EXHIBIT D

Intergovernmental Agreement between Montrose County, Ouray County and the Districts




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

THIS INTERGOVERNMENTAL AGREEMENT (the "Apreement") is made and
entered into as of this J__ day of hz;; Jewledv” . 200 4 by and among MONTROSE
COUNTY, COLORADO, OURAY COUNTY, COLORADO (the "Counties"),
CORNERSTONE METROPOLITAN DISTRICT NO. 1, and CORNERSTONE
METROPOLITAN DISTRICT NO.2, both quasi-municipal corporations and political
subdivisions of the State of Colorado (the "Districts”). The County and the Districts may
be referred to individually herein as a "Party," and collectively as the "Parties.”

RECITALS

WHEREAS, the Districts were organized to provide those services and to exercise
powers as are more specifically set forth in the Djstricts” Service Plan, approved by
Monirgse County and Ouray County on M:Q,J . 2004 and

VEMBeR. / . 2004, respectively, (the "Service Plan"), a copy of which is
attached hereto as Exhibit A and incorporated herein by reference; and

WHEREAS, the Service Plan makes reference to the execution of arn
intergovernmental agreement between the Counties and the Districts; and :

WHER_EAS, 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 congideration, the receipt and
sufficiency of which are hereby acknowledged, the Parties hereby agree as follows:

COVENANTS AND AGREEMENTS

1. Operations  and Maintenance of the Public Improvements.
Pursuant to the Service Plar, the Districts shall plan for, design, acquire, construct,
install, relocate, redeveclop, finance and maintain all or a portion of the Public
Improvements, including, but not limited to, the following Public Improvements, subject
to the provisions of Section V. A, 11. and Section XIL C. of the Service Plan, or as
otherwise provided herein:

Permanent Fire and Emergency Medical Protection Improvements or

Services

Wastewater Collection and Treatoent Systems

Internal Water Facilities and Infrastructure

Internal Street and Roadway Systems

Offsite Roadway Systems




Other Public Improvements not identified in the Service Plan, but financed by the
Districts, shall be operated and maintained by the Districts, unless subsequent agreements
require the same to be dedicated to Montrose County and/or Ouray County or to other
existing entities acceptable, as evidenced in writing, by Montrose County and Ouray
County. The ongoing operations, maintenance and construction of the Districts' capital
improvements, together with the costs associated therewith, shall be the subject of
intergovermmental agreements and/or contracts betweer the Districts and the Developer,
or between the Districts, Montrose County and OQuray County, or between the Districts
and other existing entities acceptable, as evidenced in writing, by Montrose County and
Ouray County. The negotiation and finalization of said intergovernmental agresments
andfor contracts shall be permitted without the need to amend the Service Plan, and the
same shall not be considered a material modification thereof. However, in the absence of a
written agreement with Montrose County and Ouray County to the contrary, the Districts
shall be obligated to operate and maintain all improvements they have financed,
" constructed, or otherwise own. The Districts shall establish and maintain an operations
and maintenance mill levy in an amount not to exceed the limits set forth herein 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 andfor appropriate, but not w
exceed the Maximum Operations and Maintenance Mill Levy described herginbelow. In
the event that the Maximum Operations and Maintenance Mill Levy is not sufficient to
cover the Districts’ operations and maintenance obligations, the Districts may use other
revenues available to the Districts including their debt service will levy, as permitted by
law, to defray said operations and maintenance costs. In the event the Districts fail to
meet their obligations to fund said operations and maintenance costs, the Districts shall

be in breach of this Agreement, and the same will constitute a material modification of

the Service Plan. In no event will the obligations for operations and maintenance fall to
gither Montrose County or Ouray County. Notwithstanding anything contained in the
Service Plan to the contrary, the Districts shall not be authorized to impose tolls on any
road without a written agreement with the Counties of Montrose and Ouray. Furthermore,
in the event the Districts receive written approval from the board of the County to impose
a toll road, 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 fecs 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 all
applicable facility and service standards and specifications of Montrose County, Quray
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 Ouray County for all civil engineering plans and will obtain
permits for the construction andfor installation of all Public Improvements prior to




