the scope of
taxes, assessments and property-related fees and charges which were limited by Proposition
218.

Future Initiatives

Article XIIIA, Article XIlIIB and certain other propositions affecting property tax levies
were each adopted as measures which qualified for the ballot pursuant to California’s initiative
process. From time to time other initiative measures could be adopted, further affecting Agency
revenues or the Agency’s ability to expend revenues.

Low and Moderate Income Housing

Chapter 1337, Statutes of 1976, added Sections 33334.2 and 33334.3 to the
Redevelopment Law requiring redevelopment agencies to set aside 20% of all tax increment
revenues allocated to redevelopment agencies from redevelopment project areas adopted after
December 31, 1976, in a low- and moderate-income housing fund to be expended for
authorized low- and moderate-income housing purposes. 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.

The Project Area is subject to the 20% set-aside requirement for low- and moderate-
income housing. Amounts segregated by the Agency pursuant to this requirement (i.e., the
Housing Set-Aside) are the source of the Housing Tax Revenues pledged by the Agency to the
Bonds. See “SECURITY FOR THE BONDS — Housing Set-Aside”.

Property Assessment Appeals

An assessee of locally assessed or state-assessed property may contest the taxable
value enrolled by the county assessor or by the State Board of Equalization (“SBE”),
respectively. The assessee of SBE-assessed property or locally-assessed personal property,
the valuation of which are subject to annual reappraisal, actually contests the determination of
the full cash value of property when filing an assessment appeal. Because of the limitations to
the determination of the full cash value of locally assessed real property by Article XIIIA, an
assessee of locally assessed real property generally contests the original determination of the
base assessment value of the parcel, i.e. the value assigned after a change of ownership or
completion of new construction. In addition, the assessee of locally assessed real property may
contest the current assessment value (the base assessment value plus the compounded annual
inflation factor) when specified conditions have caused the full cash value to drop below the
current assessment value.
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At the time of reassessment, after a change of ownership or completion of new
construction, the assessee may appeal the base assessment value of the property. Under an
appeal of a base assessment value, the assessee appeals the actual underlying market value of
the sale transaction or the recently completed improvement. A base assessment appeal has
significant future revenue impact because a reduced base year assessment will then reduce the
compounded value of the property prospectively. Except for the 2% inflation factor allowable
under Article XIIIA, the value of the property cannot be increased until a change of ownership
occurs or additional improvements are added.

Under Section 51(b) of the Revenue and Taxation Code, the assessor may place a
value on the tax roll lower than the compounded base assessment value if the full cash value of
real property has been reduced by damage, destruction, depreciation, obsolescence, removal of
property or other factors causing a decline in the value. Reductions in value under Section
51(b), commonly referred to as Proposition 8 appeals, can be achieved either by formal appeal
or administratively by assessor staff appraising the property. A reduced full cash value placed
on the tax roll does not change the base assessment value. The future impact of a parcel
subject to a Proposition 8 appeal is dependent upon a change in the conditions which caused
the drop in value. In fiscal years following a successful Proposition 8 appeal, the assessor may
determine that the value of the property has increased as a result of corrective actions or
improved market conditions and enroll a value on the tax roll up to the parcel's compounded
base assessment value. Additionally, successful appeals regarding property on the unsecured
rolls does not necessarily affect the valuation of such property in any succeeding fiscal year.

See "THE PROJECT AREA - Property Assessment Appeals" for a discussion of
pending appeals, if any, in the Project Area.

Pass-Through Agreements

Although the Agency is a party to a number of pass-through agreements with the County
and other taxing agencies, and is subject to statutory pass-through obligations pursuant to the
Redevelopment Law, the Housing Tax Revenues are unaffected by these pass-through
obligations because, pursuant to the Redevelopment Law, amounts deposited into the Agency’s
Low and Moderate Income Housing Fund must equal to 20% of gross tax increment allocated to
the Agency.
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RISK FACTORS

The following information should be considered by prospective investors in evaluating
the Bonds. However, the following does not purport to be an exhaustive listing of risks and
other considerations which may be relevant to investing in the Bonds. In addition, the order in
which the following information is presented is not intended to reflect the relative importance of
any such risks.

Concentration of Property Ownership

Based on ownership as of January 1, 2004 (the lien date for the fiscal year 2004-05
secured property tax roll), the three largest property taxpayers in the Project Area account for
approximately 38.46% of the Project Area's assessed valuation (ee "THE PROJECT AREA -
Largest Taxpayers" for current information regarding property ownership and property
development by these entities):

* Novato Community Partners, which is a limited liability company owned by
Centex Homes and Shea Homes.

* Centex Homes.

* Shea Homes.

The Agency's ability to pay debt service on the Bonds could be adversely affected in the
event one or more of these property taxpayers were to vacate their property in the Project Area,
cease paying property taxes on the property or successfully apply for a reduction in the
assessed value of their property in the Project Area. Because these property owners are
affiliated, the risk of concentration may be even more acute.

Impact of Affordability Restrictions on Future Assessed Values

Of the 812 for-sale units in the Project Area, 418 units are subject to affordability
restrictions: the price at which the homes are sold to initial homeowners and the price at which
the homes can be sold in the future are subject to income-based limits. Of these, 176 units are
restricted to low-income households and 242 units to moderate-income households.

The restricted sale price for each income level is computed in four steps.

* First, the Area Median Income for Marin County (as published annually by the
U.S. Department of Housing and Urban Development) is multiplied by income
thresholds to establish qualifying and pricing income levels. The income
thresholds for pricing for-sale units are 50 percent for very low-income units, 70
percent for low-income units, and 110 percent for moderate-income units.

* Second, the income thresholds are multiplied by 30-35% to establish a maximum
household housing expenditure.

* Third, the maximum expenditure is reduced by non-mortgage housing costs,

such as utilities, homeowner association dues, and property taxes, to compute a
residual amount that is available for mortgage payment.
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* Fourth, the residual amount available for mortgage payment, along with
assumptions about down payment, mortgage insurance, interest rates, and
closing costs, are used to calculate the maximum housing price for each income
level.

The affordability restrictions have the potential to limit the appreciation of the affordable
units to an amount less than appreciation of unrestricted "market-rate" units. On an ongoing
basis, dramatic changes in any of the variables used in the pricing calculation have the potential
to limit price appreciation.

Reduction in Taxable Value

To estimate the revenues available to pay debt service on the Bonds, the Agency has
made certain assumptions with regard to the assessed valuation in the Project Area, future tax
rates and percentage of taxes collected. The Agency believes these assumptions to be
reasonable, but to the extent that the assessed valuation, the tax rates or the percentage of
taxes collected are less than the Agency's assumptions, the Housing Tax Revenues available to
pay debt service on the Bonds will, in all likelihood, be less than those projected.

Housing Tax Revenues allocated to the Agency are determined by the amount of
incremental taxable value in the Project Area and the current rate or rates at which property in
the Project Area is taxed. The reduction of taxable values of property caused by economic
factors beyond the Agency’s control, such as a relocation out of the Project Area by one or more
major property owners, or the transfer, pursuant to California Revenue and Taxation Code
Section 68, of a lower assessed valuation to property within the Project Area by a person
displaced by eminent domain or similar proceedings, or the discovery of hazardous substances
on a property within the Project Area (see " - Hazardous Substances," below) or the complete or
partial destruction of such property caused by, among other eventualities, an earthquake (see "-
Earthquakes and Other Calamities" below) or other natural or man made disaster, could cause
a reduction in the Housing Tax Revenues securing the Bonds. Property owners may also
appeal to the County Assessor for a reduction of their assessed valuations or the County
Assessor could order a blanket reduction in assessed valuations based on then current
economic conditions. Such a reduction of assessed valuations and the resulting decline in
Housing Tax Revenues or the resulting property tax refunds could have an adverse effect on
the Agency’s ability to make timely payments of principal of and interest on the Bonds.

