Resolution No. 2004-043

A RESOLUTION OF THE BOARD OF COUNTY COMMISSIONERS,
OURAY COUNTY, COLORADO, APPROVING
THE CONSOLIDATED SERVICE PLAN FOR
CORNERSTONE METROPOLITAN DISTRICT NOS. 1 and 2

WHEREAS, on July 26, 2004, the Consolidated Service Plan for Comerstone
Metropolitan District Nos. 1 and 2 (the "Districts”) was submitted to the Board of County
Commissioners of Ouray County, Colorado (the "BOCC"), pursuant to Sections 32-1-202(1) and
32-1-202(2) of the Colorado Revised Statutes; and

WHEREAS, pursuant to Section 32-1-204 of the Colorado Revised Statutes, the BOCC
held a public hearing on said Consolidated Service Plan on August 30, 2004; and

WHEREAS, pursuant to Section 32-1-204(1) of the Colorado revised Statutes, notice of
said public hearing was duly published in the "Ouray County Plaindealer," a newspaper of
general circulation within the boundaries of the Districts, on Friday August 6, 2004, and was
mailed to the owners of record of all property located within the Districts, as such owners of
record are listed in the records of the Ouray County Assessor, the Colorado Division of Local
Government, and to the governing body of all municipalities or special districts that levied an ad
valorem tax on the real property constituting the Districts within the preceding tax year and
which has boundaries within a 3-mile radius the Districts' boundaries; and

WHEREAS, the BOCC has considered the Service Plan, testimony and other evidence
presented to it at said public hearing; and

WHEREAS, the BOCC hereby finds that the Consolidated Service Plan should be
conditionally approved as provided herein, pursuant to Section 32-1-203(1) of the Colorado
Revised Statutes;

WHEREAS, the BOCC further finds that it is in the best interests of the citizens and
taxpayers of Ouray County, Colorado to enter into an Intergovernmental Agreement with the
Districts for the purpose of assigning the relative rights and responsibilities between Ouray
County and the Districts with respect to the Districts’ functions, operations, and obligations; said
Intergovernmental Agreement to be entered into at the sole discretion of Ouray County.

NOW THEREFORE, it is hereby RESOLVED by the Board of County Commissioners
of Ouray County, Colorado as follows:

1. THAT: the evidence presented to the BOCC at said public hearing was extensive
and complete, all relevant and pertinent facts, matters and issues were submitted, and all

interested parties were heard or had the opportunity to be heard.

2. THAT evidence satisfactory to the BOCC of each of the following was presented:



a. There is sufficient existing and projected need for organized service in the
area to be served by the Districts; and

b. The existing service in the area to be served by the Districts is inadequate
for present and projected needs; and

c. The Districts are capable of providing economical and sufficient service to
the area within their proposed boundaries; and

d. The area to be included in the Districts does have, and will have, the
financial ability to discharge the proposed indebtedness on a reasonable basis; and

e. Adequate service is not, and will not be, available to the area through
Ouray County or other existing municipal or quasi-municipal corporations, including existing
special districts, within a reasonable time and on a comparable basis; and

f. The Districts’ facility and service standards are compatible with the
facility and service standards of Ouray County and each municipality which is an interested party
under Section 32-1-204(1), C.R.S.; and

g. The proposal 1s in compliance with any duly adopted Ouray County,
regional or State long-range water quality management plan for the area; and

h. The creation of the Districts is in the best interests of the area
proposed to be served.

2, THAT the requirements of Sections 32-1-202(1) and 32-1-202(2) of the Colorado
Revised Statutes, relating to the filing of the Service Plan with the BOCC, and the requirements
of Section 32-1-204 of the Colorado Revised Statutes, relating to said public hearing on the
Service Plan, have been fulfilled and that notice of said public hearing was given in the time and
manner required by law.

3. THAT the BOCC hereby conditionally approves the Consolidated Service Plan as
submitted and approves the organization and formation of the Districts as metropolitan districts
and quasi-municipal corporations of the State of Colorado, subject to the limitations contained in
the Service Plan, conditioned as follows:

a. THAT the Districts shall not be authorized to hold their formation election, debt
authorization election, or to act in any fashion unless on or before November 1, 2004, the
Districts have entered into an Intergovernmental Agreement with both Ouray County and
Montrose County, in the counties’ sole discretion, for the purpose of assigning the relative rights
and responsibilities between Ouray County, Montrose County, and the Districts with respect to
the Districts’ formation, functions, operations, and obligations.
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b. Section X1, Paragraph C shall be amended to add the following after the first
sentence, replacing the remainder of such paragraph C:

Said Intergovernmental Agreement may require amendments to this Service Plan. Said
Intergovernmental Agreement must be acceptable to Montrose County and Ouray County in their
sole discretion. Until and unless said Intergovernmental Agreement is entered into by November
1, 2004, the Districts shall not be permitted to hold their formation election, debt authorization
election, or to act in any fashion and the Districts will not come into existence and all approvals
relating to the Intergovernmental Agreement or this Service Plan will be void.

4, THAT this Resolution shall be filed in the records of Ouray County Clerk and
Recorder and submitted to the Districts legal representative for the purpose of filing a Petition
for Organization in a District Court having proper jurisdiction.

5. THAT any and all prior Resolutions or any parts thereof, to the extent that they
are inconsistent with this Resolution, are hereby rescinded and shall be of no further force or
effect.

Done this 7" day of September, 2004, in Ouray County, Colorado, by:

BOARD OF COUNTY COMMISSIONERS, OURAY COUNTY,
COLORADO

Signed: 7/4’/&’\4/\ A ng b\xg\mj\

Tom Hollenbeck, Chairman

Signed: \{@ j i i/

Don Batchelder, Vice-Chairman

Signed: fﬁﬂ ijxf’;(’—"

UBill Ferguson, Mamber
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I INTRODUCTION

A. Purpose and Intent. This service plan (the “Service Plan”) is for Cornerstone
Metropolitan District Nos. 1 and 2 (the “Districts”), two special districts proposed to be
organized to finance public improvements and infrastructure which will serve the needs of a new
residential development to be located within their boundaries. Tt is submitted in accordance with
Part 2 of the Special District Act, §§ 32-1-201, ef seq., Colorado Revised Statutes. The Districts’
service areas will consist of an aggregate of approximately five thousand eight hundred forty-
eight (5,848) total acres, one thousand five hundred seventy-five (1,575) of which lies in
Montrose County, Colorado and the remaining four thousand two hundred seventy-three (4,273)
of which lies in Ouray County, Colorado. Vicinity and Boundary maps of the Districts are
contained in Exhibits B and C to this Service Plan, respectively. The residential development is
currently planned to include eighty (80) cluster-type residences, forty (40) small ranch
residences, one hundred seven (107) family golf-view residences and one hundred seventy-nine
(179) single-family cluster residences. Recreational amenities may include a community trail
system connecting large areas of reserved open space, an equestrian facility, a swimming and
tennis center, fishing ponds and lodge, as well as an ecighteen (18) hole golf course and
clubhouse.

Once organized, the Districts will be independent units of local government that are
separate and distinct from the Montrose County and Ouray County governments; their activities
are subject to review by Montrose County and Quray County insofar as they may materially
deviate from the requirements of the Service Plan, and/or as provided by State law, local law or
this Service Plan. The primary purpose of the Districts will be to finance the construction of all
or a part of the necessary public improvements and infrastructure for the use and benefit of all
anticipated inhabitants and taxpayers of the Districts.

The Districts are not being created to provide ongoing operations and maintenance
services other than as specifically set forth in this Service Plan.

B. Need for the Districts. There are currently no other governmental entities,
including Montrose County and Ouray County, located in the immediate vicinity of the Districts
that consider it desirable or practical to undertake the planning, design, acquisition, construction,
installation, relocation and/or redevelopment of necessary and adequate public improvements
and infrastructure needed for the proposed development. Further, Montrose County requires that
the Districts have perpetual responsibility for operation and maintenance of certain facilities
described herein, and there is no entity already in existence which is capable of providing such
services. Consequently, the powers and authorities requested under this Service Plan are deemed
necessary for the provision of said public improvements and infrastructure and for operations
and maintenance as described herein. The level of required improvements makes organization of
the Districts critical so that they may maintain both the construction and financing costs at
acceptable levels.

C. Objectives of Montrose County and Ouray County Regarding This Service
Plan. The primary objective of Montrose County and Ouray County in approving this Service
Plan 1s to authorize the Districts to provide for the planning, design, acquisition, construction,



installation, relocation and/or redevelopment of all necessary and adequate public improvements
and infrastructure for the proposed development, and to pay for the same using the proceeds
from debt expected to be issued by the Districts. Additionally, as mentioned above, Montrose
County requires that the Districts have perpetual responsibility for the ongoing operations and
maintenance of certain facilities described herein, and there is no entity already in existence
which is capable of providing such services. All such debt is expected to be repaid by taxes
imposed and collected for no longer than a “maximum debt mill levy imposition term” for
residential properties, and at a tax mill levy no higher than a “maximum debt mill levy,” as these
terms are defined hereinbelow, for commercial and residential properties. Debt which is issued
within these parameters and those described in the Financing Plan, below, will insulate property
owners from excessive tax burdens and will result in a timely and reasonable discharge of the
same.

One purpose of this Service Plan is to assure, to the extent possible, that none of the
residential property contained within the boundaries of the Districts will bear an economic
burden greater in amount than that associated with said “maximum debt mill Ievy,” and that no
property developed for a residential use will bear an economic burden greater in duration than
that associated with said “maximum debt mill levy imposition term,” even under or other
unusual situations. The cost of any public improvements or infrastructure that cannot be funded
within these parameters are not intended to be costs paid by the Districts.

It is the Districts’ intent either: (1) that one of the two Districts will dissolve upon
payment or defeasance of all debt incurred, or upon court determination that adequate provision
has been made for the payment of all such debt leaving the other District in existence to provide
for long term, ongoing operations and maintenance of Public Improvements, as contemplated
herein; or (2} that the two Districts will consolidate into a single entity for such operations and
maintenance purposes, as either option is contemplated herein. Ultimately, control of these
decisions will rest with the Districts' electorate. To the extent that the Districts have continuing
operating and/or maintenance functions under this Service Plan or under intergovernmental
agreements with Montrose County and/or Quray County, they will not exercise either of these
options without the consent of Montrose County and/or Ouray County.