performing such work. Where applicable, consfruction will occur pursuant to the
standards adopted by the Tri-County Water Conservancy District and pursuant to the
Ouray County road standards, as contained in the Ouray County Land Use Code,
Montrose County and Quray County shall have the right to review the construction
standards required by Tr-County Water Conservancy District and, in the event such
standards are lesser than those required by Montrose County or Ouray County at the time
of construction, either County shall have the right to substitute its own standards on
improvements located within such County for the standards otherwise required by the
Tri-County Water Conservancy District.

3. - Limitation on the Issuance of Debt. Prior to the issuance of any
Debt, the Districts must obtain a certification from an External Financial Advisor, who
shall be acceptable to Montrose County and Ouray County, which contains the following
languitage, or langnage 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 rcasonable current [tax-exempt/taxable] interest
rate, using criteria deemed appropriate by us/me and based upon our/my
analysis of comparable securities; and (2) the structure of [insert
degignation 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 strp of real estate that is shown in Exhibit A-1 to the
Service Plan, the Districts shall not include any property into their boundaries from
outside of the Service Area, nor shall they exclude any property from their boundaries,
‘without the prior, written approval of Montrose County and Quray County. Any
inclusion or exclusion made by the Districts in violation of this Agreement or the Service
Plan shall be deemed a material modification to the Service Plan and a breach of this
agreement.

5. Initial Debt Limitation. Prior to the approval of the Final Plat 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 find to the debt service funds; or (c) impose and/or collect any
fees used for the purpose of Debt repayment; unless prior written approval therefor is
obtained from Montrose County and Ouray County, which approval shall not be deemed
a material modification of the Service Plan.

6. Total Debt Issuance Limitation. Collectively, 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 the Service Plan and a breach of
this Agreement.

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 Quray County are eligible to apply for, without obtaining prior,
written authorization fromm 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 except as specifically and expressly
provided for in this Agreement and the Service Plan.

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.

0. Bankguptcy Limitation. All of the limitations contained in the
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 the
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,
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 Bankruptey Plan under Section 943(b)(6) of sald
Bankruptey Code.

10. Modification of the Service Plan. The Parties acknowledge that
the Service Plan has been designed with sufficient flexibility to enable the Districts to
provide required services and facilities, together with the operations and maintenance
thereof, 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 Service Plan as zoning changes. Modification of the
general types of services and facilities, but not powers of the Districts, and changes in
proposed configurations, locations, or dimensions of various facilities and improvements
shall be permitted to accommodate development needs consistent with then-cuirent
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 to the Service Plan and a
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breach of this Agreement; Montrose County and Quray County shall be entitled to all

equitable remedies available to them under applicable State and/or local law to enjoin

such actions. Montrose County and Owray County shall retain the jurisdiction to enter
into agreements with the Districts which alter provisions of the Service Plan, and such
ghall not necessarily be deemed a material modification hereof, subject to the discretion
of Montrose County and Ouray County. It is thus 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 both Montrose County and Ouray
County, unless either County so desires.

11.  Limitation on Roadway Ownership and Maintenance. The
Districts shall obtain ownership of the roadways from the Developer if the Districts
provide financing of any type or form for the construction of said roadway. The Districis
shall not purchase the associated rights-of-way for the roadways from the Developer. In
the event that the Districts obtain such ownership, and only with the advance, written
approval and consent of both Montrose County and Ouray County, shall they be entitled
to defray the costs associated with the ownership, operation and maintenance thereof by
utilization of the revenue-generating powers granted to them by Colorado 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 of the Service Plan and paragraph 18
hereof, and such shall not require an amendment to the Service Plan, unless such an
amendment is desired by Montrose County or Ouray County.

12, Limitation on the Exercise of Eminent Domain Power to Acguirr:
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.

3. Limitation on Extraterritorial Service Agreemenis. 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 apreements entered into in violation of this Subsection shall be deemed a
material modification of the Service Plan and a breach of this Agreement..