Reduction in Inflationary Rate

As described in greater detail below, 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 2 percent increase for any given
year, or may be reduced to reflect a reduction in the consumer price index or comparable local
data. Such measure is computed on a calendar year basis. Because Article XIIIA limits
inflationary assessed value adjustments to the lesser of the actual inflationary rate or 2 percent,
there have been years in which the assessed values were adjusted by actual inflationary rates,
which were less than 2 percent.

Since Article XIlIIA was approved, the annual adjustment for inflation has fallen below the

2% limitation five times: in fiscal year 1983-84, 1%; in fiscal year 1995-96, 1.19%; in fiscal year
1996-97, 1.11%; in fiscal year 1999-00, 1.85%; and in fiscal year 2004-05, 1.867%. The Agency
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is unable to predict if any adjustments to the full cash value base of real property within the
Project Area, whether an increase or a reduction, will be realized in the future.

Litigation Regarding Two Percent Limitation

In a Minute Order issued on November 2, 2001, in County of Orange v. Orange County
Assessment Appeals Board No. 3, Case No. 00CC03385, the Orange County Superior Court
held that where a home’s taxable value did not increase for two years, due to a flat real estate
market, the Orange County assessor violated the two percent inflation adjustment provision of
Article XIIIA when the assessor tried to "recapture” the tax value of the property by increasing its
assessed value by 4% in a single year. The assessors in most California counties use a similar
methodology in raising the taxable values of property beyond 2% in a single year.

On December 27, 2001, the Orange County Superior Court issued an order declaring
the practice of "recapturing” to be unconstitutional. Following further actions on other related
issues in the case (including the certification of class action status for this case), the court
entered a Final Judgment on April 18, 2003, and the case is now released from the local court.

In 2002 two local courts (Los Angeles and San Diego) ruled differently on the "recapture”
issue. When local courts differ, the subject matter is often subject to a uniformity review by
higher courts to address statewide issues of uniformity and equal protection.

Orange County, the Orange County Tax Collector and the Orange County Assessor
appealed the Superior Court ruling to California Court of Appeal for the Fourth Appellate District.
The appellate court issued its ruling on March 26, 2004, overturning the trial court in the case
(now captioned County of Orange, et al., v. Bezaire, Case No. G032412). The appellate court
held that the trial court erred in ruling that assessments are always limited to no more than 2%
of the previous year’s assessment, and that the base on which the 2% inflation factor is figured
remains that of the original purchase price (or assessment at the time of new construction), not
any reduced based resulting from a reassessment in the wake of a decline in property values.

On May 6, 2004, the case was appealed to the California Supreme Court as Case No.
S124682. On July 21, 2004, the California Supreme Court denied the petition for review.

Levy and Collection

The Agency does not have any independent power to levy and collect property taxes.
Any reduction in the tax rate or the implementation of any constitutional or legislative property
tax decrease could reduce the Housing Tax Revenues, and accordingly, could have an adverse
impact on the ability of the Agency to repay the Bonds.

The County has implemented the Alternative Method of Distribution of Tax Levies and
Collections and of Tax Sale Proceeds (the "Teeter Plan"), as provided for in Section 4701 et
seq. of the California Revenue and Taxation Code (which allows each entity in the County to
draw on the amount of secured property taxes levied on its behalf rather than the amount
actually collected). The Agency participates in the Teeter Plan. As a result, the Agency’s
secured property tax revenues reflect total levies, rather than the actual amount collected
(unsecured taxes, supplemental taxes and unitary revenue are not allocated under the Teeter
Plan). Tax increment remitted to the Agency is adjusted for taxable value adjustments, refunds
due to successful assessment appeals and tax roll corrections.
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The application of the Teeter Plan may be terminated by the County Board, and the
County Board may discontinue the procedure under the Teeter Plan with respect to any tax or
assessment levying agency in the County if the rate of secured tax delinquency for that agency
in any year exceeds 3 percent of the total of all taxes and assessments levied on the secured
rolls for that agency. In the event that the Teeter Plan or its application to the Agency were to
be terminated, the amount of the levy of tax increment received by the Agency would depend
upon the actual collections of the secured taxes within the Project Area (secured property
accounted for approximately 87 percent of fiscal year 2003-04 assessed values), and
substantial delinquencies in the payment of property taxes could impair the timely receipt by the
Agency of Housing Tax Revenues.

In 1990, the State Legislature enacted Senate Bill 2557 (Chapter 466, Statutes of 1990)
which allows counties to charge for the cost of assessing, collecting and allocating property tax
revenues to local government jurisdictions on a prorated basis. Pursuant to Revenue and
Taxation Code Section 95.3, the County deducts these fees from the tax increment payable to
the Agency.

It should also be noted that a portion of the Project Area (342 market-rate, non-age-
restricted, single-family detached residential units) overlaps CFD 2002-1, with respect to which
the City issued Special Tax Bonds in mid-2002. Under the Fiscal Agent Agreement pursuant to
which the Special Tax Bonds were issued, the City covenanted to review special tax receipts
and determine delinquencies on or about March 30 and June 30 of each year and to pursue
foreclosure with respect special tax delinquencies in CFD 2002-1 as follows:

(A) Individual Delinquencies. If the City's Director of Finance determines that
any single parcel is delinquent in the payment of special taxes in the aggregate amount
of $5,000 or more, then the Director of Finance will send a notice of delinquency (and a
demand for immediate payment of delinquent amounts) to the property owner within 15
days of identifying the delinquency, and (if the delinquency remains uncured) commence
foreclosure proceedings within 45 days of identifying the delinquency.

(B) Aggregate Delinquencies. If the Director of Finance determines that (i)
the total amount of delinquent special taxes for the prior fiscal year for the entire CFD
No. 2002-1 exceeds 5% of the total special taxes due and payable for the prior fiscal
year, or (ii) there are 10 or fewer owners of real property within CFD No. 2002-1,
determined by reference to the latest available secured property tax roll of the County,
the City will notify property owners who are delinquent in the payment of special taxes
(and demand immediate payment of the delinquency) within 15 days of identifying the
delinquencies, and commence foreclosure proceedings within 45 days of identifying the
delinquencies against each delinquent parcel of land.

Because the lien of CFD No. 2002-1 special taxes is co-equal with the lien of property
taxes from which Housing Tax Revenues are derived, the owners of the Bonds are likely to
benefit from more rapid foreclosure with respect to the parcels in CFD No. 2002-1.

Bankruptcy Risks
The enforceability of the rights and remedies of the owners of the Bonds and the
obligations of the Agency may become subject to the following: the federal bankruptcy code

and applicable bankruptcy, insolvency, reorganization, moratorium, or similar laws relating to or
affecting the enforcement of creditors’ rights generally, now or hereafter in effect; usual
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equitable principles which may limit the specific enforcement under state law of certain
remedies; the exercise by the United States of America of the powers delegated to it by the
federal Constitution; and the reasonable and necessary exercise, in certain exceptional
situations of the police power inherent in the sovereignty of the State of California and its
governmental bodies in the interest of servicing a significant and legitimate public purpose.
Bankruptcy proceedings, or the exercise of powers by the federal or state government, if
initiated, could subject the owners of the Bonds to judicial discretion and interpretation of their
rights in bankruptcy or otherwise and consequently may entail risks of delay, limitation, or
modification of their rights.

