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2004 $55,000 3.560% T 3.568%
2005 $55,000 3.820% 3.820%
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George K. Baum & Company

Investwent Bankers
Dated May 21, 2603



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

The Underwriter has provided the following sentence for inclusion in this Official Statement:

The Underwriter has reviewed the information in this Official Statement in accordance with, and as a
part of, its responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Underwriter does not guarantee the accuracy or completeness of such

information.

The information set forth herein has been obtained from the Authority, the Borrower, the District and
other sources that are deemed to be reliable. The information herein is subject to change without notice, and
neither the deliverv of this Official Statement nor any sale made hereunder shall under any circumstances
create an implication that there has been no change in the affairs of the Borrower since the date hereof.

The Authority has provided only that information in this Official Statement that is contained under the
heading “THE AUTHORITY?” and, as to the Authority, under the heading “LITIGATION” (as it relates to
the Authority). The Authority has not fumished or verified any other information or statements contained in
this Official Statement and is not responsible for the sufficiency, completeness, or accuracy of such other
information or ssatements.

Statements contained in this Official Statement which involve estimates, forecasts or matters of
opinion, whether or not expressly so described herein, are intended solely as such and are not to be construed
as representations of fact. The information and expressions of opinions herein are subject to change without
notice, and neither delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the matters described herein since the
date hereof. This Official Statement, including any supplement or amendment hereto, is intended to be
deposited with one or more repositories.

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

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVERALLOT OR
EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICE OF THE
BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN
MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT

$3,250,000
California Community College Financing A uthority
Student Housing Revenue Bonds
(Feather River Community College District Project)
Series2003A Tax-Exempt

$165,000
California Community College Financing Authority
Student Housing Revenue Bonds
(Feather River Community College District Project)
Series 2003B Taxable

INTRODUCTORY STATEMENT

This Official Statement, including the cover page and the Appendices hereto, provides certain
informaticn in connection with the sale by the Califomia Community College Financing Authority (the
“Anthority”) of $3,250,000 in aggregate principal amount of its Student Housing Revenue Bonds (Feather
River Coramunity College District Project) Series 2003A Tax-Exempt (the “Series A Bonds™). and $165,000
in aggregate principal amount of its Student Housing Revenue Bonds (Feather River Community College
District Project) Series 2003B Taxable (the “Series B Bonds,” and together with the Series A Bonds. the
“Bonds™) to be issued by the Authority pursuant to an Indenture of Trust (the “Judemture™). dated as of May 1,
2003, between the Authority and U.S. Bank National Association. as trustee (the “Trustee™).to (i) fund a loan
to Feather River College Foundation, Inc., a California nonprofit public benefit corporation (the “Borrower™),
to acquire and improve a 110-bed student housing facility, including the buildings. fumniture. fixtures, and
equipment. therefor (the “Project’) located on property adjacent to the main campus of the Feather River
Community College (the “Coflege™), operated by the Feather River Community College District (the
“Districf) in Quincy, Califomia, (ii) fund a debt service reserve fund for the Bonds, and (iii) pay a portion of
the costs of issuing the Bonds. Definitions of certain terms used in this Official Statement are set forth in
Appendix C hereto.

The Project is currently being used as an apartment house. and substantially all of the residents of the
Project are students at the College. According to the District, the Project provides the best currently available
source of housing for students on or near the campus. The Project is being acquired by the Borrower with
proceeds of the Bonds, in part, to allow the District to gain control of the Project and to ensure that it will
continue .0 be available to students at the College. The Project is approximately 25 years old, and is
constructed of wood frame and siding. The Project is comprised of six buildings of one and two-bedroom
apartments on a 13.5 acre site. One-bedroom units are of approximately 480 square feet and two-bedroom
units are of approximately 636 square feet. The Project is currently owned by a private, for-profit owner who
has owned the property since 1977. Proceeds of the Bonds will be lent to the Borrower for the pupose of
acquiring the Project from the current owner for a purchase price of $2.500,000, which is equal to the value
given to the Project in an appraisal obtained by the Borrower. The Borrower also anticipates spending
approximately $250.000 in additional proceeds of the Bonds, together with approximately $1,000.000 of
additional fimds provided by the District, for the purpose of undertaking the renovation and improvement of
the Project. Engineering consultants to the District have advised the District that, upon the expenditure of such
amounts for the renovation and improvement of the Project, the anticipated lifespan of the Project will be at
least 25 vears. In addition, the Project will be converted from 110 beds to approximately 150 teds by
providing for double occupancy in all of the two-bedroom units.



Under an Occupancy Agreement, dated as of May 1, 2003 (the “Occupancy Agreement”), between the
Borrower and the District, the District has agreed to make certain payments to the Borrower. which have been
assigned to the Trustee to guarantee a level of cash flow (before expenses) from the Project equal to that which
would be produced by an occupancy of not less than 90% for the beds in the Project which are available for
students at the College (excluding units to be made available to resident assistants and other employses of the
Borrower and assuming a minimum of two beds per bedroom). The obligation of the District to make such
payments under the Occupancy Agreement is subject to annual appropriation. and the right of the District to
terminate its obligation to appropriate and make payments in the event of a failure of the Districtto appropriate
funds for such payments. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS-Occupancy
Agreement” and “BONDHOLDERS’ RISKS.”

The Authority will lend the proceeds of the Bonds to the Borrower pursuant to a Loan Agreement (the
“Loan Agreement”). dated as of May 1, 2003, among the Authority. the Trustee and the Borrower. The
Borrower is obligated pursuant to the Loan Agreement to pay to the Authority such loan payments as will be
sufficient to pay the principal of. premium. if any, and interest on the Bonds. as the same become due. Under
the Loan Agreement. the Borrower has made a pledge of Gross Project Revenues to the repayment of the
Loan. In addition, the Borrower is also obligated to pay all expenses of operating and maintaining the Project
in good repair, to keep it properly insured. and to pay all taxes, assessments. and other charges levied or
assessed against or withrespect to the Project.

The obligations of the Borrower under the Loan Agreement will be secured by a Deed of Trust with
Absolute Assignment of Leases and Rents. Security Agreementand Fixture Filing (the “Deed of Trusf™), dated
as of May 1. 2003, pursuant to which the Borrower will grant to the deed of trust trustee named therein for the
benefit of the Authority a first security interest in and to the Borrower’s interest in the Project, and will assign
and pledge to the Authority the Borrower’s interest in the leases. rents, issues. profits, revenues, income,
receipts, moneys, royalties, rights, and benefits of and from the Project.

The Authority, pursuant to the Indenture. will assign and grant a security interest in all of its rights
(but none of its obligations) under the Loan Agreement. the Occupancy Agreement and the Deed of Trust to
the Trustee which, on behalf of the owners of the Bonds, will exercise all of the Authority’s rights thereunder
(except for the rights to certain fees of the Authority and indemnification). See “SECURITY AND SOURCES
OF PAYMENT FOR THE BONDS” herein.

Notwithstanding any other provision set forth in this Official Statement or in the Bonds or in
any other agreement or document executed in connection with or relating to the Bonds, the Bonds will
be limited obligations of the Authority payable solely from the Revenues (consisting primarily of
payments made by the Borrower under the Loan Agreement and any payments by the District under
the Occupancy Agreement) and from assets pledged under the Indenture for the payment thereofl. The
liability of the Authority under this Official Statement and under the Bonds and under any other
agreement or document executed in connection with or relating to the Bonds will be non-recourse to the
Authority, limited solely to the funds pledged as security for the Bonds in accordance with the
Indenture, and any other funds or property given as security for the Bonds by the Borrower or other's;
and the lien of any judgment shall be restricted solely thereto; and the Anthority will have no other
liability, legal, moral, contingent or otherwise, to the Trustee, any owner of the Bonds, the Borrower, or
any other person, in connection with the Project, the Bonds, this Official Statement, or any other
agreement or document execnted connection with or relating to the Bonds.

This Official Statement and the Appendices hereto contain brief descriptions of, among other matters,
the Authority, the Borrower, the Project, the Bonds, the Loan Agreement, the Occupancy Agreement, the Deed
of Trust and the Indenture. Such descriptions and information do not purport to be comprehensive or
definitive. All references herein to the Loan Agreement, the Occupancy Agreement, the Deed of Trust and the
Indenture (collectively, the “Bond Documsents™) are qualified in their entirety by reference to the complete text



of such documents, and refierences herein to the Bonds are qualified in their entirety to the forms of the: Bonds
included in the Indenture.

THE BONDS
General Description

The Series A Bonds will be issued in the aggregate principal amount of $3,250.000, will be dated their
date of delivery. and will mature on July 1 in the years and amounts set forth on the cover page hereof. The
Series B Bonds will be issued in the aggregate principal amount of $165.000, will be dated their date of
delivery, and will mature on July 1 in the years and amounts set forth on the inside cover page hereof. The
Bonds will bear interest at the rates per annum shown on the cover page of this Official Statement, payable on
January 1. 2004, and semi-annually thereafter on January 1 and July 1 (collectively, the “Zaterest Payment
Dates™ and each, an “Interest Payment Date”) until paid, in an amount equal to the interest accrued from the
interest Payment Date next preceding the date of authentication of each Bond. unless such Bond is
authenticated as of an Interest Payment Date for which interest has been paid or after the Record Date in
respect thereof, in which case it will bear interest from said Interest Payment Date, or unless such Bond is
authenticated prior to the Recard Date for the first Interest Payment Date, December 15. 2003, in which event
such Bond will bear interest fram its date of delivery. or unless, as shown by the records of the Trustee,
interest on the Bonds shall be in default. in which event such Bond will bear interest from the date to which
interest has been paid in full on such Bond, or unless no interest shall have been paid on the Bonds. in which
event such Bond will bear interest from its date of delivery.

Interest on the Bonds will be computed on the basis of a 360-day year consisting of twelve 30-day
months. The Bonds will be issued as fully registered bonds without coupons in the denominations of $5,000
and any multiple thereof (~Antkorized Denominations”).

Payment of the Bonds

The principal of. premium. if any, and interest on the Bonds is payable by the Trustee to DTC while
the Bonds are held in book-entry form. Disbursement of such payments to DTC Participants is the
responsibility of DTC and disbursement of such payments to the Beneficial Owners is the responsibility of
DTC Participants. In the event that the Book-Entry Only system is no longer used with respect to the Bonds,
the Beneficial Owners will become the registered owners of the Bonds and will be paid principal, premium, if
any, and mterest by the Trustee, all as described below. See Appendix G — “BOOK-ENTRY SYSTEM.”

Principal of and premium. if any, on the Bonds are payable by check or draft at maturity or ar a date
set for prior redemption at the Office of the Trustee to the registered owner of each Bond upon presentation
and swurrender of the Bonds being paid or redeemed. Interest on each Bond will be paid by check or draft
mailed to the person in whose name such Bond is registered, at his or her address as it appears on the
registration books of the Authority maintained by the Trustee. as bond registrar, as of the close of business on
the fifteenth (15th) day of the month (whether or not such day is a Business Day) next preceding each Interest
Payment Date (the “Regular Record Date™) for such payment, irrespective of any transfer or exchange of the
Bond subsequent to a Regular Record Date and prior to such interest payment date, by the person in whose
name the Bond is registered, unless the Authority shall have failed to pay the interest due on such Interest
Payment Date. At the option of the registered owner of not less than One Million Dollars ($1,000,000) in
aggregate: ptincipal amount outstanding of Bonds issued under and secured by the Indenture, interest shall be
paid by wire transfer in immediately available finds in accordance with written wire transfer instructions filed
with the Trustee prior to the close of business on the Regular Record Date. Interest shall continue to be paid in
accordance with such instructions, until revoked, except for the frmal payment of interest upon maturity or
redemption prior to maturity which shall be paid only upon presentation of the Bond to the Trustee.



Bonds Are Limited Obligations

THE BONDS ARE LIMITED OBLIGATIONS OF THE AUTHORITY AND THE PRINCIPAL
THEREOF, PREMIUM, IF ANY, AND INTEREST THEREON ARE PAYABLE SOLELY FROM. AND
SECURED IN ACCORDANCE WITH THEIR TERMS' AND THE PROVISIONS OF THE INDENTURE
SOLELY BY., THE REVENUES AND THE OTHER AMOUNTS PLEDGED THEREFOR UNDER THE
INDENTURE. THE BONDS DO NOT CONSTITUTE A CHARGE AGAINST THE GENERAL CREDIT
OF THE AUTHORITY OR ANY MEMBER OF THE AUTHORITY AND ARE NOT SECURED BY A
LEGAL OR EQUITABLE PLEDGE OF. OR CHARGE OR LIEN UPON, ANY PROPERTY OF THE
AUTHORITY OR ANY MEMBER OF THE AUTHORITY OR ANY OF THEIR INCOME OR RECEIPTS
EXCEPT THE REVENUES AND THE OTHER AMOUNTS PLEDGED THEREFOR UNDER THE
INDENTURE. NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE STATE OR
ANY PUBLIC AGENCY OR POLITICAL SUBDIVISION THEREOF IS PLEDGED TO THE PAYMENT
OF THE PRINCIPAL OF. PREMIUM, [F ANY, OR INTEREST ON THE BONDS. THE AUTHORITY
HAS NO TAXING POWER. NEITHER THE PAYMENT OF THE PRINCIPAL OF, PREMIUM, IF ANY,
OR INTEREST ON THE BONDS CONSTITUTES A DEBT, LIABILITY OR OBLIGATION OF THE
STATE OR ANY PUBLIC AGENCY OR POLITICAL SUBDIVISION THEREOF (OTHER THAN THE
LIMITED OBLIGATION OF THE AUTHORITY).

Redemption

Optional Redemption. The Series A Bonds maturing by their terms on July 1. 2022, are subject to
optional redemption by the Authority on any date on or after July 1, 2013 to their respective stated maturity
dates, as a whole or in part in such principal amounts, from such maturity dates, and from such series as
selected by the Authority or the Borrower. from funds derived by the Authority or the Borrower from any
lawful source and deposited with the Trustee not less than five days prior to the date of redemption, upon
mailed notice as provided in the Indenture, at the following redemption prices (expressed as a percentage of
the principal amount of the Series A Bonds to be redeemed), together with interest accrued thereon to the date
fixed for redemption:

Redem ption Periods Redemption Price
July 1, 2013 through June 30, 2014 101%
July 1, 2014 and thereafter 100

Mandatory Sinking Fund Redemption Mandatory sinking fund redemption payments are hereby
established for the mandatory redemption and payment of the Series A Term Bonds maturing on July 1, 2013

which payments shall become due on the dates and in the amounts set forth in the following schedule (except
that if any Series A Term Bonds have been otherwise redeemed in part. the amounts of such mandatory sinking
fund payments shall be reduced by the principal amount of all such Series A Term Bonds so otherwise
redeemed), namely:



Series A Term Bonds Due Julv ], 201

Date

(July 1) Amount
2005 $ 30.000
2006 40.000
2007 110,000
2008 120.000
2009 135.000
2010 145,000
2011 150.000
2012 160,000
2013 160.000  (maturity)

Mandatory sinking fund redemption payments are hereby established for the mandatory redemption
and payment of the Series A Term Bonds maturing on July 1, 2022 which payments shall become due: on the
dates and in the amounts set forth in the following schedule (except that if any Series A Term Bonds have been
otherwise redeemed in part. the amounts of such mandatory sinking fund payments shall be reduced by the
principal amount of all such Series A Term Bonds so otherwise redeemed), namely:

Series A Temm Bonds Due July 1, 2022
Date
(July 1) Amount

2014 $170,000
2015 175,000
2016 185,000
2017 195,000
2018 210,000
2019 220,000
2020 230,000
2021 240,000
2022 575,000 (maturity)

Extraordi R tion.

The Bonds are subject to redemption in whole or in part (in inverse order of maturity and pro rata
amongst ‘Series) on any Interest Payment Date, at a price equal to the principal amount of Bonds to be
redeemed. plus interest accrued thereon to the date fixed for redemption, without premium, upon prepayment
of the Loun in whole or in part, in an amount as nearly equal as possible to, but not exceeding, the amount of
any Net Proceeds of insurance or condemnation awards not used to repair or replace the Project.

The Bonds are also subject to redemption in whole or in part (in inverse order of maturity and pro rata
amongst series) on any date at a price equal to the principal amount of Bonds to be redeemed, plus interest
accrued thereon to the date fixed for redemption, without premium, upon acceleration of the Loan in whole
following an Acceleration Default.

Partial Redemption. If less than all of a maturity of a series of Bonds is to be redeemed. other than
pursuant to mandatory sinking fund redemption, Bonds shall be selected by the Borrower for redemption, or if
not so selzcted, shall be redeemed in inverse order of maturity. If less than all the Bonds of a maturity are to
be redeemied the Trustee shall select the Bonds within such maturity to be redeemed by lot, in whole multiples
of Authorized Denominations. In no event shall bonds be redeemed in amounts other than whole multiples of
minimum Authorized Denominations. For purposes of an extraordinary redemption, the Trustee may round
down to the nearest Authorized Denomination. For purposes of redeeming Bonds in denominations greater



than minimum Authorized Denominations, the Trustee shall assign to such Bonds a distinctive number for
each such principal amount and, in selecting Bonds fior redemption by lot, shall treat such amounts as separate
bonds. The Trustee shall promptly notify the Authority and the Borrower in writing of the numbers of the
Bonds selected for redemption.

Notice of Redemption; Cessation of Interest. Notice of redemption will be mailed by the Trustee by
first class mail (postage prepaid) not less than 30 days nor more than 60 days prior to the date fixed for
redeaiption (or in the case of an extraordinary redemption. not less than 5 days before the redemption date) to
the Securities Depositories and Information Services and to the registered owner of record of each Bond to be
redeemed at the address shown on the registration books at the close of business on the fifth (5th) day
preceding the date of the mailing; provided. however, that failure to give such notice by mailing to any Owner
of Bonds or any defsect therein will not affect the validity of any proceedings for the redemption of any other
Bonds for which notice shall have been properly given. Such notice will state that payment of the applicable
redemption price plus accrued interest to the date fixed for redemption will be made upon presentation and
surrender of the Bonds to be redeemed and that on the redemption date, the redemption price will become due
and payable upon each Bond to be redeemed and that interest thereon will cease to accrue on and after such
date, provided collected funds for the redemption of the Bonds to be redeemed are on deposit with the Trustee
at the place of.. and the time for. payment. Any notice mailed as provided in the Indenture will be conclusively
presumed to have been duly given, whether or not the Owner of such Bonds actually receives such notice.
Upon the written request of the Borrower. any notice of any optional redemption of Bonds to be redeemed
pursuant to the provisions hereinabove described under the subheading “Optional Redemption™ may contain a
statement to the effiect that the redemption of such Bonds is conditioned upon the receipt by the Trustee of
amounts equal to the redemption price of the Bonds to be redeemed on or befiore the redemption date, and, if a
notice of optional redemption contains such statement, such optional redemption will be so conditioned.

Notice of redemption having been given as described above. the Bonds or portions thereof designated
for redemption will become and be due and payable on the date fixed for redemption at the redemption price
provided for in the Indenture. provided funds for the payment of such redemption price are on deposit at the
place of payment at that time. and, unless the Authority defaults in the payment of the principal thereof or
premium. if any, and interest thereon. such Bonds or portions thereof shall cease to bear interest fi-om and after
the date fixed for redemption. whether or not such Bonds are presented and surrendered for payment on such
date. If any Bond or portion thereof called for redemption is not so paid upon presentation and surcender
thereof for redemption, such Bond or portion thereof will continue to bear interest at the rate set forth therein
until paid or until due provision is made for the payment thereof.

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS
Pledge and Assignment of Revenues

Pursuant to the Indenture, all of the Revenues and any other amounts held in any fund or account
established pursuant to the Indenture (other than the Rebate Fund) are irrevocably pledged by the Authority to
the punctual payment of the principal of, premium. if any, and interest on the Bonds, subject to the provisions
of this Indenture permitting the application of such Revenues for the purposes and on the terms and conditions
set forth herein.

The Authority will wansfer in trust, grant a security interest in, and assign to the Trustee. for the
benefit of the holders from time to time of the Bonds, all of its right, title and interest in (a) the Revenues.
(b) all Gross Project Revenues, (c) amounts on deposit in the Reserve Fund, the Surplus Fund, the Repair and
Replacement Fund, the Gross Project Revenue Fund and the Bond Fund, (d) the Deed of Trust, (€) the
Occupancy Agreement and (f) the Loan Agreement (except for the right of the Authority to receive fees,
expenses and indemnification and its rights of enforcement with respect to such fees, expenses and
indemnification thereunder).



All Revenues and all amounts on deposit in the Bond Fund. the Surplus Fund. the Repair and
Replacemeznt Fund. and the Reserve Fund shall be held in trust for the benefit of the holders from time to time
of the Bonds, but shall nevertheless be disbursed, allocated and applied solely for the uses and purposes set
forth in th: Indenture.

The term “Revenues™ means all amounts pledged under the Indenture to the payment of principal of.
premium, if any. and interest on the Bonds. consisting of the following: (i) any portion of the net proczeds of
the Bonds deposited with the Trustee: (ii) any income eamed on investments of the funds and accounts held
under the Indenture; (iii) proceeds derived from the exercise of any remedies provided for under the Deed of
Trust: (iv) proceeds derived from the exercise of any remedies under the Occupancy Agreement: and (v) at all
times while any Bonds are Outstanding. (A) any repayments of the Loan required or permitted to be made by
the Borrower pursuant to the Loan Agreement, (B) amounts drawn by the Trustee from the Reserve Fund, the
Surplus Fund, or the Repair and Replacement Fund for transfeer to the Bond Fund for payment of the Bonds.
(C) all Neit Proceeds including insurance proceeds and condemnation awards as set forth in the Loan
Agreement and (D) any Gross Project Revenues (including those amounts received under the Occupancy
Agreement) received by the Trustee pursuant to the Loan Agreement: but such term shall not include payments
to the United States for rebate obligations, the fees and expenses of the Authority or the fees and expenses of
the Trustee.

The Series A Bonds and the Series B Bonds will be secured by the Revenues on a parity with each
other and each owner thersof will have the same rights upon an Event of Default as the owner of any other
Bonds executed and delivered under the Indenture.

Occupanc¢y Agreement

The Borrower and the District have entered into an agreement regarding the operation of the Feather
River Apartments, dated as of May 1, 2003 (as previously defined, the “Occupancy Agreement”). The
Occupancy Agreement provides that it may be terminated at any time upon mutual written agreement of both
parties. Subject to the rights of the District to terminate its obligations to make payments respecting the
occupancy guarantee in the event the District does not appropriate funds for such payment. so long as any of
the Bonds are outstanding, the Occupancy Agreement may not terminate earlier than June 30, 2030, unless
prior to effiecting any such termination the Borrower shall have first confirmed in writing with each rating
agency them maintaining a rating with respect to the Bonds that the rating on the Bonds then maintained by
each of such rating agencies will not be downgraded as a result of any such termination. If the District fails to
appropriatz amounts owed under the Occupancy Agreement in any Fiscal Year, the District has the option (but
not the rcquirement) of terminating its payments and appropriation obligations under the Occupancy
Agreement, and the District would have no further responsibility for payments thereunder. See
“BONDHOLDERS® RISKS.”

The Occupancy Agreement requires that the Borrower make the units in the Project available for the
exclusive use of the College’s students during each fall and spring semester. Not later than five business days
after the second full calendar week of each semester (each, an “Occupancy Measurement Date”), the Borrower
is obligated to notify the District of the number of beds in the Project which have been made available for
students of the College, and the number, if any, which were not rented as of the Occupancy Measurement
Date. Under the Occupancy Agreement, the Distict has agreed to pay certain amounts (“Occupancy
Guarantee Payments™) to the Borrower to produce the level of cash flow (before expenses) which would be
produced by a 90% occupancy level for beds in the Project which are made available for students of the
College (excluding beds in units reserved for resident assistants and other employees of the Borrower, up to a
maximum of five units and assuming a minimum of two beds per bedroom). In the event that the Prosject does
not maintain a 90% occupancy as of the Occupancy Measurement Date, the District is obligated to pay to the
Borrower such Occupancy Guarantee Payments by the date which is 30 days after notice to such effect is
received from the Borrower. Occupancy Guarantee Payments are required to be paid by the District fi-om all
amounts legeally available to the District; provided, however, that in each semester the obligation of the District



to pay Deficiency Rents shall be subject to annual appropriation by the District. The District has agreed to
include its annual budget amounts deemed sufficient to provide funds sufficient to make all anticipated
Occupancy Guarantee Payments.

In addition. under the Occupancy Agreement. the District has agreed to pay to the Trustee for deposit
in the Repair and Replacement Fund, an amount equal to $1,000,000 from funds made available to the District
by the federal government pursuant to the Secure Rural Schools and Community Self-Determination Act of
2000, which amount the Borrower is obligated to use for the purpose of undertaking certain renovations and
improvements to the Project after its acquisition by the Borrower. As more fully described in the Occupancy
Agreement, the District is obligated to make such transfers in four annual payments of $250,000 each. with the
first payment to occur on July 1. 2003. The Occupancy Agreement provides for subsequent annual payments
of $250,000 by the District on July 1 of 2004. 2005 and 2006. Engineering consultants to the Borrower have
indicated their view that such improvements will extend the useful life of the Project to approximately twenty-
five years from the date ofissuance of the Bonds.

For additional information conceming the Occupancy Agreement, see a copy of the Occupancy
Agreement which is attached hereto as Appendix E.

Limitation of Liability of the Authority

The Bonds are limited obligations of the Authority and the principal thereof. premium. if any, and
interest thereon are payable solely from, and secured in accordance with their terms and the provisions of the
Indenture solely by, the funds and security provided under the Loan Agreement, the Occupancy Agreement
and the Indenture. The Bonds do not constitute a charge against the credit of the Authority or any Member of
the Authority (including the District). and are not secured by a legal or equitable pledge of, or charge or lien
upon, any property of the Authority or amy Member of the Authority or any of their income or receipts excepts
the funds and security provided under the Loan Agreement and the Indenture. Neither the faith and credit nor
the taxing power of the State or any public agency or political subdivision thereof or any Member of the
Authority is pledged to the payment of principal of, premium, if any, or interest on the Bonds. The Authority
has no taxing power.

THE BONDS DO NOT CONSTITUTE A DEBT OR LIABILITY OF THE STATE OR ANY
POLITICAL SUBDIVISION THEREOF OTHER THAN THE AUTHORITY BUT SHALL BE
PAYABLE SOLELY FROM THE FUNDS AND SECURITY PROVIDED THEREFOR BY THE
BORROWER. NEITHER THE STATE, THE AUTHORITY NOR ANY MEMBER OF THE
AUTHORITY (INCLUDING THE DISTRICT) SHALL BE OBLIGATED TO PAY THE PRINCIPAL
OF, PREMIUM (IF ANY) OR THE INTEREST ON THE BONDS, EXCEPT FROM THE FUNDS
AND SECURITY PROVIDED UNDER THE LOAN AGREEMENT AND THE INDENTURE, AND
NEITHER THE FAITH AND CREDIT NOR THE TAXING POWER OF THE STATE OR ANY
POLITICAL SUBDIVISION THEREOF, INCLUDING THE AUTHORITY OR ANY MEMBER OF
THE AUTHORITY, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF, PREMIUM (IF
ANY) OR INTEREST ON THE BONDS. THE ISSUANCE OF THE BONDS SHALL NOT
DIRECTLY, INDIRECTLY OR CONTINGENTLY OBLIGATE THE STATE OR ANY POLITICAL
SUBDIVISION THEREOF TO LEVY OR TO PLEDGE ANY FORM OF TAXATION WHATEVER
OR TO MAKE ANY APPROPRIATION FOR THEIR PAYMENT. THE AUTHORITY HAS NO
TAXING POWER.

Reserve Fund

Under the Indenture. a Reserve Fund has been created and will be funded fromproceeds of the Bonds
with an amount equal to the Reserve Fund Requirement for the Bonds. The Reserve Fund will be used to pay
principal of, premium, if any, and interest on the Bonds and on any Additional Bonds to the extent there are
insufficient funds on deposit in the Bond Fund on the date such payment is due. See “SUMMARY OF



PRINCIPAL FINANCING DOCUMENTS —- THE INDENTURE — Resetve Fund” in Appendix C hereto.
If at any time the amount on deposit in the Reserve Fund is less than the Reserve Fund Requirement. the Gross
Project Revenues will be used to restore the Reserve Fund to the Reserve Fund Requirement after the required
deposits to the Operation and Maintenance Fund and the Bond Fund. See “- Pledge of Gross Project
Revenues; Flow of Funds™ below.

Pledge of Gross Project Revenues; Flow of Funds

Pledge of Gross Project Revenues. The Borrower agrees that, so long as any amounts due under the
Loan Agreement remain unpaid, all of the Gross Project Revenues shall be deposited upon receipt by the

Borrower (but in any event within five business days of receipt) in the Gross Project Revenue Fund which the
Bormrower shall establish and maintain with the Trustee. The Borrower pledges. and to the extent permitted by
law grants a security interest to the Trustee in, the Gross Project Revenue Fund and all of the Gross Project
Revenues to secure the payment of the Loan and the perfiormance by the Borrower of its other obligations
under the [.oan Agreement.

“Gross Project Revenues” means generally all receipts, revenues. income and other moneys received
by or on behalf of the Borrower and derived from the ownership or operation of the Project. including all
amounts paid by the District pursuant to the Occupancy Agreement, interest eamings on the Reserve Fund. the
Surplus Fund, the Gross Project Revenue Fund and the Repair and Replacement Fund. and all rights to receive
the same. whether in the form of accounts, accounts receivable. contract rights or other rights, and the proceeds
of such rights, whether now owned or held or hereafter coming into existence and including rental interruption
insurance proceeds, but not including insurance and condemnation proceeds (other than rental interruption
insurance proceeds) with respect to the Project or any portion thereof or proceeds received upon the
foreclosure sale of the Project.

~Expenses of Operating and Maintaining the Project” means generally the reasonable expenses. paid
or accrued, of operation, maintenance and current repair of the Project, as calculated in accordance with
generally accepted accounting principles, and include, without limiting the generality of the foregoing, salaries,
wages. employee benefits, payroll taxes, legal fees, cost of materials and supplies. costs of utilities. licenses,
insurance. taxes, advertising, routine repairs. renewals. replacements and alterations occurring in the usual
course of business, fees and expenses of the Trustee or the Borrower incurred in connection with calculations
made pursuant to the Indenture, rebate obligations owed pursuant to the Indenture, costs of billings and
collections, and costs of audits. but do not include (i) any payments on the Loan or other Indebtedness, (ii)
allowance for depreciation, amortization or renewals or replacements of capital assets (except as provided
above) of the Project, (iii) depesits to the Repair and Replacement Fund as required by the Loan Agreement, or
(iv) payments to the Authority or the Trustee for certain extraordinary fees and costs under the Loan
Agreement.

Flow of Funds. Gross Project Revenues shall be deposited by the Borrower in the Gross Project
Revenue Fund and. on or before the 15th day of each month, commencing July 15, 2003, the Trustee shall
apply the Gross Project Revenues (which funds, after payment of Expenses of Operating and Maintaining the
Project, shal! thereafter be designated the Net Project Revenues) in the following order of priority:

Qpgration and Maintenance Fund. The Trustee will deposit into the Operation and Maintenance
Fund, the greater of (A) an amount necessary to increase the balance on depeosit therein to one-sixth (1/6) of

the Expenses of Operating and Maintaining the Project budgeted for the then current Fiscal Year, as set{orthin
the then current Operating Budget for the Project, (B) Expenses of Operating and Maintaining the Project
budgeted for such year in the current Operating Budget and then currently due, and (C) the actual Expenses of
Operating and Maintaining the Project for such month as certified in writing by the Borrower to the Trustee.
The Trustee shall have no responsibility for reviewing the Operating Budget and may rely conclusively on the
certification of the Borrower as to any matters relating to the Operating Budget.



Bond Fund. The Trustee will deposit in the Bond Fund an amount equal to (A) 1/6 of the interest due
on the next Interest Payment Date plus (B) 1/12 of the principal due on the next Principal Payment Date;
provided that prior to the first Principal Payment Date the Trustee shall deposit in the Bond Fund an amount
equal to the amount set forth for such month inthe Loan Agreement.

Reserve Fund. The Trustee will deposit in the Reserve Fund an amount, if any, necessary to restore
the Reserve Fund to the Reserve Fund Requirement.

Repair and Repiacement Fund. Effective Fiscal Y ear 2003-04, the Trustee shall deposit in the R epair
and Replacement Fund an amount equal to one-twelfth (1/12®) of the Repair and Replacement Fund
Requirement for the Fiscal Year. The Repair and Replacement Fund Requirement for Fiscal Year 2003-04 is
$28.000, and the Repair and Replacement Fund Requirement for the succeeding Fiscal Y ear and each Fiscal
Y ear thereafter shall be an amount equal to 103% ofthe preceding Fiscal Year's R epair and Replacement Fund
Requirement.

Surplus Fund. The Trustee will deposit any remaining Net Project Revenues for any month in the
Surplus Fund and will apply amounts on depeosit in the Surplus Fund as described under the caption **Surplus
Fund™ below.

Operation and Maintenance Fund

Amounts in the Operation and Maintenance Fund. if any, may be used and withdrawn by the
Borrower at any time for any lawful purpose consistent with the Operating Budget for the Project. except that
in the event that (i) the Borrower is delinquent in the repayment of the Loan., or (ii) an Event of Default under
the Loan Apgreement has occurred which has not been cured, the Trustee may, unless and until such
delinquency and/or default is cured in accordance with applicable cure periods, thereafter exercise its rights as
a secured party in the Operation and Maintenance Fund. During any such period, all deposits of Gross Project
Revenues to the Operations and Maintenance Fund will be made after the payment to the Bond Fund.

Repair and Replacement Fund

An amount equal to $1.000.000 is required to be deposited by the District (in four annual payments of
$250.000 each. commencing July 1. 2003, and then onJuly | of each ofth e three succeeding Fiscal years) into
the Repair and Replacement Fund for the purpose of undertaking certain renovations and improvements to the
Project. as set forth in the Occupancy Agreement. See “SECURITY AND SOURCES OF PAYMENT FOR
THE BONDS-Occupancy Agreement.” Thereafter, amounts shall be deposited into the Repair and
Replacement Fund as provided in the flow of funds above (both firom amounts in the Gross Project Revenue
Fund and from amounts in the Surplus Fund). Moneys in the Repair and Replacement Fund shall be expended
and used only for capital costs, including structural repairs to and reroofing of the Project, repair and
replacement of major mechanical components of the project, the repair or replacement of equipment, firrniture
and fixtures used in the Project and any other capital costs and extraordinary maintenance expenses of the
Project, for the purpose of maintaining the Project (collectively, “Repair and Replacement Cosks™).

Amounts in the Repair and Replacement Fund will be used to pay principal of and interest on the
Bonds and on any Additional Bonds to the extent there are insufficient funds on deposit in the Bond Fund, the
Reserve Fund and the Surplus Fund on the date such payment is due. See “SUMMARY OF PRINCIPAL
FINANCING DOCUMENTS — THE INDENTURE — Repair and Replacement Fund” in Appendix C
hereto.

Surplus Fund

Amounts on deposit in the Surplus fund shall be used in the following order of priority at the
following times in the amounts set forth below.
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Bond Fimd, If there are insufficient funds on deposit in the Bond Fund on the day paymen1 of the
principal of and interest on the Bonds is due, then an amount necessary to make up insufficiencies in the Bond
Fuid will be transferred to the Bond Fund from the Surplus Fund by the Trustee.

Eund Transfers. If moneys in the Gross Project Revenue Fund are insufficient to fully fund the
deposits contemplated to be deposited in the Operation and Maintenance Fund. the Bond Fund. the Reserve
Fund and the Repair and Replacement Fund by the 15® day of any month. then the Trustee shall, on the 15*
day of such month, use amounts on deposit in the Surplus Fund to cover such insufliciencies (in the order of
priority set forth in the Loan Agreement).

Other Transfers. If (or when) there are sufficient funds on deposit in the Bond Fund to pay debt
service on the Bonds and any required transfers have been made as described above, then the following
transfers shall be made by the 120™ day after the end of the Borrower's Fiscal Year. The Trustee shall transfer
such funds upon a Written Request of the Borrower, in any combination of amounts, to (i) the Repair and
Replacem::nt Fund (to be applied to the payment of the Repair and Replacement Reserve costs identified by
the Borrower in the related Written Certificate of the Borrower) and (ii) the Redemption Account of the Bond
Fund (to be applied to prepay the Loan and optionally redeem the Series A Bonds in accordance with the
related Written Request of the Borrower). Notwithstanding anything to the contrary contained in the preceding
sentences. in the event that the Net Project Revenues for such Fiscal Year exceed 150% of the Debt Service
due on the Bonds Outstanding for such period (such excess amount hereby being referred to as, the
“Discretionary Surplus Net Project Revenues™) the Trustee shall scansfer to the Borrower (unless given Written
Direction to the contrary by the Borrower) such Discretionary Surplus Net Project Revenues to be used and
applied according to the discretion of the Borrower, to the extent not inconsistent with the covenants relating to
maintaining the Tax-Exempt status of the Tax-Exempt Bonds.

Deed of Trust

As security for the obligations of the Borrower under the Loan Agreement. the Borrower will execute
and deliver the Deed of Trust pursuant to which the Borrower will grant to the deed of trust trustee named
therein for the benefit of the Authority a first security interest in and to the Borrower’s interest in the Project
and the Project Site and will assign and pledge, to the deed of trust trustee for the benefit of the Authority the
Borrower's interest in the leases, rents. issues, profits. revenues, income, receipts, moneys. royalties, rights,
and benefits of and from the Project. Property may be released from the Deed of Trust without bondholder
consent urder the circumstances described in the Deed of Trust. The Deed of Trust provides that property may
be release:d thereunder under certain conditions, including a reconfirmation of the then existing rating on the
Bonds by each Rating Agency then rating the Bonds.

Title and Property Insurance

A mortgagee’s title insurance policy will be delivered in the amount of not less than the original
principal amount of the Bonds to insure that the Trustee will have a valid first priority security interest in and
to the Borrower’s interest in and to the Project Site, subject only to the standard exclusions from the caverage
of such policy. The Borrower has agreed in the Loan Agreement to keep the Project fully insured against fire
and other casualties and to maintain certain specified amounts of liability and business interruption insurance.
See “SUMMARY OF PRINCIPAL FINANCING DOCUMENTS — THE LOAN AGREEMENT —
Insurance™ in Appendix C hereto.

Financial Covenants
In the Loan Agreement. the Borrower has covenanted to charge in each Fiscal Year, such rates, fees,

and charges for its facilities and services as will be sufficient to produce the Coverage Requirement. The term
“Coverage Requirement” means. for any period of computation. the requirement that the ratio of (i) Net
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Project Revenues for such period (including interest eamings accruing during such period) to (ii) the debt
service on outstanding debt for such period. shall be equal to 1.20 or greater.

Failure of the Borrower to maintain the Coverage Requirement shall not constitute an Event of Default
under the Loan Agreement if Borrower shall, subject to existing law. (i) immediately engage a Financial
Consultant to undertake a review of rents charged for the units in the Project. which review shall be set forth in
a written report to be provided (within 30 days of delivery of the Borrower's Certificate identifying the
coverage failure) to the Authority, the Trustee and each Rating Agency, for the purpose of determining such
adjustments to rents as shall be necessary to thereafter generate sufficient Gross Project Revenues to allow the
Borrower to satisfy the Coverage Requirement and (ii) undertake within sixty (60) days of completion of said
rental review any adjustments recommended in said rental review and permitted by local, State and federal
law: and if the coverage ratio does not fall below 1.00 in the then current month.

The Trustee shall notify the Borrower in writing of any withdrawals of moneys from the Reserve Fund
within three (3) Business Days of such withdrawal. Within seven (7) Business Days after the Borrower
receives notice of such withdrawal, the Borrower shall engage a Financial Consultant to undertake a review of
rents then charged for units in the Project in order to determine such adjustments to rents as shall be necessary
to thereafter generate sufficient Gross Project Revenues to allow the Borrower to (i) make payments of
principal of and interest on the Bonds as due. (ii) replenish the amount or amounts withdrawn from the
Reserve Fund, and (iii) make the deposits required pursuant to the Loan Agreement. The aforementioned
rental review shall be set forth in a written report to be provided within 30 days of the withdrawal from the
Reserve Fund to the Authority, each Rating Agency and the Trustee. The Borrower shall implement. to the
extent such action does not jeopardize the Tax-Exempt status of the Series A Bonds, any rental adjustments
suggested by the review described in the previous sentence and permitted by local, State and federal law and
the Leases within sixty (60) days from the date moneys were withdrawn from the Reserve Fund for such

purposes.

The Borrower further covenants and agrees that it shall, from time to time as often as necessary and to
the extent permitted by law, revise the rates, fees, and charges aforesaid in such manner as may be necessary or
proper so that its Net Project Revenues will be sufficient to meet the requirements of the Loan Agreement. and
further, that it will, in order to comply with the provisions of the Loan Agreement, take all action within its
power to obtain approvals of any regulatory or supervisory authority to implement any rates. fees, and charges
required by the Loan Agreement.

Enforceability of Remedies

The realization of value from the real and personal property comprising the Project and from the other
security for the Bonds upon any default will depend upon the exercise of various remedies specified by the
Bond Documents. These and other remedies may require judicial actions, which are often subject to discretion
and delay and which may be difficult to pursue. See “BONDHOLDERS' RISKS — Enforceability of
Remedies” and “BONDHOLDERS" RISKS — Pledge, Assignment, and Grant of Security Interest in Future
Revenues™ herein.

Prohibition of Additional Bonds

The Loan Agreement provides that the Borrower shall not enter into any con#ract, bond or other form
of debt instrument that is secured by Gross Project Revenues.

Operation of Business; Noncompetition with Project.
The Borrower covenanted in the Loan Agreement to continue its business in a business-like manner

and to pursue all corporate opportunities to the Borrower. The Borrower further covenants that it will at no
time during the term of the Loan Agreement acquire, construct, fund. invest in or in any manner support or
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promote any housing project within the geographical boundaries of the District or which might in any way
compete for tenants with the Project, unless the Borrower shall provide prior written notice of any of the
foregoing events to each Rating Agency then maintaining a rating on the Bonds and the Borrower shall
confimm in writing with each such Rating Agency prior to undertaking any action in furtherance of housing
projects of the nature contemplated in this paragraph that the then rating on the Bonds maintained by such
Rating Agency will not be downgraded as a result of such action.
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DEBT SERVICE SCHEDULE

The following table sets forth the annual debt service amounts for the Bonds.

COMBINED
DEBY SERVICE SCHEDULE
~ FcalYew Nel
FiscalY e Debt Service FiscalY e
Date Aincipal rteresd Debt Senice Deta Service Reyerve Fund DebtService
SR20M
12004
101.012.99 101.01299
712004 55000 85,765.75 440.765.75 241778.74 (16,560.97) 225211.17
112005 84,786.75 84,788.75
7112005 65000 84,786.75 169,786.75 25457350 23938168
(15,191.82)
11112008 83.04250 83.04250
7112006 95,000 8304250 178,04250 261,085.00 245893.18
(15,191.82)
12007 60,962 50 80.96250
7112007 80,982.50 190.96250 271.925.00 256,733.18
110,000 (15,191.82)
112008 78,418.75 78,418.75
712008 120.000 78,418.75 198,418.75 276,837.50 261,64568
(15.191.82
1112009 7564375 7564375
7IV2009 135.000 75.643.75 21084375 286,28750 271095.68
(15.191.82)
1/2010 7252188 7252188
TI200 145,000 7252188 217,52188 200,043.75 274,851.93
(15,1918
11201 69.168.75 69.168.75
THhI201 150,000 69,168.75 219,168.75 26833750 27314568
(15.191.82)
1M/2012 65,700.00 65,700.00
7112012 60,000 65,700 00 225,700.00 291.400.00 276208 18
{15,191.82)
1112013 82,000.00 62.000 00
7112013 160.000 62.000.00 222/000.00 284,000.00 263,808.18
(15,191.82)
112014 58300.00 58,300.00
TM2014 170,000 58,300.00 228.300.00 286.600.00 271,408.18
(15,191.82)
1112015 §3,79500 §3,795.00
TMI2015 175,000 §3,795.00 22879500 262,590.00 267.398.18
(15.191.82)
1112016 49,157.50 49,157.50
7112016 185.000 49,157.50 234,157.50 283.315.00 268,123.18
(15,191.82)
112017 4426500 44255,00
7112017 195,000 44,255.00 239.255.00 283,510.00 268,318.18
(15.191.82)
1112018 39,087.50 39,087.50
7112018 210,000 39,087.50 249,087.50 288,175.00 Z72983.18
(15.191.82)
12019 3352250 352250
7712019 220,000 3352250 21522% 267,045.00 271,853.18
(15,191.82)
12020 27,69250 27,69250
2020 230,000 27,69250 257,69250 265,385.00 270.193.18
{15.191.82)
1112021 21,597.50 21987.50
712021 240,000 21,597.50 261597.50 263,19500 268,000.18
(15,191.82)
2022 15,237.50 1523750
a2 §75,000 15,237.50 §90,237.50 605.475.00 (335.019.62) 270A55.38
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ESTIMATED SOURCES AND USES OF FUNDS

The schedule below contains the estimated sources and uses of funds resulting from the sale of the

Bonds:
SOURCES OF FUNDS: SERIES A SERIES B TOTAL
Par Amount of Bonds $3,250.000.00 $165.000.00 $3.415,000.00
Less: Original Issue Discount (51.722.00) - (51.722.00)
TOTAL SOURCES OF FUNDS $3.198.278.00 $165.000.00 $3. 363.278.00
USES OF FUNDS:
Deposit to Project Fund” $2.814.484.64 - $2,814.484.64
Deposit to Reserve Fund® 319.827.80 - 319.827.80
Costs of Issuance® 63,965.56 165.000.00 228.965.56
TOTAL USES OF FUNDS $3.198,228.00 $165.000.00 $3.363.278.00

m Equal to the purchase price of the Project ($2,500,000), plus approximately $44,38598 of
miscellaneous real estate closing costs and $270,098.66 of other redevelopment costs. In addition to
such proceeds of the Bonds. an amount equal to $1,000,000 (in four annual payments of $250,000,
commencing July 1, 2003) is required to be deposited by the District into the Repair and Replacement
Fund. as set forth in the Occupancy Agreement, for the purpose of funding certain renovations and
improvements to the Project after its acquisition by the Borrower.