1I. DEFINITIONS

In this Service Plan, the following terms shall have the meanings indicated below, unless
the context hereof clearly requires otherwise:

Approved Development Plan: a development plan or other process established and
approved by Montrose County and Ouray County for identifying, among other things, the public
improvements necessary for facilitating the development of property within the District’s
“Service Area,” as the same is defined hereinbelow.

Board: the board of directors of one District or the boards of directors of both Districts, in
the aggregate.



Bond, Bonds or Debt: bonds or other obligations for which the Districts have promised to
mmpose an ad valorem property tax mill levy in order to repay.

Boundary Map: the map attached hereto as Exhibit C which describes the Districts’ initial
boundaries.

C.R.8.: the Colorado Revised Statutes, 2003 edition.
Developer: HRC-Montrose Development, L.P.

District Boundaries: the boundaries of the area described in the Boundary Map, attached
hereto as Exhibit C.

District No. 1: Cornerstone Metropolitan District No. 1.
District No. 2: Comerstone Metropolitan District No. 2.
The Districts: District No. 1 and District No. 2, collectively.

External Financial Advisor: a consultant that: (1) advises Colorado governmental entities
on matters relating to the issuance of securities, including matters such as the pricing, sales and
marketing thereof and of the procuring of bond ratings, credit enhancement and insurance in
respect thereto; (2) shall be an underwriter, investment banker, or individual listed as a public
finance advisor in the “Bond Buyer’s Municipal Market Place;” and (3) is not an officer or
employee of the Districts and has not been otherwise engaged to provide services in connection
with the transaction related to the applicable Debt.

Financing Plan: the Financing Plan contained in this Service Plan, and that attached
hereto as Exhibit E, which describes: (a) how the Public Improvements, as the same is defined
hereinbelow, are to be financed; (b) how the Debt is expected to be incurred; and (c) the
estimated operating revenue derived from property taxes for the first budget year.

Maximum Debt Mill Levy: the maximum mill levy District No. 1 and/or District No. 2
is/are permitted to impose for payment of Debt.

Maximum Debt Mill Levy Imposition Term: the maximum term for imposition of a mill
levy on a particular piece of property that has been developed for residential uses.

Maximum Operations and Maintenance Mill Levy: the maximum mill levy District No. 1
and/or District No. 2 is/are permitted to impose to pay for the ongoing operations and
maintenance of Public Improvements.

Operating District; Dhstrict No. 1.

The Project: the development commonly referred to as Cornerstone.



Public Improvements: all or a part of the improvements authorized to be planned,
designed, acquired, constructed, installed, relocated, redeveloped and/or financed to serve the
Service Area, as the same are generally described in the “Special District Act,” as the same 1s
defined hereinbelow; except as specifically limited herein.

Service Area: the real property contained within the Districts' boundaries, as shown on
the Boundary Map.

Service Plan: this document, the Districts’ Service Plan as approved by the Montrose
County and Quray County Boards of County Commissioners.

Service Plan Amendment: an amendment to the Service Plan that has been approved by
the Montrose County and Ouray County Boards of County Commissioners in accordance with
applicable Colorado law.

Special District Act: Section 32-1-101, et seq., Colorado Revised Statutes, as amended
from time to time.

State: the State of Colorado.

Taxing District: District No. 2.

HI. BOUNDARIES

The Districts’ Boundaries consists of an aggregate of approximately five thousand eight
hundred forty-eight (5,848) acres. At the current time, the boundaries of the two Districts are
coterminous. After platting, the boundaries of District 1 will be revised to include a lesser
portion of the current boundary. In the event that either County fails to approve this Service Plan
at the appropriate public hearings in early September, 2004, the boundaries of the Districts, and
legal descriptions contained herein, will be automatically revised to exclude therefrom that
portion of the total acreage lying within the boundaries of the county that denies approval of this
Service Plan. In such event, if the County denying such approval thereafter approves this
Service Plan with or without amendments thereto, the boundaries of the Districts shall be
deemed reinstated to the depiction and description contained herein.

At build-out, the assessed valuation of the real property and improvements contained
within the boundaries of the Districts is anticipated to be approximately Forty-Two Million Two
Hundred Thousand Dollars ($42,200,000.00). A legal description of the Districts’ Boundaries is
attached hereto as Exhibit A, a Montrose County and Ouray County vicinity map is similarly
attached as Exhibit B and a map of the Districts' boundaries is attached as Exhibit C. It is
anticipated that the Districts’ Boundaries may change from time to time as they undergo
inclusions and exclusions pursuant to Sections 32-1-401, et seq. and 32-1-501, ef seq., C.R.S,,
respectively. All such boundary changes shall be subject to the limitations set forth below.



IV.  PROPOSED LAND USE/ POPULATION PROJECTIONS/ ASSESSED
VALUATION

The Districts’ Service Area consists of approximately five thousand eight hundred forty-
eight (5,848) acres, with the portion of the Service Area lying in Montrose County currently
zoned as “Planned Development District” and the portion lying in Quray County currently zoned
as “Alpine.” For purposes of this Service Plan, the Service Area is presumed to have a current
assessed valuation of Zero Dollars ($0.00). At build-out the population of the Districts is
estimated to be approximately one thousand two hundred eighteen (1,218) people, based on an
estimate of three (3) persons per residential unit.

Approval of this Service Plan by Montrose County and Ouray County does not imply
approval of the development of a specific area within the Districts, nor does it imply approval of
the number of residential units identified in this Service Plan or any of the exhibits attached
hereto, unless the same is contained within an Approved Development Plan.

V. DESCRIPTION OF PROPOSED POWERS, IMPROVEMENTS AND SERVICES

A. Powers of the Districts and Service Plan Amendment. The Districts shall have
the power and authority to provide the Public Improvements and related operation and
maintenance services, both within and without of their boundaries, as such power and authority
is described in the Special District Act, other applicable statutes, common law and/or the
Constitution of the State of Colorado, subject to the following limitations:

1. Operations and Maintenance of the Public Improvements. The purpose of
the Districts is to plan for, design, acquire, construct, install, relocate, redevelop and/or finance
the Public Improvements. The Districts shall operate and maintain the following Public
Improvements, as provided herein:

Permanent Fire and Emergency Medical Protection Services
Wastewater Collection and Treatment

Internal Water Facilities and Infrastructure

Internal Street and Roadway Systems

Offsite Roadway Systems

Other Public Improvements shall be operated and maintained by the Districts or
shall be dedicated to Montrose County, Ouray County and/or other appropriate entities having
proper jurisdiction, as appropriate. The Districts shall establish and maintain an operations and
maintenance mill levy on all taxable property contained within their boundaries in an amount
sufficient to ensure that enough tax revenue shall be generated therefrom to enable the Districts
to operate and maintain the above-referenced Public Improvements at a level and in a manner
that Montrose County and Ouray County deem acceptable and/or appropriate. Additionally, the
Districts shall be entitled to impose administrative and/or user fees, tolls, rates, or other charges
as necessary to cover any additional expenses associated with non-District residents' use of said
improvements and/or systems in order to ensure that such costs are not the sole responsibility of



the Districts' residents. All such fees shall be based upon the Districts' determination that such
fees do not exceed reasonable annual market fee for users of such facilities and all such fees shall
be structured in such a way as to ensure that non-District residents do not pay user fees that are
unreasonably disproporticnate to similar fees and taxes paid by the Districts' residents.

2. Construction Standards. The Districts will ensure that the proposed Public
Improvements are designed and constructed in accordance with applicable facility and service
standards and specifications of Montrose County, Ouray County, and other municipalities and
special districts which are interested parties pursuant to Section 32-1-204 (1), CR.S. The
Districts will obtain prior approval from Montrose County and Quray County for all civil
engineering plans and will obtain applicable permits for the construction and/or installation of
Public Improvements to be dedicated to Montrose County and Ouray County prior to performing
such work. Where applicable, construction will occur pursuant to the standards adopted by the
American Water Works Association and pursuant to the Ouray County road standards, as
contained in the Ouray County Land Use Code.

3. Limitation on the Issuance of Privately Placed Debt. Prior to the issuance
of any privately placed Debt, the Districts must obtain a certification from an External Financial

Advisor, to provide to Montrose County and Quray County, which contains the following
language, or language substantially similar thereto:

We are/l am an External Financial Advisor within the meaning of the Districts'
Service Plan.

We/l certify that: (1) the net effective interest rate (calculated as defined in
Section 32-1-103(12), C.R.S.) to be bome by [insert the designation of the Debit]
does not exceed a reasonable current [tax-exempt/taxable] interest rate, using
criteria deemed appropriate by us/me and based upon our/my analysis of
comparable high yield securities; and (2) the structure of [insert designation of the
Debt], including maturities and early redemption provisions, is reasonable
considering the financial circumnstances of the District.

4. Limitation on the Inclusion or Exclusion of Property. With the exception
of the thirty (30) foot strip of real estate that is shown in Exhibit A-1 to this Service Plan, and
except as set forth in Section IIT hereof, the Districts shall not include any property into their
boundaries from outside of the Service Area without the prior, written approval of Montrose
County and Ouray County. Any inclusion or exclusion made by the Districts in violation of this
Service Plan shall be deemed a material modification to this Service Plan.

5. Initial Debt Limitation. Prior to the approval of the Preliminary Plat/Plan
by Montrose County and Ouray County, the Districts shall not: (a) issue any Debt; (b) impose a
mill levy for the payment of Debt by direct imposition or by the transfer of funds from the
operating fund to the debt service funds; or (c) impose and/or collect any fees used for the
purpose of Debt repayment; unless prior administrative approval therefor is obtained from
Montrose County and Quray County, which approval shall not be deemed a material
modification of this Service Plan,




6. Total Debt Issuance Limitation. The Districts shall not issue Debt in
excess of Thirty Million Dollars ($30,000,000.00). Issuance of Debt in excess of this amount
shall be a material modification of this Service Plan.