State Budget Deficit and ERAF Shift

In connection with its approval of the budget for the 1992-93, 1993-94 and 1994-95 fiscal
years, the State Legislature enacted legislation which, among other things, reallocated funds
from redevelopment agencies to school districts by shifting a portion of each agency’s tax
increment, net of amounts due to other taxing agencies, to school districts for such fiscal years
for deposit in the Education Revenue Augmentation Fund ("ERAF"). The amount required to be
paid by a redevelopment agency under such legislation was apportioned among all of its
redevelopment project areas on a collective basis, and was not allocated separately to
individual project areas.

Fiscal Year 2002-03. Faced with a projected State budget gap for Fiscal Year 2002-03,
the State Legislature adopted as urgency legislation AB 1768, which required redevelopment
agencies to pay into ERAF in Fiscal Year 2002-03 an aggregate amount of $75 million. AB
1768 became effective on September 30, 2002 and required the payment into ERAF in Fiscal
Year 2002-03 only. AB 1768 provided that one-half of the Agency’s ERAF obligation is
calculated based on the gross tax increment received by the Agency and the other one-half of
the Agency’s ERAF obligation is calculated based on net tax increment revenues (after any
pass-through payments to other taxing entities). The Agency made the required payment into
ERAF.

Fiscal Year 2003-04. Faced with a continuing State budget gap, the State Legislature in
2003 adopted SB 1045 which again required redevelopment agencies to make ERAF transfers
in Fiscal Year 2003/04, based on a statewide aggregate transfer by redevelopment agencies of
$135 million. The Agency was not obligated to make an ERAF payment in fiscal year 2003-04
because the Agency received no tax increment from the County in fiscal year 2001-02.

Fiscal Year 2004-05. The Governor’'s budget proposal for fiscal year 2004/05, as
modified by the Governor's May revision (the “May Revise”) and as implemented by AB 2115
(Statutes of 2004, Chapter 610) again includes a transfer by redevelopment agencies to the
applicable ERAFs. However, the aggregate amount of ERAF transfers by redevelopment
agencies is increased from $135 million (in Fiscal Year 2003-04) to $250 million in each of the
Fiscal Years 2004/05 and 2005/06. The Agency estimates that this will require the Agency to
transfer approximately $154,143 to ERAF in each of the Fiscal Years 2004-05 and 2005-06,
only a portion of which the Agency expects to pay from tax increment generated in the Original
Area. SB 1096 provides that required transfers to ERAF are subordinate to payment on bonds
secured by tax increment revenues. Accordingly, such transfers to ERAF are subordinate to
payments on the Bonds.

The Agency cannot predict whether the State Legislature will, in future fiscal years,
adopt legislation requiring other shifts of redevelopment tax increment revenues to the State
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and/or to schools, whether by the ERAF mechanism or by other arrangement. Should such
legislation be enacted, Housing Tax Revenues available for payment of the Bonds may, in the
future, be substantially reduced and the Agency’s ability to pay debt service on the Bonds may
be impaired.

Earthquakes and Other Calamities

The City and the Project Area are located in one of the most seismically active areas of
the nation. The only "active" fault in the County is the San Andreas Fault, which is located 12-14
miles west of the City. An inactive fault, the Burdell Mountain Fault, crosses the northeastern
portion of the City. The Hayward Fault (located approximately eight miles east of the eastern
edge of the Novato Sphere of Influence) and the Healdsburg-Rodgers Creek Fault located
northeast of the City are both active faults. The most severe earthquake effects in the City
would be from the Hayward Fault.

The occurrence of severe seismic activity affecting the Project Area could result in
substantial damage to property located in the Project Area, and could lead to successful
appeals for reduction of assessed values of such property. Such a reduction of assessed
valuations could result in a reduction of the Housing Tax Revenues that secure the Bonds.

Reductions in assessed values could also occur from other natural, environmental or
outside force events or occurrences, including fires, flooding, forms of pollution, acts of terrorism
or other disasters.

Hazardous Substances

An additional environmental condition that may result in the reduction in the assessed
value of property would be the discovery of a hazardous substance that would limit the
beneficial use of taxable property within the Project Area. In general, the owners and operators
of a property may be required by law to remedy conditions of the property relating to releases or
threatened releases of hazardous substances. The owner or operator may be required to
remedy a hazardous substance condition of property whether or not the owner or operator has
anything to do with creating or handling the hazardous substance. The effect, therefore, should
any of the property within the Project Area be affected by a hazardous substance, could be to
reduce the marketability and value of the property by the costs of remedying the condition
and/or other amounts.

Secondary Market

There can be no guarantee that there will be a secondary market for the Bonds, or, if a
secondary market exists, that such Bonds can be sold for any particular price. Occasionally,
because of general market conditions or because of adverse history or economic prospects
connected with a particular issue, secondary marketing practices in connection with a particular
issue are suspended or terminated. Additionally, prices of issues for which a market is being
made will depend upon the then prevailing circumstances. Such prices could be substantially
different from the original purchase price.
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Loss of Tax Exemption

As discussed under the caption "TAX MATTERS" herein, interest on the Bonds could
become includable in gross income for purposes of federal income taxation retroactive to the
date the Bonds were issued as a result of future acts or omissions of the Agency in violation of
its covenants contained in the Indenture. Should such an event of taxability occur, the Bonds
are not subject to special redemption or any increase in interest rate and may remain
outstanding until maturity.

THE AGENCY

Authority and Personnel

The Agency was established in 1983. The five members of the City Council serve as the
members of the Agency and exercise all rights, powers, duties and privileges of the Agency

Mayor Bernard Meyers currently serves as Chair of the Agency. The current members
of the Council, their offices with Agency, term expiration and their principal occupations are as
follows:

Name Position Term Expires
Bernard Meyers Chair November 2005
Carole Dillon-Knutson Vice Chair November 2007
Judy Arnold Member November 2007
Pat Eklund Member November 2005
Jeanne MaclLeamy Member November 2007

The individuals comprising the executive staff of the Agency, together with their function,
are listed below:

Name Position
Dan Keen Executive Director
Mary Neilan Assistant Executive Director/Treasurer

Dan Keen, Executive Director. Daniel E. Keen, A.l.C.P., has been employed in local
government for over 21 years, with extensive experience in planning, redevelopment/economic
development, and city administration. He has been City Manager of the City of Novato and
Executive Director of the Agency since August, 2004. He previously served as City Manager for
the Cities of Seaside, California (Monterey County), and La Palma, California (Orange County).
Dan holds a Bachelors Degree in Political Science/Sociology from U.C.L.A. and a Masters
Degrees in Public Administration and Urban and Regional Planning from the University of
Southern California. The Executive Director reports directly to the Board.

Mary Neilan, Assistant Executive Director. Mary Neilan has worked for 11 years in local

government, serving the City of Novato as Assistant City Manager/City Treasurer since April
2003. Prior to coming to Novato she held the position of Assistant to the City Manager in the
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City of Sonoma where her focus was finance, personnel and redevelopment. Mary holds a
Masters in Public Administration from Sonoma State University.

Powers

The Agency is charged with the responsibility for elimination of blight through the
process of redevelopment. All powers of the Agency are vested in its five Board members. The
Agency exercises governmental functions in carrying out projects and has sufficient broad
authority to acquire, develop, administer and sell or lease property, including the right of
eminent domain and the right to issue bonds and expend the proceeds, subject, however, to
certain limitations set forth in the Redevelopment Plan.