) Equal to the Reserve Fund Requirement for the Bonds.
) Includes underwriter’s discount. bond counsel fees and other legal fees, and other costs of issuzmce of
the Bonds.
THE AUTHORITY

The Authority is a public entity organized pursuant to a Joint Exercise of Powers Agreement,
originally executed as of May 18, 1995, and amended as of May 14, 1997 and May 7, 2003. among a number
of California community college districts pursuant to the provisions of the Joint Exercise of Powers Act (the
“Act™) contained in Chapter 5 of Division 7 of Title I (commencing with Section 6500) of the California
Govemment Code. Pursuant to the Act and the Joint Powers Agreement, the Authority is authorized to issue
revenue bonds and loan the proceeds thereof to assist nonprofit corporations in the financing of student
housing projects for the benefit of California community college districts that are Members of the Authority.
including the District.

THE BORROWER

General

The Borrower is a nonprofit public benefit corporation formed in June 30, 1988, under the laws of the
State of California. The Borrower received a determination letter from the Internal Revenue Service on March
10, 1989, indicating that it is an organization exempt from fiederal income tax under section 501(c)(3) of the
Internal Revenue Code (the “Code™). The Borrower is organized and operated exclusively for charitable
purposes. Its articles of incorporation state that the specific purpose of the Borrower is to support the District
and its pregrams; serve as an advisory body to the District on community educational needs and programs;
foster better public understanding of the District and secure wider participation in its cultural and comrnunity
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activities; encourage potential students to attend the District: raise and implement scholarships and other kinds
of support services needed by students which cannot be funded through district resources, raise and implement
support for special District projects which cannot be funded through district sources; provide a means for
perpetual trusteeship of capital funds to be donated to the District by individuals or organizations for programs
or activities of benefit to the District and the community: promote fellowship, interest, and the recognition of
the District faculty, staff, and students: undertake any other activities which may be to the benefit of the
District and the community within the terms and according to the laws of the State of California. Pursuant to
the Intemal Revenue Services private letter ruling, dated March 23. 2003, the Borrower is authorized to
undertake the Project in “furtherance™ of its “exempt charitable purpose of advancing education under section
501(c)(3) of the Code.”

Board of Directors

A Board of Directors consisting of at least seven but no more than twenty-five members manages the
Borrower. Currently there are twenty-two members on the Borrower’s Board of Directors, as described below.

Name Title
Gary McGowan Director
Susan Carroll Secretary/Treasurer
Bill Elliott Director
Jerry V. Kehr Director
Russell Reid Vice-President
GeorgeRoss Director
Dennis and Faith Swanson Director
Bob Darling Director
Dan West Director
Bill Dennison Director
Bob Edwards Director
Tom Goss Director
Josh Taylor Director
Tim O’Brien Director
Fran Roudebush Director
John Breaux President
Kris Miravalle Director
Dr. Jeff Kepple Director
Dave and Jane Roberti Director
Lee Austin Director
John Gay Director
Rick Leonhardt Director
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Management of the Project

Initially, the Executive Committee of the Borrower will be responsible for the operation of Project.
The Executive Commiittee consists of the President John Breaux, Vice President Russell Reed, Secretary Susan
Carroll and Director Bill Elliott. The Occupancy Agreement provides for the creation of a “Business
Management Committee.” to be comprised of four board members of the Borrower, plus a community
member, 10 whom management of the Project will be delegated. It is anticipated by the Borrower that the
management of the Project will be under a contract arrangement with an outside management company, or that
a housing manager will be engaged by the Borrower as an employee to manage the Project. For additional
information concemning anticipated management of the Project, see a copy of the Occupancy Agreement which
is attached hereto as Appendix E.

Activities of the Borrower

The Boirrower has been created as a not-for-profit corporation engaged primarily for the purpose of
supporting tiae District through scholarships and similar traditional foundation activities. In addition to these
activities. the Borrower owns and operates the Feather River Fitness and Recreation Center (the “Center™), a
full service fitness center. which includes a swinuning pool, racquetball courts and multiple resistance training
and aerobic fitness equipment. The Center is used by both College students and the general public.

The Borrower has provided certain unaudited financial information conceming its financial position
and activiries as of March 31, 2003. The financial information for the Borrower has been prepared on a basis
which separates the fitness and recreation center from the general charitable operations of the Borrower. The
Borrower's general account, which concerns its general charitable activities, reflects on an unaudited basis as
of March 31, 2003, total assets of $99,305.77, of which amount approximately $65,705.66 are curreni assets
and $33,600.11 are fixed and other long term assets. As of March 31, 2003 on an unaudited basis. the general
account for the Foundation reflected total liabilities and equity of $99,305.77. of which amount current
liabilities ‘were reported to be $750 with the balance constituting retained eamings and equity of the Borrower.

The unaudited financial information provided by the Borrower concerning the fitness and recreation
operations shows, as of March 31, 2003, total assets of $758,810.40, of which amount $746.823.44 were
reported as fixed assets and other long term asset groups. Total current assets were reported as of such date to
be, on an imaudited basis, $11,986.66. As of March 31, 2003, unaudited financial statements for the Borrower
reflected total liabilities of $385,366.86, of which $381.368.61 were reported to be long term liabilities for a
facility loan secured by a mortgage on assets of the Borrower and payable to Plumas Bank. The unaudited
statements of cash receipts and disbursements for the recreation center showed a net income of $217.092.77
for the twelve month period ending March 1, 2003 and a net income of $9,699.06 for the month of March
2003.

As more fully described herein, the Bonds are payable solely and exclusively from funds. asse%s and
revenues pledged under the Indenture, consisting of the Trust Estate which is comprised principally of amounts
derived from the operation of the Project. as well as any amounts made available by the District under the
Occupancy Agreement. The Borrower is not obligated to make payment of any amounts with respect to the
Bonds from any other sources, and a Bondholder should not expect that the assets comprising the fitness center
or other activities of the Foundation would under any circumstances be available to pay principal of or interest
on the Bonds. None of the Bond Documents limit the activities of the Borrower with respect to facilities other
than the Projiect. In the event that the recreation and fitness center, or other facilities or activities undertaken
by the Borrower in the future, were not operated on an at least a “break-even™ basis, such circumstances could
adversely affiect the activities of the Borrower. In the event that the Borrower were to seek the protection of
the bankruptcy laws, or in the event that an involuntary petition in bankruptcy were filed against the Borrower,
such circumstances could adversely affect the operations and activities of the Borrower and the security for the
Bonds.
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The Borrower and the District entered into an Agreement as of July 19, 2001 conceming the operation
of the recreation facility and fitness center. That agreement runs thraugh June of 2016. but the agreement
provides that it may be terminated by either party at any time upon six months prior notice. Under that
agreement, the Borrower agrees to operate and maintain the fitness and recreation facility, and the District
agrees to provide such payments, if any, as shall be necessary to ensure that the facility is operated on at least a
“‘break-even” basis.

THE PROJECT

In General

The existing property is a 65-unit apartment complex consisting of six Class *D™ buildings, and a
manager’s residence totaling 36,404 square feet, situated on 13.5 acres located at 300 Golden Eagle Avenue in
Quincy, California. The 36,404-square foot, 2-story complex is located on the north side of Golden Eagle
Avenue approximately Y2 mile east of State Highway 70. According to the Borrower, the current zoning of the
property will not prohibit any of the anticipated uses for the Project.

The Project has historically been used as an apartment complex, substantially all of whose residents
are students at the College. According to the District, the Project is the primary source of housing for students
at the College. The Borrower is undertaking the acquisition of the Project, in part, to allow the District to
obtain control of the Project and to ensure that it is available on a continuing basis to provide housing for
students at the College. As describe above, under the Occupancy A greement, the District has committed to
provide funding for the upgrade and improvement of the Project in an aggregate amount of $1,000.000,
consisting of four annual payments of $250,000, commencing July 1, 2003 and continuing thereafter on July 1
of each year through 2006. The improvements shall occur over the swnmers of 2003, 2004 and 2005. The
Project is featured on the District’s web site, and applications forresidency in the Project are available through
the District’s web site.

Based on a preliminary title report issued by Cal-Sierra Title Company, dated December 30, 2002, title
to the property is vested in Paul D. Jessee and Sheila R. Nash, Trustees of the Paul D. Jessee and Sheila R.
Nash February 2000 Trust. The owners reportedly purchased the property on October 31, 1997, for
$1,532,000. The Borrower is under contract to purchase the property fior $2,500,000, which is the appraised
value given to the property by Herron Companies (the “Appraisers™). in their appraised report dated March 15,
2003 (the “Appraised Report™) and issued to the Borrower. According to the Appraised Report. the difference
in value for the property from its acquisition cost in 1997 is attributable to market appreciation experienced
since the property was purchased, as well as the level of cosmetic maintenance and an increase in attendance at
the College, resulting in increasing occupancy.

Set forth below is a schematic presentation of the general location of the Project in relation to the
College.
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Physical Description

The 588,060-square foot site consists of one parcel with an irregular shape. Access to the
improvements is by means a private, shared, asphalt-paved road leading north from Golden Eagle Avenue.
The private road also provides access to the county annex site, north of the property. The terrain is generally
level and at street grade. The potential for additional development is, in the view of the Appraisers, limited by
its topography, reducing its usable area to approximately 30% of the entire site or 176,000 square fezt. The
existing apartments consist of’:

L] 48 one-bedroom apartments each with private bathroom, kitchen, living room and balcony. Each
apartment size is 480 square feet.

. |6 two-bedroom apartments each with private bathroom, kitchen, living room and balcony. Each
apartment is 636 square feet.

. All apartments are individually metered for electricity and have a propane wall heater and electric

kitchen range. Each building has a central propane water heater. All apartments are wired for
DSL Internet access.

. Jne “manager’s house” which has 3 bedrooms, 2 bathrooms, laundry room, living room, large
balcony and fireplace of 1840 square feet.
A multi-purpose meeting/lounge/game room of 576 square feet.
One office of 240 square feet.

On the following page are photographs of the Project prior to any renovation improvements.
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Area Description, Population and Demographics

The property is located in the unincorporated rural community known as Quincy withia Plumas
County. The rural community is situated in the American Valley on the westem slope of the Sierra Nevada
Mountain Range. Quincy is the location of the College and is also the county seat and is the regional center of
most piivate and public services for Plumas County. State Highway 70 bisects Quincy in an east/west
directiois. connecting with U.S. Highway 395 to the east, allowing access to Reno. Nevada, the closest
metropolitan center, roughly 60 miles southeast.

Quincy is a mountainous region in proximity to a number of lakes. streams and rivers. It is a popular
tourist dJestination that features numerous outdoor recreational activities and over 24 registered historical
buildings and/or sites, drawing significant annual tourism to this region. Population and income trends aie
reflected in the following table:

1990 2001 Projected 2006
Population 1,782 1,898 1,944
Average Household Size 2.23 2.15 2.15
Median Household Income N/Av $30,730 N/Av
Population Density 130.07 138.05 141.89

The property is situated in a rural neighborhood. roughly 1% miles northwest of the local Central
Business District. The neighborhood surrounding the site consists of mixed uses, including pasture land.
national forest land, the College, and a county administrative annex. There is a municipal airport and several
industrial facilities within 1 mile east of the subject. Retail uses are found along State Highway 70, southeast

of the property.

Most retail properties can be found in the local Central Business District, which includes Main Street
traveling east and Lawrence Street traveling west between Cresent Street and Quincy Junction Road.
Commercial properties along these routes are older structures ranging in age from 20 to 100 years. The current
trend in Quincy’s commercial market is characterized as modest-paced, stable growth.

Area Competition, Supply and Demand

Local competition consists of three apartment complexes with 128 total residential aparsments.
However, these complexes are primarily occupied by year-round residents receiving public assistance
subsidies (Section 8). These complexes are roughly 4 to 6 miles east of the subject. No new development
of apariments is planned or under construction. There are a number of smaller multiple-family dwellings
(2-6 units), single-family residences, and individual mobile homes currently used by College students for
housing,. However, the subject is the largest single provider of student housing in this market. Roughly
two thirds of the current enrollment ( 1,554 students) require student housing.

Historical Unaudited Financial Results

Sit forth in the table below are the historical unaudited revenues, operating expenses and net operating
income fior the Project for the year ended December 31. 2002 and for the four-month period ended April 30,
2003. The District is advised that the seller prepared this financial information on an accrual basis. Neither
District. the Borrower or the Underwriter have independently verified or validated the figures in the table, and
accordingly they do not take responsibility for the table.
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HISTORICAL UNAUDITED FINANCIAL RESULTS
for Years Ended December 31, 1999-2002

1999 2000 2001 2002
Income
Lodging s s s $ 48478
Remt 401,825 413,633 436,880 490,568
Total jacome S 401825 § 413633 § 436880 § 539.046
Expeuses
Advenising s 980 $ 1422 § 235 $ 2041
Autoand Travel 5.178 3992 2,445 564
Cleaning and Maintenance 22.388
Commisgions
Insurance 8.318 19.104 12,573 18,018
Legal andOther Professiona Fees 2567 412 2918 4,095
Management Fees -
Mortgage Interest 98.140 111,857 113,726 126,309
Ot her lmevest 19,282 2,337 711 -
Repairy 26.672 4.006 3.088 3914
Supplies 7.668 22979 17.634 42,617
Tanes 19,532 17.514 25,243 17,701
Utilities 50.153 53.464 63,003 59,536
Amartizason 110 120 B
Associmuon Dues 392 120 392 318
Licenses and Permits 25 279
Gardeming 1,440 _
Miscellaneoas 1,007 . 962 3.065
Telephane 1,996 2,669 2,134 2,218
Wages and Salaries 52,247 67,502 51,870 110,885
Office 4111 3.877 4893 10,377
BankFees 3,092 113 1.480 1.012
Credit CardFees 2032
Employee Expense 365
FRC 50/50 Pregram 2,205 - -
Outside Services 644 - 870 6.078
ActivityExpenses 1,705 1,183 713 672
Starage Fees 845 1.680
Rec/Game Room Supplies 1,077 203 564
Non-Recurring Repairs and
Mainenance
Total Espeases $ 308.406 $ 315,975 § 305880 § 496331
NetIocame $ 93,419 $ 97.658 s 131000 § 42715

Source: Income Tax Retums 1999 - 2001 and 2002 Ledger
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Cash Flow Assumption

Set forth below are certain assumptions which have been used for purposes of calculating the
following projection of revenues and debt service coverage. In addition, the District has been advised by
taxing authorities in the County that. upon the acquisition of the Project by the Borrower, the Project will no
longer be subject to ad valorem property taxation, as the Borrower is a charitable enterprise exempt from
properi.y taxation. Accordingly, the following cash flow projections makes no provision for property taxes
with respect to the Project.
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CASHFLOWASSWPTIONS*

Unit Mix
Monthly G ssPotentid
UnitType foflnits #ofBeds Rent Per Bad Rionth v Rert
1Bedroom- RA 3 3 $ $ -
2 Bedroom - RA 2 4 $ $ -
1 Bedroom - Double 47 83 $ 35 $ 36735
2Bedroom- Ooutle 15 60 5 365 $ 21,900
Total 67 160 $ 88538
Net Rentabie 62 153
Other Revenue Assumptions Totd
Addiond Reveswe
InsabrentP gyments $ 2520
Laundry 6.000
V endingMachine fioome 3,000
Damages 2000
Confrarces/Sgort Campud ~Sumamer 50,000
Tota AddtionaRevenue $ 520
AverggeVacacy Loss 10.00%
Expense Assumptions
Operating Espenses
Samies $ 147.120
Suppbes 500
Copies 3
Travel 00
Tetsghona/Catle 9,000
Comguter Supplies and Equipment 2,000
Postage 500
Secticlty and Gas 38.000
Sewer 10,000
Waste 5,500
Repairs and Replacement Reserve Fund Coritagion (Per Bed and Told) $ 175 28000
Property and Lisbilty Insurance 25,000
Advertsing 1,000
CreditCard Fees 1,900
Legal and Prufessional 1.600
OtherOffice 4,000
Total Oparating Expenses $ 275,120
Other Expenses
Isauerfee 0.10% $ 3415
TnsteeAnnual Fee 2008
Total Other Ezpenses $ 5415
TOTAL EXPENSES $ 280535
Infiston Rates Year 2 Years 330
Reverues 3.00% 3.00%
Expenses 3.00% 300%
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Projected Revenues and Projected Debt Service Coverage

The following tables set forth the coverage of the debt service on the Bonds which is projected to be
provided by Net Project Revenues for fiscal years 2003 through 2013. based on certain assumptions regarding
revenues and operating expenses as set forth in the footnotes to the tables. The table sets forth the projected
coverage assuming that the Project is exempt form property tax. Actual Net Project Revenues and resulting
debt service coverage may vary from those set forth below and such variation may be material
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PRO FORMACASHFLOW

Fiscal Year Endin g June 30 2004 {1 2005 2008 2007 2008 2009 2010 2011 2012 2013
REVENUE
Rental income
557.033 §73.743 580,958 608,634 626,945 645,753 665.126 685,080 705,632 726,801
Addltional iIncome
985.7981 65428 87388 69.410 71,492 73,637 75,846 78,122 80465 82,879
Groea Potentia) Reverme
852,824 639,169 658,344 678,094 698,437 719,390 740,972 763,201 786,097 809,680
Less: Vacancy
55,703 57374) (59,096 60,863) (62,694 64,575 86,513 68 508 70,563 72,630
GROSSEFFECTIVE REVENUE .
597,120 581,785 599,249 617.226 635,743 654,815 674,460 694,683 715,534 737,000
EXPENSES
Operating Exgsrses
(329,354) {263.374) (291.875) (300,631) (309,650) (318,939) (328,508) {338,363) (348,514) (358,989)
Issuer Fee
(3.415) {3,360) (3.275) (3.180) (3.070) (2,950) (2.815) (2.670) (2,520) (2,360)
Twstee Fee
{2,000) {2000) (2000) (2000) {2,000) (2,000) {2,000) (2000) {2000) _  (2000)
TOTAL EXPENSES
(334,769) (288,734) (297.150) (305,811) (314.720) (323,889) (333.323) (343,033) (353,034) (363,329)
NET OPERATING INCOME
262352 293,061 302,099 311,415 321,023 330,926 341,137 351,660 362,500 373,671
Debt Sesvice Reserve Fund Eamings
33,122 15,192 15,192 15.192 15,192 15.192 15.182 15,182 15.192 15,192
NET OPERATING INCOME BEFOREDEBT SERVICE
295,474 308,253 317,291 326,607 336,215 346.117 356,329 366,852 377,692 388,863
DEBT SERVICE
Amnual Debt Service
(241,779) (254.574) (261,085) (271,925) (276,838) (286,288) (290,044) (288,338) (291.400) (284,000)
TOTAL DEBT SERVICE
(241,779) (254,574) (261,085) (271,925) (276,838) (288,288) (290,044) (288,338) (291,400) {284,000)
DEBT SERVICE COVERAGE 1.22x 1.21x 1.22x 1.20x 1.21x 1.21x 1.23x 1.27x 1.30x 137x
Totel Breakeven Occuponcy 83.2% 82.6% 825% 83.0% 825% 82.7% 82.1% 80.7% 80.0% 78.1%
NETCASH FLOW
53.695 53,679 56.206 54,682 59377 59,830 86,265 78,515 86,292 104,863
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BONDHOLDERS’ RISKS

Introduction

Identified and summarized below are a number of “Bondholders® Risks* that could adversely affect
the operation of the Project and the security for the Bonds which should be considered by prospective
investors. The following discussion is not intended to be exhaustive. but includes certain ma jor factors which
should be considered along with other factors set forth elsewhere in this Official Statement. including the
Appenclices hereto.

Revenues from Operation of the Project

If the Borrower is unable to generate sufficient revenues from the operation of the Project (and from
amounts received from the District under the Occupancy Agreement) to pay i% operating expenses and
principal of and interest on the Bonds, an Event of Default will occur under the Bond Documents. Upon an
Event of Default, the Bonds may not be paid or may be paid before maturity or applicable redemption dates
and a forffeiture of redemption premiums may result. The Borrower’s ability to generate revenues and its
overall financial condition may be adversely affected by a wide variety of future events and conditions
including (i) a decline in the enrollment at the College, (ii) increased competition from other schools. (iii) loss
of accreditation, (iv) students’ failure to meet applicable federal guidelines or some other event which results
in students being ineligible for federal financial aid. and (v) an increase in the supply of housing available to
students; of the College within the area surrounding the Project.

Limited Obligations of the Authority

The Bonds constitute limited obligations of the Authority and have three potential sources of payment
(in addition to Bond proceeds and amounts held in the funds and accounts held under the Bond Documents,
and invstment earnings on those amounts). The sources of payment are as follows:

(1) Loan Payments received by the Trustee from the Borrower pursuant to the terms of the
Indenture and the Loan Agreement. as well as amounts paid by the District under the
Occupancy Agreement.

The Authority has no obligation to pay the Bonds except from Net Project Revenues derived from the
Loan Agreement and amounts paid by the District under the Occupancy Agreement. See Appendix C for the
definition of “Revenues”. The Bonds, together with interest and premium, if any, thereon. will not be or
constitute general obligations or indebtedness of the State, the District, or any other political subdivision of the
State, but will be limited obligations of the Authority. Neither the faith and credit nor the taxing power of the
State, the District or any other agency or political subdivision thereof or of the Authority is pledged to the
payment of the principal of, premium, if any, or the interest on the Bonds, and the owners of the Bonds, will
not hav: the right to compel any exercise of the taxing power of the State. the District or any other political
subdivision thereof to pay the Bonds, any premium thereon, or the interest thereon. Under the Loaa
Apgreement, the Borrower will be required to make loan repayments (the interest in which the Trustee has
received by assignment from the Authority) to the Trustee in such amounts and at such times as to enable the
Trustee to pay the principal of. premium, if any, and interest on the Bonds. See “SUMMARY OF
PRINCIPAL FINANCING DOCUMENTS - THE INDENTURE — Bond Fund™ in Appendix C hereto. The
loan payments are anticipated, however, to be derived solely from (i) revenues generated by operation of the
Project and (ii) amoun® paid by the District under the Occupancy Agreement. Furthermore, the Borrower’s
ability to meet its obligations under the Loan Agreement will depend upon achieving and maintaining certain
occupancy levels at the Project throughout the term of the Bonds. However. no assurance can be made that the
Borrower will generate sufficient revenues from the Project to pay maturing principal of, premium, if any, and
interest on the Bonds after payment of operating expenses of the Project. In addition, the obligations of the
Districi under the Occupancy Agreement are subject to annual appropriation of funds sufTiclent for that
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purpose. No assurance can be made that the District will appropriate sufficient funds to meet all of its
obligations under the Occupancy Agreement. To the extent that a deficiency in occupancy of the Project
arises from financial or other difficulties experienced by the District, these same circumstances may
adversely impact the ability of the District to appropriate fands sufficient to make payments nnder the
Occupancy Agreement. '

(2) Revenues received from operation of the Project by a receiver upon a default under the

Indenture.

It has been the experience of lenders in recent years that attempts to have a receiver appointed to take
charge of properties with respect to which loans have been made are frequently met with defensive measures
such as the initiation of protracted litigation and the initiation of bankruptcy proceedings. Such defiensive
measures can prevent the appointment of a receiver or greatly increase the expense and time involved in
having a receiver appointed. Accordingly. prospscts for uninterrupted payment of principal and interest on the
Bonds in accordance with their terms are largely dependent upon payments from the Borrower and the District,
as described in the preceding paragraph. which is dependent upon the success of the Borrower in the operation
of the Project. as well as the financial condition of the District.

3) Proceeds realized from the sale or lease of Borrower’s interest in the Project to a third party
by the Trustee at or following foreclosure by the Trustee of the Deed of Trust and proceeds
realized from the liquidation of other security for the Bonds.

Debtors frequently employ defensive measures, such as protracted litigation and bankruptcy
proceedings. in response to lenders” efforts to foreclose on real property or otherwise to realize upon collateral
to satisfy indebtedness which is in default. Such defensive measures can prevent. or greatly increase the
expense and time involved in achieving, such foreclosure or other realization. In addition. the Trustee could
experience difficulty in selling or leasing the real and personal property portion of the Project upon foreclosure
due to the special purpose nature of a student housing facility. and the proceeds of such sale may not be
sufficient to pay fully the owners of the Bonds. See “BONDHOLDERS’ RISKS - Liquidation of Security
may not be Sufficient in the Event of a Default™ herein.

Limited Resources of the Borrower; Other Activities of the Borrower

Other than its ownership of the Project, the Borrower has limited additional revenues and assets. In
particular, the Borrower operates a fitness and health club center. See “THE BORROWER - General” herein.
Furthermore, the Bonds are secured only by the operations and assets of the Project. Therefore, timely
payment of principal of, premium. if any, and interest on the Bonds will be dependent upon the Borrower’s
ability to generate revenues from the Project, and any amounts paid by the District under the Occupancy
Agreement, sufficient to pay its operating expense and Loan Payments under the Loan Agreement. If after
payment of operating expenses, net revenues are insufficient to pay the debt service on the Bonds, the
Borrower likely will have no moneys or assets other than the Project from which to make the payments
required under the Loan Agreement and would rely on payments from the District to the extent funds are
appropriated for such purpose.

As noted above, the Borrower also owns and operates a health club and fitness facility. No current
audited information conceming the Borrower or its undertakings and activities is available. To the extent these
or other assets of the Borrower are not operated on at least a break even basis, the potential exists that the
Borrower could realize financial difficulties. In the event that the Borrower were to seek relief under the
Bankruptcy Act, or be the subject of an involuntary petition in bankruptcy, the operations and activities of the
Borrower, including the Project, would likely be adversely affected.
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Required Occupancy Levels and Rents; District Annual Appropriation

In order for the Borrower to generate sufticient revenues to enable it to make.the loan payments at the
times required under the Loan Agreement, the Project must meet certain occupancy levels and collect a certain
level of rental payments. See “THE PROJECT—Debt Service Coverage” herein. There can be no assurance.
however. that the Project will be able to meet and maintain such required occupancy and rent levels. As
described herein. under the Occupancy Agreement. the District has agreed to make certain payments to the
Borrowzr. which have been assigned to the Trustee. in the event that occupancy of the Project (excluding
resident assistants and employees of the Borrower) falls below 90%. The obligation of the District to make
such payments under the Occupancy Agreement is subject to the act of the Board of Trustees of the District in
appropriating funds sufficient for that purpose. No assurance exists that, in the event occupancy in the Project
falls below 90%. that such amounts will be appropriated by the District to provide for payments under the
Occupancy Agreement. If the District fails to appropriate amounts owed under the Occupancy Agreement in
any Fiscal Year, the Occupancy Agreement would terminate. and the District would have no further
responsibility for payments thereunder. See *“BONDHOLDERS" RISKS.”

Special Use Nature of the Project

The Project was constructed to serve as a student housing facility and is located adjacent to the
campus of the College. If it were necessary to foreclose on the Project pursuant to the Deed of Trust upon an
Event of Default. the special use nature of the Project may curtail the purchase price that could be obtained,
and the net proceeds received may be less than the principal amount of Bonds Outstanding. For all practical
purposes, payment of the Bonds will be dependent upon the continued operation of the Project. which in turn
will depend on student housing demand at the College, as well as any payments by the District under the
Occupancy Agreement.

Enforceability of Remedies

The Bonds are payable from the Revenues, including payments to be made under the Loan
Agreement, the Occupancy Agreement and the Indenture. The payments to be made under the Loan
Agreement are secured by (i) a first security interest in and to the Borrower’s interest in the Project pursuant to
the Deed of Trust, (ii)an assignment and pledge of (a)the Borrower’s interest in the rents. issues, profits,
revenues, income, receipts, moneys, royalties. rights and benefits of and from the Project and from and in
connection with the Borrower’s ownership. occupancy, use, or enjoyment of the Project. and (b) all leases of
all or part of the Project and any and all tenant contracts, rental agreements, franchise agreements. management
contracts, construction contracts, concessions. and other contracts. expenses, and permits pursuant to the Deed
of Trust. (iii) all amounts payable by the Diswrict under the Occupancy Agreement, and (iv) a grant of a
security interest in the Revenues. all subject to Permitted Encumbrances. Pursuant to the Indenture. the Bonds
are secured by the Revenues. including the assignment by the Authority to the Trustee of and by a grant of a
security interest in, the Authority’s interest in the Loan A greement. the Occupancy Agreement and the Deed of
Trust. The practical realization of value upon any default will depend upon the exercise of various remedies
specified by the Bond Documents. These and other remedies may, in many respects, require judicial actions,
which are often subject to discretion and delay. Under existing law (including, particularly, federal bankruptcy
law). the remedies specified by the Bond Documents may not be readily available or may be limited. A court
may decide not to order the specific performance of the covenants contained in the Bond Documents.

Limitations on Remedies and Bankruptcy

The rights and remedies provided in the Indenture, the Occupancy Agreement and the Loan
Agreement may be limited by and are subject to banknuptcy, insolvency, reorganization, moratorium,
fraudulent conveyance and other similar laws affiecting creditors’ rights. to the application of equitable
principles if equitable remedies are sought, and to the exercise of judicial discretion in appropriate cases and to
limitations on legal remedies against public agencies in the State of California. The various opinions of
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counsel to be delivered with respect to such documents, including the opinion of Bond Counsel (the form of
which is attached as Appendix D), will be similarly qualified.

The enforcement of the remedies provided in the Loan Agreement, the Occupancy Agreement and the
Indenture could prove both expensive and time consuming. In the event of a default. the rights and remedies
provided in the Loan Agreement, the Occupancy Agreement and Indenture may be limited by and are subject
to provisions of the federal bankruptcy laws. as now or hereafter enacted, and to other laws or equitable
principles that may affect creditors’ rights. If the Borrower were to file a petition under the Bankruptcy Code
(Title 11, United States Code), the Bondholders and the Trustee could be prohibited or severely restricted from
taking any steps to enforces its rights under the Loan Agreement and fi'om taking any steps to collect amounts
due from the Borrower under Loan Agreement.

Effiect of Determination of Taxability

The Borrower will covenant not to take any action that would cause the Series A Bonds to be arbitrage
bonds or that would otherwise adversely affect the federal income tax status of interest on the Series A Bonds.
The Borrower has also made representations with respect to certain matters within its knowledge which have
been relied on by Bond Counsel and which Bond Counsel has not independently verified. Failure to comply
with such covenants could cause interest on the Series A Bonds to become subject to federal income taxation
retroactively from their date of issuance.

It is possible that a period of time may elapse between the occurrence of the event which causes
interest to become taxable and the determination that such an event has occurred. In such a case, interest
previously paid on the Series A Bonds could become retroactively taxable from the date of their issuance.
Additionally, certain owners of Series A Bonds are subject to possible adverse tax consequences. See “TAX
EMEMPTION ” herein.

Absence of Earthquake Insurance

Much of Califomia is seismically active, with numerous faults that could be earthquake sources. The
Borrower is not obligated under the Bond Documents to procure and maintain, or cause to be procured and
maintained, earthquake insurance on the Project. Thus, if seismic activity caused significant damage to the
Project. the value of such property could be adversely affected. The Borrower believes that the Project is not
located in a site which has experienced seismic activity in recent years. While no assurance exists that seismic
activity may be eliminated as a concern, the Borrower believes that the likelihood of significant seismic
activity in the area of the Project is small.

Market for the Bonds

There can be no assurance that a secondary market exists, or that the Bonds can be sold for any
particular price. Accordingly, a purchaser of the Bonds should recognize that an investment in the Bonds may
be illiquid and be prepared to have his or her fimds committed until the Bonds mature or are redeemed.

Consequences of Changes in the Borrower’s Tax Status

The Borrower has obtained a determination letter from the Internal Revenue Service stating that it will
be treated as an exempt organization as described in Section 501(c)(3) of the Code and can reasonably be
expected to not be classified as a “private foundation.” In order to maintain its exempt status and to not be
considered a private foundation, the Borrower is subject to a number of requirements affecting its operation.
The possible modification or repeal of certain existing federal income tax laws, the change of Internal Revenue
Service policies or positions, the change of the Borrower’s method of operations, purposes or character or
other factors could resnlt in loss by the Borrower of its tax-exempt status.
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The Borrower has covenanted to remain eligible for such tax-exempt status and to avoid operating the
Project as an unrelated trade or business (as detennined by applying §512(a) of the Code). Failure of the
Project to remain so qualified or of the Borrower so to operate the Project could affeect the funds available to
the Borrower for payments under the Loan Agreement by subjecting the Borrower to federal income taxation
and could result in the loss of the excludability of interest on the Series A Bonds from gross income for
purposes of federal income taxation. Potential investors should note that in such event, the provisions of the
Indenture relating to a Determination of Taxability may be applicable. See “BONDHOLDERS’ RISKS —
Effeect of Determination of Taxability™ above.

Taxation of the Bonds

An opinion of Bond Counsel has been obtained as described under “TAX EXEMPTION™ herein.
Such an opinion is not binding on the Intemal Revenue Service. Application for a ruling from th: Internal
Revenue Service regarding the status of the interest on the Series A Bonds has not been made. The opinion of
Bond Counsel contains certain exceptions and is based on certain assumptions described herein under the
heading “TAX EXEMPTION.” Failure by the Authority or the Borrower to comply with certain provisions of
the Code and covenants contained in the Indenture and the Loan Agreement could result in interest on tbe
Series /A Bonds becoming includable in gross income for federal tax purposes.

No Indcpendent Feasibility Study

The Borrower has not caused the perforance of an independent feasibility study or financial analysis
of the Project.

LITIGATION

The Authority. There is no litigation now pending or, to the best knowledge of the Authority,
threatened against the Authority which restrains or enjoins the issuance or delivery of the Bonds or questions
or affects the validity of the Bonds or the proceedings and authority under which they are to be issued or which
in any manner questions the right of the Authority to enter into the Indenture or the Loan Agreement or to
secure the Bonds in the manner provided in the Indenture. To the Authority’s knowledge, neither the creation,
organization, or existence of the Authority, nor the title of the present members or other officers of the
Authority to their respective offices, is being contested or questioned.

The Borrower. There is no litigation now pending or, to the best knowledge of the Borrower,
threatened against the Borrower which in any manner questions the right of the Borrower to enter into or
perform its obligations under the Loan Agreement, the Occupancy Agreement or the Deed of Trust.

The District. There is no litigation now pending or, to the best knowledge of the District, threatened
against the District which in any manner questions the right of the District to enter into or perfiorm its
obligations under the Occupancy Agreement.

On the Closing Date, the Authority, the Borrower and the District will each deliver to the Underwriter
a certificate that no litigation is pending or threatened against it which would have a material effect on the
issuance of the Bonds or performance under the Indenture, the Occupancy Agreement, the Loan Agreement,
the Deed of Trust or any document related thereto.

TAX EXEMPTION
In the opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, San Francisco.
California, Bond Counsel, under existing statutes. regulations. rulings and judicial decisions, and assuming

certain representations and compliance with certain covenants and requirements described herein, interest (and
original issue discoumt) on the Series A Bonds is excluded from gross income for federal income tax purposes,
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andisnotan item of tax prefierence for purposes of calculating the fiederal alternative minimum tax imposed on
individuals and corporations. Bond Counsel notes that. with respect to corporations, interest on the Series A
Bonds may be included as an adjustment in the calculation of altemative minimum taxable income which may
affect the alternative minimum tax liability of such corporations. In the further opinion of Bond Counsel.
interest (and original issue discount) on the Series A Bonds and the Series B Bonds is exempt fiom State of
California personal income tax.

Bond Counsel’s opinion as to the exclusion from gross income of the interest (and original issue
discount) on the Series A Bonds is based upon certain representations of fact and certifications made by the
Authority, the Borrower and others and is subject to the condition that the Authority and the Borrower comply
with all requirements of the Internal Revenue Code of 1986. as amended (the “Code™), that must be satisfied
subsequent to the issuance of the Series A Bonds to assure that the interest (and original issue discount) on the
Series A Bonds will not become includable in gross income for federal income tax purposes. Failure to
comply with such requirements of the Code might cause the interest (and original issue discount) on the Series
A Bonds to be included in gross income for federal income tax purposes retroactive to the date of issuance of
the Series A Bonds. The Authority and the Borrower have covenanted to comply with all such requirements.

In addition, the diffeerence between the issue price of a Bond (the first price at which a substantial
amount of the Series A Bonds of a maturity is to be sold to the public) and the stated redemption price at
maturity with respect to the Bond constitutes original issue discount. Original issue discount accrues under a
constant yield method, and original issue discount will accrue to a Bondowner before receipt of cash
attributable to such excludable income. The amount of original issue discount deemed received by a
Bondowner will increase the Bondowner’s basis in the applicable Bond. The amount of original issue discount
that accrues to the owner of the Bond is excluded from gross income of such owner for fiederal income tax
purposes, is not an item of tax prefierence for purposes of the federal alternative minimum tax imposed on
individuals and corporations, and is exempt from State of California personal income tax. A complete copy of
the proposed opinion of Bond Counsel is set forth in Appendix D.

The amount by which a Bondholder’s original basis for determining loss on sale or exchange on the
applicable Bond (generally the purchase price) exceeds the amount payable on maturity (or on an earlier call
date) constitutes amortizable bond premium which must be amortized under Section 171 of the Code. Such
amortizable bond premium reduces the Bondholder’s basis in the applicable Bond (and the amount of tax-
exempt interest received), and is not deductible for federal income tax purposes. The basis reduction as a
result of the amortization of Bond premium may result in a Bondholder realizing a taxable gain when a Bond
is sold by the owner for an amount equal to or less (under certain circumstances) than the original cost of the
Bond to the owner. Bond purchasers should consult their own tax advisors as to the treatment, computation
and collateral consequences of amortizable bond premium.

In addition, Bond Counsel has relied on the opinion of Dwaine Chambers, Esq., School Legal
Services. Bakersfield, California (“Borrower’s Counsel”) regarding the current qualification of the Borrower
as an organization described in Section 501(c)(3) of the Code. Neither Bond Counsel nor Borrowers’ Counsel
can give or has given any opinion or assurance about the future activities of the Borrower, or about the effeect
of future changes in the Code, the applicable regulations, the interpretation thereof., or the resulting changes in
enforcement thereof by the Internal Revenue Service. Failure of the Borrower to be organized and operated in
accordance with the Internal Revenue Service’s requirements for the maintenance of its status as an
organization described in Section 501(c)(3) of the Code may result in interest on the Series A Bonds being
included in gross income, possibly from the date of original issuance of the Series A Bonds.

Bond Counsel’s opinions may be affiected by actions taken (or not taken) or events occurring (or not
occurning) after the date hereof. Bond Counsel has not undertaken to determine, or to inform any person,
whether any such actions or events are taken or do occur. The Indenture and the Tax Certificate relating to the
Series A Bonds permnit certain actions to be taken or to be omitted if a favorable opinion of Bond Counsel is
provided with respect thereto. Bond Counsel expresses no opinion as to the exclusion from gross income of
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the interest (and original issue discount) on the Series A Bonds for federal income tax purposes if any such
action is taken or omitted based upon the advice of counsel other than Stradling Yocca Carlson & Rauth.

Although Bond Counsel has rendered an opinion that the interest (and original issue discount) on the
Series A Bonds is excluded from gross income for federal income tax purposes provided that the Borrower
continues to comply with certain requirements of the Code, the ownership of the Series A Bonds and the
accrual or receipt of interest (and original issue discount) with respect to the Series A Bonds may otherwise
affiect the tax liability of certain persons. Bond Counsel expresses no opinion regarding any such tax
consequences. Accordingly, before purchasing any of the Series A Bonds. all potential purchasers should
consult their sax advisors with respect to collateral tax consequences relating to the Series A Bonds.

Legislation affecting municipal obligations is continually being considered by the United States
Congress. There can be no assurance that legislation enacted after the date of issuance of the Bonds will not
have an adverse affiect on the tax-exempt status of the Series A Bonds. Legislation or regulatory actions and
proposals may also affiect the economic value of tax exemption or the market price of the Series A Bonds.

UNDERWRITING

The Bonds are being purchased for reoffering by the Underwriter. The Underwriter has agreed to
purchase the Bonds at the purchase price of $3.277,903 (representing the aggregate principal amount of the
Bonds 3 $3,415,000 less an original issue discount of $51,722 and less an underwriter’s discount of $85,375).
The Bond Purchase Agreement relating to the Bonds provides that the Underwriter will purchase all of the
Bonds. if any are purchased. The obligation to make such purchase is subject to certain terms and conditions
set forth in such Bond Purchase Agreement.

The Underwriter may offer and sell the Bonds to dealers and others at a price lower than the offering
price stated on the cover page hereof. The offiering price may be changed from time to time by the
Underwriter.

RATING

The Bonds have been assigned a rating of “BBB-" by Standard & Poor’s Ratings Services (“S&P™)
based on the bond insurance policy issued by the Insurer concurrently with the issuance of the Bonds. An
explanation of the significance of such rating may be obtained from S&P. The rating reflects only the views of
S&P. :nd neither the Authority, the Borrower. nor the Underwriter makes any representation as to the
appropriateness of such rating.

There is no assurance that such rating will continue for any given period of time or that it will not be
revised downward or withdrawn entirely by S&P if, in the judgment of S&P, circumstances warrant. Any such
downward revision or withdrawal of such rating may have an adverse affect on the market price of the Bonds.

LEGAL MATTERS

Certain legal matters pertaining to the Authority and its authorization and issuance of the Bonds are
subject to the approving opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, San
Francisco, Califonia, Bond Counsel, the form of which is included as Appendix D hereto. Certain legal
matters will be passed on for the Authority by Stradling Yocca Carlson & Rauth, a Prof essional Corporation,
San Francisco, California, and for the Borrower by Dwaine Chambers, Esq., Schools Legal Service,
Bakersfield, California, and for the Uaderwriter by Patton Boggs LLP, Washington, D.C.

Bond Counsel’s employment is limited to a review of the legal proceedings required for the
authorization of the Bonds and to rendering the opinion referred to herein. Such opinion will not consider or
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extend to. except as to Appendix C of, this Official Statement. or any sections, documents, agreements,
representations, offering circulars or other material of any kind concemning the Bonds.

CONTINUING DISCLOSURE

The Borrower has covenanted in a Continuing Disclosure Agreement. dated the date of delivery of the
Bonds (the “Continuing Disclosure Agreement”). for the benefit of the holders and beneficial owners of the
Bonds to provide certain fmancial infonmation and operating data relating to the Borrower by December 31 of
each year (the “Annual Report™), commencing December 31. 2003, and to provide notices of the occurrence of
certain enumerated events, if material. The Annual Report and the notices of material events will be filed by
the Borrower with each Repository identified in the Continuing Disclosure Agreement. The specific nature of
the infonnation to be contained in the Annual Report and the notice of material events is set forth in
Appendix F - “Form Of Continuing Disclosure Agreement™ hereto. These covenants have been made in order
to assist the Underwriter in complying with Rule 15¢2-12(b)(5) pramulgated under the Securities Exchange
Act of 1934. The Borrower has not previously entered into any other continuing disclosure undertaking. The
Authority is not an obligated party and has no responsibilities to disclose further information.
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MISCELLANEOUS

This Of¥icial Statement is not to be construed as a contract or agreement between the Authority, the
Borrower or the Underwriter and the purchasers or owners of any of the Bonds. The Borrower will represent
to the Underwriter in the Bond Purchase Agreement that the information contained in this Official Statement,
except under the headings “THE AUTHORITY,” “UNDERWRITING.” and “TAX MATTERS,” does not
contain any misrepresentation of a material fact and does not omit to state any material fact necessary to make
the statements herein contained. in light of the circumstances under which they were made. not misleading.

The references herein to the Loan Agreement. the Occupancy Agreement, the Indenture and the Deed
of Trust. constitute a brief outline of certain provisions thereof. Such outline does not purport to be complete
and for full and complete statement of such provisions reference is made to said documents. Copies of the
Loan Agreement. the Occupancy Agreement, the Indenture and the Deed of Trust are available for inspection
at the offices of the Borrower and the Authority and following delivery of the Bonds will be on file at the
Principal Office of the Trustee in Los Angeles. California.

Refierences are made herein to certain documents and reports which are brief summaries thereof which
do not putport to be complete or definitive. Reference is made to such documents and reports for full and
complete statements of the content thereof.

The Borrower has duly authorized the use of this Official Statement in connection with the offering of
the Bonds.

FEATHER RIVER COLLEGE FOUNDATION. INC.