7. Monies from Other Governmental Sources. The Districts shall neither
apply for, nor accept, Conservation Trust Funds, Great Outdoors Colorado Funds, or other funds
available from or through governmental or non-profit entities that Montrose County and Ouray
County are eligible to apply for, without obtaining prior, written authorization from Montrose
County and Ouray County. The foregoing limitation shall not apply to specific ownership taxes,
which shall be a revenue source distributed to the Districts without limitation.

8. Consolidation Limitation. The Districts shall not file a request with any
District Court to consolidate with any other Title 32 special district without the prior, written
consent of Montrose County and Ouray County.

9. Bankruptcy Limitation. All of the limitations contamed in this Service
Plan, specifically including, but not limited to, those pertaining to the Maximum Debt Mill Levy,
the Maximum Operations and Maintenance Mill Levy and the Maximum Debt Mill Levy
Imposition Term, have been established under the authority of Section 32-1-204.5, C.R.S., which
empowers Montrose County and Ouray County to approve this Service Plan with conditions. It
1s expressly intended that such limitations:

a. Shall not be set aside for any reason by any court of competent
jurisdiction, absent a Service Plan Amendment; and

b. Are, together with all other requirements of Colorado law,
included in the “political or governmental powers” reserved to the State under Section 903 of
Title 11 of the United States’ Bankruptcy Code, and also included in the “regulatory or electoral
approval necessary under applicable nonbankruptcy law” as required for confirmation of a
Chapter 9 Bankruptcy Plan under Section 943(b)(6) of said Bankruptcy Code.

10. Modification of this Service Plan. This Service Plan has been designed
with sufficient flexibility to enable the Districts to provide required services and facilities under
evolving circumstances without the need for numerous amendments. While the assumptions
upon which this Service Plan are generally based are reflective of current zoning for the property
within the Districts, the cost estimates and Financing Plan are sufficiently flexible to enable the
Districts to provide necessary services and facilities without the need to amend this Service Plan
as zoning changes. Modification of the general types of services and facilities, and changes in
proposed configurations, locations, or dimensions of various facilities and improvements shall be
permiited to accommodate development needs consistent with then-current zoning for the
property. Actions of the Districts which violate the limitations set forth in this Service Plan shall
be deemed to be material modifications to this Service Plan; Montrose County and Ouray County
shall be entitled to all remedies available to them under applicable State and/or local law to
enjoin such actions. Montrose County and Ouray County shall retain the jurisdiction to enter
into agreements with the Districts which alter provisions of this Service Plan, and such shall not




be deemed a material modification hereof, it being the express intent of the Districts, Montrose
County and Ouray County that this Service Plan shall not require amendment to implement any
agreement that may be achieved with either Montrose County or Quray County.

11. Limitation on Roadway Ownership and Maintenance. It is currently

anticipated that the Developer will own and control the streets and roadway systems that will be
constructed within the Districts' boundaries during construction and development of the Project.
Once said construction and development are completed, the Districts may obtain ownership of
the roadways from the Developer. In the event that the Districts obtain such ownership, they
shall be specifically entitled to defray the costs associated with the ownership, operation and
maintenance thereof by utilization of the revenue-generating powers granted to them by
Colorade law. Notwithstanding anything contained herein to the contrary, the Districts shall be
entitled to enter into agreements with Montrose or Ouray County with respect to Regional
Improvements as contemplated in Section VI herein, and such shall not require an amendment to
this Service Plan.

12. Limitation on the Exercise of Eminent Domain Power to Acquire Water
Rights. Pursuant to Section 32-1-1004(4), C.R.S., the Districts shall not be entitled to exercise

the power of eminent domain or dominant eminent domain for the acquisition of water rights.
Further, the Districts shall have no power with respect to their water powers which could aid or
assist the property owners to violate the terms of the Ouray County Development Agreement as
recorded and of the Montrose County PD Notice of Decision affecting property within the
Districts.

13.  Limitation on Extraterritorial Service Agreements. The Districts shall not
be entitled to enter into any extraterritorial service agreements without obtaining the prior,
written consent of the county where such extraterritorial service is to occur. Any such
agreements entered into in violation of this Subsection shall be deemed a material modification
of this Service Plan.

B. Preliminary Engineering Survey. The Districts shall have authority to provide
for the financing, planning, design, acquisition, construction, installation, relocation,
redevelopment, maintenance, and/or operation of the Public Improvements, both within and
without their boundaries. The foregoing shall be more specifically defined in an Approved
Development Plan, as the same is described herein. An estimate of the costs of the Public
Improvements which may be financed, planned for, designed, acquired, constructed, nstalled,
relocated, redeveloped, maintained or operated was prepared based upon a preliminary
engineering survey and estimates derived from the zoning on the property in the Service Area
and is approximately Thirty-One Million Dollars ($31,000,000.00); to the extent the Districts are
not able to finance these costs via the issuance of Debt, they will be required to fund these costs
from other sources. Notwithstanding this cost estimation, the Districts shall be permitted to
reallocate costs between such categories of the Public Improvements as deemed necessary in the
discretion of their Boards of Directors, subject to the limitations contained herein and subject to
the Districts' ability to discharge their debt on a reasonable basis.
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All of the Public Improvements described herein will be designed in such a way as to
assure that the Public Improvements standards will be compatible with those of Montrose
County and Ouray County and shall also be constructed in accordance with the requirements of
the Approved Development Plan. All descriptions of the Public Improvements to be constructed,
together with their related costs, are estimates only which are subject to modification as
engineering, development plans, economics, the requirements of Montrose County and Ouray
County, and/or construction scheduling may require. Upon approval of this Service Plan, the
Districts will continue to develop and refine the cost estimates contained herein in order to
prepare for the issuance of Debt. At that time, all cost estimates will be inflated to then-current
dollars. All construction cost estimates assume construction to applicable local, State or Federal
requirements.

C. Dual District Structure. It 1s anticipated that the Districts, collectively, will
undertake the financing and construction of the Public Improvements. The nature of the
functions and services to be provided by each District shall be clarified in an intergovernmental
agreement between the Districts. This agreement will be designed in such a way as to assure the
orderly development of the Public Improvements and essential services in accordance with the
requirements of this Service Plan. Therefore, said intergovernmental agreement is essential to
the orderly implementation of this Service Plan. Accordingly, any determination by one of the
Boards of Directors, made without the consent of the other, to set aside said intergovernmental
agreement shall be a material modification of this Service Plan. Said intergovernmental
agreement may be amended from time to time by way of mutual agreement between the
Districts” Boards of Directors without the need to amend this Service Plan.

VI. REGIONAL IMPROVEMENTS

It is currently anticipated that, upon the entry of an order organizing the Districts by a
Dustrict Court of competent jurisdiction, or at some other, future point in time as the Districts,
Montrose County and Ouray County collectively agree and determine, the Districts, Montrose
County and Ouray County shall, in good faith, negotiate and enter into an intergovernmental
agreement for the specific purpose of the planning, design, acquisition, construction, installation,
relocation, redevelopment, operation and/or maintenance of those regional street and
transportation-related improvements that benefit the Project as well as the Districts' service users
and taxpayers (the "Regional Improvements"), and their related costs as may be required by the
Ouray County Development Agreement, as recorded, and of the Montrose County PD Notice of
Decision. Said intergovernmental agreement may include terms allowing the Districts to use the
revenue-generating powers granted to them under this Service Plan and Colorado law in order to
assist in the funding, operation and/or maintenance of the Regional Improvements.

In no event shall the Regional Improvements include water or sanitary sewer
improvements.



VII. FINANCING PLAN

A. General. The Financing Plan attached as Exhibit E and prepared by the Districts’
organizers sets forth certain assumptions, estimated revenues, expenses, and debt service
requirements with respect to the Districts. This Financing Plan contains one illustration of a
financing structure by which the improvements would be financed, including the estimated costs
of engineering services, legal services, administrative services, proposed bond issuances,
estimated maximum proposed interest rates and discounts, land or facilities to be acquired, and
other major expenses relating to the organization and operation of the Districts. Further, the
Financing Plan demonstrates that the Districts will have the financial capability to discharge the
proposed indebtedness with reasonable mill levies assuming reasonable increases in assessed
valuation and assuming the rate of build-out estimated therein.

Notwithstanding the foregoing, the attached Financing Plan is to be viewed as merely one
of many models by which the Districts may undertake their financial obligations. The figures
contained therein are non-binding and shall be subject to adjustment and/or modification as
development of the Project evolves under changing circumstances without a need to amend this
Service Plan. The foregoing shall not apply to the Total Debt Issuance Limitation, the Maximum
Debt Mill Levy and the Maximum Operations and Maintenance Mill Levy, which may not be
altered beyond the face hereof without the consent of Montrose County and Ouray County.

The Districts shall be authorized to provide for the planning, design, acquisition,
construction, installation, relocation and/or redevelopment of the Public Improvements by and
through their revenues and Debt proceeds which will be issued thereby. In general terms, the
Districts’ financing plan shall be to issue such Debt as they can reasonably repay from revenues
derived from the Maximum Debt Mill Levy, and/or from other legally available revenues, within
the Maximum Debt Mill Levy Imposition Term.

The total debt that the Districts shall be permitted to issue shall not exceed Thirty Million
Dollars ($30,000,000.00), which shall be permitted to be issued on a schedule and in such year or
years as the Districts determine shall meet the needs of this Financing Plan and which shall be
phased to serve development as it occurs. Issuance of Debt in excess of this amount shall be a
material modification of this Service Plan. It is currently anticipated that the Districts will issue
bonds on December 1, 2007 in the amount of Five Million Five Hundred Thousand Dollars
($5,500,000.00), on December 1, 2009 in the amount of Ten Million Five Hundred Thousand
Dollars {$10,500,000.00), and on December 1, 2012 and in the amount of Two Million Nine
Hundred Thousand Dollars (32,900,000.00). However, the foregoing issuance schedule is
strictly preliminary in nature, is not binding on the Districts, and shall be subject to adjustment
and/or modification by the Districts' Boards of Directors in order to accommodate development
under evolving circumstances, without the need to amend this Service Plan. All bonds and other
debt issued shall be repayable from any and all legally available revenues available to the
Districts, including general ad valorem property taxes to be imposed upon all taxable property
within the Service Area. The Districts will also rely upon various other revenue sources
authorized by law including, but not limited to, the power to assess fees, rates, tolls, penalties, or
charges as provided in Section 32-1-1001(1), CR.S., as amended from time to time.
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The Districts shall be entitled to issue, refund, restructure and/or reissue any and all
Bonds in accordance with State law.