14, Future Dissolution of the Operating District. After adequate
provisions have been made for repayment of all Debt, or by year 25 of the Districts’
existence, whichever oecurs earlier, the Operating District will initiate and cormnplete legal
proceedings to dissolve or consolidated with the Taxing District pursuant to Sections 32-
1-701 et seg., C.R.5., leaving the Taxing District to defease or otherwise repay any and
all remaining debt and to provide for the perpetual, ongoing operation and maintenance
of certain facilities, as contemplated herein, and of the Public Improvements. To the
extent that the Operating District has continuing operating and/or maintenance functions




under the Service Plan or under intergovernmental agreements with Montrose County
and Quray County, the Operating District will not dissolve or consolidate without the
consent of Montrose County and Ouray County, but will make every attempt to transfer
ot convey said obligations to the Taxing District so that said dissolution or consolidation
may occur. It is expressly understood that it is the intent of Montrose County, Ouray
County and the Districts that the dissolution or consolidation contemplated above is
required hereunder and that property in the Operating District will be included in the
Taxing District boundaries.

‘ 15.  Disclosure to Purchasers. The Districts will use all reasonable
efforts to assure that all developers and owners 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 submitted to
Montrose and Ouray Counties for approval and then filed and recorded with Montrose
County and Ouray County prior to the imposition of any mill levy by the Districts.

16.  Dual District Structure. The Districts, collectively, will undertake
the financing, construction, operation and maintenance of the Public Improvements,
subject to the limitations contained herein. 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 the Service Plan. Therefore, said intergovernmental agreement is
essential to the orderly implementation of the Service Plan.  Accordingly, any
determination by one of the Boards of Directors, made without the consent of the other,
to set aside szid intergovernmental agreement shall be a material modification of the
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 the Service Plan.

: 17.  Annual Report.. .. Each of the Districts shall be responsible for
submlttmg an annual report to Montrose County and Ouray County no later than June
30" of each year that the Districts are in existence, which shall contain the mformatmn
set forth in the Service Plan.

18.  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 said. Counties’ sole discretion, 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 strect and transportation-related improvements as subsequently defined by
agreement with both Counties 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 termns
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 andfor
maintenance of the Regional Improvements. Absent such an agreement, the Districts are
specificaily precluded from using their revenue-generating powers for anything related to
Regional Improvements. In no event shall the Regional Improvements include water or
sanitary sewer improvements. This section in no way binds Montrose County or Ouray
County to enter into an agreement, nor does it empower or entitle the Districts to any
rights or ability to act.

19. Maximum Debt Mill Levy / Maximum Operations and
Maintenance Mill Levy. The Maximum Debt Mill Levy shall not exceed 40 mills. The
Maximum Operations and Maintenance Mill Levy shall not exceed 20 mills. However,
the Maximum Debt Mill Levy and Maximum Operations and Maintenance Mill Levy,
when added together, shall not exceed the total sum of 55 mills. If on or after October 4,
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 proportionally in
accordance with the “Gallagher Amendment” as commonly reflected in district service
plans. Any such increases or decreases shall be determined by the Districts” Boards in
good faith so that, to the extent possible, the actual tax revennes 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.

All Debt contemplated in the 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 (which is specifically prohibited without the
- written permission of Montrose County and Ouray County), 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.

20.  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 property for more than forty (40) years after the
initial imposition of such mill levy, unless either of the following occur which shall not
thereafter require a Service Plan Amendment:

a. 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., et seq.; or




b. The Districts, Montrose County and Ouray County have entered
into an intergovernmental agreement extending or waiving this Maximum Debt Mill -
Levy Imposition Term and have modified the Service Plan accordingly.

The Maximum Debt Mill Levy Imposition Term shall apply sirictly 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. The Districts shall are prohibited from using
Operations and Maintenance Mill Levy revenue for retirement of debt.