By _{s/ John Breaux

President
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APPENDIX A

ECONOMY OF PLUMAS COUNTY

Generilly

The Project is located in Plumas County (the “County™), in northeastern California, where the Sierra
Nevada and Cascade mountain ranges meet. Plumas County includes mountain peaks. timbered hills and
fertile valley. with more than 100 lakes, 1.000 miles of rivers and streams. and over a million acres of national
forest. Elevations in the County range from 1,800 feet to over 8,000 feet. The County is approximately 150
miles northeast of Sacramento and 80 miles west of Reno. Nevada. Two major highways traverse the County:
Highway 70. running east-west, and Highway 89, running north-south. Almost 70 percent of the County"s
1.675,7:80 acres are publicly owned. primarily under the control of the U S. Forest Service. The major industry
in the County includes not only the cutting, harvesting and fmishing of lumber of other forest products, but
also tourism related to recreational opportunities in the area.

Population

The following table lists population figures for the County and the State for the years shown
below.

COUNTY OF PLUMAS
Population Estimates
Calendar Years 1996 through 2002

Calendar County of State of
Year Blumas Californi
1996 20.800 31.837.000
1997 20850 32.207.000
1998 20900 32,657.000
1999 20800 33.140.000
2000 20.750 33.753.000
2001 20.850 34,385.000
2002 21.000 35,037.000

Source: State Deparanent of Finance estimates (as of January 1)
Industry and Employment

The California Employment Development Department estimates that, as of December 31, 2001,
the civilian labor force for residents of the County was 9,870, of whom 9,040 were employed. The
unad jusited unemployment rate as of December 31, 2001 was approximately 8.4%. Unemployment rates
are not available for the District. With respect to the County and the State, the following table
summarizes the civilian labor force, employment and unemployment for the calendar years 1993 through
2002:
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Year

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

METROPOLITAN STATISTICAL AREA (PLUMAS COUNTY)
Civilian Labor Force, Employment and Unemployment

Area

Plumas County
California
Plumas County
Califiornia
Plumas County
California
Plumas County
California
Plumas County
California
Plumas County
California
Plumas County
California

Plumas County
California

Plumas County
California

Plumas County
California

Source: State of Califiornia, California Employment Development Departinent.

Calendar Years 1993 through 2002

Annual Averages
LaborForce Employment
9,710 8,260
15,359,500 13.918.300
10,080 8.650
15.450,000 14,122,100
9.830 8.520
15.412.200 14,202.800
9.930 8.750
15.551.600 14,391.500
9.910 8.880
15.947.300 14.942.500
9.740 8,740
16.336.500 15,367,500
9,500 8,650
16.596.500 15.731,700
9.760 8.950
17.090.800 16.245.600
9.870 9,040
17.182,900 16,260,160
10.120 9,210
17.404.600 16.241.800
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Unemployment

1.450
1,441.100

1.430
1,327,900

1310
1.209,400

1,190
1.120.100

1.030
1.004.700

1.010
969.000

860
864.800

810
845.200

830
912.800

910
1.162.800

Unemployment
Rate

14.9
9.4

14.2
8.6

13.3
7.8

119
7.2

10.4
6.3

10.3
5.9

9.0
5.2

8.3
49

8.4
5.4

9.0
6.7



Goods-producing industries (mining. manufacturing. and construction) accounted for 17.5% of all the
non-agricultural jobs in Sacramento County in 2081, compared with 18.9% for the nation. Service-based jobs
accounted for 47.9% of the County jobs. compared with 65.2% for the nation. Government jobs account for
34.5% of Plumas County employment compared with 15.9% for the nation, with the higher distribution of
government jobs due largely to the presence of the management of the forest service lands.

Thelargest employers in the Plumas County area include:

Plumas County Major Private Employers
cdhhiny Product/Service Employees
Sierra Pacific industries Lumber Mill / Bectric Generator 300
Coliins Pine Company Lumber Mill / Electric Generator 210
Union Pacific Rairoad Rairoad 185
Plumas Bank Financial Services 113
Feather Publishing Newspaper g7
Padific Gas & Electric Utiity 88
American Valley Aviation Airplane Salvage / Parts 55
Alamanor Manufacturing Metals Fabrication 43
Triogy Maéneiiﬁs Computer Companents 31
Culver Fiber & Fuel Forestry 25

Construction Trends

Provided below are the building permits and valuations for the County for calendar years 1998
through 2002,

COUNTY OF PLUMAS
Building Permit and Valuations
For Years 1998 through 2002
(dollars in thousands)
1998 1999 2000 2001 2002

Residential

- Single Family $13,307 $10.243 $24,780 $25,339 $33.475

- Multi Family 0 0 Q 0 ._ 309
SUBTOTAL 13.307 10.243 24.780 25,339 33,984

- Alterations/Addisions 9% 113 788 334 1,083
TOTAL $13.405 $10.356 $25.568 $25,673 $35,067
Nen-Reidential

New Construction $450 $631 $1.170 $501 $1,595

Alterations/Additions 39 103 _671 347 _ 384
TOTAL $489 $734 $1,841 $848 $1.979
TOTAL PERMIT VALUATION  $13,894 $11.090 $27.409 $26.521 $37.046

Source: Califiornia Residential Building Permit Activity
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Effiective Buying Income

“Effective Buying Income” is defined as Money Income less personal tax and nontax payments, a
number often referred to as “disposable” or “after-tax” income.

Money income is the aggregate of wages and salaries, net farm and nonfiarm self-employment
income, interest, dividends. net rental and royalty income, Social Security and railroad retirement income,
other retirement and disability income, public assistance income, unemployment compensation, Veterans
Adminiswation payments, alimony and child support, military family allotmens, net winnings from
gambling, and other periodic income.

Deducted from this total money income are personal income taxes (fiederal. state, local), personal
contributions to social insurance (Social Security and federal retirement payroll deductions), and taxes on
owner-occupied nonbusiness real estate.

Receipts from the following sources are not included as money income; money received from the
sale of property (unless the recipient is engaged in the business of selling property); the value of income
“in kind” from food stamps, public housing subsidies, medical care, employer contributions for persons,
etc.; withdrawal of bank deposits; money borrowed; tax refunds; exchange of money between relatives
living in the same household; gifts and lump-sum inheritances, insurance payments, and other types of
lump-sum receipts.

Due to changes implemented in 1996 in the method of calculating Effective Buying Income, prior
years are not directly comparable with statistics for 1996. The following table summarizes the total
effective buying income for the County, the State and the United States for the period 1997 through 2001.

A-4



COUNTY OF PLUMAS
Effective Buying Income
As of January 1, 1997 through 2001

Total Effective Median Household
Buying Income Effiective Buying

Year Area (800°s Omitted) Income
1997 Plumas County $265.583 $29.574
California 524.439.600 36.483
United States 4.399.998,035 34618
1998 Plumas County $283.257 $25.306
California 551,999.317 37.091
United States 4.621.491.738 35.377
1999 Plumas County $299.578 $27.320
California 590.376.663 39.492
United States 4.877.786.658 37.233
2000 Plumas County $331.851 $29.717
Califomia 652.190.282 44,464
United States 5,230.824,904 39.129
2001 Plumas County $336.698 $30.417
Califomia 650,521.407 43.532
United States 5.303.481.498 38,365

Source: Sales & Marketing Management Survey of Buying Power.

Note: Not comparable with prior years Effiective Buying Income is now based on money income (which does not
take int» account sale of property. taxes and social security paid. receipt of food stamps. etc.) versus personal
income.



Commercial Activity

During the calendar year of 2001, total taxable sransactions in the County were $192,957 or
0.97% greater than total taxable wransactions of $187,401 that occurred in the County during the calendar
year of 2000. A summary of historic taxable sales within the County during the past six years is shown in
the following table.

COUNTY OF PLUMAS

Taxable Transactions

(dollars in thousands)
Retail Stores Total Outlets

Permits on Taxable Pernmits on Taxable

Year July1 Transactions ulv 1 Transactions
1996 432 $90.867 651 $147,239
1997 422 96.036 647 157.297
1998 398 94,675 649 155.033
1999 424 101,888 576 168.147
2000 43] 110.800 613 187.401
2001 426 113.417 633 192,957

Source: State Board of Equalization.
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APPENDIX B

GENERAL INFORMATION CONCERNING THE DISTRICT AND
AUDITED FINANCIAL INFORMATION FOR THE TWELVE MONTH PERIOD
ENDED JUNE 30,2002

General Description

Founded in 1968, Feather River Community College (the “College™) is one of 108 community
colleges in California. The College offers two-year Associate degrees and certificates to students planning to
transfer to four-year institutions or enter the world of work immediately. The College is fully accredited by the
Western Association of Schools and Colleges.

The College sits on a 266-acre campus on a mountainside forested with pine and oak. The campus
provides a sanctuary for self-discovery, study and recreation. The surrounding Plumas County forest, with
hundreds of miles of trails and rivers, lakes, and a four-season climate. provides an outdoor laboratory and
playground for the College’s students. In addition to classrooms. laboratories, and modem technology, the
campus features a trout hatchery capable of producing 50,000 fingerlings a year. an equestrian ce:nter with
horse boarding capabilities, and state-of-the-art athletic facilities.

The students enjoy the opportunity to study traditional transferable majors and vocational programs in
unique subjects such as environmental studies. outdoor recreation leadership. and pack station and stable
operations. These programs and the attractive location draw many students from outside the local area.

Feather River Community College serves the 20,000 residents of rural Plumas County by offiring day,
evening. weekend, and online classes primarily at the main campus in Quincy, and at the Chester Campus in
the nozth county. Students of neighboring Sierra County, which is located 55 miles from the main campus, are
also served by the College.

The College’s environment allows students to study in a friendly. informal atmosphere by a faculty
and staff dedicated to student growth. Students work closely with counselors and advisors to identify and
schedule classes needed for specific majors. The College offers support services to help students build self-
confidicnce, understand the importance of education and the processes involved in succeeding in higher
education.

The stafT of the College fosters an environment where students meet the challenges of college life and
prepare for the fisture. Career counseling and seli-discovery programs help students identify their interests and
develoy career plans leading to employment. Academicadvisors guide students in planning a program of study
and identifying and scheduling classes. Free tutoring and review classes help ensure college success. This
commitment to provide support services and to promote student success has assisted students academically,
and the College continues to hold one of the highest graduation rates in the state. For nine consecutive years.
Feather River students have been won placement on the California Community College All Academic Team.

In addition to attracting outdoor majors, the College draws many student-athletes. The College
participates in intercollegiate men's and women's basketball, men's baseball and football. women's softball, and
women's volleyball. A large number of the College’s full-time students participate in athletics. The athletics
department strives to send graduates to play their sports at a higher level, while continuing to pursue their
educational goals.
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Reasons for the Project

The College has experienced a growth in full-time student enrollment in the past five years—with an
11.5% increase from 2000 to 2001. Because of the small county population, most of the College’s students are
drawn from outside the local area. Most students curently seek housing at the privately owned Feather River
Apartments. or with assorted homeowners in and around the local area. New students in search of viable
housing is a recurrent issue each fall, and often students are housed with faculty and staff until a rental
becomes available.

Faced with the issue of a lack of student housing, the administrators of Feather River Community
College District (the “District™) conducted a cost / affordability analysis of building on-campus dormitories.
The College’s dorms of similar size to the Feather River Apartments were projected to cost $7.1 million. To
save the District the high costs of financing dorms, and in turu, to allow the students to pay lower rents, the
Feather River College Foundation (referred to herein as the “Borrower”) determined to purchase the privately
owned Feather River Apartments, which are located adjacent to the campus.

The Feather River Apartments are larger in size than typical college dormitories, and also have
amenities (private bathrooms, kitchens. living rooms. balcony) that dorms typically lack. With the Botrower as
the owner of the Feather River Apartments, the District expects that student housing will be operated at a lower
cost than the District could operate dorms. Additionally, the purchase of apartments by the FRC Foundation is
anticipated by the District to reduce the competition that would potentially exist if the District built dorms and
the apartments remained outside of Borrower/District control. The proposed purchase of the apartments by the
Borrower will prevent these existing and adjacent facilities from being sold to future owners who may be less
inclined to support student housing.

There are fewer than 50 graduates of Quincy high school each year, and only 200 high school
graduates in Plumas and Sierra counties annually. This requires the College to recruit outside the local area.
The Califomia Community College Chancellor’s Office has granted the District the exclusive right to recruit
statewide because of its unique location and small service area. Legislation, SB2000 “Good Neighbor policy,”
has been enacted so Nevada students can attend the College at reduced nonresident tuition. Thirty-seven 37%
of the College’s fulltime students (148 of 253 students) were athletes in the fall 2003 semester. Because the
local population provides a small amount of students to the College. fewer than five of those student athletes
are fromlocal high schools.

The District is concemed with all aspects of a student’s college experience, including quality of life.
Many students atthe College are those who are not ready for the pressures and responsibilities of life at a four-
year school. Often their experience at the College is the first away from home, and their parents are very
concemed about their safety and supervision. The creation of a safe, controlled living environment by the
Borrower and the District in the apartments is essential to a student’s ultimate decision to attend the College.

Organization and Administration

The District is governed by the Board of Trustees. The general administrative powers of the Board
include the power to enact ordinances for the govemance of the institution under its control, the setting of fees,
the appointment and employment of the District’s administrators and faculty, and the establishment of
curricula. The administrative officers of the District are responsible for its operation and maintenance in
accordance with the rules and policies established by the Board.

Set forth below is a list of the Board of Trustees and principal administrators of the District.



FEATHER RIVER COMMUNITY COLLEGE DISTRICT BOARD OF TRUSTEES

Name Position Term Expires

Dr. Irene Burkey President. Trustee Area V November 2004
Mr. William Elliott Vice President. Trustee Area Il November 2004
Mr. Michael Cassity Trustee. Area IV November 2004
Mr. Rohert Marshall Trustee, Area | November 2004
Mr. John Sheehan Trustee. Area 111 November 2004
Mr. Joshua Herring Student Trustee November 2004

FEATHER RIVER COMMUNITY COLLEGE DISTRICT ADMINISTRATION

Name Position

Dr. Susan Carroll Superintendent/President

Mr. Ron Groh Assistant Sunerintendent/Business Services
Dr. Michael Bagley Dean of Instruction

Mr. Paul Thein Dean of Students

Mr. Al Alt Human Resources Director

Mr. Rand Groh Information Systems Manager

Mr. Ralph Schroeder Director of Physical Plant

Faculty and Staff

The full-time faculty of the College totaled 31 during the Fall Semester, 2002, of which 68% were
tenured. Part-time Faculty at the College totaled 72 during Fall Semester 2002. Approximately 71 persons
were employed on a full-time basis in a variety of staff support positions, while part-time and temporary staff
(exclusive of student employees consisted of approximately 96 persons.

Student Enrollmeunts

Fall Semesters: FTES Full-Time

FTE

1 Year
Fall FTE* Change
1996 1041 —_—
1997 1020 -21%
1998 1103 7.5%
1999 1219 9.5%
2000 1326 8.1%
2001 1498 11.5%
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Accreditation

The College is a member of the Western Association of Schools and Colleges (“WASC™). The
campus is fully accredited by the Senior Commission of WASC . This accreditation requires periodic review
in accord with WASC policies and standards.



Summary Unaudited Financial Information

FEATHER RIVER COMMUNITY COLLEGE DISTRICT
UNAUDITED SUMMARY OF ANNUAL FINANCIAL INFORMATION
(Derived from audits of the College)

BUDGE
1897/88 1998/99 1999/00 2000/01 200902 2002103
REVENUES:
General Fund:

Unrestricted 6,196,758 6,708,628 7,326,497 8,505,844 9,600,636 11,059,375

Restricted 2,248,254 2,196,052 1,744,126 1,863,362 2,256,450 2,658,369
Special Revenue:

Chid Development Fun 189,395 218,399 223375 2357332 250,891 258,433
Capital Ciutlay Fund 817,776 92,065 155,386 465,066 781,392 1,006,299
Fiduciary Funds:

Financial Aid Fund 430,573 522,947 486,739 499,867 467,148 691,222

ASI Fund 20,162 20,154 18,191 12377 10,796 10,796

Retires Fund 121,966 193,518 296,620 383,490 467,110 557,047
Bookstore Fund 212,555 233,273 226,479 247495 267,132 267,132

TOTAL REVENUES 10,237,439 10,185036 10477413 12,212,833 14,101,555 16,508,673

EXPENDITURES
General Fund:

Unresricted 5,665,027 6,209,674 6,700,688 7,625,691 8,308,613

Restricted 2,188,630 2,102,511 1,668,373 1,773,383 2,115,670
Special Revenue:

Chid Development Fun 152,792 174,556 170,612 176,505 187,075
Capital Outlay Fund 751535 32,172 63,588 348,166 373,300

Fiduciary Funds:

Financial Aid Fund 428,722 521,096 484,892 496,247 460,708

ASB Fund 10,072 13,424 12,461 6,289 5,404

Retirea Fund 2,580 2,580 19,112 28,866 39,792

Boohstore Fund 206,899 219,724 209,196 235,183 257,633
TOT AL EXPENDITURES 9,406,257 9275737 9,328,922 10,690,330 11,748,195
NET ENDING BALANCE
FOR ALL FUNDS ©®6/30 831,182 909,299  1,148,4N 1,522,503 2,353,360
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MESSAGE FROM THE SUPERINTENDENT/PRESIDENT

Over the past year, the college has made substantial progress in a number of areas.
Students continue to do well academically and, for the sith consecutive year, two FRC
students were named to the Al-California Academic Team — an honor bestowed on only
24 students in the state. The Golden Eagle Men's Baseball Team won their third straight
Golden Valley Conference Championship, and the college was awarded its second
major federal grant (Talent Search) to assist students at risk. Al computers on campus
were updated with curent Windows software, and work was begun to provide the
platform necessary to support XP instruction. New and/or upgraded servers were also
installed.

Foundational work up to the selection of an architectural fimm was completed for the
potential construction of student housing — a project that the college has recently put on
hold pending the investigation of purchasing nearby apartments as a less expensive
aitemative. The Pack Station and Stable Operation program is in the process of
relocation and the addition of a new bam, arena, offices, ctassrooms, and dry lots.

Two new adminisirators, a Dean of instruction and Director of Admissions and Records,
were hired at the beginning of the academic year, as were the head and assistant
coaches for the college’s new foothal program. This one program attracted 69 new
students and was the single most effective factor in increasing full-time, on-campus

enrolirnent

The college lost one excellent trustee, but gained another. Both the Board of Trustees
and the Foundation Board continue to provide valued oversight and support for the
institution. In early December, the Quincy Chamber of Commerce selected the college

as the Eusiness of the Year for its on-going conlributions to and partnerships with the
community.

in summary, the past year has been characterized by solid progress and momentum.
Although we are very concemed about recent budget cuts proposed by the Govemor,
we are hopeful that we can continue to offer the scope of instruction and services
needed by our students and employers In this district. We will certainly try our best to do

ﬁsa«. Go.—/..bu__

Susan Caroll, Ph.D.
Superintendent/President

18 December 2002

River
> College 570 Goiden Eagie Avenue . Quincy, California 95971 . 530-283-0202, ext. 232
'Z scarroll@®frcccc.ca.us « www.frcc.cccaus o fax: $30-283-3757
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The audit has the following objectives:

. To assess the adequacy of the systems and procedures for financial
accounting, compliance with rules and regulations, and internal control in the
Feather River Community College District.

. To determine the accountability for revenues, the propriety of expenditures, and
the extent to which funds have been expended in accordance with prescribed
State and Federal laws and regulations.

. To determine whether financial and financially related reports to State and
Federal agencies are presented fairly.

. To determine the faimess of presentation of the Feather River Community
College District's financial statements.

. To recommend appropriate actions to correct any deficiencies.
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INDEPENDENT AUDITOR'S REPORT

Board of Trustees
Feather River Community College District
Quincy, California

We have audited the accompanying general purpose financial statements of Feather
River Community College District as of and for the year ended June 30, 2002, as listed in the
foregoing Table of Contents. These general purpose financial statements are the
responsibility of the District’s management. Our responsibility is to express an opinion on
these generral purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and Govemmental Auditing Standards issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the general purpose financial statements are free
of material misstatement. An audit includes examining, on a test basis. evidence supporting
the amounts and disclosures in the general purpose financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall general purpose financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

Tne District is not required by the California State Education Code to capitalize general
fixed assets and, accordingly, a statement of fixed assets, as required by accounting
principles generally accepted in the United States of America, i8 not included in the general
purpose financial statements. The effect of this departure from generally accepted accounting
principles an the general purpose financial statements has not been determined.

In our opinion, except that the omission described in the preceding paragraph resuits
in an incomplete presentation, the general purpose financial statements referred to in the first
paragraph present fairly, in all material respects, the financial position of Feather River
Community College District at June 30, 2002, and the results of its operations and cash flows
of its proprietary fund for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the general purpose
financial statements taken as a whole. The combining financial statements listed in the
foregoing Table of Contents are presented for the purpose of additional analysis and are not a
required part of the general purpose financial statements. Such combining financial
statements have been subjected to the auditing procedures applied in the audit of the general
purpose financial statements and, in our opinion, except that the omission described in the
preceding paragraph results in an incomplete presentation, are fairly stated in all material
respects when considered in relation to the general purpose financial statements taken as a

whole.
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INDEPENDENT AUDITOR'S REPORT
(Continued)

In accordance with Government Auditing Standards, we have also issued a report
dated November 1, 2002 on our consideration of Feather River Community Coliege District’s
internal contral structure over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. That report is an integral part of an audit
performed in accordance with Govemment Auditing Standards and should be read in
conjunction with this report in considering the resuits ofour audit.

¢_¢,“7. o{\m:ﬁ- £LP

Sacramento, California
November 1, 2002



ASSETS

Cash and investments (Note 2):
Cash in County Treasury
Cash on hand and in banks

Acoounts receivable:

Federal government
State govermmment
Local government and other

Due from other funds (Note 3)

inventories

Prepaid expenditures

Equipment and fixtures, net

Amount available for health benefits
for retireas (Note 4)

Amount to be provided for debt
retirement and health benefits
for retirees (Note 4)

Total assets

FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINED BALANCE SHEET

ALL FUND TYPES AND ACCOUNT GROUP

June 30, 2002

Govemmental Fund T

Capital Proprietary
Special Outlay Fund Fiduciary
___General Revenue Projects Type Funds
$ 1375627 § 62928 $§ 413,251 § 74440 $ 434346
36,122 79 45,542 8,202
135,711 991 4,240
292,999 135 1.275
178,844 77 597 3,934
7,425 1,023
28,442
59,085
241 277
1 526 1 4
(Continued)

5

Account
Group
General Total
Long-Term (Memoran-
Debt —dymOnly)
S 2,360,592
89,945
140,942
294,409
183,452
8,448
28,442
69,085
518
S 427,318 427,318
12 77 1,2 77
1,714



LIABILITIES AND
FUND EQUITY

Liabilities:
Accounts payable
Due to other funds (Note 3)
Accrued payroll and related liabilities
Deferred revenue
Deposits
Other liabilities
Capitalized lease obligations (Note 5)
Note payable (Note 5)
Health benefits payable to current
retirees (Note 5)
Accrued vacation (Note 5)

Total liabilities

Fund equily:
Contributed capital
Retained eamings
Fund balances:

Reserved (Note 6)
Unreserved

Total fund equity

Total liabilities and fund equity

FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINED BALANCE SHEET
ALL FUND TYPES AND ACCOUNT GROUP
(Continued)
June 30, 2002
Account
Govemmental Fund Types —Group
Capital Proprietary General Total
Special Outlay Fund Fiduclary Long-Term (Memoran-
—General Revenue Projects ~___ Type Funds = __ Debt = __ dumOnly}
s 245464 S 394 $ 6434 $ 2,09 $ 6.849 S 261,231
1,023 2,425 5,000 8.448
87,657 87.657
309,730 309,730
9.133 9.133
45 45
S 542,586 542,586
432,670 432,670
545,540 545,540
193,899 193,899
653,007 394 6,434 4 580 11849 1,714,695 2:390,939
50,035 50,035
145,725 145,725
§9.085 432,710 491,795
1,373,721 __ 63.616 408,092 _{43,505) 1,802,034
_1,432.806 63,816 ____ 408092 145,725 439,150 __ 2.489.589
$ 2085813 § 64210 $__ 414,906 §__ 150205 §..450900 § 1,714,695 $ 4,880,528

The accompanying notes are an integral
part of these financial statements.



FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINED STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

ALL GOVERNMENTAL FUND TYPES
AND FIDUCIARY FUNDS

For the Year Ended June 30, 2002

Governmental Fund Types
Capital Total
Speclal Outlay Fiduciary (Memoran-
eneral Revenue = __ Projects Funds —dum Only}
Revenues:
Federal sources S 619,758 $ 8,527 s 430204 $ 1,058,489
Slate sources 6,813,568 76954 $ 35,854 29,671 6,956,047
Local sources 3824316 28899 _ 260290 __ 22500 ___  4.135.965
Total revenues 11,257,642 114,240 296,144 _ 482378 __ 121 1
Expenditures:
Academic salaries 3,385,201 3,385,201
Classified salaries 2,530,214 127.268 324 2,657,806
Employee benefits (Notes 8 and 9) 1,308,846 48,174 31 39,792 1,396,843
Books and supplies 369,214 9,909 1,512 380,635
Contract services and operaling
expenditures 1,779,754 1,724 4,470 3,892 1,789,840
Student financial aid 460,708 460,708
Capital outlay 611,053 368,475 979,528
Debt service:
Principal reduction (Note 5) 244,648 244,648
Interest 71,300 71,300
Other payments 124053 124,053
Total expendilures 10,424,283 187,075 373,300 __ 505904 __ 11,490562
Excess (deficiency) of )
revenues over {under)
expenditures 833,369 (72.735) (72,156) ___ (23.529) _____ 659.939
Other financing sources (uses):
Proceeds from capitalized lease
obligations (Mote 5) 172,034 172,034
Proceeds from sale of fixed assets 1,700 1,700
Operating transfers in (Note 3) 77,724 366,648 98,347 542,719
Operating transfers out (Note 3) . (542,719) (542,719)
Total other financing sources
{uses) ___(370,685) 77,724 368,348 98 347 173,734
Excess of revenues and other
financing sources over expend-
tures and other uses 462,674 4,989 291,192 74,818 833,673
Fund balances, Juiy 1, 2001 970,132 58,827 116900 ____ 364332 _ 1,510,191,
Fund balances, June 30, 2002 §.1432806 §_ 63816 §__408,002 §__ 439150 §.__ 2,343,864

The accompanying noles are an integral part of these financial statemenis.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES -BUDGET AND ACTUAL

ALL GOVERNMENTAL FUND TYPES

For the Year Ended June 30, 2002

Revenues:
Federal sources
State sources
Local sources

Total revenues

Expenditures:

Academic salaries

Classified salaries

Employee benefits

Books and supplies

Contract services and operating
expenditures

Capital oullay

Debt service:
Principal reduction
interest

Other payments

Appropriations for contingencies

Total expenditures

(Deficiency) excess of revenues
(under) over expenditures

Other financing sources (uses):
Proceeds from capitalized lease obligations
Proceeds from sale of fixed assets
Operating transfers in
Operating transfers out

Total other financing sources (uses)
(Deficiency) excess of revenues
and other financing sources
{under) over expenditures and
other uses
Fund balances, July 1, 2001

Fund balances, June 30, 2002

General
Varianca
Favorable

—Budget _ __Actual _ _ (Unfavorable)
S 738972 § 619,758 $ (119,214)
7,754,475 6,813,568 (940,907)
—-3,108,638 ___ 3,824,316 715678
— 11602080 __ 11257642 __ (344443
3,597,664 3,385,201 212,463
2,720,193 2,530,214 189,979
1,392,500 1,308,846 83,654
435,187 369,214 65,973
2,041,319 1,779,754 261,565
954,549 611,053 343,496
324,873 244,848 80,225

72,061 71,300 761
126,996 124,053 2943
—594 278 — 694278
12399620 _ 10424289 _ 1935337
—__[757.535) _833,3 1.590 894
331,894 172,034 (159,860)
—(844,491) _____ (542,719) 1772

—1212,597) _(370,685) (158.088)

{970,132)

— 970132
$ - $ 1,432,808

970.132

(Continued)

462,674 % 1,432,608



FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAL

ALL GOVERNMENTAL FUND TYPES

(Continued)
For the Year Ended June 30, 2002

_Special Revenue

Variance
Favorable

—Budget = __ Actual __ _ (Unfavorable)

Revenues:
Federal sources $ 8,000 $ 8,527 $ 527
State sources 74,134 76,954 2,820
Local sources _.-18,000 28,859 10,859
Total revenues 100,134 114,340 14,206
Expenditures:
Academic salaries
Classified szilaries 127,883 127,268 615
Employee benefits 48,198 46,174 24
Books and supplies 10,865 9,909 956
Contract services and operating
expendituras 2,576 1,724 852
Capital outlay 490 490
Debt service:
Principal reduction
interest
Other payments
Appropriations for contingencies 45.435 45,435
Total expenditures 235,447 1 75 __ _____ 48372

(Deficiency) excess of revenues

(under) over expenditures {135,313) (12,738) —_____ 62,578

Other financing sources (uses):
Proceeds from capitalized lease obligations
Proceeds from sale of fixed assets
Operating transfers in 76,486 77,724 1,238

Operating lransfers out

Total other financing sources (uses) 7 17.724 1238

(Deficiency) excess of revenues
and other financing sources
(under) over expenditures and

other uses (58,827) 4989 § 63816
Fund balances, July 1, 2001 $9.827 58827
Fund balances, June 30, 2002 e 3 63,816
(Continued)



FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES -BUDGET AND ACTUAL

ALL GOVERNMENTAL FUND TYPES

(Continued)

For the Year Ended June 30, 2002

Revenues:
Federal sources
State sources
Local sources

Total revenues

Expenditures:

Academic salaries

Classified salaries

Employeebenefits

Books and supplies

Conlract services and operating
expenditures

Capital outlay

Debt service:
Principal reduction
interest

Other payments

Appropriations for contingencies

Tolal expenditures

(Deficiency) excess of revenues
(under) over expenditures

Other financing sources (uses):
Proceeds from capitalized lease obligations
Proceeds from sale of fixed assets
Operating transfers in
Operating transfers out

Total other financing sources (uses)
(Deficiency) excess of revenues
and other financing sources

(under) over expenditures and
other uses

Fund balances, July 1, 2001
Fund balances, June 30, 2002

Capital Outlay Projects

Varlance
Favorable
Budget = ___ Actupl  _ (Unfavorable)
S 67476 $ 35854 $ (31,622)
311.500 260,290 _(81.210)
___ 378976 __ 296144 _  (82,832)
325 324 1
31 31
16,477 4,470 12,007
636,306 368,475 467,831
11.065 11,085
664.224 373,300 490,924
(486 248) (27.156) 408 092
1,700 1,700
366,648 366,648
368,348 368,348
(116,900) 291,192 $ 408,092
116900 _____ 116900
$ = i 408;03
(Continued)
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES -BUDGET AND ACTUAL

ALL GOVERNMENTAL FUND TYPES

(Continued)

For the Year Ended Jun® 30, 2002

Revenues:
Federal sources
State sources
Local sources

Total revenues

Expenditures:

Academic salaries

Classified salaries

Employee benefits

Books and supplies

Contract services and operating
expenditures

Capital outlay

Debt service:
Principal reduction
Interest

Other payments

Appropriations for contingencies

Total expenditures

(Deficiency) excess of revenues
(under) over expenditures

Other financiniy sources (uses):
Proceeds from capitalizad lease obligations
Proceeds from sale of fixed assets
Operating transfers in
Operating transifers out

Total other financing sources (uses)
(Deficienc:y) excess of revenues
and other financing sources

(under) ovar expenditures and
other uses

Fund balances, July 1, 2001
Fund batances, June 30, 2002

Total (Memorandum Onty) _

Variance
Favorable

—Budget Actual __ __(Unfavorable) _

s 746972 $ 628,285 § (118,687)

7,896,085 6.926,376 (969,709)
3438138 _ 41134685 675327
12081195 __ 11668126 ___ _  (413.089)
3,597,664 3,385,201 212,463
2,848,401 2,657,806 190,595
1,440,729 1,357,051 83,678
446,052 379,123 66,929
2,060,372 1,785,948 274,424
1,791,345 979,528 811,817
324,873 244,648 80,225
72,061 71,300 751
126,996 124,053 2,943
150,286 750.798
13459291 _ 10984656 __ 2474633
_(1378.006) ___ 683466 2,061 564
331,894 172,034 (159,860)

1,700 1,700
443,134 444,372 1,238
(544 491) (542.719) 1,772
— 232237 75,387 (156 ,850)

(1,145,859) 758,855 §____ 1.904714.-
— 1145859 ___ 1145889
$ . $ 1,904,714

The accompanying notes are an integral
part of these financial statements.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN RETAINED EARNINGS

CAMPUS CENTER FUND

For the Year Ended June 30, 2002

Operating revenues:

Sales $ 264,813
Operating expenses:

Cost of goods sold 166,175

Classified salaries 55,869

Employee benefits 12,132

Contract services and operating expenses —_— 3457

Total operating expenses 7
Operating income 7,180
Nonoperating revenues:

Interest - 2319
Net income 9,499
Retained earnings, July 1, 2001 1
Retained eamings, June 30, 2002 $ 145,725

The accompanying notes are an integral
part of these financial statements.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT
STATEMENT OF CASH FLOWS
CAMPUS CENTER FUND
For the Year Ended June 30, 2002
Cash flows from operating activities:
Operating income $ 7.180

Adjustments to reconcile operating income to net cash
providiad by operating activities:

Depreciation 80
Changes in operating assets and liabilities:
Decrease in accounts receivable 240
Decrease in due from other funds 9,733
Decrease in inventory 12,766
Decrease in accounts payable (1.525)
Decrease in due to other funds [505)
Net cash provided by operating activities 27,969
Cash flows used in capital and related financing activities:
Capital expenditures (187)
Cash flows provided by investing activities:
interest income 2319
Increase in cash and cash equivalents 30,101
Cash and cash equivalents balance, July 1, 2001 -89 2881
Cash and cash equivalents balance, June 30, 2002 3 119,982

The accompanying notes are an integral
part of these financial statements.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accounting policies of Feather River Community College District conform to
accounting principles generally accepted in the United States of America as prescribed
by the Governmental Accounting Standards Board and Audits of State and Local
Govemmental Units issued by the American Institute of Certified Public Accountants.

Reporting Entity

The Board of Trustees (Board) is the level of government which has govemance
responsibilities over all activities related to public post-secondary education within the
jurisdiction of Feather River Community College District. The Board receives funding
from local, State and Federal govemment sources and must comply with the
concurrent requirements of these funding source entities. The District is not included
in any other governmental “"reporting entity™ as defined in Section 2100, Codification of
Govemmental Accounting and Financial Reporting Standards, since Board members
are elected by the public and have decision-making authority, the power to designate
management, the responsibility to significantly influence operations and primary
accountability for fiscal matters. In addition, based on the above criteria, no other
entities are included in the general purpose financial statements of Feather River
Community College District as component units.

Eund Structure

The accounts of the District are organized on the basis of funds or account groups,
each of which is considered a separate accounting entity. The operations of each fund
are accounted for with a separate set of self-balancing accounts that comprise its
assets, liabilities, fund equity, revenues and expenditures or expenses, as appropriate.
The various funds are summarized by type in the financial statements. The following
fund types and account group are used by the District:

A - Governmental Fund Types
1 - General Fund:

The General Fund is the general operating fund of the District and
accounts for all revenues and expenditures of the District not
encompassed within other funds. Al general tax revenues and other
receipts that are not allocated by law or contractual agreement to some
other fund are accounted for in this fund. General operating
expenditures and capital improvement costs that are not paid through
other funds are paid from the General Fund.

2 - Spedial Revenue Fund:

The Child Development Fund is a special revenue fund used to account
for the proceeds of specific revenue sources that are legally restricted to

expenditures for specific purposes.
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1.

FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fund Structure (Continued)
A - Govemmental Fund Types (Continued)

3

Capital Outlay Projects Fund:

The Capital Outlay Projects Fund is used to account for the payment for
the acquisition or construction of major site improvements and the
construction of major capital facilities which by their nature, may require
more than one budgeting cycle for completion.

B - Propretary Fund Type

1

Campus Center Fund:

The Campus Center Fund is an enterprise fund used to account for the
financial activity of the campus bookstore. The Campus Center's
normal operating cycle is the fiscal year ended June 30. The financial
position, results of operations and cash flows have been includec! in
these financial statements.

C - FiduciaryFund T

The Student Financial Aid Fund, Associated Students Fund and Retirement
Benefits Trust Fund are accounted for as expendable trust funds.

1

-

Student Financial Aid Fund:

The Student Financial Aid Fund accounts for the following student grant
activities:

. Pell Grant Program
. Supplemental Educational Opportunity Grants Program
. Extended Opportunity Programs and Services

Unreimbursed expenditures due from grantor agencies are reflected in
the financial statements as receivables. Cash received from grantor
agencies in excess of related program expenditures is recorded as a
liability.
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1.

FEATHER RIVER COMMUNITY COLLEGE LIS e

NOTES TO FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fund Structure (Continued)
C - Fiduciary Fund Types (Continued)

2 - Associated Students Fund:

The Associated Students Fund accounts for the receipt and
disbursement of monies from student activity organizations. These
organizations and their various suborganizations exist at the expilicit
approval of, and are subject to revocation by, the District's goveming
board. A separate account is maintained for each authorized student
activity or club.

3 - Retirement Benefits Trust Fund:

The Retirement Benefits Trust Fund is an expendable trust established
in July 1995, to accumulate funds for the payment of medical insurance
premiums for eligible future retirees.

D - AccountGroup
1 - General Long-Term Debt Account Group:

This group of accounts is established to account for all long-term debt of
the District, including the long-term obligation for accrued vacation.

Basis of Accounting

The District uses the modified accrual basis of accounting to record transactions for
all of its fund types, except the proprietary fund which uses the accrual basis. Under
the modified accrual basis of accounting, expenditures are recorded when the liability
is incurred. Revenues are recognized when measurable and available except for
certain revenue sources which are not susceptible to accrual. Material revenues in the
following categories are considered susceptible to accrual because they are both
measurable and available to finance expenditures of the current period:

. Federal Categorical Programs
. State Categorical Programs

. State Apportionment

. Interest

. Lottery

The following revenues are not susceptible to accrual because they are not both
measurable and available to finance expenditures of the current period:

. Mandated cost claims
. Property taxes
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Cash and Cash Equivalents

For the purposes of the financial statements, cash equivalents are defined as financial
instruments with an original maturity of three months or less.

FairV: f Pooled

The District records its investments in Plumas County Treasury at fair value. Changes
in fair value are reported as revenue in the statement of revenues, expenditures/
expenses and changes in fund balances/retained earnings. The fair value of
investiments, including the Plumas County Treasury extemal investment pool, at
June 30, 2002 approximated their carrying value.

Inventories

Inventories included in the Campus Center Fund are stated at average cost which
does not exceed replacement cost.

Fixed

The District is not required by the California Community College Accounting Manual to
capitalize fixed assets purchased by govermmmental fund types. Consequently, fixed
asset purchases, except for the Campus Center and Associated Students Funds, are
recorded as expenditures at the time of purchase and are not capitalized in a separate
account group. This method of recording fixed assets is contrary to generally accepted

accounting principles.

Equipment and fixtures within the Campus Center and Associated Students Funds are
stated at cost. Depreciation is provided over the estimated useful lives of the
respective assets on the straight-line basis. At June 30, 2002, accumulated
depreciation amounted to $21,164 and $3,548 for each fund, respectively.

Accrued Vacation and Sick Leave

Accrued vacation in the amount of $193,899 is recorded as a liability and also as an
amouint to be provided by future operations in the General Long-Term Debt Group of
accounts. The liability is for earned but unused benefits. The amount to be provided
by future operations represents the total amount that would be required to be provided
from the general operating revenues of the District if all the benefits were to be paid
currently. The amount actually paid during the current fiscal year is recorded as an

operating expenditure in the General Fund.

Sick leave benefits are not recorded as liabilities on the books of the District. The
District's policy is to record amounts as operating expenditures in the period sick leave

is taken.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Deferred Revenue and Program Advances

Revenue from Federal, State and local special projects and programs is recognized
when qualified expenditures have been incurred. Funds received but not earned are

recorded as deferred revenue until eamed.

interfund Activity

Transactions between funds of the District are generally recorded as Interfund
Transfers. At year end, the unpaid balance resulting from such transactions is shown

as due to and due from applicable funds.

Contributed Capital

Contributed capital was recorded in the Student Financial Aid Fund to reflect the
student loans receivable contributed to the District in the deannexation agreement with

Peralta Community College District.

Budgetary Practices

The budgetary and financial accounts of the District have been recorded and
maintained in accordance with the Chancellor’s Office of the California Community
College's Budget and Accounting Manual. The District's adjusted budget is the initial

budget and any revisions to the budget that have been approved by the Board of
Trustees. Encumbrance accounting is utilized for budgetary control purposes.

Property Taxes

Secured property taxes are attached as an enforceable lien on property as of March 1.
Taxes are due in two instaliments on or before December 10 and April 10. Unsecured
property taxes are due in one installment on or before August 31. Plumas County bills
and collect taxes for the District. Tax revenues are recognized by the District when

received.
Memorandum Total Columns on Combined Statements

Total columns on the combined statements are captioned "Total (Memorandum Only)"
to indicate that they are presented only to facilitate financial analysis. Data in these
columns does not present financial position, results of operations, nor changes in fund
balance in conformity with generally accepted accounting principles. Neither is such
data comparable to a consolidation. Interfund eliminations have not been made in the

aggregation of this data.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimnates and assumptions. These estimates and assumptions affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and
expenditures or expenses during the reporting period. Accordingly, actual results may

differ from those estimates.
CASH AND INVESTMENTS

Cash in County Treasury $ 2360592
Cash on hand and in banks 89,945

Total cash $ 2,450,537

As provided for by the Education Code Section 41001, a significant portion of the
District's cash balances of most funds is deposited with the County Treasurer for the
purpase of increasing interest eamings through County investment activities. Each
respective fund's share of the total pooled cash is included in the accompanying
combined balance sheet under the caption "Cash in County Treasury." Interest eamed
on such pooled cash balances is distributed to the participating funds based upon
each fund's average cash balance during the distribution period. The Califomia
Govermment Code requires California banks and savings and loan associations to
secure the District's deposits by pledging government securities as collateral. The
market value of pledged securities must equal 110 percent of an agency's deposits.
California law also allows financial institutions to secure an agency's deposits by
pledging first trust deed mortgage notes having a value of 150 percent of an agency's
total deposit and collateral is considered to be held in the name of the District. All cash
held by financial institutions is entirely insured by the FDIC or collateralized.

In accordance with applicable State laws, the Plumas County Treasurer may invest in
derivative securities. However, at June 30, 2002, the Plumas County Treasurer has
indicated that the Treasurer’s pooled investment fund contained no derivatives or other

investments with similar risk profiles.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

CASH AND INVESTMENTS (Continued)

Under provision of the District's policy, and in accordance with Sections $3601 and
§3602 of the California Government Code, the District may invest in the following types

of investments:

Securities of the U.S. Government, or its agencies
Small Business Administration Loans

Negotiable Certificates of Deposit

Bankers' Acceptances

Commercial Paper

Local Agency Investment Fund (State Pool) Deposits
Passbook Savings Account Demand Deposits
Repurchase Agreements

Cash in banks and specifically identifiable investments are classified as to credit risk
by three categories and summarized below as follows:

Category 1 -

Category 2 -

Category 3 -

Cash in County
Treasury

Cash on hand and

in banks

Includes deposits and investments that are insured or registered or for
which securities are held by the District or its agent in the District's name
and deposits insured or collateralized with securities held by the District.

Includes uninsured and unregistered deposits and investments for which
the securities are held by the broker's or dealer’s trust department or
agent in the District's name and deposits collateralized with securities
held by the pledging financial institution’s trust department or agent in

the District's name.

Includes uninsured and unregistered deposits and investments for
which the securities are held by the broker or dealer, or by its trust
department or agent, but not in the District's name.

Category

Bank Book
1 2 3 Balance  _ Dslance
$ 2,360,592 $ 2,360,592 $ 2,360,592
$___74,166 74 186 89,945

$. 74186 § 2,360,502 § . $ 2,434,778 § 2,450,537
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

INTERFUND ACTIVITY

interfund due from/due to amounts at June 30, 2002 and operating transfers for the
year then ended were as follows:

interfund Operating

____Interfund Balances Transfers i
Transfer Transfer
Due From Due To n Out _
General Fund $ 7425 § 1,023 $ 542,719
Special Revenue Fund $ 77724
Capital Outlay Projects
Fund 366,648
Proprietary Fund 1,023 2,425
Fiduciary Funds 5,000 ___ 98,347

§ 8448 § 8448 § 542719 §_ 542,71

AMOUNTS AVAILABLE AND TO BE PROVIDED FOR DEBT RETIREMENT AND
HEAL.TH BENEFITS FOR RETIREES

The amount available for health benefits for retirees of $427,318 in the General Long-
Term Debt Account Group represents the fund balance of the Retirement Benefits

Trust Fund.

The amount to be provided for debt retirement and health benefits for retirees,
$1,287,377, represents amounts required to be collected in the future in order to make
required payments on capitalized lease obligations (Note 5), long-term notes payable
for the acquisition of the District buildings and equipment (Note 5), accrued vacation
(Note 5), and the cost of post-retirement health benefits for retirees (Notes 5 and 9).
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

LONG-TERM DEBT
Capitalized Lease Obligations

The District leases certain equipment under long-term lease purchase agreements.
The following is a schedule of future minimum lease payments for capitalized lease

obligations as of June 30, 2002:

Year Ending
_June30,

2003
2004
2005
2006
2007
Thereafter

Less amount representing interest
Less amount not yet drawn

Net present value of minimum
lease payments

Note Pavable

$ 165,053
144,653
119,501
119,240
118,897

— 162,123
829,467

(128,915)
{157.966)

§__ 542,586

in accordance with the deannexation agreement with Peralta Community College
District, the District has a note payable with a remaining balance of $432,670 as of
June 30, 2002. This note is for all real property, buildings, equipment and existing

supplies pertaining to the Feather River College Campus.