Redevelopment in the State of California is carried out pursuant to the Redevelopment
Law. Section 33020 of the Redevelopment Law defines redevelopment as the planning,
development, replanning, redesign, clearance, reconstruction or rehabilitation, or any
combination of these, of all or part of a survey area and the provision of such residential,
commercial, industrial, public or other structures or spaces as may be appropriate or necessary
in the interest of the general welfare, including recreational and other facilities incidental or
appurtenant to them.

The Agency may, out of the funds available to it for such purposes, pay for all or part of
the value of land and the cost of buildings, facilities, structures or other improvements to be
publicly owned and operated to the extent that such improvements are of benefit to the Project
Area and no other reasonable means of financing is available. The Agency must sell or lease
remaining property within a project for redevelopment by others in strict conformity with the
redevelopment plan, and may specify a period within which such redevelopment must begin and
be completed.

Financial Statements

The Agency’s annual financial statements are audited by Odenberg, Ullakko, Muranishi
& Co. LLP, San Francisco, California (the “Auditor”), in accordance with generally accepted
auditing standards, and contains opinions that the financial statements present fairly the
financial position of the various funds maintained by the Agency. The reports include certain
notes to the financial statements which may not be fully described in this Official Statement.
Such notes constitute an integral part of the audited financial statements. The Agency's audited
annual financial statements for the fiscal year ended June 30, 2003, are included as Appendix A
to this Official Statement.

The Agency has not requested nor did the Agency obtain permission from the Auditor to
include the audited financial statements as an appendix to this Official Statement. Accordingly,
the Auditor has not performed any post-audit review of the financial condition or operations of
the Agency. In addition, the Auditor has not reviewed this Official Statement.
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THE PROJECT AREA
General

The Project Area encompasses approximately 430.76 acres, all in the Original Area (an
additional 416.77 acres are in the Added Area, which has not been activated as part of the
Project Area). The Project Area lies on both sides of Highway 101 (with the exception of 67
affordable housing units located west of Highway 101, the affordable housing units are generally
east of Highway 101, in an area formerly known as the Capehart/Hillside area, and the market-
rate housing units are generally west of Highway 101) and is comprised of a portion of former
Navy property at the former Hamilton Army Airfield (the “Navy Property”).

If the Agency were to activate the Added Area, tax increment generated in the
Added Area would not constitute security for the Bonds unless the Agency affirmatively
elected to pledge it

History and Planned Uses

Hamilton Field was originally established as an Army Air Base pursuant to an Act of
Congress in 1930. In 1974, the base was decommissioned as an active military installation and
over the years portions of the base were owned or used by the Department of the Navy,
Department of the Army, U.S. Coast Guard, Golden Gate Bridge Highway and Transportation
District, the City of Novato and, pursuant to special Federal disposition legislation, private
developers.

In 1988, Hamilton Army Airfield was designated as surplus property in accordance with
the requirements of the Base Closure Act and the Federal Property and Administrative Services
Act of 1949, as amended. In 1993, the Navy Property (officially, the Department of Defense
Housing Facility) was declared to be excess property.

On March 22, 1994, a Reuse Planning Agreement was entered into between the City
and the County to establish a procedure for joint participation in the reuse planning process for
Hamilton Field to ensure the protection of local and regional interests, and reciting the mutual
desire of the City and County to maximize opportunities for affordable housing, preservation and
enhancement of the environment, quality architecture and landscape design, safety and quality
of life for current and future users of the site and the surrounding neighborhoods, and broad-
based community participation in the planning and disposition of the site.

In July 1995, a multi-agency board (the "MAB") comprised of two members of the
Novato City Council and one member selected by the City Council, and two members of the
Marin County Board of Supervisors and one member selected by the Board of Supervisors
selected a preferred land use plan for each of the ten planning areas of Hamilton Field and the
runway parcel. In September 1995, the MAB approved the Hamilton Army Airfield Reuse Plan
(the "Reuse Plan") for consideration by the Novato City Council, with the proviso that at the
point of implementation the Reuse Plan will not adversely impact property values or public
services, or increase taxes or fees upon existing residents of the City.

The Reuse Plan, dated October 1995, and revised November 1996, was adopted by the

Novato City Council and incorporated into the City's general plan as a preferred alternative to
otherwise applicable general plan provisions.
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On June 9, 1998, at the time and date for the joint public hearing of the City Council and
Agency on the proposed redevelopment plan, the Agency, in response to protests of the County
and other affected taxing agencies based on economic impacts of the proposed redevelopment
project, revised its recommendation to delete significant portions of Hamilton Field from the
proposed redevelopment project, leaving only the Navy Property and one other parcel (the
hospital parcel) in the project area. On July 14, 1998, the City Council adopted the
Redevelopment Plan for the Hamilton Field Redevelopment Project with the recommended
elimination of property from the boundaries of the Redevelopment Project.

The Redevelopment Plan

Adoption; amendment. The Redevelopment Plan for the Project Area (the
‘Redevelopment Plan”) consists of a redevelopment plan adopted by the City Council of the
City (the “City Council”) on July 14, 1998 by Ordinance No. 1394, as amended by the following
(see “THE AGENCY — The Redevelopment Plan” herein):

* First Amendment: Ordinance No. 1401 adopted by the City Council on November
24, 1998, for the purpose of providing for the addition of certain area (the "Added
Area") to the original territory affected by the redevelopment plan (the "Original
Area") and correcting a technical error in the description of the Original Area.
The Added Area has not been activated as part of the Project Area; as a
result, Housing Tax Revenues currently consists solely of tax increment
generated in the Original Area. If the Agency were to activate the Added
Area, tax increment generated in the Added Area would not constitute
security for the Bonds unless the Agency affirmatively elected to pledge it.

* Second Amendment: Ordinance No. 1451 adopted by the City Council on
January 8, 2002, for the purpose of increasing the tax increment limit and the
bonded indebtedness limit for the Original Area.

* Third Amendment: Ordinance No. 1472 adopted by the City Council on May 13,
2003 for the purpose of merging the Agency’s three project areas, subject to the
agreements and tax increment limitations applicable to each of the merged
project areas.

In addition, pursuant to Ordinance No. 1420 adopted by the City Council on November
9, 1999, the City Council adopted certain findings to the effect that the Redevelopment Plan was
consistent with the City's general plan (including the Reuse Plan incorporated therein); the
findings were required for the Agency to expend tax increment funds allocated to the Agency for
expenses related to carrying out the project.

The Redevelopment Plan is in conformance with AB 1290.
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Plan Limits. As amended, the Redevelopment Plan includes the following limits
applicable to the Original Area:

Description Limitation
Redevelopment Plan Life ) June 30, 2034
Final Date to Incur Debt " June 30, 2024
Final Date to Collect Tax Increment and Repay Debt ) June 30, 2049
Gross Tax Increment Limit $400 million

Gross Tax Increment Allocated to the Agency from the Project Area

as of June 30, 2004 (Original Area only): $1,480,916
Limit on Outstanding Debt (Original Area only): $120 million
Outstanding Bonded Indebtedness (Original Area only): $0

(1) Under Redevelopment Law provisions governing former military bases, the Redevelopment Plan’s time

limits are measured from the last day of the first fiscal year which the County auditor certifies as the
year in which $100,000 or more of tax increment funds from the Project Area were paid to the Agency.
The Agency reports the Project Area initially generated over $100,000 in tax increment in fiscal year
2001-02 but the County did not pay the Agency until May 2004. Therefore, the commencement date for
plan limits is June 30, 2004.

The Original Area is undergoing substantial residential development with 1,109
residential units (812 units will provide tax increment to the Original Area), which is expected to
be completed by the end of calendar year 2006 (see “ — Largest Taxpayers” below).