21, 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: Cornerstone 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, Colorado
161 South Townsend
Montrose, Colorado 81401
Atin:  Mr. James Fritze, Esq. e
County Attomey
Telephone:  (970) 249-9424
Facsimile: (970) 249-7761

To Ouray County: Ouray County, Colorado
Post Office Box C
541 4™ Street
Ouray, Colorado 81427
Attn: Ms. Patricia Crossley, Esq.
County Attorney
Telephone:  (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 Party shall
have the right from time to time to change its address.

22,  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 Partics hereto and without amendment to the Service Plan.

23,  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 ineffectnal.

24,  Default/Remedies. In the event of a breach or defimit of this
Agreement by any Party, the non-defaulting Party shall be entitled to exercise all
remedies available at law or in equity, specifically including suits for specific
performance. The foregoing specifically excludes the ability of the Districts to prosecute
monetary claims against Montrose County or Ouray County. The Counties shall be
allowed to sue for monetary damages. In the event that a legal proceeding becomes
necessary to enforce the terms of this Agreement, the prevailing Party in such legal
proceeding shall be entitled to obtain, as part of its judgment or award, reasonable
attorneys' fees and associated costs.

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

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

27.  Imtegration. This Agreement constitates 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 and superceded

hereby.

28.  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 Ouray County shall be for the sole and
exclusive benefit of the Districts, Montrose County and Ouray County and the District’s
electors.

29, 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,




30.  "Counterparis. This Agreernent may be executed in
counterparts, each of which shall constitute an onginal and all of which: sk
one and the same document.

31.  Paragraph Headings.  Paragraph headings are'ins
convenience of reference only.

32.  Defined Terms. Capitalized termms wsed herein and
defined shall have the meanings assigned to them in the Service Plan,

33. Financing Plan, No debt shall be issued by the Distz:ifp,
unless they first receive the County approval contemplated by the provisions ¢
3(a) of the Montrose County Resolution approving the Service Plan dated
2004.

CORNERSTONE METROPOLITAN.
DISTRICT NO. 1 :

By:
President
Adtest:
Seceretary
CORNERSTONE METRQPOLITAN
DISTRICTNO. 2
By:
President
Attest:
Secretary
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Atlest:

OURAY COUNTY, COLORADO

By __Zzzvnillel L]

(Title)
Cbm’i.’r y, O »“v'l_-) Ba¢ L
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EXHIBIT E

Financing Plan




Stan Bernstein and Associates, Inc.
Financial Planners and Consultants
For Local Governments, Municipal Bond Underwriters, and Real Estate Developers
8400 East Prentice Avenue, Penthouse
Greenwood Village, Colorado 80111
Telephone: 303-409-7611, Fax: 303-409-7612; Email: stanplan@earthlink.net

MEMORANDUM

TO: LARRY CORSON, SUE MCINTOSH, ESQ., GARY WHITE, ESQ.,
JASON ANDERSON, ALAN POGUE, ESQ., DAVID WALKER, ESQ.,
KIM CASEY, ESQ., TOM PELTZ, ESQ., ANDY KANE, ROB
SCHULTZ, AMY BERNSTEIN, ALL OTHER CORNERSTONE
RANCH TEAM MEMBERS