B. Maximum Voted Interest Rate and Maximum Underwriting Discount. The
interest rate on any Debt is expected to be the market rate in existence at the time such Debt 1s
issued and the proposed maximum underwriting discount will be five percent (5%). In the event
of default, the proposed maximum interest rate on any Debt is not expected to exceed twelve
percent (12%). Debt, when issued, will comply with all of the relevant requirements of this
Service Plan as well as the provisions of State and Federal law applicable to the issuance of
public securities.

C. Maximum Debt Mill Levy / Maximum Operations and Maintenance Mill
Levy.

The Maximum Debt Mill Levy shall be forty-five (45) mills. If, on or after September 7,
2004, there are changes in the method of calculating assessed valuation or any Constitutionally-
mandated tax credit, cut or abatement, the mill levy limitation applicable to such Debt may be
increased or decreased to reflect such changes. Any such increases or decreases shall be
determined by the Districts’ Boards in good faith so that, to the extent possible, the actual tax
revenues generated by the mill levy, as adjusted, are neither diminished nor enhanced; any such
determination shall be final and binding. For purposes of the foregoing, a change in the ratio of
actual valuation shall be deemed to be a change in the method of calculating assessed valuation.

The Maximum Operations and Maintenance Mill Levy shall be twenty (20) mills.

All Debt contemplated in this Service Plan must be issued in compliance with the
requirements of Section 32-1-1101, C.R.S., and all other applicable requirements of Colorado
law. To the extent that the Districts are composed of or subsequently organized into one or more
sub-districts, as permitted under Section 32-1-1101, C.R.S., the term “District” as used herein
shall be deemed to refer to each of the Districts and/or additional sub-districts separately, so that
each shall be treated as an autonomous district for purposes of the application of this definition.

D. Maximum Debt Mill Levy Imposition Term. The Districts shall not impose a
mill levy for the repayment of any Debt, or use the proceeds of any mill levy for repayment of
Debt, on any single property developed for residential uses for more than forty (40) years after
the initial imposition of such mill levy, unless:

1. A majority of the Board of Directors of the District imposing the mill levy
are residents of such District, have voted in favor of refunding all or a part of the Debt, and such
refunding will result in a net present value savings as set forth in Section 11-56-101, CR.S., et
seq.; or

2. The Operating District, Montrose County and Quray County have entered
into an intergovernmental agreement extending or waiving the mill levy imposition term.
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The Maximum Debt Mill Levy Imposition Term shall apply strictly to mills levied for the
purpose of Debt repayment and shall not in any way limit the Districts ability to collect property
taxes for the ongoing operations and maintenance of the Public Improvements, as contemplated
herein.

E. Debt Repayment Sources. The Districts may impose a mill levy on taxable
property within its boundaries as a primary source of revenue for the repayment of Debt service
as well as for operations and maintenance expenses. The Districts may also rely upon various
other revenue sources authorized by law, at their discretion including, but not limited to, the
power to assess fees, rates, tolls, penalties, or charges as provided in Section 32-1-1001(1),
C.R.S., as amended from time to time. In no event shall the Debt service mill levy in the
Districts exceed the Maximum Debt Mill Levy or, for residential property within District No. 2,
the Maximum Debt Mill Levy Imposition Term, except pursuant to an intergovernmental
agreement between Montrose County, Quray County and District No.1.

F. Debt Instrument Disclosure Requirement. In the text of each Bond and/or any
other instrument representing and constituting Debt, the District shall set forth a statement in
substantially the following form:

By accepting this instrument, the owner of this Bond agrees and consents to all of
the limitations that are contained herein, in the Districts’ Resolution authorizing
the issuance of this Bond, and in the Districts’ Service Plan regarding the payment
of the principal of, and payment of the interest on, the Debt issued hereby.

Similar language must be included in any document used for the offering of Debt for sale
to any person or entity, including, but not limited to, a developer of property within the Districts’
boundaries.

G. Security for Debt. The Districts shall not pledge any revenue or property of
Montrose County or Quray County as security for the indebtedness set forth in this Service Plan.
Further, approval of this Service Plan shall not be construed as a gnarantee by Montrose County
or Ouray County of the payment of any of the Districts’ obligations; nor shall anything contained
herein be construed to create any responsibility or liability on the part of Montrose County or
Ouray County in the event of default by the Districts in the payment of any such obligation.

H. Default. In the event that the Districts default on all or any portion of the Debt,
and such default is ongoing for more than thirty (30) calendar days, the Districts shall not be
entitled to issue any new Debt of any kind, inclusive of Debt refinancings and/or refundings,
without either curing said default or obtaining written approval from Montrose County and
Ouray County. By their approval of this Service Plan, Montrose County and Ouray County
agree that any said approval shall not be unreasonably withheld and that all actions and inquiries
made with respect to said approval shall be undertaken or made in good faith.

I TABOR Compliance. The Districts will comply in all respects with the

provisions of the TABOR Amendment to the Colorado Constitution (Colo. Const. art. X, §20).
The Districts, in their discretion, may organize other qualifying entities to manage, fund,
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construct and/or operate facilities, services, and programs. To the extent allowed by law, any
entity created by the Districts shall remain under the exclusive control of their Boards.

J. Districts’ Operating Costs. The estimated cost of the initial organizational and
operation expenses related to acquiring land, engineering services, legal services, administrative
services, debt issuance costs and amounts expended on design and construction of the
improvements are anticipated to be One Hundred Thousand Dollars ($100,000.00) and will be
eligible for reimbursement from the Debt proceeds. That portion of the first year’s operating
budget that will be derived from property taxes is estimated to be Zero Dollars ($0.00).

In addition to the capital costs of the Public Improvements, the Districts will require
operating funds for their administration and to plan and cause the Public Improvements to be
constructed and maintained. The Maximum Debt Mill Levy for the repayment of Debt shall not
apply to the District’s ability to increase its mill levy as necessary for provision of operation and
maintenance services to its taxpayers and service users.

VIII. EVENTS OF DEFAULT

In the event that the Districts default on all or any portion of the duties and/or obligations
that are contained in this Service Plan, whether said duties and/or obligations exist expressly or
mmpliedly, three or more times in the aggregate, for any length of time, the Districts shall not be
entitled to issue any new Debt of any kind without obtaining prior, written approval from
Montrose County and Quray County. The foregoing shall expressly include, but is not limited
to, refundings and/or refinancings of existing Debt.

IX. ANNUAL REPORT
A, General. Each of the Districts shall be responsible for submitting an annual
report to Montrose County and Ouray County no later than June 30" of each year that the

Districts are in existence.

B. Reporting of Significant Events. The annual report shall include information as
to any of the following;

1. Changes made or proposed to the Districts’ boundaries as of December 31
of the prior year.

2. Intergovernmental agreements with other governmental entities, either
entered into or proposed, as of December 31 of the prior year.

3. Copies of and/or changes to the Districts’ rules and regulations, if any, as
of December 31 of the prior year.
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4, A summary of any litigation which involves the Districts Public
Improvements as of December 31 of the prior year.

5. Status of the Districts’ construction of the Public Improvements as of
December 31 of the prior year.

6. A list of all facilities and improvements constructed by the Districts that
have been dedicated to and accepted by Montrose County and Quray County as of December 31
of the prior year.

7. The current assessed valuation of the Districts.

8. A budget from the current year, including a description of the Public
Improvements to be constructed in such year.

9. An audit of the Districts’ financial statements, for the year ending
December 31 of the previous year, prepared in accordance with generally accepted accounting
principles.

10.  Notice of any uncured events of default by the Districts under any Debt
instrument, which continue beyond a Ninety (90) day period.

11.  Any inability of the Districts to pay their obligations as they come due, in
accordance with the terms of such obligations, which continue beyond a Ninety (90) day period.

X. DISSOLUTION

It 1s currently anticipated that the Districts will have perpetual existence in order to
provide for the ongoing operations and maintenance of Public Improvements, as contemplated
herein. Any form of dissolution not contemplated by this Section will constitute a material
modification of the Service Plan. Further, the Districts' failure to initiate dissolution proceedings
as required in this Section shall constitute a material modification to this Service Plan.

A. Failure of the Districts' Purposes. The Districts shall initiate dissolution
proceedings, as indicated above, in the event one of the following events occurs (dissolution
shall be initiated on the date of the later of these events):

1. Failure of the Developer to present a complete request for Ouray County
preliminary plan approval for the Project in accordance with paragraph 3.3 of the Development
Agreement as recorded in the Ouray County public records; or

2. Failure of the Developer to obtain final plat approval for the first phase of

the Project by November 30, 2011 or seven (7) years from the date of approval of the Approved
Development Plan; or
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3. Failure of the Districts to enter into the intergovernmental agreement
described in Section XI. C. of this Service Plan.

B. Future Consolidation/Dissolution of Districts. After all bonds or other Debt
instruments have been issued, or by year twenty-five (25) of the Districts' existence, whichever
occurs later, and after adequate provision has been made for repayment of all Debt, the Districts
shall present to their electorate the question(s) of whether the Operating District and the Taxing
District shall legally consolidate into a single entity, or whether the Operating District shall
dissolve in accordance with Colorado law. If the majority of votes cast at such an election are in
favor of dissolution, the Districts shall institute statutory dissolution proceedings for the
Operating District pursuant to Sections 32-1-701 et seq., C.R.S. Ultimately, control of these
decisions will rest with the Districts' electorate.

XI. DISCLOSURE TO PURCHASERS

The Districts will use reasonable efforts to assure that all developers of the property
located within the Districts' boundaries provide written notice to all purchasers of property in the
Districts regarding the Maximum Debt Mill Levy, the Maximum Operations and Maintenance
Mill Levy, as well as a general description of the District's authority to impose and collect rates,
fees, tolls and charges. The form of this notice shall be filed with Montrose County and QOuray
County prior to the initial issuance of Debt that will impose the mill levy which is the subject of
the Maximum Debt Mill Levy.