A schedule of the District's future obligations under the note payable agreement is as

follows:
Year Ending
__June3o
—Principal  _interest Total
2003 $ 155673 § 4327 § 160,000
2004 157,230 2,770 160,000
2005 119.767 1,198 ___ 120,965

$...432670 §.....8295 §..-440.965



FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

|.ONG-TERM DEBT (Continued)

A schedule of changes in long-term debt for the year ended June 30, 2002 is shown
below:

Balance Balance
July 1, June 30,

2001 Additions Deductions _ 2002

Capitalized lease

obligations $ 461068 $ 172034 § 90,516 § 542,586
Note payable 586,802 154,132 432,670
Health benefits payable

o current retirees

(Note 9) 556,895 11,355 545,540
Accrued vacation 169,289 24,610 193,899

$§ 1774054 § 196,644 $__ 256,003 $ 1,714,695

RESERVED FUND BALANCES
The reserved fund balances consisted of the following at June 30, 2002:

Retirement
Associated Benefits
General Students Trust
Fund Fund Fund
Reservedfor prepaid expenditures $ 59,085
Reserved for payment of health
benefits of retirees $ 427318
Reserved for funds of the
Associated Students S 5,392

$__ 5008 § 5392 §_ 427,318
JOINT POWERS AGREEMENTS

The District is a member of Northern California Community Colleges Self Insurance
Authority (NCCCSIA), for the operation of a common risk management and insurance
program. The program covers workers’ compensation and property/liability insurance
for its members.

The following is the summary of financial information for NCCCSIA at June 30, 2001
(the latest information available);

Total assets $ 10,775544
Total liabilities $ 1,403,049
Total retained earnings $ 9,372,495
Total revenues $ 4,072631
Total expenses $ 1402124
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

JOINT POWERS AGREEMENTS (Continued)

The District is also a member of Tri-County Schools Insurance Group (TRI-SIG). This
is a Joint Power Authority providing health insurance. The following is a summary of
financial information for TRI-SIG at June 30, 2002:

Total assets $ 10445415
Total liabilities $ 6,773,173
Total retained earnings $ 3,672,242
Total revenues $ 30.467,481
Total expenses $ 28,804,675

In addition, the District is a member of Statewide Association of Community Colleges
(SWACC). This is a Joint Power Authority which provides excess liability coverage.
The following is a summary of financial information at June 30, 2001 (the latest

information available):

Total assets $ 15,610,112
Total liabilities $ 5,781,528
Total retained earnings $ 9,728,584
Total revenues $ 6,509,958
Total expenses $ 6,054,146

The relationship between the District and the joint powers authorities is such that the
joint powers authorities are not component units of the District for financial reporting
purposes.

EMPLOYEE RETIREMENT SYSTEMS

Qualified employees are covered under multiple-employer defined benefit pension
plans maintained by agencies of the State of Califomnia. Academic employees are
members of the State Teachers' Retirement System, and classified employees are
members of the California Public Employees' Retirement System.

Plan Descripti | Provisi
State Teachers' Retirement System (STRS)

All full-time and some part-time academic employees are eligible to participate in
STRS, a cost-sharing multiple-employer contributory public employee retirement
system. Employees attaining the age of 60 with five years of credited California
service (service) are eligible for normal retirement and are entitied to a monthly benefit
of two percent of their final compensation for each year of service. Final compensation
is defined as the average salary eamable for the highest three consecutive years of
service. The plan permits early retirement options at age 55 or as early as age 50 with
30 years of service. Disability benefits of up to 90 percent of final compensation are
available to members with five years of service. After five years of service, members
become 100 percent vested in retirement benefits eamed to date. If a member's
employment is terminated, the accumulated member contributions are refundable.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

EMPLOYEE RETIREMENT SYSTEMS (Continued)

State Teachers' Retirement System (STRS) (Continued)

Benefit provisions for STRS are established by the State Teachers' Retirement Law
(Part 13 of the California Education Code, Sec. 22000 et seq.). STRS issues a
separate comprehensive annual financial report. Copies of the STRS annual financial
report may be obtained from the STRS Executive Office at 7667 Folsom Boulevard,

Sacramento, California 95826.
Califomia Public Employees' Retirement System (CalPERS)

All full-time and some part-time classified employees participate in CalPERS, an agent
muitiple-employer contributory public employee retirement system that acts as a
common investment and administrative agent for participating public entities within the
State of California. The District is part of a "cost sharing" pool within CalPERS. One
actuarial valuation is performed for those employers participating in the pool, and the
same contribution rate applies to each. Employees are eligible for retirement at the
age of 55 and are entitied to a monthly benefit of two percent of final compensation for
each year of service credit. Retirement compensation is reduced if the plan is
coordinated with Social Security. Retirement may begin at age 50 with a reduced
benelfit rate, or after age 55 to 63 with an increased rate. The plan also provides death
and disability benefits. Retirement benefits fully vest after S years of credited service.
Upon separation from the District, members’ accumulated contributions are refundable

with interest credited through the date of separation.

Beriefit provisions for CalPERS are established by the Public Employees' Retirement
Law (Part 3 of the California Government Code, Sec. 20000 et seq.). CalPERS issues
a saparate comprehensive annual financial report. Copies of the CalPERS annual
financial report may be obtained from the CalPERS Executive Office at 400 P Street,

Sacramento, California 95814.

Eunding Policy

The District is required by statute to contribute 8.25 percent of covered gross salary
expenditures to STRS. The District was not required by statute to make contributions
to C:alPERS during the years ended June 30, 2000, 2001 and 2002. Participants are
required to contribute 8.0 percent and 7.0 percent of covered gross salary o STRS
and CalPERS, respectively. The District's employer contributions to STRS for the
years ended June 30, 2000, 2001 and 2002 were $160,147, $184,948 and $208,238,
respectively. The District's employer contributions to STRS met the required

confribution rates set by law.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

EMPLOYEE RETIREMENT SYSTEMS (Continued)

Zahorik Tax Shelter Annuity Plan

Effective January 1, 1993, the District established alternative retirement plan options
for part-time faculty as mandated by the Omnibus Budget Reconciliation Act of 1990.
The District allows part-time and substitute employees to select coverage under either
social security or the alternative retirement plan. Under the Zahorik Tax Shelter
Annuity Plan, the District and the employee are required to each contribute 3.75% of
the employee's eamings. For the year ended June 30, 2002, the District contributed

$1,904 for the 9 employees participating in the plan.
POST-RETIREMENT HEALTH CARE BENEFITS

In addition to the pension benefits described in Note 8, the District provides retiree and
dependent medical coverage to eligible employees who retire from the District.
Duration of benefits is calculated on a prorata basis, up to a maximum of 10 years,
based on years of service. The District pays a set amount each month towards the
cost of the medical coverage. Any costs in excess of this amount will be paid by the

retiree.

Expenditures for post-retirement health care benefits for six of the current retirees are
recognized as the premiums are paid. During the year ended June 30, 2002,
expenditures of $73,618 were recognized. The District funds the expenditures on the

pay-as-you-go method.

For employees hired before August 1, 1994, a fund was established in 1995-96 to
accumulate funds to pay for the District's share of future medical premiums of eligible
future retirees. An actuarial valuation was performed as of September 12, 2002, to
determine the estimated cost of providing the above stated benefits to current
employees upon retirement. The total unfunded past service post-retirement heaith
care benefits was calculated at $118,222. As of June 30, 2002, $427,318 has been

accumulated in the Retirement Benefits Fund.

On December 6, 1996, the District entered into a settlement agreement with the
Feather River College Federation of Teachers. The agreement requires the District to
provide lifetime post-retirement medical benefits to the eighteen academic employees
who were hired prior to 1990. The costs to the District will be financed from the
savings resulting from the differences in salaries paid to retiring faculty members and
their replacements for an eleven year period. These savings will be deposited into a
separate restricted fund for future payment of the benefits. In the event the savings
are not adequate to cover the cost of the benefits and a deficit in the fund resulits, the
eighteen academic employees will be required to pay a monthly assessment to cure
the deficit. The estimated future costs associated with this agreement have not been

determined.
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10.

FEATHER RIVER COMMUNITY COLLEGE DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

SUBSEQUENT EVENTS

On July 2, 2002, the District issued a $780,000 Tax and Revenue Anticipation Note
(TIRAN) maturing June 25, 2003, with interest at 3.00% to provide for anticipated cash
flow deficits from operations. The TRAN is a general obligation of the District, and is
payable from revenues and cash receipts to be generated by the District during the
fiscal year ended June 30, 2003.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINING BALANCE SHEET
ALL FIDUCIARY FUNDS
June 30, 2002
Student Retirement
Financlal Assoclated Benefits
Aid Students Trust Total
ASSETS
Cash in County Treasury $ 7.028 S 427318 § 434,346
Cash on hand and in banks 3131 § 5,071 8,202
Accounts receivable:;
Federal government 4,240 4,240
Local govemments and other 3,884 50 3.934
Equipment and fixtures, net 277 277
Total assets $ 18,283 § 5398 $___ 427,318 $ 450,999
LIABILITIES AND
FUND EQUITY
Liabilities:
Accounts payable S 6843 $ 6 S 6,849
Due b other funds 2.000 $000
Total liabilities 11.843 6 11.849
Fund equity:
Contributed capital 50,035 50,035
Fund (deficit) balances:
Reserved 5392 § 427,318 432,710
Unreserved {43.595) (43,595)
Total fund equity 6.440 §392 427,318 _ 439150
Total liabilities and fund
equity $. 18280 § 5398 §__ 427318 §___ 450999

The accompanying noles are an integral
part of these financial statements.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

ALL FIDUCIARY FUNDS

For the Year Ended June 30, 2002

Student Retirement
Financial Associated Benefits
Ald Students Trust Jotal
Revenues: .
Federal sources S 430,204 S 430,204
State sources 29671 29,671
Local sources $ 4708 § 17,792 _22.500
Total rMs 459,875 4,708 17792 402,375
Expenditures:
Employee benefils 39,792 39,792
Books and supplies 1,512 1,512
Contract services and
oper:sting expenditures 3,892 3,892
Studentfinancial aid _460,7 460,708
Total expenditures 460708 _ 5404 30792 . 505.904
Deficiency of revenues under
expenditures (833) (696) (22,000) (23,529)
Other financing sources:
Operating transfers in 3.653 — 94 694 20347
Excess (deficiency) of
revenues and other
financing sources
over (under) expend-
itures 2,820 (696) 72,694 74,818
Fund equity, July 1, 2001 —— 3620 _ 6080 _ 354624 264,332
Fund equity, June 30, 2002 3 6,440 $ 5,392 § 427,318 § 439,150

The accompanying notes are an integral
part of these financial Statements.
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SUPPLEMENTAL INFORMATION



INDEPENDENT AUDITOR'S REPORT ON
SUPPLEMENTAL INFORMATION

Board of Trustees
Feather River Community College District

Quincy, California

We have audited the general purpose financial statements of Feather River
Community College District as of and for the year ended June 30, 2002, and have issued our
report thereon dated November 1, 2002. In our report, our opinion was qualified because of
the omission of the General Fixed Assets Group of accounts. These general purpose
financial statements are the responsibility of the District's management. Our responsibility is
to express an opinion on these general purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in
the United States of America; the standards for financial and compliance audits contained in
Govemment Auditing Standards, issued by the Comptroller General of the United States and
the California Community Colleges Contracted District Audit Manual, presented by the
Chancellor's office. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the general purpose financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the general purpose financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit

provides a reasonable basis for our opinion.

Our audit was made for the purpose of forming an opinion on the general purpose
financial statements taken as a whole. The accompanying supplemental financial and
statistical information including the Schedule of Federal Financial Awards and Schedule of
State Financial Awards and the reports listed below, is presented for purposes of additional
analysis as required by the U.S. Office of Management and Budget Circular A-133, Audits of
States, Local Governments, and Non<rofit Organizations, and is not a required part of the
general purpose financial statements of Feather River Community College District and

includes the following schedules:

. Organization
. Schedule of Workload Measures for State General Apportionment
. Reconciliation of Annual Financial and Budget Report (CCFS-311) with Audited

Financial Statements
. Schedule of General Fund Revenues and Expenditures for Restricted and

Unrestricted Programs

The information in these schedules has been subjected to the auditing procedures
applied in the audit of the general purpose financial statements and, in our opinion, is fairly
stated in all material respects in relation to the general purpose financial statements taken as

a whole.

//DM;M P

Sacramento, California
November 1, 2002
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FEATHER RIVER. COMMUNITY COLLEGE DISTRICT
ORGANIZATION
June 30, 2002

Feather River Community College District consists of one community college located
in Quincy, California. Geographically, the District encompasses all of Plumas County with the
exception of the Southeastern corner of the County, near Calpine, California.

The District provides the first two years of instruction transferable to accredited four-
year colleges and universities as well as vocational and technical education.

The Board of Trustees and District Administration for the fiscal year ended
June 30, 2002 was composed of the following members:

BOARD OF TRUSTEES
Members Office Term Expires
Dr. Irene Burkey President November 2004
Mr. William Elliott Vice-President November 2006
Ms. Maxine Cullen Member November 2002
Mr. John Sheehan Member November 2004
Dr. Robert Marshall Member November 2004
DISTRICT ADMINISTRATION

Dr. Susan Carroll
President/District Superintendent

Mr. Ron Groh
Assistant Superintendent/Business Services

Dr. Michael Bagley
Dean of Instruction

Mr. Paul Thein
Dean of Students
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT
SCHEDULE OF FEDERAL FINANCIAL AWARDS

For the Year Ended June 30, 2002

Federal
Eederal GrantoriPass-Through —Catalog___
Vocational and Applied Technology Education
and Rehabilitation Acts:
Title Il - Basic Grants:
Part C VATEA 84.048
Higher Education Act:
College Work Study 84.003
Supplemental Educational Opportunity Grant 84.007
Pell Grant Program 84.063
Pell Administration Alowance 84.063
Youth for Understanding Unknown
Forest Reserve Fund 10.665
Child Care Food Program 10.558
CCCCAOCE 11.000
Partners in Education 19.407
TRIO/SSS 84.042A
Child Development Training 93.575
TANF 93.867
Ameri-Corp 94.006
Total Federal
See accompanying notes to

supplemental information.
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Federal
Expend-
itures

$ 49,618

24,770
406,047
20,157

15,071
380,648
8.527
3,370

97,096

2,500
12,500
37.180

$. 105848



Disabled Student Program and Services

Extended Opportunity Program and
Services

Cooperative Agencies Resowurces
Education

Staff Development

Staff Diversity

Student Financial Aid Administration

Child Development Program

Child Development Instructional
Equipment

Child Care Food Program

Matriculation

Workability

Block Grant

Instructional Equipment

Transfer Ed./ Articulation

Cal Grants

Calworks

TANF

Telecommunication Grant

Student Success

Economic Development

TROP

Boating Safety

Special Outreach Mini Grant

CAN Articulation

TAMP

Energy Conservation

Cascade Pacific Library Grant
CDE Early Childhood Mentor Program
California Stale Rural Health Assoc.

Total State programs

FEATHER RIVER COMMUNITY COLLEGE DISTRICT

SCHEDULE OF STATE FINANCIAL AWARDS

For the Year Ended June 30, 2002

Program Entitilements

Current

Year

S 297,986
212,510

43,042
10,000

8.817
12,822
75,866

S00
589
62,790
67,700

19,111
17,129
35,431
100,000
12,500
231,769

50,000
350,000
15,000
10,000
5,000

52,745
3,000

Prior Year
Carryover

Total

S 4,897

8,405
2,091

152,422
13,902

4,905
33,083

1,664
1,400

$ 297,986
212,510

43,042
14,897

8.817
12,822
75,866

500

589
62,790
67,700
8,405
21,202
17,129
35,431
100,000
12,500
384,191
13,902
50,000
350,000
15,000
10,000
5,000
4,905
85,828
3,000
1,664
1,400

33

Program Revenues

Cash Accounts Deferred
Rece _ Recelvable Revenue _ Jotal
$ 297,986 7 §$ 297,979
212,510 212,510
43,042 43,042
10,000 5,146 4,854
8.817 8,817
12,822 12,822
75.866 75,866
500 500
454 135 589
62,790 62,790
44,677 18,020 62,697
8,405 8,405
19,111 858 18,253
17,129 5,438 11,691
35,431 6,748 28,683
100,000 11,146 88,854
12,500 12,500
384,191 181,172 203,019
7,423 7.423
42,000 8.837 33,163
262,500 72,823 335,323
15,000 15,000
5,182 5,182
85,828 50,264 35,564
3,000 3,000
1,663 1,663
1400 1.400

$L120045 3.111,160 $_269616 $ 1,591,589

See accompanying notes to supplemental information.

Program
Expend-
—itures

S 297,979
212,510

43,042
4,854
8.817

12,822

75,866

S00

589
62,790
62,697
8.405
18,253
11,691
28,683
88,854
12,500
203,019
7423
33,163
335,323
15,000
5,182

35,564
3,000
1,663
1.400

§—L3oL58




FEATHER RIVER COMMUNITY COLLEGE DISTRICT
SCHEDULE OF WORKLOAD MEASURES FOR STATE GENERAL APPORTIONMENT

Annualized Attendance as of June 30, 2002

Reported Audit Revised
Data _Adjustments Qata
Categories
A. Credit full-time equivalent
student (FTES)
1. Weekly census §27 527
2. Daily census 187 187
3. Actual hours of attendance 759 759
4.  Independent study/work
experience _20 20
Total 1493 - — 493

B. Noncredit FTES

1. Actual hours of
attendance 5

C. Gross Square Footage

- -

1.  Existing Facilities 85,059 - 85,059
2. New Facilities -

D. FTES in New Facilities - - -

See accompanying notes to
supplemental information.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

RECONCILIATION OF ANNUAL FINANCIAL AND BUDGET REPORT
(CCFS-311) WITH AUDITED FINANCIAL STATEMENTS

For the Year Ended June 30, 2002

There were no adjustments proposed to any funds or account groups of the District.

See accompanying notes to
supplemental information.
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FEATHER RIVER COMMUNITY COLLEGE DISTRICT

SCHEDULE OF GENERAL FUND REVENUES AND EXPENDITURES
FOR RESTRICTED AND UNRESTRICTED PROGRAMS

For the Year Ended June 30, 2002

Restricted _Unrestricted Total
Revenues:
Federal sources S 239075 $§ 380,683 $§ 619,758
State sources 1,528,086 5,285,482 6.813,568
Local sources — 277,593 _ 3546723 __ 3.824.316
Total revenues 2044754 _ _ 9.212,888 __ 11,257,642
Expenditures:
Academic salaries 309,103 3,076,098 3,385,201
Classified salaries 522,856 2,007,358 2,530,214
Employee benefits 180,389 1,128,457 1,308,846
Books and supplies 123,591 245,623 369,214
Contract services and operating
expenditures 452,433 1,327,321 1,779,754
Capital outlay 387,971 223,082 611,053
Debt service:
Principal reduction 13,262 231,386 244648
Interest 2,060 69,240 71,300
Other payments _ 124005 __ 48 ___ 124053
Total expenditures — 2115670 __ 8308613 _ 10424283
(Deficiency) excess of revenues
(under) over expenditures (70.916) _ 904275 833,359
Other financing sources (uses):
Intrafund transfers (27,497) 27,497
Proceeds from capitalized lease
obligations 172,034 172,034
Operating transfers out (22.820) ____ (519.899) ___  (542719)
Total other financing sources (uses) 121,717 (492,402) {370.685)
Excess of revenues and other
financing sources over expend-
itures and other uses 50,801 411,873 462,674
Fund balances, July 1, 2001 89979 880,153 970,132
Fund balances. June 30, 2002 3 140,760 $ 1,292.026 $__ 1,432,806

See accompanying notes to
supplemental information.
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1.

FEATHER RIVER COMMUNITY COLLEGE DISTRICT
NOTES TO SUPPLEMENTAL INFORMATION

PURPOSE OF SCHEDULES

OMB Circular A-133 requires a disclosure of the financial activities of all
Federally funded programs. To comply with A-133 and State requirements, this
schedule was prepared by the District. Differences exist between the revenues

shown on the schedule and the general purpose financial statements for the
following reasons:

* Various program revenues are recorded in the current year for prior year
claims, for which expenditures were incurred in prior years.

*  Amounts reported as revenue may not represent final claim amounts, due to
the timing of filing the final claims, and the t:losing of the District's records.

Schedule of Workload Measures for State General Agportionment

Full-time equivalent students is a measurement of the number of students
attending classes of the District. The purpose of attendance accounting from a
fiscal standpoint is to provide the basis on which apportionments of State funds

are made to community college districts. This schedule provides information
regarding the attendance of students based on various methods of accumulating

attendance data.

iliation of Annual Financial and Budget Report (CCFS-311) with Audited
Financial Statements

This schedule provides the information necessary to reconcile the fund balance
of all funds reported on the CCFS-311 to the audited financial statements.

Schedule of ral Fund Revenues and Expenditures for Restricted a
Unrestricted Programs

This schedule details the revenues and expenditures in the General Fund by
restricted programs and general operating programs.
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INDEPENDENT AUDITOR'S REPORT ON STATE COMPLIANCE REQUIREMENTS

Board of Trustees
Feather River Community College District

Quincy, California

We have audited the general purpose financial statements of Feather River
Community College District, for the year ended June 30, 2002, and have issued our report
thereon dated November 1, 2002. In our report, our opinion was qualified because of the
omission of the General Fixed Assets Group of accounts.

Our audit was made in accordance with auditing standards generally accepted in the
United States of America and the standards for financial and compliance audits contained in
Govemment Auditing Standards, issued by the Comptroller General of the United States and,
accordingly, included such tests of the accounting records and such other auditing procedures

as we considered necessary in the circumstances.

In connection with our audit referred to above, we selected and tested transactions and
records to determine the District’'s compliance with the following state laws and regulations in
accordance with section 400 of the Chancellor's Office's California Community Colleges

Contracted District Audit Menual (CDAM):

1. The District maintained a separate and complete tabulation for each course
section for student attendance, which is reported for State support.

2. The District has adopted policies related to open courses as specified in
California Code of Regulations Section 51006.

3. The District claimed for apportionment purposes only the attendance of
students actively enrolled in a course section as of the census date.

4. The District's salaries of classroom instructors equaled or exceeded 50 percent
of the District's current expense of education in accordance with Section 84362
of the Education Code.

5. Salaries of instructors teaching FTES generating classes, school counselors

providing academic advisement, and financial aid officers conducting need
analysis are not considered supportable charges against either Extended
Opportunity Programs and Services (EOP&S) or Disabled Student Programs
and Services (DSP&S) accounts unless their activities require them to perform
additional functions for the EOP&S or DSP&S programs which are beyond the
scope of services provided to all students in the normal performance of their
regular duty assignments. These activities may be supported only to the extent
of the supplementary services provided for EOP&S or DSP&S.

6. The District's claim upon EOP&S funds excluded expenses incurred as
administrative salaries unless the administrator exclusively functions in the
capacity of the EOP&S Director or an exemption is specifically certified by the

Chancelior's Office.

7. The District has calculated appropriations limits annually and such calculations
are supported by the amounts reported in the District's CCFS - 311 and CCFS -

320.
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(Continued)

8. The District has used local funds to support at least 75 percent of the District's
matriculation activities and all expenditures related to matriculation must be
consistent with the District's State-approved matriculation plan and identifiable
within the ten activities approved by the State.

9. The District has charged an enrollment fee to all eligible students taking
qualified classes. Students who are exempt from the non-resident tuition fee
are charged the corrct fee per course unit if the District claims the student as
resident FTES for apportionment purposes. Fees collected are reported in the

proper accounting period.

10. Classes which fall under instructional service agreements/contracts for which
_FTES are claimed are eligible for State funding.

11.  The District complied with all state laws and regulations in accordance with
Section 1(a)(3) of the California Education Code and Chapter 3.6, Section
16379.28 of the California Governmental Code and to the standard grant
conditions in the administration of Economic Development Program grants.

12.  The District complied with the Scheduled Maintenance Program as the amount
spent in 1995-96 fiscal yearfor Operations and Maintenance of Plant increased
by an amount equal to that provided by the State for the Scheduled

Maintenance Program for the year being audited.

Management is responsible for the District's compliance with those requirements. Our
responsibility is to express an opinion on the District's compliance based on our examination

Our examination was conducted in accordance with attestation standards established
by the American Institute of Certifiecl Public Accountants and, accordingly, included examining
on a test basis, evidence about the District's compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We
believe that our examination provides a reasonable basis for our opinion. Our examination
does not provide a legal determination on the District's compliance with specified

requirements.
In our opinion, except for the item noted in the next paragraph, Feather River

Community College District complied, in all material respects with the aforementioned
requirements for the year ended June 30, 2002.

The Governing Board has not adopted, by resolution, a policy related to open
courses as specified in Title S of the California Code of Regulations (CCR),

Section 51006.

The above finding is further detailed in the Findings and Recommendations section of
this report, along with recommendations to remedy the cause of the finding.

This report is intended solely for the information and use of the District's management,
the Board of Trustees, and the federal and state awarding agencies and pass-through entities
and should not be used by anyone other than these specified parties.

//?l/v\.y - JMI}Z. LLP

-

Sacramento, California
November 1, 2002
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE AND ON
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS (SUBJECT TO A-133)

Board of Trustees
Feather River Community College District
Quincy, California

We have audited the general purpose financial statements of Feather River
Community College District as of and for the year ended June 30, 2002, and have issued our
report thereon dated November 1, 2002. In our report, our opinion was qualified because of
the omission of the General Fixed Assets Group of accounts. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Govemment Auditing Standards,

issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether Feather River Community
College District's general purpose financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and material effect on the determination
of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance that are required to

be reported under Govermment Auditing Standards.

Internal Control Over Financial Reporting

in planning and performing our audit, we considered Feather River Community College
District's internal control over financial reporting in order to determine our auditing procedures
for the purpose of expressing our opinion on the general purpose financial statements and not
to provide assurance on the internal control over financial reporting. Our consideration of the
intemal control over financial reporting would not necessarily disclose all matters in the
intemal control over financial reporting that might be material weaknesses. A material
weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts
that would be material in relation to the general purpose financial statements and the
combining and individual fund general purpose financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of performing
their assigned functions. We noted no matters involving the internal control over financial
reporting and its operation that we consider to be material weaknesses.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE AND ON
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS (SUBJECT TO A-133)

(Continued)

This report is intended for the information of the Board of Trustees, management, the
State Department of Finance, the Chancellor's Office. Califomia Community Colleges and
Federal awarding agencies and pass-through entities. However, this report is a matter of
public record and its distribution is not limited.

?W-OC“-/L P

Sacramento, Califomia
November 1, 2002
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Board of Trustees
Feather River Community College District

Quincy, California

Compliance

We have audited the compliance of Feather River Community College District with the
types of compliance requirements described in the U.S. Office of Management and Budget
{OMB) Circular A-133 Compliance Supplement that are applicable to each of its major Federal
programs for the year ended June 30, 2002. Feather River Community College District's
major Federal programs are identified in the accompanying schedule of Federa financial
assistance. Compliance with the requirements of laws, regulations, contracts and grants
applicable to each of its major Federal programs is the responsibility of Feather River
Community College District's management. Our responsibility is to express an opinion on
Feather River Community College District's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States; and OMB Circular A-133, Audits of States, Local Govemments, and Non-Profit
Organizations. Those standards and OMB Circular A-133 require that we plan and perform
the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a
major Federal program occurred. An audit includes examining, on a test basis, evidence
about Feather River Community College District's compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion. Our audit does not provide
a legal determination on Feather River Community College District's compliance with those

requirements.

In our opinion, Feather River Community College District complied, in all material
respects, with the requirements referred to above that are applicable to each of its major
Federal programs for the year ended June 30, 2002.

| rol li

The management of Feather River Community College District is responsible for
establishing and maintaining effective intemal control over compliance with requirements of
laws, regulations, contracts and grants applicable to Federal programs. In planning and
performing our audit, we considered Feather River Community College District's internal
control over compliance with requirements that could have a direct and material effect on a
major Federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACHMAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133
(Continued)

Internal Control Over Compliance (Continued)

Our consideration of the intemal control over compliance would not necessarily
disclose all matters in the intemal control that might be material weaknesses. A material
weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with
applicable requirements of laws, regulations, contracts and grants that would be material in
relation to a major Federal program being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We
noted no matters involving the intemal control over compliance and its operation that we
consider to be material weaknesses.

This report is intended for the information of the Board of Trustees, management, the
State Department of Finance, the Chancellor's Office, California Community Colleges and
Federal awarding agencies and pass-through entities. However, this report is a matter of

public record and its distribution is not limited.
7 e Sk CLP

Sacramento, California
November 1, 2002
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FINDINGS AND RECOMMENDATIONS



FEATHER RIVER COUUUNIﬁ COLLEGE DISTRICT
SCHEDULE OF AUDIT FINDINGS AND QUESTIONED COSTS
June 30, 2002

FINANCIAL STATEMENTS

Type of auditor's report issued: Qualified

intemal control over financlal reporting:
Material weakness(es) identified?
Reportable condition(s) identified not considered

Yes _X__No

to be material weakness(es)? e VYes __X___ None reported
Noncompliance material to financial statements
noted? Yes _X__No
FEDERAL AWARDS

Intemnal control over major programs:
Material weakness(es) Identified?
Reportable condition(s) identified not considered
to be material weakness{es)?

Yes _ X__No
Yes __X___ None reported

Type of auditor's report issued on compliani:e for

major programs: Unqualified
Any audit findings disclosed that are required to be
reported in accordance with section 510(a) of
Circular A-1337 _Yes X No
Identification of major programs:
CEDA Number(s) me of F Iy
84.063, 84.003, 84.007 Student Financial Aid
10.665 Forest Reserve Fund
¢ Clustered
Dollar threshold used to distinguish between Type A
and Type B programs: s 300,000
Auditee qualified as low-risk auditee? Yes X _No



FEATHER RIVER COMMUNITY COLLEGE DISTRICT
SUMMARY OF FINDINGS AND RECOMMENDATIONS
June 30, 2002

STATE COMPLIANCE - ATTENDANCE (10000)

Finding

The Governing Board has not adopted, by resolution, a policy related to open courses
as specified in Title 5 of the Califonia Code of Regulations (CCR), Section $1006.

Recommendation

The Board of Trustees of the District should adopt, by resolution, a policy related to
open courses as specified in CCR Section 51006.

Recommendation

The District has drafted a policy, for Board approval, related to open courses as
specified in CCR Section 51006.
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STATUS OF PRIOR YEAR

FINDINGS AND RECOMMENDATIONS



FEATHER RIVER COMMUNITY COLLEGE DISTRICT
STATUS OF PRIOR YEAR FINDINGS AND RECOMMENDATIONS

June 30, 2002

STATE COMPLIANCE - OTHER THAN ATTENDANCE (40000)

Finding

Second period actual FTES for 1998-1999 and 1999-2000 were reported incorrectly on
the GANN limit worksheet. This resulted in an understatement of the 2000-2001

appropriations limit by approximately $382,000.

Recommendation

Government Code Section 7908(c) requires each college to report to the Chancellor of
the California Community Colleges and the Director of the Department of Finance at
least annually its appropriations limit (GANN). To ensure actual FTES are reported

correctly, we recommend that the District revise their GANN limit worksheet and verify
the FTES reported with the Second Period Apportionment Attendance Report.

Curmrent Status

The District revised their GANN limit worksheet and resubmitted the form to the State.
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APPENDIX C
SUMMARY OF PRINCIPAL FINANCING DOCUMENTS

The following summaries of certain of the Bond Documents do not purport to be comprehensive or
definitive statements of the provisions of such Bond Documents and prospective purchasers of the Bonds are
referred to the complete texts of such documents, copies of which are available upon request from the
Underwriter prior to the issuance and delivery of the Bonds and from the Trustee after the issuance and
delivery of the Bonds.

THE INDENTURE
DEFINITIONS
Theterm *Acceleration Default” shall mean an Eventof Default described in the Loan Agreement.

The term **Act” shall mean the Joint Powers Act, comprising Articles 1, 2. 3 and 4 of Chapter 5 of Division 7
of Title I of the Govermnent Code of the State of California, as now in effeect and as it may from time to time
be amended or supplemented.

The term “Act of Bankruptcy™ shall mean the filing of a petition in bankruptcy (or other commencement of a
bankruptcy or similar proceeding) by or against the Borrower and/or any guarantor of the Borrower or the
Authority (which guarantor is guarantying an obligation of the Borrower or the Authority relating to the
Project). under any applicable bankruptcy. insolvency or similar law in effiect; provided that any filing of a
petition against the Borrower or any guarantor of the Borrower (or other involuntary commencement of a
bankruptcy or similar proceeding), or the Authority, shall not constitute an Act of Bankruptcy if a court of
competent jurisdiction, stays or dismisses such petition (or such proceeding) within 60 days of the filing
thereof.

The term “Additional Bonds™ shall meanany bonds issued under an indenture supplemental to the Indenture.
The term “Agents” shall mean any paying agent under the Indenture.

The term “Authority” shall mean the Califomia Community College Financing Authority, the issuer of the
Bonds under the Indenture, and its successors and assigns.

The term “Authorized Amount” shall mean, with respect to the Series A Bonds three million two hundred
fifty thousand dollars ($3,250,000). and with respect to the Series B Bonds one hundred sixty-five thousand
dollars ($165,000).

The term “Authorized Authority Representative™ shall mean any member of the goveming board of the
Authority or any other person designated to act in such capacity by a Certificate of the Authority containing
the specimen signature of any of such persons which certificate may designate an alternate or alternates.

The term “Authorized Borrower Representative” shall mean any member of the govemning board of the
Borrower, its President, Vice President, Secretary and Treasurer/Chief Financial Officer or any other person
who at the time and from time to time may be designated as such, by written certificate furnished to the
Authority and the Trustee containing the specimen signature of such person and signed on behalf of the
Borrower by any of the foregoing enumerated persons, which certificate may designate an alternate or
alternates.

The term “Authorized Denominations” shall mean $5,000 and any integral multiple thereof.
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The term “-Available Amounts™ means (i) proceeds of the sale of the Bonds. (ii) any other amounts for which
in each case the Trustee has received, at the time such amounts are deposited with the Trustee, an opinion of
Bond Counsel or nationally recognized counsel experienced in bankruptcy matters, to the effect that the use of
such moneys to make payments on the Bonds would not be voidable as preferential payments or recoverable
under the United States Bankruptcy Code should the Authority, the Borrower, or any guarantor of the
Borrower become a debtor in proceedings commenced thereunder. and (iii) investment income derived from
the investment of moneys described in the preceding clauses (i) or (ii).

The term “Bond Counsel” shall mean any attorney at law or firm of attorneys acceptable to the Authority, of
nationally recognized standing in matters pertaining to the federal tax status of interest on bonds issued by
states and political subdivisions, and duly admitted to practice law before the highest court of any state of the
United States of America. but shall not include counsel for the Borrower.

The term “Bond Fund™ shall mean the fund established pursuant to the Indenture.
The term “Bonds™ shall mean the Series A Bonds and the Series B Bonds.

The teim “Borrower” shall mean (i) Feather River College Foundation, Inc. a Califomia nonprofit public
benefit corporation, and its successors and assigns, and (ii) any surviving. resulting or transferee entity as
provided in the Loan Agreement.

The term “Borrower’s Certificate” shall mean a certificate of the Borrower signed by an Authorized
Borrower Representative.

The term “Business Day” shall mean any day other than a Saturday, a Sunday. a legal holiday. a day on which
banking institutions in New York, New York or in the city or cities in which Trustee’s Principal Office is
located, or day on which the New Y ork Stock Exchange, is or are authorized or obligated by law or executive
order to close.

The term “Certificate of the Authority” shall mean a certificate of the Authority signed by an Authorized
Authority Representative.

The term “Certified Resolution” shall mean a copy of a resolution of the Authority certified by an Authorized
Authority Representative, or by any deputy thereof, to have been duly adopted by the Authority and to be in
full force and effect on the date of such certification.

The term “Closing Date™ shall mean May 29, 2003, the date of initial issuance and delivery of the Bonds.

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

The term “Continuing Disclosure Agreement” shall mean the Continuing Disclosure Agreement, executed
by the Borrower and the Trustee in connection with the Bonds pursuant to the Loan Agreement, as it may be
amended from time to time in accordance with the terms thereof.

The term **Cost of Issuance Fund” shall mean the fund by that name established pursuant to the Indenture.
The term “Coverage Requirement” shall mean, for any period of computation, the requirement that the ratio

of (i) Net Pro ject Revenues for such period (including interest earnings accruing duringsuch period) to (ii) the
Debt Service on Bonds Outstanding for such period, shall be 1.20 or greater.
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The term “Deed of Trust™ shall mean that certain Deed of Trust With Absolute Assignment of Leases and
Rents, Security Agreement and Fixture Filing dated as of the date of the Indenture by the Borrower in favor of
the Trustee securing the payment of the obligations of the Borrower under the Loan Agreement, and
encumbering the Borrower’s fee simple interest in the real property comprising the Project and the Borrower’s
ownership interest in the improvements comprising the Project. as such deed of trust may be originally
executed or as from time to time supplemented and amended.

The term “Debt Service™ means the scheduled amount of interest and amortization of principal payable on
Outstanding Indebtedness. including the Bonds, during the period of computation, excluding amounts
scheduled during such period which relate to principal which has been retired before the beginning of such
period.

The term *District™ means the Feather River Community College District. a California community college
district.

The term “Event of Default™ (i) as used in the Indenture other than with respect to defaults under the Loan
Agreement shall have the meaning specified in the Indenture, and (ji) as used in the Loan Agreement shall
have the meaning specified therein.

The term “Expenses of Operating and Maintaining the Project™ shall mean the reasonable expenses. paid or
accrued, of operation. maintenance and current repair of the Project. as calculated in accordance with generally
accepted accounting principles, and shall include, without limiting the generality of the foregoing, salaries,
wages. employee benefits, payroll taxes. legal fees, cost of materials and supplies. costs of utilities, licenses,
insurance, taxes, advertising, routine repairs. renewals, replacements and alterations occurring in the usual
course of business, fees and expenses of the Trustee or the Borrower incurred in connection with calculations
made pursuant to the Indenture or as otherwise described in the Loan Agreement, rebate obligations owed
pursuant to the Indenture, costs of billings and collections, and costs of audits. Expenses of Operating and
Maintaining the Project shall not include (i) any payments on the Loan or other Indebtedness, (ii) allowance
for depreciation. amortization or renewals or replacements of capital assets (except as provided above) of the
Project, (iii) deposits to the Repair and Replacement Fund as required by the Loan Agreement. (iv) payments
to the Authority or the Trustee under the Loan Agreement or (v) the Management Fee.

The term “Fair Market Value” means the price at which a willing buyer would purchase an investment from
a willing seller in a bona fide., arm’s length transaction (determined as of the date the contact to purchase or
sell the investment becomes binding) if the investment is traded on an established securities market (within the
meaning of the Code) and, otherwise. the tetm “Fair Market Value™ means the acquisition price in a bona fide
arm’s length wansaction (as referenced above) if (i) the investment is a certificate of deposit that is acquired in
accordance with applicable regulations under the Code, (ii) the investment is an agreement with specifically
negotiated withdrawal or reinvestment provisions and a specifically negotiated interest rate (for example, a
guaranteed investment contract, a forward supply contract or other investment agreement) that is acquired in
accordance with applicable regulations under the Code, (iii) the investment is a United States Treasury
Security - State or Local Govemument Series that is acquired in accordance with applicable regulations of the
United States Bureau of Public Debt, or (iv) any commingled investment fund in which the Authority and
related parties do not own more than a ten percent (10%) beneficial interest therein if the retum paid by the
fund is without regard to the source of the investment. The Trustes shall have no duty in connection with the
determination of Fair Market Value other than as required in the investment directions of the Borrower.

The term “Financial Consnltant™ means an independent firm of fmancial or management consultants of
regional or national reputation with expertise in the area of non-profit entities and qualified to report on
questions relating to the financial condition of nonprofit entities engaged in activities similar to those of the
Borrower.
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The term “Fiscal Year” shall mean any twelve month period from July 1 in one calendar year through June 30
of the succeeding calendar year.

The term “Gross Proceeds™ means the amounts described in the Regulations.

The term “Gross Project Revenues” shall mean all receipts. revenues. income and other moneys received by
or on behalf of the Borrower and derived from the ownership or operation of the Project, including, all
amounts paid by the District pursuant to the Occupancy Agreement, interest eamings on the Reserve Fund, the
Surplus Fund. the Gross Project Revenue Fund and the Repair and Replacement Fund. and all rights to receive
the same. whether in the form of accounts, accounts receivable, contract rights or other rights. and the proceeds
of such rights, whether now owned or held or coming into existence and the proceeds of rental interruption
insurance, but not including insurance and condemnation proceeds (other than rental interruption insurance
proceeds) or any portion thereof or proceeds received upon the foreclosure sale of the Project.
Notwithstanding the foregoing, Gross Project Revenues shall not include (a) any tenant security deposits
deposited to an impound account or accounts until such time as such deposits may be lawfully applied by the
Borrower to any costs related to operation and maintenance of the Project and (b) any moneys paid by the
District to, or for the account of the Borrower. and dedicated specifically to the purpose of the repair and
improvement of the Project.

The term “Gross Project Revenue Fund™ shall mean the fund established pursuant to the Loan Agreement.

The term “Hazardous Substances™ means any substances. pollutants, wastes and contaminants used in such
(or any similar) term under any federal, state or local statute, ordinance, code or regulation enacted or
amended.

The term “Holder,” “holder” or “Bondholder™ or “owner™ or “Bondowner” shall mean the person in whose
name any Bond is registered.

The term “Indebtedness™ shall mean (a) all liabilities for borrowed money which have been incurred or
assumed in connection with the acquisition or construction of the Project, or secured by the Project or the
Gross Project Revenues, whether or not such indebtedness is assumed by the Borrower: (b) the present value
of all payments due under any lease or under any other arrangement for retention of title (discounted in
accordance with generally accepted accounting principles) if such lease or other arrangement is in substance
(i) a financing lease (including any lease under which the Borrower has or will have an option to purchase the
property subject thereto at a nominal amount or an amount less than a reasonable estimate of the fair market
value of such property at the date of such purchase or the term of which approximates or exceeds the estimated
useful life of the property subject thereto), (ii) an arrangement for the retention of title for security purposes, or
(iii) an installment purchase: and (c) to the extent not contemplated in the foregoing clauses, all forms of Short-
Term and Long-Term Indebtedness. Notwithstanding the foregoing, Indebtedness shall not include (a) any
requirement to pay principal of, premium, if any, or interest on any obligation to the extent that Irrevocable
Deposits sufficient to pay such principal of, premium, if any, or interest have been made, or (b) accounts
payable or other obligations of the Borrower incurred in the ordinary course of business, which obligations are
not required to be capitalized in accordance with generally accepted accounting principles.

The term “Information Services” means Financial Information, Inc.’s *Daily Called Bond Service,” 30
Montgomery Street, 10th Floor, Jersey City, New Jersey 07302, Attention: Editor: Mergent/FIS, Inc., 5250 77
Center Drive, Suite 150, Charlotte, North Carolina 28217, Attention: Called Bond Department; and Standard
and Poor’s J.J. Kenny Information Services’ “Called Bond Record.” 55 Water Street, 45th Floor, New York,
New York 10041; and. in accordance with then current guidelines of the Securities and Exchange Commission,
such other addresses and/or such other services providing information with respect to the redemption of Bonds
as the Authority may designate in a Written Request of the Authority filed with the Trustee.
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The term “Indenture” shall mean the Indenture of Trust, as originally executed or as it may from time to time
be supplemented. modified or amended by any supplemental indenture entered into pursuant to the provisions
of the Indenture.

The term “Interest Payment Date” shall mean January I and July I of each year. commencing January 1,
2004.

The term “Investment Securities” shall mean any of the following (including any funds comprised of the
following. which may be funds maintained or managed by the Trustee and its affiliates):

(a) For all purposes. including defcasance investments in refunding escrow accounts:

1. Cash deposits (insured at all times by the Federal Deposit Insurance Corporation or otherwise
collateralized with obligations described in the next paragraph).

2. Direct obligations of (including obligations issued or held in book entry form on the books of the
Department of Treasury) the United States of America. In the event these securities are used for defeasance,
they shall be non-callable and non-prepayable.

(b) Forall purposes other than defeasance investments in refunding escrow accounts:

I. Obligations of the following federal agencies so long as such obligations are backed by the full
faith and credit of the United States of America:

U.S. Export-Import Bank (Eximbank)

Rural Economic Community Development Administration
Federal Financing Bank

U.S. Maritime Administration

U.S. Department of Housing and Urban Development (PHAs)
General Services Administration

Small Business Administration

Government National Mortgage Association (GNMA)
Federal Housing Administration

Fann Credit System Financial Assistance Corporation

e EFEeeA6 gD

2. Direct obligations of any of the following federal agencies which obligations are not fully
guaranteed by the fiull faith and credit of the United States of America:

a. Senior debt obligations rated in the highest long-term rating category by at least two nationally
recognized rating agencies issued by the Federal National Mortgage Association (FNMA) or Federal Home
Loan Mortgage Corporation (FHLMC).

b.  Senior debt obligations of the Federal Home Loan Bank System.