FROM: STAN BERNSTEIN

SUBJECT: FINAL DRAFT #9 — CORNERSTONE METROPOLITAN
DISTRICTS #1 AND #2 FINANCIAL PLANS

" DATE: MARCH 17, 2005

This final draft #9 of the Financial Plans for Cornerstone Metropolitan Districts #1
and #2 has been revised to include the developers revised land use, values, and
absorption plans. This final draft also assumes capitalizing 3-years interest for the
developer enhanced variable rate demand bond issue later this year (this reduces
the developers interest carry development fee payments to the Districts by in excess
of $3 million and still enables the developers to net $17.5 million in capital
improvement funding from the Series 2005 Bonds). Because of the three years of
capitalized interest, the developers will not have to pay developer fees to District #1
until June 2008 and the total amount of the developer fees decreases to less than $2.9
million assuming all of the Series 2005 credit enhanced bonds are redeemed by non-
rated bonds on June 1, 2013 (which is totally dependent upon assessed valuation
levels). I have also made adjustments to the assessed valuation re: the golf course
and clubhouse and other amenities (spoke with Montrose County Chief Appraiser
and he thinks and actual value per hole of $300,000 is not unreasonable — if it turns
out to be less the developers could always “reverse protest” the value if it is
beneficial for the issuance of Financing District non-rated bonds). I have also made
changes to the assessed valuation calculations by showing net annual inflation above
‘Gallagher adjustments to be 1% annually — this helps the Financing District to issue
more non-rated general obligation bonds (now up to $22 million). I have also made
some adjustments to the water and wastewater utility fund model assuming more
residential units are now going to be served by the District’s systems.




Memorandum
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This memorandum will provide you with a conceptual understanding of how two
metropolitan districts could be structured to (i) provide municipal services to the
Cornerstone Ranch PD, and (ii) enable the primary land developer to fund approximately
$17.5 million of public infrastructure costs through the metropolitan districts’ issuance of
tax-exempt bonds.

THE CONCEPT

Two metropolitan districts would be formed. District #1 would be the Operating District
and would always be controlled by the primary land developer. District #2 would be the
Taxing District and would initially be controlled by the primary land developer but would
ultimately be controlled by Cornerstone Ranch homeowners (the Taxing District would
be obligated financially to the Operating District pursuant to an intergovernmental
contract).

The boundaries of the Operating District would be very small and would only include a
small parcel of land that would always be owned by the primary land developer — thus it
would not have any significant property tax base. The Taxing District’s boundaries
would encompass the entire Cornerstone Ranch PD and, consequently, would have a very
significant property tax base (i.e., approximately $47.4 million of assessed valuation at
full-buildout).

OPERATING FINANCING CONCEPTS

The Taxing District would levy approximately 55 mills and, pursuant to an
intergovernmental agreement with the Operating District, would transfer on an annual
basis, property tax revenues generated from 20 mills. These property tax revenues would
be used by the Operating District to fund administrative, operating, and maintenance
costs for the entire Cornerstone Ranch PD. The scope of these operating and
maintenance costs needs to be better defined, but for discussion purposes I have assumed
that these costs would be limited to administration, fire protection and EMS, and certain
off-site and onr-site road maintenance costs. The Operating District would also be
responsible for operating and maintaining its water and wastewater utility system — this
utility system would theoretically be supported by one-time tap fees and ongoing water
and wastewater user fees-and would not rely on property tax revenues.
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INFRASTRUCTURE AND BONDING CONCEPTS

The Taxing District would use approximately 35 mills as the only revenue source to
make annual debt service on $22,000,000 of non-rated general obligation bonds
theoretically issued (pending assessed valuation thresholds) on December 1, 2007 in the
amount of $5,500,000, on December 1, 2010 in the amount of $9,500,000 and on
December 1, 2013 in the amount of $7,000,000. The net proceeds of these non-rated
general obligation bonds ($21,120,000) would be used to refund $21,120,000 of letter of
credit supported variable rate revenue bonds that would be issued by the Operating
District on June 1, 2005 or in increments. I have assumed that the following public
infrastructure projects would be financed by the $21,120,000 letter of credit supported
variable rate revenue bonds issued by the Operating District on June 1, 2005 (other
infrastructure costs, which are not listed below, would be funded by the primary land
developer):

Off-Site Water Supply System $ 4,600,030
On-Site Water Supply System 3,296,475
On-Site Wastewater System 2,353,120
Wastewater Treatment Plant 2,100,000
Fire Station and Equipment 1,000,000
Road System Capital Costs 4,094,975
Capitalized Service District Administrative Costs 85,000
3-Years Capitalized Interest 2,956,800
Bond Issue LOC, Legal, and Underwriting 633,600