The developers have reported to the Agency that they expect the value of the developed
812 units at build-out to be at least $444,080,096. Because a portion of the development has
already been placed on the property tax rolls (402 units; approximately $260 million assessed
value), and two of the completed developments are exempt from property taxation because they
are non-profit rental projects subject to affordability restrictions ($92,263,450), the Agency
expects approximately another $282.7 million of assessed value to be added in fiscal years
2005-06 and 2006-07 as a result of the residential development.

Based on the 2004-05 assessed value of the Original Area ($161,346,515), the expected
assessed valuation increases described in the previous paragraph, and an assumed general
growth rate for the assessed values of other property in the Original Area of 2%, the Original
Area would not reach the cumulative tax increment limit prior to maturity of the Bonds
(September 1, 2034).
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The following table sets forth projected dates on which the cumulative tax increment limit
would be reached based on assumed growth rates greater than 2%:

Table 3
HAMILTON FIELD REDEVELOPMENT PROJECT
Cumulative Tax Increment Limitation (Original Area)

Assumed Fiscal Year in which Cumulative Tax
Rate of Growth (1) Increment Limit is Reached
2% Cap not reached
4 2043-44
6 2037-38
8 2034-35 @
10 2030-31
(1) The assumed growth rate in the Original Area other than with respect to the residential development described in “ —
Largest Taxpayers”.
(2) The final maturity of the Bonds falls in fiscal year 2034-35; final debt service on the Bonds would be paid with tax

increment generated in fiscal year 2033-34.

Source: Urban Analytics; Marin County Assessor.

The Agency has covenanted in the Indenture to annually review the total amount of tax
increment revenue remaining available under the Plan Limit and future debt service on the
Bonds, fees of the Trustee, and other obligations of the Agency payable from tax increment
revenues (whether senior or subordinate to the Bonds), and to take certain actions, depending
upon the nature of its findings, including redemption of the Bonds prior to their final maturity, to
ensure that it will be able to pay debt service on the Bonds without violating the Plan Limit. See
‘“APPENDIX B — SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE”.

In addition, see “RISK FACTORS - Impact of Affordability Restrictions on Future
Assessed Values” for an explanation of the potential impact on the growth of assessed values of
restrictions on the price at which certain homes in the Project Area may be sold initially and
subsequently re-sold.
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Existing Land Use
A summary of land use in the Original Area is shown in the following table:

Table 4
HAMILTON FIELD REDEVELOPMENT PROJECT (ORIGINAL AREA)
Land Use by Assessed Value (1)
Fiscal Year 2004-05

Land Number of Number of 2004-05 Secured Percent of Total

Use Parcels (2) Acres Assessed Value (3) Assessed Value
Residential 663 164.16 $159,717,476 99.88%
Commercial 1 1.00 210,000 0.12
Other (4) 1 265.60 0 -
Total 675 430.76 $159,927,476 100.00%

(1) Original Area only.

(2) Number of parcels does not correspond to number of residential units.

3) Assessed valuations include homeowners’ exemptions, restored by the Auditor prior to the calculation of tax
increment.

(4) Includes open space, roads, privately-owned tax-exempt property (including Bay Vista at Meadow Park and

Creekside at Meadow Park) and publicly-owned properties.
Source: Urban Analytics; Marin County Assessor; the Agency; Shea Homes.

See “- Largest Taxpayers” for a description of expected development in the Original
Area.

Tax Rate

The tax rate within the Project Area is the 1% general tax levy. The Agency would be
entitled to Housing Tax Revenues from any debt service override levies adopted prior to
January 1, 1989, but it is not aware of any such override levies.

Therefore, for purposes of projecting Housing Tax Revenues (see “- Projected Housing
Tax Revenues”), the assumed tax rate is 1.0%.

Tax Collection Fees

As discussed in "LIMITATIONS ON HOUSING TAX REVENUES AND HOUSING SET
ASIDE - Property Tax Collection Procedures," the Agency is subject to a property tax
administration charge payable to the County. However, the amount of Housing Tax Revenues
is equal to 20 percent of total tax increment allocated to the Agency, and, as a result, is not
impacted by the property tax administration charge payable to the County from such tax
increment.
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Largest Taxpayers

The largest tax payers in the Project Area according to the fiscal year 2004-05 assessed
valuations (estimated) are shown below with their respective estimated fiscal year 2004-05
assessed valuations.

Table 5
HAMILTON FIELD REDEVELOPMENT PROJECT (ORIGINAL AREA)
Ten Largest Property Taxpayers
Fiscal Year 2004-05

Property Secured Unsecured % of
Owner Value Value Total Total

Novato Community $24,693,695 $ 0 $24,693,695 15.37%
Partners ("
Centex Homes " 20,619,645 0 20,619,645 12.84
Shea Homes ") 16,472,178 0 16,472,178 10.85
Homeowner 900,602 0 900,602 0.56
Homeowner 870,055 0 870,055 0.54
Homeowner 853,788 0 853,788 0.53
Homeowner 848,682 0 848,682 0.53
Homeowner 843,722 0 843,722 0.53
Homeowner 838,915 0 838,915 0.52
Homeowner 838,857 0 838,857 0.52
Total Top 10 $67,780,139 0 67,780,139 42.20
Total Top 20 75,199,228 0 75,199,228 46.81
Total Top 100 133,902,601 0 133,902,601 83.36
Total Project Area 159,927,476 707,839 160,635,315 100.00%
(1) Novato Community Partners is a limited liability company owned by Centex Homes and Shea Homes.
(2) Consists of business property owned by a real estate developer.

Source: Urban Analytics; Marin County Office of the Assessor.

Based on property ownership as of January 1, 2004 (the lien date for the fiscal year
2004-05 secured property tax roll), the top three property taxpayers in fiscal year 2004-05
accounted for approximately 38.46% of the total assessed value in the Project Area in Fiscal
Year 2004-05.

The following is a brief description of the top three taxpayers and their activities in the
Project Area. The information about NCP, Shea Homes, Centex Homes and their activities
in the Project Area has been provided by the property owners; the Agency provides no
assurances as to the accuracy of the information. NCP, Shea Homes and Centex Homes
have provided no other information in this Official Statement and make no representation
as to the accuracy or completeness of any information other than that set forth in the
following paragraphs with respect to NCP, Shea Homes, Centex Homes and their
activities in the Project Area.
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The three top taxpayers in the Project Area are affiliated developers and home builders
engaged in a 286.82-acre master planned development of Hamilton Field. Development in the
Project Area includes 394 planned market-rate residential units, 418 planned affordable for-sale
residential units (of which 67 are restricted to ownership by seniors), 297 planned affordable
residential rental units, 119.5 acres of open space, parks and parkways, and 2.67 acres of
commercial space. Further detail about the residential units being developed in the Original
Project Area is set forth below:

Project Name Location Type Number
Pointe Marin West of Hwy. 101
Westerly Market rate for sale 92
Hideaway Market rate for sale 78
Sailhouse Market rate for sale 66
Breakers Market rate for sale 106
Villa Entrada Market rate for sale 33
Villa Entrada Below-market rate; for sale 67
San Pablo East of Hwy. 101 Market rate for sale 19
Meadow Park East of Hwy. 101
Meadow Park Below-market rate; for sale 351
Creekside at Meadow Park Below-market rate; rental 77
Bay Vista at Meadow Park Below-market rate; rental 220
Total 1,109

As of January 1, 2005, the three taxpayers had secured all discretionary entitlements for
the master planned development; the only remaining approvals are building permits which will
be issued upon payment of the required fees.