3. U.S. dollar denominated deposit accounts, federal funds and bankers' acceptances with domestic
commercial banks which either (a) have a rating on their short-term1 certificates of deposit on the date of
purchase in the highest short-term rating cate;gory of at least two nationally recognized rating agencies, (b) are
insured at all times by the Federal Deposit Insurance Corporation, or (c) are collateralized with direct
obligations of the United States of America at one hundred two percent (102%) valued daily. All such
certificates must mature no more than three hundred sixty (360) days after the date of purchase. (Ratings on
holding companies are not considered as the rating of the bank).
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4. Commercial paper which is rated at the time of purchase in the highest short-term rating category
of at least two (2) nationally recognized rating agencies and which matures not more than two hundred seventy
(270) days after the date of purchase.

5. Investments in (a) money market fimds subject to SEC Rule 2a-7 and rated in the highest short-
term rating category of at least two nationally recognized rating agencies and (b) public sector investment
pools operated pursuant to SEC Rule 2a-7 in which the Issuer’s deposit shall not exceed 5% of the aggregate
pool balance at any time and such pool is rated in one of the two highest short-term rating categories of at least
two nationally recognized rating agencies.

6. Pre-refunded municipal obligations defined as follows: Any bonds or other obligations of any state
of the United States of America or of any agency, instrumentality or local govenmental unit of amy such state
which are not callable at the option of the obligor prior to maturity or as to which irrevocable instructions have
been given by the obligor to call on the date specified in the notice: and.

a. which are rated. based on an irrevocable escrow account or fund (the "escrow”). in the highest
long-term rating category of at least two (2) nationally recognized rating agencies: or

b. (i) which are fully secured as to principal and interest and redemption premium. if any. by an
escrow consisting only of cash or direct obligations of the United States of America, which escrow may be
applied only to the payment of such principal of and interest and redemption premium. if any. on such bonds
or other obligations on the maturity date or dates thereof or the specified redemption date or dates pursuant to
such irrevocable instructions. as appropriate. and

(ii) which escrow is sufficient. as verified by a nationally recognized independent certified public
accountant, to pay principal of and interest and redemption premium, if any, on the bonds or other obligations
described in this paragraph on the maturity date or dates specified in the irrevocable instructions referred to
above. as appropriate.

7. General obligations of states with a short-term rating in one of the two (2) highest raing categories
and a long-term rating in one (1) of the two (2) highest rating categories of at least two (2) nationally
recognized rating agencies. In the event such obligations are variable rate obligations. the interest rate on such
obligations must be reset not less frequently than annually.

8. Investment agreements from providers rated “AA” or higher.
The value of the above investments, other than cash, shall be determined as follows:

"Value," which shall be determined as of the end of each month, means that the value of any
investments shall be calculated as follows:

1. As to investments the bid and asked prices of which are published on a regular basis in The Wall
Street Journal (or. if not there, then in The New York Times): the average of the bid and asked prices for such
investments so published on or mostrecently prior to such time of determination;

2. As to investments the bid and asked prices of which are not published on a regular basis in The
Wall Street Journal or The New York Times: the average bid price at such price at such time of determination
for such investments by any two nationally recognized government securities dealers (selected by the Trustee
in its absolute discretion) at the time making a market in such investments or the bid price published by a
nationally recognized pricing service;

3. As to certificates of deposit and bankers acceptances, the face amount thereof, plus accrued
interest, and



4. As to any investment not specified above, the value thereof established by prior agreement
between the Authority and the Trustee.

The term “Irrevocable Deposit™ shall mean the irrevocable deposit in escrow of cash or Investment Securities
defined in subsections (a) and (b) (1) of the definition thereof. in an amount and under terns sufficient to pay
all or a specified portion of the principal of, premium. if any, and the interest on. as the same will become due.
any Indebtedness which would otherwise be considered outstanding. The escrow agent shall have possession
of any securities (other than book entry securities) and may be the Trustee or any other independent entity with
trust powers authorized to act in such capacity.

The term “Issuance Costs™ means all costs and expenses of issuance of the Bonds, including. but not limited
to: (i) underwriter’s discount and fees; (ii) counsel fees and expenses. including without limitation those of
Bond Counsel. underwriter’s counsel. Borrower’s counsel and Authority counsel. as well as any other
specialized counsel fees and expenses incurred in connection with the issuance of the Bonds or the making of
the Loan: (iii) the Authority's fees and expenses incurred in connection with the issuance of the Bonds:
(iv) rating agency fees; (v) Trustee’s fees and expenses and Trustee’s counsel fees; (vi) paying agent’s and
certif ying and authenticating agent’s fees and expenses related to issuance of the Bonds; (vii) accountant’s fees
related to issuance of the Bonds: (viii) printing costs of the Bonds and of the preliminary and final official
statements; (ix) publication costs associated with the financing proceedings; (x) costs of engineering and
feasibility studies necessary to the issuance of the Bonds; and (xi) bond insurance premiums.

The term “Leases” mean those certain lease or rental agreements by and between the Borrower and the tenants
of the Project.

The term “Loan™ shall mean the loan made by the Authority to the Borrower pursuant to the Loan Agreement
for the purpose of financing the acquisition by the Borrower of the Project.

The term “Loan Agreement” shall mean that certain Loan Agreement with respect to the Loan, dated as of
May 1. 2003, among the Authority. the Borrower and the Trustee as originally executed or as it may from time
to time be supplemented or amended.

The term “Long Term Indebtedness™ means indebtedness with a stated term greater than one year or with a
tenn that may be extended beyond one year atthe option of the Borrower.

The term “Member” or “Member of the Authority” means those certain California community college
districts that are party to that certain California Community College Financing Authority Joint Exercise of
Powers Agreement, originally executed as of June 28. 1995, and amended as of May 14, 1997 and May 5,
2003.

The term “Net Proceeds.” when used with respect to any insurance proceeds or condemnation award, shall
mean the amount remaining after deducting {rom the gross proceeds thereof all expenses (including reasonable
attorneys" fees) incurred in the collection of such proceeds or award.

The term “Net Project Revenues” shall mean, for any period of computation, Gross Project Revenues during
such period less Expenses of Operating and Maintaining the Project during such period.

The term “Occupancy Agreement” means that certain agreement, dated as of May 1, 2003, entitled
“Agreement Between Feather River College Foundation and Feather River Community College District
Regarding the Operation of the Student Housing Complex (Feather River Apartments)” all rights and remedies
under which have been assigned to the Trustee by the Borrower under the Loan Agreement to further secure
Borrower’s obligations thereunder.
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The term “Official Statement™ shall mean that certain Official Statement distributed with respect to the
Bonds, dated as of May 21, 2003.

The term “Operating Budget™ shall mean the budget to be prepared by the Borrower pursuant to the Loan
Agreement.

The term “Operation and Maintenance Fund” shall mean the fund by that name established pursuant to the
Loan Agreement.

The term “Opinion of Counsel” shall mean a written opinion of counsel, who may be counsel for the
Authority or Bond Counsel or counsel for the Trustee.

The term “Original Purchaser” means the purchaser or purchasers of the Bonds from the Authority on the
Closing Date.

The term “Outstanding” or “outstanding,” when used as of any particular time with refierence to Bonds, shall
mean all Bonds theretofore authenticated and delivered by the Trustee under the Indenture except:

(a) Bonds theretofore canceled by the Trustee or surrendered to the Trustee for cancellation;

(b) Bonds for the payment or redemption of which moneys or securities in the necessary
amount (as provided in the Indenture) shall have theretofiore been deposited with the Trustee (whether upon or
prior to the maturity or the redemption date of such Bonds), provided that, if such Bonds are to be redeemed
prior to the maturity thereof.. notice of such redemption shall have been given as provided in the Indenture or
provision satisfactory to the Trustee shall have been made for the giving of such notice; and

(c) Bonds in lieu of or in substitution fior which other Bonds shall have been authenticated
and delivered by the Trustee pursuant to the terms of the Indenture.

The term “Permitted Encumbrances™ means. as of any particular time: (i) liens for general ad valorem taxes
and assessments, if any, not then delinquent: (ii) the Loan Agreement, as it may be amended from time to time;
(iii) any right or claim of any mechanic, laborer. materialman, supplier or vendor not filed or perfiected in the
manner prescribed by law: (vi) easements. rights of way, mineral rights, drilling rights and other rights,
reservations, covenants, conditions or restrictions which exist of record as of the Closing Date and which
Borrower certifies in writing will not materially impair the use of the Project by the Borrower for its intended
purposes: and (v) easements, rights of way, mineral rights, drlling rights and other rights, reservations,
covenants, conditions or restrictions established following the date of recordation of the Deed of Trust, which
the Borrower certifies in writing will not materially impair the use of the Project by the Borrower for its
intended purposes.

The term “person” shall mean an individual, a carparation, a partnership, a limited liability company, a trust,
an unincorporated organization or a government or any agency or political subdivision thereof.

The term “Principal Office,” with respect to the Trustee, shall mean the principal corporate trust office of the
Trustee located at the address set forth in the Indenture or at such other place as the Trustee shall designate by
notice given under the Indenture.

The term “Principal Payment Date” shall mean any date on which principal of the Loan is due and payable
under the Loan Agreement.

The term “Project” shall mean the costs of acquiring, improving, remodeling, renovating and equipping that
certain apartment complex located at 300 Golden Eagle Avenue, Quincy. Califormia 95971.
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The term “Project Costs™ means, to the extent authorized by the Code and the Regulations. any and all costs
and expenses incurred by the Borrower or the Authority with respect to the acquisition. financing, refinancing,
and/or operation of the Project, including, without limitation. Issuance Costs. costs for the acquisition and/or
refmancing of property, the cost of consultant, accounting and legal services. appraisal costs, administrative
expenses. transfers into the Bond Fund established under the Indenture, and all other costs approved by Bond
Counsel.

The term “Project Fund™ shall mean the fund established pursuant to the Indenture.

The term “Purchase Price,” for the purpose of computation of the Yield of the Series A Bonds, has the same
meaning as the term “issue price™ in the Code, and. in general. means the initial offering price to the public
(not including bond houses and brokers, or similar persons or organizations acting in the capacity of
underwriters or wholesalers) at which price a substantial amount of the Tax-Exempt Bonds are sold or, if any
Tax-Exempt Bonds are privately placed. the price paid by the Original Purchaser of such Tax-Exempt Bonds
or the acquisition cost of the Original Purchaser.

The term “Rebate Account” shall mean the account by that name established pursuant to the Indenture.

The term “Rebate Analyst™ shall mean any accountant. law finn or consultant experienced in the calculation
of arbitrage rebate selected by the Borrower and approved by the Authority.

The tenn “Record Date™ shall mean the close of business on the fifieenth (15th) day ofthe month (whether or
not a Business Day) befiore such Interest Payment Date.

The termo “Regents™ shall mean The Regents of the University of California.

The term “Regulations” means the Income Tax Regulations promulgated by the Department of the Treasury
pursuant to the Code from time to time or pursuant to any predecessor statute to the Code.

The term: “Repair and Replacement Fund™ shall mean the fund by that name established pursuant to the
Indenture.

The term “Repair and Replacement Fund Requirement” shall have the meaning assigned to such term in
the Loan Agreement.

Thetenn “Reserve Fund™ shall mean the fund established pursuant to the Indenture.

The tenn “Reserve Fund Requirement” shall mean, as of any calculation date. the least of (1) the maximum
annual Debt Service with respect to the Bouds (in any Fiscal Year) or (2) 125% of the average annual Debt
Service with respect to the Bonds (on a Fiscal Year basis).

The term “Responsible Officer™ of the Trustee shall mean any officer of the Trustee assigned to administer its
duties under the Indenture.

The term “Revenues” shall mean all amounts pledged under the Indenture to the payment of principal of,
premium, if any, and interest on the Bonds, consisting of the following: (i) any portion of the net proceeds of
the Bonds deposited with the Trustee under the Indenture, (ii) any income eamed on investments pursuant to
the Indenture, (iii) proceeds derived from the exercise of any remedies provided for under the Deed of Trust,
(iv) proceeds derived from the exercise of ary remedies under the Occupancy Agreement. and (v) at all times
while any Bonds are Outstanding, (A) any repayments of the Loan (as defined in the Loan Agreement)
required or permitted to be made by the Borrower pursuant to the Loan Agreement, (B) amounts drawn by the
Trustee from the Reserve Fund or the Repair and Replacement Fund for transfer to the Bond Fund for payment
of the Bonds, (C) all Net Proceeds including insurance proceeds and condemnation awards as set forth in the
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Loan Agreement and (D)any Gross Project Revenues received by the Trustee pursuant to the Loan
Agreement; but such term shall not include payments to the United States, the Authority or the Trustee
pursuant to the Loan Agreement or the Indenture.

The term “Securities Depositories” shall mean The Depository Trust Company, 55 Water Street. New York,
New York 10041, Fax (212) 855-7320 and, in accordance with then current guidelines of the Securities and
Exchange Commission, such other addresses and/or such other securities depositories as the Authority may
designate in a Written Request of the Authority delivered to the Trustee.

The term “Series A Bonds” shall mean the Califomia Community College Financing Authority, Student
Housing Revenue Bonds (Feather River Community College District Project) Series 2002A Tax-Exempt,
issued and outstanding under the Indenture.

The term “Series B Bonds™ shall mean the California Community College Financing Authority Student
Housing Revenue Bonds (Feather River Community College District Project) Series 2002B Taxable. issued
and outstanding under the Indenture.

The tertn “Short-Term Indebtedness” means all indebtedness of the Borrower having an original maturity
less than or equal to one year and not renewable at the option of the Borrower for a term greater than one year
from the date of original incurrence or issuance.

The term “supplemental indenture™ or “indentnre supplemental to the Indenture” shall mean any
indenture duly authorized and entered into between the Authority and the Trustee in accordance with the
provisions of the Indenture.

The term “Surplus Fund™ shall mean the fund by that name established pursuant to the Indenture.

The term “Tax Certificate” means the Tax Certificate executed by the Borrower and the Authority relating to
the Tax-Exempt Bonds, dated the date of issuance of the Bonds, as the same may be amended or supplemented
in accordance with its terms, including the exhibits thereto.

The term “Tax-Exempt™ means, with respect to interest on any obligations of a state or local government,
including the Tax-Exempt Bonds, that such interest is excluded from gross income for federal income wax
purposes whether ar not such interest is includable as an item of tax preference or otherwise includable directly
or indirectly for purposes of calculating tax liabilities, including any alternative minimum tax or environmental
tax, under the Code.

The term “Tax-Exempt Bonds” shall mean the Series A Bonds.

The term “Trustee” shall mean U.S. Bank National Association, a national banking association organized
under the laws of the United States of America, or its successor as Trustee under the Indenture.

The terms “Written Consent,” “Written Demand.” “Written Direction,” “Written Election.” “Written
Notice,” “Written Order,” “Written Request™ and “Written Requisition™ of the Authority or the Borrower
shall mean, respectively, a written consent, demand, direction, election. notice, order, request or requisition
signed on behalf of the Authority by an Authorized Authority Representative or on behalf of the Borrower by
an Authorized Borrower Representative.

The term “Yield” means that yield which, when used in computing the present worth of all payments of
principal and interest (or other payments in the case of Nonpurpose Obligations which require payments in a
form not characterized as principal and interest) on a Nonpurpose Obligation, all computed as prescribed in
applicable Regulations and, in the case of variable rate obligations, as further prescribed in the Indenture.



THE BONDS

Payment. Both the principal and redemption price. including any premium, of the Bonds shall be
payable by check in lawful money of the United States of America only upon presentation and surrender
thereof at the Principal Oftice of the Trustee. Payment of the interest on any Bond shall be made in like lawful
money to the person appearing on the bond registration books of the Trustee as the registered owner thereof on
the applicable Record Date, such interest to be paid by check mailed on the Interest Payment Date by first class
mail. postage prepaid to the registered owner at its address as it appears on such registration books. except that
the Trustee will. at the request of any registered owner of $1,000.000 or more in aggregate principal amount of
Bonds. make payments of principal. premium and interest on such Bonds by wire transfer to the account
within the United States designated by such owner to the Trustee in writing at least 15 days before the Record
Date for such payments, any such designation to remain in effect until withdrawn in writing.

Transfer and Exchange of Bonds. Any Bond may, in accordance with the terms of the Indenture. be
transferred upon the books of the Trustee, required to be kept pursuant to the provisions of the Indenture, by
the person in whose nameit is registered. in person or by its duly authorized attomey, upon surrender of such
Bond for cancellation at the Principal Office of the Trustee, accompanied by a written instrument of transfer in
a form acceptable to the Trustee, duly executed. Bonds may be exchanged at the Principal Office of the
Trustee for a like aggregate principal amount of Bonds of the same Series of other Authorized Denominations.
Whenever any Bond shall be surrendered for transfer or exchange, the Authority shall execute and the Trustee
shall authenticate and deliver a new Bond or Bonds of the same Series, for a like aggregate principal amount.

The Trustee shall require the payment by the Bondholder requesting any such transfer or exchange
of any tax, fee or other governmental charge required to be paid with respect to such transfer or exchange, and
may. in connection with any exchange, collect a charge equal to a customary fee charged by the Trustee for
such exchange. but any such transfer or exchange shall otherwise be made without charge to the Bondholder
requesting the same. The cost of printing any Bonds and any services rendered or any expenses incurred by
the Trustee in connection therewith shall be paid by the Borrower.

No wansfer or exchange shall be required to be made of any Bonds (i) called for redemption,
(ii) during the ten (10) days next preceding the giving of any notice of redemption. or (iii) during the period of
time between any Record Date and the next related Interest Payment Date.

Bond Register. The Authority has appointed the Trustee as registrar and authenticating agent for the
Bonds. The Trustee will keep or cause to be kept at their respective Principal Office sufficient books for the
transfer of the Bonds, which shall at all reasonable times upon reasonable notice be open to inspection by the
Authority and the Borrower. and, upon presentation fior such purpose, the Trustee as registrar shall, under such
reasonable regulations as it may prescribe. transfer or cause to be transferred, on said books, Bonds.

Temporary Bonds. The Bonds may be issued initially in tmporary form exchangeable for definitive
Bonds when ready for delivery. The temporary Bonds may be printed. lithographed or typewritten. shall be of
such Authorized Denominations as may be determined by the Authority and may contain such reference to any
of the provisions of the Indenture as may be appropriate. Every temporary Bond shall be executed by the
Authority and be authenticated and registered by the Trustee upon the same conditions and in substantially the
same manner as the definitive Bonds. If the Authority issues temporary Bonds, it will execute and furnish
without unreasonable delay definitive Bonds, which may be printed, lithographed or typewritten, and
thereupon the temporary Bonds may be surrendered. for cancellation, in exchange therefor at the Principal
Oftice of the Trustee, and the Trustee shall authenticate and deliver in exchange for such temporary Bonds an
equal aggregate principal amount of defmitive Bonds of Authorized Denominations. Until so exchanged, the
temporary Bonds shall be entitled to the same benefits under the Indenture as definitive Bonds authenticated
and delivered under the Indent ure.



Bonds Mutilated, Lost. Destroyed or Stolen. If any Bond shall become mutilated, the Authority. at
the expense of the holder of said Bond, shall execute, and the Trustee shall thereupon authenticate and deliver,
a new Bond of like tenor and principal amount in exchange and substitution for the Bond so mutilated, but
only upon surrender to the Trustee of the Bonds so mutilated. Every mutilated Bond so surrendered to the
Trustee shall be canceled by it and delivered to. or upon the written order of the Authority. If any Bond issued
under the Indenture shall be lost. destroyed or stolen, evidence of such loss. destruction or theft may be
submitted to the Trustee. and if such evidence is satisfactory to the Trustee and indemnity for the Authority
and the Trustee satisfactory to the Trustee shall be given. the Authority, at the expense of the holder, shall
execute. and the Trustee shall thereupon authenticate and deliver. a new Bond of like tenor and number in lieu
of and in substitution for the Bond so lost, destroyed or stolen (or if any such Bond shall have matured or shall
have been called for redemption. instead of issuing a substitute Bond. the Trustee on behalf of the Authority
may pay the same without surrender thereof upon receipt of indemnity for the Authority and the Trustee
satisfactory to. the Trustee). The Authority may require payment of a reasonable fee for each new Bond
delivered under the Indenture and payment of the expenses which may be incurred by the Authority and the
Trustee. Any Bond delivered under the provisions of the Indenture in lieu of any Bond alleged to be lost.
deswroyed or stolen shall constitute an original additional contractual obligation on the part of the Authority
whether or not the Bond so alleged to be lost. destroyed or stolen be at any time enforceable by anyone, and
shall be equally and proportionately entitled to the benefits of the Indenture with all other Bonds secured by
the Indenture.

ISSUANCE OF BONDS; APPLICATION OF PROCEEDS

Project Fund. There is created and established with the Trustee pursuant to the Indenture a separate
trust fumd which shall be designated the “Project Fund.” Upon the initial delivery of the Bonds, there shall be
deposited in the Project Fund the amounts specified in the Indenture. Amounts deposited or held in such
account shall be applied for the payment of Project Costs. The Trustee will transfer moneys fiom the Project
Fund in accordance with a funding requisition certified by the Borrower which contains the amount to be paid,
the entity to which the money shall be paid and the Borrower’s representation that the full amount of such
disbursement is for the payment or reimbursement of Project Costs. Neither the Trustee nor the Authority shall
be responsible for the application by the Borrower of moneys disbursed to the Borrower in accordance with the
Indenture.

Cost of Issuance Fund. There is created and established with the Trustee pursuant to the Indenture a
separate trust fund which shall be designated the “Cost of Issuance Fund.” which shall be applied only as
provided in the Indenture. Upon the initial delivery of the Bonds, there shall be deposited in the Cost of
Issuance Fund the amounts specified in the Indenture. The amount in the Cost of Issuance Fund shall be used
to pay Issuance Costs.

Before each payment is made from the Cost of Issuance Fund by the Trustee, there shall be filed
with the Trustee a Written Requisition of the Borrower, accompanied by copies of appropriate invoices or
other evidence of amounts due, and stating with respect to each payment to be made: (i) the requisition
number; (ii) the name and address of the person to whom payment is due (which may be the Borrower if the
payment is to reimburse the Borrower for amounts previously paid); (iii) the purpose for which the payment is
to be made: (iv)the amount to be paid; (v) that each obligation mentioned therein has been properly incurred
and is a proper charge against the Cost of Issuance Fund; and (vi) that none of the items for which payment is
requested has been previously paid or reimbursed from the Cost of Issuance Fund. The Trustee is authorized
to act thereon without further inquiry.

Any amounts remaining in the Cost of Issuance Fund on the date six (6) months after the Closing
Date and not expected by the Borrower and the Authority (as set forth in a Certificate of the Borrower) to be
required to pay other costs payable from such fund shall be transfierred by the Trustee to the Borrower and the
Trustee shall close the Cost of Issuance Fund.
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No amount in any other fund or account created by the Indenture shall be expended for Issuance
Costs.
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REDEMPTION OF BONDS

Selection of Bonds for Redemption. In instances other than a mandatory sinking find redemption
effected pursuant to the Indenture. Bonds to be redeemed under the Indenture shall be, in the case of an
optional redemption effected pursuant to the Indenture, selected by the Borrower and if ot so selected or in
the instance of amy redemption undertaken hereunder by reason other than an optional redemption effected
pursuant to the Indenture. Bonds will be redeemed in inverse order of maturity. If less than all the Bonds of a
maturity are to be redeemed the Trustee shall select the Bonds within such maturity to be redeemed by lot. in
whole multiples of Authorized Denominations. In no event shall Bonds be redeemed in amounts other than
whole multiples of minimum Authorized Denominations. For putposes of a redemption pursuant to the
Indenture. the Trustee may round down to the nearest Authorized Denomination. For purposes of redeeming
Bonds in denominations greater than minimum Authorized Denominations. the Trustee shall assign to such
Bonds a distinctive number for each such principal amount and, in selecting Bonds for redemption by lot. shall
treat such amounts as separate Bonds. The Trustee shall promptly notify the Authority and the Borrower in
writing of the numbers of the Bonds selected for redemption,

Notice of Redemption. Notice of redemption shall be given by the Trustee for. to. and on behalf of
the Authority, by first class mail, not less than thirty (30) days prior to the redemption date, or. in the case of
an extraordinary redemption pursuant to the Indenture, not less than five (5) days before the redemption date,
to (i) the Securities Depositories and Information Services and (ii) the registered owner of each Bond called for
redemption. at its address as it appears on the registration books. but neither failure to mail such notice nor any
defiect in any notice so mailed shall affect the sufliciency of the proceedings for the redemption of any of the
Bonds with respect to which such failure or defiect shall have occurred. Each notice of redemption shall state
the redemption date, the place of redemption, the principal amount and. if less than all, the distinctive numbers
of the Bonds to be redeemed. and shall also state that the interest on the Bonds in such notice designated for
redemption (other than the unredeemed portions, if any, thereof) shall cease to accrue from and after such
redemption date and that on said date there will become due and payable on each of said Bonds the principal
amount thereof to be redeemed. interest accrued thereon to the redemption date and the premium, if any,
thereon (such premium to be specified). Neither the Authority nor the Trustee shall have any responsibility for
any defect in the CUSIP number that appears on any Bond or in any redemption notice with respect thereto,
and any such redemption notice may contain a statement to the effiect that CUSIP numbers have been assigned
by an independent service for convenience of reference and that neither the Authority nor the Trustee shall be
liable for any inaccuracy in such numbers.

Partial Redemption of Bonds. Any Bond may be redeemed in whole or in part, but no part of any
Bond shall be redeemed in an amount less than an Authorized Denomination, and Bonds remaining after any
redemption shall, to the extent practicable, be in Authorized Denominations. Upon surrender of any Bond
redeemed in part only, the Authority shall execute and the Trustee shall authenticate and deliver to the
registered owner thereof, without charge to the owner thereof, a new Bond oflike Series and maturity and of
Authorized Denominations designated by such owner equal in aggregate principal amount to the unredeemed
portion of the Bond surrendered.

Effect of Redemption Notice of redemption having been duly given as aforesaid, and moneys for
payment of the redemption price being held by the Trustee, the Bonds so called for redemption shall, on the
redemption date designated in such notice, become due and payable at the redemption price specified in such
notice, interest on the Bonds so called for redemption shall cease to accrue, said Bonds shall cease to be
entitled to any lien, benefit or security under the Indenture, and the holders of said Bonds shall have no rights
in respect thereof except to receive payment of the redemption price thereof.



REVENUES

Bond Fund. There is created and established with the Trustee pursuant to the Indenture a separate
trust fund which shall be designated the *“Bond Fund.” The Bond Fund shall be applied only as provided in the
Indenture.

The Trustee shall deposit in the Bond Fund. from time to time, upon receipt thereof., all Revenues.
including insurance proceeds and condemnation awards used to prepay the Loan and other Loan payments or
prepayments received feom or for the account of the Borrower and all amonnts received under the Occupancy
Agreement. The Trustee shall establish a separate subaccount in the Bond Fund for each of the following
categories of payment into the Bond Fund: (i) payments of Revenues into the Bond Fund except for the
payments described in clauses (ii) and (iii) of this sentence (which account shall be called the “Revenues
Acconnt™), (ii) prepayment of the Loan pursuant to the Indenture and the Loan Agreement (which account
shall be called the “Redemption Account™), and (iii) Available Amounts received by the Trustee (which
acconnt shall be called the “Available Amounts Account™).

Except as otherwise provided in the Indenture, moneys in the Bond Fund shall be used solely for the
payment of the principal of and premium, if any, and interest on the Bonds as the same shall become due,
whether at maturity or upon redemption or acceleration or otherwise. In making payments of principal of’,
premium. if any, and interest on the Bonds, the Trustee shall. in the following order of priority (a) use all other
Available Amounts held in the Bond Fund, and (b) then use any other Revenues received by the Trustee.

On each date on which principal of or interest or premium on the Bonds is due and payable, in the
event that there are insufficient funds on any date in the Bond Fund to pay principal of or interest or any
premium on the Bonds then due and payable, the Trustee shall draw on (i) the Surplus Fund to the extent of
any funds on deposit therein (in accordance with the Indenture), (ii) the Repair and Replacement Fund to the
extent of any funds on deposit therein (in accordance with the Indenture), and (iii) the Reserve Fund to the
extent of any funds on deposit therein (in accordance with the Indenture), in each case only in an amount
necessary to cure the deficiency.

Repair and Replacement Fund. The Trustee shall initially deposit in the Repair and Replacement
Fund the amount wransferred to the Trustee for deposit therein as provided by the Occupancy Agreement.
Amounts shall be deposited into the Repair and Replacement Fund as provided in the Loan Agreement.
Moneys in the Repair and Replacement Fumd shall be expended and used only for capital costs. including
structural repairs to and reroofing of the Project, repair and replacement of major mechanical components of
the project, the repair or replacement of equipment, fumiture and fixtures used in the Project and any other
capital costs and extraordinary maintenance expeunses of the Project, for the purpose of maintaining the Project,
upon receipt by the Trustee of a Written Requisition of the Borrower stating the specific purpose for which
such moneys are to be expended and that such expenditure is in accordance with the Indentnre.

Whenever and to the extent that moneys in the Bond Fund and the Surplus Fund are insufficient for
the purpose of paying principal of’, redemption price or interest on the Bonds for payment of such amounts as
the case may be. whether at the stated payment date, by redemption of Bonds or upon acceleration, money on
deposit in the Repair and Replacement Fund shall be transferred by the Trustee for such purposes to the Bond
Fund on such date without further authorization or direction.

Reserve Fund. The Trustee shall deposit in the Reserve Fund the amount set forth in the Indenture.
Pursuant to the Loan Agreement, the Borrower is thereafter obligated to transfer to the Trustee for deposit by
the Trustee in the Reserve Fund an amount. if necessary, to restore the Reserve Fnnd to the Reserve Fund
Requirement. The Trustee shall also deposit into the Reserve Fund any other amounts deposited with the
Trnstee by the Borrower with written instructions that they be deposited in the Reserve Fund. and amounts
required to be deposited therein under the Indenture.
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On each Interest Payment Date, if any amounts remain on deposit in the Bond Fund following
payment on the Bonds on such date, the amounts shall be transferred by the Trustee from the Bond Fund to the
Reserve Fund to the extent necessary to bring the amount on deposit in the Reserve Fund up to the Reserve
Fund Requirement. No such transfer shall exceed the amounts then in the Bond Fund and not otherwise
needed to pay Debt Service on the Bonds on such date.

Notwithstanding any other provision of the Indenture. all investment eamings on amounts in the
Reserve Fund shall be retained in the Reserve Fund. to be used for purposes of the Reserve Fund.

Moneys on deposit in the Reserve Fund shall be transf'erred pursuant to the Indenture by the Trustee to
the Bond Fund on each date on which principal or interest on the Bonds is payable. without further
authorization or direction. whenever and to the extent that moneys in the Bond Fund (after draws have been
made on the funds on deposit in the Surplus Fund and the Repair and Replacement Fund and such amounts
have been credited to the Bond Fund) on any Interest Payment Date or Principal Payment Date are insufficient
for the purpose of paying principal of, redemption price or interest on the Bonds, as the case may be, on such
Interest Payment Date or Principal Payment Date. The Trustee shall provide the Borrower and the Authority
with notice of any such transfier pursuant to the Indenture.

If on the Business Day prior to each Interest Payment Date, the amount on deposit in the Reserve Fund
shall exceed the Reserve Fund Requirement, such excess shall be transferred to the Bond Fund.

Investment of Moneys. Except as otherwise provided in the Indenture, any moneys in any of the
funds and accounts to be established by the Trustee pursuant to the Indenture shall be invested by the Trustee
in Investment Securities selected and directed in writing by the Borrower, with respect to which payments of
principal thereof and interest thereon are scheduled or otherwise payable not later than one day prior to the
date on which it is estimated that such moneys will be required by the Trustee. In the absence of such
directions, the Trustee shall invest such moneys in Investment Securities described in clauses (a) or (b) of the
definition thereof and any such investments shall mature on a date on which it is estimated that such moneys
will be required by the Trustee. Available Amounts held in the Bond Fund shall be invested only in
Investment Securities described in clause (a) of the definition thereof maturing or subject to payment upon
demand of the holder thereof within 30 days after the acquisition of any such investment and in any event not
later than the date on which it is estimated that such moneys will be required by the Trustee. Neither the
Trustee nor the Authority shall have any liability or responsibility for any loss resulting from any investment
made in accordance with the Indenture.

Except as otherwise provided in the next sentence, all investments of amounts deposited in any fund
or account created by or pursuant to the Indenture, or otherwise containing Gross Proceeds of the Bonds shall
be acquired, disposed of, and valued (as of the date that valuation is required by the Indenture or the Code) at
Fair Market Value. The Borrower shall ensure that investments in funds or accounts (or portions thereof) that
are subject to a yield restriction under applicable provisions of the Code and (unless valuation is undertaken at
least annually) investments in the Reserve Fund shall be valued at their present value (within the meaning of
the Code) for purposes of calculating arbitrage rebate amounts.

Except as otherwise provided in the Indenture, any interest, eamings or profit on such investment of
moneys in any fund or account shall be credited to the Gross Project Revenue Fund and any loss on such
investment of moneys shall be charged to the respective funds or accounts from which such investments are
made, except as otherwise provided in the Indenture. The Trustee may sell or present for redemption any
obligations so purchased whenever it shall be necessary in order to provide moneys to meet any payment, and
the Trustee shall not be liable or responsible for any loss resulting from such sale or redemption.

The Trustee may make any and all investments permitted under the Indenture through its own bond

department or any affiliate and may pay said bond department reasonable, customary fees for placing such
investments. The Trustee and its affiliates may act as principal, agent, sponsor, advisor or depository with
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respect to Investment Securities under the Indenture. The Trustee may conmmingle moneys on deposit in the
funds and accounts established under the Indenture for purposes of investment. Any Investment Securities that
are registrable securities shall be registered in the name of the Trustee.

Except as otherwise provided in the Indenture. the Authority covenants that all investments of
amounts deposited in any fund or account created by or pursuant to the Indenture, or otherwise containing
gross proceeds of the Bonds (within the meaning of the Code) shall be acquired, disposed of, and valued (as of
the date that valuation is required by the Indenture or the Code) at Fair Market Value.

Investments in funds or accounts (or portions thereof) that are subject to a yield restriction under
applicable provisions of the Code shall be vatued at their present value (within the meaning of the Code).

Assignment to Trustee; Fnforcement of Obligations. The Authority transfers, assigns and sets over
to the Trustee. for the benefit of the Bondholders. and the Trustee accepts. all of the Revenues. all moneys, at
any time held in the Bond Fund and the Reserve Fund established under the lndenture and any and all rights
and privileges the Authority has under the Loan Agreement (except for the Authority’s right under the Loan
Agreement, and maintenance of the exclusion from gross income fer federal tax purposes of interest on the
Bonds): and any Revenues or other amounts payable to the Trustee under the Indenture or under the Loan
Agreement which are collected or received by the Authority shall be deemed to be held. and to have been
collected or received, by the Authority as the agent of the Trustee, and shall forthwith be paid by the Authority
to the Trustee. The Trustee also shall be entitled to take all steps, actions and proceedings reasonably
necessary in its judgment: (1) to enforce the terms, covenants and conditions of. and preserve and protect the
priority of its interest in and under. the Loan Agreement and the Deed of Trust, and (2) to request compliance
with all covenants, agreements and conditions on the part of the Authority contained in the Indenture with
respect to the Revenues.

Amounts Remaining in the Bond IFund. When there are no longer any Bonds outstanding, and all
fees. charges and expenses of the Trustee and any paying agents have been paid or provided for. all fees and
expenses of the Authority relating to the Project and the Indenture have been paid or provided for, all other
amounts payable under the Indenture and under the Loan Agreement have been paid. and the Indenture has
been discharged and satisfied. the Trustee shall pay to the Borrower imy moneys remaining in the Bond Fund.

COVENANTS OF THE AUTHORITY

Payment of Principal and Interest. The Authority shall punctually pay, but only out of Revenues as
in the Indenture provided, the principal and the interest (and premium, if any) to become due in respect of
every Bond issued under the Indenture at the times and places and in the manner provided in the Indenture and
in the Bonds, according to the true intent and meaning thereof. When and as paid in full. all Bonds shall be
delivered to the Trustee and shall forthwith be destroyed.

Paving Agents. The Trustee, with notice to the Authority, may appoint and at all times have one or
more paying agents in such place or places as the either may designate, for the payment of the principal of. and
the interest (and premium. if any) on, any Series of the Bonds. It shall be the duty of the Trustee to make such
arrangements with any such paying agent as may be necessary and feasible to assure. to the extent of the
moneys held by the Trustee for such payment, the availability of funds for the prompt payment of the principal
of and interest and premiwm, if any, on the Bonds presented at either place of payment. The paying agent
initially appointed under the Indenture is the Trustee.

Preservation of Revenues; Amendment of Documents. The Authority shall not take any action to
interfere with or impair the pledge and assigriment under the Indenture of Revenues and the assignment to the
Trustee of rights of the Authority under the Loan Agreement or the Deed of Trust, or the Trustee's
enforcement of any rights under the Indenture or thereunder, shall not take any action to impair the validity or
enforceability of the Loan Agreement or the Deed of Trust. and shall not waive any of its rights under or any
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other provision of or pennit any amendment of the Loan Agreement or the Deed of Trust, without the prior
written consent of the Trustee, provided that such consent of the Trustee shall not be required if the Trustee
shall have received an opinion of Bond Counsel to the effiect that such amendment (a) is required to preserve
the exclusion of interest on the Bonds from gross income for federal income tax purposes or compliance by the
Bonds or the Project with the laws of the State of California; or (b) will not adversely affiect the interests of the
Bondholders.

The Trustee may give such written consent, and may itself take any such action or consent to a waiver
of any provision of or an amendment or modification to or replacement of the Loan Agreement, the Deed of
Trust or any other document, instrument or agreement relating to the security for the Bonds, only if (i) such
action or such waiver, amendment, modification or replacement (a) is authorized or required by the tenns of
the Indenture, the Loan Agreement or the Deed of Trust or (b) will not, based on an Opinion of Counsel
furnished to the Trustee, materially adversely affect the interests of the holders of the Bonds or result in any
impairment of the security by the Indenture given for the payment of the Bonds. or (c) has first been approved
by the written congent of the holders of at least sixty percent (60%) in principal amount of the Bonds then
outstanding; (ii) any such action or such waiver, amendment, modification or replacement will not have the
effect of extending the time for payment or reducing the amount due and payable: and (iii) the Trustee shall
have first obtained an opinion of Bond Counsel to the effect that such action or such waiver, amendment,
modification or replacement will not adversely affect the exclusion of interest on the Bonds from gross income
for federal income tax purposes or conformance of the Bonds and the Project with the laws of the State of
California relating to the Bonds.

Compliance with Indenture. The Authority shall not issue, or permit to be issued, any Bonds
secured or payable in any manner out of Revenues in any manner other than in accordance with the provisions
of the Indenture; it being understood that the Authority reserves the right to issue obligations payable from and
secured by sources other than the Revenues and the assets assigned in the Indenture. The Authority shall not
suffer or permit any default to occur under the laodenture, but shall faithfully observe and perform all the
covenants, conditions and requirements of the Indenture. So long as any Bonds are outstanding. the Authority
shall not create or suffier to be created any pledge, lien or charge of any type whatsoever upon all or any part of
the Revenues, other than the lien of the Indenture.

No Arbitrage. The Authority shall not take, nor permit nor suffier to be taken by the Trustee or
otherwise, any action with respect to the gross proceeds of the Tax-Exempt Bonds which if such action had
been reasonably expected to have been taken. or had been deliberately and intentionally taken. on the date of
the issuance of the Bonds would have caused the Tax-Exempt Bonds to be “arbitrage bonds™ within the
meaning of the Code and Regulations pramulgated thereunder.

Rebate of Excess Investment Earnings to United States. The Authority covenants with respect to
the Tax-Exempt Bonds to cause the Borrower to retain the Rebate Analyst to calculate excess investment

earnings to the extent required by the Code and to cause payment of an amount equal to excess investment
eamings to the United States in accordance with the Regulations. The Borrower has agreed in the Loan
Apgreement to make or cause to be made such excess investment eamings calculations which are required
pursuant to the Loan Agreement to be rebated to the United States. Such amounts shall be deposited by the
Trustee in an account to be called the Rebate Account which the Trustee shall establish for such purpose, upon
receipt from the Borrower.

Federal Guarantee Probibition. The Authority shall take no action nor permit nor suffer any action

to be taken if the result of the same would be to cause the Tax-Exempt Bonds to be “federally guaranteed™
within the meaning of the Code.
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. The Authority shall be entitled to the
advice of counsel (who, except as otherwise provided, may be counsel for any Bondholder), and the Authority
shall be wholly protected as to action taken or omitted in good faith in reliance on such advice. The Authority
may rely conclusively on any communication or other document fumished to it under the Indenture and
reasonably believed by it to be genuine. The Authority shall not be liable for any action (a) taken by it in good
faith and reasonably believed by it to be within its discretion or powers under the Indenture. or (b) in good
faith omitted to be taken by it because such action was reasonably believed to be beyond its discretion or
powers under the Indenture. or (c) taken by it pursuant to any direction or instruction by which it is governed
under the Indenture, or (d) omitted to be taken by it by reason of the lack of any direction or instruction
required by the Indenture for such action: nor shall it be responsible for the consequences of any error of
judgment reasonably made by it. The Authority shall in no event be liable for the application or
misapplication of fiands or for other acts or defaults by any person. except its own officers and employees.
When any payment or consent or other action by it is called for by the Indenture, it may defer such action
pending receipt of such evidence (if any) as it may require in support thereof. The Authority shall not be
required to take any remedial action (other than the giving of notice) unless indemnity in a form acceptable to
the Authority is furnished for any expense or liability to be incurred in connection with such remedial action,
other than liability for failure to meet the standards set forth in the Indenture. The Authority shall be entitled,
following written notice to the Borrower. to reimbursement from the Borrower for its expenses reasonably
incurred or advances reasonably made. with interest at the rate of interest on the Bonds, in the exercise of its
rights or the performance of its obligations under the Indenture, to the extent that it acts without previously
obtaining indemnity. No permissive right or power to act which the: Authority may have shall be construed as
a requirement to act; and no delay in the exercise of a right or power shall affeect its subsequent exercise of the
right or power.

Maintenance of Tax Exemptign. The Authority shall take all actions necessary to assure the
exclusion of interest on the Tax-Exempt Bonds from the gross income of the Owners of the Tax-Exempt
Bonds to the same extent as such interest is permitted to be excluded from gross income under the Code as in
effect on the Closing Date.

DEFAULT

Events of Defauit; Acceleration; Waiver of Default. Each of the following events shall constitute
an “Event of Default” under the Indenture: (i) failure to pay the principal of or premium (if any) on any Bond
when and as the same shall become due and payable, whether at maturity as therein ecpressed, by proceedings
for redemption, by declaration or otherwise: (ii) failure to pay any installment of interest on any Bond when
such interest installment shall become due and payable: (iii) failure by the Authority to perform or observe any
other of the covenants, agreements or conditions on its part contained in the Indenture or in the Bonds, and the
continuation of such failure for a period of thirty (30) days after written notice thereof,, specifying such default
and requiring the same to be remedied, shall have been given to the Authority and the Borrower by the Trustee,
or to the Authority, the Borrower and the Trustee by the holders of not less than a majority in aggregate
principal amount of the Bonds at the time outstanding; and (iv) if an “Event of Default” under the Loan
Agreement has occurred and is continuing.

No defiault specified in (iii) above shall constitute an Event of Default unless the Authority and the
Borrower shall have failed to correct such default within the applicable period; provided, however, that if the
default shall be such that it cannot be comrexted within such period, it shall not constitute an Event of Default if
corrective action is instituted by the Authority or the Borrower within the applicable period and diligently
pursued until the default is corrected (provided that a default by reason of nonpayment of Trustee’s fees and
expenses may only be waived by the Trustee). With regard to any alleged default conceming which notice is
given to the Borrower under the provisions of (iii) above, the Authority grants the Borrower full control for the
account of the Authority to perform any covenant or obligation the non-performance of which is alleged in said
notice to constitute a default in the name and stead of the Authority with full power to do any and all things
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and acts to the same extent that the Authority could do and perform any such things and acts and with power of
substitution.

During the continuance of an Event of Default described in (i) or (ii) above, unless the principal of all
the Bonds shall have already become due and payable, the Trustee may, and. upon the written request of the
owners of a majority in aggregate principal amount of the Bonds at the time outstanding, the Trustee shall. by
notice in writing to the Authority and the Borrower. declare the principal of all the Bonds then outstanding,
and the interest accrued thereon. to be due and payable immediately. and upon any such declaration the same
shall become and shall be immediately due and payable. Upon any such declaration of acceleration. the
Trustee shall fix a date for payment of the Bonds, which date shall be as soon as practicable after such
declaration.

The preceding paragraph, however, is sub ject to the condition that if. at any time after the principal of
the Bonds shall have been so declared due and payable, and before any judgment or decree fior the payment of
the moneys due shall have been obtained or entered as in the Indenture provided. there shall have been
deposited with the Trustee a sum sufficient to pay all the principal of the Bonds matured or required to be
redeemed prior to such declaration and all matured installments of interest (if any) upon all the Bonds. with
interest on such overdue installments of principal, and the reasonable fees and expenses of the Trustee. its
agent and counsel, and any and all other defaults actually known to a Responsible Officer of the Trustee
(other than in the payment of principal of and interest on the Bonds due and payable solely by reason of such
declaration) shall have been made good or cured to the reasonable satisfaction of the Trustee or provision
deemed by the Trustee to be adequate shall have been made therefior, then, and in every such case. the holders
of at least sixty percent in aggregate principal amount of the Bonds then outstanding, by written notice to the
Authority and to the Trustee and with indemnification satisfactory to the Trustee, may, on behalf of the holders
of all the Bonds. rescind and annul such declaration and its consequences and waive such default; but no such
rescission, annulment or waiver shall extend to or shall affect any subsequent default, or shall impair or
exhaust any right or power consequent thereon.