Total Costs Funded From LOC Bonds $21.120,000

PAYMENT OF INTEREST AND PRINCIPAL FOR LLOC SUPPORTED BONDS
The annual interest and LOC payments on the $21,120,000 letter of credit supported
variable rate revenue bonds (or general obligation bonds) issued by the Operating District
would be the responsibility of the primary land developer through development fees paid
to the Districts. 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 2%), the
primary land developer would: be expected to pay approximately $2.856 million of
interest from June 1, 2008 through December 1, 2013. As land sales occur and lots are
platted and homes constructed, assessed valuation for the Taxing 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 $22,000,000. The $21,120,000 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. '
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OVERVIEW OF ATTACHED FINANCIAL MODEL

Exhibit I — Page 1 — Operating District Cash Flow

This Exhibit presents the finances of the Operating District. Operating revenues consist
of 20 mills being transferred annually from the Taxing District. Administrative cost
allowances are presented as well as allowances for Fire Protection/EMS. 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 $21,120,000 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 $2,856,000 from June 1, 2008 through December 1, 2013.

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 bords (or general obligation bonds) issued by the Operating District

on June 1, 2005. —

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. The principal will be paid from the net proceeds of general obligation bonds
assumed to be issued by the Taxing District on December 1, 2007 ($5,280,000 net bond
proceeds), on December 1, 2010 ($9,120,000) net bond proceeds, and on December 1,
2013 ($6,720,000 net bond proceeds).

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

This schedule presents the operating cash flow for the Operating District’s water and
sewer utility. It is assumed (according to Buckhorn Engineering) that 387 taps (of a total
estimated 428) will be served by the domestic water system and by water supplied by Tri
County Water District. The remaining 40 residences (primarily the ranch lots) will be
served by a water well system. It is assumed (according to Buckhorn Engineering) that
368 taps (of a total estimated 408) will receive wastewater treatment from the wastewater
treatment plant. The remaining 40 residences (primarily the ranch lots) will be connected
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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 Buckhormn
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. :

Exhibit Il — Page 5 — Taxing District Debt Service Fund Cash Flow

Property tax revenues are generated from an assumed Taxing District mill levy that I
have, on a preliminary basis, assumed to be 55 mills A hypothetical 55 mills will result
in District property taxes on a million dollar home of $4,378 and on a $300,000 vacant lot
of $4,785. Assuming an overlapping mill levy (including the District, School District,
County, and other entities) of approximately 110 mill (including the Districts’ 55 mills),
the property taxes on a million dollar home would be $8,756 or 0.876% of market value;
a $300,000 vacant lot would pay $9,570 per year in property taxes or 3.2% of value.

It is assumed that 20 mills, of the total 55 mills levied, will be transferred annually to the
Operating District. The remaining 35 mills will be used by the Taxing District to service
debt on the Taxing District’s proposed $22.0 million of general obligation bonds, the
proceeds of which will be used to redeem the Operating District’s enhanced revenue
bonds (or the Taxing District’s enhanced general obligation bonds).
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Schedule 1 — 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
Taxing District, the accuracy of this schedule is very important.

Schedule 2 — Page 7 — Buildout Schedule

This schedule presents the assessed valuation buildup for the Taxing District and is based
upon the rate of buildout, and values, as provided by officials of Hunt Realty. An
anticipated residential assessment rate of 7.96% has been assumed for the entire planning
period. This rate is currently 7.96% but will likely decline by 4% every other year (first
effective for tax collection year 2008) 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 —
although this draft assumes a net 2% increase every other year above Gallagher
Amendment related declines (i.e., inflation of 3% annually is assumed, offset by 2%
annual Gallagher Amendment related declines in assessed valuations).

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, but the Montrose County Assessor’s office has indicated that an assumed actual
value of $300,000 per hole for this caliber golf course would not be unreasonable to

" assume for planning purposes.

Schedule 3 — Page 8 — General Obligation Bond Debt Service

This schedule presents the debt service requirements on a total of $22,000,000 of general
obligation bonds expected to be issued by the Taxing District. Interest rates of 6.5% are
assumed; 25-year serial amortization is assumed for the Series 2007 and Series 2010

Bonds, and 23-year interest only amortization until year 24 is assumed for the Series
2013 Bords.