Novato Community Partners LLC. Novato Community Partners LLC (“NCP”) is
a California limited liability company owned 50% by Centex Homes, a Nevada general
partnership (“Centex Homes”) and 50% by Shea Homes Limited Partnership, a
California limited partnership (“Shea Homes”), the other large property owners in the
Project Area. NCP is a single purpose entity created to act as the master developer of
the 31.3 acres of the Project Area, and has three primary responsibilities:

* Development and sale of 361 market-rate residential lots to Centex
Homes and Shea Homes.

* Development of 418 affordable for-sale units in two projects (Villa Entrada
(67 units) and Meadow Park (351 units)) and 33 market-rate for-sale
senior units in Villa Entrada.

* Development of 297 residential rental units in two developments in the
Project Area, which are exempt from property taxation.
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Development of Residential Lots. NCP is responsible for development and sale
of 361 market-rate residential lots in the Project Area to Centex Homes and Shea
Homes. The following table sets forth the status of lot development and sales as of
November 30, 2004:

Lot Lot Lots Sold/Closed to
Total Development Development Merchant Lots
Product Lots Started Completed Builders Owned by NCP

Westerly 92 92 92 92 0

Hideaway 78 78 78 78 0

Sailhouse 66 66 66 66 0

Breakers 106 106 96 64 42

Hideaway at 19 19 7 19 0
Hamilton

Total 361 361 339 319 42

Of the remaining 42 lots owned by NCP, NCP expects to complete development
of the lots and to transfer the remaining lots to the applicable merchant builder by June
2005.

Development of for-sale units. NCP is responsible for development of 418
affordable, for-sale units and 33 market-rate, senior units in the Project Area. For
purposes of showing development progress over calendar year 2004, the following table
provides information with respect to NCP’s development of these units in the Project
Area as of January 1, 2004 and as of November 30, 2004:

Villa Entrada Villa Entrada Meadow Park
Market-Rate (Senior) Below-Market Below-Market
(33 Units) (67 units) (351 units)
1/1/04 11/30/04 1/1/04 11/30/04 1/1/04 11/30/04

Permitted 33 33 67 67 135 228
Construction 33 33 67 67 135 211
started
Construction 12 33 25 67 25 108
completed
Escrow 4 21 0 33 24 107
Closed

Development of affordable residential rental developments. Each of the two
affordable residential rental developments, Creekside at Meadow Park (77 units) and
Bay Vista at Meadow Park (220 units), is now owned by a single-purpose entity in which
NCP is a co-general partner. Construction of Creekside at Meadow Park is complete and
it is currently 100% occupied. Bay Vista is under construction and is expected to be
complete in late-2006.
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Centex Homes. Centex Homes, established in 1950 in Dallas, Texas, is one of
the nation's largest homebuilders. Centex Homes' parent company, Centex Corporation,
is traded on the New York Stock Exchange and the London Stock Exchange under the
symbol "CTX". Centex Homes is responsible for development of 163 market rate
residential units in the Project Area. The following table sets forth the status of home
development and sales as of November 30, 2004:

Total Number of Home Lots Still
Total Lots Purchased Sales Closed to Owned by
Project Planned Units from NCP Homeowners Centex Homes

Hideaway 78 78 78 0
Sailhouse 66 66 32 3
Hideaway at 19 19 0 19
Hamilton

Total 163 163 110 53

Of the remaining 53 homes to be built and sold by Centex Homes in the Project Area,
Centex Homes has provided the following expected schedule with respect to construction and
sale of homes:

Homes
Under First Home Last Home
Project Remaining Units Construction Sale Closings Sale Closings
Sailhouse 34 34 Dec. 2003 May 2005
Hideaway at 19 7 June 2005 Dec. 2005

Hamilton

Shea Homes. Shea Homes was formed in 1989 as an affiliate of J.F. Shea to
own and operate the residential home building business of J.F. Shea, which was
originally started in 1986. J.F. Shea is a family-owned corporation that has been in
business for over 120 years. Together with its affiliates and subsidiaries, J.F. Shea is a
builder and developer for master planned communities, homes, apartments, offices,
industrial parks and neighborhood and community shopping centers and also operates
as a civil infrastructure contractor and venture capital investor. Shea Homes is
responsible for development of 198 market rate residential units in the Project Area.
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The following table sets forth the status of home development and sales as of
November 30, 2004:

Total Number of Home Lots Still
Total Lots Purchased Sales Closed to Owned by
Project Planned Units from NCP Homeowners Shea Homes
Westerly 92 92 90 2
Breakers 106 64 1 63
Total 198 156 91 65

Of the remaining 107 homes to be built by Shea Homes in the Project Area, Shea
Homes has provided the following expected schedule with respect to construction and sale of
homes:

Homes
Final Lot Purchase Under First Home Last Home
Project Remaining Units from NCP Construction Sale Closings Sale Closings
Westerly 2 Already purchased 2 Dec. 2002 March 2005
Breakers 105 June 2005 62 Nov. 2004 June 2006
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Historical Taxable Values, Gross Tax Increment Revenue, and Housing Tax Revenues

The following table sets forth historical taxable values and Housing Tax Revenues for
the Original Area. The total assessed valuation of taxable property in the Original Area in fiscal
year 2004-05 is estimated to be $161,346,515 and, based on the Base Year Value of $0, the
corresponding incremental assessed valuation is estimated to be $161,346,515.

Table 6
HAMILTON FIELD REDEVELOPMENT PROJECT (ORIGINAL AREA)
Historical Taxable Values and Housing Tax Revenues

Roll 2001-02 2002-03 2003-04 2004-05
Secured
- Land $3,472,590 $10,940,711 $30,551,369 $70,801,758
- Improvements 4,540,163 408,000 21,409,922 100,058,377
- Personal Property 9,607 0 0 211,714
- Exemptions (765,628) (1,326,000) (2,319,520) (16,873,284)
Secured Total $7,256,732 10,022,711 49,641,771 159,927,476
Unsecured "
- Land $0 $0 $72,261 $0
- Improvements 0 0 172,050 5,836
- Personal Progxerty 0 0 16,175 843,644
- Exemptions 0 0 (260.486) (141,641)
Unsecured Total 0 0 0 707,839
Utility @ 0 0 0 0
Totals 7,256,732 10,022,711 49,641,771 160,635,315
% Change - 38.12% 395.29% 223.59%
Plus HOPTR AV® 0 0 49,000 711,200
Less Base Year Value 0 0 0 0
Incremental Value $7,256,732 $10,022,711 $49,690,771 $161,346,515
Gross Tax Increment $72,567 100,227 496,908 1,613,465
Housing Tax Revenues 14,513 20,045 99,382 322,693
(1) Unsecured roll data is not available for fiscal years 2001-02 and 2002-03.
(2) Exemptions include the value of affordable rental residential projects that are owned by entities affiliated with the three
largest taxpayers in the Project Area and that are exempt from property taxation.
3) The County reports there is no utility property in the Project Area.
(4) Assessed valuations include homeowners’ exemptions, restored by the Auditor prior to the calculation of tax increment.
(5) Assumes all pass-through payments are subordinated because for the fiscal years shown the Agency's only pass-through

obligations were the statutory pass-through payments, which have been subordinated to payment of debt service on the
Bonds. Does not include supplemental revenue.

Source: Urban Analytics; County of Marin.

41



Overlapping Debt and Debt Ratios

The following table summarizes direct and overlapping bonded debt within the Project
Area as of January 1, 2005. There can be no assurance as to the accuracy of the following
table, and inquiries concerning the scope and methodology of procedures carried out to compile

the information presented should be directed to California Municipal Statistics, Inc.