Institution of Legal Proceedings by Trustee. If one or more of the Events of Default shall occur and

be continuing. the Trustee in its discretion may. and uponthe written request of the holders of a majority in
principal amount of the Bonds then outstanding and, in the case of an Event of Default described (iii) of the
first paragraph of the preceding section, upon being indenmified to its satisfaction therefor the Trustee shall,
proceed to protect or enforce its rights or the rights of the holders of Bonds under the Indenture and the Loan
Agreement by a suit in equity or action at law, either fior the specific performance of any covenant or
agreement contained in the Indenture or therein, or in aid of the execution of any power in the Indenture or
therein granted, or by mandamus or other appropriate proceeding for the enforcement of any other legal or
equitable remedy as the Trustee shall deem most effectual in support of any of its rights or duties under the
Indenture; provided that any such request from the Bondholders shall not be in conflict with any rule of law or
with the Indenture. expose the Trustee to personal liability or be unduly prejudicial to Bondholders not joining
therein.

Notwithstanding the foregoing or any other provision of the Indenture, the Deed of Trust, the Trustee
shall not be required to initiate foreclosure proceedings with respect to the Project, and shall not otherwise be
required to acquire possession of, or take other action with respect to the Project which could cause it to be
considered an “owner” or “operator” as described in the Loan Agreement, unless the requirements of the Loan
Agreement are satisfied. The Trustee shall be entitled. as a matter of right and the Borrower agrees, to the
appointment of a receiver for the property encumbered by the Deed of Trust or the Revenues.
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Application of Moneys Collected by Trustee. Any moneys held in the funds and accounts under the

Indenture and any money collected by the Trustee resulting from the legal proceedings refemred to in the
precading section shall be applied in the order following, at the date or dates fixed by the Trustee and, in the
case of distribution of such moneys on accoimt of principal (or premium, if any) or interest, upon presentation
of the Bonds and stamping thereon the payment, if only partially paid, and upon surrender thereof. if fully
paid:

First: For payment of all amounts due to the Trustee under the Indenture.

Second: For depositin the Bond Fund to be applied to payment of the principal of all Bonds
then due and unpaid and the premium, if any. and interest thereon: ratably to the persons entitled thereto
without discrimination or preference: except that no payment of principal. premium or interest shall be made
with respect to. any Bonds registered in the name of the Authority or the Borrower. or actually known by the
Trustee to be registered in the name of any member, director or guarantor of the Borrower or any nominee of
the Authority, the Borrower or any director or guarantor of the Borrower. until all amounts due on all Bonds
not so registered have been paid (provided that the Trustee shall have no duty to investigate whether the Bonds
are registered in the name of any member, director or guarantor of the Borrower).

Third: For payment of all other amounts due to any person under the Indenture or under the
Loan Agreement, and. thereafter. to the Borrower.

Effect of Delay or Omission to Pursue Remedy. No delay or omission of the Trustee or of any
holder of Bonds to exercise any right or power arising fi-om any default shall impair any such right or power or
shall be construed to be a waiver of any such default or acquiescence therein, and every power and remedy
given by the Indenture to the Trustee or to the holders of Bonds may be exercised from time to time and as
often as shall be deemed expediént. In case the Trustee shall have proceeded to enforce any right under the
Indenture, and such proceedings shall have been discontinued or abandoned because of waiver or for any other
reason. or shall have been determined adversely to the Trustee, then and in every such case the Authority, the
Trustee and the holders of the Bonds, severally and respectively, shall be restored to their former positions and
rights under the Indenture in respect to the trust estate; and all remedies, rights and powers of the Authority,
the Trustee and the holders of the Bonds shall continue as though no such proceedings had been taken.

Remedies Cumulative. No remedy conferred in the Indenture upon or reserved to the Trustee or to
any holder of the Bonds is intended to be exclusive of any other remedy, but each and every such remedy shall
be cumulative and shall be in addition to evexy other remedy given wmder the Indenture or existing at law or in

equity.

Covenant to Pay Bonds in Event of Default. The Authority covenants that, upon the happeaing of
any Event of Default, the Authority will pay to the Trustee upon demand, but only out of Revenues, for the

benefit of the holders of the Bonds. the whole amount then due and payable thereon {by declaration or
otherwise) for interest or for principal and premium, or both, as the case may be, and all other sums which may
be due under the Indenture or secured by the Indenture, including reasonable compensation to the Trustee, its
agents and counsel, and any expenses or liabilities incurred by the Trustee under the Indenture. In case the
Authority shall fail to pay the same forthwith upon such demand, the Trustee, in its own name and as trustee of
an express trust, and upon being indemnifsed to its satisfaction shall be entitled to institute proceedings at law
or in equity in any court of competent jurisdiction to recover judgment for the whole amount due and unpaid,
together with costs and reasonable attorneys’ fees, subject, however, to the condition that such judgment, if
any, shall be limited to, and payable solely out of, Revenues and any other assets pledged, transferred or
assigned to the Trustee under the Indenture as in the Indenture provided and not otherwise. The Trustee shall
be entitled to recover such judgment as aforesaid. either before or after or during the pendency of any
proceedings for the enforcement of the Indenture, and the right of the Trustee to recover such judgment shall
not be affected by the exercise of any other right, power or remedy foor the enforcement of the provisions of the
Indenture.
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Trustee Appointed Agent for Bondholders. The Trustee is appointed the agent of the holders of all

Bonds outstanding under the Indenture for the purpose of filing any claims relating to the Bonds.

Power of Trustee to Control Proceedings. In the event that the Trustee, upon the happening of an
Event of Default. shall have taken any action, by judicial proceedings or otherwise. pursuant to its duties under
the Indenture, whether upon its own discretion or upon the written request of holders of a majority in principal
amount of the Bonds then outstanding or, in the case of an Event of Default described in the Indenture, it shall
have full power. in the exercise of its discretion for the best interests of the holders of the Bonds, with respect
to the continuance, discontinuance, withdrawal, compromise, settlement or other disposal of such action:
provided. however. that the Trustee shall not. unless there no longer continues an Event of Default under the
Indenture. discontinue. withdraw. compromise or settle, or otherwise dispose of any litigation pending at law
or in equity, if at the time there has been filed with it a written request signed by the holders of at least a
majority in principal amount of the Bonds outstanding under the Indenture opposing such discontinuance,
withdrawal, compromise, settlement or other disposal of such litigation.

Ligitation on Bondholders’ Right to Sue. No holder of any Bond issued under the Indenture shall

have the right to institute any suit. action or proceeding at law or in equity. for any remedy under or upon the
Indenture. unless (a) such holder shall have previously given to the Trustee written notice of the occurrence of
an Event of Default under the Indenture; (b) the holders of at least a majority in aggregate principal amount of
all the Bonds then outstanding shall have made written request uponthe Trustee to exercise the powers granted
or to institute such action. suit or proceeding in its own name; (c) said holders shall have tendered to the
Trustee indemnity satisfactory to it against the costs, expenses and liabilities to be incurred in compliance with
such request; and (d) the Trustee shall have refused or omitted to comply with such request for a period of
thirty (30) days after such written request shall have been received by, and said tender of indemnity shall have
been made to, the Trustee.

Such notification, request. tender of indemnity and refusal or omission are declared. in every case, to
be conditions precedent to the exercise by any holder of Bonds of any remedy under the Indenture; it being
understood and intended that no one or more holders of Bonds shall have any right in any manner whatever by
its or their action to enforce any right under the Indenture, except in the manner provided in the Indenture, and
that all proceedings at law or in equity to enforce any provision of the Indenture shall be instituted, had and
maintained in the manner provided in the Indenture and for the equal benefit of all holders of the outstanding
Bonds.

The right of any holder of any Bond to receive payment of the principal of (and premium, if any) and
interest on such Bond out of Revenues. as in the Indenture and therein provided. on and after the respective
due dates expressed in such Bond. or to institute suit for the enfiorcement of any such payment on or after such
respective dates, shall not be impaired or affiected without the consent of such holder, notwithstanding the
foregoing provisions of the Indenture or any other provision of the Indenture.

imitation of Liability to Revenues. Notwithstanding anything in the Indenture contained, the
Authority shall not be required to advance any moneys derived from the proceeds of taxes collected by the
Authority or any of its Members, by the State of California or by any political subdivision thereof or from any
source of income of any of the foregoing other than the Revenues. for any of the purposes mentioned in the
Indenture, whether for the payment of the principal of or interest on the Bonds or for any other purpose of the
Indenture. The Bonds are limited obligations of the Authority. and are payable from and secured by the
Revenues only.



THE TRUSTEE AND AGENTS

Duties, Immunities and Liabilities of Trustee. The Trustee shall perform such duties and only such
duties as are specifically set forth in the Indenture and no additional covenants or duties of the Trustee shall be
implied in the Indenture. the Loan Agreement or otherwise. The Trustee shall. during the existence of any
Event of Default (which has not been cured), exercise such of the rights and powers vested in it by the
Indenture. and use the same degree of care and skill in their exercise, as reasonable persons familiar with such
matters would exercise or use under similar circumstances in the conduct of their own aftairs.

No provision of the Indenture shall be construed to relieve the Trustee from liability for its own willful
misconduct, its own negligent action or its own negligent failure to act. except that: (i) the duties and
obligations of the Trustee shall be determined solely by the express provisions of the Indenture, the Trustee
shall not be liable except for the performance of such duties and obligations as are specifically set forth in the
Indenture, and no implied covenants or obligations shall be read into the Indenture against the Trustee; and in
the absence of bad faith on the part of the Trustee, the Trustee may conclusively rely, as to the truth of the
statements and the correctness of the opinions expressed therein. upon any certificate or opinion furnished to
the Trustee conforming to the procedural requirements of the Indenture; but in the case of any such certificate
or opinion which by any provision of the Indenture is specifically required to be fumished to the Trustee, the
Trustee shall be under a duty to examine the same to determine whether or not it conforms to the procedural
requirements of the Indenture: (ii) at all times. regardless of whether or not any Event of Default shall exist,
(1) the Trustee shall not be liable for any error of judgment made in good faith by a Responsible Officer or
officers or by any agent or attommey of the Trustee appointed with due care unless (except as otherwise
provided in the Indenture) the Trustee was negligent in ascertaining the pertinent facts; and (2) the Trustee
shall not be liable with respect to any action taken or omitted to be taken by it in good faith in accordance with
the direction of the Authority, accompanied by an opinion of Bond Counsel as provided in the Indenture or in
accordance with the directions of the holders of not less than a majority, or such other percentage as may be
required under the Indenture, in aggregate principal amount of the Bonds at the time outstanding relating to the
time, method and place of conducting any proceeding for any remedy available to the Trustee, or exercising
any trust or power conferred upon the Trustee under the Indenture; (iii) the Trustee shall not be required to take
notice or be deemed to have notice of any default under the Indenture or under the Loan Agreement. except
defaults under the Indenture, unless a Responsible Officer of the Trustee shall be specifically notified in
writing of such default by the Authotity or the owners of at least twenty-five percent (25%) in aggregate
principal amount of all Bonds then outstanding; (iv) befiore tahing any action under the Indenture at the request
or direction of the Bondholders or the Trustee may require that a satisfactory indemnity bond be fumished by
the Bondholders, for the reimbursemeut of all expenses to which it may be put and to protect it against all
liability. except liability which is adjudicated to have resulted from its negligence or willful misconduct in
connection with any action so taken; provided, however. the Trustee shall make payments of the principal and
purchase price of and redemption premium, if any. and interest on the Bonds when due and payable, all as set
forth in the Indenture, and shall effect any redemption of Bonds or acceleration of Bonds, all as set fiorth in the
Indenture, notwithstanding any requirement by the Trustee for the provision of an indemnity bond as set forth
above: (v) upon any applicatiou or request by the Authority to the Trustee to take any action under any
provision of the Indenture, the Authority shall furnish to the Trustee a Certificate of the Authority stating that
all conditions precedent, if any, provided for in the Indenture relating to the proposed action have been
complied with, and an Opinion of Counsel stating that in the opinion of such Counsel all such conditions
precedent, if any, have been complied with, except that in the case of any such application or request as to
which the fumishing of such documents is specifically required by any provision of the Indenture relating to
such particular application or request, no additional certificate or opinion need be fumished; (vi) the Trustee
may execute any of the trusts or powers under the Indenture or perfiorm any duties under the Indenture or under
the Loan Agreement either directly or through agents or attorneys and the Trustee shall not be responsible for
any negligence or misconduct on the part of any agent or attorney appointed with due care by it under the
Indenture; (vii) neither the Authority nor the Borrower shall be deemed to be agents of the Trustee for any
purpose, and the Trustee shall not be liable for any noncompliance of any of them in connection with their
respective duties under the Indenture or in connection with the transactions contemplated by the Indenture;
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(viii) the Trustee shall be entitled to rely upon telephonic notice for all purposes whatsoever so long as the
Trustee reasonably believes such telephonic notice has been given by a person authorized to give such notice;
(ix) the inununities extended to the Trustee also extend to its directors, officers, employees and agents; (x)
under no circumstances shall the Trustee be liable in its individual capacity for the obligations evidenced by
the Bonds, it being the sole obligation of the Trustee to administer. for the benefit of the Bondholders. the
various funds and accounts established under the Indenture; and (xi) no permissive power. right or remedy
conferred upon the Trustee under the Indenture shall be construed to impose a duty to exercise such power,
right or remedy.

None of the provisions contained in the Indenture shall require the Trustee to expend or risk its own
funds or otherwise incur individual financial liability in the performance of any of its duties or in the exercise
of any of its rights or powers. Whether or not therein expressly so provided. every provision of the Indenture,
the Loan Agreement, the Deed of Trust or any other document relating to the conduct. powers or duties of- or
affecting the liability of, or affording protection to. the Trustee shall be subject to the provisions of the
Indenture.

ht of Trustee to Rely Upon Documents, Etc. Except as otherwise provided in the Indenture: (i)
the Trustee may rely and shall be protected in acting or refraining from acting upon any written resolution,
certificate, statement. instrument, opinion. report, notice, request, consent. order. bond or other paper or
document believed by it to be genuine and to have been signed or presented by the proper party or parties; (ii)
in order to be binding upon the Trustee, any consent, demand. direction, election, notice. order or request of
the Authority mentioned in the Indenture shall be sufficiently evidenced by a Written Consent, Written
Demand, Written Direction, Written Election, Written Notice, Written Order or Written Request of the
Authority. and any resolution of the Authority may be evidenced to the Trustee by a Certified Resolution; (iii)
the Trustee may consult with counsel (who may be counsel for the Authority, counsel for the Trustee or Bond
Counsel) and the opinion of such counsel shall be full and complete authorization and protection in respect of
any action taken or suffiered by it under the Indenture in good faith and in accordance with the opinion of such
counsel; (iv) whenever in the administration of the trusts of the Indenture the Trustee shall deem it necessary
or desirable that a matter be proved or established prior to taking or suffering any action under the Indenture,
such matter (unless other evidence in respect thereof be in the Indenture specifically prescribed) may, in the
absence of negligence or bad faith on the part of the Trustee. be deemed to be conclusively proved and
established by a Certificate of the Authority; and such Certificate of the Authority shall, in the absence of
negligence or bad faith on the part of the Trustee, be full warrant to the Trustee for any action taken or suffeered
by it under the provisions of the Indenture upon the faith thereof, and (v) the Trustee shall not be bound to
make any investigation into the facts or matters stated in any resolution, certificate, statement, instrument,
opinion. report, notice, request. direction. consent, order, bond, debenture or other paper or document, but the
Trustee, in its discretion, may make such further inquiry or investigation into such facts or matters as it may
see fit and, if the Trustee shall determine to make such further inquiry or investigation, it shall be entitled to
examine the books, records and premises of the Agency and the Borrower personally or by agent or attorney.

Intervention by Trustee. The Trustee may intervene on behalf of the Bondholders in any judicial
proceeding to which the Authority is a party and which, in the opinion of the Trustee and its counsel, has a
substantial bearing on the interests of owners of the Bonds and, subject to the provisions of the Indenture, shall
do so if requested in writing by the owners of a majority in aggregate principal amount of all Bonds then
outstanding.

ived by Trus be Held in Trust. All moneys received by the Trustee shall, until
used or applied as in the Indenture provided, be held in trust for the purposes for which they were received, but
need not be segregated from other funds except to the extent required by law or as otherwise provided in the
Indenture. The Trustee shall be underno liability for interest on any moneys received by it under the Indenture
except such as it may agree with the Authority to pay thereon. Any moneys held by the Trustee may be
deposited by it in its banking department and invested in Investment Securities.
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Qualifications of Trustee. There shall at all times be a trustee under the Indenture which shall be a
corporation or banking association organized and doing business under the laws of the United States or of a
state thereof, authorized under such laws to 2xercise corporate trust powers. having (or if such corporation or
banking association is a member of a bank holding company system. its bank holding company has) a
combined capital and surplus of at least $50.000.000. and subject to supervision or examination by federal or
state authority. If such corporation or banking association publishes reports of condition at least annually.
pursuant to law or to the requirements of any supervising or examining authority above referred to. then fior the
purposes of the Indenture the combined capital and surplus of such corporation or banking association shall be
deemed to be its combined capital and surplus as set forth in its most recent report of condition so published.
In case at any time the Trustee shall cease to be eligible in accordance with the provisions of the Indenture. the
Trustee shall resign immediately in the manner and with the effiect specified in the Indenture.

Resignation and Removal of Trustee and Appointment of Successor Trustee. The Trustee may at

any time resign by giving written notice delivered to the Authority and the Borrower and by giving written
notice to the Bondholders by first class mail. Upon receiving such notice of resignation, the Authority shall
promptly appoint a successor trustee by an instrument in writing. If no successor trustee shall have been so
appointed and have accepted appointment within 45 days after the giving of such notice of resignation. the
resigning trustee may petition any court of competent jurisdiction for the appointment of a successor trustee, or
any Bondholder who has been a bona fide holder of a Bond for at least six months may, on behalf of itself and
others similarly situated, petition any such court for the appointment of a successor trustee. Such court may
thereupon. after suchnotice. if any, as it may deem proper and may prescribe. appoint a successor trustee.

In case at any time either (1) the Trustee shall cease to be eligible in accordance with the provisions of
the Indenture and shall fail to resign after written request therefor by the Autharity or by any Bondholder who
has been a bona fide holder of a Bond for at least six months. or (2) the Trustee shall become incapable of
acting. or shall be adjudged to be bankrupt or insolvent. or a receiver of the Trustee or of its property shall be
appointed, or any public officer shall take charge or control of the Trustee or of its property or affairs for the
purpose of rehabilitation. conservation or liquidation. then, in any :uch case, the Authority shall remove the
Trustee and, upon such removal or upon any removal pursuant to paragraph (c) of the Indenture. except as
otherwise provided in said paragraph (c). shall appoint a successor trustee by an instrument in writing. or any
such Bondholder may, on behalf of itself and all others similarly situated, petition any court of competent
jurisdiction for the removal of the Trustee and the appointment of a successor trustee. Such court may
thereupon, after such notice, if any. as it may deem proper and may prescribe, remove the Trustee and appoint
a successor trustee.

The Authority, or if an Event of Default has occurred and is continuing, the holders of a majority in
aggregate principal amount of the Bonds at the time outstanding may at any time upon 30 days’ prior written
notice remove the Trustee and may appoint a successor trustee, by an instrument or concurrent instruments in
writing signed by the Authority or such Bondholders. as the case may be, and delivered to the Trustee and the
Authority.

Any resignation or removal of the Trustee and appointment of a successor trustee pursuant to any of
the provisions of the Indenture shall become effective only upon acceptance of appointment and assumption of
duties by the successortrustee as provided in the Indenture.

Acceptance of Trust by Successor Trustee. Any successor trustee appointed as provided in the
Indenture shall execute, acknowledge and deliver to the Authority and to its predecessor trustee an instrument
accepting such appointment under the Indenture, and thereupon the resignation or removal of the predecessor
trustee shall become effective and such successor trustee, without any funther act, deed or conveyance, shall
become vested with and shall assume all the rights, powers, trusts, duties and obligations of its predecessor in
the trusts under the Indenture, with like effect as if originally named as Trustee in the Indenture: but,
nevertheless, on the Written Request of the Authority or the request of the successor trustee, the srustee ceasing
to act shall execute and deliver an instrument transferring to such successor trustee, upon the trusts in the
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Indenture expressed. all the rights. powers and trusts of the trustee so ceasing to act. Upon request of any such
successor trustee. the Authority shall execute any and all instruments in writing necessary or desirable for more
fully and certainly vesting in and confimiing to such successor trustee all such rights, powers and duties. Any
trustee ceasing to act shall. nevertheless, retain a lien upon all property or funds held or collected by such
trustee to secure the amounts due it as compensation, rei mbursement. expenses and indemnity afforded to it by
the Indenture.

No successor trustee shall accept appointment as provided in the Indenture unless at the time of such
acceptance such successor trustee shall be eligible under the provisions of the Indenture.

Upon acceptance of appointment by a successor trustee as provided in the Indenture, the Authority or
such successor trustee shall give Bondholders notice by first class mail of the succession of such trustee to the
trusts under the Indenture.

In the event of the appointment of a successor Trustee, the predecessor Trustee which has resigned or
been removed shall cease to be Trustee of the funds under the Indenture and bond registrar and paying agent
for the Bonds. and the successor Trustee shall become such trustee and shall accept such other appointments as
the trustee may hold, including the offices of bond registrar and paying agent under the Indenture.

Merger or Consolidation of Trustee. Any corporation or association into which the Trustee may be
merged or with which it may be consolidated, or any corporation or association resulting from any merger or
consolidation to which the Trustee shall be a party, or any corporation or association succeeding to the
corporatetrust business of the Trustee. shall be the successor of the Trustee under the Indenture without the
execution or filing of any paper or any further act. anything in the Indenture to the contrary notwithstanding,
provided that such successor trustee shall be eligible under the provisions of the Indenture.

MODIFICATION OF INDENTURE

Modification of Indenture without Consent of Bondholders. The Authority and the Trustee. with

the written consent of the Borrower, which consent shall not be unreasonably withheld, from time to time and
at any time, subject to the conditions and restrictions in the Indenture contained. may enter into an indenture or
indentures supplemental to the Indenture, which indenture or indentures thereafter shall form a part of the
Indenture, for any one or more of the following purposes: (i) to add to the covenants and agreements of the
Authority in the Indenture contained. other covenants and agreements thereafter to be observed, or to assign or
pledge additional security for the Bonds. or to surrender any right or power in the Indenture reserved to or
conferred upon the Authority: provided that no such covenant, agreement. assignment, pledge or surrender
shall materially adversely affiect the interests of the holders of the Bonds; (ii) to evidence the succession of a
new Trustee under the Indenture. or to provide for the appointment of a co-trustee or for a paying agent in
addition to the Trustee: (iii) to make such provisions for the purpose of curing any ambiguity, inconsistency or
omission, or of curing, correcting or supplementing any defective provision contained in the Indenture, or in
regard to matters or questions arising under the Indenture, as the Authority may deem necessary or desirable
and not inconsistent with the Indenture and which shall not materially adversely affiect the interests of the
holders of the Bonds; (iv) to provide for the issuance of coupon bonds or to provide for the use of a book-entry
system; provided. however, that the Authority and the Trustee shall have received an opinion of Bond Counsel
to the effeect that issuance of the Bonds in coupon form or the use of a book-entry system, respectively,
complies with all applicable laws and will not adversely affiect the exclusion of interest on the Tax-Exempt
Bonds from gross income for federal income tax purposes; (v) to modify, amend or supplement the Indenture
or any indenture supplemental to the Indenture to in such manner as to permit the qualification of the Indenture
or thereof under the Trust Indenture Act of 1939, as amended. or any similar federal statute in effect, and, if
they so determine, to add to the Indenture or any indenture supplemental to such other terms, conditions and
provisions as may be permitted by said Trust Indenture Act of 1939, as amended, or similar federal statute, and
which shall not materially adversely affect the interests of the holders of the Bonds; and (vi) to make such
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additions, deletions or modifications as may be necessary to assure compliance with the Code. or otherwise to
assure the exclusion from gross income under fiederal tax law of interest on the Tax-Exempt Bonds.

Any supplemental indenture authorized by the provisions of the Indenture may be executed by the
Authority and the Trustee without the consent of or. notice to the holders of any of the Bonds at the time
outstanding. notwithstanding any of the provisions of the Indenture. but (i) the Trustee shall not be obligated to
enter into any such supplemental indenture which affwects the Trustee’s own rights. duties or immunities under
the Indenture or otherwise; and (ii) the Trustee shall not enter into any such supplemental indenture which
affects the rights or obligations of the Borrower under the Indenture. under the Occupancy Agreement or under
the Loan Agreement without first obtaining the written consent of the Borrower and the Authority.

Modification of Indenture with Consent of Bondholders, With the prior written consent of the
Borrower and the consent of the holders of not less than sixty percent (60%) in aggregate principal amount of
each series of Bonds at the time outstanding. evidenced as provided in the Indenture. the Authority and the
Trustee may from time to time and at any time enter into an indenture or indentures supplemental to the
Indenture for the purpose of adding any provisions to or changing in any manner or eliminating any of the
provisions of the Indenture or of any supplemental indenture; provided, however. that, except to the extent
permitted by the Indenture, no such supplemental indenture shall (I) extend the fixed maturity of any Bond or
reduce the rate of interest thereon or extend the time of payment of interest, or reduce the amount of the
principal thereof, or reduce any premium payable on the redemption thereadf, without the consent of the holder
of each Bond so affected, or (2) reduce the atoresaid percentage of holders of Bonds whose consent is required
for the execution of such supplemental indentures, or permit the creation of any lien on the Revenues prior to
or on a parity with the lien of the Indenture. except as permitted in the Indenture, or permit the creation of any
preference of any Bondholder over any other Bondholder or deprive the holders of the Bonds of the lien
created by the Indenture upon the Revenues, or impair the right of the owners of Bonds to demand purchase
thereof pursuant to the Indenture. without in each case the consent of the holders of all the Bonds then
outstanding. Nothing in this paragraph shall be construed as making necessary the approval of any
Bondholder of any supplemental indenture permitted by the provisions of the Indenture. Upon receipt by the
Trustee of a Certified Resolution authorizing the execution of any such supplemental indenture. and upon the
filing with the Trustee of evidence of the consent of Bondholders, as aforesaid, the Trustee shall join with the
Authority in the execution of such supplemental indenture, unless (i) such supplemental indenture af¥ects the
Trustee’s own rights. duties or immunities uader the Indenture or otherwise, in which case the Trustee may in
its discretion, but shall not be obligated to. enter into such supplemental indenture: or (ii) such supplemental
indenture aff eci the rights or obligations of the Borrower under the Indenture or under the Loan Agreement, in
which case the Trustee shall enter into such supplemental indenture only if the Trustee has received the
Borrower’s written consent thereto.

It shall not be necessary for the consent of the Bondholders under the Indenture to approve the
particular form of any proposed supplemental indenture. but it shall be sufficient if such consent shall approve
the substance thereof. Promptly after the ¢xecution by the Authority and the Trustee of any supplemental
indenture pursuant to the provisions of the Indenture, the Trustee shall give the Bondholders, by first class
mail, a notice setting forth in general terms the substance of such supplemental indenture. Any failure of the
Trustee to give suchnotice, or any defect therein, shallnot, however, in any way impair or affect the validity
of any such supplemental indenture.

Effigct of S mental Indenture Upon the execution of any supplemental indenture pursuant to
the provisions of the Indenture. the Indenture shall be and be deemed to be modified and amended in
accordance therewith. and the respective rights, duties and obligations under the Indenture of the Authority, the
Trustee and all holders of outstanding Bonds shall thereafler be deteimined, exercised and enforced under the
Indenture subject in all respects to such modifications and amendments, and all the terms and conditions of any
such supplemental indenture shall be part of the terms and conditions of the Indenture for any andall purposes.
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s to Supplemental Indenture. Subject to the provisions of the Indenture, the
Trustee shall be entitled to receive. and shall be fully protected in relying upon, an Opinion of Counsel as
conclusive evidence that any supplemental indenture executed pursuant to the provisions of the Indenture is
authorized and permitted by the Indenture and does not have a material adverse affect on the exclusion from
gross income for federal income tax purposes of interest on the Tax-Exempt Bonds.

DEFEASANCE

Discharge of Indenture. If the entire indebtedness on all Bonds outstanding shall be paid and
discharged in any one or more of the following ways: (i) by the payment of the principal of (including
redemption premium. if any) and interest on all Bonds outstanding: or (ii) by the deposit or credit to the
account of the Trustee, in trust. at or before maturity, of money or securities in the necessary amount (as
provided in the Indenture) to pay or redeem Bonds outstanding, whether by redemption or otherwise: or (iii) by
the delivery to the Trustee, for cancellation by it, of all Bonds outstanding; and if all other sums payable under
the Indenture by the Authority shall be paid and discharged, then and in that case the Indenture shall cease.
terminate and becore null and void, except only as provided, in the Indenture, and thereupon the Trustee shall,
upon Written Request ofthe Authority, and upon receipt by the Trustee of a Certificate of the Authority and an
Opinion of Counsel, each stating that in the opinion of the signers all conditions precedent to the satisfaction
and discharge of the Indenture have been complied with, forthwith execute proper instruments acknowledging
satisfaction of and discharging the Indenture. The fees, expenses and charges of the Trustee (including
reasonable counsel fees) must be paid in order to eftect such discharge. The satisfaction and discharge of the
Indenture shall be without prejudice to the rights of the Trustee to charge and be reimbursed by the Borrower
for any expenditures which it may thereafter incur in connection with the Indenture.

Discharge of Liability on Bonds. Upon the deposit with the Trustee, in trust, at or before maturity, of
money or securities in the necessary amount (as provided in the Indenture) to pay or redeem outstanding Bonds
(whether upon or prior to their maturity or the redemption date of such Bonds) provided that. if such Bonds are
to be redeemed prior to the maturity thereof. notice of such redemption shall have been given as in the
Indenture provided or provision satisfactory to the Trustee shall have been made for the giving of such notice,
all liability of the Awthority in respect of such Bonds shall cease, terminate and be completely discharged,
except only that thereafter the holders thereof shall be entitled to payment by the Authority, and the Authority
shall remain liable for such payment. but only out of the money or securities deposited with the Trustee as
aforesaid fortheir payment, subject. however, to the provisions of the Indenture.

Payment of Bonds after Discharge of Indenture. Notwithstanding any provisions of the Indenture,
any moneys deposited with the Trustee or any paying agent in trust for the payment of the principal of, or
interest or premium on, any Bonds remaining unclaimed for two years after the principal of all the outstanding
Bonds, or any interest thereon. has become due and payable (whether at maturity or upon call for redemption
or by declaration as provided in the Indenture), shall then be paid to the Authority, and the holders of such
Bonds shall thereafter be entitled to look only to the Authority for payment thereof. and only to the extent of
the amount so paid to the Authority, and all liability of the Trustee or any paying agent with respect to such
moneys shall thereupon cease. In the event of the payment of any such moneys to the Authority as aforesaid,
the holders of the Bonds in respect of which such moneys were deposited shall thereafter be deemed to be
unsecured creditors of the Authority for amounts equivalent to the respective amoumts deposited for the
payment of such Bonds and so paid to the Authority (without interest thereon).

Depgsit of Money or Securities with Trustee. Whenever in the Indenture it is provided or permitted

that there be deposited with or credited to the account of or held in trust by the Trustee money or securities in
the necessary amount to pay or redeem any Bonds, the money or securites so to be deposited or held shall be
Available Amounts (or Federal Securities purchased with Available Amounts) consuituting: (i) lawfiul money
of the United States of America in an amount equal to the principal amount of such Bonds and all unpaid
interest thereon to maturity, exceptthat, in the case of Bonds which are to be redeemed prior to maturity and in
respect of which there shall have been furnished to the Trustee proof satisfactory to it that notice of such
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redemption on a specified redemption date has been duly given or provision satisfactory to the Trustee shall he
made for such notice. the amount so to be deposited or held shall be the principal amount of such Bonds and
interest thereon to the redemption date. together with the redemption premium, if any: or (ii) noncallable and
nonprepayable direct obligations of the United States of America or noncallable and nonprepayable obligations
which as to principal and interest constitute full faith and credit obligations of the United States of Ameiica, in
such amounts and maturing at such times that the proceeds of said obligations received upon their respective
maturities and interest payment dates, without further reinvesunent. will provide funds sufficient. in the
opinion of a nationally recognized firm of certified public accountants, to pay the principal. premium, if any,
and interest to maturity. or to the redemption date, as the case may be. with respect to all of the Bonds to be
paid or redeemed. as such principal, premium and interest become due: provided that the Trustee shall have
been irrevocably instructed by the Authority to apply the proceeds of said obligations to the payment of said
principal. premium. if any, and interest with respect to such Bonds.

MISCELLANEOUS

Limitation_of Rights to Parties snd Bondholders. Nothing in the Indenture or in the Bonds
expressed or implied is intended or shall be construed to give to any person other than the Authority, the

Trustee. the Agents, the Borrower and the holders of the Bonds issued under the Indenture any legal or
equitable right, remedy or claim under or in respect of the Indenture or any covenant. condition or provision
therein or in the Indenture contained: and all such covenants, conditions and provisions are and shall be held to
be for the sole and exclusive benefit of the Authority, the Trustee. the Borrower and the holders of the Bonds
issued under the Indenture.

Evidence of Rights of Bondholders. Any request. consent or other instrument required by the
Indenture to be signed and executed by Bondholders may be in any number of concurrent writings of
substantially similar tenor and may be signed or executed by such Bondholders in person or by agent or agents
duly appointed in writing. Proof of the execution of any such recjuest, consent or other instrument or of a
writing appointing any such agent. or of the ownership of any Bonds, shall be sufficient for any purpose of the
Indenture and shall be conclusive in favor of the Trustee and of the Authority if made in the manner provided
in the Indenture.

The fact and date of the execution by any person of any such request, consent or other instrument or
writing may be proved by the affidavit of a witness of such execution or by the certificate of any notary public
or other officer of any jurisdiction. authorized by the laws thereof to take acknowledgments of deeds,
certif ying that the person signing such request, consent or other instrument or writing acknowledged to him the
execution thereof.

The ownership of Bonds shall be proved by the Bond register maintained pursuant to the Indenture.
The fact and the date of execution of any request, consent or other instrument and the amount and
distinguishing numbers of Bonds held by the person so executing such request, consent or other instrument
may also be proved in any other manner which the Trustee may deem sufficient The Trustee may
nevertheless, in its discretion. require further proof in cases where it may deem further proof desirable.

Any request, consent or vote of the holder of any Bond shall bind every future holder of the same
Bond and the holder of any Bond issued in exchange therefor or in lieu thereof., in respect of anything done or
suffered to be done by the Trustee or the Authority in pursuance of such request, consent or vote.

in determining whether the holders of the requisite aggregate principal amount of Bonds have
concurred in any demand, request, direction, consent or waiver under the Indenture. Bonds which are owned
by the Authority or by any other direct or indirect obligor on the Bonds, or by any person directly or indirectly
controlling or controlled by, or under direct or indirect common control with, the Authority or any other direct
or indirect obligor on the Bonds, shall be disregarded and deemed not to be outstanding for the purpos¢ of any
such determination, provided that, for the purpose of determining whether the Trustee shall be protected in
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relying on any such demand, request. direction, consent or waiver, only Bonds which the Trustee knows to be
so owned shall be disregarded. Bonds so owned which have been pledged in good faith may be regarded as
outstanding for the purposes of this subsection if the pledgee shall establish to the satisfaction of the Trustee
and the Authority the pledgee’s right to vote such Bonds and that the pledgee is not a person directly or
indirectly controlling or controlled by. or under direct or indirect common control with, the Authority or any
other direct or indirect obligor on the Bonds. In case of a dispute as to such right. any decision by the Trustee
taken upon the advice of counsel shall be full protection to the Trustee. Solely for purposes of the limitation
expressed in this paragraph, the Borrower shall be deemed to be an indirect obligor on the Bonds.

In lieu of obtaining any demand. request, direction, consent or waiver in writing, the Trustee may call
and hold a meeting of the Bondholders upon such notice and in accordance with such rules and regulations as
the Trustee considers fair and reasonable for the purpose of obtaining any such action.

Pe iabili No officer, agent or employee of the Authority, and no officer,
official, agent or employee of the State of California or any department, board or agency of any of the
foregoing. shall be individually or personally liable for the payment of the principal of or premium or interest
on the Bonds or be subject to any personal liability or accountability by reason of the issuance thereof. but
nothing in the Indenture contained shall relieve any such person from the performance of any official duty
provided by the Indenture.

Goverping Law. The Indenture shall be governed by and construed in accordance with the laws of
the State of California.

THE LOAN AGREEMENT
FINANCING OF THE PROJECT; ISSUANCE OF THE BONDS

Disbursement From the Project Fand, The Authority has authorized and directed the Trustee to
disburse proceeds of the Bonds from the Project Fund created pursuant to the Indenture to pay for Project
Costs pursuant the Indenture. Neither the Trustee nor the Authority shall be responsible for the application by
the Borrower of moneys disbursed in accordance with the Loan Agreement.

Gross Project Revenue Fund. The Borrower agrees that, so long as any amounts due the Loan
Agreement remain unpaid. all of the Gross Project Revenues shall be deposited as soon as practicable upon
receipt by the Borrower (but in any event within three (3) Business Days of receipt) in a fund designated as the
“Gross ProjectRevenue Fund™ which the Borrower shall establish and maintain with the Trustee, subject to the
provisions of the Loan Agreement, in an account or accounts established for such purpose. Subject only to the
provisions of the Loan Agreement permitting the application thereof for the purposes and on the terms and
conditions set forth in the Loan Agreement, the Borrower pledges, and to the extent permitted by law grants a
security interest to the Trustee in, the Gross Project Revenue Fund and all of the Gross Project Revenues to
secure the payment of the Loan and the performance by the Borrower of its other obligations under the Loan
Agreement.

The Loan Agreement creates a valid and binding lien in favor of the Trustee as security for payment of
the Bonds, enforceable by the Trustee in accordance with the terms of the Loan Agreement.

Amounts deposited by the Borrower in the Gross Project Revenue Fund shall be applied pursuant to
the provisions o fthe Loan Agreement.

Neither the Trustee nor the Authority shall be liable for the application by the Borrower of any funds
withdrawn from the Operation and Maintenance Fund under the Loan Agreement.
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Investment of Moneys; Arbitrage. Upon written direction of the Borrower and otherwise as
provided in the Indenture, any moneys in any fund or account held by the Trustee under the Loan Agreement
shall be invested or reinvested by the Trustee in Investment Securities, subject to the covenants of the Loan
Agreement.

Limited Liability, All obligations of the Authority incurred under the Loan Agreement shall be
limited obligations of the Authority. payable solely and only from Proceeds of the sale of the Bonds, the
Project. Gross Project Revenues pledged under the Loan Agreement and from the funds and accounts pledged
therefor under the Indenture. The Bonds. and the interest thereon, do not constitute a debt. liability. general or
moral obligation or pledge of the faith or loan of the credit of the Authority, any of its Members or the State or
any other political subdivision of the State, within the meaning of any constitutional or statutory limitation or
provisions. Neither the faith and credit of the Authority, any of its Members nor the taxing power of the State
or any political subdivision thereof is pledged to the payment of the principal of or premium, if any, or interest
on the Bonds or any other costs incident thereto.

Operation and Maintenapnce Fund. Subject only to the provisions of the Loan Agreement

permitting the application thereof for the purposes and on the terms and conditions set forth in the Loan
Agreement. the Borrower by the Loan Agreement pledges and, to the extent permitted by law. grants a security
interest to the Trustee in such Operation and Maintenance Fund.

‘The Borrower shall pay annual Expenses of Operating and Maintaining the Project. as set forth in the
Operating Budget for such year. from moneys deposited into the Operation and Maintenance Fund. Any
amounts remaining in the Operation and Maintenance Fund at the end of any Fiscal Year after payment of the
Expenses of Operating and Maintaining the Project for such period in excess 1/6 of the Expenses of Operating
and Maintaining the Project budgeted for the next succeeding Fiscal Year shall be transfierred to the Gross
Project Revenue Fund and applied in accordance with the Loan Agreement.

Amounts in the Operation and Maintenance Fund. if any, may be used and withdrawn by the
Borrower, upon Written Request of the Borrower provided to the Trustee, at any time for any lawful purpose
consistent with the Operating Budget for the Project provided pursuant to the Loan Agreement. except as
provided in the Loan Agreement. In the event that (i) the Borrower is delinquent in the repayment of the Loan
under the Loan Agreement, or (ii) an Event of Default under the Loan Agreement has occurred which has not
been cured, the Trustee may, unless and until such delinquency and/or default is cured in accordance with
applicable cure periods. thereafler exercise its rights as a secured party in the Operation and Maintenance
Fund. During any such period, deposits of Gross Project Revenues to the Operations and Maintenance Fund
shall be made after the payment to the Bond Fund pursuant to the Loan Agreement.

During any period that the Trustee is required to exercise its rights as a secured party as set forth in the
preceding paragraph, the Trustee shall use and withdraw amounts in Operation and Maintenance Fund from
time to time, without the need for any consent or request of (but with prior written notice to) the Borrower, to
make Loan repayments and the other payments required of the Borrower under the Loan Agreement, in
accordance with the Loan Agreement. During such period, the Borrower shall not be entitled to use or
withdraw any of the amounts on deposit in the Operation and Maintenance Fund (or any Gross Project
Revenues) for the payment of current or past due operating expenses of the Borrower, including fees due under
any management agreement for the Project, unless and to the extent that the Trustee receives a certificate of the
Borrower certif ying that such moneys will be used for Expenses of Operating and Maintaining the Project or
the Management Fee consistent with the Operating Budget for the Project provided pursuant to the Loan
Agreement, and providing a description of (and a corresponding invoice for) the use thereof.
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LOAN OF PROCEEDS: PAYMENT PROVISIONS

Loan Repayment and Payment of Other Amonnts. The Borrower has agreed to repay the Loan in
the amounts and at the times necessary to enable the Trustee, on behalf of the Authority, to pay when due all

amounts payable with respect to the Bonds when due, whether at maturity or by redemption (with premium. if
applicable) or otherwise.

The Borrower agrees: (i) to pay to the Trustee from time to time reasonable compensation for all
services rendered by it under the Indenture and the other agreements relating to the Bonds to which the Trustee
is a party; (ii) except as otherwise expressly provided in the Indenture or such other agreements. to reimburse
the Trustee upon its request for all reasonable expenses, disbursements and advances (including reasonable
counsel fees) incurred or made by the Trustee in accordance with any provision of the Indenture or other
agreements to which the Trustee is a party or pursuant to which it is required to act (including the reasonable
compensation and the expenses and disbursements of its agents and counsel), except any such expense,
disbursement or advance as may be atwributable to the Trustee’s negligence or willful misconduct: (iii) to
indemnify the Trustee for. and hold it harmless against, any loss, liability or expense incurred without
negligence or bad faith on its part, arising out of or in connection with the acceptance or administration of the
trust under the Indenture or any other agreement relating to the Bonds to which the Trustee is a party or
pursuant to which it is required to act, including the costs and expenses of defending itself against any claim or
liability in connection with the exercise or performance of any of its powers or duties thereunder: and (iv) to
pay any annual fee of any paying agents. and any other amounts referred to in the Indenture.

The Borrower also agrees to pay within thirty (30) days after receipt of request for payment thereof, all
expenses of the Authority directly related to the Project and the financing thereof that are not otherwise
required to be paid by the Borrower under the terms of the Loan Agreement and are not paid from the Cost of
Issuance Fund under the Indenture, which includes reasonable legal fees and expenses incurred in connection
with the amendment, interpretation and enforcement of any documents relating to the Project or the Bonds,
taxes and assessments of any type or character charged to the Authority in connection with the transactions
contemplated by the Loan Agreement, such amounts as may be necessary to satisfy the rebate requirements in
accordance with the Tax Certificate and to pay the cost of calculation of such rebate requirements, and any
costs incurred by the Authority to provide notice required by the Indenture.

Notwithstanding anything in the Loan Agreement to the contrary. the Borrower shall pay the
Authority on February 1 of each year, commencing February 1, 2004, an annual fee which shall equal to .01%
ofthe aggregate principal amount of Bonds outstanding as of the immediately preceding January 1.