LIMITATIONS

Stan Bernstein and Associates, Inc., has assembled the information contained in the
Exhibits and Schedules based upon key information with respect to land use, values,
buildout rates and land sale rates provided by representatives of Hunt Realty. Stan
Bermstein and Associates, Inc. has not independently reviewed or evaluated these key
assumptions and, consequently, does not vouch for the achievability of the assumptions
or the results presented in the accompanying Exhibits and Schedules. Furthermore,
because future events are uncertain and unpredictable, actual results may vary
significantly from forecasted results, and such variances may be material.
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EXHIBIT F
Statutory Contents of Service Plan
L A description of the proposed services;
I A financial plan showing how the proposed services are to be financed;

IOI. A preliminary engineering or architectural survey showing how the proposed
services are to be provided;

IV. A map of the Districts' boundaries and an estimate of the population and valuation
for assessment of the Districts;

V. A general description of the facilities to be constructed and the standards of such
construction, including a statement of how the facility and service standards of the Districts are
compatible with the facility and service standards of Montrose County, Ouray County, and of

municipalities and special districts which are interested parties pursuant to Section 32-1-204(1),
CR.S,;

VI.. A general description of the estimated cost of acquiring land, engineering
services, legal services, administrative services, initial proposed indebtedness and estimated
proposed maximum interest rates and discounts, and other major expenses related to the
organization and initial operation of the Districts;

VII. A description of any ‘arrangement or proposed agreement with any political
subdivision for the performance of any services between the Districts and such other pohtlcal
subdivisions;

VIII.  Information satisfactory to establish that each of the following criteria as set forth
in Section 32-1-203, C.R.S., has been met:

@) That there is sufficient existing and projected need for organized service in
the area to be served by the Districts;

® That the existing service in the area to be served by the Districts is

inadequate for the present and projected needs;

(c) That the Districts are capable of providing economical and sufficient
service to the area within their boundaries;

(d  That the area to be included in the Districts has, or will have, the financial
ablhty to discharge the proposed indebtedness on a reasonable basis; -




(e)  That adequate service is not, or 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;

® That the facility and service standards of the Districts 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.;

(g)  The proposal is in substantial compliance with any master plan adopted:

pursuant to Section 3-28-106, C.R.S.;

(h)  That the proposal is in compliance with any duly adopted county, regional,
or state long-range water quality management plan for the area; and

® That the formation of the Districts will be in the best interests of the area
proposed to be served.
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Preliminary Engineering Survey
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LG GEOTECH g
SR Civil, Structural & Geotechnical Enginesrs

: 222 South Park Ave. Montrose, CO 81401

(970) 249-6828 FAX (970) 249-0045 oo
July 12, 2004 4 o

John Kujjvenhovey

6124 County Road 5

Ridgway, CO 81432

Subjecr IVRE Develapment, Ouray and Monmose Counties, CO
RE: Preliminary Estimate of Probable Construction Costs

Dear John:

Onsire Porable Water Storage and Di_stﬁburion $2.314,195.00
Offsire Water Transmussion Main/Elecirical Supply Line . $3,451,184.00
Wastewater Collection and Treamment Systern $3,410,900.00
To-County Warer Districr System Enhancements $£2,687,680.00
Onsite Roadways $8,036,427.00
Govemment Springs Road Upgrades $1,700,000.00*
On-site water storage ponds and facilities $2.500,00 00
Subroral $24,100,385.00
7.5% Field Engineetingfl‘esﬁng/}nsptction $1,807,528.00
20% Contingency $4.820,077 .00~
Total $30,721,991.00

* Contingency estimare includes upgrades 1o Dave Wood Road per the Development Agreement with
Ouray County.

We appreciarte the opportunity 1o provide these preliminury costs estimates ro you, Should you have any
questions, piease conract me at 249-6828 ext. 51.

Sincerely,

P g:g
Danuiel C Quigley, PE
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