XII. INTERGOVERNMENTAL AGREEMENTS

To the extent practicable or necessary, the Districts may enter into intergovernmental
and/or private agreements in order to ensure the long-term provision, operation and/or
maintenance of the improvements and services contemplated herein, as well as for the effective
management thereof. Said agreements may include, but are not limited to, agreements with other
service providers. Any such intergovernmental agreement must be approved, in writing, by both
Montrose County and Ouray County prior to execution. Any intergovernmental agreement
entered into by the Districts in violation of the foregoing sentence shall be deemed a material
modification of this Service Plan. By their approval of this Service Plan, Montrose County and
Ouray County agree that any said approval shall not be unreasonably withheld and that all
actions and inquiries made with respect to said approval shall be undertaken or made in good
faith.

A, Master Intergovernmental Agreement. Upon receipt of organizational
approval, the Districts will enter into a master intergovernmental agreement with each other that
will specifically define the nature of the functions and services that each District will provide
while undertaking the financing and construction of the Public Improvements. The Boards of the
Districts will approve this agreement at their first, organizational meeting after their
organizational elections. Failure of the Districts to execute this master intergovernmental

15



AN
oo

agreement shall constitute a material modification hereof and shall require a Service Plan
Amendment,

B. Agreement for the Provision of Water Service. If is currently anticipated that
the Operating District shall, upon organization, accept an assignment of an agreement between
the Developer and the Tri-County Water Conservancy District regarding the provision of water
service to the Districts’ Service Area. Upon such acceptance, the Operating District shall
completely assume any and all of the Developer's obligations under said agreement and shall be
principally liable thereunder.

C. IGA with Montrose County and Ouray County. Upon entry of an order
organizing the Districts by a District Court of competent jurisdiction, the Districts shall enter into
a joint intergovernmental agreement with Montrose County and Ouray County, the form of
which is attached hereto as Exhibit D. In the event that this intergovernmental agreement is not
fully approved, as contemplated herein, and executed by November 15, 2004, either the Districts,
or Montrose County and Ouray County on the Districts' behalf, shall initiate dissolution
proceedings, as described in Section IX. A. 3. above.

As provided elsewhere in this Service Plan, the Districts are authorized to operate and
maintain Permanent Fire and Emergency Medical Protection Services, Wastewater Collection
and Treatment Systems, Internal Water Facilitics and Infrastructure, and Internal Street and
Roadway Systems without the need to enter into an intergovernmental agreement with Montrose
County and Ouray County. To the extent that any details regarding the ongoing operation and
maintenance of Offsite Roadway Systems, and any improvements the Districts may make
thereto, are not provided for herein, whether expressly or impliedly, the Districts, Montrose
County and Ouray County may include them into said intergovernmental agreement.

D. Other Agreements. Tt is possible that other special districts, or similar entities,
may come into existence in the area surrounding the Districts that may desire to provide services
and/or infrastructure that are substantially similar to those contemplated in this Service Plan. In
order to minimize the proliferation of new governmental structures and personnel providing the
same or substantially similar facilities and services, and in the interest of providing uniform
service to the residents and taxpayers of Montrose County and Quray County, the Districts
intend to enter into intergovernmental and/or private agreements regarding the provision of these
facilities and services with any such neighboring entity, together with Montrose County and
Ouray County.

XIIL. CONCLUSION

It is hereby submitted that this Service Plan, as required by Section 32-1-203(2), C.R.S.,
establishes that:

1. There 1s sufficient existing and projected need for organized service in the area to
be served by the Districts; and
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2. The existing service in the area to be served by the Districts is inadequate for
present and projected needs; and

3. The Districts are capable of providing economical and sufficient service to the
area within their proposed boundaries; and

4, The area to be included in the Districts does have, and will have, the financial
ability to discharge the proposed indebtedness on a reasonable basis; and

5. Adequate service 1s not, and will not be, available to the area through Montrose
County, Ouray County, or other existing municipal or quasi-municipal corporations, including
existing special districts, within a reasonable time and on a comparable basis; and

6. The Districts’ facility and service standards are compatible with the facility and
service standards of Montrose County, Ouray County and each municipality which is an
interested party under Section 32-1-204(1), C.R.S.; and

7. The proposal is in compliance with any duly adopted Montrose County, Quray
County, regional or State long-range water quality management plan for the area; and

8. The creation of the Districts is in the best interests of the area proposed to be
served.

It is therefore respectfully requested that the Montrose County and Quray County Boards
of County Commissioners, which have jurisdiction to approve this Service Plan by virtue of

Section 32-1-207, C.R.S., ef seq., each adopt a resolution approving this Service Plan as
submitted.

Respectfully submitted,

WHITE, BEAR & ANKELE
Professional Corporation

Gary R. White, Esq.
Counsel to the Districts

CORNERSTONESERVICE PLANVGRW DLW 4657090104
0746.0003
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EXHIBIT A

Legal Description of the Districts
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(Entire Propert(: inus 30 Foot Strip)

PROPERTY DESCRIPTION FOR THE JVRE RANCH, A PARCEL OF LAND
SITUATED IN SECTIONS 6, 7 & 18, TOWNSHIP 46 NORTH, RANGE 9 WEST,
NEW MEXICO PRINCIPAL MERIDIAN AND IN SECTIONS 11, 12, 13, 14, 15,
16, 22, 23, 24, 25, 26, 27, 28, 33 & 34, TOWNSHIP 46 NORTH, RANGE 10
WEST, NEW MEXICO PRINCIPAL MERIDIAN, COUNTIES OF MONTROSE
AND OURAY, STATE OF COLORADO, MORE PARTICULARLY DESCRIBED
AS FOLLOWS:

BEGINNING at the section corner of Sections 1/2/11/12, a B.L.M. monument in
place; thence N89°12'18"E along an existing fence line and the north section line
of said Section 12 a distance of 2746.29" io the North 1/4 Corner of said Section
12, a rebar and cap (PLS 33645); thence continuing along said fence line and
said north section line N89°11'31"E a distance of 2250.20' to a rebar and cap
(PLS 33645} at a fence corner; thence leaving said section line and continuing
along said fence line N66°24'02"E a distance of 493.30" to a rebar and cap (PLS
33645) at a fence corner; thence continuing along a north fence line N0O5°58'56"E
a distance of 1070.01' to a rebar and cap (PLS 33645) at a fence corner; thence
continuing along said fence line N88°48'42"E a distance of 1737.35' to a rebar
and cap (PLS 33645) at a fence corner; thence NO1°11'564"W a distance of
1294.89" to a rebar and cap (PLS 33645) at a fence corner; thence S87°04'47"E
a distance of 903.00' to a rebar and cap (PLS 33645) at a fence corner; thence
S60°08'08"E a distance of 130.18' to a rebar and cap (PLS 33645) at a fence
carner; thence along a fence line S04°19'39"W a distance of 1282.06' to a rebar
and cap (PL.S 33645) at a point on an east/west fence line; thence S86°58'40"E a
distance of 413.92" along said fence line to a rebar and cap (LS 12180); thence
S87°02'03"E a distance of 871.67' to the SE 1/16 corner of said Section 6
monumented by a 20" witness corner to the north being a rebar and cap (LS
12180); thence S04°43'56"W a distance of 1344.40' to the E 1/16 a rebar and
cap (LS 12180) of said Sections 6 & 7; thence S00°46'04"W a distance of 528.13'
to a rebar and cap (PLS 33645); thence N86°13'07"W a distance of 634.67'to a
rebar and cap (PLS 33645), thence $11°53'52"W a distance of 256.30' to a rebar
and cap (PLS 33645); thence $15°29'04"W a distance of 351.31' to a rebar and
cap (PLS 33645); thence S54°21'59"W a distance of 144.69' to a rebar and cap
(PLS 33645); thence S46°57'56"W a distance of 281.52' to a rebar and cap (PL.S
33645), thence N87°17'31"W a distance of 594.59' to a rebar and cap (PLS
33645); thence N84°37'51"W a distance of 2144.88' to a rebar and cap (PLS
33645); thence S03°37'27"E a distance of 584.93' to a rebar and cap (PLS
33645), thence S09°11'20"W a distance of 726.69' to 1/4 Corner of said Sections
12 & 7 a B.L.M. brass cap; thence N89°24'32"W a distance of 110.06' to a rebar
and cap (PLS 33645); thence S27°21'30"W a distance of 980.20' to a rebar and
cap (PLS 33645); thence S06°56'25"E a distance of 864.70" to a rebar and cap
(PLS 33645); thence N66°27'55"E a distance of 482.62' to a rebar and cap (PLS
33645); thence S00°52'50"W a distance of 1137.01' along the west section line of
said Section 7 fo the corner of said Sections 12/7/13/18 a rebar and cap (LS
24299); thence S86°44'20"E a distance of 1257.57' to a rebar and cap (PLS
33645); thence S00°35'14"E a distance of 1190.93' to a rebar and cap (PLS



(Entire Propé‘. ., minus 30 Foot Strip)