Unconditional Obligations. The obligations of the Borrower to make the payments required by the
Loan Agreement and to perform and observe the other agreements on its part contained in the Loan Agreement
shall be absolute and unconditional, irrespective of any defense or any rights of set-off, recoupment or
counterclaim it might otherwise have against the Authority or the Trustee, and during the term of the Loan
Agreement, the Borrower shall pay absolutely net the payments required under the Loan Agreement, free of
any deductions and without abatement. diminution or set-off. Until such time as the principal of, premium, if
any. and interest on the Bonds shall have been fully paid, or provision for the payment thereof shall have been
made as required by the Indenture, the Borrower (i) will not suspend or discontinue any payments provided for
in the Loan Agreement: (ii) will perform and observe all of its other covenants contined in the Loan
Agreement; and (iii) except as provided in the Loan Agreement, will not terminate the Loan Agreement for
any cause, including, without limitation, the occurrence of any act or circumstances that may constitute failure
of consideration, destruction of or damage to the Project, commercial frustration of purpose, any change in the
tax or other laws of the United States of America or of the State of California or any political subdivision or
either of these, or any failure of the Authority or the Trustee to perform and observe any covenant, whether
express or implied, or any duty. liability or obligation arising out of or connected with the Loan Agreement or
the Indenture, except to the extent permitted by the Loan Agreement.
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Notwithstanding any provision of the Loan Agreement, the Occupancy Agreement or the Deed of
Trust (collectively. the “Project Loan Documents™) to the contrary. the Borrower shall not be personally liable
for the amounts owing under the Loan Agreement (other than for indemnity and fees and any rebate
obligations as provided below) or under the Project Loan Documents: and the Authority’s and the Trustee’s
remedies in the event of a default under the Loan Agreement or under the Project Loan Documents shall be
limited to those remedies set forth in the Loan Agreement. In the event of a default under the Loan Agreement
or under the Deed of Trust. except to the extent provided in the next sentence, neither the Authority nor the
Trustee shall have the right to proceed directly against the Borrower (rather than the Project), or the right to
obtain a deficiency judgment after foreclosure. Nothing in the Loan Agreement shall preclude the Authority or
the Trustee from proceeding directly against the Borrower in connection with the following: (i) the obligation
of the Borrower to indemnify the Authority and the Trustee under the Loan Agreement; (ii) the obligation of
the Borrower to make any payment to the Authority, the Trustee or the federal govermment required to be paid
by the Borrower pursuant to the provisions of the Loan Agreement; (iii) the application by the Borrower in
violation of the Desd of Trust or the Loan Agreement of any condemnation award or insurance awards
attributable to the Project. (iv) the application of rents or security deposits attributable to the Project other than
as permitted by the Deed of Trust and applicable law; (v) the obligation of the Borower under any provision
regarding hazardous materials; and (vi) any amounts owing under indemnity provisions set forth in the Project
Loan Documents that relate to liabilities to 1hird parties resulting from acts or omissions of Borrower and/or
from the ownership, occupancy or use of the Project. all of which obligations shall constitute recourse
obligations of the Borrower.

Assignment of Authority’s Ripghts. As security for the payment of the Bonds, the Authority in the

Indenture assigns to the Trustee certain of the Authority's rights under the Loan Agreement, including the right
to receive payments under the Loan Agreement (except for the right of the Authority to receive certain
payments, if any, with respect to fees. expenses and indemnification under the Loan Agreement. and the
Authority directs the Borrower to make the payments required under the Loan Agreement (except such
payments for Authority fees. expenses and indemnification) directly to the Trustee. The Borrower assents to
such assignment and agrees to make payments directly to the Trustee without defense or set-off by reason of
any dispute between the Borrower and the Authority or the Trustee. By virtue of such assignment, the Trustee
shall have the right to enforce the obligations of the Borrower under the Loan Agreement.

SPECIAL COVENANTS AND AGREEMENTS

Maintenance of Existence: Assipnments. The Borrower agrees that during the term of the Loan

Apgreement it will remain in good standing and authorized to do business in the State of California and will
maintain its existence as a nonprofit corporation, will not dissolve or otherwise dispose of all or substantially
all of its assets and will not combine or consolidate with or merge into another entity or permit one or more
other entities to consolidate with or merge into it: provided, however, that the Borrower so combine,
consolidate with, or merge into another entity existing under the laws of one of the states of the United States,
or permit one or more other entities to consolidate with or mergeinto it, or sell or otherwise transfer to another
entity all or substantially all of its assets as an entirety and thereafter dissolve. provided that the surviving,
resulting or transferee entity, as the case may be, (i) assumes and agrees in writing to pay and perform all of
the obligations of the Borrower under the Loan Agreement. (ii) qualifies (if required under applicable law) to
do business in the State of California, and (iii) will not cause a violation of any of the representations or
warranties in the Loan Agreement and provided fimther that the Borrower shall provide prior written notice of
any of the foregoing events to each Rating Agency then maintaining a rating on the Bonds and the Borrower
shall confirm in writing with each such Rating Agency prior to effecting, or permitting to be effected, any of
the foregoing events that the then rating on the Bonds will not be downgraded as a result of any such events.

The rights and obligations of the Borrower under the Loan Agreement may be assigned by the
Borrower to any person in whole, in connection with and in proportion to, any conveyance of all or part of the
Project; provided that (i) the assignee shall assume in writing the obligations of the Borrower under the Loan
Agreement to the extent of the interest assigned, and a copy of such instrument of assumption shall be
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delivered to the Authority and the Trustee within ten (10) days after the execution thereof: (ii) the Borrower
shall remain liable for its obligations under the Loan Agreement to the extent of any interest not so assigned;
(iii) the Borrower shall provide prior written notice of such assignment to any Rating Agency then maintaining
a rating on the Bonds: (iv) the assignment will not cause a violation of any of the representations or warranties
in the Loan Agreement; and (v) the Authority shall receive the opinion of nationally recognized bond counsel
that such assignment will have no adverse material affect on the exclusion from gross income for federal
income tax purposes of the interest on the Tax-Exempt Bonds and provided further that the Borrower shall
provide prior written notice of any of the foregoing events to each Rating Agency then maintaining a rating on
the Bonds and the Borrower shall confirm in writing with each such Rating Agency prior to effecting. or
permitting to be eftected, any of the foregoing events that the then rating on the Bonds will not be downgraded
as a result of any such events.

3 Notic i . The Borrower will deliver to the Trustee,
within 120 days after the end of each Fiscal Year, commencing with the Fiscal Year ending June 30, 2003, a
written statement signed by an Authorized Borrower Representative stating, as to the signer thereof. that (1) a
review of the activities of the Borrower during such year and of perforinance under the Loan Agreement and
the Deed of Trust has been made under their supervision, and (2) to the best of the knowledge of such
Authorized Borrower Representative. based on such review, the Borrower has fulfilled all its obligations under
such documents throughout such year, or, if there has been a default in the fulfillment of any such obligation,
specifying each such default known to such Representative and the nature and status thereof.

The Borrower has covenanted to notify the Trustee in writing of the occurrence of any Event of
Default under the Loan Agreement or under the Deed of Trust or any event which. with the passage of time or
service of notice, or both, would constitute an Event of Default under the Loan Agreement or under the Deed
of Trust, specifying the nature and period of existence of such event and the actions being taken or proposed to
be taken with respect thereto. Such notice shall be given promptly, andin no event less than ten (10) Business
Days after the Borrower receives notice or knowledge of the occurrence of any such event. The Borrower
further agrees that it will give prompt written notice to the Trustee and the Authority if insurance proceeds or
condemnation awards are received with respect to the Project and are not used to repair or replace the Project,
whichnotice shall state the amount of such proceeds or award.

Insurance; Maintenance and Repair, The Borrower agrees to insure the Project or cause the Project
to be insured during the term of the Loan Agreement as follows: (a) at least $1.000,000 in public liability

insurance; (b) insurance coverage in an amount equal to the lesser of the replacement cost of the Project (as
improved) or the Outstanding principal amount of the Bonds, against loss or damage to any part of the Project
buildings and improvements by fire. and lightning, with extended coverage and vandalism and malicious
mischief insurance which extended coverage insurance shall, as nearly as practicable, cover loss or damage by
explosion. windstorm, riot, aircraft, vehicle damage. smoke and such other hazards as are normally covered by
such insurance: (c) twelve months’ rental interruption insurance; and (d) for such amounts and for such
occurrences, if any. as arerequired under the Deed of Trust.

The Borrower agrees to name the Trustee as an additional insured (or loss payees/mortgagees) on any
insurance maintained by the Borrower with respect to the Project at all times while the Loan is outstanding.
The Borrower shall submit to the Trustee an annual certificate evidencing compliance with the requirements of
this paragraph and the preceding paragraphwithin 30 days of each anniversary date of the Closing Date. The
Trustee is entitled to conclusively rely on such certificate and shall be under no duty to investigate the
underlying facts.

The Borrower shall not cancel any insurance policy maintained pursuant to the Loan Agreement
without the prior written consent of the Trustee.

The Borrower agrees to maintain the Project, or cause the Project to be maintained, during the term of
the Loan Agreement (i) in a reasonably safe condition and (ii) in good repair and in good operating condition,
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ordinary wear and tear excepted, making from time to time all necessary repairs thereto and renewals and
replacements thereof. so that the Project may be continually operated as a student housing facility. The
Borrower agrees not to commit or suffer any waste with respect to the Praject.

Financial Statements and Reports; Project Management. The Borrower shall prepare and present

to the Trustee. within 90 days following the end of each Fiscal Year. commencing with the Fiscal Year ending
June 30. 2004: (i) financial statements of the Borrower. which shall include all relevant aspects of the Prgject.
audited by an independent certified accountant or firm of such accountants. and (ii) a report of an independent
certified public accountant which details the projected and actual Gross Project Revenues (as defined in the
Indenture). the disposition of those revenues showing the uses thereof and. in particular. the amounts used for
each of the purposes described in the Loan Agreement, the current occupancy levels of the Project and any
plans by the Borrower for major repair to or rehabilitation of the Project. Each report described in clause (ii)
above shall contain a certification by the Borrower that it is in compliance with all of its obligations under the
Loan Agreement and under the Deed of Trust. or a detailed statement as to any covenant with respect to which
it is not in compliance stating the reasons therefor and the actions being taken by the Borrower to retum to
compliance.

The Borrower shall provide to the T:rustee a preliminary annual budget 90 days prior to the beginning
of the Borrower’s Fiscal Year; provided that with respect to the Fiscal Year commencing July 1. 2003 such
preliminary annual budget need not be provided. In addition, on or prior to the 30th day preceding each Fiscal
Year. the Borrower shall prepare an annual budget (an “Operating Budget”), detailed as to line items of
anticipated Gross Project Revenues. ex penses related to the Project. including but not limited to Expenses of
Operating and Maintaining the Project (as defined in the Indenture) (with separate line items for amowmts due
under ordinary and extraordinary repairs and reserve payments tor the ensuing Fiscal Year and shall submit a
copy of such budget to the Trustee: provided that with respect to the Fiscal Year commencing July 1. 2003
such Operating Budget shall be provided to the Trustee no later than June 30, 2003. Such Operating Budget
shall show that the Prgject in such Fiscal Year will be operated so as to allow the Borrower to satisfy the
Coverage Requirement pursuant to the Loan Agreement. The Operating Budget may be amended by Borrower
from time to time, provided. however, the Borrower must, prior to undertaking any such amendment, certify to
the Trustee that under the Operating Budget, as amended, the Coverage Requirement is met; and provided
further that copies of any amendments shall be given the Trustee. The Trustee shall have no duty to review
any fmancial statements, reports or budgets provided to it and may rely upon the certifications of the Borrower
furnished to it hereunder.

The Borrower may manage the Prgject of its own accord or may engage a third-party manager. Any
manager proposed by and engaged by the Bortower to manage any unit in the Project. or all of such units, shall
be an entity with prior experience in managing units of a comparable quality and numnber in California, and
which is familiar with the requirements of the Code and the Act as they apply to the Project and the Project
Loan Documents. Upon a failure to maintain the Coverage Requirement, the Borrower agrees to replace the
then Manager at the Trustee’s request. If the Borrower fails to do so. the Trustee shall have the right (but not
the obligation) to replace the Manager. The Trustee shall have the right (but not the obligation) to disapprove
of any person or entity proposed as a Manager of all or any portion of the units comprising the Project,
provided that the Trustee’s approval may not be unreasonably withheld or delayed. At least twenty days prior
to the execution of any management agreement with respect to all or any of the units in the Project, the
Borrower shall submit such agreement, along with a statement of the: proposed manager’s qualifications, to the
Trustee and the Rating Agency. The Trustee shall approve or disapprove of the proposed manager within
thirty (30) days after receiving the information described in the previous sentence.

Negative Pledge. The Borrower shall not create or allow to exist any liens on any of its property,
including, but not limited, to the Gross Project Revenue Fund except Permitted Encumbrances.
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Dispositions of Assets.

Propertv Plant and Equipment (“PP&E™). The Bomrower shall not sell or otherwise dispose of any
PP&E unless (i) the PP&E is obsolete or wom out, or (ii) fair market value is received in retum. or (iii) the
market value of all PP&E disposed of in any fiscal year does not excesd five percent of the total market value
of all PP&E of the Borrower.

Cash, Investments and Other Current Assets {*Liquid Assets”). The Borrower shall not sell or

otherwise dispose of any Liquid Assets unless (i) fair market value is received in retum. or (ii) the total market
value of Liquid Assets disposed of in any fiscal year does not exceed one percent of all Liquid Assets of the
Borrower.

Accounts Receivable. Notwithstanding paragraph (b) above, the Borrower shall not sell, pledge.
factor or otherwise dispose of accounts receivable under any circumstances.

Indenture. The Borrower agrees to all of the terms and provisions of the Indenture and accepts each
of its obligations expressed or implied thereunder. The Borrower hereby approves the initial appointment
under the Indenture of the Trustee.

Use Covenant. The Borrower agrees and covenants during the term of the Loan that the Project will
be used exclusively for student housing for the benefit of the District.

Deed of Trust. In order to provide additional security for the Bonds and its obligations under the
Loan Agreement, the Borrower shall. concurrently with or before the Closing Date, execute and deliver the
Deed of Trust. The Borrower shall comply with the provisions of the Deed of Trust. The Borrower has
acknowledged that in the event of a default under the Deed of Trust which is not cured, such default will
constitute a breach of this covenant and if such breach is not cured, the Loan may separately and independently
be accelerated with or without an acceleration of the Bonds.

Title to the Project. On or before the Closing Date, the Borrower shall have good and marketable
title in the real property comprising the Project and ownership of the improvements then comprising the
Project, free and clear of any lien or encumbrance except for Permitted Encumbrances.

Design of the Project. The Borrower, or the Borrower’s predecessor (to the best of the Borrowers
knowledge), has caused the Project to be designed and constructed in accordance with all the applicable federal
state and local laws or resolutions (including rules and regulations) relating to zoning. building. safety and
environmental quality; and the Borrower has not failed, and will not fall, to obtain and maintain in effect any
licenses, permits, franchises or other governmental authorizations necessary for the operation of the Project.

Additional Debt. The Borrower shall not enter into any contract, bond or other form of debt
inswument that is secured by Gross Project Revenues.

Federal Guarantee Prohibition. The Borrower shall take no action nor permit nor suffer any action

to be taken if the result of the same would be to cause the Tax-Exempt Bonds to be “federally guaranteed”
within the meaning of the Code.
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Occupancy Agreement; Further Security forthe Loan and the Bonds.

(a) The Borrower assigns to the Trustee, as additional security to the Authority for the repayment of
the Loan, all of its right, title and interest in the Occupancy Agreement: provided, however, that Borrower
affirms and covenants that notwithstanding such assignment it will abide by the terms and conditions of said
Occupancy Agreement and take any and all actions required on its part under said Occupancy Agreement.

(b) The Borrower covenants that it shall (i) provide written notice to the District and Trustee within
five (5) business days of the conclusion of the second full calendar week of each Fall and Spring semester of
the District (each an ““Occupancy Measurement Date™) of (a) the number of beds in the Project made available
for rent to College students for such semest:r and (b) the number of said beds that were not rented as of the
Occupancy Measurement Date for the relevant semester and within (5) business days of each Occupancy
Measurement Date determine if the occupancy level for the respective semester as of the Occupancy
Measurement Date is below the Occupancy Target (as defined in the Occupancy Agreement) and the amount
of the Occupancy Guarantee Payment (as defined in the Occupancy Agreement), if any, then due from the
District under the Occupancy Agreement and provide same day notice of such determinations. and, if
applicable, an invoice demonstrating the Occupancy Guarantee Payment due fior such semester, 10 the District
(such payment to be paid pursuant to the Occupancy Agreement no later than thirty (30) days from the date the
aforementioned notices relating to the Occupancy Guarantee Payment and occupancy statistics are given).

(c) The Borrower, the Authority and the Trustee acknowledge and affirm that all payments made
under, and all proceeds derived from the exercise of any right or remedy under, the Occupancy Agreement are
to be deemed Gross Project Revenues.

(d) The Trustee shall take all necessary actions to secure timely payment and effect all rights and
remedies under the Occupancy Agreement, including promptly instituting collection proceedings against the
District for failure to make required payments thereunder.

Prohibited Facilities, The Borrower represents and warrants that no portion of the proceeds of the
Tax-Fxempt Bonds shall be used to provide any airplane. skybox or other private luxury box. health club
facility. facility primarily used for gambling, or store the principal business of which is the sale of alcoholic
beverages for consumption off premises, and no portion of the preceeds of the Tax-Exempt Bonds shall be
used for an office unless the office is located on the premises of the facilities constituting the Project and
unless not more than a de minimis amount of the functions to be performed at such office is not related to the
day-to-day operations of the Project.

Operation of Bnsiness; Noncompetition with Project. The Borrower covenants to continue to

operate its business in a business-like manner and to pursue all corporate opportunities to the Borrower. The
Borrower further covenants that it will at no time during the term of the Loan Agreement acquire, construct,
fund, invest in or in any manner support or promote any housing project within the geographical boundaries of
the District or which might in any way compete for tenants with the Project, unless the Borrower shall provide
prior written notice of any of the foregoing events to each Rating Agency then maintaining a rating on the
Bonds and the Borrower shall confirm in writing with each such Rating Agency prior to undertaking any
action in furtherance of housing projects of the nature contemplated in this sentence that the rating on the
bonds then maintained by such Rating Agency will not be downgraded as a result of such action.

Operation of the Project.

General Operation. To the extent permitted by law and market conditions, the Borrower covenants to
at all times fix, impose, charge and collect such rentals, rates, fees and charges for the services, privileges and
facilities provided and made available by the Project and to manage. operate and maintain the Project in such a
manner as to allow the Borrower to meet in a timely manner all of its financial and other duties, obligations,
commitments and covenants set forth in the Loan Agreement and in the Indenture.
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Compliance with Debt Service Coverage Requirements. To the extent permitted by law. Borrower
covenants to establish and collect rents in connection with the Project sufficient to comply in each Fiscal Year
with the Coverage Requirement for the Bonds Outstanding.

Failure of the Borrower to maintain the Coverage Requirement shall not constitute an Event of Default
under the Loan Agreement if Borrower shall, subject to existing law (i) immediately engage a Financial
Consultant to undertake a review of rents charged for the units in the Project, which review shall be set forth in
a written report to be provided (within 30 days of delivery of the Borrower’s Certificate identifying the
coverage failure) to the Authority, each Rating Agency and the Trustee, for the puipose of determining such
adjustments to rents as shall be necessary to thereafter generate sufficient Gross Project Revenues to allow the
Borrower to satisfy the Coverage Requirement and (ii) undertake within sixty (60) days of completion of the
rental review any adjustments recommended in the rental review and permitted by local, State and federal law;
and if the coverage ratio does not fall below 1.00 in the then current month.

Withdrawals from the Reserve Fund. The Trustee shall notify the Borrower in writing of any
withdrawals of moneys from the Reserve Fund within three (3) Business Days of such withdrawal. Within
seven (7) Business Days after the Borrower receives notice of such withdrawal., the Borrower shall engage a
Financial Consultant to undertake a review of rents then charged for units in the Project in order to determine
such adjustments to rents as shall be necessary to thereafter generate sufficient Gross Project Revenues to
allow the Borrower to (i) make payments of principal of and interest on the Bonds as due, (ii) replenish the
amount or amounts withdrawn from the Reserve Fund. and (iii) make the deposits required pursuant to the
Loan Agreement. The aforementioned rental review shall be set forth in a written report to be provided within
30 days of the withdrawal from the Reserve Fund to the Authority, each Rating Agency and the Trustee. The
Borrower shall implement to the extent such action does not jeopardize the tax-exempt status of the Tax-
Exempt Bonds, any rental adjustments suggested by the review described in the previous sentence and
permitted by local. State and federal law and the Leases within sixty (60) days from the date moneys were
withdrawn from the Reserve Fund for such purposes.

Continuing Digclosure.

The Borrower covenants to comply with and carry out the provisions of the Continuing Disclosure
Agreement. The Borrower agrees to comply with all applicable provisions of the Rule and to assume on behalf
of the Authority any and all obligations. costs, fees. or expenses arising therefi'om.

Notwithstanding any other provision of the Loan Agreement, failure of the Borrower to comply with
the Continuing Disclosure Agreement shall not be considered an Event of Default under the Loan Agreement;
however. the Trustee, any Bondholder or beneficial owner, within the meaning of said Rule, may (and the
Trustee, at the request of any underwriter subject to the requirements of the Rule or the holders of at least 25%
aggregate principal amount in Outstanding Bonds, shall) take such actions as may be necessary and
appropriate, including seeking specific performance by court order, to cause the Borrower to comply with its
obligations under the Loan Agreement.

DAMAGE, DESTRUCTION AND CONDEMNATION: USE OF PROCEEDS

Obligation to Continue Payments. If prior to full payment of the Bonds (or provision for payment
thereof in accordance with the provisions of the Indenture) the Project or any portion thereof is destroyed (in

whole or in part) or is damaged by fire or other casualty, or title to, or the temporary use of, the Project orany
portion thereofshall be taken under the exercise of the power of eminent domain by any governmental body or
by any person, firm or corporation acting under governmental authority, the Borrower shall nevertheless be
obligated to continue to pay the amounts specified in the Loan Agreement, to the extent not prepaid in
accordance withthe Loan Agreement.

C-38



Application of Net Proceeds. The Net Proceeds. if any of any insurance or condemnation awards
resulting from the damage, destruction or condemnation of the Prosject or any portion thereof shall be applied
in one or more of the following ways at the election of the Borrower, such election to be subject to the
conditions set forth in the Deed of Trust if the Net Proceeds are in excess of $500,000:

(a) The prompt repair, restoration. relocation. modification or improvement of the damaged.
destroyed or condemned portion of the Project to enable such portion of the Project to accomplish at least the
same function as such portion of the Project was designed to accomplish prior to such damage. or destruction,
or condemnation.

(b) Prepayment of all or a portion of the Loan. subject to and in accordance with the Loan
Agreement. and redemption of Bonds: provided that no part of the Net Proceeds may be applied tor such
purpose unless (1) the entire amount of the Loan is so prepaid and all of the outstanding Bonds are to be
redeemed in accordance with the Indenture, or (2) in the event that only a portion of the Loan s so prepaid, the
Borrower shall fumish to the Authority and the Trustee a certificate of the Authorized Borrower
Representative acceptable to the Authority stating (i) that the property forming part of the portion of the
Project that was damaged or destroyed by such casualty or was taken by such condemnation proceedings is not
essential to the Boirower's use or possession of the remaining portion of the Project or (ii) that such part of the
portion of the Project theretofore completed has been repaired, replaced, restored; relocated, modified or
improved to enable such portion of the Project to accomplish at least the same function as such portion of the
Project was designed to accomplish prior to such damage or destruction or the taking by such condemnation
proceedings.

Insnfficiency of Net Proceeds. 1f the Project or a portion thereof is to be repaired, restored, relocated,
modified or improved pursuant to the Loan Agreement, and if the Net Proceeds are insufficient to pay in full
the cost of such repair, restoration. relocation. modification or improvement. the Borrower will nonetheless
complete the work or cause the work to be completed and will pay or cause to be paid any cost in excess of the
amount of the Net Proceeds.

EVENTS OF DEFAULT AND REMEDIES

Events of Defanlt.

Any one of the following which occurs and continues shall constitute an Event of Default: (i) the
occurrence of an Event of Default described in the Loan Agreement if, as set forth in a written opinion of Bond
Counsel delivered to the Trustee, any of such defaults would result in interest on the Tax-Exempt Bonds
becoming includable in gross income of a holder for federal income tax puiposes if the Tax-Exempt Bonds
remain outstanding (an “Acceleration Default™); (ii) failure by the Borrower to pay any amounts required to be
paid under the Loan Agreement at the times specified therein; (iii) failure by the Borrower to observe and
perform any other covenant. condition or agreement on its part required to be observed or performed by the
Loan Agreement. and which continues for a period of thirty (30) days after written notice, specifying such
failure and requesting that it be remedied, given to the Borrower by the Authority or the Trustee, unless the
Authority and the Trustee shall agree in writing to an extension of such time prior to its expiration; provided,
however, that if the failure stated in the notice cannot be corrected within such period but is correctable, the
Authority and the Trustee will not unreasonably withhold their consent to an extension of such time if
corrective action is instituted within such period and diligently pursued until the default is corrected; (iv) the
making of any covenant, representation or warranty by the Borrower in the Loan Agreement or in any
document executed in connection with the Loan Agreement which is false or misleading in any material
respect when made: or if an “Event of Default™ under the Indenture has occurred and is continuing.

Neither the Trustee nor the Authority shall be deemed to have knowledge of any Event of Default

under the Loan Agreement unless and until it shall have actual knowledge thereof or it shall have received
written notice thereof.
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Remedies on Default. Whenever any Event of Default shall have occurred and shall continue, to cure
amy such default. the Authority and the Trustee may take any one or more of the following remedial steps: (1)
The Trustee, upon the occurrence of an Acceleration Default, or upon the occurrence of any other Event of
Default under the Loan Agreement, by written notice to the Borrower. shall immediately declare to be due and
payable immediately the unpaid balance of the Loan. (2) The Authority and the Trustee may have access to
and may inspect, examine and make copies of the books and records and any and all accounts, data and federal
income tax and other tax returns of the Borrower relating to the Project. (3) The Authority or the Trustee may
take whatever action at law or in equity as may be necessary or desirable to collect the payments and other
amounts then due and thereafter to become due or to enfiorce perfiormance and observance of any obligation.
agreement or covenant of the Borrower under the Loan Agreement. (4) The Trustee may institute any action
or proceeding at law or in equity for the collection of amy sums due and unpaid, and may prosecute any such
action or proceeding to judgment or final decree. and may enforce any such judgment or final decree against
the Borrower and collect in the manner provided by law the moneys adjudged or decreed to be payable.

In case the Trustee or the Authority shall have proceeded to enforce its rights under the Loan
Agreement and such proceedings shall have been discontinued or abandoned for any reason or shall have been
determined adversely to the Trustee or the Authority, then, and in every such case. the Borrower, the Trustee
and the Authority shall be restored respectively to their several positions and rights under the Loan Agreement,
and all rights, remedies and powers of the Borrower, the Trustee and the Authority shall continue as though no
such action had been taken.

In case proceedings shall be pending for the bankruptcy or for the reorganization of the Borrower
under the federal bankruptcy laws or any other applicable law, or in case a receiver or trustee shall have been
appointed for the property of the Borrower or in the case of any other similar judicial proceedings relative to
the Borrower, or the creditors or property of the Barrower, then the Trustee shall be entitled and empowered,
by intervention in such proceedings or otherwise. to file and prove a claim or claims for the whole amount
owing and unpaid pursuant to the Loan Agreement and, in case of any judicial proceedings, to file such proof's
of claim and other papers or documents as may be necessary or advisable in order to have the claims of the
Trustee allowed in such judicial proceedings relative to the Borrower, its creditors or its property, and to
collect and receive any moneys or other property payable or deliverable on any such claims, and to distribute
such amounts as provided in the Indenture after the deduction of its charges and expenses. Any receiver,
assignee or trustee in bankruptcy or reorganization is authorized to make such payments to the Trustee, and to
pay to the Trustee any reasonable amount due it for coapensation and expenses, including expenses and fees
of counsel incurred by it up to the date of such distribution.

Agreement to Pay Attorneys® Fees and Expenses. In the event the Authority or the Trustee should
emplay attorneys or incur other expenses for the collection of the payments due under the Loan Agreement or
the enforcement of performance or observance of any obligation or agreement on the part of the Borrower in
the Loan Agreement contained, the Borrower agrees to pay to the Authority or the Trustee the reasonable fees
of such attorneys and such other reasonable expenses so incurred by the Authority or the Trustee.

No Remedy Exclusive, No remedy in the Loan Agreement conferred upon or reserved to the
Authority or the Trustee is intended to be exclusive of any other available remedy or remedies, but each and
every such remedy shall be cumulative and shall be in addition to every other remedy given under the Loan
Agreement or existing at law or in equity or by statute. No delay or omission to exercise any right or power
accruing upon any default shall impair any such right or power or shall be construed to be a waiver thereof,, but
any such right and power may be exercised from time to time and as often as may be deemed expedient. In
order to entitle the Authority or the Trustee to exercise any remedy reserved to it in the Loan Agreement, it
shall not be necessary to give any notice, other than such notice as may be in the Loan Agreement expressly
required or required by law to be given. Such rights and remedies as are given the Authority under the Loan
Agreement shall also extend to the Trustee, and the Trustee and the holders of the Bonds shall be deemed third
party beneficiaries of all covenants and agreements in the Loan Agreement contained.
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No Additional Waiver Implied by One Waiver. In the event any agreement or covenant contained
in the Loan Agreement should be breached by the Borrower and thereafter waived by the Authority or the

Trustee, such waiver shall be limited to the particular breach so waived and shall not be deemed to waive any
other breach under the Loan Agreement.

PREPAYMENT

Prepayment of Loan. The Loan shall not be prepaid except as provided in the Loan Agreement. The
Borrower shall be permitted or required to prepay, or shall be deemed to have prepaid. the Loan, in whole or in
part. and the principal amount thereof shall be reduced accordingly. in an amount equal to the principal amount
of Bonds redeemed and on the date of such redemption. as follows:

The Borrower shall be required to prepay the Loan from the amount of any Net Proceeds of any
insurance (other than proceeds from loss of rental insurance) or condemnation award which are not used to
repair or replace the Project pursuant to the Loan Agreement.

The Borrower shall be required to prepay the full remaining balance of the Loan. upon the occurrence
of an Acceleration Defiault and the acceleration of the Loan pursuant to the Loan Agreement. the acceleration
of the Loan following any other Event of Default under the Loan Agreement pursuant to said the Loan
Agreement.

The Borrower shall be required to prepay the Loan in whole or in part on the date necessary in order
for the Bonds to be redeemed as provided in the Indenture.

Redemption of Bonds Upon Prepayment. Upon any prepayment of the Loan as provided in the
Loan Agreement, the Trustee is required by the Indenture to call all or part of the Bonds for redemption in the

respective amounts set forth in the applicable provision of the Indenture.

Amount of Prepayment. In the event of any prepayment pursuant to the Loan Agreement, the
amount of the Loan deemed to be prepaid shall be equal to the principal amount of Bonds redeemed as
described in the Loan Agreement. In the case of prepayment of the Loan in full, the Borrower shall pay to the
Trustee an amount sufficient, together with other funds held by the Trustee and available for such purpose, to
pay all reasonable and necessary fees and expenses of the Authority. the Trustee and any paying agent accrued
and to accrue through final payment of the Bonds and all other liabilities of the Borrower accrued and to
accrue under the Loan Agreement, and shall pay to the Authority any amount required by the Loan Agreement.
In the case of partial prepayment of the Loan. the Borrower shall pay or cause to be paid to the Trustee an
amount sufticient, together with other funds held by the Trustee and available for such purpose. to pay
expenses of redemption of the Bonds to be redeemed upon such prepayment.

LIMITATION ON LIABILITY OF ISSUER; EXPENSES: INDEMNIFICATION

imitation on Liability of Authority. The Authority shall not be obligated to pay the principal of, or
premium. if any, or interest on the Bonds, except from Revenues. The Borrower aclnowledges that the
Authority’s sole source of moneys to repay the Bonds and to pay expenses related thereto will be provided by
the payments made by the Borrower pursuant to the Loan Agreement. together with other Revenues or
investment income on certain funds and accounts held by the Trustee under the Indenture, and confinns that
amounts available to pay all principal of, and premium, if any, and interest on the Bonds as the sanie shall
become due (whether by maturity. redemption, acceleration or otherwise), have been calculated to be at all
times sufficient for such purpose.

Any obligation or liability of the Authority created by or arising out of the Loan Agreement
(including, without limitation, any liability created by or arising out of the representations, warranties or
covenants set forth in the Loan Agreement or otherwise) shall not impose a debt or pecuniary liability upon the
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Authority or a charge upon its general credit. but shall be payable solely out of the Revenues. Neither the
issuance of the Bonds nor the delivery of the Loan Agreement shall, directly or indirectly or contingently,
obligate the Authority to make any appropriation fior their payment. Nothing in the Bonds or in the Indenture
or the Loan Agreement or the proceedings of the Authority authorizing the Bonds or in the Act or in any other
related document shall be construed to authorize the Authority to create a debt of the Authority within the
meaning of any constitutional or statutory provision of the State or the United States of America. No breach of
any pledge. obligation or agreement of the Authority under the Loan Agreement may impose any pecuniary
liability upon the Authority or any charge upon its general credit or against its taxing power.

MISCELLANEOUS

Amendments, Changes and Modifications. Except as otherwise provided in the Loan Agreement or
the Indenture, subsequent to the initial issuance of Bonds and prior to their payment in full. or provision for
such payment having been made as provided in the Indenture. the Loan Agreement may be effectively
amended. changed. modified. altered or terminated only by written instrument executed by the parties to the
Loan Agreement.

Governing Law. The Loan Agreement shall be governed exclusively by and construed in accordance
with the laws of the State of Califomia.

Term of the Agreement. The Loan Agreement shall be in full force and effect from the date of the

Loan Agreement and shall continue in effect as long as any of the Bonds are outstanding or the Trustee holds
any moneys under the Indenture, whichever is later.
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APPENDIXD

FORM OF BOND COUNSEL OPINION

Upon the issuance and delivery of the Bonds. Stradling Yocca Carlson & Rauth, San Francisco, California,
Bond Counsel. proposes to render its final approving opinion with respect to the Bonds substantially in the
following form.

May 29, 2003

California Community College Financing Authority
Sacramento, California

$3,260,000
CALIFORNIA COMMUNITY COLLEGE FINANCING AUTHORITY
STUDENT HOUSING REVENUE BONDS
(FEATHER RIVER COMMUNITY COLLEGE PROJECT)
Series 2003A Tax-Exempt

$165,000
CALIFORNIA COMMUNITY COLLEGE FINANCING AUTHORITY
STUDENT HOUSING REVENUE BONDS
(FEATHER RIVER COMMUNITY COLLEGE PROJECT)
Series 2003B Taxable

Ladies and Gentlemen:

We have examined a certified copy of the record of proceedings relating to the issuance by the
California Community College Financing Authority (the “Authority”) of $3,250,000 aggregate principal
amount of Student Housing Revenue Bonds (Feather River Community College Project) Series 2003A Tax-
Exempt (the "Series A Bonds") and $165,000 aggregate principal amount of Student Housing Revenu¢ Bonds
(Feather River Community College Project) Series 2003B Taxable (the "Series B Bonds" and together with the
Series A Bonds, the "Bonds"). The Bonds are issued pursuant to the provisions of Articles 1 through 4
(commencing with Section 6500 of Chapter 5 of Division 7 of Title 1 the Govemment Code of the State of
California (the “Act”) and an indenture, dated as of May 1, 2003 (the “Indenture”), by and between the
Authority and U.S. Bank National Association, as trustee (the “Trustee”). The Bonds are issued for the
purpose of making a loan of the proceeds thereof to Feather River College Foundation, Inc. (the “Borrower™),
pursuant to a Loan Agreement, dated as of May 1, 2003 (the “Loan Agreement”), by and between the
Authority, the Trustee and the Borrower. Capitalized terms not otherwise defined herein shall have the
meaning ascribed thereto in the Indenture.

In our capacity as Bond Counsel, we have examined originals or copies certified or otherwise
identified to our satisfaction. of the (i) Indenture and the Loan Agreement, (ii) the Tax Certificate relating to
the Series A Bonds dated May 29, 2003, (iii) the Official Statement, dated May 21, 2003 (the “®fficial
Statement”™), (iv) the Purchase Contract, dated as of May 21, 2003 (the “Purchase Contract™), by and among
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the Borrower, the Authority and George K. Baum & Company (the “Underwriter”), (v) letters, certificates and
opinions of counsel to the Authority, the Borrower, the Trustee and others delivered pursuant to the Purchase
Contract. and (vi), such other laws, documents, certifications. opinions and matters to the extent we deemed
necessary to render the opinions set forth herein.

We have assumed, but have not independently verified. that the signatures on all documents, letters,
opinions and certificates which we have examined are genuine, that all documents submitted to us are
authentic and were duly and properly executed by the parties thereto other than the Authority and that all
representations made in the documents that we have reviewed are true and correct.

Based on and subject to the foregoing. and in reliance thereon. as of the date hereof we are of the
opinion that:

1. TheBonds have been duly authorized, executed and issued.

2. The Indenture has been duly executed and delivered by, and constitutes the valid and binding
obligation of. the Authority. The Indenture creates a valid pledge, to secure the payment of the principal of
and interest on the Bonds, of the Revenues and any other amounts (including proceeds of the sale of the
Bonds) held by the Trustee in any fund or account established pursuant to the Indenture except the Rebate
Fund, subject to the provisions of the Indenture permitting the application thereof for the purposes and on the
terms and conditions set forth in the Indenture. The Indenture also creates a valid assignment to the Trustee,
for the benefit of the holders from time to time of the Bonds, of the right, title and interest of the Authority in
the Loan Agreement (to the extent more particularly described in the Indenture).

3. The Bonds are valid and binding limited obligations of the Authority, payable solely from the
Revenues and other assets pledged and assigned therefor under the Indenture and are not a lien or charge upon
the funds or property of the Authority except to the extent of the aforementioned pledge and assignment. The
Bonds shall never constitute the debt or indebtedness of the Authority within the meaning of any provision or
limitation of the Constitution of the State of California. and shall not constitute nor give rise to a pecuniary
liability of the Authority or a charge against its general credit. The Authority has no taxing power.

4. The Loan Agreement has been duly authorized, executed and delivered by, and constitutes the
valid and binding agreement of, the Authority.

5. Under existing statutes, regulations, rulings and judicial decisions. assuming compliance by the
Authority and the Borrower with certain covenants of the Indenture and the Loan Agreement and other
documents pertaining to the Series A Bonds (the “Tax-Exempt Bonds™) and certain requirements of the
Internal Revenue Code of 1986, as amended (the “Code’"), regarding the organization and operation of the
Borrower, the use, expenditure and investment of Tax-Exempt Bond proceeds and the timely payment of
certain investment earnings to the United States Treasury.interest on the Tax-Exempt Bonds is not includable
in the gross income of the owners of the Tax-Exempt Bonds for purposes of federal income taxation. In
rendering the foregoing opinion, we have relied upon the opinion of Schools Legal Service, Bakersfield,
California, regarding the qualification of the Borrower as an organization described in Section 501(c)(c) of the
Code. In addition, we can give no opinion or assurance about the future activities of the Borrower or about the
effect of future changes in the Code, the applicable regulations. the interpretations thereof or the resulting
changes in enforcement thereof by the Internal Revenue Service. Failure to comply with the covenants and
requirements described above or failure of the Borrower to be organized and operated in accordance with the
Internal Revenue Service’s requirements for the maintenance of its status as an organization described in
Section 501(c)(3) of the Code may cause interest on the Tax-Exempt Bonds to be includable in gross income
for federal income tax puiposes retroactively to the date of issuance of the Bonds.

6. Intereston the Tax-Exempt Bonds will not be treated as an item of tax preference in calculating
alternative minimum taxable income of individuals and corporations; however, interest on the Tax-Exempt
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Bonds will be included as an adjustment in the calculation of corporate alternative minimum taxable income
and may therefore affect a corporation’s alternative minimum tax liability. We express no opinion regarding
other federal income tax consequences causcd by ownership of. or the receipt of interest on. the Tax-Exempt
Bonds.

7. The diffierence between the issue price of a Bond (the first price at which a substantial amount of
the Bonds of a maturity is to be sold to the public) and the stated redemption price at maturity with respect to
such Bonds constitutes original issue discount. Original issue discount accrues under a constant yield method.,
and original issue discount will accrue to a Bondowner before receipt of cash attributable to such excludable
income. The amount of original issue discount deemed received by a Bondowner will increase the
Bondowner’s basis in the applicable Bond. Original issue discount that accrues to the Bondowner is excluded
from the gross income of such owner for fiederal income tax purposes. is not an item of tax preference for
purposes of the federal alternative minimum tax imposed on individuals and corporations. and is exempt from
Swate of California personal income tax.

8. Interest on the Bonds is exempt from State of California personal income tax.

Certain requirements and procedures contained or referred to in the Indenture or other relevant
documents relating to the Bonds may be changed. and certain actions may be taken, under the circumstances
and subject to the terms and conditions set forth in such documents, upon the advice or with the approving
opinion of counsel nationally recognized in the area of tax-exempt obligations. We express no opinion as to
any payment under the Loan Agreement or the exclusion of interest on the Tax-Exempt Bonds from gross
income of the owners of the Tax-Exempt Bonds for federal income tax purposes on and after the date on which
any such change occurs or action is taken upon the advice or approval of counsel other than this firm.

The opinions expressed herein are based upon our analysis and interpretation of existing laws,
regulations, rulings and judicial decisions and cover certain matters not directly addressed by such authorities.
We call attention to the fact that the rights and obligations under the Indenture, the Loan Agreement and the
Bonds are subject to bankruptcy. insolvency, reorganization, moratorium, fraudulent conveyance and other
similar laws affecting creditors’ rights. to the application of equitable principles if equitable remedies are
sought. to the exercise of judicial discretion in appropriate cases and to limitations on legal remedies against
public agencies in the State of Califomia. We express no opinion with respect to indemnification or
contribution provisions contained in the foregoing documents.

Respectfully submitted.
STRADLING YOCCA CARLSON & RAUTH
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APPENDIX E
AGREEMENT BETWEEN
FEATHER RIVER COLLEGE FOUNDATION
&
FEATHER RIVER COMMUNITY COLLEGE DISTRICT
REGARDING THE OCCUPANCY & OPERATION OF THE
“STUDENT HOUSING COMPLEX” (FEATHER RIVER APARTMENTS)

This OCCUPANCY AGREEMENT (the "Agreement”) is made by and between the Feather River
Community College District. a California community college district (the "District”), and Feather River
College Foundation, Inc., a California nonprofit corporation (hereinafter the "Foundation”) as of May 1, 2003.

RECITALS

WHEREAS, the Foundation has among its expressed corporate purposes the purposes of raising and
implementing support for special projects of Feather River College (the “College™) and undertaking any
activities which may be to the benefit of the College and the community within the terms and according to the
laws of the State of California; and

WHEREAS, each of the Foundation and the District recognize that the supply of safe. habitable and
affordable student housing within proximity to the College is currently inadequate to meet the needs of the
College’s student population; and

WHEREAS. the Foundation intends to acquire and operate that certain apartment complex located at
300 Golden Eagle Avenue, Quincy, California 95171 and commonly known as the Feather R.iver Apartments
(the “Student Housing Complex™) for the benefit of the students of the College; and

WHEREAS, the Foundation intends to finance the costs of acquiring, improving. remodeling,
renovating and/or equipping the Student Housing Complex (such actions collectively, the *"Project”) from the
loan of the proceeds of the sale of these certain Califonia Community College Financing Authority Student
Housing Revenue Bonds (Feather River College Project) Series 2003A Tax-Exempt and Series 2003B Taxable
(collectively, the “Bonds™) made by the California Community College Financing Authority (the "Authority”");
and

WHEREAS, to establish sufficient creditworthiness of the Bonds that will allow the Foundation to
finance the Project at rates of interest that make the operation of the Project for its intended purposes
economically feasible, the Foundation has proposed that the District support the occupancy of the Project and
pay specified sums in the event that Project occupancy levels are deficient: and

WHEREAS, the District believes that the support of said occupancy levels in consideration for the
Foundation’s operation and maintenance of the Project for the benefit of the students of the College, in
accordance with certain terms established by the College herein, is in the interests of the students of the
College and in furtherance of the mission of the District;
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AGREEMENT

NOW, THEREFORE, in consideration of the premises and covenants herein contained and for other
good and valuable consideration. the parties hereto agree as follows:

Section A. Term of Agreement.

1.  This Agreement may be terminated at any time upon mutual written agreement of both parties.
Except as provided in Section B.7 hereof,, so long as any of the Bonds are outstanding, this Agreement shall
under no circumstances terminate earlier than June 30, 2030, unless prior to effecting any such termination the
Foundation shall have first confirmed in writing with each rating agency then maintaining a rating with respect
to the Bonds that the rating on the Bonds then maintained by each of such rating agencies will not be
downgraded as a result of any such termination.

Section B. Occupancy Guarantee of the District; Agreement to Provide Student Housing.

1. The Foundation shall hold and make available for the exclusive use of the District's students
the units in the Student Housing Complex during each Fall and Spring semester. Within five (5) business days
of the conclusion of the second full calendar week of each Fall and Spring semester (each an "Occupancy
Measurement Date"), the Foundation shall provide written notice to the District of (i) the number of beds in the
Student Housing Complex made available for rent to District students for such semester and (ii) the number of
said beds that were not rented as of the Occupancy Measurement Date for the relevant semester. In the event
the Occupancy Target (as defined below) is not met as of each Occupancy Measurement Date, the District
shall pay to the Foundation an Occupancy Guarantee Payment (as defmed below) in consideration for the
rental income deemed forfeited by the Foundation in each respective semester for which the percentage of
occupied beds relative to the aggregate number of beds initially reserved exclusively for District students prior
to the relevant Occupancy Measurement Date falls below the Occupancy Target as of the respective
Occupancy Measurement Date.

2. The Occupancy Guarantee Payment shall be calculated based on the following formula: 0.9
multiplied by the sum of the total number of Student Housing Complex beds made available for rentto Diswrict
Students as of each Occupancy Measurement Date (excluding beds in units reserved for Resident Assistants
and other Foundation employees up to a maximum number of 5 units) less the number of beds rented as of
each Occupancy Measurement Date, the sum of which is finally multiplied by the current rental rates for such
beds in the relevant semester. In each case. the application of the foregoing formula shall assume a minimum
of two (2) beds per bedroom.