Table 7
REDEVELOPMENT AGENCY OF THE CITY OF NOVATO
Hamilton Field Redevelopment Project (Original Area)
Direct and Overlapping Bonded Debt

2004-05 Assessed Valuation: $170,611,426

Base Year Valuation: 0

Incremental Valuation: $170,611,426

DIRECT DEBT: % Applicable Debt 1/1/05

2005 Tax Allocation Bonds 100. % $_-
TOTAL DIRECT DEBT $

Ratio to Incremental Valuation: - %

OVERLAPPING TAX AND ASSESSMENT DEBT:

Novato Unified School District 2.201% $ 726,660

City of Novato 2.622 611,319

Novato Sanitary District 2.376 14,850

City of Novato Community Facilities District No. 2002-1 100. 11,730,000
TOTAL GROSS OVERLAPPING TAX AND ASSESSMENT DEBT $13,082,829

Less: Novato Sanitary District (100% self-supporting) 14,850

TOTAL NET OVERLAPPING TAX AND ASSESSMENT DEBT $13,067,979
GROSS COMBINED TOTAL DIRECT AND OVERLAPPING DEBT $13,082,829
NET COMBINED TOTAL DIRECT AND OVERLAPPING DEBT $13,067,979

(1) Excludes tax allocation bonds to be sold.

(1)

)

(2) Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and tax

allocation bonds and non-bonded capital lease obligations

Ratios to 2004-05 Assessed Valuation:
Gross Combined Total Direct and Overlapping Debt ...7.67%
Net Combined Total Direct and Overlapping Debit........ 7.66%

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/04: $0

Source: California Municipal Statistics

Assessment Appeals

The Agency’s fiscal consultant, Urban Analytics, reviewed all assessment filings in the
Novato area provided by the County Assessor and found no appeals filed in the Original Area
portion of the Project Area during the past four years and no pending appeals.] See
“‘LIMITATIONS ON HOUSING TAX REVENUES AND POSSIBLE SPENDING LIMITATIONS —

Property Assessment Appeals”.
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For purposes of projecting future tax increment revenues (see "PROJECTED HOUSING
TAX REVENUES AND DEBT SERVICE COVERAGE"), it has been assumed that there are no
successful appeals of assessed valuation in the Original Area.

New Construction Activity

The Project Area is undergoing substantial residential development, which is expected to
be completed by the end of calendar year 2006. The developers have reported to the Agency
that they expect the value of the developed 812 units at build-out to be at least $444,080,096.
Because a portion of the development has already been placed on the property tax rolls (402
units; approximately $260 million assessed value), and two of the completed developments are
exempt from property taxation because they are non-profit rental projects subject to affordability
restrictions ($92,263,450), the Agency expects, and has assumed for purposes of projecting
Housing Tax Revenues, that approximately another $282.7 million of assessed value will be
added in fiscal years 2005-06 and 2006-07 as a result of the residential development. See
"PROJECTED HOUSING TAX REVENUES AND DEBT SERVICE COVERAGE". See also
“‘“APPENDIX G — Fiscal Consultant Report.”

PROJECTED HOUSING TAX REVENUES AND DEBT SERVICE COVERAGE

The table below sets forth the projected Housing Tax Revenues for the Project Area
(Original Area only), along with columns showing the projected debt service on the Bonds and
the estimated debt service coverage provided by the projected Housing Tax Revenues.

In projecting Housing Tax Revenues and debt service coverage, the Agency assumed
the following:

1. The tax rate is 1%.

Other than as a result of development in the Project Area (see “THE PROJECT
AREA — New Construction Activity”, the fiscal year 2004-05 assessed value of
the Original Area ($161,346,515) will increase two percent in fiscal year 2005-06
and assessed values will increase two percent per year thereafter.

3. The Bonds will mature on September 1, 2034 (during the 2034-35 fiscal year).

4. The Agency will pay an ERAF payment in 2004-05 and 2005-06 of $154,130, but
not thereafter, but that payment is subordinate to payment of debt service on the
Bonds.

5. There will be no successful appeals of assessed valuation in the Original Area.
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Table 8
REDEVELOPMENT AGENCY OF THE CITY OF NOVATO (ORIGINAL AREA)
Hamilton Field Redevelopment Project
Projected Housing Tax Revenues and Debt Service Coverage

Projected
Net Projected Total
Debt Housing Supplemental Projected Housing Debt Service
Year Service (1) Tax Revenues (2) Revenues (2), (3) Tax Revenues (2) Coverage
2005 §$ 327,497.33 $ 323,000 $104,000 $ 427,000 1.30
2006 497,660.00 537,000 111,000 648,000 1.30
2007 599,060.00 770,000 67,750 837,750 1.40
2008 595,735.00 921,000 921,000 1.55
2009 592,185.00 939,000 939,000 1.59
2010 588,410.00 958,000 958,000 1.63
2011 591,910.00 977,000 977,000 1.65
2012 590,085.00 996,000 996,000 1.69
2013 592,775.00 1,016,000 1,016,000 1.71
2014 589,900.00 1,037,000 1,037,000 1.76
2015 591,562.50 1,057,000 1,057,000 1.79
2016 592,262.50 1,078,000 1,078,000 1.82
2017 592,512.50 1,100,000 1,100,000 1.86
2018 597,112.50 1,122,000 1,122,000 1.88
2019 595,562.50 1,144,000 1,144,000 1.92
2020 598,307.50 1,167,000 1,167,000 1.95
2021 595,407.50 1,190,000 1,190,000 2.00
2022 596,922.50 1,214,000 1,214,000 2.03
2023 597,703.76 1,238,000 1,238,000 2.07
2024 602,743.76 1,263,000 1,263,000 2.10
2025 601,543.76 1,288,000 1,288,000 214
2026 604,293.76 1,314,000 1,314,000 217
2027 606,025.00 1,340,000 1,340,000 2.21
2028 606,831.26 1,367,000 1,367,000 2.25
2029 611,168.76 1,394,000 1,394,000 2.28
2030 609,318.76 1,422,000 1,422,000 2.33
2031 611,518.76 1,451,000 1,451,000 2.37
2032 611,900.00 1,480,000 1,480,000 242
2033 616,062.50 1,509,000 1,509,000 2.45
2034 618,762.50 1,539,000 1,539,000 2.49
(1) Presented on a "Bond Year" basis, i.e., 12-month period ending September 1. Debt service payments on September 1 are
paid with tax increment revenue collected in the prior fiscal year.
(2) Presented on a fiscal year basis, i.e., 12-month period ending June 30.
3) Represents the portion of increment attributable to planned new development in fiscal years 2005-06, 2006-07 and 2007-

08 by NCP, Shea Homes and Centex Homes in the Project Area (based on information provided by the property owners)
that constitutes Housing Tax Revenues. See “THE PROJECT AREA - Largest Taxpayers,” “ — New Construction Activity”
and “APPENDIX G - Fiscal Consultant Report — Table 8”.

Source: The Agency.
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CONTINUING DISCLOSURE

The Agency has covenanted for the benefit of holders and beneficial owners 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 by March 31 each year based upon the June 30 end of the Agency’s fiscal year),
commencing March 31, 2006, with the report for the 2004-05 Fiscal Year (the "Annual
Report"), and to provide notices of the occurrence of certain enumerated events, if material.
The Annual Report will be filed by the Agency with each Nationally Recognized Municipal
Securities Information Repository, and with the appropriate State information depository, if any.
The notices of material events will be filed by the Agency with the Municipal Securities
Rulemaking Board (and with the appropriate State information depository, if any). The specific
nature of the information to be contained in the Annual Report or the notices of material events
is set forth in "APPENDIX E — Form of Continuing Disclosure Certificate."