33645); thence S84°52'43"E a distance of 1022.57' to a rebar and cap (PLS
33645); thence S05°02'47"E a distance of 1051.40' to a rebar and cap (PLS
33645); thence S88°43'38"E a distance of 1558.36' to a rebar and cap (PLS
33645) on the E 1/16 line of said Section 18; thence along said E 1/16 line
S00°39'24"E a distance of 1742.89' to the SE 1/16 of said Section 18 a rebar and
cap (LS 24299); thence N87°16'18"W a distance of 4037.75' to the S 1/16 of said
Sections 13 & 18 a rebar and cap (LS 24299); thence S89°37'13"W a distance of
2858.76' to the C-S 1/16 of said Section 13 a rebar and cap (LS 24299); thence
S01°40'11"E a distance of 1342.78' to the 1/4 Corner of said Sections 13 & 24 a
rebar and cap (PLS 33645); thence S01°13'00"W a distance of 3964.36' to the C-
S 1/16 of said Section 24 a rebar and cap (PLS 33645); thence N89°38'39"W a
distance of 1351.52' to the SW 1/16 of said Section 24 a rebar and cap (PLS
33645); thence S00°33'38"W a distance of 1313.04' to the W 1/16 of said
Sections 24 & 25 a rebar and cap (PLS 33645); thence S00°06'47"W a distance
of 3980.20' to the SW 1/16 of said Section 25 a rebar and cap (PLS 33645},
thence N87°50"2"W a distance of 1347.93" to the S 1/16 of said Sections 26 &
25 a rebar and cap (PLS 33645); thence S$89°45'51"W a distance of 2671.04' to
the C-S 1/16 of said Section 26 a rebar and cap (PLS 33645); thence
N00°14'39"E a distance of 1330.02' to the Center 1/4 of said Section 26 a rebar
and cap (PLS 33645); thence N89°53'45"W a distance of 2676.36" to the 1/4
Corner of said Sections 27 & 26 a rebar and cap (PLS 33645); thence
S00°1927"W a distance of 2688.32' to the section corner of said Sections
27/26/34/35 an alum. cap (LS 25643); thence S01°07'57"E a distance of 1348.35'
to the N 1/16 of said Section 34 an alum. cap (LS 25643); thence N89°22'53"W a
distance of 2673.32' to the CN 1/16 of said Section 34 a rebar and cap (LS
28652); thence N89°25'06"W a distance of 2684.77' to the N 1/16 of said
Sections 33 & 34 a rebar and cap (L.S 28652); thence S89°13'59"W a distance of
1336.08' to the NE 1/16 of said Section 33 a rebar and cap (LS 28652); thence
NO1°0021"W a distance of 1338.34' to the E 1/16 of said Sections 28 & 33 a
rebar and cap (LS 28652); thence along the south section line of said Section 28
S589°563'16"W a distance of 1333.94' to the 1/4 Corner of said Sections 28 & 33 a
B.L.M. alum. cap; thence NOO°09'26"E a distance of 4867.22' to a rebar and cap
(LS 24299); thence along a fence line $S89°38'22"E a distance of 2674.02' to a
rebar and cap (LS 24299); thence along a fence line N0O0°07'32"E a distance of
569.70" to the section corner of said Sections 21/22/28/27 a B.L.M. brass cap;
thence along the north line of said Section 27 S89°17"19"E a distance of 1341.78"'
to the W 1/16 of said Sections 22 & 27 a rebar and cap (.8 3657); thence
N00°14'10"E a distance of 2665.49' to the CW 1/16 of said Section 22 a rebar
and cap (LS 24299); thence NO0O°12'02"E a distance of 2664.88' to the W 1/16 of
said Sections 15 & 22 a rebar and cap (LS 12180); thence N88°4327"W a
distance of 1298.03' to the Section Corner of said Sections 16/15/21/22 a B.L.M.
brass cap; thence along the west line of said Section 15 N0O0°07'57"E a distance
of 1049.61" to a rebar and cap (LS 24299); thence S89°06'44"W a distance of
5365.46' to a point on the west line of said Section 16 a rebar and cap (LS
24299); thence along the west line of said Section 16 N02°34'32"E a distance of
285.52' to the S 1/16 of said Section 16 a B.L.M. alum. cap; thence N89°08'03"E



(Entire Prope(:. 5 ;minus 30 Foot Strip)

a distance of 5353.18' to S 1/16 of said Sections 16 &15 a rebar and cap (LS
12180); thence N79°50'58"E a distance of 16.58' to a rebar and cap (PLS 33645)
located at the intersection of the north/south & west fences; thence N0O0°15'35"W
along the said north fence line a distance of 1330.65' to a rebar and cap (PLS
33645} at the intersection of the south & east fences; thence S88°32'09"E along
said east fence line a distance of 5163.46' to a rebar and cap (PLS 33645) at an
angle point in said east fence line; thence N86°15'56"E a distance of 1018.56 to
a rebar and cap (PLS 33645} at an angle point in said east fence line; thence
N43°09'55"E a distance of 434.73' to a rebar and cap (PLS 33645) at an angle
paint in said fence line; thence N01°26'22"E a distance of 2262.30' to a rebar and
cap (PLS 33645) at the intersection of a south and east fence line; thence
S589°43'35"E along said east fence line a distance of 3936.63" to a rebar and cap
(PLS 33645) at an angle point in said fence line; thence N44°09'34"E a distance
of 103.34' to a rebar and cap (PLS 33645) at an angle point in said fence line;
thence N02°32'24"E along a north fence line distance of 2445.48' to a rebar and
cap (PLS 33645) at an angle point in said fence line; thence N05°26'45"E a
distance of 2685.41' to section corner of said Sections 1/2/11/12; which is the
point of beginning, having an area of 5848.237 acres MORE OR LESS.

SAVE AND EXCEPT:

The 30 foot strip of land described in Deed recorded in Book 532, Page 234, and
Reception No. 375428, Montrose County, Colorado.



EXHIBIT A-1

Legal Description of thirty (30) foot inclusion strip



Inclusion Property

The 30 foot strip of land described in Deed recorded in Book 532, Page 234, and
Reception No. 375428, Montrose County, Colorado.



EXHIBIT B

Vicinity Map
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EXHIBIT C

Boundary Map
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EXHIBIT D

Form Intergovernmental Agreement between the Districts, Montrose County and Ouray
County



N

INTERGOVERNMENTAL AGREEMENT BETWEEN
MONTROSE COUNTY, COLORADO,
OURAY COUNTY, COLORADO,
CORNERSTONE METROPOLITAN DISTRICT NO. 1,
AND CORNERSTONE METROPOLITAN DISTRICT NO. 2

THIS INTERGOVERNMENTAL AGREEMENT (the "Agreement") is made and
entered into as of this  day of , 200, by and between the MONTROSE
COUNTY, COLORADO, OURAY COUNTY COLORADO, and CORNERSTONE
METROPOLITAN DISTRICT NO. 1, and CORNERSTONE METROPOLITAN DISTRICT
NO. 2, quasi-municipal corporations and political subdivisions of the State of Colorado (the
"Districts"). When referred to simultaneously herein, Montrose County, Quray County and the
Districts shall be collectively termed the "Parties.”

RECITALS

WHEREAS, the Districts were organized to provide those services and to exercise
powers as are more specifically set forth in the Districts’ Service Plan, approved by Montrose
County and Ouray County on ,200__ (the "Service Plan"); and

WHEREAS, the Service Plan makes reference to the execution of an intergovernmental
agreement between Montrose County, Ouray County and the Districts; and

WHEREAS, Montrose County, Ouray County and the Districts have determined it to be
in the best interests of their respective taxpayers, residents and property owners to enter into this
Agreement.

NOW, THEREFORE, in consideration of the covenants and mutual agreements herein
contained, and for other good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, the Parties hereby agree as follows:

COVENANTS AND AGREEMENTS

1. Operations _and Maintenance. The Districts shall either permanently
operate and maintain the Public Improvements (as defined in the Service Plan), or dedicate the
same to Montrose County, Ouray County or other appropriate entities in a manner consistent
with the Approved Development Plan and the Districts' Service Plan.

Pursuant to the Service Plan, the Districts are authorized to operate and
maintain Permanent Fire and Emergency Medical Protection Services, Wastewater Collection
and Treatment Systems, Internal Water Facilities and Infrastructure, and Internal Street and
Roadway Systems without the need to enter into an intergovernmental agreement with Montrose
County and Ouray County. Consequently, these Public Improvements are not contemplated in
this Agreement. To the extent that any details regarding the ongoing operation and maintenance
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of Offsite Roadway Systems, and any improvements the Districts may make thereto, are not
provided for in the Service Plan, whether expressly or impliedly, they shall be provided for in
this Agreement. The Districts shall establish and maintain an operations and maintenance mill
levy on all taxable property contained within their boundaries in an amount sufficient to ensure
that enough tax revenue shall be generated therefrom to enable the Districts to operate and
maintain the above-referenced Public Improvements at a level and in a manner that Montrose
County and Ouray County deem acceptable and/or appropriate. Additionally, the Districts shall
be entitled to impose administrative and/or user fees, tolls, rates, or other charges as necessary to
cover any additional expenses associated with non-District residents’ use of said improvements
and/or systems in order to ensure that such costs are not the sole responsibility of the Districts'
residents. All such fees shall be based upon the Districts' determination that such fees do not
exceed reasonable annual market fee for users of such facilities and all such fees shall be
structured in such a way as to ensure that non-District residents do not pay user fees that are
unreasonably disproportionate to similar fees and taxes paid by the Districts' residents.

2. Construction Standards. The Districts will ensure that the proposed Public
Improvements are designed and constructed in accordance with applicable facility and service
standards and specifications of Montrose County, Ouray County, and other municipalities and
special districts which are interested parties pursuant to Section 32-1-204 (1), C.R.S. The
Districts will obtain prior approval from Montrose County and Ouray County for all civil
engineering plans and will obtain applicable permits for the construction and/or installation of
Public Improvements to be dedicated to Montrose County and Ouray County prior to performing
such work. Where applicable, construction will occur pursuant to the standards adopted by the
American Water Works Association and pursuant to the Quray County road standards, as
contained in the Ouray County Land Use Code.

3. Limitation on the Issuance of Privately Placed Debt. Prior to the issuance
of any privately placed Debt, the Districts must obtain a certification from an External Financial
Advisor, to provide to Montrose County and Quray County, which contains the following
language, or language substantially similar thereto:

We are/l am an External Financial Advisor within the meaning of the Districts'
Service Plan.

We/l certify that: (1) the net effective interest rate (calculated as
defined in Section 32-1-103(12), C.R.S.) to be borne by [insert the
designation of the Debt] does not exceed a reasonable current [tax-
exempt/taxable] interest rate, using criteria deemed appropriate by
us/me and based upon our/my analysis of comparable high yield
securities; and (2) the structure of [insert designation of the Debt],
including maturities and early redemption provisions, is reasonable
considering the financial circumstances of the District.

4. Limitation on the Inclusion or Exclusion of Property. With the exception
of the thirty (30) foot strip of real estate that is shown in Exhibit A-1 to this Service Plan, and
except as set forth in Section IlI hereof, the Districts shall not include any property into their
boundaries from outside of the Service Area without the prior, written approval of Montrose
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County and Ouray County. Any inclusion or exclusion made by the Districts in violation of this
provision shall be deemed a material modification to this Service Plan.