3. The Foundation shall within (5) business days of each Occupancy Measurement Date
determine if the occupancy level for the respective semester as of the Occupancy Measurement Date is below
the Occupancy Target and the amount of Occupancy Guarantee Payment, if any, then due from the Distict
under this Agreement and provide same day notice of such determinations, and, if applicable, an invoice
demonstrating the Occupancy Guarantee Payment due for such semester, to the District.

4. The District shall have the right to verify the Foundation's calculations as to occupancy levels
and Occupancy Guarantee Payment, to inspect the books of the Foundation with respect to occupancy levels.
rental rolls and current rental rates, and to require a third-party accounting with regard to any of the foregoing
if District deems there to be accounting discrepancies upon its inspection.

5. The District shall pay no later than thirty (30) days from the date the aforementioned notices
and statistics relating to the Occupancy Guarantee Payment, if any, then due for such semester.



6. The Occupancy Target in each Spring and Fall semsster is 90% of the total number of Student
Housing Complex beds (excluding beds in units reserved for Resident Assistants and other Foumdation
employees up to a maximum number of 5 units and assuming a minimum of two (2) beds per bedroom).

7. Occupancy Guarantee Payment shall be payable by the District firom all amounts legally
available for the payment therefor; provided. however, in each semester the obligation of the District to pay
Occupancy Guarantee Payment shall be subject to annual appropriations of the District. If for any fiscal year
of this Agreement, the Board of Trustees of the District fails to appropriate or allocate funds for future
Occupancy Guarantee Payments, the District shall have the right (but no the obligation) to terminate all
obligations with respect to the appropriation for and payment of the Occupancy Guarantee Payments,
provided, however. such right of termination upon failure to make annual appropriations shall apply only to the
obligations respecting the appropriation for and payment of the Occupancy Guarantee Payments and not to the
other obligations hereunder.

8. The District hereby covenants that during the term of this Agreement, it will take such actions
as may be necessary to include estimated Occupancy Guarantee Payment for each fiscal year in its annual
budgets and to make the necessary appropriations therefor. Such estimated Occupancy Guarantee Payment
shall be based on the amount of Occupancy Guarantee Payment due: in prior years and current information as
to the availability of comparable housing relative to then current levels of demand for student housing in the
area in and around Quincy. Califonia. The District in estimating the: amounts to be appropriated for each year
hereby agrees to consult with the Foundation as to estimated occupancy deficiencies. rental rates and status of
the local student housing market.

Section C. Agreement as to Certain Improvements.

L. The District shall pay to the Bond trustee, for application to the repair and replacement
reserve fund with respect to the Bonds, an aggregate amount of $1,000.000 from its "Special Forest Revenues”
under the allocation made by the federal government pursuant to the Secure Rural Scheols and Community
Self--Determination Act of 2000) in the amounts and at the times set forth in Exhibit A hereto, which moneys
the Foundation hereby covenant to apply to the specific purposes of accomplishing all necessary sttuctural
repairs to the Student Housing Complex's building foundations, lateral and vertical support systems and roof
systems (collectively, the "Initial Rehabilitation Work", in order to improve the structural integrity and useful
life of the Student Housing Complex to a 25 year useful life.

2. The District further agrees to finance directly the costs of improving the portion of the path
situated on the College property from the main component of the College campus to the property line with the
Student Housing Complex by installing additional safi:ty lighting along said path and repairing and adding
road base/gravel to said path.

Section D. Financial Reporting.

1. The District and Foundation hereby agree to review the operation and financial condition of
Student Housing Complex on a regular basis. The Foundation shall prepare, or cause to be prepared on its
behalf, a report on the operation and financial condition of the Student Housing Complex, including budgeted
and actual revenues and expenditures, and said report shall be delivered to the District not less frequently than
on a quarterly basis. Said report shall be prepared in accordance with customary standards and practices
common to the commercial residential rental housing industry.

2, The Foundation shall prepare and present to the District, within 90 days following the end of
each fiscal year, commencing with the fiscal year ending June 30. 2003: (i) financial statements of the
Foundation, which shall include all relevant aspects of the Project, audited by an independent certified
accountant or firm of such accountants, and (ii) an audit of an independent certified public accountant which
details the projected and actual gross revenues from the Student Housing Complex, the disposition of those
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revenues showing the uses thereof and, in particular. the amounts used for operation and maintenance
expenses, amounts applied to the repair and replacement funds and other amounts applied in connection with
the loan agreement relating to the Bonds, the current occupancy levels of the Student Housing Complex and
any plans by the Foundation for major repair to or rehabilitation of the Student Housing Complex. The
foregoing reporting requirements identified in (i) and (ii) inay be combined into one audit.

3. The Foundation shall provide to the District a preliminary armual budget 90 days prior to the
beginning of the Foundation's fiscal year: provided that with respect to the fiscal year commencing July I.
2003 such preliminary annual budget need not be provided. In addition, on or prior to the 30th day preceding
each Fiscal Year, the Foundation shall prepare an annual budget (an “*Operating Budget™). detailed as to line
items of anticipated gross rental revenues, expenses related to the Student Housing Complex. including but not
limited to expenses of operating and maintaining the Student Housing Complex, ordinary and extraordinary
repairs and reserve payments due under the loan agreement relating to the Bonds for the ensuing fiscal year
and shall submit a copy of such budget to the District: provided that with respect to the fiscal year
commencing June 30, 2003 such Operating Budget shall be provided no later than the date the Student
Housing Complex is acquired by the Foundation. The Operating Budget may be amended by the Foundation
from time to time, provided. however. the Foundation must certify to the District that under the Operating
Budget. as amended, all debt service coverage requirements imposed under the loan agreement relating to the
loan of the proceeds of the Bonds are met; and provided further that copies of any amendments shall be given
to the District.

Section E. Agreement as to Corporate Governance WithRespect to the Stadent Housing Complex.

1 The Foundation hereby covenants and agrees to create and maintain during the term of the
Agreement a Business Management Committee of its Board of Directors and to empower said committee and
its appointed representatives to make necessary operational, budgetary and staffing decisions related to the
Student Housing Complex. The Foundation shall appoint four (4) members of its Board of Directors to serve
on the Business Management Committee. The Foundation agrees to manage. operate, maintain and staff the
Student Housing Complex under the operational direction of the Business Management Committee. The
Foundation Board of Directors may provide guidance, establish goals, establish policies. and/or direct the
Business Management Committee.

2, The Foundation may hire and maintain the position of a “Foundation Senior Administrator”
who shall have primary responsibility for the management and operation of the Foundation’s Student Housing
Complex (housing), Feather River Fitness and Recreation (fitness center) and any other enterprise operations
of the Foundation, and other duties and responsibilities as determined appropriate the Board or Business
Management Committee of the Foundation. The Foundation Senior Administrator shall report to the Business
Management Committee.

3. The Foundation agrees to hire a housing manager or a third-party property management
company who shall have primary responsibility for the day-to-day management and operation of the Student
Housing Complex. The Housing Manager shall report to the Foundation Senior Administrator, or in the
absence of the Foundation Senior Administrator, to the Business Management Committee.

Section F. Agreement as to Management and Use of Student Honsing Compiex Between Semesters.

L The Foundation shall hold and make available, for and during the period between the spring
and fall semester of each year, a specified number of its Student Housing Complex units, as determined by the
Business Management Committee in consultation with District staff to be that number of units which will be
occupied by District students or others attending District-sponsored events, classes. sport camps or other
programs during the aforementioned period. Agreement as to the number of units, the specific units to held for
District-sponsored events, classes, sport camps or other programs, and the period during the summer for which
such units are to be resetved shall be made no later than April 1 of each year; provided, however. in all events
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priority will be given to the student housing needs of District students attending classes during the sununer
sessions.

2, The Foundation shall use its best efforts to rent units that are not reserved in accordance with
the aforementioned agreement between the District and the Foundation as to unit reservation relating to
District-sponsored events and apartments otherwise vacant or vacated during the summer to members of the
public or other third-parties in order to maximize the Student Housing Complex’s annual rental income (but
only to the extent not inconsistent with the tax covenants made by the Foundation with respect to the use of the
proceeds of the Bonds): provided, however. in all events priority will be given to the student housing needs of
District students attending classes during the summer sessions.

3. Notwithstanding any of the foregoing. it shall be the affinnative obligation of the Foundation
to ensure that all repairs deemed necessary to maximize occupancy of the Student Housing Complex nnits
during the ensuing Spring semester, with respect to the winter break, and the ensuing Fall semester. with
respect to Summer break, shall be conducted between semesters and in such a manner as to maximize the
number of units available for rent at the beginning of each Fall and Spring semester.

4, The Foundation may manage the Student Housing Complex of its own accord or may engage
a third-party manager. Any manager proposed by and engaged by the Foundation to manage any unit in the
Student Housing Complex shall be an entity with prior experience in managing units of a comparable quality
and number in California and shall be selected in consultation with the District. Upon a failure to maintain the
debt service coverage requirement in the loan agreement relating to the Bonds, the Foundation is obligated to
replace the then current manager of the Student Housing Complex at the Bond trustee's request. If the
Foundation fails to do so, the Bond trustee has the right to replace said manager. At least twenty days prior to
the execution of any management agreement with respect to all or any of the units in the Project. the
Foundation shall submit such agreement. along with a statement of the proposed manager’s qualifications, to
the District and each rating agency then maintaining a rating with respect to the Bonds.

Section G. Coordination Between the District and the Foundation with Respect to the Student Housing
Complex.

1. The District and the Foundation hereby affirm that its i s the intent of the parties that the two
institutions work in a collaborative manner to provide student housing for the students of the District and to
maximize the number of units rented in the Student Housing Complex. To enable the achievement of these
goals the parties agree as follows:

(N The District shall provide information to its students regarding the Student Housing
Complex, including. but not limited to, advertising the Student Housing Complex to
prospective students, advertising the Student Housing Complex in its catalog and
related materials, and assist students in making arrangements to live in the Student
Housing Complex in coordination with the Student Housing Complex's staff.

(2) The Foundation shall provide an adequate number of Resident Advisors and
Foundation staff in each building of the Student Housing Complex and shall consult
with the District in coordinating student lifc: related activities projects and efforts.

3) The College shall continue to provide information relating to the Student Housing
Complex andrental applications on its website.

E-5



Section H. Business Management Committee Composition and Responsibilities.

1. The Business Management Committee shall consist of five (5) members. Four members will
be appointed by the Foundation Board of Directors as follows: two (2) Committee members shall be
Foundation Board of Directors members who also serve as District Board of Trustees members or who are
District administrators or employees: and two (2) members shall be Foundation Board of Directors members
who are not District employees. District administrators or Board of Trustee members. These four (4) members
will select and appoint a fifth member of the Business Management Committee. This fifth member shall be a
local community member and who shall not be a District employee. District administrator. District Board of
Trustees member or a member of the Foundation's Board of Directors. or other officer of either the District or
the Foundation.

Three members of the Business Management Committee, constituted of at least one member who is
also a member of the District Board of Trustees, a District administrator or a District employee and one
member who is not a member of the Diswict Board of Trustees or a District administrator or a District
employee, shall constitute a quorum of the Business Management Committee.

2. Decisions of the Business Management Committee shall be made by consensus, or, when
consensus cannot be reached, by majority vote.

3. The Business Management Committee will meet quarterly at a minimum and more frequently
as needed.
4. The Business Management Committee shall direct and monitor the Student Housing

Complex’s operation, staffing, rental structure, revenue and expense budget and capital expenditures.

S. The Business Management Committee will detemmine the District’s Occupancy Guarantee
Payment obligation for vacant apartments, as described in Section B of this Agreement.

6. The Business Management Committee will direct the Senior Administrator, and in the
absence of the Senior Administrator, the Student Housing Complex housing manager.

7. The Business Management Committee shall annually establish the upcoming fiscal year’s
operating budget, staffing levels and rental rates for the Student Housing Complex as described in Section B3.
hereof.

8. The process for such decisions shall include:

(1) A review of current and prior year operating costs

2) A review of current and prior year stafting levels

3) A review of current and prior year’s student needs and activities

4) A review of neededcapital repairs and improvements.

(5) The debt service coverage ratio and the maintenance of any other covenants

established under the loan agreement relating to the loan of the proceeds of the
Bonds.



9. The principles that shall be used to reach operating budget. staffing and rental rate decisions
by the Business Management Committee shall include:

1) Providing affordable. safe and clean housing to students
2) The fiscal viability of the Student Housing Complex

(3) Establishing a revenue target for the upcoming fiscal year of at least 1.20x of
annual debt coverage due under the loan agreement relating the loan of the
proceeds of the Bonds.

4) To the extent consistent with the loan agreement relating to the loan of the
proceeds of the Bonds, net revenues in any fiscal year shall first be used to
perform additional maintenance and improvements on the facilities in order
to maintain their functionality and habitability (above and beyond the
original facility repairs contemplated in the Initial Rehabilitation Work),
secondly to prepay the bond indebtedness, and thirdly, to reduce the housing
rental rates charged to student renters or for other direct student necds. The
Business Management Committee shall make a specific determination on the
use of these excess revenues. Additionally, any such revenues shall be
considered during the process of establishing future rental rates. This third
priority is established in recognition of the fact that the income for the
Student Housing Complex comes directly from student rents and that excess
revenues should directly benefit students.

(5) The debt service coverage ratio and the maintenance of any other covenants
established under the loan agreement relating to the loan of the proceeds of
the Bonds.

Section I. Agreement as to Understanding of Certain Provisions of California Law.

1. The District and the Foundation each affirm their respective lmowledge and understanding of
the requirements of California Labor Code Sections 1720 et seg. and 1770 et seq.. as well as California Code
of Regulations, Title 8, Section 16000 et seq. (“Prevailing Wage Laws”), relating, inter alia, to the payment of
prevailing wage rates on certain “public works.™

2, The District and the Foundation each understand that the payment of the Special Forest
Revenues to be made hereunder may constitute “public funds” as that term is used in Labor Code Section
1720(a) so as to bring the Initial Rehabilitation Work on the Student Housing Complex to be performed by the
Foundation within the defmition of “public works™ as that term is used in the Prevailing Wage Laws. The
Foundation hereby covenants that the Initial Rehabilitation Work on the Student Housing Complex financed
by the Special Forest Revenues provided hereunder will be perforned in accordance with Prevailing Wage
Laws

3. The District and the Foundation.each understand that neither the payment of the Special
Forest Revenues to be made hereunder nor any other provision of this Agreement operates so as bring the
Inixkal Rehabilitation Work on the Student Housing Complex to be performed by Foundation within the
definition of “public works” for any purpose or context other than the Prevailing Wage Laws.

4, The District and the Foundation each understand that neither any payment of Occupancy
Guarantee Payment nor any payment made hereunder (other than those identified in the subsection 2. of this
Section I), operates so as bring any activities of the Foundation with respect to the Student Housing Complex
within the defiition of “public works™ as that term is used in the Prevailing Wage Laws or any other laws.
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Section J. Miscellaneous.

L. Indemnification. The Foundation and the District each agree to indemnify and hold the other
party and its officers, employees, and agents hanmless from any and all expense and liability for damage.
actual or alleged, to persons or property arising out of this agreement which arise out of or result from
negligent acts or omissions or willful misconduct of the indemnifying party or its officers, employees. or
agents.

2. Recognition of Legally Distinct Entities. The District and Foundation agree that the District,

its Board of Trustee members. officers. agents and employees. in the conjunction with this Agreement, shall
act in an independent capacity and not as officers. agents or employees of Foundation and that Foundation, it
Board of Directors members, officers, agents and employees. in conjunction with this Agreement, shall act in
an independent capacity and not as officers, agents and employees of the District.

3. Insurance. The Foundation and the District shall each name the other party as an “additional
insured™ on their respective liability insurance policies.

4. Amendment, Chapges and Modifications. This Agreement may be effiectively amended,

changed, modified. altered or terminated only by written instrument executed by the parties thereto: provided,
however. that while any Bonds are outstanding no material terms of this agreement may be amended. changed
or modified unless, prior to such amendment. change or modification the Foundation shall have first confirmed
in writing with each rating agency then providing a rating with respect to the Bonds that the rating on the
Bonds then maintained by each of such rating agencies will not be downgraded as a result of any such
amendment, change or modification to this Agreement.

S. Assignment. The District hereby assent to the assignment by the Foundation of all of its
rights and remedies bereunder to the Bond trustee (and any successors or assigns thereof in such capacity), as
security for repayment of the Bonds. This Agreement may not otherwise be assigned without the prior written
consent of the parties hereto.

6. Governing Law; Interpretation. This Agreement shall be construed and enforced in
accordance with the laws of the State of California. Every provision of law and clause required by law to be
inserted in this contract shall be deemed to be inserted, and this contract shall be read and enforced as though it
were included, and if through mistake or otherwise any provision is not inserted or is not correctly inserted,
upon application of either party the contract shall be amended to make the insertion or correction. All
references to statutes and regulations shall include all amendments. replacements. and enactments on the
subject which are in effect as of the date of this contract, and any later changes which do not materially and
substantially alter the positions of the parties.

7. Severability. If a court of competent jurisdiction holds any clause to be invalid or
unenforceable in whole or in part for any reason, the validity and enforceability of the remaining clauses, or

portions of them, shall not be affiected unless an essential purpose of this Agreement would be defeated by loss
of the invalid or unenforceable provision.

8. Execution in Several Counterparts. This Agreement may be executed in any number of
counterparts and each of such counterparts shall for all putposes be deemed to be an original; and all such

counterparts shall together constitute but one and the same instrument.
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IN WITNESS WHEREOF, the District and the Foundation has each caused this OCCUPANCY &
OPERATION AGREEMENT to be executed by their respective duly authorized representatives, all as of the

date first above written.
FEATHER RIVER COLLEGE FOUNDATION, INC.

By

ftitle]

FEATHER RIVER COMMUNITY COLLEGE
DISTRICT

By

[title]



EXHIBIT A

Schedule of Special Forest Revenues Payments

Payment Date Payment Amount
7/1/03 (for fiscal year 03-04) $250,000
7/1/04 (for fiscal year 04-05) 250,000
7/1/05 (for fiscal year 05-06) 250.000
7/1/06 (for fiscal year 06-07) 250,000
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APPENDIX F

FORM OF CONTINUING DISCLOSURE AGREEMENT

This Continuing Disclosure Agreement (the “Disclosure Agreement”) is executed and delivered by the
Feather River College Foundation. Inc. (the “Borrower™) and U.S. Bank National Association, as trustee (the
“Trustee™) and as Dissemination Agent (as defined herein) in connection with the issuance of $3.250.000
Califomia Community College Financing Authority Student Housing Revenue Bonds (Feather River
Community College District Project). Series 2003A Tax-Exempt (the “‘Series A Bonds™), $165.000 California
Community College Financing Authority Student Housing Revenue Bonds (Feather River Community College
District Project). Series 2003B Taxable (thz “Series B Bonds™, and together with the Series A Bonds the
“Bonds”). The Bonds are being issued pursuant to an Indentur: dated as of May 1, 2003 between the
California Community College Financing Authority and the Trustee (the “Indenture™). The Borrower,
Dissemination Agent and the Trustee covenant and agree as follows:

SECTION 1. Pumose of the Disclosure Agreement. This Disclosure Agreement is being executed
and delivered by the Borrower. Dissemination Agent and the Trustee for the benefit of the Holders and
Beneficial Owners of the Bonds and in order to assist the Participating Underwriters in complying with S.E.C.
Rule 15¢2-12(b)(5).

SECTION 2. Definitions. In addition to the definitions set forth in the Indenture. which apply to any
capitalized term used in this Disclosure Agreement unless otherwise defined in this Section. the following
capitalized terms shall have the following meanings:

Annual Report™ shall mean any Annual Report provided by the Borrower pursuant to, and as
described in, Sections 3 and 4 of this Disclosure Agreement.

~Beneficial Owner™ shall mean any person which has or shares the power. directly or indirectly, to
make investment decisions conceming ownership of any Bonds (including persons holding Bonds through
nominees. depositories or other intermediaries).

“Disclosure Representative™ shall mean the President of the Borrower or his or her designee. or such
other officer or employee as the Borrower shall designate in writing to the Dissemination Agent and the
Trustee from time to time.

“Dissemination Agent” shall mean U.S. Bank National Association, acting in its capacity as
Dissemination Agent hereunder, or any successor Dissemination Agent designated in writing by the Borrower
and which has filed with the Trustee a written acceptance of such designation.

“Listed Events” shall mean any of the events listed in Section S(a) of Disclosure Agreement.

“National Repository™ shall mean any Nationally Recognized Municipal Securities Information
Repository for purposes of the Rule.

*“Participating Underwriter” shall mean any of the original underwriters of the Bonds required to
comply with the Rule in connection with offering of the Bonds.

“Repository” shall mean each National Repository and the State Repository.
“Rule” shall mean Rule 15c2-12(b)(5) adopted by the Securities and Exchange Commission under the

Securities Exchange Act of 1934. as the same may be amended from time to time.
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“State™ shall mean the State of California.

*State Repository™ shall mean any public or private repository or entity designated by the State as the
state repository for the purpose of the Rule and recognized as such by the Securities and Exchange
Commission.

SECTION 3. Provision of Annual Reports.

(a) The Borrower shall, or shall cause the Dissemination Agent to, not later than six months
after the end of the Borrower's fiscal year (presently June 30), commencing with the report for the 2001-2003
Fiscal Year. provide to each Repository an Annual Report which is consistent with the requirements of
Section 4 of this Disclosure Agreement. The Annual Report may be submitted as a single document or as
separate documents comprising a package. and may include by reference other information as provided in
Section 4 of this Disclosure Agreement; provided that the audited financial statements o fthe Borrower may be
submitted separately from the balance of the Annual Report and later than the date required above for the filing
of the Annual Report if they are not available by that date. If the Borrower’s fiscal year changes. it shall give
notice of such change in the same manner as for a Listed Event under Section 5(f).

(b)Not later than fifteen (15) Business Days prior to the date specified in subsection (a) for
providing the Annual Report to Repositories. the Borrower shall provide the Annual Report to the
Dissemination Agent and the Trustee (if the Trustee is not the Dissemination Agent). The Borrower shall
provide a written certification with each Annual Report furnished to the Dissemination Agent and the Trustee
to the effvect that such Annual Report constitutes the Annual Report required to be fumished by it hereunder.
The Dissemination Agent and Trustee may conclusively rely upon such certification of the Borrower and shall
have no duty or obligation to review such Annual Report. If by such date, the Trustee has not received a copy
of the Annual Report, the Trustee shall contact the Borrower and the Dissemination Agent to determine if the
Borroweris in compliance with the first sentence of this subsection (b).

(c) If the Trustee is unable to verify that an Annual Report has been provided to Repositories
by the date required in subsection (a). the Trustee shall send a notice to each Repository in substantially the
forn attached as Exhibit A.

(d) The Dissemination Agent shall:

(i) determine each year prior to the date for providing the Annual Report the name
and address of each National Repository and the State Repository, if any; and

(ii) if information is available to the Dissemination Agent. file a report with the
Borrower and (if the Dissemination Agent is not the Trustee) the Trustee certifying that the Annual
Report has been provided pursuant to this Disclosure Agreement, stating the date it was provided and
listing all the Repositories to which it was provided.

SECTION 4. Content of Apnual Reports. The Annual Report shall contain or include by reference
the following:

(a) Financial Statements. The audited fmancial statements of the Borrower for the most
recently available fiscal year, prepared in accordance with generally accepted accounting principles as
promulgated to apply to financial audits contained in Generally Accepted Accounting Principles, issued by the
Comptroller General ofthe United States. If the Borrower’s audited fmancial statements are not available by
the time the Annual Report is required to be filed pursuant to Section 3(a), the Annual Report shall contain
unaudited financial statements, and the audited financial statements shall be filed in the same manner as the
Annual Report when they become available.



(b) Student Enrollment. Total student enrollment and full-time equivalent student enroliment
at the College for the Fall Term of the current fiscal year.

(c) Projected Operating Bucdiget. A projected operating budget for the College for the then
current fiscal year.

(d) Occupancv Statistics A description of the occupancy in the Project and the gross rental
income for the most recent month available preceding the filing of the Annual Report.

(e) Coverage Requirement. A calculation of the Coverage Ratio for the Project for the prior
fiscal year.

(f) Reserve Fund, Surplus Fund and Repair and Replacement Fund. A statemeni of the
balance on deposit in the Reserve Fund and in the Repair and Replacement Fund as of the most recent date for

which such information is available preceding the filing of the Annual Report, including a summary of
withdrawals from each such fund, the use to which such withdrawals were put and the amount of Bonds to be
called from Surplus Fund moneys.

Any or all of the items listed above may be included by specific reference to other documents, including
official statements of debt issues of the Borrower or related public entities, which have been submitted to each
of the Repositories or the Securities and Exchange Commission. If the document included by reference is a

fmal official statement, it must be available from the Municipal Securities Rulemaking Board. The Borrower
shall clearly identify each such other document so included by refierence.

SECTION 5. Reporting of Significant Events.

(a) Pursuant to the provisions of this Section 5, the Borrower shall give, or cause to be given,
notice of the occurrence of any of the following events with respect to the Bonds, if material:

1. principal and interest payment delinquencies;
2. non-payment related defaults;

3. modifications to rights of Bondholders:

4. optional. contingent or unscheduled bond calls;
S. defieasances;

6. rating changes;

7. adverse tax opinions or events adversely affiecting the tax-exempt status of the
Bonds;

8. unscheduled draws on the debt service reserves reflecting financial difficulties;
9. unscheduled draws on credit enhancemenss reflecting fmancial difficulties:
10. substitution of credit or liquidity providers. or their failure to perfiorm;

11. release, substitution or sale of property securing repayment of the Bonds.
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(b) The Trustee shall, within one (1) Business Day of obtaining actual knowledge of the
occurrence of any of the Listed Events or as soon as reasonably practicable thereafler. contact the Disclosure
Representative. inform such person of the event., and request that the Borrower promptly notify the
Dissemination Agent in writing whether or not to report the event pursuant to subsection (f), and promptly
direct the Trustee whether or not to report such event to the Bondholders. In the absence of such direction. the
Trustee shall not report such event unless otherwise required to be reported by the Trustee to the Bondholders
under the Indenture. The Trustee may conclusively rely upon such direction (or lack thereof). For purposes of
this Disclosure Agreement. *“actual knowledge™ of the occurrence of such Listed Events shall mean actual
knowledge by the officer at the corporate trust office of the Trustee with regular responsibility for the
administration of matters related to the Indenture. The Trustee shall have no responsibility to determine the
materiality of any of the Listed Events.

(c) Whenever the Borrower obtains knowledge of the occurrence of a Listed Event, whether
because of a notice from the Trustee pursuant to subsection (b) or otherwise, the Borrower shall as soon as
possible determine if such event would be material under applicable federal securities laws.

(d) If the Borrower has determined that knowledge of the occurrence of a Listed Event would
be material under applicable federal securities laws, the Borrower shall promptly notify the Dissemination
Agent in writing. Such notice shall instruct the Dissemination Agent to report the occurrence pursuant to
subsection (f).

(e) If in response to a request under subsection (b), the Borrower determines that the Listed
Event would not be material under applicable federal securities laws. the Borrower shall so notify the
Dissemination Agent in writing and instruct the Dissemination Agent not to report the occurrence pursuant to
subsection (f).

(f) If the Dissemination Agent has been instructed by the Borrower to report the occurrence
of a Listed Event. the Dissemination Agent shall file a notice of such occurrence with the Repositories and any
State Repository. Notwithstanding the foregoing. notice of Listed Events described in subsections (a)(4) and
(5) need not be given under this subsection any earlier than the notice (if any) of the underlying eventis given
to Holders of affected Bonds pursuant to the Indenture.

SECTION 6. Termination of Reporting Obligation. The Borrower’s obligations under this Disclosure
Agreement shall terminate upon the legal defeasance, prior redemption or payment in full of all of the Bonds.
If such termination occurs prior to the final maturity of the Bonds, the Borrower shall give notice of such
termination in the same manner as for a Listed Event under Section 5(f).

SECTION 7. Dissemination Agent The Borrower may, from time to time, appoint or engage a
Dissemination Agent to assist it in cairying out its obligations under this Disclosure Agreement. and may
discharge any such Dissemination Agent, with or without appointing a successor Dissemination Agent. The
Dissemination Agent shall not be responsible in any manner for the content of any notice or report prepared by
the Borrower pursuant to this Disclosure Agreement. The Dissemination Agent may resign by providing thirty
days written notice to the Borrower and the Trustee. The Dissemination Agent shall have no duty to prepare
any information report nor shall the Dissemination Agent be responsible for filing any report not provided to it
by the Borrower in a timely manner and in a form suitable for filing.

SECTION 8. Amendment: Waiver. Notwithstanding any other provision of this Disclosure
Agreement, the Borrower and the Trustee may amend this Disclosure Agreement (and the Trustee and
Dissemination Agent shall agree to any amendment so requested by the Borrower provided. neither the Trustee
nor the Dissemination Agent shall be obligated to enter into any such amendment that modifies or increases its
duties or obligations hereunder), and any provision of this Disclosure Agreement may be waived, provided that
the following conditions are satisfied:



(a) If the amendment or waiver relates to the provisions of Sections 3(a), 4. or 5(a), it may
only be made in connection with a change in circumstances that arises from a change in legal requirements,
change in law. or change in the identity, nature or status of an obligated person with respect to the Bonds, or
the type of business conducted;

(b) The undertaking. as amended or taking into account such waiver, would, in the opinion of
nationally recognized bond counsel. have complied with the requirements of the Rule at the time of the
original issuance of the Bonds. after taking into account any amendments or interpretations of the Rule. as well
as any change in circumstances: and

(c) The amendment or waiver either (i) is approved by the Holders of the Bonds in the same
manner as provided in the Indenture for amendments to the Indenture with the consent of Holders, or (ii) does
not, in the opinion of nationally recognized bond counsel. materially impair the interests of the Holders or
Beneficial Owners of the Bonds.

In the event of any amendment or waiver of a provision of this Disclosure Agreement, the Borrower shall
describe such amendment in the next Annual Report. and shall include, as applicable, a narrative explanation
of the reason for the amendment or waiver and its impact on the type (or, in the case of a change of accounting
principles, on the presentation) of financial information or operating data being presented by the Borrower. In
addition. if the amendment relates to the accounting principles to be followed in preparing financial statements,
(i) notice of such change shall be given in the same manner as for a Listed Event under Section 5(f), and
(ii) the Annual Report for the year in which the change is made should present a comparison (in narrative form
and also. if feasible, in quantitative form) between the financial statements as prepared on the basis of the new
accounting principles and those prepared on the basis of the former accounting principles.

SECTION 9. Additional Information. Nothing in this Disclosure Agreement shall be deemed to
prevent the Borrower from disseminating any other information, using the means of dissemination set forth in
this Disclosure Agreement or any other means of communication, or including any other information in any
Annual Report or notice of occurrence of a Listed Event, in addition to that which is required by this
Disclosure Agreement. If the Borrower choases to include any infiormation in any Annual Report or notice of
occurrence of a Listed Event in addition to that which is specifically required by this Disclosure Agreement,
the Borrower shall have no obligation under this Agreement to update such information or include it in any
future Annual Report or notice of occurrence of a Listed Event.

SECTION 10. Default. In the event of a failure of the Borrower or the Trustee to comply with any
provision of this Disclosure Agreement. the Trustee, at the written request of any Participating Underwriter or
the Holders of at least 25% aggregate principal amount of Outstanding Bonds, shall but only to the extent
funds in an amount satisfactory to the Trustec have been provided to it or it has been otherwise indemnified to
its satisfuction from any cost, liability, expense or additional charges and fiees of the Trustee whatsoever,
including, without limitation, {'ees and expenses of its attorneys, or any Holder or Beneficial Owner of the
Bonds may take such actions as may be necessary and appropriate, including seeking mandate or specific
performance by court order, to cause the Borrower or Trustee, as the case may be, to comply with its
obligations under this Disclosure Agreement. A default under this Disclosure Agreement shall not be deemed
an Event of Default under the Indenture, and the sole remedy under this Disclosure Agreement in the event of
any failure of the Borrower or the Trustee to comply with this Disclosure Agreement shall be an action to
compel performance.

SECTION 11. Duties; Immunities and Liabilities of tee and Dissemjinati , Article 11 of
the Indenture is hereby made applicable to this Disclosure Agreement as if this Disclosure Agreement were
(solely for this purpose) contained in the Indenture and the Trustee and Dissemination Agent shall be entitled
to the protections, limitations from liability and indemnities affiorded the Trustee thereunder. The
Dissemination Agent and the Trustee shall have only such duties as are specifically set forth in this Disclosure
Agreement. and the Borrower agrees to indemnify and save the Dissemination Agent and the Trustee, their
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officers. directors. employees and agents. harmless against any loss. expense and liabilities which it may incur
arising out of or in the exercise or performance of its powers and duties hereunder, including the costs and
expenses (including attorneys fees) of defending against any claim of liability. but excluding liabilities due to
the Dissemination Agent’s gross negligence or willful misconduct. The Dissemination Agent shall be paid
compensation by the Borrower for its services provided hereunder in accordance with its schedule of fees as
amended from time to time and all expenses, legal fees and advances made or incurred by the Dissemination
Agent in the performance of its duties hereunder. The Dissemination Agent and the Trustee shall have no duty
or obligation to review any information provided to them hereunder and shall not be deemed to be acting in
any fiduciary capacity for the Borrower. the Bondholders. or any other party. The obligations of the Borrower
under this Section shall survive resignation or removal of the Dissemination Agent arid payment of the Bonds.

SECTION 12. Notices. Any notices or communications to or among any of the parties to this
Disclosure Agreement may be given as follows:

To the Borrower: Feather River College Foundation, Inc.
570 Golden Eagle Avenue
Quincy, CA 95971

To the Trustee or

the Dissemination

Agent: U.S. Bank National Association

550 S. Hope Street. Suite 500
Los Angeles, California 90071
Attention: Corporate Trust Services

Any person may, by written notice to the other persons listed above. designate a different address or telephone
number(s) to which subsequent notices or communications should be sent.

SECTION 13. Beneficiaries. This Disclosure Agreement shall inure solely to the benefit of the
Borrower, the Trustee. the Dissemination Agent. the Participating Underwriters and Holders and Beneficial
Owners from time to time of the Bonds, and shall create no rights in any other person or entity.

SECTION 14. Counterparts. This Disclosure Agreement may be executed in several counterparts,
each of which shall be an original and all of which shall constitute but one and the same instrument.

Dated as of: May 1. 2003

FEATHER RIVER COLLEGE FOUNDATION, INC.

By

Authorized Officer
Dated as of: May I, 2003

U.S. BANK NATIONAL ASSOCIATION, as
Dissemination Agent

By
Authorized Officer
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EXHIBIT A

NOTICE TOREPOSITORIES OF FAILURE TO FILE ANNUAL REPORT

Name of Borrower: Feather River College Foundation. Inc.

Name of Bond Issue:  California Community College Financing Authority Student Housing Revenue
Bonds (Feather River Community College District Project). Series 2003A Tax-
Exempt, and Califonia Community College Financing Authority Student Housing
Revenue Bonds (Feather River Community College District Project), Series 2003B
Taxable

Date of Issuance: May 29, 2003

NOTICE IS HEREBY GIVEN that the Feather River College Foundation, Inc. has not provided an Annual
Report with respect to the above-named Bonds as required by Section 5.20 of the Indenture dated May 1, 2003
between the Borrower and US. Bank National Association. [The Borrower anticipates that the Annual

Report will be filed by |

Dated:

Secretary of Feather River College Foundation, Inc.,
on behalf of Borrower

cc: Boirower
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APPENDIX G
BOOK-ENTRY SYSTEM

THE INFORMATION IN THIS SECTION CONCERNING DTC AND DTC’'S BOOK-ENTRY
SYSTEM HAS BEEN OBTAINED FROM DTC, BUT NEITHER THE AUTHORITY NOR THE
BORROWER TAKE ANY RESPONSIBILITY FOR THE ACCURACY THEREOF.

The Bonds initially will be delivered in the form of fully registered. book-entry only bonds. Upon
initial delivery. the Bonds will be registered in the registry books kept by the Trustee. as bond registrar. in the
name of Cede & Co, as nominee for The Depository Trust Company (“DTC”), New York, New York, which
will act as the initial securities depository for the Bonds (the *Bond Depository™) under a book-entry only
system. Purchasers of Bonds (the “Beneficial Owners™) will not receive certificates representing their interest
in the Bonds. Purchases of beneficial interests in the Bonds will be made in book-entry only form in
Authorized Denominations by credit to participating broker-dealers and other institutions on the books of DTC
as described herein. Payments of principal of and interest on the Bonds will be made by the Trustee directly to
DTC as the registered Owner thereof. Disbursement of such payments to the DTC Participants (as hereinafter
defined) is the responsibility of DTC and disbursements of such payments to the Beneficial Ownets is the
responsibility of the DTC Participants and the Indirect Participants (as hereinafter defined), as more filly
described herein. Any purchaser of beneficial interests in the Bonds must maintain an account with a broker or
dealer who is, or acts through. a DTC Participant to receive payment of the principal of and interest on such
Bonds.

DTC is a limited-purpose trust company organized under the laws of the State of New York, a
“banking organization” within the meaning of New York Banking Law, a member of the Federal Reserve
System. a “clearing corporation™ within the meaning of the New York Uniform Commercial Code. and a
“clearing agency™ registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934,
as amended. DTC holds securities that its participants (the “DTC Participants™) deposit with DTC. DTC also
facilitates the settlement among DTC Participants of securities transactions, such as transfers and pledges, in
deposited securities through electronic computerized book-entry changes in accounts of the DTC Participants,
thereby eliminating the need for physical movement of securities certificates. DTC Participants include
securities brokers and dealers, banks, trust companies. clearing corporations, and certain other organizations.
DTC is owned by a number of its DTC Participants and by the New York Stock Exchange, Inc., the Asmerican
Stock Exchange, Inc., and the National Association of Securities Dealers, Inc. Access to the DTC system is
also available to others. such as banks, brokers. dealers, and trust companies that clear through or maintain a
custodial relationship with a DTC Participant, either directly or indirectly (the “Zndirect Participants™). The
rules applicable to DTC and its Direct Participants are on file with the Securities and Exchange Commission
(the “SEC’).

Purchases of Bonds under the DTC system must be made by or through DTC Participants which will
receive a credit balance for the Bonds in the records of DTC. The ownership interest of eachBeneficial Owner
is in turm to be recorded in the DTC Participants’ and Indirect Participants’ records. Beneficial Owners will
not receive written confirmation from DTC of their purchase. but Beneficial Owners are expected to receive a
written confirmation of their purchase providing dewils of the transaction, as well as periodic statements of
their holdings. from the DTC Participants and Indirect Participants through which the Beneficial Owner
entered the transaction. Transfers of ownership interest in the Bonds will be accomplished by entries made on
the books of DTC Participants and Indirect Participants acting on behalf of the Beneficial Owners. Beneficial
Ownmers will not receive certificates representing their ownership interest in the Bonds, except in the event the
use of the book-entry system for the Bonds is discontinued.
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SO LONG AS CEDE & CO., AS THE NOMINEE FOR DTC, IS THE REGISTERED OWNER
OF THE BONDS, THE AUTHORITY AND THE TRUSTEE WILL TREAT CEDE & CO. AS THE
ONLY REGISTERED OWNER OF THE BONDS FOR ALL PURPOSES UNDER THE INDENTURE,
INCLUDING RECEIPT OF ALL PRINCIPAL OF AND INTEREST ON THE BONDS, RECEIPT OF
NOTICES, AND VOTING.

To facilitate subsequent transfers. all Bonds deposited by DTC Participants and Indirect Participants
are registered in the name of DTC’s partnership nominee. Cede & Co. The deposit of Bonds with DTC and
their registration in the name of Cede & Co. effect no changein beneficial ownership. DTC has no knowledge
of the actual Beneficial Owners of the Bonds; DTC’s records reflect only the identity of the DTC Participants
in whose accounts such Bonds are credited. which may or may not be the Beneficial Owners. The DTC
Participants and Indirect Participants will remain responsible for keeping account of their holdings on behalf of
their customers.

Conveyance of notices and other communications by DTC to DTC Participants. by DTC Participants
to Indirect Participants, and by DTC Participants and Indirect Participants to Beneficial Owners will be
governed by arrangements among them, subject to any statutory or regulatory requirements as may be in effiect
from time to time.

Redemption notices will be sent to Cede & Co. If less than all of the Bonds are being redeemed,
DTC’s practice is to determine by lot the amount of the interest of each DTC Participant in the Bonds being
redeemed.

Neither DTC nor Cede & Co., will consent or vote with respect to the Bonds. Under its usual
procedures, DTC mails an omnibus proxy to the Authority as soon as possible after the record date. The
omnibus proxy assigns Cede & Co.’s consenting or voting rights to those DTC Participants to whose accounts
the Bonds are credited on the record date (identified in the listing attached to the omnibus proxy).

Principal and interest payments on the Bonds will be made to DTC. DTC's practice is to credit DTC
Participants’ accounts on the payment dates in accordance with their respective holdings shown on DTC’s
records unless DTC has reason to believe that it will not receive payment on the payment date. Payments by
DTC Participants and Indirect Participants to Beneficial Owners will be govemed by standing instructions and
customary practices, as is now the case with securities held for the accounts of customers in bearer form or
registered in “street name,™ and will be the responsibility of such DTC Participant or Indirect Participant and
not of DTC, the Trustee, as paying agent. or the Authority, subject to any statutory and regulatory
requirements as may be in effect from time to time. Payment of the principal and interest to DTC is the
responsibility of the Trustee, as paying agent, disbursement of such payments to DTC Participants will be the
responsibility of DTC, and the disbursement of such payments to the Beneficial Owners will be the
responsibility of the DTC Participants and the Indirect Participants.

The Trustee will pay principal of and interest on the Bonds to or upon the order of the respective
Owners, as shown on the registration books kept by the Trustee, as bond registrar, or upon their respective
attorneys duly authorized in writing, as provided in the Indenture, and all such payments will be valid and
effective to fully satisfy the Authority’s obligations with respect to the payment of principal and interest on the
Bonds to the extent of the sum or sums so paid. Upon delivery by the nominee of DTC to the Trustee of
written notice to the effect that DTC has determined to substitute a new nominee in place of the existing
nominee, and subject to the provisions of the Indenture with respect to record dates. the word **Cede & Co.” in
the Indenture will refier to such newnominee of DTC.

In the event the Authority or the Trustee receives written notice from DTC to the effect that DTC is
unable or unwilling to discharge its responsibilities, and the Authority is unable to find a substitute depository,
in the opinion of the Authority, willing and able to undertake the functions of the Bond Depository upon
reasonable and customary terms, then the Bonds will no longer be restricted to being registered in the
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registration books of the Authority kept by the Trustee. as bond registrar. in the name of the nominee of DTC
or DTC, but may be registered in whatever name or names the Beneficial Owners (as certified by DTC)
transferring or exchanging the Bonds will designate, in accordance with the provisions of the Indenture.

In the event the Authority determines that it is in the best interests of the Beneficial Owners of the
Bonds that they be able to obtain bond certificates, the Authority may notify DTC and the Trustee. whereupon
DTC will notify the DTC Participants and Indirect Participants of the availability through the nominee or DTC
of bond certificates. In such event. the Trustee will issue, transfer. and exchange Bond certificates as requested
by DTC and any other Bondowners in appropriate amounts, and whenever the Bond Depository requests the
Authority and the Trustee to do so. the Authority and the Trustee will cooperate with DTC by taking
appropriate action after reasonable notice (i) to make available one or more separate certificates evidencing the
Bonds to any nominee or DTC Participant having Bonds credited to its account or (ii) to arrange for another
securities depository to maintain custody of certificates evidencing tlae Bonds.

mannertded in the Blanket Letter o,‘_'Rep_'resemanon emered mm between DT C and the Authorltv

In connection with any notice or communication to he provided to Bondowners pursuant to the
Indenture by the Authority or the Trustee with respect to any consent or other action to be taken by
Bondowners. the Authority, or the Trustee, as the case may be, will establish a record date for such consent or
other action and give the nominee or DTC netice of such record date not less than fifteen (15) calendar days in
advance of such record date to the extent possible.

NEITHER THE AUTHORITY. THE BORROWER, NOR THE TRUSTEE HAS ANY
RESPONSIBILITY OR OBLIGATIONS TO THE DTC PARTICIPANTS OR THE BENEFICIAL OWNERS
WITH RESPECT TO (A) THE ACCURACY OF ANY RECORDS MAINTAINED BY DTC OR ANY DTC
PARTICIPANT; (B) THE PAYMENT BY DTC OR ANY DTC PARTICIPANT OF ANY AMOUNT DUE
TO ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL OF AND INTEREST ON THE
BONDS: (C) THE DELIVERY OR TIMELINESS OF DELIVERY BY DTC OR ANY DTC PARTICIPANT
OF ANY NOTICE TO ANY BENEFICIAL OWNER WHICH IS REQUIRED OR PERMITTED UNDER
THE TERMS OF THE INDENTURE TO BE GIVEN TO BONDOWNERS; (D) THE SELECTION OF THE
BENEFICIAL OWNERS TO RECEIVEPAYMENTS IN THE EVENT OF ANY PARTIAL REDEMPTION
OF THE BONDS; OR (E) ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC, OR ITS
NOMINEE. CEDE & CO., AS REGISTERED BONDOWNER.
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