These covenants have been made in order to assist the Underwriter in complying with
S.E.C. Rule 15c2-12(b)(5). The Agency has not failed to file required any Continuing Disclosure
Report in the past.

NO LITIGATION

There is no litigation pending or, to the Agency’s knowledge, threatened in any way to
restrain or enjoin the issuance, execution or delivery of the Bonds, or to contest the validity of
the Bonds, the Indenture or any proceedings of the Agency with respect thereto. In the opinion
of the Agency and its counsel, there are no lawsuits or claims pending against the Agency
which will materially affect the Agency’s finances so as to impair the ability to pay principal of
and interest on the Bonds when due.

FINANCIAL ADVISOR

E. Wagner & Associates, Inc., Pleasanton, California, has served as Financial Advisor to
the Agency with respect to the sale of the Bonds. The Financial Advisor has assisted in various
matters relating to the planning, structuring and issuance of the Bonds. The Financial Advisor
has not independently verified any of the data contained in this Official Statement or conducted
a detailed investigation of the affairs of the Agency to determine the accuracy or completeness
of this Official Statement. The Financial Advisor assumes no responsibility for the accuracy or
completeness of any of the information contained in this Official Statement. The Financial
Advisor’s fee is contingent upon the issuance and delivery of the Bonds.

RATINGS
Standard & Poor’s (“S&P”) has assigned a rating of "BBB-" to the Bonds.
Rating agencies generally base their ratings on their own investigations, studies and
assumptions. The Agency has provided certain additional information and materials to the
rating agency (some of which does not appear in this Official Statement). The rating reflects

only the view of the rating agency, and any explanation of the significance of such ratings may
be obtained only from the rating agency at the following addresses: Moody’s Investors Service,

45



99 Church Street, New York, NY 10007. There is no assurance that any rating will continue for
any given period of time or that it will not be revised downward or withdrawn entirely by the
rating agency, if, in the judgment of such rating agency, circumstances so warrant. Any such
downward revision or withdrawal of a rating may have an adverse effect on the market price of
the Bonds.

TAX MATTERS

In the opinion of Jones Hall, A Professional Law Corporation, San Francisco, California,
Bond Counsel, subject, however to the qualifications set forth below, under existing law, the
interest on the Bonds is excluded from gross income for federal income tax purposes and such
interest is not an item of tax preference for purposes of the federal alternative minimum tax
imposed on individuals and corporations, provided, however, that, for the purpose of computing
the alternative minimum tax imposed on corporations (as defined for federal income tax
purposes), such interest is taken into account in determining certain income and earnings,

The opinions set forth in the preceding paragraph are subject to the condition that the
Agency comply with all requirements of the Internal Revenue Code of 1986 (the "Code") that
must be satisfied subsequent to the issuance of the Bonds in order that such interest be, or
continue to be, excluded from gross income for federal income tax purposes. The Agency has
covenanted to comply with each such requirement. Failure to comply with certain of such
requirements may cause the inclusion of such interest in gross income for federal income tax
purposes to be retroactive to the date of issuance of the Bonds.

If the initial offering price to the public (excluding bond houses and brokers) at which a
bond is sold is less than the amount payable at maturity thereof, then such difference
constitutes "original issue discount" for purposes of federal income taxes and State of California
personal income taxes. If the initial offering price to the public (excluding bond houses and
brokers) at which each bond is sold is greater than the amount payable at maturity thereof, then
such difference constitutes "original issue premium" for purposes of federal income taxes and
State of California personal income taxes. Deminimis original issue discount is disregarded.

Under the Code, original issue discount is treated as interest excluded from federal
gross income and exempt from State of California personal income taxes to the extent properly
allocable to each owner thereof subject to the limitations described in the first paragraph of this
section. The original issue discount accrues over the term to maturity of the bond on the basis
of a constant interest rate compounded on each interest or principal payment date (with
straightline interpolations between compounding dates). The amount of original issue discount
accruing during each period is added to the adjusted basis of such bonds to determine taxable
gain upon disposition (including sale, redemption, or payment on maturity) of such bond. The
Code contains certain provisions relating to the accrual of original issue discount in the case of
purchasers of the Bonds who purchase the Bonds after the initial offering of a substantial
amount of such maturity. Owners of such Bonds should consult their own tax advisors with
respect to the tax consequences of ownership of Bonds with original issue discount, including
the treatment of purchasers who do not purchase in the original offering, the allowance of a
deduction for any loss on a sale or other disposition, and the treatment of accrued original issue
discount on such Bonds under federal individual and corporate alternative minimum taxes.

Under the Code, original issue premium is amortized on an annual basis over the term of
the bond (said term being the shorter of the bond's maturity date or its call date). The amount of
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original issue premium amortized each year reduces the adjusted basis of the owner of the
bond for purposes of determining taxable gain or loss upon disposition. The amount of original
issue premium on a bond is amortized each year over the term to maturity of the bond on the
basis of a constant interest rate compounded on each interest or principal payment date (with
straightline interpolations between compounding dates). Amortized bond premium is not
deductible for federal income tax purposes. Owners of premium bonds, including purchasers
who do not purchase in the original offering, should consult their own tax advisors with respect
to State of California personal income tax and federal income tax consequences of owning such
bonds.

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

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

A copy of the proposed form of opinion of Bond Counsel is attached hereto as Appendix

CERTAIN LEGAL MATTERS

The legal opinion of Bond Counsel, approving the validity of the Bonds, in substantially
the form attached hereto as Appendix D, will be made available to purchasers at the time of
original delivery of the Bonds, and a copy thereof will be printed on or will accompany each
Bond. Jones Hall, A Professional Law Corporation, San Francisco, California, is also acting as
disclosure counsel to the Agency. McDonough Holland & Allen PC, Sacramento, California, is
acting as counsel to the Agency.

Payment of the fees and expenses of Jones Hall, A Professional Law Corporation, as
Bond Counsel and Disclosure Counsel, is contingent upon issuance of the Bonds.

UNDERWRITING

The Bonds are being purchased by Citigroup Global Markets Inc. (the "Underwriter") at
a purchase price of $9,401,000.00 (which represents the aggregate principal amount of the
Bonds /ess an original issue discount of $23,686.90 and /ess an underwriter’'s discount of
$95,313.10).

The Underwriter may offer and sell the Bonds to certain dealers and others at prices

lower than the offering price stated on the cover page hereof. The offering prices may be
changed from time to time by the Underwriter.
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MISCELLANEOUS

All summaries of the Indenture, applicable legislation, agreements and other documents
are made subject to the provisions of such documents and legislation, and do not purport to be
complete statements of any or all of such provisions. Reference is hereby made to documents
on file with the Agency for further information.

This Official Statement is not to be construed as a contract or agreement between the
Agency and the purchasers or owners of any of the Bonds.

Any statements made in this Official Statement involving matters of opinion or of
estimates, whether or not expressly stated, are set forth as such and not as representations of
fact, and no representation is made that any of the estimates will be realized.

The execution and delivery of this Official Statement has been duly authorized by the
Agency.

REDEVELOPMENT AGENCY OF THE
CITY OF NOVATO

By: \s\ Mary Neilan
Assistant Executive Director
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APPENDIX A

AUDITED FINANCIAL STATEMENTS OF THE AGENCY
FOR FISCAL YEAR ENDED JUNE 30, 2003
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