5. Initial Debt Limitation. Prior to the approval of the Preliminary Plat/Plan
by Montrose County and Ouray County, the Districts shall not: (a) issue any Debt; (b) impose a
mill levy for the payment of Debt by direct imposition or by the transfer of funds from the
operating fund to the debt service funds; or (¢) impose and/or collect any fees used for the
purpose of Debt repayment; unless prior administrative approval therefor is obtained from
Montrose County and Ouray County.

6. Total Debt Issuance Limitation. The Districts shall not issue Debt in
excess of Thirty Million Dollars ($30,000,000.00).

7. Monies from Other Governmental Sources. The Districts shall neither
apply for, nor accept, Conservation Trust Funds, Great Outdoors Colorado Funds, or other funds
available from or through governmental or non-profit entities that Montrose County and Ouray
County are eligible to apply for, without obtaining prior, written authorization from Montrose
County and Ouray County. The foregoing limitation shall not apply to specific ownership taxes,
which shall be a revenue source distributed to the Districts without limitation.

8. Consolidation Limritation. The Districts shall not file a request with any
District Court to consolidate with any other Title 32 special district without the prior, written
consent of Montrose County and Ouray County.

9. Bankruptcy Limitation. All of the limitations contained in this Service
Plan, specifically including, but not limited to, those pertaining to the Maximum Debt Mill Levy,
the Maximum Operations and Maintenance Mill Levy and the Maximum Debt Mill Levy
Imposition Term, have been established under the authority of Section 32-1-204.5, C.R.S., which
empowers Montrose County and Ouray County to approve this Service Plan with conditions. It
is expressly intended that such limitations:

a. Shall not be set aside for any reason by any court of competent
jurisdiction, absent a Service Plan Amendment; and

b. Are, together with all other requirements of Colorado law,
inciuded in the “political or governmental powers” reserved to the State under Section 903 of
Title 11 of the United States’ Bankruptcy Code, and also included in the “regulatory or electoral
approval necessary under applicable nonbankruptcy law™ as required for confirmation of a
Chapter 9 Bankruptcy Plan under Section 943(b)(6) of said Bankruptcy Code.

10. Dissolution. As described in the Service Plan, it is the intent of the
Districts, Montrose County and Ouray County that the Districts will have perpetual existence in
order to provide for the ongoing operations and maintenance of certain Public Improvements, as
contemplated herein and in the Service Plan. The Districts shall initiate dissolution proceedings,
as mndicated above, in the event one of the following events occurs (dissolution shall be initiated
on the date of the later of these events):



a. Failure of the Developer to present a complete request for Ouray
County preliminary plan approval for the Project in accordance with paragraph 3.3 of the
Development Agreement as recorded in the Ouray County public records; or

b. Failure of the Developer to obtain final plat approval for the first
phase of the Project by November 30, 2011 or seven (7) years from the date of approval of the
Approved Development Plan; or

C. Failure of the Districts to enter into the intergovernmental
agreement described in Section XI. C. of the Service Plan.

Notwithstanding the foregoing, after all bonds or other Debt instruments have
been issued, or by year twenty-five (25) of the Districts' existence, whichever occurs later, and
after adequate provision has been made for repayment of all Debt, the Districts shall present to
their electorate the question(s) of whether the Operating District and the Taxing District shall
legally consolidate into a single entity, or whether the Operating District shall dissolve in
accordance with Colorado law. If the majority of votes cast at such an election are in favor of
dissolution, the Districts shall institute statutory dissolution proceedings for the Operating
District pursuant to Sections 32-1-701 et seq., C.R.S. Ultimately, control of these decisions will
rest with the Districts' electorate. 1t.  Eminent Domain Power to Acquire Water
Rights. Pursuant to Section 32-1-1004(4), C.R.S., the Districts shall not be entitled to exercise
the power of eminent domain or dominant eminent domain for the acquisition of water rights.
Further, the Districts shall have no power with respect to their water powers which could aid or
assist the property owners to violate the terms of the Ouray County Development Agreement as
recorded and of the Montrose County PD Notice of Decision affecting property within the
Districts.

12.  Extraterritorial Service Agreements. The Districts shall not be entitled to
enter mto any extraterritorial service agreements without obtaining the prior, written consent of
the county where such extraterritorial service is to occur. Any such agreements entered info in
violation of this Subsection shall be deemed a material modification of the Service Plan.

13.  Disclosure to Purchasers. The Districts will use reasonable efforts to
assure that all developers of the property located within the District provide written notice to all
purchasers of property in the Districts regarding the Maximum Debt Mill Levy, the Maximum
Operations and Maintenance Mill Levy, as well as a general description of the Districts' authority
to impose and collect rates, fees, tolls and charges. The form of notice shall be recorded with the
Montrose County and Ouray County Clerk and Recorder's Offices and properly noted on the
final Plat Map for the Project prior to the initial issuance of the Districts' Debt that will impose
the Maximum Debt Mill Levy.

14, Modification of Service Plan. The Districts' Service Plan has been
designed with sufficient flexibility to enable them to provide required services and facilities
under evolving circumstances without the need for numerous amendments. While the
assumptions upon which the Service Plan are generally based are reflective of current zoning for
the property within the Districts, the cost estimates and Financing Plan are sufficiently flexible to
enable the Districts to provide necessary services and facilities without the need to amend the
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Service Plan as zoning changes. Modification of the general types of services and facilities, and
changes in proposed configurations, locations, or dimensions of various facilities and
improvements shall be permitted to accommodate development needs consistent with then-
current zoning for the property. Actions of the Districts which violate the limitations set forth in
the Service Plan shall be deemed to be material modifications thereof, Montrose County and
QOuray County shall be entitled to all remedies available to them under applicable State and/or
local law to enjoin such actions. Montrose County and Ouray County shall retain the junisdiction
to enter into agreements with the Districts which alter provisions of the Service Plan, and such
shall not be deemed a material modification thereof, it being the express intent of the Districts,
Montrose County and Ouray County that the Service Plan shall not require amendment to
implement any agreement that may be achieved with either Montrose County or Quray County.

15.  Multiple District Structure. It is anticipated that the Districts, collectively,
will undertake the financing and construction of the Public Improvements. The nature of the
functions and services to be provided by each District shall be clarified in an intergovernmental
agreement between and among the Districts. Such intergovernmental agreement will be
designed to help assure the orderly development of the Public Improvements and essential
services in accordance with the requirements of the Service Plan. Implementation of such
miergovernmental agreement is essential to the orderly implementation of the Service Plan.
Accordingly, any unilateral determination by either District's Board of Directors to set aside said
intergovernmental agreement without the consent of the other District shall be a material
modification of the Service Plan. Said intergovernmental agreement may be amended by mutual
agreement of the Districts without the need to amend the Service Plan.

16.  Annual Report. Each of the Districts shall be responsible for submitting
an annual report to Montrose County and Ouray County no later than June 30" of each year that
the Districts are in existence, following the year in which the Order and Decree creating the
Districts has been issued, which report shall contain the information set forth in the Service Plan.

17.  Regional Improvements. As contemplated in the Service Plan, upon the
entry of an order organizing the Districts by a District Court of competent jurisdiction, or at
some other, future point in time as the Districts, Montrose County and Ouray County collectively
agree and determine, the Districts, Montrose County and Ouray County shall, in good faith,
negotiate and enter into a separate intergovernmental agreement for the specific purpose of the
planning, design, acquisition, construction, installation, relocation, redevelopment, operation
and/or maintenance of those regional street and transportation-related improvements that benefit
the Project as well as the Districts' service users and taxpayers (the "Regional Improvements™),
and their related costs as may be required by the Ouray County Development Agreement, as
recorded, and of the Montrose County PD Notice of Decision. Said intergovernmental
agreement may include terms allowing the Districts to use the revenue-generating powers
granted to them under the Service Plan and Colorado law in order to assist in the funding,
operation and/or maintenance of the Regional Improvements. However, in no event shall the
Regional Improvements include water or sanitary sewer improvements.

18.  Maximum Debt Mill Levy / Maximum Operations and Maintenance Mill
Levy. The Maximum Debt Mill Levy shall be forty-five (45) mills. If, on or after September 7,
2004, there are changes in the method of calculating assessed valuation or any Constitutionally-
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mandated tax credit, cut or abatement, the mill levy limitation applicable to such Debt may be
increased or decreased to reflect such changes. Any such increases or decreases shall be
determined by the Districts’ Boards in good faith so that, to the extent possible, the actual tax
revenues generated by the mill levy, as adjusted, are neither diminished nor enhanced; any such
determination shall be final and binding. For purposes of the foregoing, a change in the ratio of
actual valuation shall be deemed to be a change in the method of calculating assessed valuation.

The Maximum Operations and Maintenance Mill Levy shall be twenty
(20) mills.

All Debt contemplated in the Service Plan must be issued in compliance
with the requirements of Section 32-1-1101, CR.S., and all other applicable requirements of
Colorado law. To the extent that the Districts are composed of or subsequently organized into
one or more sub-districts, as permitted under Section 32-1-1101, C.R.S., the term “District” as
used herein shall be deemed to refer to each of the Districts and/or additional sub-districts
separately, so that each shall be treated as an autonomous district for purposes of the application
of this definition.

c. Maximum Debt Mill Levy Imposition Term. The Districts shall
not impose a mill levy for the repayment of any Debt, or use the proceeds of any mill levy for
repayment of Debt, on any single property developed for residential uses for more than forty (40)
years after the initial imposition of such mill levy, unless:

1. A majority of the Board of Directors of the District
imposing the mill levy are residents of such District, have voted in favor of refunding all or a
part of the Debt, and such refunding will result in a net present value savings as set forth in
Section 11-56-101, C.R.S., ef seq.; or

ii. The Operating District, Montrose County and Ouray
County have entered into an intergovernmental agreement extending or waiving the mill levy
imposition term.

17. Notices. All notices, demands, requests or other communications to be
sent by one party to the other hereunder or required by law shall be in writing and shall be
deemed to have been validly given or served by delivery of same in person to the address or by
courier delivery, via United Parcel Service or other nationally recognized overnight air courier
service, or by depositing same in the United States mail, postage prepaid, addressed as follows:

To the Districts: Comerstone Metropolitan District Nos. 1 and 2
1805 Shea Center Drive, Suite 100
Highlands Ranch, Colorado 80129
Attn: Gary R. White, Esq.
Telephone:  {(303) 858-1800
Facsimile: {303) 858-1801



To Montrose County: Montrose County
Attn: Mr. James Fritze, Esq.
County Attorney
Phone: (970} 249-9424
Facsimile: (970) 249-7761

To QOuray County: QOuray County
Attn: Ms. Patricia Crossley, Esq.
County Attorney
Phone: (970) 325-4083
Facsimile: (970) 325-4371

All notices, demands, requests or other communications shall be effective upon such
personal delivery or one (1) business day after being deposited with United Parcel Service or
other nationally recognized overnight air courier service or three (3) business days after deposit
in the United States mail. By giving the other party hereto at least ten (10) days written notice
thereof in accordance with the provisions hereof, each of the Parties shall have the right from
time to time to change its address.

18.  Amendment. This Agreement may only be amended, modified, changed,
or terminated in whole or in part by a written agreement duly authorized and executed by the
Parties hereto and without amendment to the Service Plan.

19. Assignment. The Parties hereto shall neither assign any rights nor
delegate any duties hereunder to any person or entity without having first obtained the prior
written consent of all other Parties, which consent will not be unreasonably withheld. Any
purported assignment or delegation in violation of the provisions hereof shall be void and
ineffectual.

20.  Default/Remedics. In the event of a breach or default of this Agreement
by any Party, the non-defaulting Parties shall be entitled to exercise all remedies available at law
or in equity, specifically including suits for specific performance and/or monetary damages. In
the event of any proceeding to enforce the terms, covenants or conditions hereof, the prevailing
Party/Parties in such proceeding shall be entitled to obtain as part of its judgment or award ifs
reasonable attorneys' fees.

21. Governing Law and Venue. This Agreement shall be govermned and
construed under the laws of the State of Colorado.

22. Inurement. Each of the terms, covenants and conditions hereof shall be
binding upon and inure to the benefit of the Parties hereto and their respective successors and
assigns.

23.  Integration. This Agreement constitutes the entire agreement between the
Parties with respect to the matters addressed herein. All prior discussions and negotiations
regarding the subject matter hereof are merged herein.



24.  Parties Interested Herein. Nothing expressed or implied in this Agreement
is intended or shall be construed to confer upon, or to give to, any person other than the Districts,
Montrose County and Ouray County any right, remedy, or claim under or by reason of this
Agreement or any covenants, terms, conditions, or provisions thereof, and all the covenants,
terms, conditions, and provisions in this Agreement by and on behalf of the Districts, Montrose
County and Quray County shall be for the sole and exclusive benefit of the Districts, Montrose
County and Ouray County.

25. Severability. If any covenant, term, condition, or provision under this
Agreement shall, for any reason, be held to be invalid or unenforceable, the invalidity or
unenforceability of such covenant, term, condition, or provision shall not affect any other
provision contained herein, the intention being that such provisions are severable.

26.  Counterparts. This Agreement may be executed in one or more
counterparts, each of which shall constitute an original and all of which shall constitute one and
the same document.

27.  Paragraph Headings. Paragraph headings are inserted for convenience of
reference only.

28.  Defined Terms. Capitalized terms used herein and not otherwise defined
shall have the meanings assigned to them in the Service Plan.

CORNERSTONE METROPOLITAN
DISTRICTNOS. 1 & 2

By:

President

Attest:

Secretary

MONTROSE COUNTY, COLORADO

By:

(Title)



Attest:

By:
Its:
APPROVED AS TO FORM:
OURAY COUNTY, COLORADO
By:
(Title)

Attest:

By:

Its:

APPROVED AS TO FORM:
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PAYMENT OF INTEREST AND PRINCIPAL FOR L.OC SUPPORTED BONDS

The annual interest and LOC payments on the $18,145,000 letter of credit supported
variable rate revenue bonds (or general obligation bonds) issued by the Service District
would be the responsibility of the primary land developer (although I am showing interest
payments after 2009 totaling $417,750 being paid for by revenues generated from the
Service District). Assuming a combined interest rate and LOC rate of 5.00% (1.75% for
annual LOC fees and 3.25% interest rates — interest rates are currently less than 1%), the
primary land developer would be expected to pay approximately $3.55 million of interest
from June 1, 2005 through December 1, 2009. As land sales occur and lots are platted
and homes constructed, assessed valuation for the Financing District would increase to
levels that would ultimately support the issuance of non-rated general obligation bonds
(i.e., property tax supported bonds) in amount of $18,900,000. The $18,145,000 of letter
of credit supported bonds would be redeemed by the issuance of the general obligation
bonds, and at that time the letter of credit would cease as would the annual interest
payment guarantee required from the primary land developer.

OVERVIEW OF ATTACHED FINANCIAL MODEL

Exhibit I — Page 1 — Service District Cash Flow

This Exhibit presents the finances of the Service District. Operating revenues consist of
12 mills being transferred annually from the Financing District. Administrative cost
allowances are presented as well as allowances for Fire Protection/EMS. Only the
Service District’s portion of the offsite road maintenance costs are shown because it is
assumed that the HOA will be responsible for all onsite road related costs (i.e., so as to
preserve the gated community approach) and that Montrose County will be responsible
for most of the offsite road maintenance costs. Fire Protection/EMS operational cost
allowances ultimately building up to $195,000 annually by year 9 are shown.for
personnel, and equipment and station repair and maintenance. This draft assumes
$18,145,000 of LOC supported revenue bonds are issued on June 1, 2005, and that the
developer will make interest payments (through the Districts) in total amount of
$3,554,625 from June 1, 2005 through December 1, 2009,

Schedule 1 — Page 2 — Infrastructure Funded From LOC Revenue Bonds

This schedule presents specific projects and related costs (per Buckhorn Engineering’s
estimates for water and wastewater related improvements) that could be funded from the
issuance of revenue bonds (or general obligation bonds) issued by the Service District on
June 1, 2005.
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Schedule 2 — Page 3 — Debt Service Schedule on LOC Revenue Bonds

This schedule presents the debt service associated with the LOC revenue bonds. The
annual interest and LOC payments will be the responsibility of the primary land
developer, although this draft assumes that annual interest and LOC payments after 2009
(i.e., when only 52,785,000 of LOC revenue bonds remain outstanding) will be paid by
revenues generated by the Service District. The principal will be paid from the net
proceeds of general obligation bonds assumed to be issued by the Financing District on
December 1, 2007 ($5,280,000 net bond proceeds), on December 1, 2009 ($10,080,000)
net bond proceeds, and on December 1, 2012 (§2,785,000 net bond proceeds).

Schedule 3 — Page 4 — Water and Sewer Utility Cash Flow

This schedule presents the operating cash flow for the Service District’s water and sewer
utility. It is assumed (according to Buckhorn Engineering) that 345 taps (of a total
estimated 421) will be served by the domestic water system and by water supplied by Tri
County Water District. The remaining 76 residences (primarily the golf view lots and the
ranch lots) will be served by a water well system. It is assumed (according to Buckhorn
Engineering) that 271 taps (of a total estimated 418) will receive wastewater treatment
from the wastewater treatment plant. The remaining 147 residences (primarily the golf
view lots and the ranch lots) will be connected to septic sewer systems. Average initial
tap fees of $7,500 per home for taps being supplied water by Tri County Water District,
and $7,500 per home for taps being serviced by the wastewater treatment plan have been
assumed — these tap fees are assumed to increase 2% annually. Tap fee revenues are
important because during the early years of a development, the user fee base does not
generate sufficient revenues to pay operating expenses for the water and sewer systems —
consequently, tap fee revenues are used to offset these costs. User fees are assumed to
generate $45 per month on average for water users whose water is being provided by Tri
County Water District, and $35 per month on average for homes who are provided
wastewater treatment from the wastewater treatment plant — user fee rates are assumed to
increase 2% annually. The fees should be adjusted so that revenues cover operating
costs. Operating costs need to be reviewed by Buckhom Engineering.

This draft assumes that homes connected to septic tanks will not pay any tap fee or
monthly user fee, although it is possible that some tap or user fee structure may be
established. It is assumed that homes whose water is supplied by water wells will pay a
$2,500 initial tap fee increasing 2% annually, and will not pay any user fees; it is likely,
however, that an equitable system of water well user fees will be imposed that covers
related operating costs.
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Exhibit I — Page 5 — Financing District Debt Service Fund Cash Flow

Property tax revenues are generated from an assumed Financing District mill levy that I
have, on a preliminary basis, assumed to be 45 mills. The 45 mills will result in District
property taxes on a million dollar home of $3,456 and on a $300,000 vacant lot of
$3,915. Assuming an overlapping mill levy (including the District, School District,
County, and other entities) of approximately 100 mill (including the Districts” 45 mills),
the property taxes on a million dollar home would be $7,680 or 0.768% of market value;
a $300,000 vacant lot would pay $8,700 per year in property taxes or 2.9% of value.

It 1s assumed that 12 mills, of the total 45 mills levied, will be transferred annually to the
Service District. The remaining 33 mills will be used by the Financing District to service
debt on the Financing District’s proposed $18.9 million of general obligation bonds, the
proceeds of which will be used to redeem the Service District’s enhanced revenue bonds
(or the Fmarcing District’s enhanced general obligation bonds).

Schedule I — Page 6 — Lot Platting/Sales Schedule

Schedule 1 presents the land sale/platting schedules with related sales values and assessed
valuation generated from vacant land. In terms of generating assessed valuation for the
Financing District, the accuracy of this schedule is very important and needs to be
carefully reviewed by officials of Hunt Realty.

Schedule 2 — Page 7 — Buildout Schedule

This schedule presents the assessed valuation buildup for the Financing District and is
based upon the rate of buildout, and values, as presented — officials of Hunt Realty need
to carefully review this schedule. An anticipated residential assessment rate of 7.68% has
been assumed for the entire planning period. This rate is currently 7.96% but will likely
decline by 4% every other year pursuant to the provisions of The Gallagher Amendment.
This analysis assumes that inflationary increases in real estate will offset the expected
declines in assessed valuation caused by The Gallagher Amendment.

Of significant importance is the assumed actual and assessed values associated with the
Golf Course, the Club House, and the other recreational amenities. This needs additional
study.
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